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OVERVIEW

Overview

0.1.

The Need for Financial Protection
for Public Assets

Disasters caused by natural hazards can lead to widespread damage and losses to
infrastructure assets and disrupt the provision of their services. These disruptions
impede the smooth functioning of economies and societies, and are estimated

to cost households and firms more than US$400 billion per year across low- and
middle-income countries.! Damages to power generation and distribution and to
transport infrastructure alone cost about US$18 billion a year in low- and middle-
income countries.? In addition to physical damages of the infrastructure assets, the
disruption to infrastructure services and public services—such as energy, water,
transport, health, and education—lead to greater knock-on impacts to the broader
economy and livelihoods. Those impacts are expected to increase as a result of
climate change.

Governments often bear the brunt of the costs of disasters.® There are a number
of direct and indirect ways that disasters impact on public assets affect governments.
Many infrastructure and assets are publicly owned and governments are
responsible for their operation. Governments often assume a significant proportion
of the recovery and reconstruction costs of infrastructure, particularly for uninsured
publicly owned assets— one type of contingent liabilities for the government

(see Box O.1). Additionally, for the same disaster event, governments face reduced
revenues caused by disruption of economic activities including from their own
revenue-generating public assets. This can be called consequential damages or
consequential losses. The revenue reduction can create a significantly adverse
fiscal impact. Securing funding for the reconstruction of damaged assets
post-disaster to enable service recovery is therefore of great importance to
governments. Disasters often have disproportionate impacts on the poor and most
vulnerable in terms of loss of property and income, leading to the need for further
government support.

1 Stephane Hallegatte, Jun Rentschler, and Julie Rozenberg, “Lifelines: The Resilient Infrastructure Opportunity,” Sustainable Infrastructure
(Washington, DC: World Bank, 2019). See https://openknowledge.worldbank.org/handle/10986/31805 License: CC BY 3.0 IGO.

2 Hallegatte, Rentschler, and Rozenberg. “Lifelines.”

3 Organisation for Economic Co-operation and Development (OECD), Disaster Risk Assessment and Risk Financing. A G20 / OECD
Methodological Framework, (Paris: OECD, 2012).
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Financial protection strategies can help countries to manage the impact on infrastructure
of disasters and to protect service delivery to the population. The objective should be
for rapid, reliable, and cost-efficient finance to be available so it can speed recovery
and reconstruction and for support plans and systems that will quickly restore service
delivery to the population. This approach becomes increasingly important in a world of
growing risks that are associated with climate change and strained finances.

Countries are increasingly aware of the need to strengthen the financial protection of
public assets. Public asset is a term used to describe assets across a wider range of
services and functions of government, including education, administration, and health.
Often, this term expands to include critical infrastructure and other assets owned
through public-private partnerships. In many decision-making contexts, the definition
of public assets and critical infrastructure are used interchangeably. See Annex 1 for
further discussion on this. Many countries, particularly those in Southeast Asia, have
made significant advances in recent years putting in place the policies and measures
towards improved financial protection of public assets. This agenda is a key priority
under the Southeast Asia Disaster Risk Insurance Facility (SEADRIF), which provides
both technical support and financial instruments to its members (see Box O.2.).

Box O.1.
Contingent Liabilities from Disasters

The costs that disasters impose on governments—and ultimately on taxpayers—should be considered
contingent liabilities or, when disasters lead to reductions in public revenues, contingent revenue losses.
Explicit disaster-related contingent liabilities are payment obligations that are based on government
contracts, laws, or clear policy commitments that need to be met in the event of a disaster. Implicit
contingent liabilities that are disaster-related are those expenditures that the government makes in
response to a disaster without prior formal commitments. The expectation for such payments might
arise from political or moral pressure to speed up recovery that will stimulate growth.

Box 0.2.
The SEADRIF Public Asset Financial Protection Program

Financial protection of public assets was identified as a key priority by SEADRIF member countries,
particularly support for policy development through analytical, advisory, and financial services. The
Technical Working Group for a Public Asset Financial Protection Program (the TWG), which is
co-chaired by Japan and the Philippines, is delivering a program of work to develop and appraise
options for SEADRIF to provide joint financial solutions and a Technical Services Support Program for
its members. The support program includes providing analytical and advisory services, training and
knowledge sharing, and innovation. This guide is developed as part of the Technical Services Support
Program, drawing on a set of knowledge series and webinars delivered in May — Nov 2020.

Financial Protection for Public Assets
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0.2.
Objectives and Structure of This Guide

The objective of this guide is to provide government officials with an understanding
of the steps required to design, develop, implement, and maintain effective finan-
cial protection of public assets, particularly through risk transfer and insurance.
This series will draw on case studies globally to illustrate the key issues commonly
encountered when designing and implementing financial protection measures. The
overall focus of the series is on the following key areas:

Why should governments develop a financial protection strategy for public
assets?

When can insurance be a good option for the financial protection of public
assets?

Who are the key stakeholders (both external and internal) that play roles in
each stage of the insurance development process?

What are the most important step-by-step considerations involved in
developing a strategy for public asset insurance?

How can public officials work with and leverage the commercial insurance and
reinsurance market participants to support public asset insurance?

This guide will focus on risk transfer solutions, primarily in the form of insurance, for
public assets. Risk transfer solutions help governments reduce some of the finan-
cial burden for emergency, rehabilitation and reconstruction efforts and manage the
timely reinstatement of services. The chapters will describe how insurance should
be considered in the context of a wider disaster risk-financing strategy. They cover
the main aspects for an end-to-end development of public asset financial protection
and insurance. Each chapter, as shown in Figure O.1 and Table O.1, covers a
theme related to the process, highlighting issues and considerations from the
perspective of governmental officials and other stakeholders that are tasked with
developing solutions.

Financial Protection for Public Assets
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Figure O.1.
Overview of the Knowledge Series
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The chapters draw on and are intended to supplement information provided in a
number of other guides and reports, prepared to support public asset insurance. In
particular, the following are useful resources and are recommended for background
reading:

2020: World Bank - Catastrophe Insurance Program for Public Assets—
Operational Framework. This technical contribution to the Asia-Pacific
Economic Cooperation (APEC) finance ministers’ process provides a broad
overview of risk-financing mechanisms and instruments applied throughout the
APEC region. It examines all the components of a financial protection strategy
for public assets.

2019: Insurance Development Forum - Guide to Insuring Public Assets.
This guide outlines some of the main considerations in the use of insurance
and reinsurance for the financial protection of public assets. The guide
provides an overview of the general types and structures of insurance
available for public asset coverage, as well as the processes of insurance and
reinsurance applicable to public assets. It includes a high-level overview of
key functions such as claims management. It also provides a summary of the
relative differences between the two main applied types of insurance products:
indemnities and parametric.

2016: LGNZ - Risk Financing in Local Government. This guide for New
Zealand’s local governments provides comprehensive background to the
concepts underlying the financial protection of public assets. It highlights the
key concept of risk appetite, which underpins much of the strategic design

of a risk-transfer program. It does so by defining the level of risk deemed
appropriate among all stakeholders, while also addressing capacity and price
questions. This arrangement leads to determining the level of self-insurance
that is acceptable to risk owners as part of a strategic approach.

A growing number of organizations and initiatives are working to scale up the
use of risk financing tools (including insurance), or act as knowledge platforms to
disseminate information and resources. Some of these are noted in Table O.2 as
sources for further information.

Financial Protection for Public Assets
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Table O.1.
Chapters and Descriptions

High-Level
Implementation
Roadmap

Policy, Institutional,
and Regulatory
Requirements

Information
Requirements for
Public Asset Disaster
Risk Financing and
Insurance

Public Asset
Management

Financial Protection for Public Assets

The chapter outlines the steps commonly required in the formation of
a public asset financial protection program. The program is framed in
four stages: design, development, implementation, and renewal. The
chapter outlines key decisions and considerations for government
officials.

This chapter focuses on the design stage, specifically the roles of
policies, governance, institutions, and regulations in the establish-
ment and operation of a public asset insurance program. It details
the need for governments to outline their objectives and to build a
consensus around priorities.

This chapter addresses the data requirements along the four
stages for a public asset financial protection program. It includes
an overview of approaches for assessing and quantifying asset
exposure, use of catastrophe risk analytics, data about historical
loss and damage, methods for risk-based pricing, and underwriting
information requirements.

This chapter covers the wider aspects of public asset management
and the role of insurance. It illustrates the key aspects of a public
asset management program, including public asset registries. It also
highlights key policy and business requirements for such systems
and their data and functional needs.
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Using the Domestic
and International
Insurance Markets

This chapter outlines the various considerations for setting up an
insurance program and for engaging with the insurance market. It
covers the structures commonly used, and their advantages and
disadvantages.

Pooling and Mutual
Options for Public
Assets Insurance

This chapter includes a description of approaches, advantages, and
disadvantages of pooling and mutualization of large-scale programs
for public assets insurance. It will include case studies of existing
programs around the world.

Launching and
Managing
Insurance Programs

This chapter outlines the operational aspects of managing a large-
scale program of public asset insurance. The chapter looks at the
roles and responsibilities of governmental officials and stakeholders.
It considers multiyear aspects, renewals, and claims management
processes.

Emerging
Technologies for
Public Asset
Financial Protection

This chapter examines the use of technology such as systems
analytics, market drivers and trends which may affect the future
direction of financial protection solutions for public assets.

Financial Protection for Public Assets
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Table 0.2.

Relevant organizations and initiatives with additional resources

Organization / initiative

Centre for Disaster Protection
https://www.disasterprotection.org/

Coalition for Disaster Resilient
Infrastructure
https://www.cdri.world/

Financial Protection Forum
https://www.financialprotectionforum.org/

Geneva Association
https://www.genevaassociation.org/

Global Platform for Disaster Risk
Reduction
https://www.unisdr.org/conference/2019/
globalplatform/home/

Financial Protection for Public Assets

Objective

To support countries and the international system to
manage risks — moving from reaction to readiness.

A partnership of national governments, UN agencies
and programmes, multilateral development banks
and financing mechanisms, the private sector, and
knowledge institutions that aims to promote the
resilience of new and existing infrastructure systems
to climate and disaster risks in support of
sustainable development.

Global knowledge platform that curates knowledge and
promotes best practices in Disaster Risk Finance (DRF)
across countries, institutions, civil society and thought
leaders who are engaged in climate and disaster risk
management and financial protection strategies.

An international think tank of the insurance industry
with research programmes on Climate Change and
Emerging Environmental Topics, Health & Ageing,
Socio-economic Resilience, New Technologies & Data,
Cyber, Evolving Liability and Public Policy & Regulation.

A biennial multi-stakeholder forum established by the
UN General Assembly to review progress, share
knowledge and discuss the latest developments and
trends in reducing disaster risk.


https://www.disasterprotection.org
https://www.cdri.world
https://www.financialprotectionforum.org
https://www.genevaassociation.org
https://www.unisdr.org/conference/2019/globalplatform/home/
https://www.unisdr.org/conference/2019/globalplatform/home/

OVERVIEW

Organization / initiative

Insurance Development Forum
https://www.insdevforum.org/

START Network
https://startnetwork.org/

Understanding Risk (UR)
https://www.understandrisk.org/

Objective

To optimise and extend the use of insurance and its
related risk management capabilities to build greater
resilience and protection for people, communities,
businesses, and public institutions that are vulnerable to
disasters and their associated economic shocks.

To catalyse change in shifting humanitarian financing
from a reactive to a proactive model, creating a more
balanced system that shifts power and decision-making
to those closest to the frontline and facilitating collective
innovation to solve humanitarian problems locally and
globally

UR is a global community of experts and practitioners
with interest in the field of disaster risk identification,
specifically risk assessment and risk communication.

Financial Protection for Public Assets
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High-Level
Implementation
Roadmap

What You Will Learn

This chapter provides a
summary of stages and steps,
set out as a roadmap, required
to form a public asset financial
protection program that includes
insurance or another risk
transfer mechanism.




1. HIGH-LEVEL IMPLEMENTATION ROADMAP

EEN
Introduction

This first chapter provides a summary of key stages for government officials as
they build their understanding of the steps needed to design, develop, implement,
and renew effective financial protection programs about public assets, particularly
through risk transfer and insurance.

This chapter has been structured to show an idealized approach from the start of
a government’s instituting a program of financial protection for public assets. Using
this approach, governments can reconcile their current progress against each
stage and can plan for next steps in the development of their programs. The steps
are organized along four key stages (design, development, implementation, and
renewal of a program) as shown in Figure 1.1 and Figure 1.2. Each government
will approach public asset risk management in a different way and for different
reasons. Many governments will have already made progress on some of the
stages described herein.

Figure 1.1.
Stages in Preparation and Implementation of Financial Protection Strategy

r—f/) Implementation

L] L]
Renewal

The creation of an
agreed business
strategy and objectives
for the financial protec-
tion of public assets in
line with government
policy vis-a-vis asset
management.

Source: World Bank staff.

The assessment of risk
and the establishment
of an effective and
sustainable financial
protection program to
achieve the strategic
objectives in line with
the risk appetite.

The operationalization
of the insurance /
disaster risk-financing
program, under
agreed procedural
frameworks, ensuring
effective disbursement
of claims and trans-
parent accounting in
line with policy terms
and conditions.

The continued review,
redesign and renewal
of the program to
account for changes
in exposure, risk

and market trends to
ensure ongoing cost
effectiveness and
sustainability.

Financial Protection for Public Assets
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Figure 1.2.
Public Asset Financial Protection Program Roadmap

Financial Protection for Public Assets



1. HIGH-LEVEL IMPLEMENTATION ROADMAP

A significant length of time is required to design and develop an effective insurance
program and to make it operational. The successful development of insurance or
other risk-transfer solutions requires a lead time to put in place the prerequisites

of developing legislation, collating and analyzing data and information, allocate
resources, and execute the risk transfer transaction. Careful planning is required at
the earliest stages to ensure critical steps are undertaken in good time. If commercial
insurance markets are to be used, all necessary regulatory, operational, and legal
issues should be addressed. The risks to be transferred to the insurance markets
need to be commercially acceptable for both the government and the insurance

or reinsurance markets, which means early involvement of market players such

as brokers, risk modelers or other advisors. The development of a fully functioning
insurance program can span several years. An implementation plan can therefore be
structured in stages, with a view of expanding or maturing the program over time.

1.2,
The Design Stage

Why Is This Stage Important?

Before a program of public assets financial
protection is implemented, it must first have
an established purpose that aligns with the
government’s common-good agendas, as well
as have the authority to act and use public
funds. Without those fundamental attributes,
the development and implementation stages
risk being challenged for legitimacy by various
stakeholders with differing perspectives.
Equally, by establishing a clear purpose,
government officials can ensure that the roles
and responsibilities of every stakeholder in each
stage can be fully described and understood.
(See chapter 2 for a more detailed description
of key considerations.)

This stage sets the boundaries and scale

for potential solutions, thereby assisting
development teams to determine relevant

and sustainable options. In particular, officials
should fully define what the program is intended
to protect. It may be that the key concerns

Figure 1.3.
Key Activities in the Design Stage

Components and @ Key Activities

Strategic Alignment

» Agree about key principles.

» Define intended benefits.

Legitimacy

» Affirm mandate.

» Develop a combined legislative
and regulatory instrument.

» Agree on an operational base.

» Develop a strategic governance
process.

» Develop a review process.

Budget Planning

» Establish core financial strategies.
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1. HIGH-LEVEL IMPLEMENTATION ROADMAP

are related to providing financial protection from large losses caused by extreme
events (often termed catastrophe losses). Or there may be a need to provide
compensation against more frequent losses from other causes, such as fires. If the
program is to cover a range of asset types, agreement on objectives is even more
critical to ensure clarity. The design and development stages of the program will be
influenced by a collective view of its key objectives. (See Figure 1.3.)

Strategic Alignment

A public assets financial protection program should be founded on principles that
(a) align with the government’s strategic objectives, (b) reflect the risk management
standards that the government wishes to create, and (c) set a consistent basis for
options assessment and decision-making through the development, implementation,
and renewal stages. As an example, a set of principles created for the New
Zealand All-of-Government approach to the financial protection of public assets
has been included in Box 1.1.

Having a good understanding of the intended benefits is also important. Benefits
should be described using the specific, measurable, achievable, relevant, and
timebound (SMART) approach. As key performance indicators, well-described
benefits can help governments to track the progress of the program and to make
timely interventions when required.

Legitimacy

A public assets financial protection program must also have a mandate that is
embedded in legislation and regulation. A sound legislative basis can support a
long-term approach even if governments change.

Management and administration of a program will require an operational base.
Options include (a) creating a statutory authority dedicated to managing a program,
(b) setting up a dedicated unit, or (c) nominating an existing business unit within an
existing government entity (for example, Ministry of Finance). The decision about
the type of entity and its composition should be guided by the following:

Role of government agencies and other stakeholders in the governance and
management of the vehicle

Level of specialist expertise (such as insurance) required to provide an
efficient administration

Level of operational and administrative complexity that is acceptable to the
government

Financial Protection for Public Assets
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Box 1.1.

New Zealand’s All-of-Government Risk-Financing Actuarial Guiding Principles

1.

All of Government (AoG)
The primary objective of the all-of-government risk financing (ARF) is to achieve a better outcome
for government as a whole.

. Customer Focus—Stability and Ease of Transition

The ARF solutions should maintain a focus on the agencies as customers. In the longer term, the
solution should seek to reduce fluctuations in both the reserves and premium allocation to the extent
possible. Any changes (for example, in response to emerging trends) should be communicated
early.

Risk Management and Data Improvement

The ARF will facilitate excellence in risk management. The operation of the ARF should provide
incentives for agencies to manage risks. The ARF will provide a platform for a government to build
and improve its knowledge and expertise over time.

Insurable Risk Financing and Coordination

The ARF is a vehicle to pool, fund, and coordinate the management of insurable risks. The ARF is
not an insurer. The ARF will coordinate the management of insurable risk on behalf of participating
agencies.

Long-Term Public Value

The ARF solution will facilitate reduced costs over the long term. In putting forward the case for
change, the ARF have a preference for those solutions and paths that are expected to reduce costs
over the long term and that are based on the actuarial modeling of risks, including in particular the
impacts of low-frequency, high-severity scenarios such as large disasters and large claims.

Equity

Operations of the ARF should be fair, and treatment of different participating agencies should be
transparent and defensible from an equity perspective. Total contributions received for the ARF
solution should reflect a reasonable contribution from each participating agency. This set of contribu-
tions should balance the agency’s inherent risk where there is actuarial evidence to support it.

. Simplicity and Transparency

Simple approaches and models, where adequate, will be preferred over more complex ones. The
ARF solution should be simple to explain. Participating agencies should be able to understand,
both overall and for their perspective, how contributions are calculated and what the drivers of
movements are from year-to-year.

Prudence

Where there is uncertainty, the ARF should err on the side of caution. Actuarial analysis and
modeling are subject to model and parameter error. The proposed solutions will have a preference
to reflect risk and to err on the side of acceptable prudence.

Source: World Bank staff.
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Extent of financial segregation required from government accounts

Level of independence or integration of the vehicle within existing public
agencies

If the program involves the use of insurance products, the legislative basis will also
include the consideration of legal contracts (that is, insurance policies) between the
insured and insurers, as well as between the insured and broker. The procurement
and compliance rules that affect all aspects of the insurance program must be
carefully reviewed and determined as early in the process as possible, including
the selection, as necessary, of intermediaries and insurers, the valuation of

assets to be insured, and the budgeting and accounting rules for premiums and
disbursement of insurance claims proceeds.

Financial and Budget Planning

Financial planning is about establishing rules and safeguards for the use of public
funds, including the fiscal management of the costs of damaging events such as
fires and disasters caused by natural hazards. Such considerations are not only
restricted to the current fiscal period but also relevant for financial planning over

a longer time horizon, for example making decisions on whether and how any
unused or surplus public funds should be retained for potential future use. Sepa-
rately public officials may need to commit specific high-level budget or a budget
range to implement or manage the program of public asset financial protection,
which is subject to refining as further details are gathered through the development
stage. Key decisions that should be considered are as follows:

How much will participants have to contribute in premiums? (contribution
levels)

How are surplus contributions accumulated over financial years?
(accumulation levels)

At what levels should accumulated funds be capped, relative to claims and
costs? (funding ratios)

Will the funds be formally separated from government accounts? (ringfencing)

Will the funds be invested; if so, what will be the investment strategy?
(investment of funds)

The setting of budgets for an insurance program is a key step in any strategic
plan. Funds assigned to insurance costs can be fixed in advance and expended
on the maximum cover available within the budget. Otherwise, budgets can be set
after initial risk-transfer decisions have been made and can be based on premium
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estimations for optimal coverage. In either case, all costs associated with the
transaction, including premiums, taxes, administrative overheads, or third-party
services (including brokers and loss adjusters), need to be included in the overall
budget. The available insurance premium funds will determine the options
available for coverage, including retentions, self-insurance, and cover exclusions.
Prioritization of coverage may be undertaken in line with the objectives of the
program and risk appetite (for example, choosing which assets to insure or how
much consequential damages insurance to secure).

The Development
Stage
Why Is This Stage Important?

In this stage, as outlined in Figure

1.4, officials quantify and qualify

the financial protection needed and
identify the most effective and efficient
means of protection. Throughout, they
take a comprehensive, logical, and
tried-and-tested approach as part of
decision-making, including an options
assessment. In practice, data gaps,
political urgency, and other factors
may mean that governments do not
have the luxury to complete all the
comprehensive steps listed within

the development stage as described
herein. Instead, they may need to
proceed to the appropriate financial
protection solutions more quickly. Even
with limitations, governments can
gather evidence and assess options to
allow for continuous improvement and
adapting of solutions over time.

Figure 1.4.
Key Activities in the
Development Stage

Components and @ Key Activities

Evidence Gathering

» Confirm scope.
» Collect data.
» Conduct loss modeling.

» Develop the funding gap equation.

Options Assessment

» Conduct an assessment of drivers of change.

» Assess the degree of risk retention versus
risk transfer.

» Define services, roles, and responsibilities.

» Assess costs and contribution arrangements.

Decision-making and Authorization

» |dentify the preferred option of implementation.

» Obtain the required sign-off and authorizations.
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Evidence Gathering

Officials need to understand existing gaps in financial protection as they set
priorities for a financial protection program for public assets. To assess this gap,
they need to understand the possible losses arising from the exposure of public
assets to damages from disasters caused by natural hazards, as well as how
the potential losses compare to existing financial protection arrangements. The
following information is required:

Detailed data about the location, value, and characteristics of assets
(public assets database). The form and character of data should be suitable
for insurance transactional purposes. See chapters 3 and 4 for a detailed
description of data and information requirements related to various asset types
and financial protection methods.

Access to loss and risk-modeling capabilities. Models need to be
developed to calculate the effects of disasters on the public asset base in

the form of loss distribution (for single event and annual total) based on the
probability (likelihood) of an event and severity of a natural hazard. Depending
on existing capabilities, this modeling insight might come from government
agencies (that can assess the effects of disasters), from commercial providers,
or from historical damage and loss information.

Quantitative (ideally, probabilistic) assessment of the risk arising from
the exposure of the assets to potential causes of damage. If catastrophe
risks are to be protected against, then sophisticated catastrophe models may
be used.

Portfolio of current arrangements for financial protection of public
assets. Examples include contingent reserves, existing insurance
arrangements, and secured post-event loan arrangements.

Quantitative comparison between existing funding capacity and the
potential effects of disasters and other losses. This comparison reveals
the financial protection gap and is the starting point for assessing options,
including a determination of what perils and assets should fall within the scope
of the financial protection solution. Box 1.2 illustrates how to determine the
financial protection gap for disaster damage.
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Options Assessment

The development of options for managing the financial protection gap will focus
on balancing the trade-offs between risk retention and risk transfer while
accounting for internal and external influences. Table 1.1 outlines the key activities
and considerations for the different types of assessments required.

Financial Protection Gap
The existing financial protection gap can be assessed through loss modeling to understand the value
at risk compared to the current arrangements for financial protection.

Asset exposure
characteristics
(e.g., values, location, structure)
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Table 1.1.

Activities and Key Considerations in Option Assessments

TYPE OF

ASSESSMENT

Assessment of
Drivers for Change

Risk Retention
versus Risk-Transfer
Assessment

Assessment of roles
and responsibilities
against different
types of functions
required

Financial Protection for Public Assets

ACTIVITIES AND CONSIDERATIONS

Assess internal drivers, such as risk appetite, fiscal policy objectives,
financial tolerance, broader risk context, and other government priorities.

Assess external drivers, such as global financial conditions, shocks from
earlier disaster events, and insurance market conditions. This assessment
can be informed by insurance market engagement.

Account for internal and external drivers that will lead to a better
understanding of the opportunity cost and efficient use of capital across
broader and potentially competing government priorities. Such accounting
also helps the government decide how much of its budget it should retain to
finance losses directly or to use as premium financing to secure insurance
coverage under different loss-event scenarios.

Develop options for optimizing the financial risk retained on government
accounts with that transferred to the insurance market. The decisions will be
unique to each situation depending on the influences. See Box 1.3.

Consider the likely roles of key stakeholders, including the delivery of specific

functions, for example,

« What services or functions are required to manage, administer, and
oversee the operational program?

* Who should deliver those services, and what capabilities are essential
(that is, what can be developed in house versus expertise that should be
outsourced)? See Box 1.4.

+  What is the role of the risk-transfer market, including market operators
such as brokers and insurers?

+  Will there be a requirement or a preference to include domestic markets,
and what rules exist about state-owned insurers and reinsurers?

+  What is the role of procurement of services and insurance?

Typical services considered in solutions for public assets financial protection
include the following:

+ Governance and oversight functions

* Insurance and reinsurance intermediary services
* Insurer and reinsurer services

» Loss adjustor services

+ Claims management services

+ Account management services

* Actuarial services

+ Risk modeling services

» Audit and compliance services
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TYPE OF

ASSESSMENT

ACTIVITIES AND CONSIDERATIONS

Cost Assessment

Cost Allocation
and Contribution
Assessment

The previous assessments will enable a cost assessment of options through
a total cost of risk (TCOR) approach and will take into account the following
for each option:

+ Estimated cost of retained losses. Cost of losses retained over a
predetermined period as per the risk-retention strategy (informed by loss
modeling).

+ Estimated cost of risk transfer. The cost of risk-transfer fees and
premiums over a predetermined period (accounting for prescribed terms
and conditions of coverage).

+ Estimated cost of administration. The cost to maintain in-house
services and contract outsourced services over a predetermined period.

The TCOR approach can also include the cost of risk control, which is the
cost of risk-management interventions to reduce likelihood and severity of
loss event effects.

After the cost estimates attached to options are accounted for, consideration
needs to be given to how that cost will be allocated (that is, who will pay what
proportion of the total cost). Will there be an element of centralized funding,
and will there be the requirement for participating government agencies to
contribute a fair and transparent share?

Typical allocation approaches include the following:

« Solidarity, or unit-based, pricing. A unit of exposure or operation is
identified, and participating agencies pay a flat share in accordance
with the number of units attributed to them. An example is the UK
risk-protection arrangement for schools, in which schools pay a fixed
per pupil amount that is reviewed annually by the Government Actuary’s
Department to ensure that the overall income for the scheme is adequate
given its contingent liabilities. In this instance, the cover for schools
deemed to have greater risk are being subsidized by those with better
claims experience. This approach has the advantage of being simple and
easy to implement but may not reflect individual risk. See also Chapter
6.2.

+ Risk-based pricing. With a risk-based approach, the pricing for
participating agencies reflects the level of expected risk of each agency.
This approach has the advantage of enabling differentiation of the cost of
risk but it relies on the ability to quantify adequately and consistently the
relative loss potential between asset entities, which may be a costlier and
data intensive exercise.
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Box 1.3.

The Role of Insurance in Financial Protection of Public Assets

This box provides an introduction to the key features of risk from the perspective of public assets
(see Box Figure 1.3.1), an overview of the role of insurance within a financial protection strategy,
and an introduction to some of the key features of insurance for public assets.

Box Figure 1.3.1.
The Components of Risk

It is the type of peril and its causes
(e.g., earthquake, tsunami, flood,
cyclone, fire, industrial accident, or
operational failure) and the probability
of that event occurring in the future.
Risk can be considered The severity (or intensity) of any

as the combination of hazard event is having one or more
three basic components. damage-causing features of the hazard
Insurance programs will (e.g., severity of flood can be measured
need to be designed to by the depth of the water, the speed of
optimize the coverage water flow, or the level of contamina-
based on consideration tion, or a combination of these).

of these three factors.

Exposure

It is the type and characteristics of assets being

managed and at risk. For public assets, exposure It is the level of damage and loss that

i can include buildings; roads; utility networks and their : can be expected given a particular level of
i contents; or intangibles such as profits, revenue, or severity. Vulnerability can be physical (e.g.,
 reputation. type of construction process and materials

used), operational (e.g., use and maintenance
of the assets), environmental (external

factors that influence the level of damage),
and economic and social (e.g., ability of the
workforce to access the facilities).

The value of the asset is a critical aspect of exposure,
which can be monetary (e.g., the costs of reinstating

i a damaged structure), cultural (e.g., the value placed

i on a historical or culturally important building), societal

i (e.g., the broader implications to society during failure of
i key services such as water supply); or other importance
(e.g., the disruption of administration of key government
functions). This training guide is focused on tangible
assets and their monetary value.
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A comprehensive disaster risk-financing (DRF) strategy establishes principles, objectives, and methods
for financing the response and recovery costs associated with damage-causing events. There are
different potential funding options: from internal sources such as budget reserves or contingency funds
(also called risk-retention instruments) or from external sources, such as risk-transfer insurance or
sovereign borrowing.

Depending on the level of risk, a DRF strategy could involve the following:

© A split between risk retention and transfer and

© Several different risk-financing instruments or sources so that funding is diverse and is not subject to
a single point of failure.

The most effective split between risk retention and risk transfer will differ for each situation, but generally
the split is informed by the following:

© Internal influences such as the current fiscal position (a government’s ability to bear financial risk
and raise capital) and the longer-term fiscal objectives, as well as contingent liability obligations
beyond public asset risk (e.g., additional welfare costs after a disaster).

© External influences such as the availability of external risk-financing capital (insurer’s capacity and
market participation), as well as the cost of external risk-financing capital versus self-retention.

Box Figure 1.3.2 illustrates how risk financing (retention and transfer) can be layered to provide compre-
hensive coverage—in the case of the Philippines (see also Case Study 2). It further demonstrates how
insurance of public assets can exist alongside other instruments as part of a strategy.

Schematic lllustration of the Philippines Disaster Risk-Financing Strategy

Sovereign risk Risk transfer Risk transfer for Insurance for
transfer for for subnational subnational homeowners and
budget protection governments governments small businesses

2 Contingent funds
oy

=} CT) c

o g

® 3 g Disaster funds
c 2 5

o2 I

ag o

Source: World Bank (2014) based on information provided by the government of the Philippines.
Note: LGUs = local government units.
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Public assets insurance is often one key component of a DRF strategy, with the following advantages:

It provides the funding to replace or repair damaged public assets.

Insurance instruments payout can provide cost-effective capital to rebuild or
reconstitute services after a disaster.

It can help to develop a risk-management culture among risk owners and
stakeholders by attaching a price to the risk.

It can encourage resilience if and when insurers offer premium discount for
different risk-reduction measures.

It can reduce the volatility and uncertainty of losses, which can enable more
confident strategic planning for future investments in infrastructure.

However, insurance will not be suitable for covering all financial risks. In some cases, the price for cover
may not be economical against the expected return or insurance may not be available for the type

of asset or peril. An agreed risk appetite —as applied within a broad risk-management strategy —will
determine where, if at all, insurance is suitable.

Insurance may be suited to only part of a financial protection strategy as illustrated by Box Figure 1.3.3.
Insurance can be uneconomical for both the smallest, most frequent potential losses, and losses so
large they are deemed too improbable to cover for the expense involved. Even if insurance is available
for smaller and more frequent losses, premiums charged may render it economical. The use of reten-
tions and deductibles is common in assisting in the optimization of insurance coverage as part of an
affordable budget, while also maximizing the amount of cover provided.

If insurance is considered suitable as part of the financial protection strategy, the choice of which
product to use will also require consideration. One choice is about the use of indemnity and parametric
insurance products. There are also considerations of how insurance is structured and how other
sources of capital may be used as an alternative to insurance. In particular, catastrophe bonds, which
are sometimes based on a parametric insurance agreement, are available. A DRF strategy requires a
bespoke approach to optimize the balance between risk retention and risk transfer for specific needs
and situations. A detailed consideration of the options available will be covered in Chapter 5.
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Box Figure 1.3.3.

lllustration of the Suitability of Insurance by Risk Type and Severity
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Source: World Bank.

Box 1.4.

Insurance potential

Develop the Program In-House or Outsource It?

Insurance ineffective,
unavailable

Insurance potential

Insurance ineffective,
unavailable

A government may choose to carry out some activities in house and to outsource ot her services. An
in-house strategy requires (a) more internal resources, (b) ability to recruit and develop the necessary
expertise, and (c) potentially considerable budget and time to develop the necessary capacity. However,
the expertise is retained by the government institutions, and the government has full control over the
services, and potentially this generates cost savings relative to a long-term outsourced approach.

Outsourcing can often be applied as an interim strategy that can enable the start-up of an operational
program. In some cases, use of third-party expertise may be appropriate even when internal capacity
has been developed (for example, use of intermediaries for marketing and transactional activities).
Contracting outsourced experts allows for key lessons to be learned and positions a government to
make well-considered decisions about what services it may choose to keep in house over time.
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Decision-Making and Authorization

Selecting the most effective and efficient program for financial protection involves
making comparisons between the available options. Some options might retain
more risk than others. Other options might have differing means of service delivery
and cost allocation. Each option will have unique advantages and disadvantages.
Figure 1.5 provides an example of a way to collate those decisions and to see

the comparison. The “do nothing” option represents the status quo and offers a
benchmark for decision-makers regarding the merits of change. In some cases,
the status quo already has in place some financial protection arrangements, so the
proposed options should be considered relative to the existing arrangements. After
decision-makers identify and approve a preference, the process of implementing
the solution can begin.

Figure 1.5.
Example of Options Appraisal to Support Decision-Making

Option
1

Option Characteristics Do Nothing

Option description:

Scope (perils, assets, and agencies)

Program vehicle (standalone or new business unit)
Risk-retention strategy

Risk-transfer strategy

Service or administration implementation strategy
Cost

Funding (allocation and implementation)

Option attributes:

Benefits (financial and nonfinancial)
Disadvantages (financial and nonfinancial)

Risks and issues

Constraints

Dependencies
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1.4.
The Implementation

Figure 1.6.
Key Activities in the
Implementation Stage

Stage
Why Is This Stage Important?

The Implementation stage turns plans and
expectations into reality. Some costs may
have been tentative in previous stages, but
they must become fixed in this stage. Service
delivery needs to be embedded as much as
possible before the program commences.
Moreover, the program must be prepared for
the possibility that a loss event could occur on
the first day of operation. Key implementation
activities are shown in Figure 1.6.

Setting the Risk-Financing
Solution

In this component, funding availability will
be established in line with the agreed-upon
risk-retention and risk-transfer strategies.

Components and @ Key Activities

Setting the Risk-Financing
Solution

» Establish the risk retention and
risk transfer solutions.

Preparing for and Launching
the Program

» Establish the operational
governance.

» Establish the structure.

» Establish the external
engagement procedures including
communications and inclusion of
agencies.

Figure 1.7 illustrates some core activities and considerations under the risk-retention
and risk-transfer strategies. Chapter 5 provides more details on each of the steps.

Preparing for and Launching the Program

The organizational structure needs to be set up to receive and administer the
needs of all participants. Figure 1.8 shows the key activities of the risk-financing
solution as overseen by an effective operational governance mechanism as in
Box 1.5. Communications with external parties need to be a core consideration,
including ways and processes to include new agencies to help with the solution.
Training of staff members and all relevant stakeholders is also integral in
developing both shared understanding and essential competencies in operating
and managing a complex program. Chapter 7 covers the key steps in more detail.
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Figure 1.7.

Key Activities to Set Up the Risk-Financing Solutions

Set up the internal
risk-financing structure:

Self-insurance
Procurement collective
Risk pool

Captive, mutual, or
state insurer

Make risk-transfer
decisions:

Retain or transfer.

Use insurance or
capital markets.

Include the reinsur-
ance market.

Deal with the
insurance market:

Procure a broker or
intermediary.

Engage with the
market

Have insurance

market interfaces.

Figure 1.8.
Key Activities in the Program Implementation and Renewal Stages

Governance Governance

Communications Communications

Recruitment Recruitment

Training Corporate services support

Corporate services support Procurement and contract management
Procurement IT systems

IT systems Data

Member management

Procedure for new members . . -
(introduction, engagement, and training)

Risk financing Risk financing or program management

Financial management

Claims

Risk management
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Governance

The governance function will provide oversight and scrutiny of the program so the government can
review and audit the financial processes and can make strategic decisions about the ongoing levels of
coverage required. See Box Figure 1.5.1.

Financial
Protection

Vehicle
(standalone entity or
business unit)

from that milestone.

Types and Roles of Governance Mechanisms

Strategic
Governance
Board

Operational
Governance
Group

Strategic decision-makers

© Authorizing or approving recommenda-
tions for evolution or change

© Receiving reports and updates

Operational direction

© ldentifying and considering operational
improvement and recommending
evolution or change

© Monitoring solutions performance

Customer
Advisory Group

Providing customer perspectives

Ideally, a program should have a target program launch date (that is, the date at which the risk-financing
solution is in place and the supporting infrastructure is embedded). The launch date sets the key
milestone for this stage, and the implementation of each component within this stage should be dated
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Government entities must have the technical and governance capacity to manage the insurance
program over a long period. The use of insurance requires technical capabilities within the government
stakeholder entities that will cover all aspects of the insurance process, including data capture, risk
assessment and management, claims management, compliance and auditing, accounting, and policy
management. Technical working groups, boards, and other governance and oversight functions require
members with the appropriate levels of technical competency to ensure effective operations. A mix of
technical, policy and institutional knowledge is also required across the team. Training, testing, and
professional knowledge capacity will be key to the long-term effectiveness of the insurance program.

In the early stages, third parties, such as insurance intermediaries and risk management consultants,
can provide expertise, particularly if a pilot program is undertaken to develop more robust procedures.
Such specialists may be retained to support and guide internal resources. However, it is important
that training and technical capacity is underpinned by robust operational, delegation, and governance
procedures.

As a program develops, it is common for issues to arise that had not been anticipated at the start.
Procedures required to procure and manage insurance programs—including (a) drafting appropriate
decrees, (b) setting the level of deductibles and retentions, (c) budgeting (including taxes), (d) orga-
nizing third-party services including broker procurement, (e) undertaking insurance renewal activity, and
(f) dealing with asset owners and claims—will require regular updating and amendment as issues are
identified. It will be important to have in place the appropriate operational and governance mechanisms.
A monitoring and evaluation process can be applied, especially in the early stages of the insurance
process. Specifically, it could be used to record and mitigate key issues encountered. A pilot program,
with limited exposure, could also be used to test processes and assumptions before extension to a
larger exposure.

The processes of claims management will not have been fully tested until there is a large-scale disaster
event with multiple and simultaneous claims. Such an event should be the subject of a review of the
entire system, possibly by an independent external authority, to record lessons learned and to make
recommendations for improvement.
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Figure 1.9.

The Renewal stage Key Activities in the Renewal Stage
Why Is This Stage Important?

Components and ® Key Activities

Operating environments are fluid. Priorities

: A [ i |
change, risks evolve, and the systems and nnual Service Cycle

technologies that deal with them continue to » Manage risk-financing cycle.
advance. In addition, risk-transfer instruments » Manage service and
are timebound. They have expiry dates, administrative cycle.

meaning they are subject to regular review
and renewal cycles that need to be managed
proactively. Continuous Improvement

» Monitor and report on benefits.
This stage is important because financial
protection needs to be continuous, and it needs
to constantly reflect any lessons learned, any » Develop lessons learned.
changing risk characteristics, and any ways to
evolve in line with the strategic and operational
environment. See Figure 1.9 for key activities
during the renewal stage.

» Manage ongoing risks.

» Manage ongoing stakeholder
engagements.

Annual Service Cycle

The annual service cycle has two aspects:

Risk-financing cycle. As with the initial placement of the risk transfer
instrument (the insurance policy), the insurance broker will commonly confirm
and trigger much of this service cycle. The key date is the expiry date of the
existing policy, so the renewed policy should be agreed upon without a gap
in coverage. This annual process can be interrupted or adjusted due to a
significant claim event or a mid-term change in government’s risk exposures
(for example, caused by including new agencies or by a large capital
expenditure that is significantly changing the risk exposure).

Service and administrative cycle. The structure and functions supporting the
risk financing solution should also move through a regular cycle of review and
delivery.

Key activities of the two aspects are shown in Figure 1.10.
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Figure 1.10.

Annual Service Cycle—Key Activities

Risk financing cycle

Regular (often quarterly)
meetings, between key
stakeholders (including
intermediaries and markets)
to discuss solution and
service performance, lessons
learned, claims, and market

Pre-renewal/expiry strategy meetings:
held well in advance of the expiry

date to discuss and position customer
priorities associated with the upcoming
renewal, develop renewal options

and marketing strategies, confirm the
nature of updated information that will

At this stage a focused update of

the insurance market is undertaken,
including a review of the risk retention
versus transfer attachment in the event
of significant changes in market pricing
(e.g. due to adverse global financial
conditions or globally significant natural

be required to support the renewal. disaster). This helps reduce price
volatility and maintain sustainable

pricing in the long run.

developments.

Updated data
collection and collation
into the customized
presentation and
underwriting
specification.

Renewal process commences much the
same as the initial placement process
(i.e. presentations, negotiations, options
assessment, preferred option selection,
instruction to place and the delivery of
evidence of bound cover).

° °

Service administration cycle

Regular performance monitoring of both internal and outsourced services in line with agreed
key performance indicators and service level agreements in contracts. Outsourced functions
will be timebound and specific services may need to be retendered.

Regular reporting to governance layers on financial and non-financial performance of

the program.

Reviewing on-going claims activity. This relates not just to claims that trigger a risk transfer
instrument, but also to smaller claims that trigger a formal risk retention instrument or losses
that remain with participating agencies (either because they fall below a value threshold or
because they are uninsured for other reasons).

The delivery of/participation in relevant forums and seminars.

Regular audit and compliance checks, especially in areas where financial transactions
take place.

Source: World Bank Staff.
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Continuous Improvement

A program as complex as a public assets financial protection should seek regular
insights, both from internal learnings and external teachings, and it should
constantly evolve to meet the needs of government. Any recommendation for
change must be based on evidence. Ways to inject continuous improvement
include the following:

® Use benefits tracking. Benefits should be defined during the design stage,
adopting principles of SMART (specific, measurable, actionable, realistic
and time-bound). Actual performance against those benefit targets should
be tracked regularly. This check identifies what is working well and what may
require adjustment. Reporting against those targets will form a key component
of the governance function.

® Incorporate the risk-management feedback cycle. It is important to link
risk-control interventions to the program. If a type of risk-control investment is
made, and if it affects (positively or negatively) on claims experience and risk
pricing, it should be included as an evidence-supporting program evolution
and included in market documentation during renewal discussions. It is also
important that any analytics and modeling undertaken can consider factors
that may materially alter the resilience or vulnerability of the insured assets.

© Maintain a lessons-learned register. The register should be reviewed on a
regular basis within the governance function to inform recommendations for
potential changes.

© Ensure that stakeholder training is continued even after the inception of
the program. Training should be continuous and evolve with the program.

Four key stages underpin the process of developing a financial protection
program for public assets: design, develop, implement and renewal.

This process is often a multi-year journey and is unique within each country’s
context. The roadmap serves as a guide to help governments identify and fill
gaps in their journey.
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Worksheet for Chapter 1 7

Test your understanding of the chapter and record

your insights through this worksheet!

Activity 1.

A list of activities that
will be required in
instituting a program
of public assets
financial protection is
given below. Can you
rank the activities in a
sequence in which they
should most likely be
conducted? You can
rank the activities in a
sequence of 1-8.

Financial Protection for Public Assets

Most Likely Sequence
(Activity 1 to Activity 8)

List of Activities

Develop understanding of the possible losses
arising from catastrophe exposure of public
assets.

Establish operational governance and external
engagement procedures such as communication.

Review and prepare for renewal.

Assess options that balance trade-offs between
risk retention and risk transfer.

Manage the annual risk financing, service, and
administrative cycle.

Set an appropriate budget to cover costs of the
program covering public asset financial protection.

Agree on key principles, and align on the
government’s overall risk-management objectives.

Establish risk-retention as well as risk-transfer
solutions.



1. HIGH-LEVEL IMPLEMENTATION ROADMAP

Activity 2.

Use the template
to help you plan
and strategize
your stakeholder
engagements for
a specific project.

Stakeholder Engagement Planning Template

Stakeholder Interest

Power Key reason

to engage

Frequency  Commu-
of commu-  nication
nication method

Activity 3.

Pick any three

public assets in your
country, assess the
current status of
their arrangement for
financial protection
funding, and identify
the intended benefits
of the program.

Name of the Asset

Do you have any existing
financial protection
funding arrangement?

Identify the main
intended benefit to
protect this asset.

Activity 4.
Reflections

[a] My top three takeaways from this chapter are these:

[b] Three concepts or ideas | would like more information about are:

Financial Protection for Public Assets
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CASE STUDY

Guide to Stakeholder
Mapping and Engagement

© Who are your stakeholders?

Simply defined, a stakeholder is “Anyone who has
a stake in the project” or “Anyone who can make,
or break, your project.” In the context of Financial
Protection of Public Assets, this means people or
groups with the power to influence and advance this
agenda in our countries.

© What is stakeholder mapping?

Stakeholder mapping is a process of listing all the
stakeholders of your project and working through a
series of steps to build a strategic engagement and
communications plan. This process gives you a visual
representation of all the people who can influence your
project and how they are connected.

Stakeholders can be people who you work with across
different levels. This includes people at a more senior
professional level, such as a minister of finance or a
senior member of the cabinet. Such stakeholders are
pivotal to the success of a project as they can influence
the project approval process and make decisions on
how finance is allocated. Other stakeholders include
(a) your peers such as colleagues, managers, and
team members, or colleagues within other government
departments, (b) members of the public, the private

sector, civil society organizations, and nongovernmental

organizations. Often the most important stakeholders
are the end beneficiaries or project participants.

Financial Protection for Public Assets

o Why is stakeholder mapping important?

Stakeholder engagement is an important project
management and risk management tool, and mapping
is a key part of this engagement. By identifying in
advance, the individuals, groups, and organizations
that can influence or will be affected by your project,
you can better engage them and help ensure that the
project is demand-driven and progresses smoothly.

People who are engaged have a much higher
chance of responding positively to the project
design and outcomes. When you use your time to
positively influence the opinions of your most powerful
stakeholders and manage them closely, you will have
more control over the direction of the project and will be
better equipped for success.

By undertaking a stakeholder mapping exercise ahead
of time, you can help the project team to quickly identify
the key stakeholders in each area and be strategic
about communication and interactions you have with
them, including the technical input provided. Box
Figure 1.6.1 shows a few examples of how stakeholder
mapping is useful for different aspects of project
management.
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Examples of how stakeholder mapping can support project and program management

Mapping your stakeholders

It is important to identify, analyze, and prioritize your stakeholders based on their professional and personal
investment in the project and their ability to influence its success. Once this is done you can plan for how to

engage them successfully.

Stakeholder identification and analysis

©@ Whoare your stakeholders? What incentivizes
them? Who are the people that influence if
and how your project can be implemented?
How are you connected to them? What is
their understanding of Public Asset Financial
Protection?

The type and role of stakeholders will vary depending
on the nature, impact, and duration of your project. The
following are some key categories to consider:

© Decision makers: If your project needs support from
senior leaders in the government, or significant buy-in
and investment from the private sector, international
organizations, or related partners, you should include
these groups as major stakeholders, since they will
have the power to influence your project’s future.

This could also include the cabinet, government
agencies, or governance boards of public
agencies who will purchase insurance.

Users: Knowing and understanding your end user
or audience is critical for building a successful
project. The groups of people who will be affected
by the project and whose needs it will serve could
be included among your stakeholders.

Local markets: For large-scale projects that
involve a substantial number of players, it is imper-
ative to include the key players in your country’s
local markets. In the context of financial protection
of public assets, this could include local insurance
companies, risk modelers and underwriters, etc.

Financial Protection for Public Assets
A Practitioner’s Guide
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Stakeholders can be divided into internal and external
stakeholders:

Internal stakeholders are people on your team
and your immediate colleagues who, despite
possibly varying levels of involvement, have a
major impact on the design and implementation
of the project.

External stakeholders are those who advise,
facilitate, or will be impacted by your project, even
though they don’t directly participate in the daily
work on the project.

Figure 1.6.2 shows some examples of different
stakeholders, and how they are connected to different
stages of a financial protection of public assets
roadmap. Whether a stakeholder is internal or external

Figure 1.6.2.

might vary depending on where you sit in a project
team, for example in Figure 1.6.2 there are a range of
government body representatives who could be from
within your own government department and others
who are from different departments.

A stakeholder’s interest and understanding of the topic
may vary depending on their organizational affiliations
and their local context. Invest time to identify and
prioritize different stakeholder groups and to assess
their interests and concerns and document the progress
using stakeholder mapping tools suggested in this box
as appropriate. Additionally, where a ‘stakeholder’ is

a group, it may be necessary to identify stakeholder
representatives that can help engagement with the
broader group, such as appointed ministry or local
authority representatives.

Stakeholders across various stages of a Financial Protection for Public Assets program

(not exhaustive)

STAKEHOLDER

INTERNAL/
EXTERNAL

DESIGN

DEVELOPMENT IMPLEMENTATION RENEWAL

Cabinet Internal Have responsibility
for passing
regulations.

Steering Internal Form a leadership

Committee subgroup to ensure
that progress
is aligned with
expectations.

Governance Board Internal/

External

Financial Protection for Public Assets

Have a leadership
subgroup ensure
progress is aligned
with expectations.

Provide governance and
authorize scope change.
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DESIGN

DEVELOPMENT

IMPLEMENTATION RENEWAL

STAKEHOLDER INTERNAL/
EXTERNAL

Relevant Internal/

Government External

Ministers

(for example,

Minister of Finance)

Ministry or Internal/

Department External

of Finance

(or equivalent)

Representative(s)

Sponsoring Agency Internal/

Representative(s) External
(if not the Ministry

or Department of

Finance)

Government Internal/
Agency External

Representation

Provide

and confirm
strategic-level

risk appetite,

and provide
authorization for
relevant legislation
or regulation.

Confirm alignment
with fiscal policy
objectives and
positions, and
consider the
options for
amending fiscal
policy as may be
required.

Contribute to
design research
and discussion;
collate the outputs
of the design
stage.

Provide customer
perspective,
including prefer-
ences, risks, and
issues.

Make sure minister remains informed and provides
feedback where necessary about strategic alignment
with government objectives.

Cooperate and
provide inputs
into the options
assessment and
recommendation
outputs.

Lead the
evidence-
gathering and
options-
assessment
process; control
the key document
outputs.

Cooperate with
data collection
requirements;
provide regular
customer-
perspective
feedback into
design options.

Support and
provide input to
the preparation
and launch of
risk-retention
mechanisms.

Lead the
implementation
project; control
the key document
outputs; represent
government

in risk-transfer
market
engagements
and in procuring
outsourced
services.

Cooperate
with updated
data-collection
requirements;
prepare
operations to
receive the
solution.

Cooperate and
provide inputs
into the renewal
tasks, which
primarily

are regular
performance
reviews.

Lead the oper-
ational solution;
control the key
processes;
represent
government in
ongoing risk-
transfer market
engagements
and outsourced
services
procurement; act
as the conduit
for governance
reporting.

Cooperate
with updated
data collection
requirements;
comply with
standard
operating
procedures.

Financial Protection for Public Assets
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STAKEHOLDER

INTERNAL/
EXTERNAL

DESIGN

DEVELOPMENT

IMPLEMENTATION RENEWAL

Government Internal

Legal Office

Subject Matter External
Expert in

Government Risk
Management or

Risk Financing

Catastrophe Loss External
Modeling Service

Provider

Risk-Transfer External
Markets
(insurance

companies)

Outsourced External

Service Providers

Financial Protection for Public Assets

Confirm and advise
on compliance with
existing legislative
arrangements, and
propose amended
or new legislation.

Provide objective
insight or lessons
learned from other
jurisdictions and
the risk-financing
industry, including
the insurance
market and
risk-modeling
sectors.

Provide technical
input into the
design-options
assessment.

Provide detailed
loss modeling
to help inform
funding
requirements.

Provide an early
assessment of
the risk-transfer
market availability
and affordability.

Provide technical
input into the
delivery process;
in many cases
this is a broker.

Provide terms
and conditions
for risk transfer.

Deliver services
subject to service
levels specified
in contractual
arrangements.

Provide technical
input into the
evolution of the
program; in many
cases thisis a
broker.

Provide terms
and conditions
for risk transfer;
pay claims

that fall within
the coverage
parameter.

Deliver services
subject to service
levels specified
in contractual
arrangements.
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Analyzing your stakeholders

Once you have identified all the stakeholders related to your project, you can begin to analyze them and map
them based on their interests and ability to influence your project. Figure 1.6.3 provides some important factors
to consider and examples for each stakeholder identified in Step 1.

Figure 1.6.3.
Interest and Influence of Stakeholders

(&)

&ﬁ p—g

Interest: Influence:
What is important to them? What could they contribute
to the financial protection of
© What are their key interests and public assets?
motivations?
© How are they influenced by this © What key decisions need to be made by
project? them in order for the project to progress?
© Which elements of the project © Will they have a positive or negative
are they most interested in? reaction to your project, and why?
© How does the success or failure © Do they have a personal connection to
of the project impact them? the project?

© Which other stakeholders are they
connected to?

© Do they influence the financing available?

© Do they influence any of the technical
design?

© What risks do they pose to the project?
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&

&

Mapping External Stakeholders

DEVELOPMENT

ORGANIZATIONS

DONORS

MODELING
COMPANIES

MARKET
PARTIES

Interest

Influence

Country’s prosperity,

financial and

physical resilience

Provide resources,
DRF know-how,

experience

M

M

Improve post-
disaster outcomes,
protect people,
reduce poverty

Raise awareness and
provide start-up &
operational funds

Mapping Internal Stakeholders

Interest

Influence

REGIONAL TRADE/
POLICY BODIES

Country/s prosperity;
regional stability

Provide resources;
regional engagement
and legitimacy

Financial Protection for Public Assets

POLITICIANS

Decision-making;
benefiting citizens

Provide legitimacy,
accountability,
decision-making
power

Access to quality
data; proprietary
knowledge; sale

of their product

Identify risk;
measure exposure;
establish pricing

FINANCE
MINISTRY

Appropriate/
cost-efficient use
of funds/budgets

Make a financial
commitment; use
resources effectively

Market penetration
& growth at a
risk-reflective price

Provide capital;
provide risk transfer
and risk management
expertise

OTHER MINISTRIES
& DRM FUNCTIONS

Reconstruction;
resilience

Offer trust,
decision-making
expertise,
on-the-ground
knowledge
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Prioritizing your stakeholders

Once you have mapped all your stakeholders you will have a long list of people to engage with and influence.
Not all stakeholders need the same level of communication and you might not have enough time to invest in
building strong relationships with everyone. One efficient way to prioritize stakeholders is to consider how they
are positioned across Interest and Influence, for example by placing stakeholders within this 2x2 matrix in
Figure 1.6.4.

The four quadrants of the matrix break down as Figure 1.6.4.

follows: Prioritization of the Interest and

I. High Influence, high interest Influence of Stakeholders

(“Manage Closely”):

You need to prioritize engaging with these
stakeholders as much as possible. Your
high-influence stakeholders can help you
gain resources, prioritize competing demands
for resources or competing timelines, and

clear potential roadblocks. Keep Manage
Satisfied Closely
Il. High Influence, less interest
(“Keep Satisfied”):
Put enough effort in to keep these
stakeholders satisfied and informed, but
be strategic about your communication. Monitor Keep

lll. Low Influence, high interest infoimed

(“Keep Informed”):

Communicate regularly with these
stakeholders, as they will be influential in
the successful ongoing delivery of the
project. Your low-influence but invested and

interested stakeholders are your champions
on the ground. Source: Adapted from A. L. Mendelow, “Environmental Scanning:
The Impact of the Stakeholder Concept,” ICIS 1981 Proceedings 20 (1981).

IV. Low Influence, less interest
(“Monitor”):
Minimum effort is required with these
stakeholders, and they can be informed
as part of general briefings that you prepare
for others as required.

Implementing Steps 2 and 3 will enable you to consult effectively with your stakeholder and provide the
appropriate information disclosure. It will also allow you to identify opportunities for strategic partnerships that
can serve common interests, especially in the context of building effective financial protection strategies.
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Engaging your stakeholders

Once you have identified and prioritized your

stakeholders and their level of interest and influence,
you need to plan the best way to engage them. Here
are five suggestions for engaging your stakeholders:

1.

Provide (social and professional) value. People
like to feel they have a voice within the group.

Demonstrate to stakeholders how their contribution
adds value to your project. Also, clearly emphasize
the value you provide them, such as a professional

4.

stakeholders, seek to maximize the impact and
cost-effectiveness of the issue or solution, but with
an open mind and a willingness to engage and to
reach agreement.

Consult, early and often. The purpose, scope,
risks, and approach of technical projects may
sometimes be unclear to your stakeholders,
particularly in early project stages. Early and
regular consultation (where possible) helps to

network, knowledge, etc. ensure that the final project is demand-driven and
enjoys the support of most of the stakeholders.
Plan the process for different consultations, and
document your progress and decisions; follow

up post-consultation. Adopt structured methods
and functions for stakeholder management over
the long term, including ongoing monitoring and

reporting processes.

2. Build lasting relationships. Strong relationships
translate to better collaboration. People work
together more easily and effectively when there
is trust. Investing in relationships can increase
confidence across the project, minimize uncertainty,
and speed up problem solving and decision-making.
Disclose relevant information with transparency and
accountability and in a timely fashion but implement 5.
data confidentiality practices for sensitive information.

Communicate. The best way to engage and
influence stakeholders is to communicate well.

It is crucial to understand the people you will be
working with, their mindsets, and the best way

to effectively garner their support. Not everyone
responds to the same style of communication.
Communicate information in meaningful and
accessible formats. Figure 1.6.5 shares some tips
on how to communicate effectively.

3. Engage rather than manage. Why “stakeholder
engagement” and not “stakeholder management”?
Stakeholders are proactive and independent
individuals; by engaging with them respectfully and
listening to their views, you optimize your chances
of influencing their choices. When engaging with

56 Financial Protection for Public Assets
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Figure 1.6.5
Tips on stakeholder communication

1. Use what you know: Few things are as engaging and authentic as a personal or real-life story. Hook
your audience by speaking about your personal experience and how it relates to the project.

2. Create a shared experience: The best way to engage people is to talk about things they care about.
If possible, find a shared idea or experience that you can use to connect with your audience. Identify
opportunities for strategic partnerships that can serve common interests, especially in the context of
risk pooling.

3. The art of storytelling lies in listening: While it is important to be prepared in order to communicate
effectively, it is equally important to be able to read the room and audience and adjust your narrative
accordingly. A good rule of thumb is 80 percent preparation, allowing for 20 percent flexibility; this ensures
that you can quickly pivot from your prepared narrative to maintain or build your audience’s interest.

4. Be clear and concise: When planning your narrative, ensure that it has a clear start and end and ask
for feedback from those you are engaging with. Changes in the content and the pace of the narrative
should be easy to follow and understand. Powerful stories always have an arc and powerful hook which
draws people into the narrative.

5. Remember why you are engaging: Your narrative should include a clear takeaway, offer concrete
next steps, and allude to the actions required to complete these steps that are easy to comprehend and
remember. Be clear as well on what do you need versus want out of the stakeholder engagement.
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Policy,
Institutional
and Regulatory
Requirements

This chapter will outline the
considerations on policies,
institutional frameworks, and
governance mechanisms in the
establishment and operation of a
public asset financial protection
program.




2. POLICY, INSTITUTIONAL AND REGULATORY REQUIREMENTS

2.1.
Introduction

Critical first steps in developing a public asset insurance program are the following:

Careful consideration on the need for the program plus the policy choices and
objectives the program is intended to address (section 2.1).

After policy and program objectives have been determined, the second step is
to consider how the program will work, which involves choices about program
structure, mandate, powers, and governance (section 2.2), as well as how the
program can fit within government regulatory frameworks (section 2.3).

The third step is to determine the program’s financial structure and funding
parameters (section 2.4).

This chapter identifies the design questions and issues relevant to the choices in
Figure 2.1.

Although countries commonly face such considerations, policy and implementation
choices will inevitably differ because of regional, political, and jurisdictional factors.
To illustrate the types of choices made by other countries, throughout the guide
there are case studies from different countries, including Australia, New Zealand,
Indonesia, and the Philippines.

2.2.
Strategic Alignment and Policy Design

Public asset protection programs are one element of a government’s risk financing
strategy. This in turn supports and align with many of a government’s policy
objectives, as shown in Figure 2.2. The design of a public asset protection program
therefore needs to take into account these complementary objectives.

It may be necessary to prioritize and make trade-offs between policy goals.

For example,
Should short-term relief and reconstruction expenditure take priority over
long-term consolidation and protection of the government’s balance sheet?

Should the program prioritize transport, energy, or social infrastructure?

Table 2.1 shows the types of policy choices that governments often need to
consider when deciding on the nature and extent of a program covering public
asset protection.

Financial Protection for Public Assets
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Figure 2.1.
Considerations on Strategic Alignment, Legitimacy and Budget and Financial Planning

Public Asset Insurance Program

What is the program’s

Why is there a need? How will the program work? financial structure
(1) Policy design (2) Program design (4) Financial parameters
How will the program align How will the program work? How much will participants
with the government’s have to contribute in
overall risk management Who will it apply to? premiums? (contribution
strategies and objectives? levels)

What are the obligations on

What does the program program participants and the How are surplus contributions
cover? What are the program manager? accumulated over financial
priorities? years? (accumulation levels)

What governance and regulatory
mechanisms? At what levels should

accumulated funds be capped,
relative to claims and costs?

Where should the program be : .
(funding ratios)

located?

Will the funds be formally
separated from government
accounts?

Who pays for what costs?

How will the claims payout be

disbursed and to whom?
Will the funds be invested

and if so, what will be the
investment strategy?
(3) Legislative process

How will it be set up?

What institutional frameworks and
tools are available to establish
and support the program?

Source: World Bank staff
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Figure 2.2.
Disaster Risk Finance

and Other Policy Objectives

Climate & Disaster
Risk/Management

Financial Market

Energy & Water Development
Disaster
Infrastructure - Public.Dept & Risk
Risk
& Urban Ei Management
Development inancey

Macro & Fiscal

Agriculture & Stability

Food Security

Social
Protection

Table 2.1.

Potential Policy Considerations about Financial Protection of Public Assets

POLICY OBJECTIVES CONSIDERATIONS

Core objectives: Fiscal and risk management

Protect balance sheet
(assets and liabilities).

Improve economic
resilience to shocks.

Strategically align
with overall risk-

management objectives.

Improve financial
management.

Disasters simultaneously affect both sides of a government’s balance

sheet. Governments assume a significant proportion of the recovery and
reconstruction costs, particularly for uninsured publicly owned assets. At the
same time, disasters disrupt and reduce economic activity and the resulting
government revenues. Taken together, those factors can slow the process of
economic recovery and can increase the duration and scale of the effects on
the economy, businesses, and households.

A common program goal is to retain and build government financial capacity
to better withstand sudden and unexpected shocks, in turn reducing the
physical, human, social, and economic consequences.

The public assets financial protection programs should align with the
government’s risk-management principles and the whole-of-government
risk-management objectives, including considerations of disaster risk
management policies or practices.

Public asset protection programs are also consistent with government policies
that drive more effective expenditure of public money and more efficient
management of public assets.

Financial Protection for Public Assets
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POLICY OBJECTIVES CONSIDERATIONS

Improve the
understanding of the
government’s overall
challenges and its risk
appetite in relation to
those challenges.

Governments increasingly need to understand the whole-of-government
challenges before them, particularly the gaps in financial protection when
disasters damage public assets. Doing so enables governments to develop
agreed positions, strategies, and risk appetites to manage and mitigate such
challenges.

Complementary objectives: Economic growth and social resilience

Align with social
objectives for poverty
reduction and service
provision.

Support the growth of
local insurance and
capital markets.

Government assets are commonly used to deliver key social objectives such
as reducing poverty, improving employment outcomes, enhancing community
connectivity, and creating economic stimulus. Improving the protection and
longevity of those assets can deliver improved social benefits.

In domestic insurance markets with sufficient capacity and capability,

the medium- to long-term nature of asset protection programs provides
opportunities to promote the growth of those markets, which in turn supports
economic growth.

Complementary objectives: Improved risk- and cost-allocation efficiency

Improve efficiency

in national and
subnational funding
arrangements across
different sectors.

Develop clear incentives
for risk reduction and
disaster preparedness.

Improve government
and community
incentives.

Increase transparency
in allocation of
resources during
disaster events.

Source: World Bank staff.
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National governments are often the primary funders of subnational
government activity, particularly public-facing infrastructure (transport, energy,
and social services) and any relief-and-recovery efforts. Asset protection
programs should complement and be consistent with existing arrangements.

Some governments may not allocate sufficient expenditure for operation and
maintenance works before disaster events, which may mitigate the resulting
impacts and disruptions and may provide potential future savings in relief-
and-recovery expenditures. Clear understanding on how much risks to retain
or transfer helps to inform these decisions.

Public asset financial protection programs can lead to improved policies
related to infrastructure and other expenditure decisions. For example,
programs could incentivize the planning for and location of public
infrastructures and recognize local risks, their proximity, and their probability,
to avoid inefficient resource allocation and replacement.

Funding toward disaster recovery is often allocated by governments,

the private sector, and nongovernmental organizations through different
mechanisms. Government choices include direct funding and indirect funding
through subnational governments or third parties, as well as direct and indirect
grants and social service supplements. The funding methods are often reactive
(post-event) and potentially allocated inefficiently with inconsistent, overlapping
eligibility criteria and with limited transparency and accountability. Improving
financial protection of public assets could reduce those inefficiencies and could
improve resource prioritization and accountability.
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The process of assessing locally relevant policy choices should involve
consultations with the following key stakeholders (see also Box 1.6):

Across government, priority stakeholders that include key financial government
agencies (that is, ministries of finance and treasuries) and departments or
agencies responsible for infrastructure and social service delivery

With subnational governments, especially in relation to any proposed or
potential changes in disaster risk and cost-allocation settings

The financial and insurance industry and community groups, which will
account for wider technical and on-the-ground support mechanisms

The consultation process requires a dedicated investment of time and effort to
engage across government and other stakeholders to clarify the key program
objectives, principles, and scope. Through the consultation process, governments
need to do the following:

Decide on the key drivers, objectives, and principles of the program.

Understand the choices and trade-offs that are being made (that is, what the
priorities are, what the program is expected to do, and what it will not do).

Clarify risk ownership of public assets and develop a clear understanding
across all levels of governments and government agencies on their
responsibilities on the public assets

Communicate its decision to stakeholders to set and limit expectations about
the program and its objectives.

Consider how the program will be implemented.

2.3.
Legitimacy and Program Design

After policy and program objectives have been determined, the next step is to
consider how the program will work, which involves important choices about:

Participation of government agencies and asset owners. Is participation
mandatory or voluntary? What is the implementation time frame and approach
to bring on new participants (a process sometimes known as “onboarding”)?
What are the program obligations on participants and the program manager?
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Governance. What should the governance arrangements be? Where
should the program be located—in a government department or a separate
independent agency?

When the program is being designed, it is important to allow sufficient time and
resources to accomplish these:

Gather evidence and develop an understanding of the risks facing the
government and the extent of possible financial exposure.

Identify available options, and assess their suitability to meet the identified
challenges.

Consider the budgetary ramifications of each option (for example, the
anticipated size of the fund and the potential costs of each option).

Program Participation
Relative Merits of Mandatory and Voluntary Participation

In many countries, there are degrees of decentralized ownership of public assets,
whether at the government agency level or by geography (with regional governments
and municipalities). A national program of public asset protection will need to
consider the extent to which it will involve such entities. This involvement can be
done through a top-down mandate whereby all entities are included through
legislation or a voluntary opt-in approach and whereby each agency has the
autonomy to decide whether to participate within the scheme. Relative benefits
and disadvantages of each approach are discussed in Table 2.2.
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Table 2.2.

Relative Benefits and Disadvantages of Mandatory versus Voluntary Participation

MANDATORY PARTICIPATION

Benefits

Including all relevant agencies by design makes
it is easier for the program to achieve a level

of scale because risks are well-diversified and
because operational economies of scale are
achievable. A larger program should attract better

negotiating and buying power in the private market.

There is less adverse selection risk under a
mandatory scheme, which avoids a concentration
of higher-risk participants.

Confirmed participation allows more accurate
forecasting of revenue and expenditure, resulting
in less-volatile contribution costs.

Program reporting requirements will lead to
making the resource allocation and expenditure
decisions of participating agencies more visible,
and to improving transparency and accountability
of the public expenditure.

The accumulated information and expertise within
a mandatory scheme are a public good. That data
should be shared among the program participants
and more broadly across government to improve
whole-of-government decision-making.

Disadvantages

Common program processes may lead to
inflexibility and a one-size-fits-all mentality. This
approach may limit or inhibit consideration of
individual agencies and their specific risks and
challenges.

Agencies may resent the loss of control and
may withdraw support for the program by failing
to meet program reporting requirements or by
lobbying the government to leave the program.

Source: World Bank staff.

VOLUNTARY PARTICIPATION

Benefits

Government agencies retain a strong perception
of individual accountability and autonomy in risk
management.

There is greater flexibility for government
agencies to customize their financial protection to
their specific needs.

If government agencies test alternative
approaches, this testing can create a competitive
environment and can encourage cross-learning
and continuous improvement.

Disadvantages

Without broad participation, the program may not
capture the potential economies of scale across
government, and the program will likely have
weaker negotiating power with insurers.

Voluntary participation presents adverse selection
risk where government agencies with less mature
risk-management practices are more likely to join
the program, thereby resulting in higher claims
per contribution or premium input.

Inconsistent participation can make it difficult

for revenue and expenditure forecasting and for
determining the most cost-effective split between
risk retention and risk transfer.

There may be insufficient incentives to overcome
a reluctance to allocate resources to important,
nonessential assets.
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Implementation Time Frame: A Phased Approach

One option for program implementation, even for programs with mandatory
participation, is for a phased implementation approach. A phased approach allows
program participants to join the program in smaller groups that are staggered over
a period of time, thereby allowing each adequate time to adopt its systems and
processes to the program. This approach would allow the program manager to
develop and test program services over time and to build the program’s capacity,
scale, and expertise.

If a phased approach is to be adopted, the program design should explain how
groups are selected and when each will join the program. This decision could be
based on group or participant exposure by asset category, entity, expenditure type
or by type of risk, technical capacity, and participant risk maturity.

Program Obligations of Participants and Program Managers

For a program’s success, it is essential that the program manager builds and
maintains strong and effective relationships with program participants. Key to this
success is the need to clearly set out the obligations and duties expected of both
the program’s participants and its program manager. The nature of the obligations
will vary depending on a range of factors:

The program’s mandate

The level of choice as to participation (mandatory or voluntary)

The level of the participant’s government employment (national or subnational)

The timing of the participant’s entry into the program (early or late)

The types of requirements imposed by reinsurers

The approaches to managing liability from financial and legal perspectives

The mechanisms to enforce program policies

Those policies often set out how the program will operate, what it will and will not
cover, and what expectations and conditions apply to the program and its
participating entities. The obligations are likely to include those set out in Table 2.3.
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Table 2.3.

The Obligations on the Participants and Program Managers

8 88 PARTICIPANT OBLIGATIONS

Initial obligations include these:

Information collection and disclosures

Participation and disclosure as part of the

risk transfer to private markets (for example,
cooperating with reasonable requests for further
information from the program manager and
reinsurers)

Contributions, as required, to market-facing
presentations

Implementation of risk-management frameworks,
plus the meeting of other expenditure
accountability and reporting arrangements by
governments

s
fayaya

PROGRAM MANAGER OBLIGATIONS

Act as government’s representative in
risk-transfer market engagements.

Represent the participant in market
negotiations with utmost good faith.

Ensure that risk-transfer protection is
effective and continuous.

Source: World Bank staff

Duty of care throughout the programs
(in other words, the types of behaviors
expected), for example:

A duty to disclose information that is material

to a participating entity’s risk profile (for example,
a duty to provide up-to-date and relevant
information about all of the entity’s assets)

A duty to disclose or notify about damage as
soon as reasonably possible

A duty to take reasonable steps to minimize
further damage after a loss event occurs

A duty to exercise reasonable care to protect
against losses before they occur

Compliance with the terms of coverage set out
in insurance policies

An obligation to ensure that staff members are
aware of their responsibilities under relevant
legislation, regulation, and instructions

Establish service-level agreement criteria, key
performance indicators, and a service charter
against which a program manager’s services are
measured. An important aspect is how the program
manager will respond to and manage claims.
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The extent to which such obligations are communicated, understood, and adhered
to by both participants and the program manager will be critical to the program’s
effectiveness. For example, if relevant information about the location, value, and
condition of key assets is not included in an asset register or is withheld from the
program manager, that lack of information will affect the program manager’s
ability to insure that asset, to manage any claim, or to undertake any effective
risk-management strategy in relation to that asset.

Risk Management

Asset protection programs can play an important role in driving fundamental
improvements in risk-management behavior, especially because such programs
often require government entities to implement robust enterprise risk-management
frameworks. Those frameworks include (a) establishing risk-management policies,
(b) undertaking training for all relevant staff members, (c) developing risk registers,
(d) identifying risk owners and the mechanisms for identifying and escalating
emerging risks, and (e) regularly reporting and monitoring risks through appropriate
tools. The processes are aimed at improving the management of government
assets and liabilities through a more consistent, measurable, and maturing
approach to risk management.

Ultimately, improved risk-management practices can contribute to greater resilience
within government agencies. It can also help reduce negative financial impacts
from disasters and support the longer-term financial viability of the program.

Data Sharing

The importance of data to the program cannot be overstated. Data inform every
stage of program design, development, and implementation. It also informs a
whole-of-government risk analysis, thus enabling improved risk profiles as well as
better allocation of resources and mitigation expenditure. The ongoing updating
and reviewing of data are essential to ensuring cost-effective renewal and reduction
of operational risks as a result of potential underinsurance or poorly priced
insurance costs from inaccurate data. Chapters 3 and 4 will explore the role of
data in more detail.

Governance

Strong oversight and governance mechanisms enhance accountability and
responsibility, encourage trust between the program and participants, improve
reporting, and help realize potential program benefits. Key elements of program
oversight can include external parliamentary and governmental scrutiny and
internal program governance, which are discussed in Figure 2.3.
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Figure 2.3.
Potential Governance Mechanisms

Governance of a

Public Assets Financial Protection Program

» Audit Committee » External audits by private » Ministerial oversight —
oversight sector meetings/reports
» Internal review » Periodic independent
review of the program’s
» Stakeholder advisory objectives, roles, functions
committees and performance to test
whether the program
» Consider purpose of remains fit for its purpose.

committee, powers,
meeting frequency,
reporting and resources

required
» Parliamentary scrutiny of program performance
» Annual reports tabled in Parliament
» Regular attendance before Parliamentary committees
» Auditor-General review of financial reports and occasional audits
Regular once every

year 3 -5 years

Source: World Bank staff
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Organizational Set-up

The program design needs to consider how and where the program is set up from
an organizational perspective. Options could include one or all of the following:

Keep the program within an existing government department.

Set up a program manager or unit within an existing department with
limited independence (meaning separate bank accounts and increased
decision-making capacity).

Establish an independent government agency to manage the program.

Each option would again be informed by the policy and program designs and
jurisdictional practices. For example, if there is a strong desire to closely manage
funding flows, keeping the program within government, such as within the finance
department, might be preferred. If agency independence and transparency are
key drivers, an agency independent of government departments may be required.

2.4.

Legitimacy and the Legislative Process

Once participants agree to the key aspects of program design, the next step is to
consider how the program can be activated and given legitimacy under existing
government regulatory and institutional frameworks.

Governments usually operate under frameworks that control how public monies
are appropriated, expended, and accounted for. Those frameworks often include
national constitutions, parliaments and parliamentary committees, independent
auditors-general, administrative tribunals, and courts. The mechanisms and tools
used by the institutions to ensure that the government and its agencies comply with
such frameworks will usually include legislation, regulations, ministerial directions,
rules, and by-laws.

In some cases, basic elements of the program may have already been created
through legislative processes (such as establishing the initial mandate for the
program) before developing an understanding of all relevant policy and program
choices. Once the choices have been determined, consideration then turns to
choosing the right process to fully establish the program.
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If a government expects the program to have a long-term focus, the government
may prefer to establish the program within frameworks requiring that modifications
be done in a transparent manner. For example, if the program is established
through legislation or an act of parliament, then the same legislative process
should be used to ensure transparency when future governments seek to change
key aspects of the program (for example, change the use or allocation of money).
If this approach is adopted, the proponents of such a program needs to consider
what aspects of the program may be affected. These aspects include: the guiding
principles of the program such as the policy design objectives, the major goals

of the fund, the powers of the program manager, and the mechanisms to review
the exercise of programmatic authority and reporting obligations. Amending or
changing such features would fundamentally alter the purpose and intent of the
program. All of the features constitute the bare-bones structure of a program to
which further operational details can be added on separately.

Indeed, operational aspects of the program, which are likely to require regular
change over the short to medium term, should not be included in the primary
legislative process because the relative inflexibility of amending such legislations
can lead to noncontentious program changes being unnecessarily delayed, thus
having a negative impact on the program and its operational needs. For operational
matters, subordinate processes (regulations, ministerial directions, rules, by-laws)
tend to be more appropriate because they can be amended relatively easily but
can still offer both transparency and accountability, particularly when combined with
other governance and reporting mechanisms referred to in section 2.3.

Ultimately however, the approach taken in each jurisdiction will depend on the
regulatory institutions that are in place and on the existing laws, rules, and prac-
tices. Whichever approach is taken, converting choices into a legitimate framework
will always be time-consuming.

Financial Protection for Public Assets



2, POLICY, INSTITUTIONAL AND REGULATORY REQUIREMENTS

2.5.

Budget and Financial Planning

From the point of central government
or the administrating government
agency, key considerations for the
program’s financial parameters
include identifying the individual
contribution levels of risk units or
participating agencies, whether the
program is set up to accumulate
funds, and if so, the accumulation
levels and funding ratios. Those
aspects will collectively determine the
size of the program and its ability to
respond to larger disaster events.

Depending on the structure of the
program, other financial management
issues include deciding whether

fund monies will become ring-fenced
(separated from government
accounts) or will sit within general
government expenditures, as well

as deciding whether or how surplus
funds and deficits will be invested.
Those decisions determine the extent
to which the program is protected
from political and market changes.

All the parameters are interlinked to
some extent, so they must be consid-
ered together. Their interrelationships
are illustrated in Figure 2.4.
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Figure 2.4.

Considerations of Financial Parameters

00§

$ Accumulation

(financial periods)

$ Accumulation

(financial periods)

Source: World Bank staff.

Contribution levels
How much does each
entity have to contribute
in premiums?

Accumulation levels
How are any surpluses in
contributions accumulated
over financial years?

Funding ratios

At what levels should
accumulated funds be capped,
relative to claims and operating
costs?

Ringfencing of funds
Will the funds be formally
separated from government
accounts?

Investment of funds

Will the funds be invested and
if so, what is the investment
strategy?
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Contribution Levels

If the program is to be at least partly funded through premium contributions from
participating entities, the contribution levels need to be based on a number of
transparent, pre-agreed rules and defensible factors. Because most government
agencies are funded from government budget allocations, the contribution levels
will form part of the agency’s overall budget. Consequently, the introduction of
agency contributions or any increases to current agency contribution levels will
have to come from existing agency funding, unless additional government funding
is obtained.

Participating agency contributions are usually determined by one of the following
methods (see also Table 1.1):

Risk-based pricing. Pricing reflects the type of risk a participating agency
introduces to the program (that is, the agency'’s risk profile). Those factors
include the type of assets introduced; the age, quality, and location of those
assets; the claims history; and the organizational risk-management maturity.

Solidarity or unit-based pricing. When one uses this method, a unit of

exposure or operation is identified, and participating agencies pay a flat share
in accordance with the number of units attributed to them. For instance, a unit
of exposure could be a measure of property size (for example, square meter).

Ring-Fencing of Funds

How program funds are held within government is another critical issue. Formally
separating program funds from general government funds (ring-fencing) is a
strong endorsement of the program’s mandate to build national resilience by (a)
limiting the ability of future governments to use program funds for non—program-
related activities, (b) providing public transparency and accountability, and (c)
giving stakeholders confidence that the program will function as intended, thereby
encouraging their ongoing participation and support.

Alternatively, ring-fencing may result in an opportunity cost of not being able

to use program funds for more pressing national priorities. One option that
maintains program transparency while still making program funds available would
be to identify the program risk as a line item in the government’s contingency
reserve fund.
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Accumulation Levels

If the program is constructed in a way where annual contributions are made
to a fund, decisions will need to be made as to whether contributions will be
accumulated and, if so, the rates at this fund will accumulate over time.

Key considerations attached to accumulation decisions include these:

The trade-off between building an accumulated financial resilience within the
program versus the opportunity cost associated with funds that are not being
used for other government priorities

The amount of risk to be transferred to insurers and reinsurers, a high level of
which will reduce first the retained risk exposure and therefore influence the
actual or perceived requirement to accumulate funds over time

Broader legislative settings that may prevent or limit the accumulation of public
monies over multiple financial years

The level of confidence in asset data-and-loss modeling integrity, which would
allow governments to better target the amount of funds required to manage
foreseeable events versus an open-ended accumulation approach

If a form of funds accumulation is permitted, it is important that the legislation or
regulation supporting the program clearly and concisely defines (a) the purpose of
the fund, (b) the fact that it is reserved for a specific reason, and (c) the exceptional
circumstances under which the fund can be tapped for any other reason. This
definition is important because it supports sustainability of the fund through
changing administrations and government priorities.

Funding Ratios

The funding ratio of a program is the ratio of revenue (participating entity or
central government contributions, plus reinsurance claims payments) to expenses
(retained claims and operating costs). A 100 percent funding ratio means that the
fund is breaking even and that the incoming revenue equals the outgoing
expenditures and claims.

A reasonable approach will be to determine an acceptable range for the funding
ratios, known as the target operating range. The program manager will need to
take specific actions as agreed within the program’s policies and approved by the
governance mechanisms, which could include either injecting additional capital
when financial resources fall below the range or reducing contribution levels when
they go above.
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Investment of Funds

If program funds are ring-fenced, a further consideration is how program funds are
managed before being spent under the program. This approach is likely to depend
on the prevailing government policies for managing government income, which
dictates whether and where money can be invested, for how long, what the level of
liquidity is, and what the expected rates of return are.
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Worksheet for Chapter 2

Test your understanding of the chapter, and record your insights through this worksheet!

Activity 1.

A successful program
of public assets
financial protection
depends on clearly set
out obligations and
duties of the different
stakeholders or team
members. Use (¥)) to
identify the obligations
of participants and
program managers.

Action Program

Program

Participants = Manager

Represent the participant in market
negotiations with utmost good faith.

Ensure that risk-transfer protection is
effective and continuous.

Establish service-level agreement criteria.

Accept as a duty to exercise reasonable care
to protect against losses before they occur.

Report or notify damage as soon as it is
reasonably possible.

Maintain compliance with the terms of
coverage set out in insurance policies.

Be a government representative in risk-
transfer market engagement.

Contributions (as required) to market-facing
presentations.

Activity 2.

Strong governance
mechanisms help the
intended beneficiaries
of the program realize
the potential program
benefits. Select the
ideal frequency of
governance review
that needs to be
conducted by different
governance bodies.

Financial Protection for Public Assets

Governance Ongoing Annual
Body (specify (specify
frequency below)  details below)

Internal
Governance

Once every
3-5 years
(add notes below)

External
Governance

Government
Review

Parliamentary
Scrutiny
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Activity 3.

Public asset protection
programs are a means
to meet a number

of policy objectives.
List three core and
three complementary
objectives for your
program of public asset
protection.

# Core Policy Complementary List the Next
Objectives Obijectives Step(s)

Objective 1

Objective 2

Objective 3

Activity 4.
Reflections

[a] My top three takeaways from this chapter are these:

[b] Three concepts or ideas | would like more information about are these:
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CASE STUDY

Australia’s Experience

Background

This Australian case study will consider one national
self-managed insurance fund and three subnational
(state and territory) funds in Australia. A managed fund
is a form of self-insurance that operates by collecting
premiums from participating fund members, by
accumulating reserves, and by meeting future losses
from those reserves.

Comcover is the Australian government’s self-
managed insurance fund that was established in
1998.4 The three subnational state and territory funds
considered are in the jurisdictions of the Australian
Capital Territory, New South Wales, and Victoria.

4 Source: “About Comcover,” https://www.finance.gov.au/government/comcover/about-comcover.
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Strategic Alignment

© How will the program align with the
government’s overall risk-management
strategies and objectives?

Comcover was established following a 1997 indepen-
dent review, which recommended that the Australian
government needed to consolidate the management
and insurance of its assets. Comcover came into
being on July 1, 1998, and replaced the policy of
noninsurance that had existed since the early 1900s.
That establishment left each agency to manage its
own risks independently, which did not aggregate risks
or liabilities in a transparent way and which did not
incentivize agencies to manage their risks effectively.
Liabilities were simply managed on an ad hoc basis
through increased budget allocations.

The key business objectives of Comcover are to
promote best-practice risk management for its 170
government-fund members, which will enable them

to improve policy formulation and service delivery.

It also provides a comprehensive insurance fund to
protect against negative impacts of insurable losses.
Those objectives were reaffirmed by the Australian
government in 2007, 2011, and 2014. Comcover initially
obtained reinsurance from the private market between
1998 and 2002. However, since then, it has preferred
to entirely self-insure because of its ready access to
funds, its ability to increase funds through taxes, and
its wish is to avoid private-sector insurance costs.

Comcover’s mandate extends only to Australian
government assets and does not include state and
territory assets, because those assets are owned

and managed by each state and territory, primarily
through their own self-insurance fund. The Australian
government’s expenditure on natural hazards (primarily
floods and bushfires) is not managed by Comcover but
through separate Australian government arrangements
with the states and territories—primarily through the
National Relief and Recovery Arrangements.

The state- and territory-managed funds were

created for reasons similar to the reasons for
creating Comcover, which are (a) to undertake a
whole-of-jurisdiction approach to risk assessment
and management and (b) to improve their overall
risk-management and risk profile to obtain better
terms and conditions from the private market. The
state and territory funds all reinsure their risks to
some extent as a result of their increased asset base
(schools, hospitals, roads, energy infrastructure,
etc., that are almost entirely owned by the states and
territories), and because of their more limited ability to
raise taxes to meet expenditure shortfalls.

© What does the program cover?
What are the priorities?

The Australian funds (including Comcover) generally
follow the classes of insurance cover offered by the
market, which consist of liability, including general
liability; professional indemnity and directors’ and
officers’ liability; property, including property-in-transit,
fraud, and business interruption; motor vehicle; and
personal accident and travel, including personal
effects and medical emergencies.

Legitimacy
© To whom does it apply?

Comcover mandates fund participation for all
government agencies that are budget-funded within
the government sector (departments of state and
noncorporate entities) but not within government
corporate entities or government businesses. ACTIA,
icare, and VMIA generally follow this approach, with
some local variations. VMIA has the broadest remit
of Australian jurisdictions (4,600 entities) covering
all state government agencies with $AUD200 billion
of state assets including the road and rail systems,
hospitals, schools, cultural institutions (art galleries
and museums), cemeteries, and national parks.
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© What are the obligations on program
participants and the program manager?

The Comcover Statement of Cover (SoC) sets out the
obligations of Comcover and entity fund members.
The SoC is a policy statement that is “insurance-like”
and that requires fund members to comply with
insurance-like obligations of full disclosure. It provides
up-to-date information regarding asset registers,
claims, major changes in risk profile, and so forth.
Comcover in return has a range of service obligations
to fund members relating to information management,
confidentiality, handling of claims, timeliness, and
provision of a range of risk-management services.

ACTIA, icare, and VMIA have a similar arrangement
with their fund members, both through their own
versions of an SoC, which springs from the
requirements of their reinsurers.

Since 2014, Comcover fund members have been
required by the Australian government to comply with
the government’s risk management policy, which
requires fund members to implement a range of
enterprise risk-management practices.

As part of its services, Comcover annually undertakes
a benchmarking survey of fund members to assess
their overall risk maturity. Since 2014, the survey

has assessed maturity against the nine elements

of the Australian government’s risk management
policy. Survey questions relate to the content of an
organization’s risk-management framework and policy,
extent and use of risk appetite, types of information
gathered and how it is assessed, risk accountabilities
and responsibilities, risk culture, and ongoing system
review. Although survey results are provided only

to Comcover members and are not made public, an
annual government publication® provided an overview
of the 2017—2018 Comcover survey. The overview
noted “a consistent increase in risk-management
maturity in the four years since the Risk Policy was
introduced. Data from 2018 found modest improve-
ments against all of the policy’s nine measures.
Entities scored best in establishing risk management
policies, embedding systematic risk management, and
defining responsibilities for managing risk.”

Similar risk-management obligations on
government fund participants also apply in the ACT,
NSW, and Victoria.

Q@ Wwhat governance and regulatory
mechanisms were put in place?

Comcover regularly reports to the finance minister
and reports twice a year to parliament on its financial
performance, but Comcover does not publish a
separate annual report. Comcover is subject to audits
by the auditor-general. The Australian government
commissioned independent reviews of Comcover

in 2007, 2011, and 2014, all of which supported
continuing the Comcover fund in its present form.
ACTIA reports to the ACT treasurer, icare to the NSW
finance minister, and VMIA to the Victorian minister
for finance. The three all publish annual reports.

© Where is the program located?

Comcover is located within the Australian
government’s Department of Finance and uses a
dedicated government account to manage its financial
transactions. ACTIA, icare, and VMIA have all existed
as separate agencies independent of the finance and
treasury departments. Moreover, all have separate
financial accounts, but all have close reporting links to
those departments.

© What institutional frameworks and tools are
available to enhance any initial government
mandate and to establish and support the
program?

Comcover’s framework is a combination of a
government’s decision to establish the fund, which is
a ministerial determination from the finance minister
to set up a special account that administratively
manages Comcover funds, plus administrative
arrangements within the Department of Finance to
manage the fund.

ACTIA was established as an independent statutory
agency under the ACT Insurance Authority Act 2005.
In 1989, icare was established by legislation and
was substantially amended in 2015 both by acts

5 Australian Public Service Commission, “State of the Service Report, 2017—-18,” https://www.apsc.gov.au/state-service-report-2017-18.
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of the NSW parliament and ministerial regulations. In
2012, the NSW Treasury issued a circular requiring all
agencies other than electricity generators and suppliers
to use icare for all their insurance requirements and

to comply with icare’s insurance requirements. VMIA
was established by the Victorian Managed Insurance
Authority Act 1996. The Victorian minister for finance has
also issued risk-management and insurance standing
directions under the Financial Management Act of 1994,
which requires Victorian agencies to comply with VMIA
insurance requirements.

Budget and Financial Planning

© What is the appropriate financial structure of
the program?

Comcover’s current policy is that it should be fully
self-funded (that is, no external risk transfer) with budget
funding to be sought if assets fall below zero and with
funds returned to the budget when assets exceed
$AUD150 million. ACTIA has a target funding ratio of
100 percent and manages its capital position between
100 percent and 120 percent. icare maintains net assets
between 105 percent and 115 percent of liabilities.
VMIA prefers a funding range of 82.5-117.5 percent.

The Comcover fund has a special account to
administratively manage Comcover funds and
expenditure. The account funds, while administratively
separate, sit within the government’s overall
consolidated revenue fund and are subject to the
Australian treasury’s overall investment strategy. Other
Australian states and territories largely follow this
approach as governed by their specific legislative and
regulatory mandates.

Lessons Learnt

The overall structure and design of the program
reflects Australia’s administrative structure with
differentiated responsibilities at the federal and state
level. This leads to nuanced differences between
states in how public assets are managed and
financially protected, which can lead to potential
inconsistencies across states and between state and
government. However, the flexibility also allows each
state to tailor their solution to their local context and
the different natural hazard risks that they face. This
approach could be relevant to countries with very
different subnational government structures, or where
risks are substantially differentiated across regions.

The national program Comcover has evolved its
support to members and its financial structure over
time, catering to the members’ needs and its own
financial status. At the time of writing, Comcover

is a fully self-funded scheme, without utilizing any
reinsurance cover. This highlights the importance to
continually review and adjust the program’s mandates
and financial protection strategy.

Financial Protection for Public Assets
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3. INFORMATION REQUIREMENTS FOR PUBLIC ASSET DISASTER RISK FINANCING AND INSURANCE

3.1.
Introduction

Every stage of the disaster risk-financing process
requires data, information and analysis. Those data
and analyses provide the evidence base needed

to support decision-making throughout the design,
development, implementation, and renewal stages of a
process of public assets risk financing.

The regular updating and review of data are essential
to reduce the risk of underinsurance, to ensure cost-
effective renewal of annual insurance, to inform claims
management, and to support broader asset- and
risk-management processes. Procedures are required
to capture data needed for insurance transactions,
including collecting data at the asset-owning levels,

as well as having centralized data management and
validation.

Obtaining and using the right data and information for
a risk-financing program are often challenging and
costly. Data capture frequently requires sophisticated
analytical platforms, and information can sometimes
be hard to gather in a consistent and effective way to
meet insurer needs. There may also be subtle
differences in the data requirements from insurers
between indemnity and parametric insurance
solutions. Parametric solutions place emphasis on
measuring the likelihood and scale of well-defined
disaster scenarios, while indemnity insurance places
focus on the assets exposed to risk and to the assets
values. Both, however, will require robust analysis of
the entire pathway of impacts of disaster scenarios
upon assets and the economy.

This chapter is
structured as follows:

The use of data and
information throughout the
four stages of public asset
risk-financing programs.
This section identifies what
data are required and why,

as well as how they can be
used across the four stages
introduced in previous
chapters: design, development,
implementation, and renewal.
This section gives an overview
of how risk modelers and
underwriters use the data
provided.

Types of public assets data
required. This section focuses
on the types of data that
government officials will need
to collate, especially exposure
and claims data.

Fitness for the purpose of
collecting data. This section
discusses how to prioritize
data collection efforts in

an environment of limited
resources and data gaps.

Financial Protection for Public Assets
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Data are also helpful when choosing to retain some risk. In the same way that
good data support insurer confidence, they also support well-informed decisions
about how much risk to retain and how to accurately fund any retained losses.

The decisions about program design can be further improved by accounting for
broader information sources, such as public expenditure reviews and other records
providing valuable historical context and lessons learned.

This approach means that it is difficult to create a single definition of data quality
because the definition will change with relevance to risk, as well as with how critical
the quality is to decision-making. Thus, adequacy and relevance, rather than
quality, are better measures for data.

How Data and Infor