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Economics Quote

In economics, things take longer to happen than you think they
will, and then they happen faster than you thought they could”

- Rudi Dornbusch German Economist

News Regions Video TV  Features Opinions More...

World Sport Technology Entertainment

Deal keeps Koreas away
from confrontation

Up to 20 feared dead after UK jet crash
ISIS destruction a 'war crime’

Drone porn delivery at prison foiled Ch i n a Stoc ks p I u ng e agai n

Tennis bad boy given ultimatum Investors across globe fear fallout of slowing Chinese economy

. ) Biggest drop ever | China's options | Realities enter 2018 race | China's woes .. in two minutes
IndyCar driver dies after crash
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Scope of Presentation

 Today | will use the term “regulatory” in a broad sense to
refer to various government initiatives in APAC such as:

— Risk based capital

— Detariffication

— Reserving

— Government disaster pools

— Solvency requirements for catastrophes

— Post event recovery (e.g. Thailland or New Zealand)

* | willuse examples from Australia, China, and New
Zealand

 Focusis on how actuaries can participate in these
activities and what skills are required

Rade Musulin - Regulatory Trends in the Asia Pacific Region 5
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Significant Activity Across Asia

« RBC and Solvency activity in many countries, including
China (C-ROSS), Hong Kong, Indonesia (New Insurance
Law), Japan, Pakistan, Philippines, Singapore, Siri Lanka,
and Thailand

o Detariffication (China and Malaysia)
 New reinsurance requirements (China)

 Examination or implementation of Cat Pools (China,
Australia)

 Reforms of state run insurers (Indonesia)
 Foreign investment rules (India)
 Review of catastrophe risk (New Zealand)

Rade Musulin - Regulatory Trends in the Asia Pacific Region 6
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RBC - “Old News”

 Most countries across APAC are modernizing their
solvency regimes (e.g. China C-ROSS or Thailand)
 Generally this involves:

— Introducing risk based capital formulae similar in concept
to those used by rating agencies

— ERM
— Governance
— Recognition of catastrophe risk
 Most countries either have or will adopt IFRS

« Actuarial skills needed are clear and in the “traditional”
space

Rade Musulin - Regulatory Trends in the Asia Pacific Region 7
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Northern Australia Premium Taskforce

The Hon
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Federal Member for Kooyong
Assistant Treasurer
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About Josh About Kooyong m ;ha;y For Constituents Key Links Contact Josh

Media Releases

Wine Equalisation Tax Rebate Discussion Paper

21 August 2015

Today the Government released the Wine Equalisation Tax (WET) Rebate Discussion Paper. The wine industry is an important
confributor to the Australian economy and an important part of many communities, parti ional communities. The

Outcomes of ce G
16 August 2015

1e Government is committed to defivering the best possible outcomes for alians saving for their retirement.in June, the
Government rele xposure draft legis! n proposing changes to strengthen the governance a Il Australian
Prudential Regulation

orthem Australia Insurance Premiums Taskforce Interim Report
17 August 2015
Today the Government welcomes the release of the Northem Australia Insurance Premiums Taskforce Interim Report The
Government recognises that many people in Northem Australia have experienced a substantial increase in insurance premiums in
gent years. In

Review of small amount credit confracts

7 August 2015

The Government is estal ing a review of the small amount credit contract (SACC) laws and related provisions in the
Consumer Credit Protection Act 2009 (Credit Act). The establishment of the review fuifils a statutory requirement ...

Capability Review of the i lies and C

24 July 2015

The Government is commissioning a review to consider the capabilities of the Australian Securifies and Investments Commission
(ASIC).ASIC plays an important roke in ensuring that investors and consumers can have confidence in Australia’s financial system

Rade Musulin - Regulatory Trends in the Asia Pacific Region
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MEDIA RELEASE

17 August 2015

NORTHERN AUSTRALIA INSURANCE PREMIUMS TASKFORCE
INTERIM REPORT

Today the Government welcomes the release of the Northern Australia Tnsurance Premiums Taskforee
Intsrim Report.

The Government recogmises that many people in Northemn Australia have experienced a substantial
ivrease in insurance prennuims in cecent yeass, In many cascs, these increases have been far i exvess
oF those experienced in the rest af the conntry, largely die tm the risk of dimage from cyclones

The Government established the Tasklerce 1o explore the [easibilily of opuons to reduce home,
contents and stmla insumnce premuums inregiens n Northern Australis expericncing insurance
affardability concerns due to eyclone risks. These options mchide a mirmal cyelone insurer, 2 cpclone
reinsurance pool, and additional oprions raised during consultations.

The Interim Report furthers this consideration by providing a [rmework to assess the costs and
benefits of each of these options. It also highlights the importnce of taking action to reduce the risk of
properly damage [rom a cvelone,

‘The Interim Report takes inte aceount extensive consultation that has already been undestaken by the
“Laskforee, including with consumer and business groups in Northern Australia and members of the
msurance industry.

‘The Government thanks those whe have already enpaged with the “laskfores © provide important
feedback in this process as well as the Taskforce Reference Panel for their work to date.

The Taskloree will provide is final report to the Government in November this year,

Feedback an the lnterim Report can be provided until 14 September 2013, "The lnteron Report and
further inlormation is available at:
hup: Sewwtreasury govan/ConsullauonsandReviews Reviews /2015 /Nodhern Australia Insuranee

Ends

Media Contact: Dan Cronin — Office of the Hon Josh Frydenberg M — 02 6277 7360
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Taskforce ODbjective

“The Government recognises that many people in Northern
Australia have experienced a substantial increase in insurance
premiums in recent years. In many cases, these increases have
been far in excess of those experienced in the rest of the country,
largely due to the risk of damage from cyclones.

“The Government established the Taskforce to explore the
feasibility of options to reduce home, contents and strata
insurance premiums in regions of Northern Australia experiencing
insurance affordability concerns due to cyclone risks. These
options include a mutual cyclone insurer, a cyclone reinsurance
pool, and additional options raised during the consultations.”

- Josh Frydenberg MP Media Release

Rade Musulin - Regulatory Trends in the Asia Pacific Region 10



ASTIN, AFIR/ERM and IACA Colloquia * Innovation & Invention ¢4 Actuaries
d q 23-27 August 2015 | Amora Hotel Jamison Sydney Alnm

Taskforce Analytical Process

 Process:
— Build industry database
— Run cyclone models
— Build a DFA model
— Communicate results to stakeholders

— Recommend actions (set up pool, design reinsurance,
etc.)

e Interesting considerations:
— Consumer premiums
— Economic activity
— Government liabilities and balance sheet
— Mitigation incentives

Rade Musulin - Regulatory Trends in the Asia Pacific Region 11
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Treasury Interim Report

i Insurance Premiums Taskforce interim report

Focus questions

Asg noted, this report canvasses a number of issues that need to be considerad in assessing
the feasibility of the options to lower consumer premiums. Following is a list of the specific
questions raised through the report and on which comments are invited.

Option 1: A mutual insurer offering cyclone cover to individuals

1. What are the advantages and disadvantages of a cyclone mutual insurer, supported by
the Government, with the objective of lowering consumer premiums for home, contents
and strata title insurance for people experiencing affordability problems due te cyclone
risk? What form of Government support would likely be required?

2. Howcana cyclone policy be sufficiently defined to fit neatly with a consumer's
'non-cyclone’ policy purchased from a private insurer so there are no gaps in
coverage?

. How should a cyclone mutual insurer price its policies?

4. Should insurance from a mutual be open to all or should eligibility be limited, such as to
consumers on lower incomes or consumers who take mitigation action?

5. \VWhatwould be required for private insurers to be an agent for a cyclone muitual insurer
and sell its policies and manage claims against those policies?

6. What would be a suitable organisational and governance structure for a mutual insurer
—a discretionary fund or an APRA regulated entity?

7. \What are the advantages and disadvantages of putting a cap on the payout from the
cyclone policy offered by a mutual?

8 When and how could the Government reduce support for a cyclone mutual insurer?

Option 2: A reinsurance pool for cyclone risk

9. What are the advantages and disadvantages of a cyclone reinsurance pool, supported
by the Government, with the objective of lowering consumer premiums for home,
contents and strata title i for people ity problems due to
cyclone risk? What form of Gavernment support would likely be required?

10. How should a cyclone reinsurance pool be designed to best fit with insurance
companies’ existing arrangements, including reinsurance arrangements? For example,
how could cyclone and cyclone damage be defined sc as provide certainty about what
is covered by the reinsurance pool?

11.  How should the price insurers pay for reinsurance from a reinsurance pool be
caloulated?

12.  \What are the advantages and disadvantages of limiting payouts available under a
reinsurance pool arrangement?

13.  When and how could the Government reduce support to the market through a cyclone
reinsurance pool?

4.  How could a cyclone reinsurance pool scheme be structured to provide an incentive to
policy holders to mitigate the risk of cyclone damage?

Page 4

Northern Aus

ther options

15,

in areas where

Are there any other approaches that could lower
is @ concern due to cyclone risk?

Mitigation
16. What can be done to encourage greater offorts to mitigate the risk of damage from
cyclones? Are there i to i iums baing v 1o

mitigafion acticn by property owners?
17. WWhat are the advantages and ges of i an

of a house to cyclone damage and
? How could such a process be

process to ine the
o vorify what mitig work has baon
established?

What are the advantages and disadvant: of {a) ing a rating system for
building vulnarability to cyclona damage that could be publicly disclosed at the time of
sale, and (b) ishing a trali datab on building i that could be
accessed by insurars?

Vhat are the adh and disadh of using i d of policy
exclusions to reduce the number of small claims follewing a eyclone?
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IC VS. Private Disaster Insurance

Characteristic

Public

Private

Capital Source

Bonds

Investor Capital

Pre-Funding Accumulated premium Mandatory through capital
Pricing Generic, subsidies Accurate, reflects risk

Economic Command, such as building codes Economic, risk based, often more
Incentives politically troublesome in short run
Volatility Low High

Demographic
Effects

More population and development
in high risk areas, higher long term
COsts

Risk based price limits high risk
development, lowering long term costs

Economic Post-event inflation, supply Less high risk development, more
constraints investment in mitigation
Investor Bondes, invest in building supply and Private insurer capital, invest in mitigation

development

technology, but high risk property values
may suffer

Rade Musulin - Regulatory Trends in the Asia Pacific Region
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Florida’s Hurricane Problem

Florida Hurricane Catastrophe Fund

m About the FHCF Imsurer Information FHCF Hules Advisory Council Banding Program

Florida Hurricane Catastrophe Fund

The FHCF 15 structured as 2 tax exemgd state trust fund under the direction of the State Board of
Adrministrati

icil prowvides the SBA with information and advice.

Disclaimer

sments poted on this web site are updated frequentty and the verssen posted on this
weh site may not be the latest version. Do not rely on any form on this web site without first contacting the

Flonda Hurncans Catastroghe Fund to ensure that the document you intend 1o use & the Latest verson af the
docurment avalable

Far sk infoimitian
nlating &5 FHCE it
our Adminlitrater)

PhRADEM :

Online Reporting

cil Meeting

Featured ltems

Other Links & Information

FHCF Emergency Assassment

Rade Musulin - Regulatory Trends in the Asia Pacific Region 14
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Public Policy Issues in Florida

« How much “help” does the insurance industry need to
lower cost of coverage to an “affordable” level while
maintaining solvency?

 What is the correct mixture of “up front” premium vs.
“back end” assessment revenue?

« How much should overall cost reflect relative risk of an
individual policy?
« How to reconcile answers from various catastrophe

models, particularly for a reinsurance facility at a
location level?

« How can the FHCF encourage loss mitigation?
o Are its rates “actuarially sound”?

Rade Musulin - Regulatory Trends in the Asia Pacific Region 16
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“Actuarial Soundness” and Public

Insurance Entities

BY RADE MusuLIN

N INTERESTING ACTUARIAL 15SUE has arisen

in Florida with regard to the appropriate

rates to be charged by its property residual

market entity, Citizens Property Insurance
Corp. The issue has impli many

ot *actuatially indicated” rate will always result in a pre-
cise answer with little uncertainty as to how to calculate
it. Unfortumately, absent clear guidance about the public
pelicy objectives regarding the residual market entity,
actuaries may have a difficult time determining what the
“actuarially sound” rates are

A ially sound rates should be based on our

related insurance programs, such as the Terrorism Risk
Insurance Act or a possible federal backstop for severe
natural disasters.

Setting the right rates in residual matkets is often
troublesome, because a number of economic and social
considerations must supplement traditional actuarial
items such as expected losses, expenses, and so forth
For exarple, if the residual markets rates ate competi-
tive with those of the voluntary market, the residual
market may draw risks out of the voluntary market and
become a distuptive force. On the other hand, most
residual markets have been created to provide coverage
where the price required by the market is deemed unaf-
fordable, implying rates below the markets.

Insured property subject to catastrophes poses a
panticular challenge because of the additional complica-
tion of the often enormous sums of capital required to
support underwriting risks. What is the appropriate cost
of capital for an entity that does not have to hold capital
but insteadl funds large losses through assessments or
taxes on the general population?

Tn the mid-1990s, Florida policy-makers tried to
address these thorny problems by requiring that rates
for the property tesidual market be set at the top of the
market, as determined by a straightforward calculation
of major company rates, The idea was to address both
the residual markets competitive position and impute
a cost of capital as contained in the voluntary market
rates,

Recently, back-to-back seasons with huge hurricane
Iosses have exhausted Florida's Citizens Property Insur-
ance Corp. funds in its high-risk account and led to
over a billion dollars in deficits, which will become as-
sessments on policyholders throughout the state. At the
sarme time, voluntary market losses are creating pressure
that will drive up market rates and, through the top of
the market formula, resicual market rates.

Interestingly, this situation has led to calls from
both those facing higher Citizens' rates and those facing
Citizens' assessnents for it to charge “actuarially sound”
rates. Many non-actuaries in public policy work mistak-
enly believe that a requirement for an *actarially sound”

www.actuary.org

Standards of Practice, Statement of Principles, and
Caode of Conduct. Those tools are designed to guide
actuaries in making actuarial, rather than public policy,
decisions.

Consider how this issue affects the Florida Hurri-
cane Catastiophe Fund (FHCF), a state-created reinsurer
providing $15 billion of coverage. The FHCF prom-
ulgates “actuarially

indicated” rates that ITISUI'Cd PrDPelty SUIJjEd to
contain no risk load  catastrophes poses a particular
ot cost of capital and  challenge because of the additional

are one-third of those
reflecting equivalent

complication of the often enormous

cover in the privare SUms of capital required to support
market. The FHCFs underwriting risks. What is the
rates are consistent gnnrgpriate cost of capital for an entity

with our standards be-
cause the public poli-

that does not have to hold capital but

cy planners in Florida  instead funds large losses through

provided for capital by aiss
creatingan assessment. population?

base on policyholders

to fund any deficits and made clear that the FHCF was
to provide coverage priced at long-term expected loss
cast.

The FHCF example shows why it is important for
public policy-makers to do mare than just require that
rates be “actuarially sound” for entities such as property
residual markets in hurricane-prone states. For example,
should there be a loading for an imputed cost of capital
from assessments? Should there be some cap on rates to
promote affordability?

Actuaries must help public policy-makers under-
stand that we need direction in answering such ques-
tions; otherwise, actuaries risk having to make public
pelicy choices that fall outside the seope of our usual
professional practices.

Rade Musulin is chairperson of the Academy’s
Communications Review Committes, a member of the

Jpdate editorial board, and vice presid i
Ppublic affairs, and reinsurance for the Florida Fam Bureau
Insurance Cos. in Gainesville, Fla.

Actuarial UPDATE

essments or taxes on the general

January 2006
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Actuarially Sound Premiums

 The term “actuarially sound” premiums is often used Iin
the context of government programs
« What does it mean?
— AAL + expense overall (e.g. pooled premiums)
— AAL + expense at risk level (often called “risk premiums’)
— AAL + expense + risk load overall
— AAL + expense + risk load overall at risk level

 The last option is a simplified version of what a private
sector premium should be

« Government entities generally use one of the first three
options, requiring subsidies either across the population
or from taxes, assessments, or borrowing

Rade Musulin - Regulatory Trends in the Asia Pacific Region 18



ASTIN, AFIR/ERM and IACA Colloquia * Innovation & Invention ¢4 Actuaries
d q 23-27 August 2015 | Amora Hotel Jamison Sydney Al"m

Northern Australia Task Force Summary

 Local example of a common problem globally, e.g. how
to dampen price shocks to consumers caused by:

— Technological advances in risk assessment
— GIS and location/risk specific pricing

— Development in high risk areas

— Large catastrophes

 There are opportunities for actuaries to add value at
many stages of a project like this

« However, “standard” tools and practices may not be
adeqguate to address public sector issues

Rade Musulin - Regulatory Trends in the Asia Pacific Region 19
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China Developments

e State Counclil “Guidelines on how to accelerate the
development of modern insurance industry in China”

e CIRC:
— C-ROSS, including ERM under Pillar 2
— Reinsurance Registration System

o Catastrophic Risk Pools:
— National earthquake
— Agriculture
— Local schemes (e.g. Shenzhen)

e Agriculture reserving
 Motor Detariffication in six provinces

Rade Musulin - Regulatory Trends in the Asia Pacific Region 21
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State Council Guidelines (1)

« http://www.circ.qov.cn/web/site0/tab7561/info3928588.htm

« #1:. Overall Requirements:
— Guiding ideology:
* Integrate the task of developing insurance industry into the
overall framework of economic and social development

« Modernize national service system and governance
capacity for the growing demand for diversified insurance
services

— Basic Principles:
 Adhere to market-oriented policies
* Persist in reform, innovation and opening-up
* Implement a system of risk monitoring and prevention

Rade Musulin - Regulatory Trends in the Asia Pacific Region 22
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State Council Guidelines (11)

 #1: Overall Requirements (cont.):
— Goals of Development by 2020:

A modern, compliant, trustworthy, stable, innovative and
internationally competitive insurance industry is to be in
place to provide comprehensive protection and exert
functions needed in economic development and social
progress

* Insurance penetration will be 5% density 3500 Yuan

o #2:To make insurance a part of the multi-layered social
security system

— Support for social security system
— Innovate pension products and services
— Develop diversified health insurance services

Rade Musulin - Regulatory Trends in the Asia Pacific Region 23
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State Council Guidelines (ll1)

« #3:To exert insurance risk management functions and
Improve social governance system

— New methods of public service
— Use liability insurance in resolving conflicts and disputes

o #4:To perfect the economic compensation mechanism of
insurance and increase insurance participation in disaster
relief

— Use insurance for disaster prevention and relief
— Establish a catastrophe insurance system

o #5:To promote insurance for agriculture, farmers and rural
areas, and innovate methods to support and benefit them

— Develop agricultural insurance
— Rural micro-credit, farm property, life, healthcare

Rade Musulin - Regulatory Trends in the Asia Pacific Region 24
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State Council Guidelines (1V)

o #6: To expand the functions of insurance and facilitate
economic upgrade

— Use insurance funds for investment
— Support development of strong stock and bond market
— Play role in adjustment of economic structure
— Support external investment (export credit insurance)
o #7:To promote the reform and opening up for better
development of the insurance industry
— Reform insurance companies and corporate governance
— Expand export of insurance services
— Encourage development of innovative products and services
— Accelerate development of a (domestic) reinsurance market
— Expand reinsurance intermediary market

Rade Musulin - Regulatory Trends in the Asia Pacific Region 25
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State Council Guidelines (V)

o #8:.To enhance and improve regulation for better risk
prevention and mitigation

— Step up regulatory modernization
— Strengthen protection of insurance consumer rights
— Make sure that no systemic or regional financial risks occur

o #9:To strengthen infrastructure construction for a better
development environment of the insurance industry

— Promote the insurance credit system comprehensively
— Strengthen the infrastructure of the insurance industry
— Raise the public awareness of insurance

Rade Musulin - Regulatory Trends in the Asia Pacific Region 26
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State Council Guidelines (VI)

o« #10: To improve the policy support for modern insurance
service development

— Establish an insurance regulatory coordination mechanism
— Encourage government procurement of insurance
— Conduct research on improving supportive tax policies

— Secure the land supply for aging care and health services
iIndustry

— Improve financial subsidies policy for agricultural insurance

Rade Musulin - Regulatory Trends in the Asia Pacific Region 27
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Reinsurance

 Reinsurance Registration:

— Effective January 1 2016 reinsurers and reinsurance brokers
must register with CIRC

— Insurers must use registered reinsurers

— Reinsurers must have secure ratings
 Residential Earthquake Cat Pool

— Standard coverage

— Rates by region, construction

— Claims standards

e Local initiatives

Rade Musulin - Regulatory Trends in the Asia Pacific Region 28
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China Summary

« Dramatic change occurring in the insurance system
« C-ROSS and similar solvency regulation is just a part of it
e Insurance penetration targets are ambitious

 Reinsurance registration program will have the effect of
building the domestic reinsurance industry, possibly to
the detriment of non-Chinese reinsurers/brokers

« Disaster pools are being formed
e Agriculture insurance is given significant prominence

 Regulatory oversight is being strengthened, but can it
possibly keep up with the pace of change?

Rade Musulin - Regulatory Trends in the Asia Pacific Region 29
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Agenda

« Theme - Actuaries moving into nontraditional areas
e Australia

« China

« New Zealand

 Summary of tools and skills actuaries should be
developing to serve stakeholders

 Opportunities and risks for actuaries, particularly in
consulting
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Christchurch Earthquakes

Rade Musulin - Regulatory Trends in the Asia Pacific Region 31
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Earthquake Commission (EQC)

 Formed after WWII as a government protection scheme,
reformed as an earthquake facility in 1993

 Coversresidential property up to NZD 100k building and
NZD 20k contents; participation is mandatory

e Coversland

« Premium set at 15 cents + GST for every $100 of private
cover for fire insurance up to limit

e Had accumulated NZD 5.6 billion of reserves
e Had several billion of reinsurance

Rade Musulin - Regulatory Trends in the Asia Pacific Region 32
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Post Event Issues

e EQC reserves depleted

« Significant claims handling issues due to interaction of
EQC and private cover

e |ncreased reinsurance costs

 Many private insurers had issues with underinsurance
and poor data about cover in excess of EQC

* Financial stress on private insurers
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Treasury Review Recommendations

« EQC claimslodged with private insurers

« Building cover to include siteworks

* Increase cap to NZD 200k

 Land cover only when rebuilding not practicable
o Align terms with private insurer practice
 Introduce a NZD 2k deductible

« Discontinue contents insurance

e Institute premiums reflecting cost of running EQC and
risks of the scheme; review every 5 years

e Retain scheme with Crown Guarantee
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New Zealand Regulatory Issues

 Capital adequacy for earthquake:
— Insurance Act of 2010 requires a rating

— Reserve Bank (regulator) by rule has had a 1:500 year
standard that is gradually being increased to 1:1,000 year

— Such a standard poses issues:
« Stability of models at extreme return periods
 Impact on local insurers vs. Australian subsidiaries

* Fire service funding
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Agenda

« Theme - Actuaries moving into nontraditional areas
e Australia

« China

« New Zealand

« Summary of tools and skills actuaries should be
developing to serve stakeholders

 Opportunities and risks for actuaries, particularly in
consulting
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Needed Skill Sets (Examples)

Traditional
Actuarial

= ERM

Reinsurance

= Pricing

= GLM

=1 Reserving
= Data Quality

Rade Musulin - Regulatory Trends in the Asia Pacific Region
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Actuarial (R)evolution

Actuarial (R)ev

uring the past several decades the actuarial

profession has been transformed by &

combination of technological advances and

social changes Gone are the days when
actuaries could focus entirely on mathematics or learn most
of what would be reguired to practice by studying for
examinations. Students entering the profession today wil
require 3 broad skill st that will need ta be refreshed throughout
their careers

This point was driven home to me recently when | mentioned 1o
a young actuary that | used a slide rule in high school. She gave
me & puzzled laok and asked what a slide rule was. For anyone
not old enough to remember the days before calculators in the
1960s, slide rules were used for multiplication and roots.

By the time | was hired as an actuarial trainee in Maryland,
slides. rules had been replaced by calculators. My first boss
gave me an expensive Hewlett-Packard calculator, a pad of
huge green accounting sheets, a pendil and  big eraser. | spent
hours frantically calculating column upon column of figures for
things like loss ratios by auto-rating territory. If he changed one
selected factor | would have to manually recalculate hundreds
of numbers

In the mid-1980s technology appeared that worried many
actuarial students more than the boss changing a selection:
personal computers and Lotus spreadsheets. It is hard to
imagine today but some actuarial students feared for their jobs,
wondering if there would be any work if experienced actuaries
could push F9 and do in a millisecond what it took an hour to
do by hand

ACTUARY AUSTRALIA = April 2008

Of course, such concerns were ridiculous. The computer revolution
certainly transformed actuarial work, forcing us to master complex
software and make sense of enormous amounts of information
collected in insurer databases. Technology liberated actuanes
from the drudgery of being human calculators to focus on higher-
order thinking at all levels of experience. Reports of actuaries”
dermise were indeed premature, provided that we were willing 1o
abandon our slide rules and big erasers and embrace spreadsheets
and the delete key.

Another abrupt change occurred in the early 19905, In this case, it
was triggered by an unwelcome visitor named Hurricane Andrew,
which came ashore in South Florida and exposed the fact that
actuarial techniques relied upon for decades to compute rates
and measure exposure 10 extreme events were deeply flawed
Across the world actuaries began to reassess how to measure
risk from earthquakes, cyclones and other catastrophic events.
Once agan, technokogy plaved a critical role, as advances in
computers allowed firms like Applied Insurance Research and Risk
Management Solutions to build sophisticated models capable of
simulating the effect of huge disasters on millians of properties.

Actuaries faced several challenges with the advent of computer
models. First, most of our previously-accepted methodologies
for computing rates and probable maximum losses had to be
reassessed. Second and more important, we had to rely on
advanced expertise from other disciplines, such as meteorology
and engineering, which was built into the "black box” models.
Third, we had to explain all cf this to stakeholders

The rapid retooling of catastrophe risk management and
ratemaking highlighted the critical role communications play in

27
actuarial work. Actuaries had to explain 10 & skeptical public why @ Make communications an integral part of both basic
our traditional methods were lacking and why we should now be and continuing education. Almost all of the examples cited
trusted to get it right using newer technology. That technology in this article invalve actuaries having to communicate with
forced us to develop communications skills in order to work wi outside stakeholders.
experts in other fields, such as seismologists. We had to expl
actuarial technigues to them and understand their disciplines. We  The Institute has created & ‘Communications Toolbox” on its
then had to communicate how we used that complex science,  website to help members improve communications skills (see
often outside of our traditional expertise, to the public. hitp:Ahwwww.actuaries.asn au/communicationstoolbox.htm), It has
sections on presentation skills, written communications skills and
2001 saw the terrorist attacks in the United States, where @ case studies on effective communication.
handful of deranged individuals triggered an enormous loss
in & way that was not previously considered in setting rates or  While no one can be sure what challenges will face us in coming
assessing risk. Once again, the profession had to communicate  years, two issues are likely to surface. One is dlimate change.
difficult concepts to the public, such as why terrorist attacks  While arguments continue over the details, there is & growing
may not be insurable in the private market and why government  scientific belief that human activity is affecting the Earth’s
participation is often required. dimate. At a minimum, this is likely to amplify the uncertainty
associated with forecasts of extreme weather events that drive
The 2003 outbreak of SARS also reminded us of the exposure to  property insurance markets. The Institute has been proactive
pandemics, which can have huge implications for life and health  in this ares, having offered two submissions to the Garnaut
insurers. SARS and 9/11 showed actuaries that we face exposures  Climate Change Review.
that may not be clearly reflected in historical data and that require
us to think in ways not explicitly taught on the exam syllabus Another issue may arise from technology-driven advances in the
resolution of data, Actuaries are gaining access 1o huge troves
There were also several large insolvendies in this period, including  of data, including geo-coded location information showing
HIH in Australia, that triggered an intense process of introspection  properties’ exposure 1o floeding, genetic testing revealing a
within the actuarial profession and by requlators. The result was  person’s exposufe 1o disease, automobile ‘black box' data
a much greater role for actuaries in the solvency monitoring  recorders showing driving habits and financial databases showing
process. In Australia, valuations and financial condition reports  details of individual spending patterns. High-resolution data may
require actuaries to write complex documents explaining insurer challenge actuaries with conflicting goals of making use of the
operations ta management and regulators. Once again, calculation  best information and maintaining ‘faimess’ in rating by pooling
had to be augmented with communication high- and low-risk exposures into broad risk poos
Angther example is the shift from defined benefit (DB) 1o When we reflect on the changes that have happened over
defined contribution (DC) retirement plans. There are significant  the past 20 or 30 years, it is clear that at the time most were
differences in risks to individuals from these models; DB unforeseen, whether the trigger was the advancement of
plans offer a degree of predictability in retirement that can  technology or unimagined events. Events in the future are likely
be lost in DC plans. Actuaries have played a valuable role in o take us equaly by surprise
«communicating the consequences of various retirement funding
options to the public. Actuaries passess a dynamic sill set and have the discipline to
continualy hone their expertise through both formal continuing
One can draw several lessons from examples such as these.  professional development and other technical training. Actuaries
Actuaries should: have maved from being ‘technical people who know about risk
# Expect the unexpected and prepare for ‘unknown  and insurance’ 1o ‘risk and insurance people who know a lot
unknowns’. External shocks, demographic shifts and  technically’. That shift requires us to become integrated with the
technalogical change have and will transform the work we  business that we are in and to possess the ability to communicate
do in unpredictable ways. ‘our technical expertise in ways that other professions
Reach out to other professions and learn about  and the public can easily understand. &
technology in related fields, such a5 building a skill base f g
in earthquake science to prepare for running catastiophe  Rade Musulin i 3
models. rade musulin@aon com.au 2
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Agenda

« Theme - Actuaries moving into nontraditional areas
e Australia

« China

« New Zealand

 Summary of tools and skills actuaries should be
developing to serve stakeholders

 Opportunities and risks for actuaries, particularly in
consulting
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Opportunities and Challenges

 There is a good deal of work available in this space

 Actuaries are generally engaged in the “traditional”
areas such as ERM or capital modeling

 Traditional areas are only a part of the picture
« Do we have the skills to handle participating broadly?

 Areas needing improvement:
— Financial literacy
— Catastrophe modeling
— Emerging lines of business, e.g. agriculture
— Communications
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Thank You® i,

Rade Musulin

rmusulin@sprynet.com
WWW.0ozgator.com

Rade Musulin - Regulatory Trends in the Asia Pacific Region 41


mailto:rmusulin@sprynet.com
http://www.ozgator.com/

	Regulatory Trends in the Asia Pacific Region – Opportunities for the Actuarial Profession
	Agenda
	Agenda
	Economics Quote
	Scope of Presentation
	Significant Activity Across Asia
	RBC – “Old News”
	Agenda
	Northern Australia Premium Taskforce
	Taskforce Objective
	Taskforce Analytical Process
	Treasury Interim Report
	Public vs. Private Disaster Insurance
	Florida’s Hurricane Problem
	Florida Hurricane Catastrophe Fund Structure
	Public Policy Issues in Florida
	Actuarial Soundness and Public Entities
	Actuarially Sound Premiums
	Northern Australia Task Force Summary
	Agenda
	China Developments
	State Council Guidelines (I)
	State Council Guidelines (II)
	State Council Guidelines (III)
	State Council Guidelines (IV)
	State Council Guidelines (V)
	State Council Guidelines (VI)
	Reinsurance
	China Summary
	Agenda
	Christchurch Earthquakes
	Earthquake Commission (EQC)
	Post Event Issues
	Treasury Review Recommendations
	New Zealand Regulatory Issues
	Agenda
	Needed Skill Sets (Examples)
	Actuarial (R)evolution
	Agenda
	Opportunities and Challenges
	Slide Number 41

