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About the speaker ng;ii" .

= Viadimir Novikov BERLIN 2018
= President, Russian Guild of Actuaries

» Started actuarial career in 1995. Held top management positions
(actuarial, etc.) in several companies (VSK, Soglassye, MAKS, AIG
Life, Towers Watson). Currently is CRO of Sberbank Insurance
company. Took part in development of MTPL insurance, creation of
legislation for actuarial activity in Russia. Actively is involved in IAA
activities. Currently holds positions of the Chairman of the Eurasia and
Middle East subcommittee of Advice and Assistance committee.
Member of Actuarial Council of Central Bank of Russia

= Russian Guild of Actuaries
= Established in 2002
= Full member of IAA since 2008
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= To overview and discuss specialties of ways of creating an actuarial profession in
environment of emerging financial markets

= To analyze how regulation of financial market influences the actuarial profession and how
actuarial profession may affect the development of financial market regulation (using the
example of Russian financial market)

= To derive universal recommendations applicable for actuarial associations of other
countries with similar market conditions

» Target audience
+ Members of relatively small/young actuarial associations

« Representatives of actuarial associations of mature markets involved in peer relations
with small and young associations

« Representatives of IAA
+ Representatives of regulatory bodies for financial markets

4 — 8 June 2018, www.ica2018.o0rg



—WAhd__

Actuarial profession is global ... mﬁm'
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» Global nature of actuarial profession distinguishes it from other professions

= Founded in 1895, and reformed in 1998 with a new constitution, the International Actuarial
Association (IAA) is the worldwide association of professional actuarial associations

» Mission: To encourage the development of a global actuarial profession, acknowledged as
technidcally competent and professionally reliable, which will ensure that the public interest is
serve

. Th(la IdAA has adopted very specific criteria for admission of Association as a Full Member which
include

« education guidelines

» a disciplinary process

« a code of conduct and

« a process for standards of actuarial practice when these are developed locally.

= This basis allows us to speak about actuaries as a supranational profession, with IAA recognized
as common platform
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... global and local m%ga“.
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= Supranational basis is principal based and allows reasonable freedom for the
choice of rules for the application of these principles in the context of the
actuary's work on a specific task in a particular environment/jurisdiction

= QOrganizational, methodological and other aspects of actuarial profession vary
greatly from country to country

= Main impact factors on local actuarial profession are degree of maturity of the
financial markets, the general legal framework, regulation framework of
insurance and other segments of financial markets. Other factors ﬁcultural,
mental factors, the socio-RoIiticaI structure of the state etc.) are also
important but are out of the scope of my paper

= Building actuarial profession in the environment of emer?ing financial market
andkunstable state governance system is probably one of the most challenging
tasks
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Actuarial dualism M%E!’“'

*  Value for actuarial clients BERLIN 2018
. Actuary is an applied profession, so it cannot exist without bringing value for users of actuarial services
. Traditional users of actuarial services are: insurance companies, pension funds, social security sate and non state bodies, etc.
. Actuarial profession may also bring value for special clients such as regulators of insurance sector and other financial sectors
. The list of tasks solved by actuaries is growing permanently

. From management point of view, the main value of actuarial function is to help the decision makers to take sound decisions based on actuarial
calculations and opinions

. Key actuarial competence - the assessment of risks and their financial consequences. While carrying out specific tasks for particular client the actuary
also has to follow the principle of serving the public interests. Without this, the actuaries would simply be the technical executors.

. Actuary should represent actuarial profession even when he acts on behalf of enterprise (company, pension fund, supervision authority etc.)
= Own value and self identification

. Principles of professionalism define actuary as professional with unique combination of high qualification, ethical professional behavior and
accountability. So actuaries inevitably come to the special industry - the actuarial industry.

. This means that the actuaries must have own regulation framework — access to the market of actuarial services, qualifications, standards of practice
and requirements, monitoring of compliance with these requirements, disciplinary measures and the procedure for exclusion from the market.

. Many actuarial societies develop these functions through a system of internal self-regulation. However, international experience shows that the best
practice is to transfer part of the regulation "outside" the association.

. Without self identification of the profession the principle of serving the public interest becomes unreal. Actuary becomes solely a tool of the regulatory
body, management of the insurance company or other enterprise. The independence and objectivity of the actuary is lost in such cases.

Therefore, actuarial profession plays dual role: it is a separate segment of financial market
and at the same time it is an important player at other segments of financial market
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Why Russian financial market is a good 7\
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example of emerging market
BERLIN 2018

On the one hand, there is a fact that insurance business and actuarial profession in Russia were created during
the same historical period as in other European countries (the first insurance company was established in 1827
and the first actuarial society of Russia was created in 1906).

On the other hand, the Soviet period of history with grate principle of fair society brought a monopoly on
insurance for many ?/ears. The only state insurer operated on domestic market. It managed to collect huge
portfolio (for example, 52% of Soviet workin dpopulation had life insurance in 1981). Despite this the actuarial
calculations existed but actuarial profession did not. The pension system was state and pay-as-you-go which also
did not require actuarial calculations in the modern sense.

The insurance market was forced to start from the "zero point™ in 1991 when transition from planned to market
economy was announced.

The same is applied to the actuarial profession. It is gratifying to see that the current state of the market allows

us to say that the actuarial profession has evolved in 25 years the same as it evolved in other countries during a

ﬁgnﬁury. We may imagine it as a mountain road with a lot of turns and jumps rather than a straightforward
ighway.

The insurance and pension markets, which are key for actuaries, are still in a state of rapid development, with a

permanent change in the form and essence of regulation, as well as a significant change in the number of

participants.

4 — 8 June 2018, www.ica2018.o0rg



_'J']

Russian insurance and pension markets 1991- 70N
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= One Supervisor authority- Central Bank of Russia
= 218 insurance companies
= 68 NPFs
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» The ultimate goal of state regulation remains unchanged from the very beginning: provision of high-quality
financial services for the wide range of customers

= However, the way of techniques were strongly affected by internal and external factors (economical conditions,
capital availability, competences, etc.)

= At the initial stage (1992-2001), the regulation was aimed at establishing “the rules of the game", the approaches
to regulation were largely copied from the German experience of the model "until 1994".

= During the development of the pension system at the first stage a big role was played by consultants from the
USA and Europe, at their suc[;dgestion NPFs became non-profit organizations as tool of social protection rather than
financial institution. It should be noted that within the framework of the recent reform of 2013, the process of
;cooln;?‘lercialization" of NPFs has started, which should be completed in 2019 (the first wave ended at the end of

= In the second period (2004-2013), the regulators of both insurance and pension market faced the problem of
control and the prediction of the solvency conditions of the market players, with a lot of cases when the company
ceasled to fulfill its obligations to the customers after the insolvency of the company was recognhized by the
regulator

* The current stage (after 2013) is characterized by the harmonization of approaches in the regulation of banking

and non banking segments of financial markets, the introduction of risk-oriented supervision, the use of
professional judgment, principle based regulations, the combination of state regulation and self—regufation
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Regulation and actuaries — general remarks mﬁ}“ "
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= How to be involved in regulation of financial market - approach of the
Russian Guild of Actuaries

Stage 0. We established good relations within global actuarial
profession, via IAA and matured national actuarial associations

Stage 1. First of all, we, as an actuarial community, were looking for
the most urgent and important tasks facing either the financial industry
or(and) the regulator

Stage 2. Then we offered assistance in solving the problem

Stage 3. Sought competences and resources within the actuarial
community, and (or) used international relations with the IAA or other
actuarial associations to attract the best experience for the industry
and the regulator
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= Obligatory Motor Third Party Liability insurance (OMTPL).

. Thefflaw on OMTPL was adopted in 2002, under which the Government was assigned the task of setting insurance
tariffs.

= The insurance industry had big expectations for this type of insurance, and managed to attract actuaries into
working group on voluntary basis.

= I was lucky enough to lead this group, which successfully solved the task with the difficult conditions of limited
available statistics, lack of past experience of insurance, a long horizon of the applicability of insurance tariffs.

= We provided our results to the regulator as our contribution to solving the problems, and the majority of the work
Otf1 actuaries was accepted and used for the government-established tariffs, although they were subject to some
changes.

= As a result the government body continue to use actuaries in the E]rocess of monitoring and adjustments of tariffs
(the next serious adjustments happened after about 10 years). This collaboration also involved industrial
association such as All-Russian Insurance Association and Russian Union of Motor Insurers.

» So the interaction of the Russian Guild of Actuaries with the regulator, the insurance industry has become
permanent.
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Regulation and actuaries — case 2 M%!E!’“'

BERLIN 2018

= In the second case, the actuarial community addressed the urgent and important issue of the regulator in respect to
monitoring, prediction and control of solvency status of the financial institutions

*» The actuarial community kad-proposed the solution for: 1. the improvement of reserve estimation techniques and 2. the
imglemintation of professional judgment of the actuary in addition to standard reporting of insurance and pensions
undertakings

» The first idea was accepted fairly quickly. During the implementation stage there were several seminars and activities with
attraction of both local and international experts

»  Such activities leaded to modification of regulation for insurance companies. The relevant Order of the Ministry of Finance
was issued in 2002, replacing the 1994 normative document. The new document was still mostly in line with rule-based
approach, but with the ability for particular company to justify the deviation of standard formula once a year

= The idea of incorporation of actuarial professional judgment into the regulatory system generated a much longer process.

» During the joined meeting of the Board of the Russian Guild of Actuaries and the top officers of the insurance supervision
authority in 2006 the trend of transition from rules to principles in re?ulation was supported. At the same time the
representatives of regulator expressed concerns about the self identification of actuarial professional. The question “Who is
an actuary” should have clear and precise answer in spite of the fragmentation of the financial market, fragmented
regulation in that times

» The Russian Guild of Actuaries proposed the recognition by the international community as a meaningful step to the
identification of actuaries on a local level. After the admission of the Russian Guild as a full member of the IAA in 2008 it
became possible to give a clear and precise answer - the actuary is a fully qualified actuary in line with IAA terms
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From identification of actuarial function to Vit
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legal recognition of actuarial profession
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» Full membership of the Russian Guild of Actuaries in IAA created a foundation for movement to legal recognition
of the profession

» Russian actuaries advocates two key principles:
« Actuarial profession is uniform for the whole financial market
« Actuarial activity is linked but separate of insurance, pension and other industries

= The draft legislation development was severely hampered by the fragmentation of the financial market,
inconsistent regulation of insurance, pension, asset management and other segments of financial markets.

* The movement to legal recognition of actuaries was supported by international community - the IAA itself and
IAA Fund, Institute of actuaries, German actuarial society, European actuarial academy contributed a lot in
deriving the solution for the Russian actuarial market on the basis of best practice

= Itis important to note that the development of the pure actuarial legislation involved the wide audience including
the members of Russian parliament (State Duma and Federal Council), Government officers, representatives of
association of insurers and non state pension funds, etc.

= Many of issues were overcome only after deep reform of the regulation of the financial market with creation of
one megaregulator role fixed by the Central Bank of Russia.

* The Federal Law on actuarial activity in Russia was adopted on 3 of November 2013
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Actuarial regulation - key features m}"'l
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= Clear definition what actuarial activity is and who actuary is
= Specific body - Council of actuarial activity
= Special type of actuaries - responsible (appointed actuaries)
= Compulsory actuarial valuation for

« Insurance undertakings

 Non state pension funds (NPFs)

« Tariffs for obligatory insurance if requlated by government

= Distribution of roles, rights and responsibilities among actuarial
profession, actuaries, regulator bodies (Central Bank of Russia)
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Actuarial regulation — snapshot N,
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Russian law on actuarial practice contains certain aspects in line with the IAA
Principles of professionalism, namely:

» defining “actuary” as a uniform profession for all segments of financial market
* introducing an designation of appointed actuaries

» defining actuary as a member of a professional actuarial organization (self-
regulated organization - SRO)

» establishing requirements to have a code of conduct, a system of qualification and
a discipline process in place for SRO

* requiring a mandatory continuing professional development system in SRO
» setting equal minimum qualification requirements for admission of actuaries in SRO

» referencing global actuarial standards (Since 2009 the IAA has been developing
suchlstan )ards in response to a G20 initiative and following several requests from
regulators

» requiring professional liability insurance for appointed actuaries
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Central Bank of Russia role m}"'l
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= sets the requirements for the standards and rules of the self-
regulating organizations, code of conduct

= approves federal standards of actuarial practice
= forms the Council for actuarial activity

= holds qualification exams for candidates who want to be
admitted by actuarial self-regulating organization

= participates in the certification of appointed actuaries

= maintains the register of self-regulating organizations, the
register of appointed actuaries

= carries out inspections of self-regulating organizations




Actuarial organizations (SRO) functions m%g;s“ .
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» standards and rules of the self-regulating organization,
= requirements for the qualification of the organization’s members,
= code of conduct;
» maintaining the register of the self-regulating organization members;
= control and disciplinary procedures;

= carrying out the certification of appointed actuaries according to the procedure
established by the Bank of Russia;

= CPD for the members of the organization.
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Qualification exam results (Bank of Russia)
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Ne Date Applications Participants Passed %
1 18.10.2014 104 85 52 61%
2 25.10.2014 162 75 22 29%
3 21.02.2015 124 79 10 13%
4 21.11.2015 115 85 18 21%
5 22.10.2016 81 62 3 5%
6 17.10.2017 101 77 25 32%

Uroro 687 463 130 28%

Appointed actuary certification (actuarial associations)

104 appointed actuaries as of 20.02.2018




Actuarial SRO in Russia

Russian Guild of actuaries (est. 2002)
IAA Full member 2008

68 appointed
actuaries

Association of professional actuaries
(est.2014)

IAA associate member 2016

As of 01.01.2018
103 members
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www.guildofactuaries.ru www.actuary.ru




_'J']
-,

Actuarial regulation - standards mﬁ}"l
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= The standards of actuarial practice also have two levels of
status.

« The standards adopted at the level of SRO of actuaries are
applicable only to the members of this organization,

« the Federal standards of actuarial practice are mandatory for
all actuaries, they are developed by the Board of actuarial
activities and approved by the Bank of Russia.
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Actuarial regulation - control mﬁ}“.
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= SRO of actuaries support robust process of control over its
members,

« Control Committee: (planned and unplanned) investigation on
compliance to legal requirements, code of conduct and standard
if actuaries practice

« Disciplinary Committee: consideration of disciplinary measures
as results of control committee findings

= Any person or organization, including the regulator, may initiate
control procedure of the actuary

= Any actuary has right for protection and participation in control
procedure
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Actuarial regulation — advantages and issues m%g{“.
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= Central bank recognized regulation of actuarial professional as prototype for other
segments (insurance, pensions, asset management, etc.)

» Simplification of widening of usage of actuaries in new regulation procedures (like
insurance companies bailout) and fixing it in legislation.

= Main issues

. ualification exam of the Central bank is not fully consistent to IAA syllabus.
Therefore, the Guild of actuaries conducts additional examinations for subjects not
included in the program of the Bank of Russia while other SRO does not. Special
working group is already developing road map to gradually bridge this gap

« Arbitrage between SRO in terms of disciplinary measured vs level of violation.
Commor% scale is anticipated to be adopted by the Council of actuarial activity in the
nearest future
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= The actuarial profession, even after obtaining the status of a
participant in the regulatory system, should constantly work
on the preservation of the achieved role, maintaining the
image.

= The main practical tools of this process are the continuing
professional development of its actuarial members, the timely
modification of actuarial standards, and the clear and objective
operation of controls and disciplinary procedures.
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Control procedures Control cases Disciplinary measures m!
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Exclusion from the SRO

) Exclusion from Appointed

186 actuary

planned New certification

21
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= Participation in the implementation of the transition to risk-
based supervision announced in 2017, within which Solvency
IT approaches will be implemented in the Russian Federation,

= Implementation of IFRS 17

= Develop skills and competencies in" sleeping areas” of
actuarial knowledge, such as asset management, construction
of solvency models

= Growth of actuarial competence inside the regulator
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Lessons and conclusions for the global 7\,
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= The degree of development of the actuarial profession in a particular country depends significantly on the degree
of development of the financial market and the level of the applied regulation methods

= The global status of the actuarial profession allows to introduce best practices even in the absence of full-fledged
conditions in the insurance and pension industries and regulatory bodies

= The formation of the actuarial profession in emerging markets requires efforts that are best made through the
professional Association of actuaries

= Itis required to find a balance between the insurance/pension industry, the actuarial community and the
regulator in the field of responsibility and authority

» Actuaries should spend a lot of time and effort on training and promotion among the key market players and
regulator of the world's best practices, going beyond just actuarial issues

» Obtaining the legal status of the actuarial profession is a necessary condition to qualify for participation in the
regulation of the market

= Formation of a stable financial market is the common goal for actuaries and regulator

* The recognition of the high role of the actuarial profession requires constant confirmation through high standards
oftwork, imlf_“esmentation of control and disciplinary procedures in practice, continuous improvement of the
actuaries ski
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The presented paper is based on my personal experience and
understanding of events.

Therefore, a certain amount of subjectivity is inevitably present.
However, the desire to objectively consider the material and
draw conclusions from my side is also obvious.

I am ready for a dialogue about prospects and issues related to
the actuarial profession development in Russia and other
countries.

4 — 8 June 2018, www.ica2018.o0rg



_n'l_

Thank you very much for your attention! m =1
BERLIN 2018

Contact details:

Viadimir Novikov

address: Pavlovskaya street 7 Sberbank insurance

Moscow Russia
phone: +7 916 040 64 50
mail: Vladimir.novikov@sberins.ru
web: www.guildofactuaries.ru
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