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Minister forRevenue and Financial Services
Parliament House

CANBERRA ACT 2600

DearMinister

| have pleasure in presenting to you tBerporate Plan of the Australian Reinsurance Pool
Corporation(ARPCior the financial yea201617 and beyond The plan commencem 1 July 2016
and spans the three subsequent reporting perie@80 June 2020

This plan has beespproved bythe Board as the Accotable Authorityof ARPCandas required

under paragraphs 35(1) and 35(2) of fheblic Governance, Performance and Accountability Act
2013(PGPA At The plan is prepared in accordance with the Public Governance, Performance and
Accountability Rule 2014PGPA Rule)

Each yearARPC undertakes a strategic planning process in conjunction with the Board and
executive to set our purpose and role, values, and strategic priorities for future years. These
strategic priorities focus our efforts on activities and initiatives to delikketCorporate Plan.

Should you have any questions or require further information please do not hesitate to contact me.
Yours sincerely
(signature supplied)

Joan Fitzpatrick B@dons), LLB, ANZIIF (Fellow), CIP, GAICD
Chair

cc The Hon Mathias Cormann MP
Minister for Finance

Correspondence to: PO Box Q1432, Queen Victoria Building, NSW 1230
T+61 2 82286777 | F+61 2 92411887| Eenquiries@arpc.gov.au
www.arpc.gov.au| ABN 74807136872
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1. Executive Summary

Our purpose is to protect Australia from economic losses caused by terrorism catastidpbegh
our role weuse our expertise to provide cost effective reinsuranceupport the economic
resilience of the nationn order to delier our purpose and role, in 20367 we will:

$1.3. 4uviltion
$164 Total unding for

million p.a. claims
Premiums

$147.5
$2.9 million p.a.

billion Fees and Dividends

Privatereinsurance
sectorfunding
for claims

$465

million
Net Assets
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2. Introduction

Background

ARPC is a statutory authority established underTkeorism Insurance Act 200BI Act) It was
created after theUSterrorist attacks on 11 September 204fter this attackthere was a global
withdrawal of terrorism insuranceoverleaving commercial property in Australia uninsured against
terrorism attacksARPC was established by the Australian Government with the support of
stakeholders in the property, banking, insurance, and reinsurance sectors.

Section 9 of the Tl Act edilished ARPC as a statutory authority, while section 10 prescitieckety
function of ARPGwhich isi 2orowéle insurance cover for eligible terrorism losses (whether by
entering inb contracts or by other mear@ARPC is a corporate Commonwealth gntihder the
Public Governance, Performance and Accountability Act @3GBA Agt We aresubject tothe
PGPA Adinancial and noffinancial reporting requirements.

ARP@as$134 billion of total funding availabldor claims arising frona Declaredrerrorist hcident
(DTI) protectingprivate commercial assets that have an aggregate sum insured exposatmuof
$3.4trillion.

In July 2003, the ARPC terrorism insurance pool (the scheme) was estalifiaiedl is declared,
the Tl Actresponds by radering invalid any terrorism exclusion clause in an eligible insurance
contract Although insures remain liable for commercial terrorism risks, the scheme is not
compulsory Insurers carthooseto carry the risk of terrorism losses following a Vireinsuiing the
risk through theprivate reinsurance sectpor reinsumgwith ARPC by paying the scheme
premiums.

Commercial property ownensho hold eligible insurance policies with those insurers are covered by
GKS 'wt/ &aO0KSYS® /2yaSldSyidtes GKS !'wt/ &a0OKSYS L
economic resilience following a DTI, by providing a claims payment framework that facilitates

payment of eligible claims and the ability to draw on international fumdé N2 dz3 K ! wt / Q& LJdzN.
retrocession reinsuranc®r rebuilding and reestablishing commercial business activity.

ARPC provides cost effective reinsurance ctavénsurers ad their commercial customers&\RPC
enables rislsharing and mitigatioimn an areavhere thereisinadequateterrorism insurance
capacityin the Australiancommercial market

Terrorism insurance scheme objectives

At the time of establishing ARR@e Tl At Explanatory Memorandum outlinetie policy objective
for ARPsee the RevisedMEof the Terrorism Insurance Bill 200@age 6). TénEM outlinedhat
intervention would need to be consistent with:

1 the need to maintain, to the greatest extent pdss, private sector involvement

1 ensuringrisk transferred to the Commonwealth is appropriately priced and that the
Commonwealth is compensated by thdsenefiting from the assistance

1 allowing the reemergence of the commercial matiefor terrorism risk coverand

1 global solutions.
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3. Purpose statement

Weremain true to theschemé&@ & 2 NAlicydbj¢dtiviesand are strengthening oyurpose and
role to create greater value fatakeholders.

We havearticulatedour purposeandrole asfollows:

Purposeto protect Australia from economic losses caused by terrorism catastrophe.

Role:we use our expertise to provide cost effective reinsurancsupport the economic resilience
of the nation.

The purpose and role of ARPC gives direction to our strategy wilidie executed ovethe period
until 2020. Cur Corporate Rn containsnitiatives over short, medium, arldng-term time horizons.
In the short term our focus is on enhancing our role as a trusted adyig@ medium term is
focused on responding toontemporary needs and the longer termaisout enhancing our value
proposition by broadening our coverage and becoming a global thought leader.

Our Strategic Ran has six broad strategic prioritieghich support our purposandrole. These
priorities ae to:

1. Be financially strong and ready to respond

2. Modernise the nandate

3.  Drive stakeholder advocacy

4.  Contribute to coverage of catastrophic events
5.  Promote mitigation for economic resilience

6. Be a high achieving, great place to work
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ARPC Strategic Pl&®16;2020

Purpose: to protect Australia from economic
losses caused by Terrorism catastrophe

r
y
r
r

Role: we useour expertiseto provide cost
effectivereinsurance to support the
economic resiience ofthe nation

/ N

STRATEGIC PRIORITIES
i io
Be financialy _ Drive Contributeto | Promote High
strong & ready Modernisethe <takeholder coverage of mitigation for achieving,
torespond mandate p catastrophic ecenomic greatplaceto
P 0VOLacy BVEnLs resilience work

VALUES

Stakeholders first | Personal Leadership Collaboration

Values

¢KS adNIGS3Ie A& dzy RSNLIAYY SR @aienthltotevething BRPIC (I dzNB
doesand is critical to the success of the organisatiorw t Ex@citive and staffdveupdated the
valuesthat underpinour decisiormaking. Thesevalues support the ARR®Dde ofConduct.
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Stakeholders
First

understand
stakeholder needs

exceed client
expectations

focus on finding
solutions for
stakeholder
problems

communicate with
transparency

Personal
Leadership

be proactive
take ownership
lead by example

take the initiative

respect one
another

Integrity

do the right thing
be trustworthy

speak with positive
intent

value and embrace
diversity

be consistent



ARPC Corporate Plan 2016

4. Environment

Market failure

ARPC was established to address market failutieeterrorism risk insurancenarketfor Australian
commercial properties. Since 11 September 200dyrance policies coverirustralian commercial
property haveincludedterrorism exclusion clauseshd&Tl Act, however,makes it compulsory for
insurers to cover terrorism losses that resiuttm a DTI. Although it is optional for insurers to take
out terrorism reinsurance cover, almost all commercial property insurers choose to reinsure their
terrorism risk with ARPC.

There remainsio wholeof-market, sustainablealternative provider of tetorism reinsurance. The
reinsurance markehas insufficientapacity to offer uniform terrorism insurance coveragehe
marketat affordableprices, a situation which is unlikely to chardyeing the next four years

The2016 retrocession program purchad by ARPC was close to the totahitable global capacitt
reasonable pricesThis wasnly about30 per cenbof the $10billion cove provided by the
Commonwealth garantee which provides further evidence of market failure in the terrorism
insurance market for Australian commercial property.

TheTreasury2015 Terrorism Insurance Act Revidthe Triennial Review) considered the availability
of reinsurance for terrasm risk in detail. It concludighat the availability and pricing of private
sector terrorism insurance has improved over time due to the low incidence of major terrorism
claims, better risk modelling and greater competition among reinsurers. Terrorggmwdmsurance
prices have also fallen over time. In addition, coverage has improved for small events.

Nonetheless, there is still a market failure. The Pottinger report estimates that terrorism risk
retrocessions available to Australian insurers at asaable price total around $5 billion, which is
well below the approximately $13 billion of reinsurance cover provided by the scheme.

There also seems to be no material likelihood of market conditions changing such that adequate
private sector supply of teorism insurancet reasonable pricesecomes available over the near to
medium term. The development of a private market for terrorism insurance in Australia depends on
further growth in the capacity of global reinsurance markets for terrorism risk. Reeselopments
overseas indicate that government support of terrorism insurance arrangements continues to be
required.

Many governments and insurance markets around the world have introduced terrorism insurance
pools (including thé&Jnited StatesUnited Kngdom, and France). Some were created in response to
the events of 11 September 2001, while others were established in response to specific terrorist
threats within each country. There are approximately 23 terrorism pools providing aovess

major ecoromies.The US Parliament, for example, recently voted to reinstate the national terrorist
insurance scheme, which had lapsed in December 2014. The Bill passed with bipartisan support.

Current conditions do not imply the continued availability of privatetseterrorism insurance at an
economic price over the medium to longer term, particularly in the event of a major claim in
Australia or overseas. Further, tReattinger report indicates that, while there is increasing capacity

to insure the risk pool marmgged by the ARPC, there is no guarantee that the same capacity would be
available to individual insurers. The report identifies the-pskling mechanism as a key factor in
providing costeffective reinsurance of terrorism risk.

! This review was prepared by arternal consulting firm Pottinger
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Legislative framework congaints

ARPC must operate within the legislative framework of its enabling act, the Tl Act, whilst also being
fully compliant with Australian Government obligations under the PGPA Act.

The TI Act prescribes the function of ARREGfocusson providing insirance covefor terrorism
lossesThe premiums that ARPC can charge its insurers are set through Ministerial Direction.

The TIAct Regulations (the Regulatiorms® also relevant to our legislative framework and these
definewhat is excluded from coveraginder the Tl Act.

Threeyear review (triennial review)

At the time of establishing ARPC, it weertainwhetherthe private market would return to full
capacity. Section 41 of the Tl Act requirdsat the Treasury must undertake a review of the
operation of the TI Act at least every three years. Today there is a heightened threat of terrorism
attack as evidenced by the Australian National Terrorism Public Alert System raising théetebat
to High in September 201Wnder the newNational TerrorisnThreat Advisory Systemtroduced in
2015, the threat level remains &robabl&

Thirteenyears afterARPQvas establishedsuccessive trienniabrviews haveecommended thathe
organisationand the Tl Act continue.

2015 Triennial Review

The 2015Trienrial Review was conductday Treasuryate in 2014and early 2015Pottinger assisted
in this process by conductimgarket soundings on th@eed for ARPC to continue to administer the
terrorism insurance scheme. The Treasailgo commissiongFinity to undetake a review of
terrorism insurance cover for higiise residential and mixedse commercial property.

The final review reponivas published on 15 Decemb2015.1t consideredwvhetherthe Tl Actshould
continue theschemerationale ! wt bviérship stucture, as well a®ngoingfinandal
sustainabilityIn summary, he Review concluded that market failure still exists in the Australian
terrorisminsurance market anctecommend that ARPCQemain in place under the current
ownership structure and administration.

¢CKS ¢NASYYALlIf wS @8 durreNt®Bvnrahy Snd &dsiRistratin structdre of the
scheme as set out in the Act be retained, while noting that there is scope tdt iedtésnative
structures in future if there is a significant change in market conditilegerthelessas the need

for the scheme has persisted for more than a decade, the policy framework against which its
operation is assessed should no longer be Bahito one that conceives of the scheme as a short
term, temporary measure. While the ongoing need for the scheme should continue to be
periodically reviewed, the fact that it has matured into at least a medierm policy response
should be recognised arrdflected in decisions about the nature and scope of its operation.

10 recommendatiaswere madein the final report in summary the key recommendations included
that the scheme be expanded to include both mixed use and high value residential busldthgs

that coverage be clarified for losses attributable to terrorist attacks that use chemical or biological
means. The review also recommended that premiums be ase@ from 1 April 2016 to enable
ARPGQo remain selfunded over the medium terpwhile reasonally compensating the Australian
Governmentand maintaining an appropriate level of capital.

The detailed recommendations of tt&15 Triennial Review are included in Appendix A.

10
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The new premium ratesscommended in the Triennial revieave listedin the table belowThese

rateshaveapplied froml April 2016.

Table 1:New Tier Rate$l April 2016)

Tier Rate

A 16% of gross base premiufwas 12%)

B 5.3% of gross base premium (was 4%)
C 2.6%0f gross base premium (was 2%)

The price changes for the scheme have been implemented from 1 April 2016. Disiftingogress
for aregulabry amendmentthat will allowmixed use residential and commergciahd high value
residential building$o be includedn the scheme

Aminor legislative amendmerno clarify cover fobiological orchemical attack@ the schemaes
expectedto be incorporated into an Omnibus Billiringthe 201617 financial yearThe timing of
this Billwill be depencdent on the legislative program adopted by the new Government.

At the time ofpublication work is in progresselating to insurer retention leveléJndersection 41
of the Tl Act, the Minister must report on the next triennial review before 30 June 2018.

Pricing constraints

ARPC is a corporate Commonwealth entity operating in a private sector environment that is subject

to global economic factor§heseare often outside! wt tofitédl butthey can significantly impact

(i KS 2 NE IHifahdalsubtaimbliey 2

Global factors

Like all insurers, ARPC is subject to the impagtobal catastrophesn the market, as well as

market pricing cycles. Catastrophes suclagicaneKatrina (2005) in the USA, the earthquake and

subsequent tsunami in Jap&P011)and the earthquake in Christchurch New Zealand (2011)
resulted in large claimagainstmajor reinsures, with consequential rises in catastrophe insurance
premiums. However, sinc#11, there havebeen nolarge-scalecatastrophes globallyThis has
cau®dreinsurance and direct insuranpeemiumratesto generallyfall to lewvels not seen for many
years. Becaus@RPC premiums are charged as a percentagadiA y 8 dZNBENDa 3INPR & a
premiums, this has had a flean effect causing ARPC premium renee to fall in parallelHowever,
we do note that this fall has been somewhat offset by a reduction in our retrocession premium.

Pricing terrorism insurance

For ARPC, the difficulty in pricing terrorism insurance is compounded by the difficulty in imgedict
terrorism attacks and the likely timingumber andsize of potential clais Although ARPC utilises
sophisticated loss estimation models to assist with predidtiregsize of possiblmssesthe
frequency of a losis not possible to modebwing to acomplex set ofactorsinvolved in terrorist
attacks As a consequence, it is acknowledged globally that terrorism risk is extrdiffiylt to
accuratelyprice. ARPC can only adjust itemium raesthrough a Ministerial Direction.

11
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Premiums

ARPCisnib Fdzy RSR GKNRdzZAK /2YY2y ¢Sl f (K drdgrai®m | LILINE LI
insurersand investment income is used to fuatl operations including our retrocession premiums
andpayments togovernmentfor fees and dividends, whileuilding the reserve forclaims available

to meet future claimsPremium ratesncreased for the first time with effect froh April2016as a

result of the 2015 Triennial Review recommendations.

Premiums are sdiased on theapplicablepostcode ofeachcommercial prperty. All postcodes are

placed in one of three pricing tiers according to population densigmiuims arethen calculated as

I LISNOSyGalr3IsS 2F SI OK A (GivelmiNDedins@trahBeantragtdNdcatadl Sy LINE
in each tier.

Because ARPEaeived FA ESR LIS NO Soyernikinds Srengivf indoyheeatziedbiy ARPC
is subjectto premium price flictuations, which are beyond our contr@@onsequently ARPC is
constrained not only by having to seek a Ministerial Direction to incrpes@iumrates but is also
vulnerable togeneral insurancenarket fluctuations that make forecastimgemium incomedifficult.

Should éDTllead to major lossesral consequently major payouts to insurgtBere would need to
be a substantial increase ARP@ & LINES Y fodewnairNihainctby sustainablin thisevent,
ARPC could not initiafgremium increase on its own but would require a Ministerial Direction

Further explanation of the variability in premium income is shawiable 2 below This shws a
shapshot of insurance risks as30 June2016, tablingall premiums for policies commencing within
GKS FAYLFIYOAlIf &8SINE 6KAOK A& OFffSR Fy d&dzy RSNBH N

Table 2 Insurance risk reportas at 30 June 2016

. Insurer clien Premium as % of
. . Insurer client i )
Underwriting Premium income . gross written GrossWritten
o sum insured . . :
year $million (A) strillion (8) premium $billion Premium
(©) (A) = (C)
201213 129.9 3.0 3.7 3.5%
201314 126.7 3.1 3.6 3.5%
201415 128.4 3.2 3.7 3.5%
201516 126.2 3.4 3.5 3.6%

* The 201516risk reports are not submitted by insens to ARPC until September 2016

Declining capital

ARPC uses its premium and investment income to fund its operations andhloiaidhs reserve.
ARPC has pruddgtinvesedits surplus funds toupplement its income from premium revenues,
with the size of theeserve for claimgrowing b $66 millionin 30 June 2011Thishassubsequently
reduced to #80million asat 30 June 20d.owingto the dividend and Guarantee Fee payments
made to the Australian Government since 2011

It was envisaged from thestablishmenbf ARPC that the Government would be fairly compensated
for the riskof the Commonwealth guarantee being claimed againke2012 Triennial Review
determined that ARPC should commence making annual payments to the Government for the

12
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provision of the$10 billionCommonwealtiguarantee taking intoaccountthe backdating of
paymentssince! wt / Q& Ay @r§ paindest viad radeSARPE January 2013.

In 2015/16 ARPC will paye FederalGovernment $12.5million in fees and dividendand will pay

a further$147.5million in 2016/17 Becausehese paymentsreredudng ARPQa O wé Bfave |
commissioned-inity Consultingo completea Capital Management Plan to determine a prudent
level of minimum capitalThe CapitaManagementPlanwill be used as the basis for discussion with
the governmenton the appropriate level of future paymentseing relategdnot onlyto aprudent

level of minimum capitabut also tonet annualprofit.

Since January 201B,wt / Q&4 y SO I aaSida rekucadSy thesEpyyhentshoRrha NS & 4 A @S |
Federal GovernmentAs aconsequence of the progressive decline in furtisrehas been a
correspondingdecline in investment revenuepmpounded bythe recentdeclire ininterest rates

ARPC remains vigilant to these variations and has monitoring mechanisms in piagektp
respond topotential revenue fluctuations.

Purchasing retrocession

Since 2009, ARPC has placed an annual retrocession prdgatime 2016calenda yearprogram
ARPQ@urchagd $2.9 billion in reinsurance capacity throu@hreinsurers all of which mushave a

{ GF yYRI NR ratiyfRfAtorzbettbkdEequivalen). Bypurchasing retrocession, ARPC is not
only providinga valuable overseas funding source for rebuildgstralian commercial
infrastructure but is also protecting the Government frokRPQ@rawing on theCommonwealth
guarantee

This annual purchase eaarages the reemergence of the commercial terrorism insurance market,
but it is subject to potential volatility in both capacity and pricing that is impacted by exchange rate
movements and also natural catastrophes. This exposes ARPC to mariet fha are not within

our control, which necessitates that the program underglose and regular scrutiny by ARPC.

13
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5. Performance

In compliance with the PGPA Act, we migghain financially sustainable and manage public
resources in an efficient, effectiveconomical and ethical mannas we continue to fulfil our
purpose.

There ardour key Corporate Plan activities that ARPC will undertake over the reporting years that
will facilitate achieving ouryrpose. These are:

1. Providing reinsurance for eligilel terrorism losses.

2 Encouraing private sector participation througthe retrocessiorprogram
3. Compensahgthe Government.

4 Maintaining financial sustainability.

These are outlined below together with how ARPC messsamd assesssthe success of key
activitiesin achieving our purpose and role.
Providng reinsurance for eligible terrorism losses

This is our functional obligation as prescribed by section 10 of the TO¥et.theperiod covered by A
the Corporate Plan, success for ts activity will be measured @ | wt / Q& {2 { I, With LINB Y A dzY
the target premium level for the forecast period beialgove$110 millionper annum

14
















































