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editorial

I’d like to start by thanking Barry for his contribution as editor over the last two years. Despite his
concerns (based on the number of letters he received) that few people read his editorial I always
did and enjoyed both agreeing and disagreeing with him. I’d like to continue his plea for feedback
and develop a more active letters page where there is a real sense of debate and opinion. This
is necessarily up to you, the readers, so I look forward to your response!
John Shepherd’s article on page 18 provides a useful insight into how the universities are
developing communication skills in their courses and also a reminder that time-limited students
will always look at what they need to do to pass and therefore the assessment system will strongly
influence the way in which they learn. Personally, I am a strong believer in broader learning at
university as this contributes to the development of independent thinking processes. The truly
great actuaries have highly questioning minds and are able to step aside from the specifics they
have learned and apply the ways of thinking to new issues arising both in traditional and nontraditional areas. The article also allowed me to lead into an area of my current thinking.
While generalising, we do seem to have a mismatch between the desired level of communication
and interpersonal skills in our actuarial graduates (and beyond) and the actual level of skill. While
we are changing our education system to support development in these areas I wonder whether
we also have an issue with our intake criteria.
Feedback to me from a selective school in Sydney at which I spoke was: “The boys see actuarial
studies as something for people who are good at maths and where they don’t have to try too
hard to develop the other skills as they aren’t important.” I was rather horrified that this came
from the careers advisor who seemed to support this view herself. To be fair she had received
only limited information about the profession, primarily from the universities.
The entry point to the profession in Australia is in most cases managed by the university system
and the objectives of a university are necessarily (and rightly) different to those of the profession.
Students applying for the actuarial course make their decision based on a range of information
and perhaps we need to review our marketing messages and market our courses more effectively
to schools where the first career decision point occurs. My observation is we spend little or no
time on this and would be interested to hear your thoughts on whether the profession as a body
should be investing money at this point. ▲

Jenny Lyon
Editor@actuaries.asn.au
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event

XIth Accident
Compensation
Seminar 2007
1– 4 April 2007 Grand Hyatt Melbourne

And the winner is…Melbourne! Chosen for its great food,

culture, arts and sport, Melbourne will play host city to the 2007
Accident Compensation Seminar at the Grand Hyatt Hotel from
Sunday 1 April through Wednesday 4 April.
The seminar will provide opportunities to be updated with the
experience of the statutory schemes, introduce some new report
dimensions, consider emerging risks and present independent
technical research from members of the Institute alongside
industry experts.
Not only that but plenty of time with colleagues to debate,
reminisce and have some fun on the side.

General Manager CTP and Liability Claims, Allianz Australia;
Estelle Pearson, Partner, Finity; and Lisa Simpson, Partner,
PriceWaterhouseCoopers.
Tuesday

provides an opportunity to consider scheme
comparisons, including how Australia’s statutory insurances
match up with those around the globe.
Our speakers will include Julie Evans, Julie Evans Consulting;
Bruce Watson, Principal, Finity; and John Hunter, International
Casualty Underwriter, Faraday Reinsurance.
Wednesday morning’s plenary session covers the legal

Plenary Sessions
Following our Sunday night welcome dinner for which we
are delighted to have Clio Cresswell explain just how sex,
mathematics and accident compensation are linked, we begin our
Monday morning with the keynote address by The Honourable
Timothy Holding MP, Victorian Minister for Finance, WorkCover
& Transport Accident Commission.
The next three days feature six plenary sessions including
panel discussions with key industry experts.
On Monday we discuss the challenges and opportunities that
the ageing of our population presents for accident compensation.
As we see a shift in the age structure of the population and a
changing profile of the workforce with baby boomers working
later into life, compensation schemes will need to adapt to the
new socio-dynamic environment of the society and workplaces,
the nature and severity of both motor and workplace accidents
and the profile of injury and occupational disease types.
Panel discussions will be held on the opportunities for
cross-fertilisation of ideas for claims management in workers
compensation, CTP and medical indemnity; and responding to the
controversial question “Do statutory schemes need an approved
actuary?” by reviewing the current level of actuarial involvement in
accident compensation schemes and considering whether schemes
would benefit from having an approved actuary.
Speakers include John Trowbridge, Member APRA; John
Walsh, Partner, PriceWaterhouse Coopers; Sarah Butler, Director,
Booz Allen Hamilton; Mary Maini, CTP Claims Manager NSW &
QLD, IAG; Lisa Clarke, Claims Manager MDAV; Lori Callahan,
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environment in which we are operating, with expert commentary
on developments in NSW CTP with the commencement of the
lifetime care and support scheme for children and presenting the
topic of litigation funding – an issue whose time has come?
Wednesday afternoon provides a diverse selection of topics,
from the OH&S implications of nanotechnology in the workplace
to the construction of an industry-specific database. We will also
hear an assessment of the Comcare self-insurance option against
the alternatives of remaining under separate State jurisdictions,
given the Australian Government moving to adopt some of
the recommendations from the Productivity Commission on
improving national consistency of workers compensation and
OH&S.
Speakers include John Walker, Managing Director, IMF
Australia; Andrew Stone, Barrister; Ellen Edmonds-Wilson,
CEO, Medical Indemnity Insurance Association of Australia; and
Dr Sam Bruschi, Toxicologist, Flinders Consulting.

Concurrent Sessions
As in prior Accident Compensation Seminars, we have the benefit
of hearing from the scheme managers as they update us on their
respective scheme performances.
At the conclusion of the 2004 Accident Compensation
Seminar, the industry was challenged to provide some common
statistics concerning performance and efficiency. This Seminar
provides the first opportunity to do this and most schemes have
agreed to participate in the exercise.
A template has been provided to each CTP and workers
compensation scheme, designed to capture trends in: average

premiums, claim frequency, average claim size and claim
finalisation rates amongst other things.
Being aware of the difficulty in making comparisons, we hope
this to be the foundation for future work.
In addition to the scheme reports, the working group on
superimposed inflation will present its results and technical papers
will be presented by Institute members on claims management
issues, analysis of scheme and claimant data, assessment of claim
characteristics, pricing and funding issues, medical indemnity
and legislative impacts.

And beyond…
Each night we are to be entertained in style, with themes of “Up
There Cazaly” at AFL World on Sunday, “Feast” at the Melbourne
Museum on Monday and for the gala dinner on Tuesday evening,
“Casino Royale” in the Plaza Ballroom, a red carpet affair!
Sport, food and dancing – bring your party shoes and get
ready to dress up in your best gown (optional for the menfolk)!
Naturally, we will also take the opportunity for time off to
enjoy all that Melbourne has on offer, including a visit to the
‘G’… the famous Melbourne Cricket Ground. Not to be outdone
of course by the cultural walking tour comprising history,
fashion, hidden arcades and a chocolate tour. What more could
you want?
It is intended that papers and presentations be posted on the
Institute’s Accident Compensation Seminar webpage prior to the
Seminar, to provide delegates time to read them. Synopses of the
papers are presently available and as the papers are completed
and peer-reviewed, these will also be made available.
We look forward to seeing you in April, to regale you with the
insights and experience of our presenters while you network with
friends and colleagues, enjoying the city of Melbourne.
Scott Reeves
Anjali Napoli
Matthew Gold
Laurel Kong
Warren Dresner
Darren Davis
Sarah Hodgkinson
Stephanie Brennan

Sponsors

scott.reeves@iag.com.au
njali.napoli@au.pwc.com
matthew.gold@finity.com.au
laurelkong@kpmg.com.au
warren.dresner@aon.com.au
darren.davis@actuaries.asn.au
sarah.hodgkinson@actuaries.asn.au
stephanie.brennan@actuaries.asn.au

Topic Snapshot
Panel sessions
• Cross-Fertilisation Opportunities for CTP, WC and Medical
Indemnity Claims Management
• Comcare and nationalisation of workers compensation
• Do Accident Compensation Schemes Need an Approved
Actuary?
Scheme updates and cross comparisons
• CTP Schemes Comparison
• Workers Compensation Schemes Comparison
• Comparison of Motor Vehicle Bodily Injury Compensation
Under Various Schemes in Australasia
Claims management issues
• Creating a Serviced Focused Industry
• Facilitators and Barriers to Return to Work Following
Workplace Injury
• Technical Development of Appropriate Claims File Loads
• Cost Benefits of Addressing Employees’ Health and WellBeing in the Workforce
Legislative impacts
• The Impact of Tort Reform: An Update
• Whiplash claimants health outcomes and cost before and
after the 1999 NSW CTP legislative reforms
• Update on the NSW Lifetime Care and Support Scheme
Technical analysis of scheme and/or claimant data
• Actuarial Projections for Mesothelioma: An Epidemiological
Perspective
• Latent Claims Review
• Superimposed Inflation Working Group
• Statistical Case Estimation for Long-Term Claimants
• Combining GLM and Data-Mining Techniques for Modelling
Accident Compensation Data
• Individual Claim Modelling of CTP Data
Assessment and measurement of claim
characteristics
• Development of a Standardised Measure of Return-toWork in Workers Compensation
• Impairment vs Disability, Assessment and Use In Accident
Compensation Schemes
Pricing and funding issues
• Strategic CTP Pricing
• Funding Shocks to the ACC Workers Compensation
Scheme (Employee Account)
Nationalisation or consistency of workers
compensation schemes
• National Workers Compensation and OH&S: the “Comcare
Option”
• Harmonisation in Workers Compensation Schemes
Medical indemnity
• Obstetric Claims – A Review of Recent Trends
Other topics
• Ageing Populations and Accident Compensation
• Self-Insurance – Getting the Best Out of Regulation
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event (continued)

Speakers

Dr Sam Brushci
Dr Sam Bruschi is a private Consultant Toxicologist with
over 15 years’ experience with the harmful effects of

The Hon. Timothy Holding MP

man-made chemicals on the human body. He is an author
or co-author of over 20 original papers and three book chapters.

Tim Holding holds a law degree from Melbourne University

In addition, he has been a reviewer for the US EPA and NIOSH

and has a background in public policy.

on nanotechnology impacts as well as for more than ten different

His previous roles include advising a Federal Minister

scientific and medical journals. Dr Bruschi has numerous toxicological

for Defence and serving on local government. As a second-term

interests including the celllogy and chemistry of chemically-induced

member of parliament, he represents the electorate of Lyndhurst,

hepatic and renal injury and cancer, alterations to gene expression

which covers Springvale, Springvale South, Noble Park, Bangholme,

following drug or chemical exposures, interorganelle signalling and

Hampton Park and the new suburb of Lynbrook.

the processes of apoptosis. Dr Bruschi is also completing an MBA at

Tim enjoys cinema, military history and current affairs. As well as
supporting Geelong Football Club, Tim follows local teams such as
the Springvale Scorpions and Hampton Park Football Club.

the Adelaide Graduate School of Business.

Ellen Edmonds-Wilson
Ellen Edmonds-Wilson is the Chief Executive Officer of

John Trowbridge

the Medical Indemnity Industry Association of Australia

John Trowbridge is an Executive Member of the Australian

(MIIAA). She has held that position since October 2005.

Prudential Regulation Authority (APRA) and the recipient

Prior to this she was employed as project manager of the MIIAA,

of the two most prestigious honours for actuaries in

having been bought in to formally establish the association. The MIIAA

Australia, having served as President of the Institute in 1998 and

is an industry association and its members include Australian-based

being named Actuary of the Year in 2006.

medical indemnity insurers and medical defence organisations. The

Before his appointment by the Federal Treasurer to APRA’s

MIIAA represents over 70 per cent of insured doctors in Australia. The

Executive Group in July 2006, John was a Director of Munich

association publishes annual reports on premium and claims trends.

Reinsurance in Australia and before that he was the group

Prior to working with the MIIAA, Ellen was the CEO of the Australian

executive for general insurance at Suncorp Metway. He has also

Medical Association (SA) and CEO of the Equestrian Federation

held a number of board and advisory positions, in particular he was

of Australia national office. She has over 20 years’ experience of

appointed by the Treasurer to the Financial Sector Advisory Council

working with associations and lobby groups.

(FSAC). In 1981, John founded Trowbridge Consulting, which he
guided over 20 years to become one of Australia’s leading actuarial

John Walker

and management consulting firms.

John Walker is the Managing Director of ASX-listed

In addition to his achievements in business, John has played
a key role in the Institute’s public initiatives, recently convening

litigation funder IMF (Australia) Ltd.
John’s educational qualifications include a Bachelor

the Actuarial Research Centre of Australia (ARCA) and the

of Laws from Sydney University in 1985, together with a Bachelor

Superannuation Tax Reform Taskforce.

of Commerce from Melbourne University in 1981. After 10 years’
experience in commercial litigation, John commenced funding

Andrew Stone

commercial litigation in 1996 and has since developed IMF’s funding

Andrew Stone is a Barrister practising from Sir James

business into Australia’s market leader having raised about $40

Martin Chambers in Sydney. He is a member of the NSW

million in capital and collected over $100 million for clients.

Motor Accident Council (the advisory body to the Motor
Accidents Authority). Andrew edits Leslie & Britts Motor Vehicle

John Hunter

Law: NSW.

John Hunter has been underwriting international

Outside of New South Wales, Andrew can say that he

casualty treaty business for twenty years, over half

specialises in motor vehicle law with particular reference to the

of that time with Faraday. He is well-known in many

technical interpretations of the Motor Accidents Compensation Act

markets in Europe, Australasia and elsewhere and has contributed

1999. Within New South Wales, the prohibition on advertising for

papers to conferences in several countries. He is married with two

personal injury lawyers imposed by the NSW government makes it

stimulating teenagers, is active in a local church fellowship and

both professional misconduct and a criminal offence for Andrew to

in overseas development work and drives an eccentric open-top

mention what he does for a living!

sports car for recreation. ▲
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actuary unearthed

Trevor Thompson
Title...

(Semi-)Retired
Organisation...

Vineyard in the Hunter Valley
My favourite meal...

Venison with beetroot jus and a good
Sangiovese

Where I studied to become an
actuary...

What I’d like to be brave enough
to do...

I joined AMP from school and
completed the UK Institute of Actuaries
examinations part-time (prior to the
Macquarie University actuarial program
being established)

A space flight

Degree/qualifications obtained...

Rugby

I subsequently attended Macquarie
University part-time and obtained an
economics degree

The last book I read (and when)...

My work history...

The sport I most like to watch...

The Voyage of HMS Herald to Australia
and the South Pacific 1852 to 1861
under the Command of Captain Henry
Mangles Denham by Andrew David
(September 2006)
My favourite CD...

Andrea, Andrea Bocelli
My favourite film...

Die Hard
Interesting/quirky hobbies...

A nice day, gardening and good book
What I would take with me if stranded
on a desert island...

My wife, good wine and ample books
The person I would most like to meet...

Leonardo da Vinci
What gets my goat...

Which Olympic sport would I like to
participate in...

What’s my earliest memory...

Attending pre-school

What I find most interesting about
my role...

Learning a whole new field and
managing a small business

Being patient and accepting total
dependency on the weather

Australia Day 1988

Porsche Boxster

Managing my vineyard

My ideal weekend day...

The best party I’ve ever been to...

If I were a car, what sort would I be...

My current role...

My role’s greatest challenges...

The birth of the children. In business,
the successful completion of AMP’s
demutualisation

Giant slalom

My whole career was at AMP in a
variety of interesting actuarial and
management roles in Australia
and overseas

Vigneron

What was my proudest moment...

What was my most embarrassing
moment...

Attempting snowboarding with our
youngest daughter
Is there something in my life I’m
planning to change...

Become less overcommitted

Who has been my biggest influence
on my career (and why)...

Ian Salmon for sponsoring me into a
succession of challenging management
roles and George Trumbull for valuable
management skills
My most important life-decision...

What age would I like to stay...

Age 50 – old enough to be wise and
young enough to know better
At least once in their life, every
actuary should…

As a profession we take ourselves far
too seriously

Bureaucracy and lack of commonsense

To leave the children when we relocated
overseas

My next holiday destination is...

What I wanted to be when I grew up...

What is my biggest regret...

My best advice to my children...

A farmer
Why I decided to become an actuary...

Becoming a farmer was not a realistic
option

Not having worked overseas earlier
What I’m most passionate about...

People and corporations not giving
individual (customers, staff and the
public) a fair go

Tuscany

Do your best at whatever you do and be
happy with yourself.
4 words that sum me up...

Enthusiastic, focussed, determined
and fair ▲
Trevor Thompson

trevjthomp@hotmail.com
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members’ survey

The Actuarial Pulse
Next Survey A new set of questions will be available in the
first 10 days of each month. Please login to the Members’ area
of the Institute web site (www.actuaries.asn.au) and select ‘The
Pulse’. The next survey will be available in March 2007.

What would you like to know? If you have a question
you would like to put to the membership, email it to
actuaryaustralia@actuaries.asn.au

Results
		

109 responses
● Presentation generated on 12 February 2007.
●

Question 1. Which subject area do you think presents
the greatest opportunity for actuaries in 2007? and,
Question 2. Which subject area do you think presents
the greatest opportunity for actuaries in the long term?

Subject
Life insurance
General insurance
Superannuation
Investments
Banking and finance
Health
Risk management
Other

2007
7.4%
34.3%
10.2%
11.1%
13.9%
5.6%
13.9%
3.7%

Long Term
4.7%
20.6%
4.7%
12.1%
14.0%
8.4%
29.0%
6.5%

The Actuarial Pulse is an anonymous web-based survey
of Institute members and is run on a monthly basis giving
members the opportunity to express their opinions on a
mixture of serious and not-so-serious issues.

Broadly speaking, the research proportions were in line
with the long-term opportunity… except for health. An
interesting result!
Question 4. Nominate any specific topics that you think
would benefit from actuarial research.

Intergenerational/demographic economics ● Longevity
Modelling investment performance ● Dynamic financial
modelling ● Risk from various factors to align with stated targets
in solvency and capital adequacy standards ● Links between
risk and return ● Realistic assessment of the probabilistic
distribution of claims outcomes
●
●

Question 5. Nominate any specific research topics to
which you would be interested in contributing.

Fortunately the topics to which members were interested in
contributing correlated more or less with those topics that it was
thought could benefit! ARCA (the Actuarial Research Centre
of Australia) is keen to compile a pool of potential researchers
and hopefully soon match up researchers with topics that are
interesting, beneficial and in demand.
If you would like to register your interest in research
(and have not already done so), please contact ARCA or
the Institute.
Question 6. Which Actuary Australia regular would you
vote off the magazine island in Survivor: Actuary?

Each of the topics had some ardent supporters. Perhaps a
telling additional question would have been in which practice
area respondents currently work. According to the survey
responses, risk management and general insurance are the
runaway long-term areas of opportunity. ‘Other’ responses were
ethical investment and pet insurance.

Choice
%
Actuaries on the Move 8.7%
Actuary Unearthed
3.9%
Ask Gae
18.4%
Editorial
4.9%
Education update
3.9%

Question 3. Which subject area do you think would
benefit most from actuarial research?

Question 7. Which article would you most like to see?

Choice
Life insurance
General insurance
Superannuation
Investments
Banking and finance
Health
Risk management
Other

Choice		
Actuaries for Intelligent Design –
how Darwin got it wrong
The Dangers of Immunisation
Smoking dangerous? –
not according to my 90-year-old dad!
Quantum Mechanics –
yeah, like that sounds really plausible
They all sound like rubbish
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% Answering
4.8%
14.3%
1.0%
13.3%
9.5%
28.6%
23.8%
4.8%
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Choice
%
Greenfields
30.1%
Pulse member survey
1.9%
Practice committee update 16.5%
Student column
7.8%
Two Ducks Swimming
3.9%

% Answering
27.9%
10.6%
11.5%
12.5%
37.5%

Question 8. Who is your favourite ‘scientist’?

Choice
Douglas Adams
Michael Crichton
Al Gore
Penn and Teller

% Answering
35.6%
12.2%
34.4%
17.8%

Climate change seems to be the topic du jour. Scientists, politicians,
corporate types and many others all have their opinions. Debate
rages in the media daily and even here in Actuary Australia (at
least until we adopt the Survivor model for determining content).
But popular science is more politics than science.
US surveys have shown that 86% of protesting activists
were unaware of the fundamental principles of the cause they
were allegedly promoting! Perhaps they just wanted a day off
work and the opportunity to network with like-minded antiestablishment types.
In 36 hours, Penn and Teller gathered over 5,000 signatures
to ban the chemical dihydrogen oxide. The catch of course is
that Penn and Teller are not scientists; they are comedians (or
magicians as I remember them) and dihydrogen oxide or H2O is
water. Plain old water. Legislation was even drafted against this
‘dangerous’ substance before a 9th grader spotted the hoax!
Historically when a cause has relied on the general populace
to promote change, the cause has often been wrong or in support
of an agenda or both. A majority opinion does not necessarily
make that opinion correct!
What is science anyway? Simply put, it is the formulation of
a theory and the repeated empirical testing of that theory until it
is proven to be false – at which time another theory better suited
to the data is devised. If environmentalists are too precious to
have their theories and methodologies challenged then what they
present is not science at all – it is fanaticism.
Michael Crichton does not represent himself to be a scientist.
He merely questions the basis on which certain purported
‘scientific truths’ are established from extrapolation of incomplete,
insignificant or inconclusive data.
Reliable climate records date back less than 150 years.
Extrapolating the data suggests that global temperatures are
rising. But this presents two questions:
1. Does that necessarily indicate a trend? Surely as actuaries we
know the inherent dangers of extrapolation. Try it on a short
segment of a sine curve…

2. The crux of the climate change issue is not (as many people
think) whether or not our climate is changing; rather it is
whether or not mankind is causing the climate change. Given
that no one has data on a global climate cycle how could
anyone possibly test this?
The ‘extrapolation’ argument is used nevertheless as the evidence
of induced climate change by amongst others:
●
Al Gore in An Inconvenient Truth, before the film deteriorates
into a lament of the injustices served on the (according to
him) only man who could have saved the planet, referring
to (and I am not making this up) “mistakes of humanity”
complete with a montage of “Florida Recount 2000” and
slow-motion footage of a smirking George Walker Bush.
Scary stuff.
●
2007 Australian of the Year and environmental scientist Tim
Flannery. In fact, he goes so far as to suggest it is already too
late for us to reverse the effects!
●
The New South Wales Premier, who in February 2007
declared climate change the most “pressing issue we face”
as he seized on a CSIRO report (actually released in 2004!)
that suggests Sydney temperatures will be an average five
degrees higher by 2070.
It seems that weather patterns have been more unpredictable in
the past decade or so. This happenstance in itself is definitely
worth investigating (and there is plenty of work to do here
– including for actuaries), however the jury remains out on
whether this indicates any definite continuing trend and whether
mankind is the cause.
After all, what credibility should one place on a 50-year global
forecast when we can’t accurately predict the next 12 hours in a
localised area?
Maybe mankind is warming the planet. I don’t know and I
readily admit it. And the simple truth is that no one else knows
either. Just like religion, I could argue a point of view until I am
blue in the face and some would agree and some would disagree.
So why bother? Besides, people should form their own opinion
based on a balanced presentation of all relevant information.
So what does all this prove? Unfortunately the answer is
nothing! But I hope it gives you pause to think (and where
appropriate question) the next time you are presented with the
supposed ‘truth’ or ‘scientific consensus’, whether that be on
climate or any other topic. ▲
Stephen Woods

twoducks@actuaries.asn.au
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report

Quantitative Risk:
Actuaries’ new sister profession

A

s insurance risks stand to actuaries, so bank risks stand to
an emerging new profession of quantitative risk analysts.
That is one perspective, at least. Another point of view is
that since risks are risks and the techniques for calculating them
are much the same across the board, bank risk is an area ripe for
takeover by actuaries.
Either way, there has been a rearrangement of territory that
has created massive new opportunities for risk practitioners
– statisticians as well as actuaries. The main driving force,
though far from the only one, has been the Basel II compliance
regime in banking and the Sarbanes-Oxley corporate governance
legislation (SOX) in the US. While life insurance has had strong
regulation to protect its policyholders for 150 years, banking
largely resisted anything similar until the last 20 years. But the
international banking industry itself, acting through the Bank
of International Settlements in Basel, has now imposed a strict
regime of risk measurement on major banks throughout almost
the entire world – banks must evaluate their risk positions
soundly and convince the regulator (in Australia, APRA) that
they have reserved sufficient funds against those risks. The
most interesting aspect of the Basel II regime from the point of
view of risk professionals is that the “advanced measurement
approach” permitted by Basel II allows the biggest banks to use
any sophisticated statistical methodology they wish to measure
their risks (and hence potentially lower their reserves and make
more money) – provided they can convince the regulator of the
soundness of the methodology.
The resulting bull market for risk professionals can be seen by
taking a glance at the standard employment websites like Seek
and MyCareer. A search with keywords ‘quantitative risk’ or
‘Basel II’ picks up a mass of jobs like “senior quantitative analyst:
Treasury interest rate and currency risk”, “Quantitative risk credit
modelling”, “Basel II program manager $250k”… Nice work if
you can get it.
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Those getting the work are often actuaries. There are however
some doubts in the industry as to whether an actuarial training
is exactly right for bank risk. The risks of concern to banks have
a somewhat different flavour from those to which actuaries
are accustomed (and also from those familiar to traditional
statisticians and data miners). The risks most studied by banks
have been credit risk (the risk of default of loans) and market risk
(the risk of change in value of investments). In some ways, they
resemble actuarial risks; certainly, the same ways of thinking are
applicable. But the time aspect of the risks is not as prominent
– loan defaults are not predictable over long time scales in the
way mortality is. On the other hand, the tails of distributions
are more important – the risk lies in the worst few percentiles
of cases, so one needs to address carefully issues of modelling
in tails like the heaviness of tails and the correlations between
extreme risks.
Basel II has also insisted that banks take seriously ‘operational
risks’ a category that includes a grab-bag of extreme risks ranging
from massive internal fraud to tsunamis. Methodologies are hard
to find and data is scarce but the category includes most of the
risks that could make a bank fall over, so an effort has to be made.
Finally, there is the “enterprise risk” problem of determining
how the different risks sum to give the overall risk position of
the bank.
There is no lack of banks and financial institutions needing their
risk positions evaluated. And there is no shortage of questions
needing research. But there is a lack of specialised education
in the area. There is a major need for a degree in quantitative
risk. The University of New South Wales has begun such an
undergraduate degree program, in a collaboration between
the School of Mathematics and Statistics, the Actuarial Studies
Program and the School of Banking and Finance. The degree
program is similar to that in actuarial studies but has a core
course in quantitative risk and a number of additional statistics

courses. In a development still rather rare in Australian university
education, some of the enterprises that will make money
from the graduates have shouldered their responsibility to ‘put
something back’.

market techniques including ART and securitisation. Industry
practitioners contribute to the teaching of these courses. The
Institute is considering recognition of these courses for its
proposed risk management subject for Fellowship.

SAS and the CBA are sponsoring the teaching of the new
core course. Gregory Monahan, product manager, credit risk
management for SAS says “Students of the course will use
software supplied by SAS, the leader in business intelligence
software. The software used by the students is the same as that
currently implemented in three major Australian banks as part
of their Basel II operations. SAS is delighted to be able to supply
world-leading technologies to students hoping to become risk
practitioners. As part of the course, the students will use the SAS
software to develop credit rating models and conduct a series of
credit portfolio analyses, including credit VaR, scenario analysis
and stress testing. Through their use of the SAS software, students
will gain practical experience in the application of the statistical
theory contained within the course. SAS is a proud sponsor of
this course and will work closely with UNSW to ensure that
students gain a complete and practical knowledge of quantitative
risk management.”

An interesting question is whether the new quantitative risk
profession will develop a professional association similar to
the Institute of Actuaries. A number of professional bodies
offer a professional risk management program in this area
including GARP and PRMIA. The Enterprise Risk Management
Institute International (ERM-II), has been founded by a group
of international universities also involved in quantitative risk
management, including UNSW, Carnegie Mellon University,
Columbia University, Georgia State University, Heriot-Watt
University and the University of Waterloo. Industry is also
involved. The Casualty Actuarial Society and the Institute of
Actuaries of Australia are founding members. Graduates of
accredited university programs will receive ERM-II educational
recognition. Programs need to be of high quality at the postgraduate
level and cover risk modelling and risk management. The
university programs will be required to maintain teaching staff
with relevant research programs and a process for incorporating
new developments into their curriculum.

The sponsors will also provide a work placement program for
the students.
At the postgraduate level, UNSW has also taken the lead, with a
stream of courses in the master of actuarial studies designed to
provide a strong foundation in quantitative risk modelling for
graduates from quantitative undergraduate programs including
actuarial studies and for professionals in industry seeking the
advanced knowledge of this rapidly developing area.

UNSW invites other players to join this major initiative at the
interface between academia and industry. ▲
James Franklin

School of Mathematics and Statistics
University of New South Wales
jim@maths.unsw.edu.au
Mike Sherris

The courses are: ACTL5301 Models for Risk Management,
covering market, credit and operational risk models, GLMs;
extreme values and tails of losses; copulas and modelling
dependency; ACTL5302 Risk and Capital Management, covering
an integrated risk management approach to insurer balance
sheet and capital management for market, credit and operational
risk; ACTL5303 Asset-Liability Management, covering models
and techniques for valuation and risk management of asset
and liability cash flows, optimal asset-liability strategies, ALM
in insurance and DFA modelling in insurance and reinsurance;
and ACTL5304 Risk Management Strategies, covering innovative
risk management strategies using capital and insurance

Actuarial Studies Program
University of New South Wales
m.sherris@unsw.edu.au

Bank risk is considered
an area ripe for takeover
by actuaries
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The New
Super
Landscape
– What Lies Ahead
for Wealth Managers

SEMINAR

B

oomers alert: retirement is imminent and you are not
prepared! This was perhaps the strongest message
coming through the one-day superannuation seminar
hosted by the Institute in Sydney at the end of November. It
was also a message difficult to ignore in the year the first baby
boomers reached 60 – which is a nicely rounded approximation
of the average retirement age.
In a new development, the seminar was not aimed mainly at
actuaries but at all those interested in the wealth management
industry. The wider range of speakers clearly enriched the
discussion, while the seminar also provided an opportunity
to showcase the contributions that actuaries can make to the
development of the industry and related government policy.
Anne Harding of Natsem set the scene with her presentation of
the demographic and budget implications of the baby boom.
She showed that birth rates of the fifties and sixties were 50%
higher than the slump that accompanied the depression in
the thirties. The subsequent decline in the seventies back to a
level below replacement means that subsequent generations
are smaller. When these babies retire and draw their social
security entitlements, they will therefore leave behind a reduced
workforce to pay the necessary taxes. Anne also provided slides
that showed that those retiring in their fifties have very little in the
way of investments – in superannuation or elsewhere. Boomers
therefore will not be supporting themselves and so will be relying
on the state budget. Natsem, the National Centre for Social and
Economic Modelling, is based at the University of Canberra
and is leading the development of APPSIM (the Australian
Population and Policy SIMulationmodel). This projects the
financial life stages of individuals to model the overall social and
economic impacts.
The theme of inadequate preparation for retirement was taken
up by Michael Rice. He addressed the difficulties that selffunded retirees have in protecting themselves against investment
and longevity risks. His cohort analyses of retirees do however
show fewer age pensioners on the full pension. This number will
decline further as the effects of the compulsory superannuation
guarantee contribution are seen. The growing wealth of pensioners
was further confirmed by research presented in the afternoon by
Alan Jacobs, showing that pensioners do not appear to run down
their non-superannuation assets as they age and other research
that shows that retirees are happier than working people. In spite
of these figures, many speakers believe that baby boomers would
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Professor Anne Harding

Michael Rice

Anthony Bice

Alan Jacobs

be disappointed with their standard of living in retirement.
Part of reconciling inadequate assets with happy pensioners may
lie with Michael’s discussion of the different phases of retirement:
the first active and requiring funds, the second more passive
and needing little in the way of financial resources and the third
dependent on others for care – and financial support. People are
happy to live off their assets in the first stage and happy to rely on
others for the later stages.
Taking up the macro questions again, Catherine Nance, convenor
of the Institute’s retirement income taskforce, addressed the
‘unfinished agenda’ of government
retirement policy. She suggested three
objectives for government: increasing
savings, increasing the retirement age and
using savings more effectively. For the
first, one of the simplest options would
be to automatically enrol all employees
for an extra 3% to 5% additional
voluntary superannuation contributions
– with voluntary opt out. Behavioural
scientists have found that this approach
significantly increases savings, with a
limited impact on people who do not
want to make the extra contributions.
Another useful suggestion, which could
be easily achieved, would be to provide every superannuation
member with an inflation-adjusted projection of the retirement
income that could be purchased based on their current
savings trajectory.

Andrew Gale, Pauline Blight, John Maroney

create significant disincentives to delaying retirement after 65.
In the next session, Anthony Bice and Pauline Blight addressed
problems raised by both Michael and Catherine: longevity risks
and the appropriate use of superannuation assets.
Anthony considered the current wealth management market and
made the point that “there are much more relevant customer
needs beyond an ‘investment game’.” Arguing from Maslow’s
hierarchy of needs, he suggested that product providers should
be addressing emotional needs (desires and fears) and designing
products to meet these needs. This provided the rationale for
introducing the new deferred annuity
product offered by Pauline’s employer.
Its major innovation is that the annuity
is deferred until 85. A limited return
of premiums on death provides a
significant mortality uplift for those
who survive. Retirees would be expected
to buy a term allocated pension to fund
themselves before 85.

Data suggests Boomers
will not be able to
support themselves
and so will be relying
on the state budget

What economists call the ‘annuity
puzzle’ is a worldwide phenomenon:
lifetime annuities are such an obvious
solution to the problem of longevity
risks but few are bought. This product
is an interesting and brave attempt to solve the puzzle and so the
difficulties of introducing this product are worth considering
carefully. Pauline listed her ‘key learnings’ as:
●

Increasing the retirement age is perhaps the most interesting of
the issues that she addressed. The need for a higher retirement
age to match increasing life expectancies is widely accepted but
so are the difficulties in doing so. Attempting to change the
rules can be political suicide: European governments have fallen
down trying to make the most obvious of reforms. The point
was made that in Australia the decision to make 60 the age at
which benefits would be tax-free was a lost opportunity to set
the target higher. Other problems relate to an employer mindset
that makes it difficult for older people to get jobs. Catherine
illustrated this mindset by telling of a call centre where the
majority of customers were over 55 and preferred to speak to
over-55-year-olds. The problem was that most of the staff were
under 35 and the employer was not recruiting anyone over 55.
She also made the point that the income and asset tests currently

●
●
●

Legislation hampers true product innovation – but it is
possible;
Actuaries have a crucial role to play;
Awareness of longevity risk is patchy;
Education process is slow.

There are other reasons. One, discussed by Alan Jacobs in a later
session, is that assets are very unevenly distributed, which means
that most people have no money with which to buy annuities and
so rely on state schemes. On the other hand, the rich who own
most of the money do not need to decumulate their assets in
retirement. Some of the other problems can be called distribution
problems. One mentioned by Michael Rice is that the statistical
distribution of risks is such that these products often require
considerable capital. This product appears to have solved that
problem by limiting the guarantees given to the risk pool from
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Barrie Dunstan

which the annuities are paid. Another problem is marketing (also
distribution) to which Pauline alluded when she said that the
education process is slow. For various reasons, financial advisors
are not excited by annuities and find little reason to press for
their sale. A third problem is the distribution of wealth issues of
tax and means tests. Catherine pointed out the problems with
the income test and earned income but lump sums also enjoy
favourable treatment relative to annuities.
David Knox presented the session after lunch to warn about
operational risks arising from governance, process, people and
systems. He suggested the development of relatively small reserves
to ensure that superannuation funds are able to make good any
losses – in a manner that treats all members fairly.

Panel Discussion: Pauline Blight, Anthony Bice, Michael Rice, Cathy Nance,
Martin Stevenson

He was followed by Alan Jacobs, some of whose points have
already been mentioned. As an economist, he confirmed Anne
Harding’s projections of lower growth and perhaps lower
investment returns. Working for an investment manager, he
made some longer-term projections that are recorded here so
that readers do not have to look up his presentation:
Losers:
●
●

Real estate (mostly post 2020)
Education, child care
Retailing of consumer goods.

Panel Discussion: Dr David Knox, Barrie Dunstan, Jo-Anne Bloch, Nicole Raffin

Winners:
●
●
●

Health care, pharmaceuticals, aged care services
Automation suppliers and technology
Financial advice, financial products.

I am probably qualified to pass on this information as long
as readers do not construe it to be financial advice but it is
probably illegal to record the recommendations given in the
next presentation. Nicole Raffin looked at the implications of the
proposed new superannuation tax rules for financial planning.
There is so much to consider: APs, TAPs and SMSFs; DAs, PPs,
LEs and TFCs; MTRs, CPs, RBLs and pre- and post-83 amounts
if you go before 60; death benefits and social security deductions;
maximum contribution levels for deducted and undeducted
contributions in 2007, during the five year transition period
and thereafter; Peter Costello, Kevin Rudd and the three Fates.
Laurie Kotlikoff has a good word to describe the American
system of superannuation tax: bizarre. The word appears to
apply more widely.
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The afternoon was rounded off by a panel discussion with the
afternoon speakers supplemented by journalist Barrie Dunstan
and Jo-Anne Bloch of the Financial Planning Association. Barrie
expressed some scepticism that the recent tax changes would
be enduring. He did believe that self-managed superannuation
funds (SMSFs) would be winners as people would see advantages
in transferring their assets into a superannuation environment.
As might be expected, Jo-Anne’s presence raised the economics
of providing advice to lower-income people. As she said, such
advice should include more than superannuation and at least
include advice on debt and perhaps insurance.
I always enjoy actuarial functions as alternative views will invariably
stimulate my adrenalin, while the breaks allow for time to greet old
friends and debate old and current issues with new acquaintances.
The addition of other industry specialists into the mix added to the
variety and quickened the pace. Congratulations to the Institute for
this timely and thought provoking seminar. ▲
Anthony Asher

AAsher@deloitte.com.au

Anthony Asher

●

with Gae Robinson
G a e . R o b i n s o n @ f i n i t y. c o m . a u
Gae answers your serious and not-so-serious questions about life in the office, career, study and coping as an actuary in the real world

Delegation Difficulty

Serial Seducer

I’ve been working for a couple of years now and I’m now
being expected to delegate to more junior staff. I’m finding
it SO much harder than just doing it myself! Can you
help me?

I have a friend who works at a well-known firm. At
work he is known as the ‘grad king’ due to his history of
pursuing innocent and unsuspecting summer interns and
new graduates. He’s been having a dry spell recently and
I’m afraid he’s going to strike again soon. What can I do to
stop this perversion?

Getting used to delegating is very hard. But you need to bite
the bullet – unless you want to spend the rest of your career
doing the same jobs over and over! You can find plenty of
excuses not to delegate but none of them will really hold up in
the bigger scheme of things.

Does every firm have one of these? In my experience they can
also be found in university residential colleges, share households,
choral societies... let’s face it, the rampant serial seducer is
everywhere! First we must consider: does he really need to be
stopped? Does he leave a trail of emotional destruction? Is the
only harm he does embarrassing himself? Is he sensitive to the
young person’s availability, level of interest, sexual persuasion?

Some tips for you:
●
when you first start delegating, do it in little steps – just
small parts of the job. As you gain confidence you can
move towards complete offloading
●
make your expectations clear – what you need and when
you need it
●
the more organised you are with things, the easier it is to
delegate it. Have you got some notes summarising the key
steps? Are your spreadsheets well set out and structured?
●
review the work early – for example, review the valuation
model before it gets copied ten times for ten classes
of business
●
make sure you’re available for the other person to ask
questions and check with you
●
expect good results but don’t expect everything to be
done exactly the way you would do it (sometimes it will
be better!)
●
discuss how the job went with the person afterwards
– you can give each other feedback, which will help the
delegation work better the next time
●
don’t expect delegating to work
in the same way with
every person to whom
you delegate– the dynamic
will vary.
Once you develop your delegating skills, you
won’t look back!

Unless he is really offending somebody with his activities, I
don’t have the heart to help you stop him. Isn’t there something
positive in his sheer persistence in the face of (I presume)
multiple failures? His targets are over 18 and if they don’t
already know how to deal with unwanted attention, it may be
a useful skill to learn. If you must intervene, I suggest a manly
chat with the grad king himself. I don’t recommend warning
his possible victims – this could poison future working and
personal relationships. When I was young and innocent myself,
I worked with a very dear middle-aged lady. Whenever a nice
young man joined the company, she would inevitably meet
him before I did and enthuse “Oh you must meet Gae, she’s
very nice and she’s single!” (she meant well). I would then be
too embarrassed to talk to him – and in one extreme case only
introduced myself at his farewell lunch three years later!
So, back to your guy. Action may not be needed anyway – it’s
possible he will find the person of his dreams very soon and
this will put a stop to his pursuit of the innocents. If this seems
unlikely, I offer the example of Warren Beatty. Until the age of
about 55 he was a (very handsome and seemingly insatiable)
rampant serial seducer. Then when he met the then 35-ish
(very beautiful) Annette Bening – instant transformation
to faithful, stable family man! A happy ending from most
viewpoints but I reckon the world lost something by him not
being Out There. ▲
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Unique long-tail liability
Enterprise Risk Management System
Changing the Face of Actuarial Solutions Forever!

Integrated System for Risk Information Management
ICRFS-PLUS™ is a long-tail liability Enterprise Risk Management system that is the
key to a new innovative paradigm for measuring and managing long-tail liability
risks. Information is held in a unique easy-to-use database. Data input, updating,
reporting, monitoring and testing the adequacy of claims provisions are all done
within one integrated system. Communication with other software or other
databases can be automated using COM scripts.
Innovative Technology for Evaluating Economic Capital and
Supporting Solvency II
To evaluate Economic Capital, you need tools that allow you to measure the
true volatility and inter-relationships inherent in your long-tail liabilities. Capital
allocation by line of business is based on a composite model for multiple lines
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From this model, you can compute forecast probability distributions by accident
period, calendar period and the aggregate, for each line of business and the
aggregate of all the lines.
For the purpose of Solvency II, the database facilitates the understanding of the
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manner. It is effortless to navigate the database so that each actuary has access
to the same information with just a few mouse clicks.
Unparalleled Knowledge and Information at Your Fingertips
ICRFS-PLUS™ encapsulates a unique collection of knowledge and applications
- including pricing future underwriting years (high severity/low frequency) and
design of optimal outward and inward reinsurance - that Insureware has
developed over many years of modelling portfolios using this innovative,
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comment

Knowledge or skills... or both?

I

n Actuary Australia 113 (September 2006, pp 10-11)
Sulyn Teh summarised actuarial graduates’ responses to a
survey on communication skills. The responses revealed
a gap between graduates’ perceptions of the importance of
communication skills and of the emphasis placed on such skills
in the education program.
• Why is there a gap?
• Is it a problem? – What can we do about it?
I have taught actuarial students at Macquarie University and
elsewhere for more than twenty years. I’d like to discuss these
questions as they relate to the university-based components of
Australian actuarial education (Parts I and II).

Do actuarial students have skills development
opportunities at university?
Here are some examples of assessment tasks that provide
opportunities for students to develop communication (and
other) skills. These examples are from two subjects that I
taught, jointly with other colleagues, at Macquarie University
in first semester last year. Other Macquarie subjects incorporate
tasks designed to build students’ skills. The other accredited
university programs probably incorporate similar tasks.
●
In their first actuarial subject of first year each student was
allocated a paper or presentation from a recent actuarial
journal or conference to read and to summarise in two
pages. The intended audience was their peers (ie their fellow
students).
●
In the same subject students were asked to write a report
based on a modelling exercise to solve a business problem. A
different business problem is set each year. This year students
worked in teams to build a stochastic spreadsheet model
of the accumulation of an individual client’s retirement
savings and their conversion into a retirement income. The
report was then written for the client who had no technical
background and was not interested in the mathematics, just
the likely outcome.
●
In the fourth year Actuarial Control Cycle subject, each
student wrote two reports:
–		one report summarising the results of their research into
the context of the general insurance industry in India,
written for peers in an actuarial consulting practice;
–		another report documenting an enterprise risk management
plan for an organisation (chosen by the student), written
for clients with non-technical backgrounds.
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●

●

In the same Control Cycle subject, each student gave an oral
presentation (to the rest of the class, who played the roles of
the clients with non-technical backgrounds), based on the
second report (enterprise risk management).
Again, in the same Control Cycle subject, each student wrote
a one-page summary of each of ten chapters of the Control
Cycle textbook.

Why is there a gap in perceptions?
On the one hand we see that the Macquarie University program
includes opportunities for students to develop communication
skills and on the other hand we hear that graduates feel they
lacked opportunities. How do we reconcile this?
There are two effects at work here. First, the Institute’s
requirement that assessment be based at least 70% on written
examinations severely limits the scope for assessment tasks in
which students can demonstrate communication and other
skills. Written, time-limited examinations are not good methods
of assessing skills like communication.
Second, the Institute’s Part I syllabi are overloaded with
content. There is not enough space to deal adequately with this
content, let alone overlay it with skills development activities.
These two effects combine to give students the message that
communication and other skills are not valued by the profession
that gives actuarial credentials.
The limitation on assessment is critical. To many students,
assessment is the curriculum. Their focus is on what they have
to do to accumulate enough credit (marks) to achieve their goal.
It is a waste of time to ask students to undertake tasks that will
be good for their learning and development if those tasks do not
count towards their final result.
We should not be surprised that graduates feel they had
limited opportunities to learn skills. The syllabus is overloaded
with knowledge and assessment tasks involving development
and demonstration of skills that are limited to very small
weightings for grading purposes.

Can more be done at university?
The answer is a conditional “yes, if …”; more opportunities
for skills development could be incorporated into university
actuarial programs but only if appropriate space is made in the
curriculum for such activities.
The Parts I and II syllabi make no explicit reference to the

●
●
●
●

What are other professions doing?

●
●

It hurts to say this but as a profession we’re lagging behind
the accountants (not to mention the doctors, the lawyers,
the engineers and most other professions) when it comes to
allowing for skills development in our educational curriculum.
The two major professional bodies for accountants in
Australia have developed a framework of generic skills that
forms part of their core curriculum. University accounting
programs seeking professional accreditation have to demonstrate
how their programs incorporate opportunities for students to
develop these skills.
The UK actuarial profession has recognised the need to allow
for skills development in its educational program. Its current
education strategy incorporates work-based learning in the
later stages of its curriculum, which aims to help students (UK
Profession brochure, 2005):
– understand the interaction between theory and practice when
using actuarial techniques
– understand the commercial environment
– work within a professional and ethical framework
– communicate with stakeholders and colleagues
– develop management skills including self-management
– satisfy the public need for competence
– understand the need for continuing development
– develop processes for reflection and self-assessment
of competence

What about other skills
(apart from communication)?
Oral and written communication are just two parts of the total
package of transferable skills and attributes that an actuarial
student needs to develop and that qualified actuaries need to
continue developing throughout life. Such skills and attributes
include:
●
IT proficiency (spreadsheet design and documentation;
internet research; etc)
●
problem solving
●
teamwork skills
●
resourcefulness

●

personal management (including self-assessment)
peer review and evaluation
critical abilities (analysis, synthesis, theorising, generalising)
creativity and innovation
research skills
professional attitudes (ethical conduct, self- and peerreview)
valuing and developing capacity for lifelong learning

Can’t these skills be dealt with after graduation?
Skills development is an ongoing process that begins early
in life and continues after graduation and final qualification
throughout working life and beyond. Developing the above
range of skills during their university studies will not only
prepare actuarial graduates better for the world of work, it will
also improve the quality of their learning in the core knowledge
domain while they are at university.

What’s the solution?
Our educational curriculum is out of balance. There is too
much emphasis in the syllabus on knowledge content and too
little on skills development. A curriculum needs to be more than
a list of syllabus topics and examinations.
Effective teaching is not a process of transmitting information.
Effective teaching results in students engaging in the kinds of
activities that will lead them to an understanding of what they
need to know and a mastery of what they need to be able to do.
A teacher’s most powerful tool is assessment because assessment
drives what students do. The current regime tells students that
communication and other skills are unimportant.
Teachers in Australian university actuarial programs operate
under handicap. Our most powerful tool for influencing how
our students learn is assessment and we have little flexibility
in assessment method. We are constrained by the arbitrary
requirement that at least 70% of assessment should comprise
examinations.
Give us flexibility in how we use
assessment and a more balanced curriculum
and we’ll develop actuarial graduates with
skills as well as knowledge. ▲
John Shepherd

jshepherd@efs.mq.edu.au
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development by students of generic skills. The syllabi are so
crammed with content already that adding a skills dimension
would exacerbate the overcrowding.

report

Whither pension
and annuity
products?
Introduction
New rules for superannuation pension and annuity products
are to be introduced from 1 July 2007. Draft regulations have
been issued in conjunction with a press release from Assistant
Treasurer Peter Dutton dated 21 December 2006.
The requirements for account-based products (ie currently,
allocated pensions/annuities) are to be significantly liberalised.
However, the proposed rules for non-account-based products,
eg guaranteed annuities, are little different from those currently
in force. This article considers possible changes to the draft
regulations that could facilitate the introduction of new products
to meet a wider range of retirement income needs.

Proposed New Pension/Annuity Rules
Under the proposed arrangements, an account-based
superannuation pension/annuity product will be subject to only
one payment constraint – an amount must be paid each year at
least equal to a prescribed minimum. The currently proposed
scale is as follows:
Age
		

Government Proposed Minimum
of Account Balance (%)

55 – 64
65 – 74
75 – 84
85 – 94
95 +

4
5
6
10
14

Assuming the minimum is drawn down and an investment return
of 7-8% after fees is achieved, the scale results in pension/annuity
payments increasing by small amounts each year until age 84,
ie providing some inflation protection. Thereafter the account
balance would be expected to run down but continuing to take
the minimum would enable the member to receive reasonable
income even if living beyond age 100.
There is no maximum payment in any year or at any time.
The minimum payments are lower than those currently
specified for allocated pensions, while complete freedom to
make any higher payment contrasts with the current imposition
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of maximum payments of around double the current allocated
pension minima until around age 75, albeit increasing thereafter.
This degree of flexibility provides a framework for the
development of possible new innovative products.

Guaranteed Annuities – Indexation
Guaranteed annuities with no account balance will also be
admissible under the new rules. Increases will be permitted if
their purpose is “to maintain over time the purchasing power” of
the pension/annuity.
The yardstick in the draft regulations for indexation
arrangements is CPI. It is suggested that this is extended to
include AWOTE, ie average weekly ordinary time earnings. This
seems more appropriate for self-funded retirees, as increases
in average earnings has been the standard for increasing the
commonwealth age pension for some years now.

Guaranteed Income – With Profit Annuities
A possible product that might provide greater appeal than
a traditional annuity is one that pays a guaranteed income,
together with ‘bonus income’ depending largely on investment
and longevity experience. The lesser risks retained by the life
company would enable it to invest less conservatively and hold
less capital to support the product.
A range of methods of determining and distributing ‘bonus
income’ are clearly possible.
With profit arrangements could be accommodated in a similar
way as indexation arrangements under the new regulations – by
permitting those that have a similar purpose, ie “to maintain over
time the purchasing power of the pension/annuity”.
To avoid excessive deferment of bonus income, the initial
(guaranteed payment) could be made equal to that specified under
the minimum payment scale for account balance arrangements,
applied to the purchase price of the pension/annuity (for example,
4% pa for ages 55-64 under the proposed arrangements).

Fluctuating Income – Investment Linked Lifetime
Annuity – Longevity Insurance
For those willing to accept the investment risk but wishing to
insure against the longevity risk, the ideal retirement product
could be an investment linked lifetime annuity, with a suitable
initial guaranteed period. Such an annuity would have its benefit
payments defined in terms of the value of specified numbers of
investment units each year, rather than in $ terms.
For example, assume an account balance of $1,000,000,
comprising 100,000 investment units with a unit price of $10.
The expected number of annual payments yearly in advance
under such an annuity purchased by a male aged 65, allowing for
annuitant mortality (assumed for the purpose of this example
as ALT 00-02, less 3 years and allowing for improving mortality)

Year
		

No. of Units payable
(Yearly in advance)

1

Unit Price at
Payment
start of year (= Value of Units)

company) through a simple switching process. For example:
• Current investment option: number of units ‘payable’ in
current year 5,000; unit price $12; payment due $60,000.
• New investment option unit price $6; new number of units
‘payable’ in current year 5000*12/6 = 10,000; payment due
$60,000, as required.
• Revised scale of units ‘payable’: current year 10,000; next year
10,000/1.0385 = 9629.3; following year 10,000/(1.0385*2) =
9272.3, and so on.

Guaranteed Income at a Late Age
It is possible that, as a retiree gets older, stability of income in
dollar terms becomes more important.
One approach would be to switch to a low-risk investment
option such as cash or fixed interest.
Alternatively, an option to convert to a guaranteed lifetime
annuity at a future date could be made available under the
investment linked lifetime annuity. Since the longevity risk is
only marginally altered by the change in investment, the reserve
held by the life company could be used as a basis for providing
the guaranteed lifetime annuity.

6,562.5

$10.000

$65,625

Meeting Retirees’ Expenditure Needs
Non-account-based pension/annuity products are required to
cover retirees’ longevity risk in the most efficient way. However,
the income provided at any time is likely to be largely fixed on a
predetermined basis.
Inevitably therefore, income from such a product will not
match the retiree’s day-to-day expenditure. This applies whether
the product is of a fixed dollar income or investment linked
nature.
Consequently, in order to meet the potential shortfall of
income against expenditure from time to time, as well as to enjoy
the benefit of having the longevity risk suitably covered, it would
be expected that a retiree will utilise part of the superannuation
proceeds to purchase an account-based pension. This can then
be drawn down as necessary, subject to the minimum per cent of
account balance payment scale.

2

6,562.5/1.0385 =

6,319.2

$10.800

$68,247

3

6,562.5/(1.0385*2) = 6,084.9

$11.664

$70,975

And so on, where the number of units ‘payable’ reduces by 3.85%
each year until death or the end of the guaranteed term. (Note:
if the unit price increases by 8% pa, payments increase at 4% pa,
as planned.)

Investment Linked Lifetime Annuity – Acceptable
for Superannuation?
Such a product could be accepted if investment-linking
arrangements were added to indexation arrangements (and with
profit arrangements) in the regulations, as a (further) method
for “maintaining over time the purchasing power of the pension/
annuity”.
As for with profit annuities, to avoid excessive deferment of
investment performance payments, it could be stipulated that
the first year’s pension/annuity payment(s), calculated at the unit
price on the date of purchase, would be at least equal to that under
the minimum payment scale for account balance arrangements,
applied to the purchase price of the pension/annuity.

Investment Linked Lifetime Annuity – Switch
Investment Options?
The annuitant would be able to switch the investment option
to which the annuity payments were linked (but not the life

Draft Regulations
The new flexible conditions proposed to be introduced for
account-based pensions and annuities reflect a clear government
intention to facilitate the development of innovative products.
It is hoped that this intention can be reflected in changes to
the rules for non-account-based products to
similarly encourage market innovation to meet
the wide range of income needs for retirees. ▲
Geoff Dunsford

gandndunsford@optushome.com.au
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Geoff Dunsford

and with a 10-year guaranteed period, is 23.533 (e65:10). The
number of units, the value of which will be guaranteed to be
paid each year, would then be 100,000/23.533 = 4,249.4. And the
initial annual payment would be $42,494.
If the units increased in value each year as a result of
investment returns less expenses (no tax) by 8%, the $ amount of
the annuity paid out each year would increase by 8%.
If the annuitant desired to target a more reasonable 4% pa
increase, the number of units ‘paid’ in the first year could be
increased to 100,000/a’65:10, where a’65:10 is calculated at an
interest rate of (1.08/1.04 – 1)x100 = 3.85%. The annuity factor
on this basis is 15.238, so that the first year’s number of units
would be 100,000/15.238 = 6,562.5.
Thus the policy would state that the number of units the
value of which would be ‘paid’ each year would be as shown
in the following table. Projected values assuming 8% pa unit
price growth are shown alongside (although these would not be
included in the policy document).
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Two Ducks Swimming

with Swoodsy

Zodiaccidents

And you thought insurance companies only used your date
of birth to check whether you are over 25! How would your
premium be affected if the zodiac were an insurance rating
factor? The star signs are rated below from worst to best.
Libra

Symbolised by the scales, Librans
crave balance and do not like to make quick
decisions. Fine on the open road but not such
good attributes for driving in traffic.
Aries

The ram. Enough said.

Capricorn

Goal-oriented
and
more
concerned about the destination than the
journey, Capricorns feel that the road rules are
for other drivers to follow so that Capricorns can
get there faster. Silly goats.

Taurus

Bulls are stubborn and have a
tendency to charge at red lights.
Cancer

Crabs are homebodies and they
consider the roadway of drivers as their extended
family. Which is great so long as your family is
not completely dysfunctional and set in their
crazy ways.
Leo

Leos like to lead and strive to set
an example. They are comfortable sharing the
road with lesser beings.
Gemini

Geminis are the original multitaskers. They can eat, drink, read, dress, shave or
apply make up – often all at once – while driving
although this is not recommended

Vanilla or lemon?
The following is based on an actual claim received by a US
insurance company.

Aquarius

“Every night after dinner, I drive to the store to buy some ice
cream for the family. Whenever I buy vanilla ice cream, the car
won’t start. But whenever I buy any other kind the car starts
just fine.”

Pisces

Being pensive daydreamers may be
great for creative endeavours but driving in the
real world requires your complete attention.

Naturally the insurance company was skeptical but eventually
it sent an investigator to observe the driver over 4 nights. Sure
enough the car failed to start on the nights the man bought
vanilla ice cream but started easily on the nights he bought any
other flavour!

Scorpio

However the investigator was able to explain everything. Can you
guess what the problem was?

Impulsive and ruled by the planet of
speed, Aquarians need to get a better grip behind
the wheel. And despite their self-belief, the water
bearer does not drive better in the rain.

The scorpion’s instinct is
aggression and revenge. Guess who invented
road rage?
Sagittarius Sagittarians like to take risks

but are also reasonably well-equipped to do
so. However they should curb their talkative
inclination and put down their mobile phones
while driving.
Virgo

Virgos have a nervous attention
to detail. They could readily brake or swerve to
avoid an object on the road, only to cause a pile
up behind them.
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For your chance to win the sensational prize of $150 to spend at
the restaurant of your choice (provided courtesy of the Institute),
send your solution by email to <twoducks@actuaries.asn.au> or
by regular mail to Two Ducks via the Institute.

Puzzle solution deadline
To meet printing requirements and to be eligible for the sensation
prize, puzzle solutions are due by the first week of the month
following publication. ▲
Stephen Woods

twoducks@actuaries.asn.au

Car illustrations © Kirk Palmer Design 2007

A US insurance company analysed the records of 100,000
drivers over a 6-year period. By correlating the number of fines
and accidents to astrological star sign, the survey concluded
that the zodiac provides an indication of a driver’s skill.

Actuarial Studies in Non-Life Insurance

ASTIN 2007 – Disney’s Contemporary Resort, Orlando, Florida, June 19-22 2007

T

he choice of the Disney Contemporary Resort
(in Walt Disney World) as the venue for the next
ASTIN Colloquium may, at first sight, appear a bit
odd. Don’t we ASTIN types normally go for a forum linked
to our academic foundations?
Well, perhaps our comfort in mixing with the likes of
cartoon characters and scary rides is a sign of the times?
Not that I’m suggesting this implies anything “Mickey
Mouse” about the quality of the papers to be presented.
It’s more an indication that ASTIN is increasingly part
of the fabric of day-to-day international actuarial life.
After the success of the Paris Convention (not an official
ASTIN meeting but one at which a plethora of interesting
ASTIN papers were presented) and the enhanced status
of the ASTIN Bulletin – following its inclusion in the
ISI social sciences citation index in May of this year
– was confirmed.
It’s also an occasion for celebration, as 2007 marks the
50th anniversary of the formation of the ASTIN Section.
The USA won the honour of staging such a prestigious
event at least partly because New York was where the
‘foundation stone’ was laid back in 1957. The Casualty
Actuarial Society, as the host association, is pulling
out all the stops to make it an occasion to remember,
including a visit to the Kennedy Space Centre and the
gala dinner at the Epcot Centre.

An added bonus for Australian participants is an
opportunity to attend the Spring meeting of the Casualty
Actuarial Society, which is being held at the same venue,
starting June 17. Most of us will have few chances
to attend a CAS meeting, which I can promise is well
worthwhile in order to experience the key issues being
addressed by the American casualty actuary – some
parallel to ours and some quite different.
The International Actuarial Association’s website (www.
actuaries.org) offers more information for those who
are interested. I know it’s a long trip but please consider
attending the Colloquium for a memorable educational
and cultural experience!
Dave Finnis

ASTIN Committee Member
davefinnis@pfsnet.com.au
Photos © Disney

The academic program promises to be as strong as
usual. The subject for this meeting is “Risk Management
of an Insurance Enterprise” and the request for papers
was based on this broad category, with specific focus
on the measurement of pricing risk and liability risk. For
those of us who have wrestled with financial condition
reporting in recent times, these subjects will be wellknown! Unfortunately, the final date for the submission
of papers was 31 January but that doesn’t mean that
those attending the Colloquium cannot have their say.
The format of ASTIN meetings is deliberately designed to
foster a learned discussion on presented papers.

A C T U A RY A U S T R A L I A

M A R C H 2 0 07

23

report

from the CEO

The New World of Actuarial Education

The key topics discussed were:

A lot has changed in actuarial education since I commenced my
actuarial studies at Macquarie University 30 years ago.

●
●
●

The changes were driven home to me last month when I met
the third Professor of Actuarial Studies Piet de Jong in one of
the new buildings on a new part of the campus near the new
railway station.

●
●
●
●
●

The visit provided an opportunity to introduce our new
Director of Professional Education (Stephen Wright) and
Executive Director of the Actuarial Research Centre of Australia
(ARCA) (Anne Peters) to some of our key contacts at Macquarie
University, including:
●

Associate Professor Gillian Heller, (lead statistician

involved with ARCA’s return to work project for workers
compensation authorities);
●

Professor John Hedberg, curriculum instructor for the

rewrite for all of our Part III courses; and
●

Bower, PhD student, actuarial graduate and
e-learning education consultant assisting Professor
Hedberg.

We also took the opportunity to foreshadow a call for
expressions of interest from universities and other educational
or commercial entities to identify potential outsource partners
for the delivery of some or all of our Part III courses.
We explained that Council had not yet decided which, if any,
components of the Part III program would be outsourced.
Council had already received two reports from the Part III Review
Taskforce and was awaiting further analysis and presentation
of options.

Mat

Like most leading universities, research is the highest priority
for Macquarie University but teaching is the major commercial
activity and a core competency. The university sector earns
around $10 billion per annum from international students.
The Department of Accounting and Finance is heavily
dependent on international students, primarily from Asia, most
of whom are attracted to accountancy because it has favoured
status under current immigration rules, due to the shortage
of accountants. The university plans to offer a double degree
in accountancy and actuarial studies to help meet the demand
from prospective students.

However, it is clear that the development of a successful
outsourcing strategy is highly dependent on the willingness and
capability of potential partners to provide the desired services.
Lead time for a partner to be able to deliver is likely to be more
than six months, meaning the earliest we can outsource is
semester 1, 2008. They will need to be consulted at key points
throughout that development.
In addition to the accredited actuarial programs, we will seek
interest from:
●

●

●

Other Australian actuarial universities are also increasingly
reliant on international student numbers to support their
growth and development. The President recently hosted the
Institute’s annual meeting with these universities and was
delighted to welcome the newest member Associate Professor
Kevin Bowman from Perth’s Curtin University.
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Other university programs (eg Macquarie University Applied
Finance Centre)
Other educational bodies (eg FINSIA, Society of Actuaries,
Casualty Actuaries Society, Institute of Actuaries)
Commercial entities (eg actuarial firms, ActEd, Tribeca).

I have already had informal personal discussions with all of
the bodies mentioned above and expect that many would be
interested in providing components to support our education
system, especially where they have existing core competencies
and the capacity to leverage those competencies.

Sharing of actuarial educational resources is not new. I sat the
very first Australian Fellowship courses that were derived from
the corresponding UK courses. Indeed, a quarter of a century
ago, I completed my FIAA with six exemptions from Macquarie
University, two UK and two Australian Fellowship subjects each.
I can see a time where we encourage our students to undertake
courses provided by a range of providers of actuarial education.
Provided we are satisfied with the results achieved by the
students, should we worry too much about which educational
paths they chose and which educational bodies created material
that they used?
The Society of Actuaries students are the largest group using
our leading textbook Understanding Actuarial Management
(Actuarial Control Cycle). In fact, their new e-learning course
Fundamentals of Actuarial Practice is designed around the
concepts in our actuarial control cycle. Should we accept that
course as equivalent to our Part II course?
Eventually there may be a comprehensive international actuarial
education program. However, that program will initially focus
on Part I. It will be some time before we could look to others
to steer our higher level education, even if we were ever
comfortable for that to happen.
Like the old Irish story, if you want to get to Dublin you wouldn’t
want to start from here. Well, the International Actuarial
Association is meeting in Dublin in October. Hopefully, we will
all find our way to Dublin and we’ll be able to demonstrate real
progress in developing our education system by then, along the
lines suggested by Fred Rowley in his Presidential Address. ▲

DISCIPLINARY ACTION
On 2 November 2006 a Professional Conduct Tribunal
of the Institute of Actuaries of Australia, acting under
the Institute’s Disciplinary Scheme as part of its
Constitution, delivered its decision in relation to
a complaint against Mr David Julian Minty (the
Respondent), initiated as a result of the report of the
NSW Special Commission of Inquiry into Medical
Research and Compensation Foundation (MRCF). The
Tribunal determined that the Respondent, an actuary
engaged by James Hardie Industries Limited (JHIL),
had committed two breaches of the Institute’s Code of
Conduct alleged in the Complaint, namely:
(1) allowing the distribution of his February 2001
report to third parties, namely the directors of
MRCF, as that report did not state the significant
implications of the advice, as the advice was
presented in a misleading way and as constraints
on the actuary’s independence were not disclosed
– contrary to Section 15 of the Code of Conduct;
and
(2) failing to advise his client JHIL or the directors
of MRCF that they had proceeded on a serious
misunderstanding of the nature, purpose and
completeness of his work and thereby failing to
act in accordance with the principles espoused in
Section 1 of the Code of Conduct in that he failed
to fulfill his obligation to the public interest to
provide high quality actuarial advice and service.

John Maroney Chief Executive

john.maroney@actuaries.asn.au

Having considered all the circumstances and the
submissions made in relation to penalty, the Tribunal
unanimously determined that the Respondent be
reprimanded for his Actionable Conduct, as defined
under the Disciplinary Scheme, in relation to those two
breaches of the Code of Conduct.

This notice is issued by order of the Council
of the Institute of Actuaries of Australia made on
22 January 2007
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notes

Coffee with the President

I

enjoyed coffee and a stimulating chat with our very
enthusiastic new President, Fred Rowley, who was
completely immersed in the final draft of his Presidential
Address and his thinking about the profession. I had planned an
interview that looked at Fred’s personal history, his ambitions
as President and the key points in his Presidential Address but
was blown away by his total engagement in his view of the
future and this drove the conversation.
Fred sees it as his good fortune to be President at a time when
the profession can re-focus on “realising the vision” and actually
put in place detailed strategies and plans to achieve some things
that have been on our radar for some time.
He acknowledged that the need to address the potential
fallout from the Morris Review and other more compliancefocussed issues has to some extent constrained progress on the
strategic plan but as the current three year planning period
comes to an end he is ready to embark on a new one. He was
quick to note the contribution of many, including previous
Presidents and the Institute Council in the development of his
thinking, recognising the value of the tri-President approach,
which maintains continuity and provides a wide range of input.
Fred clearly relishes the opportunity to refocus on proactive developments and to help him achieve this he intends
Council meetings to be highly strategic. The first step towards
achieving this was a workshop for Council, which was held on
31 January. This included setting up an induction process for
new Councillors and a review and clear definition of the Board
process. He believes this will lead to clearer understanding of
specific policy decisions and why/how such decisions were
made, as well as better documentation to support them. Fred
kept alternating between the words Board and Council, which
emphasised the seriously strategic approach he intends to apply.
It struck me this use of the term Board may now be more
appropriate. By August 2007, Council will have decided on the
new Strategic Plan, committed to it and developed a full business
plan for implementation but it also needs to make several
important policy decisions before then.
Fred found that, while considering both his Presidential
Address and forming his views, the one area that kept rearing its
head was enterprise risk management. Underpinning this was a
realisation that “Globalisation is the only way to stay in existence
for the next 30 years.”
How risk management ‘fits’ is fundamental to his view of the
future and he sees answering that question as a key to enabling
the profession to achieve its long-term objectives. He noted
that the practice groups in the profession typically help lead the
Institute and most of the consultancies now have a risk/banking/
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finance practice of some form. He also commented on the fact
that while risk management was identified as an area of interest
some time ago, others are ahead of us (e.g. SOA and UK Institute)
and that “while Australia does lead the way in some areas, if we
are to operate effectively at a global level we need to recognise
that what is done in other professions is excellent and we can
learn from and respect the contributions of others.”
He believes these two factors are driving the way forward to
a global ERM qualification that can be linked to the profession’s
local qualifications. As a step in this direction he expects
the Australian profession will have CPD and ultimately prequalification products in ERM.
I’d like to say I steered Fred onto one of my favourite topics –
marketing – but he got there by himself and moreover impressed
me by talking about the key markets into which “the actuarial
profession sells its skills”:
●
Selling actuarial advice to commercial enterprises.
●
Selling the idea of working with the actuarial profession to
the regulator and government.
●
Selling CPD and other products to members.
●
Selling the idea of becoming an actuary to school students
and graduates (I have to put a plug in for my editorial at this
point, which I had drafted at least before this conversation).
All of the above will benefit from the links with a strong ERM
competency and recognition, for example: chief risk officer
opportunities, working with APRA at a higher risk management
level, servicing the profession better in upgrading skills and
developing the range of employment opportunities for future
actuaries. This thinking clearly helps to define part of the role of
the Institute in supporting this practice area.
I’ve heard the topic of the ‘lost sheep’ discussed many times
with some degree of bewilderment about why/how such people
have been lost to the profession. Fred articulates clearly that these
people are not ‘lost’ they are in fact highly talented and successful
and having used the education product provided by the Institute
have moved on. There is nothing wrong with this and if other
bodies are more able to meet their needs on an ongoing basis
then this is who they will join. If the profession wants them as
members the Institute needs to become more relevant to them.
Fred has included a section in his Presidential Address on the
Stern Review, as it is a subject about which he feels passionately.
Fred believes its release marks a tipping point for global political
change to ensure we actually do address the impacts of global
warming. In some ways it also seems to reflect his own action
orientation. He has also dedicated a special section in his Address
to younger members of the profession as he clearly sees that the
vision must really be their vision.

event

Presidential Address and
Volunteers Cocktail Party

T

he 2007 Presidential Address,
titled Realising the Vision:
Actuaries, Strategy and Risk
was delivered by Fred Rowley on
21 February in Sydney and 28 February in
Melbourne.Fred covered a range of areas
in his Address of critical importance for
the actuarial profession, including:
●

Jenny Lyon

●

Editor@actuaries.asn.au

●

●

●

●

●

Presidential Address audience

Pursuing the objective of globalisation in order to survive
and prosper in the long term
Opportunities for actuaries in enterprise risk management
The need to re-examine the education qualification and
distinguish education from licensing
The need to integrate professional education and continuing
professional development
Ensuring our members are valuable and mobile in the region
and the need to assist other countries build their actuarial
profession
Continuing to be alert to the wider fields, especially climate
economics
The importance of working with our younger members

Some of the comments made by members in response to the
Sydney Address included:
●
●
●
●

●

●
●

(L to R) David Torrance, David Watson, Brent Walker

Fred Rowley

Finally we discussed change and controversy. Having
changed many things about the Presidential Address such as
the timing, its form and the sharper focus, the overwhelming
response he has had to these and other proposed changes has
been positive.
I am confident Fred is embracing his role as President
wholeheartedly and will be bringing the best of his ideas and
abilities to our profession. We can be sure he will be challenging
us during the year, perhaps best summed up by his final words to
me: “Controversy always gets the best out of people.” ▲

The importance of specialisations
The need to speak the language of our younger members
A suggestion to have a prize for commercial actuarial work
The importance of protecting and strengthening the actuary
brand
The opportunity to promote the actuary brand in the banking
and finance field
The need for CPD based on outputs rather than merely inputs
Global ageing and global warming will have major impacts and
are opportunity areas for the profession

Following the Presidential Address in Sydney, a cocktail party to
thank the Institute’s many volunteers was held at The Crystal Bar.
The textbook Actuarial Practice of General Insurance was officially
launched at the function. Now in its 7th Edition, the textbook
authored by Bob Buchanan, David Hart and Bruce Howe, is an
extremely valuable resource for actuarial students and general
insurance practitioners in Australia and overseas. ▲
Darren Davis
(L to R) Fred Rowley with authors David Hart, Bob Buchanan and Bruce Howe

darren.davis@actuaries.asn.au
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Philip Lathatm

education update

Part III Enrolments for 2007
Semester One began on Monday 22 January 2007. Enrolment
numbers for each course are as follows:
Course 1 Investments:

185

Life Insurance 2A:

55

Life Insurance 2B:

37

General Insurance 3A:

65

General Insurance 3B:

46

Superannuation and Planned Savings 4A:

15

Investment Management and Finance 5A:

21

Commercial Actuarial Practice*:

61

(*44 full course enrolments and 17 repeaters)

Commercial Actuarial Practice

Inv. Management & Finance 5A

Super & Savings 4A

General Insurance 3B

General Insurance 3A

Life Insurance 2B

Life Insurance 2A

Total: 485

Investments 1

		

Enrolment numbers are very similar to those for Semester Two
2006. General Insurance 3A numbers have dropped slightly
and numbers for Superannuation and Planned Savings 4A and
Commercial Actuarial Practice have increased.

Part III Education fees and costs
Following my Actuary Australia Education Update in October
2006 on the costs of the Part III Education Program, Mr Hong
Joon Ng sent a letter to the editor and it was published in the
December issue of Actuary Australia. I want to start out by
saying that we value feedback and are very happy to answer any
questions or concerns.

Why are the education fees so high?

Education fees charged by the Institute of Actuaries of Australia
for Part III courses are at the market rate for such courses. Levels
of fees charged are broadly similar to those of the Law Society
and the Institute of Chartered Accountants. Internationally
the fees are comparable to those charged by the UK Institute
of Actuaries.
Where does the excess of education revenues over
education expenses go? Does this excess education fee
subsidise other Institute activities?

We can only dream about profit figures of $1.4m/1.2m like
those quoted in the letter. Unfortunately while the revenue
figure is correct, only direct expenses are included in the $850K
mentioned in the letter on the expense side. This means that the
salaries of the Institute’s education team and apportionment of
overheads ($760k) need also to be considered. The overheads
include a large slice of rent as education takes up a lot of
real estate. Also the annual grant to the universities ($325k)
can legitimately be included on the expense side of the
education program. All this information is available in the
annual report.
Expenses to run the education programs are very high due to
the labour involved in setting unique exams and assignments
for every semester, in marking and in the teaching/tutorial
piece. We are investigating utilising the Moodle Learning
Management System and developing new courses as well as
updating old ones. We are looking to remodel the teaching
element of the program. If there were excess revenues from the
education program, Council would most likely recommend that
they go back into improving the program.
Are pass rates kept low to deliberately protect and
augment this revenue stream?

Pass rates are not artificially kept low. In fact the Institute
is striving to raise pass rates. One key goal in the Institute’s
Strategic Plan is to increase pass rates from 38% to more than
50%. The Baker Review made recommendations to change
aspects of the Institute’s education program to increase pass
rates without impacting negatively on standards. A copy of
the Baker Review is available for download from the Institute’s
website. A number of those recommendations have already
been implemented and the remainder will be brought in
during 2007. ▲
Philip Latham

Following are responses to the questions implicit in the letter.
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letters

Dear Editor,
As recorded in my report on the New Super Landscape seminar
elsewhere in this edition, the role of actuaries is still very much
alive in superannuation. But in a year when one superannuation
examination was cancelled for lack of interest, I find myself again
asking what actuaries have to offer the industry now that our DB
speciality is all but lost.
There are some obvious areas where we seem to have failed
to sell ourselves. Actuarial modelling of the individual lifecycle
is one. We can project a person’s finances to retirement allowing
for inflation, salary increases and likely investment returns in a
matter of minutes (ignoring tax and social security, which are
more difficult but still need actuarial skills to evaluate). Many of
us have the appropriate economic and demographic parameters in
our heads. As pointed out repeatedly, the switch to accumulation
funds means that individuals face risks that were previously borne
by employers in the DB funds. Actuaries can easily develop models
to address these risks. Why are we not more active in doing so?
Here is a possible target for the next decade: an actuary in every
dealer group. They can develop company-wide processes, act as
specialists in difficult cases and provide independent review of
quality: ensuring particularly that proper allowance has been made
for inflation and the time value of money and that investment and
insurance risks are adequately explained and dealt with.
A second area is involvement with universities and governments
in modelling future scenarios. Actuarial demographic modelling is
highly sophisticated. We have learnt about ‘p’s and ‘q’s, how to cope
with heterogeneity, exposed-to-risk, the effects of selection and
the compounding of growth. Although it has been in and out of
the syllabus, many of us have spent enough time on the relatively
difficult concept of stationary populations to be able to apply
it where necessary. We also have a fairly good knowledge of the
structure of the superannuation funds and insurance companies
that make up the industry and a working knowledge of the
economic, legal and tax environment.
One way for actuaries to enter this area is to participate
more actively in joint university and industry collaborative
ventures. Properly structured, they enjoy government subsidies
and have greater credibility. Important in this area is research on
current retirees. They provide a natural laboratory to see what
happens when people retire – with enough money or without,
in good health and otherwise. By looking at their circumstances,
we can develop new products and provide more authoritative
advice on saving and retirement decisions. The Household,
Income and Labour Dynamics in Australia (HILDA), based at
www.Melbourneinstitute.com, is an annual panel study of over
7,000 household-based panel study begun in 2001 and a good
source of data. I hope actuaries will begin to use their data and
future seminars will be providing some insights from this source.
Another new development with application in this area is the

Financial Integrity Research Network (www.firn.net.au for those
interested.) A target for the profession in this area could at least
20% of the profession formally participating in these joint activities
– which could perhaps be given full credit for CPD purposes?
Anthony Asher

AAsher@deloitte.com.au

Dear Editor,
I was somewhat taken aback by the title of your editorial in the
December issue – “Defined Benefits, it’s time to call it quits”.
Although I found it hard to disagree with much of what you
actually then said in your editorial, I hope you will allow me to
put a different view, from somebody who lived and worked in
Australia from 2004 until earlier this year but has now returned
to the UK (thankfully before the Ashes).
There seems to be a view that Australia has cracked the
superannuation problem (at least more so than elsewhere in the
world). This is because:
• defined benefits have been curtailed significantly, so employers
no longer bear much risk
• age pensions are low and means-tested, so the ageing
workforce won’t impose an unsustainable tax burden
• there are compulsory 9% superannuation guarantee
contributions
That’s all very well but we all know that 9% is unlikely to
be enough and that equities are volatile. There is also little
protection against people in retirement running out of money
some time before they die. These facts aren’t properly appreciated
by the general population.
Fundamentally, people will need just as much money to live
in retirement as they will in most other developed countries. That
money can only be provided for by three sources – government,
employers or the individuals themselves. The Australian system
has effectively imposed it on individuals, who are arguably the
least able or likely to provide appropriately, which means that the
burden will fall back on government in due course.
So I think that the profession should be calling for better
ways of providing for retirement, rather than calling for an end to
defined benefits. Employers are more able to design appropriate
risk-sharing arrangements, with investment risks hedged in
cost-effective ways not easily available to individuals. With the
ageing population, the move to a knowledge economy, increasing
internationalism, the war for talent and an increasingly educated
workforce, employers may well find it worth spending the money
on differentiating themselves in relation to superannuation. ▲
Richard Block

richard.block@hewitt.com
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Stephen Wright

appointment
Institute of Actuaries of Australia Appoints
Director of Professional Education
The Institute of Actuaries of Australia (the Institute) is pleased
to announce the appointment of Stephen Wright as its Director
of Professional Education.
Stephen’s appointment will see him manage the Institute’s
professional education program and be responsible for the
education processes that transform prospective actuarial
students into fully-qualified Fellows of the Institute.
John Maroney, Chief Executive, said: “I am delighted to
welcome Stephen to the Institute and to this role. Stephen
replaces Ken Guthrie who has moved on to a similar role with
the American Society of Actuaries.
“The Institute is striving to continually develop and refine
the actuarial education processes in order to maintain and
enhance the profession’s standards and outcomes. Stephen will
play an integral role in reshaping the Institute’s approach to
education and in further enhancing the actuarial profession
both in Australia and the region.”

Stephen brings to the role of Director of Professional
Education comprehensive learning and development
experience, application of adult learning principles to teaching
and a track record in dealing with tertiary institutions. He
has extensive experience in education in South East Asia, as
well as Europe and America. Stephen has a masters degree of
adult education as well as a management degree with a submajor in business mathematics.
Stephen Wright said: “This position combines two of
my passions: mathematics and education. I really enjoy
seeing people become switched-on to learning and part of
my expertise is in enhancing learning through curriculum
design and pedagogy. Mathematics is the language that helps
me understand the inner workings of things and I’m keen to
further explore how it is applied in the actuarial world. I am
very excited to be working in this position.” ▲

award

Melville Financial Services Forum Prize
Alex Stitt was presented with the inaugural Melville Financial
Services Forum Prize at November Horizons for his paper
entitled Pandemic: what every Actuary advising a financial
services organisation should know, which he presented to
the 2006 Financial Services Forum in March last year. Alex
received the award from Tig Melville.
The prize was available to the author of a paper given at the
Financial Services Forum considered by the judging panel
to have:
a) effected significant advance in the profession’s understanding or knowledge of a specific subject or sphere of
knowledge; OR
b) collected or presented existing material in such a way
as to raise the awareness of the profession regarding an
important contemporary issue.
The judges’ decision was unanimous. ▲
Alex Stitt (right) receiving his award from Tig Melville
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notice
New ARCA website launched

As part of a substantial program of work designed to achieve
ARCA’s goals in capturing the profession’s intellectual capital
and growing its sphere of influence, ARCA has launched a new
website.
The new website features significantly more information
about the value propositions of ARCA for each of its key external
stakeholder groups and the projects it is currently working on,
as well as information about how ARCA manages projects and
governs itself to ensure the quality, independence and relevance of
research it facilitates.
Aimed at presenting a more professional public face, the new
ARCA website provides a strong platform for ARCA’s overall
marketing program.
Check out the new website at www.arca.org.au ▲
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Biennial Convention 2007

Adventures in Risk
23-26 September 2007 • Christchurch, New Zealand

T

he Institute of Actuaries of Australia’s premier event, the Biennial Convention will
be held during Spring in Christchurch, New Zealand from Sunday 23 September to
Wednesday 26 September 2007. The 2007 Convention theme is Adventures in Risk.

In recent years, the actuarial profession has focused much of its attention on professional
governance issues. The profession now has a solid platform to build on. A key aim of the
Convention is to empower actuaries to refine their skills to further benefit their clients,
employers and the community.
The Biennial Convention will run over three days with plenary sessions themed to focus
attention on the key drivers to success namely:

Day One:

Global Forces
There have been considerable changes in the markets that actuaries work in. These
changes are being driven by global forces including consumerism, the economic debate
around responsible investments, climate change and the weight of capital flows. As
professionals, actuaries have an important role in facilitating market developments.
Speakers who have deep insights into the global forces that will directly impact actuaries
have been invited to address the Convention

Day Two:

Risk Management
More organisations globally understand that their business is about profiting from
taking risks. These risks need to be quantified and managed. Further, regulators and
other stakeholders expect to be informed about these risks. The actuary has unique
skills in this area and needs to apply these to meet the changing demands of all the
stakeholders. This session will focus on the role the actuary has in risk management and
how this is being leveraged both locally and globally

Day Three:

Global Issues
All large financial institutions are working in a globally regulated environment.
This session will focus on the more immediate economic, geographic and regulatory
issues that impact on what actuaries do and how they can facilitate better outcomes
in Australia
Topics covered in plenary and concurrent sessions range from the professional and technical
business issues that affect actuaries in their day-to-day work to the big picture strategic issues
of providing for future outcomes that will benefit the whole community.

Further Information
More information about the Biennial Convention 2007 can be found on the Institute’s
website www.actuaries.asn.au/Events This includes how to contribute a paper, topics
sought, the timetable for submission of papers and who to contact.

