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Price Waterhouse Coopers Pvt. Ltd (PwC)

A. Our Purpose: At PwC, our purpose is to build trust in society and solve important problems.

B. About PwC: We're a network of firms in 158 countries with over 250,000 people who are
committed to delivering quality in assurance, advisory and tax services. In India, PwC has
offices in Ahmedabad, Bengaluru, Bhopal, Chennai, Dehradun, Delhi NCR, Hyderabad, Kolkata,
Mumbai, Pune, Raipur and Shimla. Find out more at www.pwc.com

About the team: Financial Risk & Regulations - We are a team that includes subject matter
experts with deep industry experience and from varied backgrounds including banking,
insurance, risk management, treasury, rating analyst, information technology and consulting.
This enables us to address a variety of client issues.

The team's skill sets and competencies span multiple fields that demand an in-depth
knowledge of quantitative methods across risk analytics, predictive and decision modelling,
advanced analytics like ML/Al, actuary, capital estimations, pricing of financial instruments
including derivatives and regulatory remediation

Job Title: Consultant / 5r. Consultant - Risk & Regulatory Consulting
Function: Financial Risk & Regulations

Location: Mumbai

Requiremnts

I. Qualifications & Experience
1. Student actuary professionals in Life/ Non-Life areas- with minimum two to five years
of relevant experience with Insurance Companies, Consulting Firms, Analytical Firms
2. Modelling experience in “Prophet” or in similar tools

Il. Expertise
1. New accounting/ regulatory norms like - IFRS 17 / Solvency Il (RBC)
2. Economic capital modelling and provisioning requirements
3. Integrated approach to Enterprise Risk Management (ERM)

lll. Individual Attributes
1. Strong communication skills
2. Ability to be part of a analytics driven, multi-cultural team
3. Strong ability to map client regulatory and actuary requirements and convert the same
to a viable business proposition
4. Ability to interact and make presentations to internal and external parties
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PRESIDENT’S WRITEUP

It's my pleasure to connect
with you post 20 Global
Conference of Actuaries, By
the time wyou read this
message all actuaries would
have already completed the
year end closing work for
the respective Board
meetings.

Well, 20" GCA event lived to
its theme of “Expanding
the horizon, strengthening
the core”. There were
many topics covered from
the world of wider areas where actuaries are adding value and
serving the cause of public interest. We had delegates
attending the conference from all across the world.

| must take this opportunity to thank Dr. Khuntia, Chairman
IRDA] who inaugurated the conference and gave his key note
address. Further, | would like to convey my sincere thanks to
Mr. R K 5Secod, Executive Director, LIC of India, Mr. Masaaki
Yoshiruma, Immediate Past President, I1AA, Ms. Marjorie
Ngwenya, Immediate Past President, IFoA, UK, and Mr. Dave
Sandberg, Member, Board of Directors, 50A.

I would like to formally thank Mr. Sanjeev Pujari, Chairman
GCADG and entire GCAQOG team members for meticulous
planning and execution of the event. Further, | would like to
thank Mr. Livaquat Khan, Chairman P3G and other team
members of PSG for all their hard work that they put in
selection of the papers and speakers and truly making the
event live to its theme., Al staff has been top of all aspects of
event management and have left no flaws in executing the
decisions and ensured a successful 20" GCAevent.

The event would not have been successful without the
support of 34 partners this year from different industries like
insurers, reinsurers, KPOs, consultants, brokers and Fintech
cos. | would like to sincerely convey my thanks to all of them
and look forward to their continued support for this mega
event of IAl,

The AGFA, for the first time has been enjoyed with different
energy levels and enthusiasm, thanks for the decision taken
by GCAOQG to separate the event from days of serious
discussions. The idea of awarding the volunteers was greatly
appreciated by all members of the profession.

Out of 12 plenary sessions, emerging topics like Actuaries in
Banking, Actuarial Science in Banking, Data Science &
Analytics and IFRS 17 were prominently placed and widely
accepted by the audience. Other topics in plenary sessions
have shown diversity and renewed roles of an actuary in
serving the public interest which include health, climate and
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From the Desk of President
Mr. Sunil Sharma

old age. The AGFA conducted in the evening of 4" March have
turned as an event of pre-GCA cheers and celebration. This
change of model of conducting AGFA on the previous day have
proved to be very useful and effective.

One of the biggest turming point on the cccasion of GCA s the
participation of senior members from Actuarial Society of
South Africa (ASS4) and also from International Actuarial
Association (lAA) which has brought in many opportunities to
the Indian Actuarial profession in terms of Banking as a
practice area for members. A letter of intent from ASSA
broadly covering syllabus, strategic alliance and timelines
have been considered by 1Al by letter and spirit and have
taken immediate steps to take it forward. The President and
the Executive Director of |Al have travelled to Cape Town for
further discussions with Authorities of A554 and have signed
the letter of intent. Formal agreements for implementation
of the program to be signed in next couple of months.

The visit to South Africa extended opportunity to meet
President, A4 and President, AS5A and discussions on working
in collaboration with SOA and ASSA in the area of Banking,
Data Science and Analytics were also explored, The strategic
maovement in the direction of non-traditional areas will lead
actuarial professionals penetrating into new and emerging
areas of the job market in the days to come.

Different from the past, the 6" Capacity building on
Retirement Benefits successfully held on 14" March at
Gurugram within few days of the 20" GCA, Seminars for the
year 2019-20 have already been finalised for all Advisory
Groups and lined up, starting from the month of May, few of
which are published under the “Upcoming Seminars within
India" menu of IAl website. Registrations open for 3"
Capacity Building seminar on IFRS 17, 87 Young Actuaries
Connect, 2 Seminar on Banking, Finance and Investment
and 31" India Fellowship seminar which are scheduled on 10"
May, 17" May, 22™ May and 47- 5" July respectively. Please
hurry up for your seats.

The online registration for June 2019 examination already
open on 3” April, 2019 and last date of application is 9" May.
The Institute is doing everything possible in order to guide
and support their students at a time of transition of
examination curriculum. The online coaching program for
new subjects have been announced in the month of March
itself, which always been widely appreciated and found to be
very useful. The R-training, which is critical for many
students appearing for C51 and €52 is conducted during 237 -
27" April. A 3 day excel training for CM1 and CM2 has also
been scheduled on 23" -25" May 2019. Students may make
use of these training programs to ensure success in the
coming examination. Any transition is easier if you believe in
yourself and your talent. This is the need of the hour and let's
all do that, With this | would like to sign off for now and will
connect with you again next month.
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EDITORIAL WRITEUP

Welcome to the post GCA issue of the Actuary India
magazine!

For actuaries and students working on the valuation side,
year-end closure is the busiest and most interesting time
of the year. For everyone, this is the also the perfect
time to plan for activities around new implementations,
product developments, process improvements and
innovations and examinations. The Institute has been
announcing additional guidance and relevant trainings
for examinations under the new curriculum which should
be made good use of by actuarial students in the run up to
the 2019 examination diets.

For those of you who missed attending the 20™ Global
Conference of Actuaries or certain sessions, this issue
includes comprehensive reportage of the various sessions
and events. The event also received extensive media
caverage some of which is included in the magazine.

Even though the insurance industry in India is now
entering the 20s, some of the fundamental concerns such
as low insurance penetration in the economy, cost
management and distributor efficiency remain to be fully
addressed, Alongside, customer needs and preferences
are steadily evolving towards the digital medium and
expectations of the highest quality service standards.
This possibly brings about a need for actuaries to play a
larger role in product innovation and the entire product
cycle to provide optimal 'solutions’ with minimal risk.
Another big area of opportunity is the retirement
segment; pension penetration in India is estimated to be
very low at under 30% of the population above retirement
age, compared to over 70% for other Asian peers like
Japan, China and Republic of Korea. Designing
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From the Desk of Chief Editor

Ms. Bhavna Verma

appropriate products and encouraging early adoption of
pension products has gained urgency in view of the rising
proportion of the elderly in India's population.

The ongoing events in the economy such as the IL&FS
default pose some critical questions to actuaries to
reloock at the adeguacy of risk allowances and
provisioning. A key question to address then is whether
actuaries have a larger role to play in all financial
institutions to ensure sound formulation as well as
implementation of Enterprise Risk Management?

As | write this on the day of General Elections in Mumbai,
| look forward to a time when actuaries play an active
role in public policy and governance, in addition to
casting our votes of course like all good citizens!

With this message, I'd like tosign off.
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EVENT REPORT

20" GCA Actuarial
Gala Function and Awards

Organised by: 20" GCA Organizing Commitree, |Al

Venue: Renaissance Mumbai Convention Centre Hotel. Powai, Mumbai  Date: 4" March, 2019

This year's GCAis was quite different from earlier GCAs, as
this time GCA was organised for two half day, where
Actuarial Gala Function and Awards night was enjoyed on
opening day on 4" March, 2019. Event was organized
successfully by 1Al in sponsorship of M/s K. A. Pandit and
ICIC] Lombard General Insurance Company Limited. This
night was special as compare to earlier years as this year
GCA organisation committee have tried to taste earlier
tradition to have our own Dance groups of Actuarial
Students and 1Al staff rather than professicnal dance teams
to give them chance to show case their talent and enjoy
their passion.

Emcee for the evening Was RJ Rani and the program started
with lightening of lamp by [Al President Mr. Sunil Sharma, Mr.
Hemant Bhargava, Chairmen LIC of India and other
dignitaries.

Mr. Livaguat Khan, Chairperson, Paper Selection Group &
Program Advisory Group addressed the gathering and
refreshed memaories of his early years, when how 1Al use to
make videos of family and friends of immediate passing fellow
members. Mow we are happy to have more members qualifying
every year so it may not be practically possible to create those
videos.

This was followed by welcoming address from Mr.  Sunil
Sharma, who spoke about increasing number of Fellow
members, various opportunities for actuaries in wider areas
and how India will become global hub for IFRS 17 consultancy.
He also announced that, this year there is a special category of
awards to recognise contribution of volunteers for their
immense service to profession.

Post the welcome address Mr. D. K. Pandit, Partner M/s K. A.
Pandit, AGFA 2019 Partner Thanked the responsible President
t Team for remarkable work for institute. He also
remembered that last year we all celebrated our 1st Actuaries
day (on 21" August) & 75" Annual day of M/s. K. A. Pandit {on 17
February). He introduced his granddaughter in law Ms. Jinal
Pandit who is a fellow member of 1Al and IFOA and represents
4" generation of K A Pandit. Ms. Jinal Pandit than explained
How this theme transform journey of KAP & integrity is
important for sustainable growth. Mr. Pandit ended the note
with Sanskrit Shloka of Mahamrityunjay.

Mr. Sanjay Datta, Chief (Underwriting, Reinsurance & Claims),
ICICI Lombard General Insurance Company Limited, AGFA2019
Partner Explained nil deep concept of motor insurance and
recalled instrumental role played at that time by Mr. Livaguat
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Khan. He also spoke on war risk, cyber risk & data risk and how
important these are in today's world of insurance.

Mow the time came for 1* grand dance performance and this
was performed by none other than our dear lAl staff group’,
who continuously engaged in all activities of IAl. Team Lead
Mr. Dinesh Khansili introduced there Bollywood Tadka group
‘Dancing Divas' which includes various songs and journey of
super star Deepika Padukone. Dance was performed by Gauri
Kothari, Reena Bhalerao, Milan Ghosalkar, Balaswathi
Chaganti, Jyoti Dubey from lAl team.

It was time to announce award for 207 GCA Theme Contest,

and award goes to

# Mr. MNikhil Kamdar entry titled
Core....Look Beyond™

# Mr. Prasham Rambhia entry titled "Broadening Horizons,
Deepening Expertise”

Mr. Sanjeev Pujari, Chairperson GCA Organising Group

presented the award to both awardees.

“strengthen the

This was followed by Best Article award which was presented

by Mr. K Subrahmanyam, Council Member

= 17 Prize goes to Ms. Joanne Buckle and Ms. Neha Taneja
for article titled “Genetic disorders can no longer be
excluded. What does that mean for insurers?”

a 1" Prize goes to Mr. Ajay Gupta , Mr. Nirav Mehta & Ms.
Vinayeta Gaba for his article titled “Living Better (Jax),
Living Longer (tex)"

In Best reportage category,

s 1 Prize goes to Mr. Abhishek Chadha & Mr. Ashik
Salecha for reportage on “1" Capacity building seminar
on IFRS17"

a 2" Prize goes to Ms. Jasika Singh for reportage titled
“19" GCA Concurrent Sessions on Data -driven decision
frontiers”

During the year, |Al had come up with Essay competition on
the accasion of 1" Actuaries day to commemorate birth
anniversary of Late Shri L 5§ Vaidyanathan, the first Actuary
of India. In this completion out of 31 entries following
members won the prizes:

a 17 Prize - Mr. Pawan Kumar

w27 Prize - Mr. Ritesh Jain

&= 3" Prize - Mr. Somroop Mukherjee

This was followed by Awards for GCA theme contest, Best
article and best reportage awards, Essay competition
award for Actuaries day, ACET exam best performance by
scoring highest marks.
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Best Article and Best Reportage awards is being awarded during 20" GCA
at the hands of Mr. K. Subrahmanyam, Ex editor of the Actuary India

Associateship is being awarded during 20" GCA at the hands of
Mr. Subhendu Bal, Honorary Secretary of 1Al
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Fellowship is being awarded during 20" GCA at the hands of
Mr. Sunil Sharma, President of 1Al
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From Math Star group Ms. Ruchira Pingulkar spoke about her
journey of school, college and how 5alam Balak trust had
helped her to throughout her journey. Math star group played a
stage drama to Display insurance office working and claim
settlement process. They displayed there Fraud prevention
measure system with live example, how technology and
fitness/ smart bands can be used to detect fraud claim, this
was well appreciated by all Actuaries as this one latest
technology which can be helpful in pricing as well as fraud
detection.

Mr. Sunil Sharma presented awards to 70 plus Volunteers of
Al who are representing LAl by various committees, council
members and advisory groups. Mr. K Subrahmanyam also
presented volunteer award to Mr. Sunil Sharma.

MNow time come for one more energetic Dance performance
from "Actuaries Bangalore group’ named "Actuary Being Can
Dance (ABCD)' group leader Dr. K Sriram introduced team
members Mahidhara Davangere ¥, MNaina Gupta, Aarushi
Chandna, Anuja Agarwal, Chintan Deokule. He explained how
well their team have prepared for this performance of
Bollywood & hip hop fusion dance. Their lead dancer Mr.
Mahidhara Davangere also played Signature Step of Michael
Jackson.

Dance performance was followed by Academic Excellence
Award to 30 plus Actuarial star performers for their
outstanding performance during the year in respective
subjects by scoring highest marks,

Here come one more dance performance from “Actuaries Delhi
HCR group’ on Bollywood music. Their team leader Mr. Asif
Khan introduced their team members Trishala Malik, Devika
Sharma, Chhavi Kumar, Rajat, Kriti Gupta, Ankur Jain. This
was a group of independent and identical random variables,
distributed abnormally throughout Delhi MCR who have
integrated to give you a glimpse of the life of aspiring
Actuaries. At the end concluded their dance by showing To be F
TAl.

Mr. Subhendu Bal, Honorary Secretary of Al represented
Certificates to 20 plus Associates who were admitted during
the year.

If we are having a program in Mumbai and till the time Mumbai
team doesn't come for dance, program is incomplete, with this
here we go. ‘Mumbai Actuaries Group' named ‘Mumbai
Avenger' had a grand entry at stage. Their team leader Ms.
Peuli Das introduced their team members Kartikey Kandoi,
Tanvi Kini, Mittal Modi, Nupur Rathi, Veeru Agrawal, Chintan
Shah, Anmal Singh, Pashmina, Manali. She explained about
the Theme of group which is "Save the Girl Child'. It was
concluded with the message that power of Goddess Durga lies
in every woman and she deserves the utmost respect.

Math stars were felicitated by Ms. Marjorie Newenya,
immediate Past President of IFOA,

After a long wait results of dance performances were out and

here we go, though all performances were great but award

goes as follows:

#= Consolation Prize - 1Al staff group, awarded by Ms. Sriram

& 3" Prize - Delhi Actuaries group, awarded by Ms. Sangita
Bal
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& 1™ Prize - Bangalore Actuaries group, awarded by Ms.
Poonam Sharma

a 1" Prize - Mumbai Actuaries group, awarded by Mr. Dave
Sandberg

Here we come to the most awaited stage of the event for
felicitation of Fellow Actuaries who were admitted during 28"
February 2018 to 1" March 2019, by Mr. Sunil Sharma, President
Al This year was more special as 1Al introduced concept of
using Academic Regalia while getting fellowship degree.
During the said period 65 members qualified as fellow which
is a remarkable number in the history of Institute of Actuaries
of India.

Meena Sidhwani Award was presented by Mr. Sunil Sharma,
President 1Al to Ms. G V S Nigamma, reportedly she was the
first one to receive such award from Al in last more than 5-6
years history,

R J Rani thanked all participants and floor is open for
Beverages & Dinner.

Welcome Reception, 5" March 2019

This year GCA is conducted in new style where we
celebrated AGFA as pre GCA day on 4" March, On 17 Day of
GCA, 5" March 2019 we held welcome reception where
group of sound studio were called for giving track and DJ to
live music by our members. Music performance of 1Al is
incomplete if we don't have Ms. Peuli Das, so anchor Ms,
Bhavna Verma called upon Ms. Peuli Das for opening up
night with her melodic voice. This was followed by Music
performance by our loved president, Mr. Sunil Sharma who
have a passion of singing.

During the reception night we had so many solo and duet
songs from our star members Ms. Peuli Das, Mr. Balakrishna
lyer, Mr. Sunil Sharma, Ms. Jinsha Manu, Mr. Dinesh Pant,
Mr. Sanket Kawatkar,

We can say this was a hidden treasure of our institute and
this was the place where they got chance to show case
there talent by way of dancing in AGFA night and by way of
lovely singing in Welcome reception dinner.

Singing is incomplete with dancing when we have so nice DJ
sound, so all actuaries gathered for group dance, it all
started with Mr. Mayur Ankolekar and Mr. Kartikey Kandoi
calling all for dance and soon many of our members joined
the dance floor with no age bar as we can see our senior
veteran actuaries to also enjoy the night.

Ms. Bhavna Verma thanked all rock stars and floor is open
for Beverages & Dinner.

Mbr. Kartikey Kandoi
& Kartikey@ka-pandit.com
‘Tr &k Wi Kartikey Kandai is Tellow member of TAL 17
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20" GCA Inaugural and
Opening Ceremony

Organised by: 20" GCA Organizing Committee, IAl
Venue: Renaissance Mumbai Convention Cenire Hotel. Powai, Mumbai  Date: 5" March, 2019

Chairperson : Dr. Subhash Chandra Khuntia

Speakers : Mr. S5unil Sharma, Mr. R.K. 5So0d,
Mr. Masaaki Yoshimura, Ms. Marjorie Ngwenya,
Mr. Dave Sandberg, Mr. Sanjeev Pujari

Session Highlights

The inaugural session of the 20" Global Conference of
Actuaries (GCA) was hosted by Ms. Shobhna Sharma.

The President welcomed the delegates from the
profession and highlighted that the flagship event of 1Al
is being attended by 750 delegates spanning across 15
countries.
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Mr. Sunil Sharma, after the warm welcome, launched
the short movie that showcased the growth story of the
Indian economy, emphasized on the roles of actuaries
and took the audience down the memory lane giving
them a glimpse of the history of GCA. In his opening
address, Sunil established how well-placed India is to
be a Centre of Excellence (CoE) for actuarial services
across the globe. At the same time, he encouraged the
members of the profession to foray in wider areas. The
President then invited the esteemed speakers to light
the lamp and formally open the 20" GCA.

J1
| N

Mr. R. K. Sood, acknowledged the role of actuaries in
shaping up the largest life insurance company of the
country. He also added that in past actuaries have also
donned the role of Chairman at LIC and thanked the
members of the profession for the immense
contribution in building the organization.
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Mr. Masaaki Yoshimura, congratulated the organizing
committee of GCA. He talked about the theme of the
conference, “Expanding the horizon, strengthening
the core” and related it to Enterprise Risk Management,
In an interesting revelation he mentioned that while this
is his first experience of GCA, he has been following the
progress of the conference since 2004 when 6" GCA was
conducted. He also appreciated the foresight of the
Indian actuarial profession to aim for global presence
since the very early days.

Ms. Marjorie Ngwenya and Mr. Dave Sandberg
congratulated the Institute of Actuaries (lAl) for the
event and expressed their willingness to further increase

the engagement with their Indian counterpart. The latter beautifully summarized the role of actuaries and opined that
actuaries are paid for providing answers but they add value by asking the right set of questions!

The audience welcomed the Chief Guest of the session Dr.

Shbhash Chandra Khuntia, for his keynote address. Dr.

Khuntia emphasized that the role of Appointed Actuaries is crucial and acknowledged the key roles actuaries are

playing in the insurance industry and other financial sectors.

The IRDAI Chairman propounded that the industry needs
more qualified actuaries especially in a country as big as
ours and in an industry, which has seen double-digit
growth in insurance premiums for several years. He also
emphasized that the role of actuaries would evolve and
increase with the technology revolution and regulatory
changes like Risk-Based Capital and Risk-Based
Supervision Framework. He also highlighted the role of
actuaries for implementation of IFRS17. Dr. Khuntia
concluded his address by expressing his intent to work
along with IAl to develop CoEs offering courses on
actuarial science and data analytics.

The session was culminated by a vote of thanks by Mr. Sanjeev Pujari. He thanked the eminent speakers for support
and best wishes, He also expressed his gratitude towards the sponsors, the 1Al staff for their planning and hard work

and the delegates for turning up in large numbers.

Summary of Session

The speakers together emphasized the importance of the
actuarial profession and shared their vision on the
evolution of roles of actuaries in the current environment
of technology revolution, innovations and regulatory
changes. The inaugural session set the tone for 20" GCA
and motivated delegates to learn most from the
collective knowledge of speakers.
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- Mpr. Sumit Ramani
Q sUmit@actuaria.in

1] Mr, Sumit Ramani is fellow member of TAL Y
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20" GCA Plenary Sessions

ﬂrqanised hl:.-‘_' 20" GCA ﬂrqﬂnizinq Committee, [Al

Venue: Renaissance Mumbai Convention Centre Hotel, Powai, Mumbai

Date: 5" March, 2019

Session 1 : Unlocking Asia’s Insurance Potential for
Financing a Sustainable Future

Chairperson : Mr. Masaki Yoshimura
Speaker : Mr. Arup Chatterjee

The Chairperson Mr, Masaaki Yoshimura introduced the
topic and the speaker.

Session Highlights

Mr. Chatterjee highlighted the reason for choosing this
topic and using ‘Financing’ instead of 'protection’ was
mainly due to his view that insurance is not the salution'
but only a part of the solution for risk management. The
key messages of this session were

* Rolesof insurance
=  Protection - which is the traditional role
= Accessing finance - as a mechanism of sovereign
risk transfer to create fiscal space
= Long term investment to develop infrastructure
being used as a de-risking instrument
* Economists looking for alternative sources of capital
are now looking to insurance as infrastructure
investment, especially at how
=  wages are expected to increase and consequently
wage gaps decrease
= investment opportunities increase
protection gap could be closed
Insurance could become more relevant to the ‘real’
sector
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»  Actuaries are well placed to develop sustainable
financial solutions.

Change Unknowns to Knowns for better Risk

management

Mr. Chatterjee stressed the importance of stable
relationships between human activity and the natural
world and in this context guoted American
environmentalist Lester Brown who said “We do not
inherit the earth from our ancestors, we borrow it from
our children”. We need to achieve a Pareto optimal
solution to ensure that we let the future generation
enjoy a similar lifestyle as us. Quoting the former US
Secretary of State Donald Rumsfeld from his famous
2002 statement There are known knowns. There are
things we know that we know. There are known
unknowns. That is to say, there are things that we now
know we don't know. But there are also unknown
unknowns. There are things we do not know we don't
know.' In the risk management framework he gave an
example of bad data being an unknown unknown, Since
the absence of evidence is not the evidence of absence,
he highlighted the general tendency of people naot
buying insurance because nothing ‘terrible’ has
happened yet and hence their confidence that nothing
will happen.

As insurance professionals we should aim to convert
unknown unknowns to known unknowns or known
knowns for better understanding of risks.

Data from an ADB study

The speaker highlighted statistics from various
published reports. According to a United Nations report,
the economic cost of disasters would be $160 billion by
2030 and out of this only 8% would be covered by
insurance. The protection gap for health sector would
be 51.8 trillion as estimated by Swiss Re in October
2018. An Asian Development Bank study found that
social security expenses should be doubled in the next
ten years to bridge the gap which is about 4.4% in Asia
(that is half the global average!). This translates to an
investment requirement of 51.7 trillion in a year
including cost of climate change in Asia. Mobility and
interconnectivity of international labour results in
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ripple effects across geographies. Therefore
governments are encouraging insurers to bridge the
protection gap.

Actuaries and sustainable finance

Mr. Chatterjee ended his talk with the role actuaries
could play in risk management by being involved with
insurers, mutuals and policy making bodies to encourage
sustainable development. This also provides actuaries
the opportunity to branch out into risk management

from traditional areas such as pensions and insurance,
In response to one of guestions posed at the end of the
session on how to encourage private insurers to investin
sustainable development, Mr. Chatterjee further
suggested that actuaries don't support investments that
don't count for solvency and that this mind-set should
change.

The session concluded with Mr. Yoshimura felicitating
the speaker and Mr. K, Subhramanyam felicitating Mr,
Yoshimura.

Session 2 : Unlocking Asia’s Insurance Potential for
Financing a Sustainable Future

Chairperson : Ms. Pournima Gupte
Speaker : Mr, John Ferguson

Session Highlights

In the early 1990s in South Africa the need for developing
a sound pricing basis for reinsurance for critical jllness
products prompted an extensive survey of critical
illnesses, The latest survey by Gen Re was conducted in
four large markets - China, Singapore, Hong Kong and
Malaysia, including only the bigger companies that had
good quality and quantity of data. The speaker presented
the results of the survey conducted between years 2012-
2015.
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Key results of the Survey:

Mr. Ferguson began with a comparison of the various
types of policies that dominated the markets in each of
the four countries and proceeded to discuss declinature
rates by duration and benefit type and the most common
diseases in each market by gender.

* Traditional acceleration products were the most
signification proportion - between 73% in Singapore
to 85% in Malaysia.
* The average sum insured per year was higher in Hong
Kong and Singapore which are more developed
countries. The growth in sum insured per year in
China has seen an almost 6-fold increase in this
period.
* (Claims declinature data from Malaysia was not found
to be reliable. Claims declinature rates were found
to be highest in the first year due to investigation on
early claims. This was a trend to be found in all three
other countries.
* Death claims had lowest declinature rates while
minor disease claims had the highest. The possible
reasons for this being a lack of awareness or
misselling and late reporting.
*  Most Common diseases in the four countries were
= Cancer (higher for females than among males )
= Heart attack - rates lower than males, the likely
reason being entry age is between 33-35 years and
heart attack risk increases post menopause

*  Strokes- higher for females than males

* Angioplasty and related procedures (highest in
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Hong Kong where it has been covered for many
years)
»  Accidental death
* Incidence rates for Alzheimers and dementia are
likely to increase because of the current low exposure
at higher ages
* Among the cancers
» Lung cancer was the most common among males
and breast cancer among females
* China had the highest incidence of liver cancer
probably because of high prevalence of Hepatitis B
»  Thyroid cancer rates in China were also found to be
very high

Actual vs Expected Ratios:

Mr. Ferguson explained the methodology adopted in the
survey and went on to discuss the actual vs expected
rates. Clear increasing trends were observed in China for
males and females. Increased incidence of breast and
thyroid cancer maybe attributed to increased awareness
and widespread screening. A positive selection effect was
observed - lower claims in the first few years, in all
countries except China. Anti-selection in China could be
due to small sum insured policies and difficulty to prove
non-disclosure. Higher BMI was found to lead to increased
risk of heart disease, stroke and cancer. The best and

worst companies were compared and rates were 60%
higher for worst companies for males and 30% higher for
females as compared to the best companies.

He dealt in detail on thyroid cancer and attributed
increased rates to more screening and over diagnosis.
Regional analysis results for China were also presented.

Conclusion
He summarised the findings as follows

= Critical illness rates are affected by behaviour and
improving technology - increased awareness and
screening.

* Rates are not guaranteed to remain the same in the
next 20 or so years.

* Different companies have different experience

* Risk of anti-selection is high especially for small
claims

* Even in homogeneous populations
differences cause differences in rates

regional

After one question from the audience on over diagnosis
and anti-selection, the chairperson thanked and

felicitated the speaker and Mr. Subhendu Kumar Bal
felicitated the chairperson Ms. Gupte.

Session 3 : Actuaries in Banking

Topic : Volatility modelling to identify & forewarn an
asset bubble (Vijay Gautam)

Application of Econometric Models in Banking (Yash
Ratanpal)

Setting the context : Mr. Kailash Mittal

Lead speaker & Moderator : Mr. Michael Tichareva
Panel : Mr. Yash Gopal Ratanpal, Mr. Vijay Gautam

Mr. Kailash Mittal set the context for the session. He
spoke how actuaries are venturing into Banking sector,
{expanding the horizon) and at the same time
strengthening the core {advanced skillsets). He later
explained the various banking fields where actuaries
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have been contributing from the last few years. Few of
which are, Credit risk, Market risk, Operational risk,
Asset-Liability management, Stress testing & Scenario
analysis and Liguidity risk. The session was then handed
over to other speakers.
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Mr. Michael Tichareva welcomed everyone present for
the session. Michael highlighted that actuaries in South
Africa have been working in the banking industry from
the last 10 years. Currently there are over 350 actuarial
professionals in South Africa, with more than 60 working
in banking profession. He explained how this trend
would see an uptick. He explained that the purpose of
this session is to encourage individual actuaries into
banking profession.

Michael spoke about the skillsets an actuary would
require in banking industry; quantitative skills,
understanding of business in financial sector,
communication, are few amongst the lot. Michael
presented the different areas where actuaries can
contribute to in the banking industry. He explained how
Credit risk is the biggest aspect of banking world and
actuaries from general insurance are already a part of
this domain. Actuaries build innovative models for
manitaring and providing customer analytics and value
management using the data available in retail banking.
Application of big data analytics, to understand
customer behaviour, how/what/when they buy banking
products, allows understanding of a client. This can help
the banks serve their customers efficiently. IFRS 9
introduced on 1st Jan'2018 is also adding value to the
banking industry. He also explained the similarity
between insurance and banking with the help of few
examples.

|AA had carried out a survey for 810 respondents from 37
actuarial associations to understand how actuaries think
about working in banking sector, results of which are
quite interesting. 56% of the respondents would
consider qualifying as a banking fellow, 75% respondents
asked to include them in future correspondence on
actuaries in banking. Among the 810 respondents, 54%
are currently working in the banking sector. Among the
other 46% who are working in non-banking areas, 76% of
them would like to consider a move into the banking
industry because of self-interest.

Michael highlighted that in South Africa banking is no
more considered a wider field, it is a practice area, with
a dedicated committee to overlook its progress. A
banking subject has been introduced to assist actuaries
in qualifying as fellows in banking. The subjects covered
under the curriculum are: market understanding,
regulations framed, risk mitigation, balance sheet &
asset-liability management, etc.

He later handed over the session to Vijay Gautam.

Topic: Volatility modelling to identify & forewarn an
asset bubble

Mr. Vijay Gautam presented a methodology to identify
and foreworn an asset bubble which is a part of his PhD.
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Thesis at Oklahoma State University. The methodology
has derived insights from all the three facets of guant
finance - financial engineering, investments and risk
management. Vijay explained what an asset/financial
bubble means- “Quick rise in asset price due to
sustained mispricing and abnormally high investors'
expectations”. He later explained how a financial
bubble is built up, the reasons contributing to it. Wijay
has developed a statistical model using stochastic
calculus to understand and analyse financial bubbles,
He later explained various applications of the
developed statistical test which could be used to
identify financial bubbles in other asset classes.

Vijay presented an example of back testing the
developed model on Bitcoin price behaviour in 2017.
His results proved that for certain period in 2017
financial bubble was observed for the bitcoin price.
This was validated with the trends available for Bitcoin
behaviour from reliable sources.

The session was later handed over to Yash Ratanpal.
Topic: Application of Econometric Models in Banking

Mr. Yash Ratanpal presented application of
econometric models in Banking. Yash explained that
econometrics is a blend of economic theory,
mathematics and statistics. A combination of the three
elements- business judgement, macro-economic
intuition using macro-economic variables & robust
statistical frameworks, would give us an intuitive
model while retaining its accuracy and predictive
power. This model can be defined as an econometric
model. He spoke about the four key drivers that have
increased the usage of econometric models:

MNew regulatory frameworks, the need for an intuitive
maodel output, data availability and access to compute
power & desire for efficient capital planning.

Yash later presented a walkthrough of his case-study. An
overview of the case-study: to forecast the losses from
an equity portfolio of a US based investment bank using
econometric model. His goal is to forecast losses over
the next 13 quarters under various macro-economic
scenarios. The regulation adopted in the case-study is
called CCAR: Comprehensive Capital Analysis and
Review. It is a regulation in US by Federal Reserve which
states there should be enough capital in reserves in
case of any adverse scenarios. The model development
lifecycle was explained in brief, it involves 1) data
collection, cleansing & transformation, 2) defining the
dependent variable, 3) variable selection, 4) model
calibration, 5) statistical testing, 6) forecasting and
stress testing. Key takeaways from this session were:
intuitive risk analysis to ease communication to senior
management, regulatory compliance to meet new-
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forward looking frameworks, actuarial skillset in
econometric model building and lastly efficient
budgeting, stress testing and capital planning.

Session 4 ; Climate Change, Sustainable
development & Actuaries

Topic : Risks from Climate Change and their impact
on work of Insurance Practitioners

Lead speaker & Moderator : Dr. Frank Ashe

Panel speakers : Ms. Marjan Qazvini, Mr. Alasdair
Smith, Ms. Shradha Shroff, Mr. Ravi Shankar Lal

The session was led by Dr. Frank Ashe, he set the theme
for the day. Dr. Frank Ashe explained the immense
importance of 'Climate Change and Sustainability’ and
how actuaries can contribute to it. Dr. Ashe had first
read an article in the 1970's TIME magazine about
‘Global cooling' which inspired his interest in ‘Climate
Change'. He spoke how 'Climate Change' is yet to get its
due importance in all the nations.

He described how the actuaries from Society of
Actuaries (S0A), Casualty Actuarial Society (CAS),
American Academy of Actuaries, Canadian Society of
Actuaries and Institute of Actuaries of Australia (IAA)
have developed an ‘actuarial climate index’, which is
useful for insurers to plan risks. Also, few regulators are
taking these indices into account in insurance and
banking industry. He later handed over the session to
the other speakers.

Ms. Shradha Shroff highlighted the current scenario in
India- India is the second largest consumer of coal after
China, India’s 'agrarian economy’ supports 17% of the
warld's population with 4% fresh-water resource, and
the economic survey of 2018 featured that climate
change is taking a toll on India's agricultural
productivity and on the income of farmers. The
underlying message is that climate change is one of the
major sources of uncertainty to the insurers, The world
is going through a phase of weather-related disasters
risks. Climate risks
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Climate change has a holistic effect, it affects both
people & companies. The insurability is becoming a
huge problem. Due to increase in coastal erosion,
insuring infrastructures will be expensive.
Affordability will be a topic of debate, the low risk
areas have become high risk areas due to coastal belt
erosion, this will lead to increase in premium.
Companies will face reputational issues due to this.
Data underwriting rules need to be changed to
consider climate risks, new products are quite
essential for today's scenario. Pricing and Reserving
teams need revamp with inputs from catastrophe
models.

Mr. Alasdair Smith gave an overview on climate risks
and its types. He is a part of Resource & Environment
board that supports actuaries in climate change, helps
to understand its consequences to plan better. He
further explained his nature of work which involves
peer review of actuarial climate index developed by
'SOA’. He stressed on developing regulatory
frameworks that would help to drive in the global
economy to meet the challenges of climate change in
the decades to come. According to the Paris
agreement in 2015, every country in the world has
agreed to reduce their nation's global average
temperature by 2deg Celsius, or at least by 1.5deg
Celsius. Paris agreement involves multiple facets, one
of which is a limit to emissions. Under this framework,
it is first essential to recognise developed economies
who have capped the extent of greenhouse gas
emissions. Such developed countries will support the
developing countries, financially to build a better
country but maintaining the greenhouse gas emissions
to their current index and not exceeding it. In 2023, all
the countries under the Paris agreement will provide a
report detailing the gas emission index for the past
five years. He later described the three key risks
areas: physical, transition & liability.

Mr. Ravi Shankar Lal spoke about three important
aspects: reinsurance, investment management, risk &
capital management. He spoke how reinsurance would
be affected by the volatile environment. With rise in
sea level, warming of earth’s surface, over the last
three years the world has seen an increase in the
number of hurricanes., Damage caused by these
amounts to USD 35 million. Insurers need to bring in
more innovative products by analysing past data,
predicting future claims, developing advanced
catastrophe models & performing stress testing. And
reinsurance companies need to buy the right
reinsurance product that would cover all uncertain
climate risks. He later explained how Investment
strategies can be improvised. Companies would need
to focus more an physical risks which are a threat to
infrastructure & real estate., With rising sea levels,
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risks of tsunami have increased, resulting in mass
migration away from coastal locations. This will have a
consequential economic impact. Transitional risk-
there is a possibility in fall in value to assets which are
related to high carbon intensive investments. Further a
decrease in investments is observed due to various new
legislations involving climate change framework. He
explained a wise decision would be to move from
carbon bonds to new kinds of investment strategies
that involve hybrid cars, electric cars etc. Social &
government strategies has a key impact on investment
planning of most of the companies. Ravi later
suggested how companies should set proper approach
to define climate risks by, try arranging for carbon
audit and provide inputs on managing investments in
environment friendly domains. Lastly, risk & capital
management requires integration of climate change
with the risk portfolio.

Ms, Marjan Qazvini currently works in research related
to impact of climate change on Life Insurance
companies. In LI, two risks namely investment risk &
mortality risk are of much importance. Climate change
can physically affect properties, coastline, hence
mortgages on real estate. She spoke on how insurance
company must transit from investing in carbon bonds to
more environment friendly company. She later stressed
why actuaries need to involve all aspects related to
climate change to develop innovative life insurance
products. One of the major problems with climate
change is that its impact is unknown, the timing is
unknown, and the risk is irreversible. She later
concluded her session by stating that ERM and financial
planning of companies need to integrate the risk
portfolio for better analysis and insights.

Session 5 :; Student's Forum - Expanding the horizon:
Actuarial Science in Banking

Chairperson : Mr. 5unil Sharma
Speaker : Mr. Michael Tichareva

Mr. Michael Tichareva started his speech by
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highlighting the main objective of the session-
creating awareness and encouraging members across
all actuarial associations to accelerate their
involvement in banking institutions.

He further highlighted how The Actuarial Society of
South Africa has become one of the global leader of
actuaries in banking sector, Where they developed a
banking fellowship subject for actuaries of the South
African region. He spoke how there is still a need to
understand core banking practice for actuaries.
Unlike investment banking where many
entrepreneurial actuaries are involved in complex
modelling work, core banking practice is of major
importance. Michael spoke on how actuaries can use
their skills in managing systematic risks in the whole
financial system, deal with strategic issues, risk
management issues, governance issues, and sound
management of the institution and its regulatory
framework.

He explained what actuaries in life, general or
healthcare insurance are mainly involved in-
innovating, designing and pricing a product, setting
assumptions, developing models, valuing asset and
liability using those models, analysing & interpreting
results, suggesting recommendations, thereby
influencing strategic decisions taken by stakeholders.

He further explained, that the business of a bank is
predominantly risk management, product design,
pricing, credit risk management, market risk
management, operational risk management, liquidity
risk management, funding risk management, sound
governance of banking institutions and setting
strategy for overall management of banking
institutions. All these are complex activities and are
interrelated.

Actuaries are world trained to deal with complex
modelling & problem solving, so they are a natural fit
to contribute in the management of banking
institutions. Actuaries are trained risk managers &
problem solvers, they innovate and design solutions
within a problem-solving framewaork,

Michael says that he believes actuaries can emerge as
one of the dominant professions in banking sector.

Actuaries would need to learn from other professions,
by working closely with them, integrating insights &
experience into their skill set.

Mr. Sunil Sharma thanked Michael for the presenting
a wonderful session and sharing thought provoking
insights.

Indian Actuarial Profession

Serving the Cause of Public Interest




Session 6 : Down the Memory Lane
Chairperson : Mr. Ashvin Parekh
Speaker : Mr. Gaurang Shah

The second day began with an address by the President,
Mr. Sunil Sharma, who introduced the Speaker, Mr
Gaurang Shah and invited him to share his thoughts on the
topic.

Mr. Gaurang Shah thanked the President and shared his
fond memaries during his career. He mentioned about his
early days discussion with his boss about the reasons that
could threaten his job: Regulation, Guarantees and
Expenses of Management, and further about the high
remuneration of Actuaries in the market during early
years as well,

He was delighted in acknowledging that from a count of &0
actuaries during early 20005, the count of qualified
Fellows in India has increased beyond 400; with a lot of
aspiring students already lined up for the qualification.
He also mentioned that today the scope of actuaries
remains no more limited to insurance sector only, and big
opportunities are arising in banking, investments and
data analytics. His presentation largely revolved around
life insurance.

ULIPEra

Mr. Shah spoke about the period of falling interest rates
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during 1998 to 2004 when 10 year G-5ec fell from 14% p.a
to 4.9% p.a, providing good returns in debt. This was
followed by a period of increasing equity returns which
made ULIP an attractive proposition for both the
customers and insurance companies. This period
witnessed a boom in the sale of ULIP. The insurance
model essentially was tumning to sell mutual fund
business at the cost of life insurance. It was then when
intervention by SEBI happened, where it asked insurance
companies selling ULIP products to be regulated under
SEBI rules. This created a turf between IRDA| and SEBI,
and resulted in 2010 ULIP regulations being coming into
effect, where charges were capped and spread across a
longer period. This changed the landscape for ULIP
products which were sold over a decade then and turned
the attention back towards traditional plans.

Rise of Bancassurance

Till 2001, agency was the main distributor of insurance
products. LIC had a well-established base of a strong
agency force. The rise of bancassurance channel took off
post 2001. He backed up his statement with the IRDA
reports’ statistics which showed that between the
periods of FY 2007 to FY 2018, contribution of agency
channel has dropped significantly from 66% to 28%,
while on the other side, bancassurance channel has
expanded from 17% fto 54%.

However, he expressed his worries about this prevailing
business structure where insurance companies are
heavily reliant on banks for selling their products and it is
a one-way dependency, It is clearly an unsustainable way
of doing business. The inability of private companies to
develop a cost-efficient agency distribution system is one
of the main reasons for this dependency. He suggested a
plausible solution for this situation could be making
banks sell ULIP or pure risk and keeping traditional
products to be sold through agents.

Protection Growth: AGood story

The speaker mentioned about the growth of protection
business during 2006 to 2017 where Sum at Risk to GDP
ratio in India grew from 45% to 70%. The cost of insuring
the risk has also come down by 70-75% resulting in a
better affordable pricing. The Group Term and Credit
Term products have expanded. Many Government
protection schemes have been introduced, providing an
accidental cover of 2 lakh at a rate as low as ¥12/-
(Pradhan Mantri Suraksha Bima Yojana) and a normal
death cover at 330/ - (Pradhan Mantri Jeevan Jyoti Bima
Yojana). He said that this growth shows a very positive
aspect of insurance penetration in India and should be
highlighted in media and other forums,

Challenges faced during the 20 vyears and
Opportunities ahead

As per Mr. Shah, the questions faced by the life insurance

Indian Actuarial Profession

Serving the Cause of Public Interest



companies remains:
What to Sell? - Traditional or ULIP
Whom to Sell through? - Agency or Bancassurance

He emphasized that we should think about making
Insurance Savings products more attractive. The average
industry return in Par fund during 10 years was 8.94% p.a;
however post the deduction due to cost of capital,
insurance and other fees, the return reduced by 3% p.a.
According to him, the fundamental issues with insurance
products are that Traditional savings products can't
provide good returns; ULIPs are unsustainable in terms of
expenses: and with more of Mon-participating business,
the difficulties with Solvency Il regime may arise.

He concluded his presentation with the fact that today
analysts are not able to understand the insurance
industry. We, as Actuaries, need to work with the
regulator to solve the prevailing issues of slow growth,
rising costs, deteriorating distribution structure and
stalled reforms. He posed a question to the audience that
whether we should adopt the European model, where all
three businesses (pensions, insurance and asset
management) are sold as a package, and if yes, will it
solve our problems. He also mentioned that there is
plethora of opportunities in front of the industry. With
digital transformation and changing demographics, the
cost can be reduced and customer experience can be

improved.

Mext, Mr. Liyaquat Khan introduced the chair Mr.
Ashvin Parekh, who is associated with the industry for
over 24 years now.

May 201%
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Mr. Parekh described the last two decades as a
combination of five eras namely, the Era of
Development, Era of Consolidation, Era of disruption,
Digitalisation Era and the current Era.

He explained that during the first era of development,
insurance sector was opened for private players and
honest efforts were made by industry, regulator and
policymakers to create level break-field for all the
constituents. The advent of foreign investors with initial
26% participation and the experience of the business
they brought with them assisted the industry. Post the
liberalisation of Indian insurance industry, the focus
shifted towards having more accounting and
disclosures.

The next phase of consclidation witnessed private
players acquiring over 5% market share during the first
four years of the set up itself. Combined ratios for
general insurers started getting attention. Gl struggled
with underwriting losses, while health insurance faced
high claims ratio and inefficiencies in policy
administration.

Following it was the era of disruption in the industry
which also brought rationalisation. Digitalisation era
opened the aspect of new channels where products
being seld through digital platforms.

During the current era, Mr. Parekh mentioned that a lot
of push is given to Crop insurance by the government.
With major reinsurance regulations revamped, effort is
to retain maximum reinsurance business within the
country. He also asked if the industry is equipped for the
reforms like IFR5-17 and Risk Based Capital in this
period, which may see many mergers. He was hopeful
that in the coming years, private sector Gl companies
will grab more market share from the public sector and
see tremendous growth, with more IPOs for life and
general insurers,

He concluded that the Actuaries need to come out of
their traditional approaches and start thinking of
different aspects of business as well. The industry needs
to offer appropriate product designs, which enable
customized solutions for evolving customer needs in a

Indian ﬁﬂtllﬂl‘lﬂl Profession

Serving the C f Public Interest




professional and transparent manner, build and maintain
trust among existing and potential customers,
effectively deliver the product benefits to the customers
and adopt a professional code of conduct.

Session 7 : Actuaries and Human Dignity in Older Ages
Chairperson : Mr. Shaun Leviton

Speakers : Mr. Jens Perch Nielson, Mr. Gautam
Bhardwaj, Ms. Preeti Chandrashekhar, Mr. Kulin Patel

“Living with dignity” means different things to
different people in different countries, with different
cultures, and different socio-economic backgrounds

agspcact Partne!
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Mr. Shaun Leviton, kicked off the session discussing
about an interesting paper published in Harvard Business
Review in 2014 which explained the reason of transition
of pension plans from Defined Benefit (DB) to Defined
Contribution (DC) structure globally. He then introduced
each of the speakers and briefed about their discussion
areas.

He mentioned about the concept of “Important vs.
Meaningful information” emphasizing on the point that
today the members of DC schemes are expected to
understand their cumulative balances, volatility, past
performance, and benchmark returns. With DB schemes
earlier, members had an idea about the money they might
be receiving at the retirement. They understood the
concept of “Replacement ratic” (Pension amount as a
percentage of salary at time of retirement). However, DC
schemes’ members may only know about their account
balances, which give no information about the level of
income they would have after retiring.

He further added that we, as actuaries, who can
understand such complicated areas, need to
communicate better with the customers and assist them
intheir retirement planning. He acknowledged that when
various industries across the world are making the best
use of data and new technologies, retirement provisions
are still lagging behind. "“Mass customization” of
retirement plans can be a cost effective solution to
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individuals, both in formal and informal sectors.
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Mr. Jens Nielson, started with saying that pension
plans need not to be so complicated. He hails from
Denmark where DC schemes have always remained
prevalent. Denmark was voted number one for the
last five years in Pensions in the world by Mercer.

He stressed on the importance of having a short
conversation with the customers, understanding their
future needs and then back-calculating the financial
plan. He is currently a part of a research being
conducted by Institute and Faculty of Actuaries to find
solutions for Defined Contribution schemes and making
them simpler. He asserted that the role of outside
intermediaries providing guarantees, mortality risk
covers should be avoided and expenses be cut to create
a low cost internal arrangement among the
contributors and hence optimising the pension plans.

Minimising longevity and investment risk while
optimising future pension plans.

Ol
L

Mr. Gautam Bhardwaj, started his presentation by
pointing out an alarming fact that out of 1.9 billion
working age individuals around Africa, Asia and Latin
America, about 1.75 billion individuals are not covered
under any pension plan schemes. He mentioned that
many countries do not have any retirement system in
place which can be expanded beyond the formal
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employer. However, by leveraging and harnessing the
existing digital and financial inclusion infrastructure,
most countries can extend the benefits of pension to
the informal sector as well.

He also showed an interesting animation about how by
spending our ten minutes with our domestic aides
today, educating them about the importance of savings
and hence bringing them under “Micro-pension”
architecture, we can help them securing their twenty
years post retirement and have them live with dignity.

Ms. Preeti Chandrashekhar, shared a broader
perspective. She started by mentioning about an
example of a healthy old couple in India who requested
the President for a doctor assisted death in order to
have a dignified death and avoid the hardships of
unhealthy older years.

The speaker felt that living with dignity is beyond the
financial aspect, and extends to the social aspect,
physical wellness and mental well-being of an
individual, and these are all inter-related with each
other. She specified the four dimensions about India
Inc as, Multi-generational workforce, greater
personalisation, managing the money, and caring for
health. Today's generation wants flexible and
personalised solution for their retirement needs and
the existing system of gratuity, provident fund and
super-annuation may not fit for all. However,
flexibility comes with responsibility and earlier access
to fund erodes the accumulation of retirement funds.
The efficacy of different retirement solutions for India
Inc should be assessed based on parameters of
Adequacy, Sustainability and Integrity.

Currently Indian market does not have any products
related to Long Term Care for elderly needs, which
can serve as a great tool for helping individuals live
with dignity at older ages. At last, she concluded that
retirement solutions need to be re-defined today. We
cannot do away by only copying the existing systems in
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other countries and must design as per the needs of
our own population, by active engagement and
utilising the existing infrastructure.

Mr. Kulin Patel, shared a holistic view and mentioned
that “living with dignity” means different things to
different people in different countries, with different
cultures, and different socio-economic backgrounds.
He gave the examples of other countries like UK,
Singapore, and Malaysia which have a well-
established structure for serving the elderly needs,
like having assisted old-age homes, having mandatory
allocation of funds for retirements, medical and home
care system for the organised sector.

He mentioned that dignity for elderly also refers to
the aspects of participation in meaningful activities,
having good relationships, physical health, avoiding
poverty, and not facing discrimination in the society
due to their age. In a study done by WTW, individuals
were asked; if they think that they will be worse off
than their parents in the older ages. More than half of
the respondents have responded affirmative. The
main contributors to this may be due to falling trends
of savings, ability to afford housing, financial
security, future of labour mobility and consumerism.

He suggested how actuaries can contribute to the
scenario: by helping to set goals, educate and
communicate to professionals as well as lay-man;
designing financial products that deliver services,
expanding their role across different segments, and
being “future” ready. The projection of people over
age 65 by 2050 is about 1.5 billion globally, which
provides actuaries abundant opportunity to make a
difference,

The session was concluded by a vote of thanks by Mr.
Shaun Leviton, who thanked the elite panel of
speakers for their views and the diverse discussion on
the topic.
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Session 8 : Analytics, Data Science and Actuaries
Chairperson : Mr. Dave K Sandberg

Speakers : Mr. John Taylor, Mr. Sumit Ramani,
Mr. Shailesh Dhuri, Mr. Hemant Kumar, Mr. Abhijit
Kulkarni

Mr. Dave Sandberg initiated the session by introducing
the presenters to the audience and gave a brief on the
session to be covered.

Mr. John Taylor started with talking about the
compelling combination of Commercial, Statistics and [T
with an ethical “wrapper” of Public Interest. He talked
about democratisation of risk and gquoted a saying by
Susskind and Susskind. He concluded by speaking on
erosion of pooling and human oversight.

Mr. Sumit Ramani spoke at length on the meaning of
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InsurTech and the role of actuaries in InsurTech. He
mentioned that InsurTech is a portmanteau of
“insurance” and “technology" and is inspired by
Fintech. He depicted with the help of a graph the
guarterly InsurTech funding volume and highlighted that
over $10bn have already been invested. He also
presented the private technology investments by
(rejinsurers. He then shared his views on why actuaries
should be amongst the first hires for InsurTech and
concluded by discussing the professional considerations
for actuaries.

Mr. Shailesh Dhuri spoke on the new credit risk
management framework and the current paradigms
such as credit spread. He explained the real factors of
credit risk - strategic business decisions, exchange
rates, input prices, competitive pressures, regulatory
environment, climate, social stability, willingness to
honor commitments etc. He also touched upon the
decoherence in framework and reality and mentioned
that as underlying credit risk process data is
unstructured, there is no explicit relationship of input
data with the underlying credit risk process. He
concluded the session by covering the new risk
management framework in which structure can be
generated from unstructured data and in which credit
madels can be built directly from reality.

" o

Mr. Hemant Kumar and Mr. Abhijit Kulkarni jointly
presented on being transparent about machine learning
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predictions. They first covered the need for
explainability of predictive models and need to remove
barriers to make the use of data analytics more reliable
and widespread. They then took the audience through
the scope of machine learning. The talk was made more
interesting by taking the audience through the
estimation of Shapley Value which tells us how to fairly
distribute the payout amongst the features. They

mentioned that the model was based on cooperative /
coalitional game theory concept.

A case study, modelling process and model explanation
for one client was presented in detail by them. They
concluded by sharing alternative model explanation
methods and their view point on way forward.

Session 9 & 10 : IFRS 17 panel discussion (Life, Health and General Insurance)

Lead speaker & Moderator : Mr. Maurizio Busti

Panel speakers : Mr. Sourav Roy, Mr. Siddharth Mehra, Ms. Neha Taneja, Mr. Philip Jackson,
Mr. Pravin Kutumbe, Mr. Kunj Maheshwari, Mr. 5ai Srinivas Dhulipala

The session started with a brief presentation by Mr.
Maurizio Busti on the IFRS 17 journey so far. The
International Accounting Standards Board (IASB)
published the new standard on insurance contracts in May
2017 after 20 years of extensive work. As per the new
proposed timeline it is expected to go live worldwide
from financial year beginning on January 2022.

A survey was conducted to assess the level of
preparedness of 16 large insurers from various countries.
The results of the survey highlighted that most of the
insurers were in the initial assessment phase and very
small number of insurers had not even started the
implementation project. The survey also observed that
most of the participants realised that minimum
compliance of the standard will not suffice and they will
use this as an opportunity to make some investment
towards modernisation of their systems.

The top challenges faced by the survey participants
included IT/system and time constraints. In Asia, lack of
people with required skill set and historical data were
found to be prominent issues. The speaker also drew
attention towards other areas where companies are likely
to face additional challenges such as bringing synergy
between group level and local adoption, uncertainty
around capital requirements, tax implications and
communication with various stakeholders.
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The speaker also emphasized the involvement of
actuaries under the new regime. The actuaries will play
a major role from retrieving the data, cash flow
projections, allowing for appropriate levels of risk,
calculation of C5M, analysis of change and right up to
signing off the results. The opportunity to expand the
actuarial presence in financial reporting process comes
with great responsibility. The key decisions in terms of
operational considerations and presentation of end
results will need to be taken at the implementation
stage itself. The presentation concluded by mentioning
that this is not just an accounting project; even the
actuaries can take a leading role in driving the IFR5S 17
project and explaining the results,

The presentation was followed by panel discussion with
esteemed speakers who shared their thoughts with the
audience around the level of readiness and challenges
observed in India.

The panel started off with a discussion around the
measurement model to be adopted by General Insurance
{Gl) companies under [FRS 17. It was observed that most
of the Gl companies assumed that there will not be
significant change if the Premium Allocation Approach
{PAA) is adopted for the business written by them. Mr.
Sourav Roy discussed that this view was only partially
correct as the long tail contracts written by Gl
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companies may have to be measured under General
measurement model (GMM). Even if they choose to apply
PAA to these contracts, in order to prove its eligibility
they will still have to generate results as per GMM and
demonstrate that the results do not vary significantly
from that under PAA,

Mr. Siddharth Mehra also added that the PAA can be
applied only if the contracts are non-onerous. If any facts
and circumstances suggest that the companies are
writing onerous business, then they will still have to
measure contracts as per GMM. On the health side, Ms.
Neha Taneja mentioned that determining contract
boundary is one of the key elements to decide the
appropriate measurement model and the contract
boundary in itself will depend on the ability to re-price
the contract.

The next area of panel discussion was around the
introduction of Risk Based Capital (RBC) alongside IFRS
17. Mr. Philip Jackson expressed that it is definitely a
good opportunity to implement RBC and IFRS 17 in
parallel as there are elements under both the regimes
which can be synergised such as estimation of best
estimate liability, choice of yield curve and so on. The
insurers can benefit by assessing the impacts
simultaneously and take appropriate decisions to bridge
the gap. However, operationally it is difficult task to find
resources who can work on both the projects at the same
time.

The panel continued the discussion around the approach
to be taken for system implementation. Mr. S5ai Srinivas
Dhulipala stressed upon the fact that the level of
preparedness is at very nascent stage in India, and hence
insurers must act well in advance to equip themselves
with required resources to take up project of this scale.
He also mentioned that the insurers will have bigger
decision to take in terms of system enhancements i.e.
whether to transform actuarial and finance systems or to
add layers on top of existing systems.

Mr. Kunj Maheshwari strongly believed that companies
should look at the existing systems, the level of
optimisation that can be undertaken and take a more
pragmatic approach rather than re-engineering entire
systems. Further, in terms of bringing synergy between
IFRS 17 and RBC, he cautioned the insurers that one must
also keep in mind that both the regimes serve different
purpose and hence one must be aware about where the
differences lie during the implementation,

The moderator then requested Mr. Pravin Kutumbe to
share his thoughts from regulatory stand point. Mr
Kutumbe started with informing the audience about the
on-going debate around deferral of Ind A5
implementation for Indian insurers. There were
proposals to adopt IFRS 4 as interim standard and defer
implementation of IFRS 17 to FY2022 or later. However,
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he believed that there are no benefits in taking a dual
transition approach and only single standard i.e. IFR5 17
should be applied. Further, he added that IFRS 9 also
brings in challenges on asset side of the balance sheet
and hence the same may also be deferred and applied
alongside IFRS 17.

In terms of providing guidance during implementation of
IFRS 17, Mr. Kutumbe gave assurance that the regulator
along with actuarial and accounting bodies will provide
support wherever deemed necessary. The regulator will
also engage with industry and other supervisory bodies
to investigate the impacts on other areas such as
taxation,

The panel also discussed the areas of standards which
pose technical challenges such as determining the level
of aggregation, accounting of reinsurance contracts, and
assessment of measurement model. Another aspect of
discussion comprised impact on key performance
indicators (KPl). One of the impacts include gross
written premiums being replaced by insurance revenue
i.e. earned premium under IFRS 17.

The panel concluded with deliberating on the
preparedness of the Indian actuarial profession for
implementation of IFRS 17. The dignitaries stressed on
the need for actuaries to come out of their comfort zone
and rise to understand the challenges faced on the
business side. At the same time, one must consider this
as an opportunity to re-polish their technical as well as
communication skills. Lastly, panel highlighted that this
is an avenue to get into other areas beyond core
actuarial reporting and expand our presence in audit and
finance.

Session 11 : Mental health Act, 2017 - Impact on
health insurance industry - a research study

Chairperson : Mr. K Subrahmanyam
Speakers : Mr. Safder Jaffer, Ms. Joanne Buckle

Mr. K Subrahmanyam introduced the speakers for the
session and handed over to Mr. Safder Jaffer Lo speak on
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the Mental Healthcare Act, 2017 in India and its impact on
the healthcare insurance industry.
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Mr. Safder Jaffer opened the session by stating key
features of the Mental Healthcare Act, 2017. He
mentioned that in India, this Act passed on 7 April 2017
and came into force from July 7, 2018. The key features
he covered were

a. Rights of people with mental illness - rights to
advance directive, rights to access mental health
care by both public and private services, right to
confidentiality

b. Insurance provision - insurance company to provide
medical insurance on the same basis as those with
physicalillnesses

c. Supply provision - integration of mental health care
services at all levels of healthcare, bringing
professionals with a postgraduate degree,
establishment of central and state mental health
authority etc.

d. Admissions, discharge and treatment - admission as
independent patient in mental health establishment

e, Public awareness - wide publicity through public
media, including television, radio etc.

f. Offences and penalties.

He then moved onto explaining mental illness and its
types. He also shared some general statistics such as the
incidence of mental illness has increased more rapidly
in India than in other countries over the last decade,
and as per WHO report on depression, 7.5% of Indian
suffer from major or minor disorder requiring expert
intervention. With the help of graphs, he then
explained the distribution of current weighted
prevalence rate by age, gender, marital status,
residence, education and income i.e. prevalence rates
(%) by socio-economic characteristics. He also covered
prevalence rates (%) by types of mental illness,

He then described that the provision of public mental

health care in India is a joint responsibility of Center
and State governments. He then took the audience
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through the mental health activities undertaken at the
different levels of health care facilities in India. He
shared some statistics on the supply of human
resources as per the Ministry of Health and Family
Welfare. He emphasized on the difference between
number of people who need acre and those who
receive care and shared the relevant statistics from
the NMHS survey report 2015-16.

In his engaging talk, he mentioned that at present,
India spends only around 0.06% of its health budget on
mental health compared to 4% spend by most
developed nations. He also expressed that out of total
people suffering from mental illness, 84.5% of them are
either not on any treatment or with inadequate
treatment facility. At the end, he covered the issues
leading to a demand and supply gap and shared
availability/need ratios for most mental health
professionals.
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Ms. Joanne Buckle spoke on mental health coverage
in international markets covering UK, USA, Brazil,
South Africa, UAE. She shared key insights on the
legislation, type of mental illnesses covered and plan
benefits, current underwriting and risk assessment,
key challenges, risk mitigation strategy and evolution
of mental health. She presented industry survey results
which was conducted among Indian insurers for the
inclusion of “Mental illness” in health policy. The key
considerations for insurers she discussed were product
design and definition, pricing, underwriting, claim
processing and management, data collection,
reserving, rights of people with mental illness,
insurance provision, supply provision, admissions,
discharge and treatment and mental health review
board.

She highlighted that no clarity on definition likely to
lead to significant variation in the interpretation and
hence coverage offered across insurers. Also, given the
lack of relevant data, insufficient supply and social
stigma, impact on pricing will be difficult to be
gualified. She specified the requirement for guidelines
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specific to the mental health conditions for the
assessment on mental illness along with the impact of
co-morbidities. Requirement of higher reserves to
cover additional claims due to mental illness and due to
retrospective claims was another key consideration for
insurers discussed by her. She closed the session by
disclosing the caveats and limitations of the survey.

Session 12 : Ayushman Bharat - Game changer in
National Health Protection

Chairperson : Mr. Livaquat Khan

Speakers : Mr. Sanjay Datta, Mr. Yishwanath
Mahindra, Mr. Rajagopal Rudraraju

Mr. Liyaquat Khan began the session by introducing
the presenters to the audience and talked about the
developing interest of the topic in hand.

Mr. Sanjay Datta introduced Ayushman Bharat as a
vision for holistic health. He mentioned that Pradhan
Mantri Jan Arogya Yojana (PMJAY) intends to provide for
free and cashless hospital based secondary and tertiary
care. Effectively, Government is moving from provider
to payer of health services. Sub-Health Centres (SHCs)
& Primary Health Centres (PHCs) will be transformed to
Health & Wellness Centres (HWCs) to deliver. He then
elaborated the facts that Ayushman Bharat will lead to

a. Expanded package of services in place of just
reproductive, maternal and child care and selected
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communicable diseases

b. Enhanced productivity of vast network of currently
underutilized primary health care facilities

c. Universal screening of 30+ population and
management of non communicable diseases such as
diabetes

d. Posting of a mid-level health provider at SHC-HWC-
B.5c.

e. Usage of tele-health and ECHO for continuum of care

He stated that 150000 HWCs are expected to be rolled
out by December 2022 and total 21411 have been
approved for FY 2018-19. He also explained that under
PMJAY, benefits can be availed at all empanelled
hospitals across the country, 5 lakh cover per family
per year will be provided for serious illnesses and
covered the fact that there is no cap on family size, age
or gender and it also covers pre-existing diseases.
Lastly, he emphasized on the fact that right leakage
management will be required to make the scheme
successful above all. Fraud analytics based on
diagnostics and analytics on consumption patterns of
drugs, from a fraud and predictive standpoint is a must
do.
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Mr. Vishwanath Mahendra took the audience through
the pricing considerations of the scheme. He explained
the similarities and dissimilarities in the pricing of
traditional schemes ws. Ayushman Bharat (AB). He
stated that like any other traditional indemnity
insurance product pricing, pricing of AB involves
estimating frequency and severity of claims along with
expenses and profit margin. However, for AB, sufficient
experience is not available, and unlike traditional
products frequency is the key point and not the
severity. He then stressed on the fact that variation is
premium is huge for AB. He shared the analysis of some
of the winning bids which showed that the premium
varies from ¥444 to 2020 for pure play insurance
schemes and from T361 toT1,100 for hybrid schemes.

He concluded the session by sharing his thoughts on the
future trends in AB pricing. He stated that some of the
variables will change which are keeping the pricing low
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currently. Awareness will go up with passage of time,
pent-up demand for health care will show up, supply of
health care infrastructure will develop, package rates
will need revision in line with medical inflation and
incidence rates will slowly catch-up with the insured
population.
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Mr. Rajagopal Rudraraju opened the session by sharing
the details on the providers - partners in the successful
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implementation of the scheme. He highlighted that
thereisa

a. Structured
empanelment

b. Speciality-wise criteria for empanelment

c. Incentivization to providers for structured quality
programs such as entry level certification, full
accreditation etc.

process for empanelment / de-

He stated that 45% of providers are public facilities and
more private facilities are likely to join. He then took
the audience through the new payment methods and
the need to build system / process capabilities. He
expressed his thoughts on removing inconsistencies in
procedure pricing. He stated that price should drive
behaviour and not cover costs, packages of exclusions
need to be removed, abuse could be a bigger problem
than fraud and also covered the need to build outcome
driven incentives. To conclude, he shared a case study
covering the new skills for payers to learn and also his
thoughts on new skills for payers to master.
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20" GCA Concurrent Sessions

Organised by: 20" GCA Organizing Committee, IA]

Venue: Renaissance Mumbai Convention Centre Hotel, Powai, Mumbai

Session : €1 Reinsurance - Life and Non-Life

Chairperson : Mr. Graham Bancroft

Speakers : Mr. Dokkie Mel, Mr. David Maneval,
Mr, Manish Singh

Mr. Graham Bancroft started the session with a
presentation on “Using reinsurance to help with Capital
Management”. He explained reinsurance can be used
for various needs. Reinsurance programmes can be
used when there is M&A opportunity, when there is new
business strain and few more scenarios as well. citing
examples of companies from different companies
which have used these Rl arrangements. He gave the
example of Japanese company's CEQ who says that by
entering into a reinsurance programme the company
was able to improve the capital position by releasing
approximately ¥130 billion of regulatory reserves. In
his presentation he told that reinsurance is liked by
Regulators, Auditors and even rating agencies. The
outcome from his presentation was that reinsurance is
very flexible, available worldwide and can be
customized according to the type of business. He then
introduced the audience to the first speaker, Mr Dokkie
Mel.

Subject: Uses of Reinsurance for Capital Management

Mr. Dokkie Nel stated the importance of Reinsurance
Transaction. He gave various points as to why the
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reinsurance is used or what is the motivation behind
the reinsurance transaction. He stated that
reinsurance transaction helps in strengthening the
capital position. Reinsurance transaction provides
cash to fund growth - The cash flows become more
certain and hence they better manage long term
interest rate risk. They also reduce the longevity risk
and provide capital to improve the solvency ratio.
Concluding his speech he said that the FIN re
structures are flexible and tailored to each cedent's
specific need,

Subject: Non-life: Reinsurance program design and
Optimization

Mr. David Manavel started the topic with a
presentation. He explained the Modern portfolio theory
which was published by Harry Markowitz. He explained
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how expected returns can be optimized or maximized
based on a given level of market risk. He further
described that the financial statement and risk appetite
statements of an insurer are based on three dimensions
which are profitability, Volatility and Solvency. He
explained that there are a few steps in economic
maoadelling. The first step is gross loss parameterization.
David explained the theory behind the reinsurance
program design and optimization and after that he
handed over the presentation to his colleague, Manish
Singh.
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Mr. Manish Singh explained the practical approach of
reinsurance program design and optimization. In his
presentation he gave a few graphical representations of
Gross Loss distribution and Gross Loss ratio. He then
explained the impact of different models on the
different stakeholders. He spoke about how the
reinsurance program evolved over the period of time.
Then via different case studies he explained different
types of reinsurance and how they can be used. These
case studies were illustrated by use of numerical
examples. He focused on how change in reinsurance
program can give a possible higher return on capital. He
also mentioned that there can be another level of
optimization based on the capital structure after
deciding the reinsurance program.

At the end, the moderator opened questions for the
audience and thanked the speakers for such insightful
presentations. Further it can be concluded from the
session that reinsurance programme can be simple/
complex, customized /ready to use and has the potential
to impact the financial statements in positive way when
optimized reinsurance arrangements are used.

Session : C4: Life Insurance

Chairperson : Mr. K Subrahmanyam

Speakers : Mr. Murshid Kuttihassan, Mr. Shubham
Jain, Mr. Ashik Salecha

Mr. K Subrahmanayam started the session with a small
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introduction and introduced the audience to the first
speaker of the session Mr. Kuttihassan.

Subject: Mortality Improvement trends

Mr. Murshid Kuttihassan presented on “Mortality
improvement trends”. The presentation was about
understanding the trends in mortality - the factors
that contribute to mortality trends other than the
usual factors like age, gender etc. It started with
comparison of mortality trends in different countries.
He accentuated his pretention with the mortality
trend graphs of different countries - China, Russia and
UsA. The graphs showed a decrease in mortality
trends, ie the mortality projections showed a lower
morality rate across time. There are also evidences to
prove morality rate is decreasing in the US. India has
also doubled its life expectancy in 100 years. Mortality
rates hence also depend on time,

Subject: Articulating and quantifying the fair treatment
of participating policyholders: A case study

Mr. Ashik Salecha and Mr. Shubham Jain shared the
staged and presented their views on bonus share and how
fair treatment can be possible. Ashik started the
presentation with the theoretical view point of the
topic. The core of the presentation was bonus share. He
explained there are two ways to look at bonus
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investigation, one is traditieonal and other is
new/modern. There are two perspectives also, - one is
policyholder's perspective and other is management's
perspective. Policyholder perspective is also known as
top-down approach and management's perspective is also
known as bottom-up approach. Via his presentation he
was explaining how much money the policyholder will
receive or what management has paid back to policy
holders. After this, Mr. Jain explained the common terms
used in the presentation to the audience. He mentioned
that there are two important pillars in bonus share. The
two important pillars are RR.Eand T.C.F. P.R.Estands for
policyholder's reasonable expectation and T.C.F stands
for treating customer fairly. And he was explaining how to
quantify PR.E and T.C.F. He explained the practical
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approach of bonus share and shared his view for the
same wvia graphs and numerical illustrations. He
explained the difference between Asset share and
Maturity Benefit using graphs. He explained the
mortality cost adjusted-IRR. In one of the slides he
explained the uses of mortality cost adjusted-IRR for
policyholders' return. He quoted an example that if
someone compares two policies with same benefit and
same product for different age then the lower age will
have higher IRR. Via his presentation he also explained
the use of target reduction in yield (RIY). He also
explained the possible quantification of TCF and PRE.
TCF can be guantified by calculating a payout goal-
seeking the target return. Illustrated payout or the
maturity benefit based in current bonus scales can be
taken as a possible quantification of the PRE,

After the session from Ashik and Shubham, questions
were invited from the audience. Few people from
audience raised questions. Overall a good discussion at
the end of session took place.
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20" GCA Concurrent Sessions

Organised by: 20" GCA Organizing Committee, IA]

Venue: Renaissance Mumbai Convention Centre Hotel, Powai, Mumbai

Session C3: Pension & Employee Benefits

Chairperson : Mr. 5anjeev Pujari
Speakers : Mr. Vivek lyer, Mr. 5andeep Chakraborty

Session Highlights

The theme of the session is to introduce the Enterprise
Risk Management within the Actuarial Science and to
expand the scope of Actuarial techniques in the Risk
Management sector,

The session started with introduction by Mr. Sandeep
Chakraborty. He said that Credit Bureau is different
from a Credit Rating Agency however a bureau can
provide analytically driven insights to consumers as a
value-added service. One such key insight is the Credit
Score of an Individual which aims to showcase the
individual's borrowing and bill-paying habits.

As the current credit environment is changing very
fast, importance of Credit rating being felt across the
length and breadth of the country? 25-30 core credit
variables which have a direct correlation to the long
term mortality of the person can be used at the Quote
{ Underwriting stage by the Insurer. Moreover, the
Insurance companies has Potential to expand
insurance out-reach to larger audience by adopting
channel, geographical area agnostic underwriting
treatment, For Life Insurance, Credit insights can be
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very useful in other parts of the customer lifetime
journey - especially in Claims & Fraud Management.
Insurers can separately tap into these rich data
sources to create holistic view of the potential /
existing customer and create tailor made insurance
propositions. The credit information insight is easily
available to Insurers currently and a legitimate tool
for Insurance risk assessment.

Mr. Vivek Ilyer, said that the Traditional Risk
Management exists from around 1950's and is
associated with the use of market insurance to
protect individuals and companies from various losses
associated with accidents. The journey of ERM started
with establishment of 150 in 1950 and at today's stage
it is Integrating with Strategy and Performance on the
name of COS0 ({Committee of Sponsored organisation)
The first COS0 was published in 1992 with reference
to internal control to enable Integrated framework
within an organisation. This was further enhanced by
release of COSO ERM integrated framework & Basel |l -
The new capital framework and later on introduced as
150 31000-Risk Management in 2009. In 2010, Basel ||
norms were introduced and in 2013, COS0 Internal
control - Integrated framework was made available to
companies.

The integration of Strategy and performance to risk
management was introduced in 2017 and until now
they are in effect to the companies following COS0.
The strategic move was taken in order to implement
the impact of risk using metrics, fewer of these are
linked to the strategic priorities of the business. Vivek
told that 58% of Boards do not receive updates at
every meeting on the amount of risk the company is
taking which was based upon the PwC COSO ERM
Survey 2018. Moreover, only 45% of Board meetings
discuss Changes to the companys approach to
enterprise risk management and that too once a year.
PwC COSO Survey 2018 also brought some insights
onto what the risk and business professionals were
saying. It directly quotes “| need insights that help me
understand risks and opportunities and evaluate
strategic options” and the other is “When | develop
my strategy, | want to have a full picture of the
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potential risks and the capabilities | need to create
advantage” which clearly explains how the board now
a days gives the importance to Risk management of
companies.

Mr. Vivek explained that one of the key challenges
faced in an ERM implementation, is the tendency to
confuse it with an Operational Risk Management
(“ORM") exercise. ORM is a subset of ERM and in some
organizations may have a very large attribution, but
the objective of an ERM exercise is to have a broader
view of the risks in an organization. PwC given its
association with COSO over 2 decades, understands
the importance of the same.

He explained COS0 as the culture, capabilities and
practices, integrated with strategy-setting and
performance that organizations rely on to manage risk
in creating, preserving and realizing value which
focuses on managing risk through recognizing culture,
applying practices, integrating with strategy setting
and performance, managing risk to strategy and
business objectives.

He further elaborated on risk management which
refers to a coordinated set of activities and methods
that is used to direct an organization and to control the
many risks that can affect its ability to achieve
objectives whereas in 150 31000 2009, the term risk
management also refers to the architecture that is
used to manage risk. This architecture includes risk
management principles, a risk management
framework, and a risk management process. There is
clear recognition of the need for risk functions to
evolve with the changing risk and business
environment. There is increased focus around 1)
allocation of adeguate resources to new and emerging
risks 2) Leveraging the effective technology 3)
Availability of risk analysis and information to support
key business decision making 4) Linking strategies with
objectives 5) Changing risk conversation and building
effective risk culture. These all requires significant
change in operating model of risk management and to
positively handle future scenarios. They have assisted
many clients in reviewing the existing ERM framework
and implementation of COS0 2017 with phase wise
approach i.e. GAP Assessment Revised Governance
Framework, KR! Appetite and Risk Register & Risk
Assessment and Monitoring.

Mr. Yivek ended the session with describing an 8-week
plan which involves Identification, Assessment,
Prioritization, Implementation and Development
which helps organisation in making decisions and
achieving strategy and business Objectives of COSO.
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Summary

The Insurance and Actuaries both are widening and
the data can be used customising it for the need of
betterment of society. Such data technigues are
further used to produced specific products and
thereafter making it necessary for Insurance company
to use this information. Such data helps the customers
to get insurance according to their needs. Further, the
discussion on COS0 framework helped to understand
the formulation of company’s overall strategy keeping
in mind the implementation of risk strategy.

Session C6 : Pension & Employee Benefits

Chairperson : Mr. Andrew Peterson

Subject : Self-selection and risk sharing in a
modern world of life-long annuities

Speaker : Mr. Jens Perch Nielsen

Subject : Approaches to DC fund investments and
default choices

Speaker : Mr. Shaun Levitan

Session Highlights

Mr. Andrew Peterson starts the session with
implementation of Defined Contribution with
prospect of research and importance of Pension plans
to optimise, enhance and evolve. The Pension
Contribution right now is a long process for the
individual however Jens Perch Nielson tells and
explain the ambitions to change Pension with just a
short conversation with customer.

Mr. Shaun Levitan talks about working on evolution of
the existing Defined contribution framework. The
traditional approach does not involves a specific
wealth goal and it is hard to measure the success by
looking at Account balance size. The asset allocation
in traditional approach further involves generic
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proportion which are fixed and sometime based upon
age and the risk free asset is cash.

Mr. Jens Perch Nielson presented on “Minimising
Longevity and Investment Risk while optimising Future
Pension Plans™ which is a research programme is being
funded by the Actuarial Research Centre. Jens
introduced a project where the risk is defined on the
basis of risk capability of 4 persons where each of them
invests and a Worst Case (WC) scenario and Best Case
(BC) scenario is established for each of them with
where for every WC there a link to a BC and the BC is
increases when the WC decreases. He suggest that an
approach would be followed where a simple question
to those 4 persons will be asked which will tell us what
kind of risk they want.

The exercise itself proved that these 4 people self-
selected their risk profile through a simple exercise
where just some guestions were asked and proved to
provide a greater median and expected benefit than
investment in stocks. This has developed a pension
system which is easy to understand and also risk is
balanced via selecting a best-case and a worst-case.
The pension saver is in control and understands the risk
he is taking. In practice, one can develop an interface
where the pension saver picks his risk-profile digitally
without the need of meeting a financial adviser.

Mr. Jens said that the burns and economy talk is
actually not going to help anyone and can actually
implement a worst case and best case on a divider with
best case and worst case. "It should be simple” is all his
take over defined contribution., The evolution for
Defined Contribution framework is required in order to
arrange “Income as a goal" and manage relevant risks
at the same time along with taking Human Capital into
account. Changes in industry also impact the fund
value significantly and the information should be
understandable to all the members with following
International best practices to regulate and monitor
the Defined Contribution fund.

Mr. Shaun presented “A Goals-Based Investment
Approach for DC Funds”™ which strongly focusses on the
crisis in Retirement Planning, He states, “The world is
ageing - improvements in life expectancy at age 65
over last 40 years”. In the age where people are saving
less, expected return on Investment have decreased
and Interest rates have fallen, Individual member
carries all the risk.

Default Investment strategies were on rise in the US
peaked when the Pension Protection Act (2006)
designated these strategies as a qualified default
investment alternative which almeost predicts that
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everyone of the same age has the same investment
strategy. According to Shaun, it is most important to
consider Human Capital in DC. The assets of a plan
member doesn't include only the accumulated savings
Human capital is the largest single asset most
members will have for a significant part of their early
working life. He later on states that the monthly
income as a percentage should at least be a strategy.
Mass customization is available using the data
available easily by the customer. Using the model, he
projected via example, It is very much possible to
calculate the funding level of each member using
valuable member information Age, Salary,
Contribution Rate, Accumulated Savings, Cost of
annuity which he says is a familiar territory for
Actuaries.

Mr. Shaun insists that a new approach needs to be
followed where there will be desired income goal,
defined volatility of funded ratio, a dynamic asset
allocation strategy which is individualised based on
age, income, funded ratio and focused on improving
funded ratio while managing income volatility and
Index-linked instruments rather than Cash which is
used in most of the conventional approaches. The
session ended with question and answers relating to
Indian Scenario where Defined Benefits are more
preferred than Defined Contributions but the Defined
Contribution is overriding and has been adopted vastly
in Asian markets as well.

Summary

The quest of the session was to introduce ease in
Defined Contribution and evolving it into a product
which can be easily understood and can be planned for
each respective personnel according to his or her
needs. The exercises performed by Jens represent a
Best case and worst-case scenario and the risk
preference deciding those scenarios. Shaun

presentation was focussed on the strategy of monthly
income should be more focussed on monthly income
percentage basis. The funding can be executive on an
individual level by using basic information of the
member.

Mr. Mayank Goyal

Q mayvankgoyaldl@gmail com

Bk Mp Mayank Geval is student member of
Institute of Actuaries of India. 33
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20" GCA Concurrent Sessions

on General Insurance

Organised by: 20" GCA Organizing Committee, A1

Venue: Renaissance Mumbai Convention Centre Hotel. Powai, Mumbai

Date: 5" March, 2019

Session : General Insurance

Chairperson : Mr. Jatin Arora

Mr. Jatin Arora provided brief introduction to titles of
the presentations in this concurrent session and
introduced all the four speakers to audience. He
highlighted the common underlying theme of all the
following three general insurance presentations as
“Expanding the horizon and strengthening the core™.

Presentation : Approach to Evaluate Impact of Auto
Regulations 2017 - Insights from Invisibles

Speakers : Mr. Sai Aditya Telikicherla, Mr. Satya Sai
Mudigonda

This presentation was about approach to evaluate
impact of the 2017 Amendment bill to the Motor Vehicle
Act which was passed by the Lok Sabha and is due for a
nod from the second house of Parliament. The bill tries
to bring in various measures in line with India’s
commitment to reduce accidental deaths by 50% by
2020 as a signatory of the Brasilia Declaration. This bill
would have a significant impact on the customer and
the insurer, besides many other stakeholders.
Significant changes in speed of claims reporting, claims
settlement, impact on the underlying burning cost
imply that insurers and actuaries need to be aware of
how to quantify the potential impact this can have on
their portfolios. During the discussion a framework to
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assist in quantifying this impact was presented.
Considering the wide scope of changes, the framework
proposed relies on parallelization of the existing
reserving process in combination with scenario testing
to arrive at a suitable range of impacts on both
reserves and pricing.

The presenters Mr. Sai Aditya and Mr. Satya Sai
together coordinated seamlessly and took the
audience through industry statistics which included
identifying speed as the leading causes of accidental
deaths in India. Subsequently, the discussion focused
on 2017 Motor Vehicle Act amendments and identified
areas of impact to citizens and insurers. Impacted
areas for citizens included e-governance, licensing,
golden hour, good samaritan, penalties and vehicle
recall etc. For insurers, impacted areas were faster
reporting, MVA fund, Pecuniary limits etc. The next
part of the discussion highlighted the impact of these
changes to actuarially related reserving and pricing
uncertainties. As part of the reserving uncertainty four
important aspects - claim delays, frequency, severity
and other expenses - were discussed in detail.
Similarly, pricing uncertainty with regards to variable
heterogeneity which included tariff wvariables,
reserving variables and explanatory variables ware
discussed in detail. As an example, heterogeneity with
regards to gecgraphy was taken and a comparison
between Delhi and Karnataka with respect to reporting
delay and waiting time distribution was explained with
a plotted graph. Other changes such as land mark
judgements of Sarla - Verma, Pranay - Sethi and
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aspects related to long term TP policies were brought to
the notice of the audience.

At this stage, the need for having an impact evaluation
approach is highlighted and a five step method was
proposed. These steps included - Identify variables
impacted, Calculate best estimate reserves, Allocate
IBMR and perform pricing analysis, Define boundary
conditions for variables and finally run scenarios with
boundaries. Mr. Aditya explained details of setting
boundary conditions and impact distributions. were
discussed with examples. Finally Mr. Satya Sai presented
the example of use of High Performance Computing
(HPC) for calculating reserves. At the end of the session,
there were questions regarding suitability of the
approach to real life impact assessment to an insurer.
Taking the question, Mr. Aditya demonstrated the
suitability of the approach with a practical example,

In summary, a timely presentation for general insurance
appointed actuaries and key personnel who are involved
in motor insurance business in India.

Presentation : Machine Learning models for
Automobile Fraud Detection - A literature Review

Speaker : Mr. Vamsidhar Ambatipudi

i 20" Global =
@) Conference of Actuaries A",

o - " s, BV | e, il

This presentation was focussed on literature review
related to the use of machine learning for auto mobile
fraud detection, Mr, Vamsidhar being an expert in
insurance data science brought credibility to the floor
while explaining various machine learning models,
Applying these models to automobile fraud detection is
a novel idea and very few researchers explored this
idea successfully.

The presenter initiated the discussion with an
introduction to various types of automobile insurance
frauds and industry statistics available internationally.
Review of literature established that on average about
20% of automobile claims were found fraudulent.
Further, there was a discussion on common features of
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motor insurance fraud, factors that can influence
fraud and impact of fraud to various stakeholders. At
this point attention of the audience was drawn towards
the challenging aspect of detecting this fraud both
technically and operationally.

As the prelude to the main topic, traditional
approaches to handling the fraud were discussed.
Taking cue from the disadvantages of traditional ways,
machine learning approaches were introduced to the
audience. It was asserted that use of right data
collection and pre-processing mechanisms is the key
for successful implementation of any of the machine
learning methodologies. Four possible methods -
supervised learning, unsupervised learning, social
network analysis and text mining -were detailed in the
rest of the presentation.

In supervised models discussion, fraud indicator is
linked to explanatory variables. Feature selection and
feature engineering are wused to identify best
predictors. Relationships between the wvariables is
assessed. Many standalone models such as Logit model
& Probit model, Decision Tree (DT) using CART, Support
Vector Machine (SVM), Artificial Neural Metwork, Fuzzy
Logic and Genetic Algorithms are used for fraud
detection. The wweaknesses of these models are
requirement of having a labeled data set and they are
only suitable for larger and richer data sets. To
overcome these weaknesses, advanced methods such
as Principal Component Analysis (PCA), Random Forest
(RF), and Potential Nearest Neighbours (PHN) are being
used by researchers for fraud detection. Other
advanced models such as Fuzzy C-Means Clustering and
Supervised Classifiers were also explored.

As part of unsupervised learning models - clustering,
distance based identification of outliers and spectral
ranking for anomaly detection were explored by the
presenter.

With regards to Social Metwork Analysis, it was
discussed about how it helps in detecting organized
collusion activities, combine intrinsic attributes of
entities with their relational attributes, use of
iterative assessment algorithm and networks of
collisions to assign suspicion score to each entity. Steps
involved in Social MNetwork Analysis were also
discussed.

For Text Mining - Topic Modelling/5entiment Analysis,
Clustering & Other Pattern identification, ccombining
classification and topic models were discussed. Steps
invaolved in Latent Dirichlet Allocation (LDA) based Text
Analytics was also presented to the audience.

In conclusion, the speaker discussed technical
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difficulties involved in fraud detection including
Skewed Class Distribution, Lack of labeled data sets,
Lack of unlabeled data sets and Data cleaning issues. At
the end of the presentation, guestions regarding the
data pre-processing stage of these models were raised
by some participants - to which Mr. Vamsidhar provided
a detailed response.

In summary, the presentation provided good review of
machine learning models available as of date for fraud
detection and created interest within actuarial
audience to look for some of these technology
applications in their day-to-day work.

Presentation : Loss Reserving Using ML Technigues
Speaker : Mr. Rohit Sahni

Use of machine learning technigues for loss reserving is
the current trend in some of the developed insurance
markets. Mr. Rohit Sahni presented end to end process
involved in this effort using synthetic data for motor
business.

The presenter explained the motivation behind this
chosen topic as he found additional advantages of
analysing rich claims data using data science
techniques. This would help insurance companies in
predicting ultimate losses more appropriately in
comparison with Chain Ladder method or Bornheutter
Ferguson Method. The approach suggested here has
four stages - data preparation, feature extraction,
training & running the model and providing predictions.
Each of these stages were explained in detail as part of
the presentation.

Data preparation stage was discussed at length which
involved creating synthetic data with hypothetical
assumptions at the individual claim level incorporating
traditionally mandatory fields e.g. - historical claim
payments & incurred amounts aleng with claim level
characteristics such as - driver age, driver gender,
vehicle value & vehicle age.

As part of the discussion on the next stages where
feature extraction, training & running the model were
involved, a detailed application driven steps were
discussed. Use of Gradient Boosting Machine (GBM) on
training data was highlighted here. The importance of
selecting significant Input wariables such as
Development Lag, Payments to date at previous
development lag & Case Estimates to date at previous
development lag - were discussed. The expected
outcome of this model is to predict ultimate claim
amount for each claim. Results were validated by
choosing appropriate validation data, and comparing
ultimate predicted with actual ultimate, Root mean
square error was used for performance measure. This
approach was repeated on multiple validation data
sets,

At this point, Mr. Rohit took the audience through an
example data set which consisted 10000 sample
records. Various aspects of this synthetic data such as
data structure, assumptions wused, graphical
representation of GBM approach, the expected
outcome of model run and validation of results were
discussed and differences were compared with
traditional chain ladder method.

In conclusion, the presenter suggested few next steps
such as to extend this analysis to new claim types
(Bodily Injury, CAT Claims) within auto line of business
and then to other lines of businesses. There was a
question from the participants on the use of synthetic
data rather than real data. For which Mr. Rohit
responded that due to client data privacy issues, he
could not use real data for this study.

In summary, the presentation provided a step by step
overview of use of the machine learning techniques for
loss reserving in motor business with an example,
Participants showed great interest in this presentation
as these data science tools are becoming integral part
of requisite skill to actuarial profession.

v
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A Institute of Actuaries of India

Statutory body established under an Act of Parliament

Unit Mo. F-206, 2nd Floor, F Wing, Tower ll, Seawoods Grand Central,
Plot no R-1, Sector 40, Nerul Road, Navi Mumbai - 400706
+91 22 6243 3333 +91 22 6243 3322

POSITION: EXECUTIVE- EDUCATION & TRAINING
Location: Mavi Mumbai
Company Name & Address:

Institute of Actuaries of India, Unit no. F-206, Znd Floor, 'F Wing in Tower 2, Seawoods Grand
Central, Plot no R-1, Sector 40, Seawoods, Near Seawoods Railway Station, Mavi Mumbai - 400 706

Website: www.actuariesindia.org

About the Institute:

i) An Educational Institution established under the Actuaries Act, 2006 by the Parliament; details
available in the website,

ii) Membership strength growing on year-on-year basis, currently about 9,000 (Nine thousand)
members.

iii) Member Services are paramount in nature and heavily dependent upon robust and up-to-date
Information Technology.

. Reguirements
i) Qualification: Any degree with 60% aggregate marks;
ii) Compulsory Skills

a) Proficiency in all M5 Office applications, particularly MS Excel
b} Excellent Communication skills, both verbal and written

iii} Desirables: Participation/ leadership in extracurricular and/or co-curricular activities during
their education, participation/ performance in sports and games

Job Description:
i) Assist for implementation of all educational programs of |Al;
ii) Assist for conducting skill development training and other class room sessions
iii) Single Point of Contact (SPC) for responding to education related and other queries by
members of the profession
iv) Any other work assigned by the reporting officer in time to time

Area: Actuarial Education & Skill development

Nature of job: Permanent

Process of selection: Interview.

Reporting: Position will report to Head- Education & Training
Contact Person: Ms. Hilima Kadam, ea®@actuariesindia.org

Visit us at: www.actuariesindia.org




"Photo Features of Training conducted by Institute of Actuaries of India for
R- The Statistical Software for CS1 & CS2 On 23" -27" April 2019."

ANNUAL MEMBERSHIP FEE 2019-20

Annual Membership Fee for the year 2019-20 is due on 17 April 2019 and the last date for payment is 30" June 2019,
In case, you have not paid your Annual Membership fees, request you to pay the same on or before 30" June 2019,
failing which your membership will lapse.

The current membership fees are as under:

Class of Membership Fees in Indian Rupees (INRs.

Fellows and Affiliates 9.000+(18% G5T) = 10,620
Associates 3,000+(18% GST) = 3,540 |
Students 2,000

For payment and other details, visit our website at www.actuariesindia.org or
contact Ms. Prajakta Bhosle at actsoc®actuariesindia.org or at 022-624333313.
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PRESS RELEASE

20" GCA Press Coverage

Press Release

Digitisation, Data Analytics, RBC, IFRS to change the landscape of actuarial
services globally

Expanding the horizon, strengthening the core - the theme for the 207 Global Conference of Actuaries

Mumbai, March 05, 2019: The Institute of Actuaries of India {lAl} is hosting the 20" Global Conference of Actuaries (GCA).
This event is a much-awaited annual event for professionals across the world. This year the theme of the 20" GCA is
‘expanding the horizon, strengthening the core’. The theme defines the strategic vantage point of the actuarial profession
today. The event is well attended by stalwarts in the finance and insurance industry, not just from India but across the
Globe.

The need for actuaries will increase and the profession should aim for larger number of Fellow actuaries up from the current
levels of around 400 to cater to a country of our size and economic growth rate. Emphasis was given to the importance of
actuaries in the financial services sector and how the IRDAI places a very high level of responsibility and trust on the role of
an actuary in insurance companies owing to their established expertise in financial modelling and risk management.

Addressing the inaugural session of the GCA, Dr. 5§ C Khuntia, Chairman, IRDAI, said, “Digitisation, data analytics, risk
based capital and supervision, IFR517, would need actuarial approach and skills to optimise the benefits which can be
derived from these global initiatives. We believe that with the emergence of technologies like big analytics the role of
actuaries will expand manifold. The role of actuaries are more important in innovating insurance product which are
transparent and understandable to a common man. IRDAI will extend all co-operation®, he said.

Mr. S5unil Sharma, President, Institute of Actuaries of India, said, "It gives me immense pleasure to welcome all delegates
from across the globe in the 20" GCAorganized by 1AL In the advent of this event, what has come forward is the emergence
of Actuaries as a profession in India and adding values to the insurance needs of people. We also take this opportunity to
thank the partners without whom this event would not have been complete.”

Mr. Massaki Yoshimura, Immediate Past President of the International Actuarial Association appreciated the foresight and
effort of the Indian actuarial professional to aim for a footprint in international markets at an early stage.

Ms. Marjorie Mgwenya, Immediate Past President, Institute and Faculty of Actuaries, and Mr. David Sandberg, Board
Member, Society of Actuaries both congratulated the Institute of Actuaries of India for the event expressing their intent to
increase engagement with the professional body.

About Institute of Actuaries of India (14l)

LAl is a statutory body established under The Actuaries Act 2006 (35 of 2006) for regulation of profession of Actuaries in
India. The provisions of the said Act have come into force from November 10, 2006, in terms of the notification dated
November 8, 2006, issued by the Government of India in the Ministry of Finance, Department of Economic Affairs. As a
conseguence of this, the erstwhile Actuarial Society of India was dissolved and all the Assets and Liabilities of the Actuarial
Society of India were transferred to, and vested in, the Institute of Actuaries of India constituted under Section 3 of the
Actuaries Act, 2006.

The erstwhile Actuarial Society of India (AS]) was established in September 1944, Since 1979 the AS| has been a Full Member
of International Actuarial Association (an umbrella organizations to all actuarial bodies across the world) and is actively
involved in its affairs. In 1982, the AS| was registered under Registration of Literary, Scientific and Charitable Societies Act
XX1 of 1860 and also under Bombay Public Charitable Trust Act, 1950, In 1989, the A5l started examinations upto Associate
level, and in 1991, started conducting Fellowship level examination leading to professional qualification of an actuary, till
then the accreditation was based on Institute of Actuaries, London examinations (now Institute and Faculty of Actuaries. ).

For More Information: Nikhil Mansukhani, Adfactors PR, 9833552171 / / 9820531931 / 7303975422
R i@adf .
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PRESS RELEASE

20" GCA Press Coverage

Press Release

Expanding the horizon, strengthening the core - the theme for the 20"
Global Conference of Actuaries

Mumbai, March 05, 2019: The Institute of Actuaries of India (LAl) 1s hosting the 207 Global Conference of Actuaries (GCA) which is a much-
awaited annual event for professionals across the world. This year the theme of the 207 GCA is ‘expanding the horizon, strengthening the
core’, which defines the strategic vantage point of the actuarial profession today, The event is well attended by stalwarts in the finance
and fnsurance industry, not just from India but from across the globe.

For mare than 200 years, actuaries have enabled future financial wellbeing of people, economies and societies. Since the earliest days of
the profession, actuaries have actively estimated risk, whether financial, economic or demographic. Increasingly actuaries are
spearheading innovations in data analytics. Their role as gate-keepers of financial security in the banking sector, apart from the traditional
insurance and pensions sector, is being widely recognized.

Addressing the inaceural session of the 20" Global Conference of Actuaries, Dr. 5 C Khuntia, Chairman, IRDAI, said, “With the emergence
of technologies like big analytics the role of actuaries will expand manifold. The role of actuaries are more important in innovating
insurance product which are transparent and understandable to a common man. ”

Under the direction of the IRDAI, India is emerging as a thought leader in adapting to the evaolving accounting and financial risk palicies
around the globe (like IFRS and risk-based capital and supervision). The IRDAI has taken big digital strides in developing a ‘regulatory
sandbox’, a state-of-the-art concept that aims to promote safe digital growth in the insurance industry,

Mr. 5unil Sharma, President, Institute of Actuaries of India, said, “It gives me immense pleasure to welcome all delegates from across the
globe in the 20" GCA organized by 1Al Expanding the horizons, strengthening the core, the theme of the 207 GCA underlined the
commitment of the profession to expand into wider areas. Dr 5 C Khuntia also extended full support to the aspiration of the Indian
actuarial profession to establish global centres of actuarial excellence in India and laok beyond traditional areas. We also take this
opportunity to thank the partners without whom this event would not have been complete.™

Mr. Michael Tichareva, Managing Director & Principal, National Standard Finance Africa, South Africa, said, “Actuaries are making an
impact in a range of areas within banks which include credit risk modelling, customer analytics, capital management and pricing of
derivatives.”

Mr. John Ferguson, Regional Chief Actuary, Gen Re, Hong Kong, said, “Data on Critical illness collected from South East Asia clearly
identifies a linkage between unemployment and Critical [liness adverse experience, as well as an increasing intra band trend within what is
considered as a relatively safe BMI zone as far as critical illness relativities are concerned.” Mr. Ferguson further went on to share data that
suggested that critical illrmess claims are affected not just by underlying incidence rates but also advances in screening and diagnostic
technology. The session was chaired by Ms. Pournima Gupte, Member (Actuary), Insurance Regulatory and Development Authority of India.

Mr. Arup Chatterjee, Principal Financial Sector Specialist, Asian Development Bank, Manila, Philippines mentioned various statistics
from the studies on protection and social security gaps and investments required to bridge these gaps. He concluded his session
emphasizing on the role of insurance and actuaries in risk Layering, reduction and risk resilient investing,

About Institute of Actuaries of India (1Al)

|4l s & statutory body established under The Actuaries Act 2006 (35 of 2006) for regulation of profession of Actuaries in India. The provisions
of the said Act have come into force from Movember 10, 2006, in terms of the notification dated November 8, 2004, issued by the
Governiment of India in the Ministry of Finance, Department of Economic Affairs. As a consequence of this, the erstwhile Actuarial Society
of India was dissolved and all the Assets and Liabilities of the Actuarial Society of India were transferred to, and vested in, the Institute of
Actuaries of India constituted under Section 3 of the Actuaries Act, 2006.

The erstwhile Actuarial Society of India (A5 was established in September 1944. Since 1979 the ASl has been a Full Member of International
Actuarial Association (an umbrella organizations to all actuarial bodies across the world) and is actively involved in its affairs. In 1962, the
ASI was registered under Registration of Literary, Scientific and Charitable Societies aAct XX of 1860 and also under Bombay Public
Charitable Trust Act, 1950. In 1989, the ASI started examinations upto Associate level, and in 1991, started conducting Fellowship level
examination leading to professional qualification of an actuary, till then the accreditation was based an Institute of Actuaries, London
examinations (now Institute and Faculty of Actuaries),

For Mare Information: Mikhil Mansukhani, Adfactors PR, 9833552171 / / 9820531932 / 7303975422
nikhil. mansukhani@adfactorspr.com
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Press Release

Expanding the horizon, strengthening the core - the theme for the 20"
Global Conference of Actuaries

Mumbai, March 06, 2019; The Institute of Actuaries of India (IAl) hosted the 20" Global Conference of Actuaries (GCA).
The theme of the much awaited annual event was ‘expanding the horizon, strengthening the core’, which defines the
strategic vantage point of the actuarial profession today. The two day event is well attended by stalwarts in the finance
and insurance industry, not just from India but from across the globe,

The first session of the second and final day was a trip down the memory lane, chaired By Ashvin Parekh, Managing Partner,
Ashvin Parekh Advisory Services LLP and the speaker was Gaurang Shah, President & Group Chief Risk Officer, Kotak
Mahindra Bank. Gaurang discussed the journey of privatization of Insurance Industry since 2000 as well as the rise of
Bancassurance channel. He then went on to discuss the way forward, in the form of major reforms like the impending IFRS
17 and Risk Based Capital regime.

The next panel discussion was on Actuaries and Human dignity in older ages chaired by Shaun Levitan, Co-founder and
Executive Director, Colourfield Liability Solutions.

Panel Speakers: Jens Perch HNielsen, Cass Business School, UK, Kulin Patel, Willis Towers Watson, India, Preeti
Chandrashekhar, Mercer Consulting, India and Gautam Bhardwaj, pinBox Solutions Pvt. Ltd., India. One of the key
takeaways from the session was the criticality of understanding the pension annuity as a proportion of the current income
as a key consideration on an ongoing basis. The important role of actuaries in designing and pricing Micro pension schemes
for low strata income groups was also acknowledged.

The next panel session was on Analytics, Data Science and Actuaries, led by Dave Sandburg, Senior Consultant, Charles
River Associates and Panel Speakers: John Taylor, President elect, Institute & Faculty of Actuaries, Sumit Ramani, Actuaria
Consultants, Shailesh Dhuri, Decimal Point Analytics Pvt Ltd., Hemant Kumar, Principal, Global Services. |t was brought
out that, inspired by Fintech, aver $10bn has been invested in Insuretech up until now clearly highlighting its potential in
making an impact in the BFSI sector, Actuarial role in Insuretech is crucial both from a skill set perspective, as well as the
understanding of the ethical boundaries.

The urgency around IFRS 17 preparedness was discussed in various sessions. Pravin Kutumbe, Member (Finance and
Investment), IRDAl spoke about creating further capabilities within the profession for a smooth implementation.

About Institute of Actuaries of India (IAl)

lAl is a statutory body established under The Actuaries Act 2006 (35 of 2006) for regulation of profession of Actuaries in
India. The provisions of the said Act have come into force from Movember 10, 2006, in terms of the notification dated
Movember 8, 2006, issued by the Government of India in the Ministry of Finance, Department of Economic Affairs. As a
consequence of this, the erstwhile Actuarial Society of India was dissolved and all the Assets and Liabilities of the Actuarial
Society of India were transferred to, and vested in, the Institute of Actuaries of India constituted under Section 3 of the
Actuaries Act, 2006.

The erstwhile Actuarial Society of India (A5l) was established in September 1944, Since 1979 the AS| has been a Full
Member of International Actuarial Association (an umbrella organizations to all actuarial bodies across the world) and is
actively involved in its affairs. In 1982, the ASI was registered under Registration of Literary, Scientific and Charitable
Societies Act XXI of 1860 and also under Bombay Public Charitable Trust Act, 1950, In 1989, the AS| started examinations
uptoAssociate level, and in 1991, started conducting Fellowship level examination leading to professional qualification of
an actuary, till then the accreditation was based on Institute of Actuaries, London examinations (now Institute and Faculty
of Actuaries).

For More Information: Nikhil Mansukhani, Adfactors PR, 9833552171 [ / 9820531932 / 7303975422
nikhil.mansukhani@adfactorspr.com
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Publication: PTI
Date: March 5, 2019
Headline: Irdai wants insurers to use own judgement along with rating before investing

Irdai wants insurers to use own judgement along with rating hefore investing

Mumbai: Regulator Irdai Tuesday asked insurance companies to be careful with their investment decisions
saying they should not to just rely on the credit ratings but their own judgement as well.

It could be noted that some of the listed companies of the now crippled IL&FS group were downgraded by Icra
and Care to below investment grade following a string defaults since late August last year,

"We have told insurance companies that besides (credit) ratings, they should also apply their own judgement
{before investing in any company),” Irdai chairman 5C Khuntia told reporters on the sidelines of a global
conference of actuaries organised by the Institute of Actuaries of India.

He said insurers are mandated to make investments in highly rated instruments only,

When asked about the investments made by various insurers in debt-ridden IL&FS, which used to have AAA-
ratings, Khuntia said in such cases insurers will have to watch and take action on those investments
accordingly, and if required make provisions.

“In case their is some change in the rating, they will have to take appropriate action. It will not be possible to
tell them exactly what to do...we are making them aware that they will have to be proactive so that
policyholders’ interest is protected,” he said.

He also clarified the regulator has also not asked insurers to pull out their investments in companies whose
ratings have been downgraded as it could impact the markets.

He said the Irdai will soon be communicating a timeline to LIC, which has acquired 51 percent stake in |IDBI
Bank, to reduce its stake to 15 percent.

"LIC is preparing a roadmap and when it is ready, they will communicate to us {the deadline to reduce its stake

in 1DBI Bank. Accordingly, we will fix the timeline. We have told them that they have to eventually bring it
down to 15 percent,” Khuntia said.

IDBI Bank also has a life insurance arm--1DBI Federal Life Insurance. As per Irdai norms, one promoter cannot
have two insurers.

"This happened temporarily for this (LIC-IDBI Bank) acquisition. But, | think it will get sorted out. There are
various methods to sort it out. Suppose 1DBI Bank sell its stake in IDBI Federal Life then there will be no
conflict of interest. It will take some time to resolve. But it needs to be sorted out. There should not be any
conflict of interest,” Khuntia added.
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Headline: IRDAI TO IL&F5-HIT INSURANCE FIRMS
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IRDAITO IL&FS-HIT INSURANCE FIRMS

‘Use Judgement
to Invest, Don't Go
by Ratings Alone’

Regulator asks
cosnottorely on
ratingsalone,
make provisions

Our Bureau

Mumbai: After insurance
companies took a hit by inves-
ting indebt-laden Infrastructu-
re Leasing & Financial Servi-
ces (ILEFS), the sactor regila-
tor has asked the insurers to
use their judgement and not re-
Iy on ratings alone.

When the insurers invested in
IL&FS, its papers were rated
AAA, but were downgraded to
D. or default category, within 45
days. “We have told the compa-
nies that besides rating, they
should also apply their own
judgement,” saild Insurance
Regulatory and Development
Authority of India (Irdai) cha-
irman Subhash Chandra
Khuntia, “They will have to ti-
me thelr actions accordingly.”

Irdai has asked the insurers to
make provisions for their expo-
sure to the infra lender “Now
that the rating has changed they
(Insurance companies) will ha-
ve to use their own judgement
and take actions,” Khuntia said.
“Incaseof banks, there is write-

offs, and insurance companies
canmake provisions.”

Many life insurance compa-
nies have provided for their
exposure to IL&FS inthe third
quarter when the default star-
ted. The company defaulted
first in Angust, followed by se-
veral defaults on its inter-cor-
porate deposits and commer-
cial papers in the September-
December quarter,

Khuntia, however, said that
the insurance companies sho-
uld not pull out of investments
only because the rating has
changed. “Insurers have to ke-
ep policyholders’ interest in
mind and not pull out of invest-
ments because the rating has
changed.” hesaid.

Like mutual funds, insurance
companies too had invested in
the debt papers of IL&FS. Life
Insurance Corporation has
25.6% stake in the group com-
pany. For better monitoring of
risks, Irdai has suggested com-
panies to come up with a risk
registry Insurers will have to
list out the risks and their pos-
sible solutions in it.

Publication: DMA (Money)

Edition: All Edition

Date: March 6, 2019

Headline: Irdai cautions on credit ratings
Page Mo.: 1

Irdai cautions on
credit ratings

Irdai on Tuesday asked
insurance companies to
be careful with their in-
vestment decisions say-
ing they should not to
just rely on the credit
ratings but their own
judgement as well. It
could be noted that some
of the listed companies
of the now crippled
[L&FS group were down-
graded by Icra and Care
to below investment
grade following a string
defaults since late Au-
gust last vear. “We have
told insurance compa-
nies that besides (credit)
ratings, they should also
apply their own judge-
ment (before investing in
any company),” Irdai
chairman SC Khuntia
told reporters. He said
insurers are mandated
to make investments in
highly rated instru-
ments only,
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Date: March 6, 2019

Headline: Rely on credit ratings, own judgement for making sound investment decisions: IRDAI to insurers
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Rely on credit ratings, own judgment for making
sound investment decisions: IRDAI to insurers

Says regulator has not asked insurers
to pull out investments In companies
whose ratings have been downgraded

PRESS TRUST OF MDY

Blyriii i B

The Insurande R‘.:-H_ul.'lll.uy and
lh.ﬂ.':iﬂprnrnr At howrity of Im
dia (IRDATL o Tuesclay, asked
insurance companies o be
careful abowut thedr imvestment
decisions, saying they shoubd
nol only rely on credin ratings
but also on their own judg
el s well

ILEFS effect
It could be noted that some of
the listed companies of the

now~crippled IL&FS Group
were down graced by ICRA and
CARE to below investment
grade {ollowing a string of de
lsults since Lite August lasd
WEar

We have told nsurance
companies  that  besides
{orwdii ratings, Lhey shaowuld
also apply their own judg
ment (before investing in any
comparyl,” IRDAI Chairman
5C Khunria told reporters on
the sidelines of a global con
Jﬂu.-|1|:|-u!'.|-:1uun-'..-:u'g.ml.w-tl

Publication: Financial Express

Edition: All Edition
Date; March 6, 2019

SC Khuntis, Chalrmsan, IROA)

Iy the Instinute of Actuaries of
India. He said insurers are
mandated 10 make  inves
mients only in highly-rated i
STTUMEnES

When asked about the in
vistments made by vanous in-

Headline: Mot just ratings, trust your own judgement too, says Irdai
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surers. in debt-ridden  I&FS,
which wwed 10 have AAA ral
imgs, Khuntia said in such
canes insurers will have o
watch and take sction on
those investments  aooond
imgly, and, il required, make
provisions.,

*In case there iz ome
change in the rating, they will
have o take appropriate ac
tion, It will mot be possibde to
tell them emactly what to
do.we are m,ﬂung tlern
#ware that they will have w be
proactive so that policybold
e’ interest is protected.” he
sabd,

He also clarified the regu
Litor has also pot Jiked in-

surers to pull out their imeess-
ments i companies whose
ratings have been down-
graded as it coubld impact the
muarkets

He said the IRDAI will soon
be communicating a timeline
o thse LI, which has at.|.||.|.|.rnJ.
a, 51 peer cont stake in IDAI Bank,
to reduce its stake o 15 e
CentL

SLKC b preparing a roadmap
and when it is ready, they will
communkcate to us (the dead
line to reduce its stake in IS
Rank ). Accordingly, we will fix
the timeline, We have told
them that they have to evenns
ally bring it down to 15 por
cent,” sabd Khuntia

Not just ratings, trust your own judgement too, says Irdai

PRESS TRUST OF IMDs

sldelines of a global conference of

It will mot be possible to tell them exactly

8 1 sy, t ey e [ cominunicate to us {the

Murmbai, Manch & actuaries organised by the Institite of what io do_ we are making them dware  deadline to reduwce its staks b D81 Bani
Aciuaries of India that they will hawe (o be  Accordiagly, we will fin the thimcline, We
REGULATOR RDAI OM Tussday asked Headdedthatsurersare M also clarified o cpive so that policybold-  have told them that they have to sveniu-
insmmance companics to be careful with ~ mandated to make invest that it has not ors’ imterest is protected”  ally brimg it down to 1 5%, Khuntia said
their Investment dechsbons, seying that  oents in highly rsted instn aiked (Aburars ta o b sl 1M Mk sdsa luas a [ife innErance arm
they should not st redy om the credin mi memis anky. pull ut thair He also clarified that the ITEd Fexderal Life Insurance,
g b chein oseem g il wa el Aaked sbsur the Imvest- . Hﬂl.l‘.lllllhnjlﬂl il acked Ak per IFds noTme, one proroLeT Can-
S of the listed companies of thi  menis made by varkous o L c inaupers to pull out their  not have two lasurers, "This happened
now-crippled [LAFS group were down-  insurers im  debt-ridden investments in companies  emporarily forhic(LIC- ID6E Bank) acqui-
graded by kera and Care to below invest-  ILATS, which used to have been downgraded ;.. ratimgs have been  sition But [ think it will be sorted out
izl grade following & string of defaulis  AAA-retings, Khuntid said in -~ &8 it could impact downgraded az B could There are various methods 1o sor it out
simce late August kst vear, such cases insurers will havee the markets imipact the markets, Suppose 111 Bank seils its stake in 108
“WWe have (old insurance companies (0 walch and takie actlon on — Hie wanbidd iher Drillai wiil] misony  Peadoral Life, then ilsere will bBe no oopflict

that besides (credit) ratings, they should

thoss investments accord

e commaunicating atimeline

of interest. It will take some time o

el ve Rart i mencls oo b st o Thaeee
shoild mol be any confliol of imberewi”
Ehuintiaaclded

s LI, which has aoquilmed a 3 1% srake in
[T Mank, io redbece ks stake o 15,
LA s et bing & roasclinia o aned wien

alsn apply thedr swn judgement (hefone
invsiing In asy company),” Indal
chairmuan SC Kt ia vol] v peoste s ot

Iy, anil if reaquined mualee provisinns *n
casg tholr b some cha mge (o the railng,
thiey willl harve (o Lake spprogsiste action.

Publication: Financial Express
Edition: All Edition

Date: March &, 2019
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® TREADING CAUTIOUSLY

SC whunta trokae chasrman

We have told insurance companies that besides
(eredit) ratings, they thould also apply their awn
mmmmmcmy
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Headline: ‘Insurers must provide for [L&FS hit'
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‘Insurers must provide for IL&FS hit’

Need To Be Proactive To Protect Policy Holders’ Interests: IRDAI Chairman
WHAT INSURANCE REGULATOR SAYS

Tz s MNuws Ne Torcem

Mumaluiad: Chadrman of the In-
suranoe Regulatory amd Deve-
lopment Authority of [ndia
(IRDAI, Subhash Chandra
Khuntin, has saikl that insae
rers must make provisions on
their exposure o [T&FS. Al
hoogh  insurance comganies
were required o make prowvi
shons earlier [RODAL'S reilers
tion comes in the wakeof &t
biifaal onler that [L&FS and
group companies shoold not
be classified as non-perfor
ming assets (NFPAs)
Addressing the media on
e shabed imes of The 2001 Cilokal
Conference of Actuaries,
Khumtin said that insurance
companies need fo be proacti
ve to protect the interess of po
licy holders. He said that IR
DAl required insurance com-
panies only to mvest in betier

Publication: The Hindu
Edition: All Edition
Date: March 6, 2019

ratexl oompanies. “MNow that
the [L&FS rating has changed,
ihey will hove o keep a waich
on what o do with those in-
vestiments and make reguired
provisions,” sid Khuntia

Last month, the National
Company Law Appellate Tri
mal (NCLAT) had ordersd
theat L& FS and its group com
panies will not be classified as
NPAs until further orders. All
hough the order did not give
il Entionale. oEify keiklers e
el that this s because of the
momtorium  on - repayment
that prevents [L&FS group
comparies firem repaying. En-
suring that the loans are not
class ifed as NPAs will prevent
lenddors from initiating lnancd
reals of separale recovery pro-
oeedings against the group
COMT A s,

The IL&FS group has over
s 90,000 crore of debt. A large

Moy ondy in investment-grde:
beonds, but RDAI expects Tem
irse Melr own judgmen o

* Insurers should not go by the
views of rafing agencies alone
» The Comments Come in

the context of ILEFS being a
top-rated paper bebore if was

* isurers may be required o put

downgrated (o default category

partol thisis with hanks, inso
rance comgmanbes and muatual
funds. A report by audit firm
Grant Thormton has identified
irreguilarities in bans worth
Rs 13,000 crome disbursed by
the parent

Um Tuesday, Khuntia said
that the LIC will have woeven
tually pare iis stake in [DHEI
Bank o 15%. This will be in
keeping with [RDALSs invest

Headline: Insurers must use judgement while investing, says IRDAI
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Insurers

while investing

must use judgment

Mow that the ILEFS
rating has changed

they will have to keep a
watch on what to do with

those investments
and make required
provisions

= Suhbash Chandra
KB | o panin, wra

ment limit, which prevents
an insurer from holkding more
than 16% in an investes oom
pany “Thiy are preparing a

rod map and, wiven it 1s rea
dx they will communicate it
tous,” sabd Khuntia Inciden
tally, the RB] has alsosabd that
LAC shvould divest stake inthe
bhank in keeping with HBI's
norms for promoter share.
hodding

LICs investment in [DE]
Flanlk will alss foroe (he kencker
o sedl stake in its Hife imsuran-
eecoimpany — (D] Federal L8
e Insurnnce. “This 18 somet
hing emporary (D81 Bank
stake in IDEI Federal Insuran
ce). There sre various met
il fo sort this out. Supposs
thiey sell it there shaould not be
any conflict of interest.” said
Khuntia. He pointed out that
IDBI Rank had already mitia.
] plagis tooeell e stnlee b thae
insurer but they pot shedved

Earlier, sidressing the ac-
maries' conference, Khuntia
said the role of actunries will
increase manifiold with the
emergence of  technologhes
like datn apalytics. “The rmle
of sctuaries s more Impor
tant in innovating insurance
products that are transparent
and understandable 10 3 com-
mon man,~ he sakd

Publication: The New Indian Express

Edition: All Edition
Date: March &, 2019

Headline: Mo guidance to insurance firms on
ILEFS investments, says IRDAI
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,says [RDAI

‘Have asked companies not to rely only on external ratings’

SFECLAL Cis RESFONDENT
CTETT]

The |nsiFance Regulatory
and Development Authaority
of India RDAT sadd that in

surance oompantes should
niost enly rely on external rat
g b ahamsld use their
LT |1.||.l,|__"lnﬂll while
imvesting

Imteracting with the me-
dia on the sidefines of the
Global Conference of Actu
arses orgamised by Inssicure
of Actuaries of Indi, TRDAL
chairman Subhash Chandra
Khusntia sadd, <We have told
Inmrance comspaniles st
the shosukd not only be book
|mg &t the ratings. They hlso
niesed 1o mpply thedr own jud

..-(m

Sulsbiash Chamdes Khtia

pemant” The regulator
made the comments while
respanding 1o a questhon re-
garding insurance compa
nies” exposure o broukbied
Infrastructiine conflomerale
ILAFS in which Life Insu
rance Corporation, the big-
st sharehobder, also has an
NPT

“Fach msurer has a sepa
rate exposune. For any in
vedlfriend, OUF Pedlalfemeit
is that &t should be done in
haghly-raged imvestments. In
surers will have 1o take ne
cessary actions for those in
vestmenis,” he aald. ILAFS
was AAA rated but after the
company sarted defaulting
on debt instruments, its rat
g was out to jamk

To & guestion on LIC's
stake In IDBI Bank. he sabkd
LIC was vyt to give & road
mag o the timetine o bring
down s stake to 15%, from
B, m per regulatory
noams, LIC had recently ac-
quared wake n the hank
from the Centra

No guidance to insurance firms on
IL&FS investments, says IRDAI

End ECOmOMIC BUREAY o st

EeSURANCE regulator [RIIAL hns not g1ven any spec e gubdance
o the insurance comganies who have invesments m IL&FS and
o oo e, bt have ondy ashed them to e corefil with their
Evestmenis, sl RO chadraan 5 C K

Insursnce firms with expaure © [LEFS group have o waich
and malke necemary provisens, Khimtis sid “ln case of benks
they are oams. they can write off. here it b an Imvestment ... we
are only making them sware that (hey have to prosct e, ™ he said
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Headline: ‘Insurers must provide for IL&FS hit"
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COULD LEAD TO CUT-THROAT COMPETITION, SAYS SC KHUNTIA

IRDAI chief rules out dismantling
of third party motor tariff system

ENS ECONOMIC BUREAU
MUMBAI MARCH 6

DEREGULATION SYSTEMIN PLACE SINCE 2007

B Few years ago, IRDAI had
mooted a proposal to
disman tle this system in
the motor se gment, but
calked it of f afver PSU
general i nsurers opposed it

THE INSURANCE Regulatory and BIRDAI had, way back in
Development Authority of India 2007, deregulated the
{IFDAL) has rled out dismanilng pricing of the entire range
the third party motor tariff sys- of insurance products
em, which 5 il regulased bythe except the third party
insurance regulatorin the post de- RONOE POeT um

IRDA had, wery back in 2007,
derepulated the priangoftheen-  they are bleeding due to the loss
tire range of isurance products making poitfolio. However, ifit s
oept the thind partymotor pre-  detanifiied, a cut- throat competi-
mium. Bveryyear by March Lthe  tion will begin™ “We are looking
RO urneeils the new third party  at various options on the issue,”
motor prcing for the year he s on the sideines of the 20th

Whenasked aboutany possi- — Global Conference of Actuaries.
baliry of removing the third party Infact some years back, IRDA
motwr egnentfomaffegme  hadmooted a proposal indisman-
SCEhumia, chanman IRDALssd, de the tanff system in the third
“Ofen general insurescomplain - pamymolon segment butcalled
isthatanffwes notadequateand off after PSU general insunersop-

Publication: Business Standard {Hindi)

Edition: Mumbai

Date: March 6, 2019
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posed the proposal. Onjthe insur-
ers’ & posure to the financially
batered ILAFS, Khuntia said that
each insurer has got different
kindsof expos ure in the company.

“We have said that insurers
should do adequate provisoning
and cant write them off”
Khumnitia saed.

Irsurers are advised o imvest
in high rated companies only and
in case the mting comes down in

due course of time, then the insur-
ers should apply their own judg-
ment o respond o the sination
M s not possible for [IRDATotel
them whial 1odo ecactly. Theonly
thing thatwe have to do is protect
polcyholders' interest.” he sad.
Onthe 51 per cent investment
by LICin IDE Bank, the IRDAJchief
said the regulator has to give a
tmeline to LIC by whenit should
bring dowwn its stake in the hank
to 15 per omit "Bat we are yet D
doso,” he sad.
along-term health insurance pol-
icy similar to the long-erm mo-
o podicy, Kiuntia said unlile ife
insurance where there is alife
table avallable, the general insur-
ance industry did not have such
facility. “5So0, we can make long-
term health insurance policy for
two or three years,” Khuntia said
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Headline: Default onus on insurers

Default onus
on insurers

Page Mo.: 8

Mumbai: The Insurance Reg-
ulatory and Development Au-
thority of India (Irdai) on
Tuesday asked insurance
companies to be careful with
their investment decisions,
sayving they should not just
rely on the credit ratings but
their own judgement as well.

It could be noted that some
of the listed companies of the
now crippled IL&FS group
were downgraded by Icra and
Care to below invesunent grade
following a string defaults since
late August last year.

“We have told insurance
companies that besides (cred-
it) ratings, they should also
apply their own judgement
(before investing in any com-
pany),” Irdai chairman S.C.
Khuntia told reporters on the
sidelines of a global conference
of actuaries organised by the
Institute of Actuaries of India.

He said insurers are man-
dated to make investments in
highly rated instruments only.

On the investments made
by wvarious insurers in debt-
ridden IL&FS, which used to
have AAA-ratings, Khuntia
said in such cases insurers
will have to watch and take ac-
tion on those investments ac-

We have told
insurance companies
that besides (credit)
ratings, they should
also apply their
own judgement

S.C. KHUNTIA,

Irdai chairman

cordingly, and if requirec
make provisions.

“In case there is some
change in the rating, they wil
have to take appropriate ac
tion. It will not be possible tc
tell them exactly what tc
do...we are making them aware
that they will have to be proac
tive so that policyholders’ in
terest is protected,” he said.

He clarified that the regula
tor has also not asked insurer:
to pull out their investiments i
companies whose ratings have
been downgraded as it coulc
impact the markets.

He said Irdai will soon be
communicating a timeline tc
LIC, which has acquired 51 per
cent stake in IDBI Bank, to re
duce its stake to 15 per cent. p11
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Headline: Irdai wants insurers to use own judgement before investing
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Irdai wants insurers to use own
judgement before investing

MUMBAI, Mar 5 (PTI)

REGULATOR Irdai on Tuesday
asked insurance companies to
be careful with their investment
decisions saying they should not
to just rely on the credit ratings
but their own judgement as well.

[t could be noted that some of
the listed companies of the now
crippled IL&FS Group were
downgraded by Icra and Care to
below investment grade follow-
ing a string defaults since late
August last year.

“We have told insurance com-
panies that besides (credit) rat-
ings, they should also apply their
mmiudgemem{hefnrelmﬁting
in any company),” Irdai
Chairman, S C Khuntia told
reporters on the sidelines of a
global conference of actuaries
organised by the Institute of
Actuaries of India.

He said insurers are mandat-
ed to make investments in high-
ly rated instruments only. When
asked about the investments
made byvariousinsurersin debt-

riddenIL&FS, which used tohave
AAA-ratings, Khuntiasaid insuch
cases insurers will have to watch
and take action on those invest-
ments accordingly, and if required
make provisions.

“In case there is some change
in rating, they will have to take
appropriate action. It will not be
possible totell themexactlywhat
todo...Wearemakingthemaware
that they will have to be proac-
tive so that policyholders' inter-
est is protected,” he said.

He also clarified the regulator
hasalsonotasked insurers topull
out their investments in compa-
nies whose ratings have been

downgraded as it could impact
the markets.

He said the Irdai will soon be
communicatingatimelineto LIC,
which has acquired 51 per cent
stake in IDBI Bank, to reduce its
stake to 15 per cent.

“LIC is preparing a roadmap
andwhenitisready, theywill com-
municate to us (the deadline to
reduce its stake in IDBI Bank.
Accordingly, we will fix the time-
line.We have told them that they
have to eventually bring it down
to 15 per cent,” Khuntia said.

IDBI Bank also has a life
insurance arm -- [DBI Federal
Life Insurance.
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ONLINE COVERAGE

Publication: ET Markets
Link: https://economictimes.indiatimes.com/markets/stocks/news/irda-fiat-use-judgement-to-invest-dont-go-by-
ratings-alone/articleshow/68281616.cms

Irda fiat: Use judgement to invest, don't go by ratings alone

Irdai has asked the insurers to make provisions for their exposure to the infra lender.

After insurance companies took a hit by investing in debt-laden Infrastructure Leasing & Financial Services (ILEFS), the sector regulataor
has asked the insurers to use their judgement and not rely on ratings alone.

When the insurers invested in ILEFS, its papers were rated AAs, but were downgraded to D, or default category, within 43 days, “We have
told the companies that besides rating, they should alse apply their own judgement,” said Insurance Regulatory and Development
Authority of India ( Irdai) chairman Subhash Chandra Khuntia. "They will have to time their actions accordingly.”

Irdai has asked the insurers to make provisions for their exposure 1o the infra lender. "Now that the rating has changed they (insurance
companies) will have to use their own judgement and take actions,” Khuntia said. "In case of banks, there is writeoffs, and insurance
companies can make provisions,”

Many life insurance companies have provided for their exposure to IL&FS in the thind quarter when the default started. The company
defaulted first in August, followed by several defaults on its inter-corporate deposits and commercial papers in the September-
December guarter. Khuntia, however, said that the insurance companies should not pull out of investments only becawse the rating has
changed. "Insurers have to keep policyholders interest in mind and not pull out of investments because the rating has changed,” he said.

Like mutual funds, insurance companies too had invested in the debt papers of ILEFS. Life Insurance Corporation has 25.6% stake in the
group company. For better monitoring of risks, Irdai has suggested companies to come up with a risk registry. Insurers will have to list out
the risks and their possible solutions init.

Publication: Money Control
Link: https:/ fwww. moneycontrol. com/news/business/companies/dont-rely-only-on-ratings-apply-own-judgemeant
while-investing-irdai-chief-subhash-chandra-khuntia-to-insurers- 3608871 . html

Don't rely only on ratings, apply own judgement while investing: IRDAI chiel to insurers

The insurance regulator wants companies to not just rely on the credit ratings of their investments, but also wants them to apply thelr own
judgement.

Taking to reposters an the sidelines of an event, IRDA| chairman Sulshash Chandra Khuntia said that besides the ratings, each insurer should take a
decision based on the company.

“We have told insurance companies that they should not only be looking at the ratings. They alsoneed to apply their own judgement,” he added,

Khuntia said this in response to a guestion on insurers’ exposure to debt-ridden IL&FS. Insurers, including Life Insurance Corporation of India (LIC),
hawve exposure to ILEFS and its group entities, LIC is also the largest shareholder in ILEFS with a 25.34 percent stake.

Each insurer has a separate exposure, For any investment, our reguirement is that it should be done in highly-rated investments. Insurers will
have to take necessary actions for thase {(ILEFS) investments,” he added.

Insurance Regulatory and Development Authority of India (IRDAI) has been monitoring the ILEFS situation closely. Insurers have been asked to
make adequate provisions in proportion to their exposure to ILRFS.

At the time of investment, the ILEFS instruments were AAA rated. The infrastructure lender has been facing crisis since June 2018 after it
defaulted on inter-corporate deposits and commercial papers ibormowings) worth about Rs 450 crore. Over the next three months, rating agencies
also downgraded the company’s long term ratings.

After that, several group entities have seen a ratings downgrade and have missed a serles of debt payments. IL&FS has a cumulative debt of Rs
91,000 crore.

Khuntia said that considering policyholders’ interest, insurers have been asked to not pull out of investments once there is a ratings change.

The regulator has also asked insurers to brirg out a risk registry. Each insurer will list out the type of risks that they face and the possible solutions
for those risks, Khunitia said that this is like a guidance being given to them.
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Publication: Business Standard

Link: https://www.business-standard.com/article/companies/do-not-depend-only-on-ratings-use-your-own- judgment-
too-irdai-to-insurers-119030600066_1.html

Do not depend only on ratings; use yvour own judgment too: [rdai to insurers

The insurance companies have to use their own judgment and cannot simply rely on the credit rating assigned to their
investment by the rating agencies, the insurance regulator said in an advisory to the insurance companies,

“0ur requirements is that investment should be in highly rated instruments. In case there is a change in the ratings, they will
have to take appropriate action”, Irdai chairman Shubash Chandra Khuntia said.

“We have told insurance companies besides rating they should also apply their own judgment, We are making them aware that
they will have to be proactive so that policyholders' interest is protected”, he further added.

Many insurance companies have exposures to the beleaguered IL&FS group as part of their investment portfolio. Mow, the
regulator has made it clear that these companies have to make provisions for their exposures as write-off is not an option for
them. ILE&FS was rated very highly by the credit rating agencies but it defaulted on its debt obligations that resulted in a liguidity
crunch situation in the entire financial sector,

"We have not asked insurance companies to pull out of any investment because of change in ratings as that may damage it
further so they have to time their judgment appropriately. There cannot be a cut and paste solution”, Khuntia said.

On the issue of insurance companies not disclosing the embedded value of their company, the chairman said,” During listing the
companies have to declare. We are encouraging the companies to go for listing, We have not made it compulsory because the
industry has to develop mare. We have many new companies but we will encourage them to disclose their embedded value”.

On private equity firms buying stakes in insurance companies, Khuntia said,” They are permitted to buy but we apply a lock-in
period so that there are no frequent changes. 5o, the first five years there will be stability and after that they are free to either
remain or sell it to someone else”,

The regulator alse made it clear that state owned life insurance behemoth, LIC, has ta bring down its stake in IDBI to 15 per cent
which is the norm. Although the Irdai has not communicated a timeline to LIC to bring down their stake in the bank but the
regulator said that LIC is preparing a road-map in that direction and as soon as it is ready, they will communicate it to the
regulator and the regulator will then fix a timeline, accordingly.

LIC has acquired 51 per cent stake in IDBI Bank after it infused T21, 624 crore in the bank, Also, as IDBI Bank is the majority
shareholder in IDBI Federal Life Insurance, and now that LIC owns 51 per cent stake in IDBI Bank, that makes LIC the indirect
owner of IDBI Federal Life Insurance.

Moreover, on the conflict of interest situation of LIC in IDBI Federal Life Insurance, Irdai chairman said, “There are various

methad o sort it out. Suppose they sell it then there will be no canflick of interest. It will take some time to resolve it. But it
needs to be sorted out. There should be any conflict of interest™.

Publication: The New Indian Expresss
Link: http://www.newindianexpress.com/business/ 2019/ mar/ 06/ no-guidance-to-insurance-firms-on-ilfs-investments-
says-irdai-1947367.html

No guidance to insurance firms on IL&FS investments, says IRDAI

MUMBAL Insurance regulator IRDAI has not given any specific guidance to the insurance companies who have investments in
ILEFS and group companies but have only asked them to be careful with their investments, said IRDAI chairman 5 C Khuntia,

Insurance firms with exposure to ILEFS group have to watch and make necessary provisions, Khuntia said.

“In case of banks they are loans, they can write off, here it is an investment ... we are only making them aware that they have to
proactive,” he said.
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Publication: The Times of India
Link: https://timesofindia.indiatimes.com/business/india-business/insurers-must-provide-for-ilfs-
hit/articleshow/68277968.cms

‘Insurers must provide for IL&FS hit’

WHAT INSURANCE REGULATOR SAYS

> Insurers may be required to put Now that the IL&FS
money only in investment-grade rating has changed,
bonds, but IRDAI expects them | they wil| have to keep a
Use thelr own Jdgment 100 watch on what to do with

» Insurers should not go by the
views of rating agencies alone

* The comments come in

the context of IL&FS being a
top-rated paper before it was
downgraded to default category

those investments
and make required
provisions

= Subhash Chandra
Khuntia | ciammax, moa

(Representative image)

MUMBAL: Chairman of the Insurance Regulatory and Development Authority of India (IRDAI), Subhash Chandra Khuntia, has said
that insurers must make provisions on their exposure to ILEFS. Although insurance companies were required to make provisions
earlier, IRDAL's reiteration comes in the wake of a tribunal arder that ILEFS and group companies should not be classified as non-
performing assets (MPAS).

Addressing the media on the sidelines of the 20" Global Conference of Actuaries, Khuntia said that insurance companies need to
be proactive to protect the interest of policy holders. He said that IRDAI required insurance companies only to invest in better
rated companies. “Now that the ILE&FS rating has changed, they will have to keep a watch on what to do with those investments
and make required provisions,” said Khuntia.

He added that while insurers are required to ensure that they put money only in investment-grade bonds, the regulator expects
them to use their own judgment and not go by the views of rating agencies alone. Khuntia said this in the context of ILEFS beinga
top-rated paper before it was downgraded to default category.

Last month, the Mational Company Law Appellate Tribunal (MCLAT) had ordered that ILEFS and its group companies will not be
classified as NRAs until further orders, Although the order did not give the rationale, many lenders feel that this is because of the
moratorium on repayment that prevents IL&EFS group companies from repaying. Ensuring that the loans are not classified as MPAs
will prevent lenders from initiating hundreds of separate recovery proceedings against the group companies.

The ILEFS group has over 90,000 crore of debt. A large part of this is with banks, insurance companies and mutual funds. A
repart by audit firm Grant Thornton has identified irregularities in loans worth Rs 13,000 crore disbursed by the parent.

On Tuesday, Khuntia said that the LIC will have to eventually pare its stake in IDBI Bank to 15%. This will be in keeping with IRDAIs
investment limit, which prevents an insurer from holding more than 15% in an investee company. “They are preparing a road map
and, when it is ready, they will communicate it to us, ™ said Khuntia. Incidentally, the REIl has also said that LIC should divest stake
in the bank in keeping with RBI"s norms for promoter shareholding.

LIC's investment in IDBI Bank will also force the lender to sell stake in its life insurance company — IDBI Federal Life Insurance.
*This is something temporary (IDB| Bank stake in IDBI Federal Insurance). There are various methods to sort this out. Suppose
they sell it, there should not be any conflict of interest, ” said Khuntia. He pointed out that |IDEBI Bank had already initiated plans
tosell the stake in the insurer but they got shelved.

Earlier, addressing the actuaries” conferance, Khuntia said the role of actuaries will increase manifold with the emergence of
technologies like data analytics. “The role of actuaries is more important in innovating insurance products that are transparent
and understandable to a common man,” he said.
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Publication: Yahoo Mews
Link: https://in.news.yahoo.com/irdai-wants-insurers-own-judgement- 105700601 .html

Irdai wants insurers to use own judgement along with rating before investing

Regulator Irdai Tuesday asked insurance companies to be careful with their investment decisions saying they should not to just
rely on the credit ratings but their own judgement as well.

It could be noted that some of the listed companies of the now crippled IL&FS group were downgraded by Icra and Care to
below investment grade following a string defaults since late August last year.

"We have told insurance companies that besides (credit) ratings, they should also apply their own judgement (before investing
inany company},” Irdai chairman 5C Khuntia told reporters on the sidelines of a global conference of actuaries organised by the
Institute of Actuaries of India.

He said insurers are mandated to make investments in highly rated instruments anly.

When asked about the investments made by various insurers in debt-ridden IL&FS, which used to have AAA-ratings, Khuntia
said in such cases insurers will have to watch and take action on those investments accordingly, and if required make
Provizions,

"In case their is some change in the rating, they will have to take appropriate action. It will not be possible to tell them exactly
what te do...we are making them aware that they will have to be proactive so that policyholders interest is protected,” he
said.

He also clarified the regulator has also not asked insurers to pull out their investments in companies whose ratings have been
downgraded as it could impact the markets.

He said the Irdai will soon be communicating a timeline to LIC, which has acquired 51 percent stake in IDBI Bank, to reduce its
stake to 15 percent.

"LIC is preparing a roadmap and when it s ready, they will communicate to us (the deadline to reduce its stake in IDB| Bank.
Accardingly, we will fix the timealine, We have told them that they have to eventually bring it down to 15 percent,” Khuntia said.

IDBI Bank also has a life insurance arm--1DBI Federal Life Insurance As per Irdai norms, ane promoter cannot have two insurers.
“This happened temporarily for this (LIC-1DBI Bank) acquisition. But, | think it will get sorted out. There are various methods to

sort it out. Suppose |DBI Bank sell its stake in IDBI Federal Life then there will be no conflict of interest. It will take some time to
resolve, But it needs to be sorted out. There should not be any conflict of interest,” Khuntia added.,

Publication; BTVi
Link: https://www.btvi.in/policy/irdai-wants-insurers-to-use-own-judgement-along-with-rating-before-
investing/ 128760

Irdai Wants Insurers To Use Own Judgement Along With Rating Before Investing

Mumbai: Regulator Irdai Tuesday asked insurance companies to be careful with their investment decisions saying they should not
to just rely on the credit ratings but their own judgement as well.

It could be noted that some of the listed companies of the now crippled |L&FS group were downgraded by lcra and Care to below
investment grade following a string defaults since late August last year.

"We have told insurance companies that besides (credit) ratings, they should also apply their own judgement (before investing in
any company),” Irdai chairman 5C Khuntia told reparters en the sidelines of a global conference of actuaries organised by the
Institute of Actisaries of India.

He said insurers are mandated to make investments in highly rated instruments only.

the Actuary India April - May 2019 Indian Actuarial Profession

.'.:j--.=el"."ll'|1.'_1 the Cause of Public Interest




When asked about the investments made by various insurers in debt-ridden IL&FS, which used to have Add-ratings, Khuntia said
insuch cases insurers will have to watch and take action on those investments accordingly, and if required make provisions.

“In case their is some change in the rating, they will have to take appropriate action. it will not be possible to tell them exactly
what to do...we are making them aware that they will have to be proactive so that policyholders’ interest is protected,” he said.
He also clarified the regulator has also not asked insurers to pull out their investments in companies whose ratings have been
downgraded as it could impact the markets.

He said the Irdai will soon be communicating a timeline to LIC, which has acquired 31 percent stake in IDBI Bank, to reduce its
stake to 15 percent,

“LIC is preparing a roadmap and when it is ready, they will communicate to us (the deadline to reduce its stake in IDBI Bank.
Accordingly, we will fix the timeline. We have tald them that they have to eventually bring it down to 15 percent,” Khuntia said.

108 Bank also has a life insurance arm--IDBI Federal Life Insurance. &s per Irdai norms, one promoter cannot have two insurers,

"This happened tempaorarily for this (LIC-IDB] Bank) acquisition. But, | think it will get sorted out. There are various methods to
sort it out. Suppose IDBI Bank sell its stake in IDBI Federal Life then there will be no conflict of interest, Itwill take some time to
resolve, But it needs to be sorted out. There should nat be any conflict of interest,” Khuntia added.

Publication: Asia Insurance Review
Link: http: //www.asiainsurancereview.com./News/View-NewsLetter-Article/id 45896/ Type/eDaily/India-Regulator-
calls-for-more-homegrown-actuaries

Regulator calls for more homegrown actuaries

The Indian insurance regulator, the IRDAl, has called for a collective effort by varnous stakeholders in India to increase the
number of homegrown actuaries from the present 60 to a minimum of 1,000 per annum.

India is seeing high economic growth that s also benefitting the financial services sector and there is increasing demand for
actuaries in the country.

"“We need to produce many more actuaries every year and for this there needs to be tie-ups with universities and colleges around
the country to attract young people to this profession, ” said Dr Subhash Khuntia, IRDAI chairman.

Speaking at the 20th Global Conference of Actuaries in Mumbai yesterday, he asked the industry to start a campaign to
popularise the actuarial profession among young people with a mathematical bent of mind,

"Actuaries play a critical role in the investment, pension fund and insurance segment, and with the advent of digital tech, the
role of actuaries will continue to grow, ” said Dr Khuntia.

Speaking of the role of appointed actuaries in insurance companies, he mentioned that they have a responsibility to be
professionally and technically correct, which was an important aspect of the profession, “Actuaries need to maintain a fine
balance between policyholders’ funds and the company's interests, so that the insurance industry remains sustainable” he said.

India emerging as a global hub for actuarial services

Inan earlier address to conference delegates, Mr Sunil Sharma, president of the Institute of Actuaries of India (A1) spoke of how
the actuarial profession in India s undergoing a sea change through improved member services and implementation of
professional standards. “India is emerging as a global hub for actuarial services and over 1,000 actuarial professionals provide
support across the globe, ™ he said.

Actuaries are today contributing in various fields including data science and analytics. The [Al currently has a mutual recognition
agreement with the Institute and Faculty of Actuaries {IfoA) of the UK and most of the existing systems in India are adopted from
the UK.

The two-day event, with the theme, “Expanding the horizon, strengthening the core™ is being attended by 750 delegates from
15 countries and will conclude today.
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Publication: Times Mow
Link: https:/ fwww.timesnownews.com/business-economy/companies/article/ilfs-board-charges-former-directors-of-
maney-laundering-criminal-intent /377187

IL&FS board charges former directors of money laundering, criminal intent

Mew Delhi: Tasked with cleaning up of mammoth financial mess at embattled IL&FS, its government-appointed board has
charged 14 former directors of group firm IL&FS Financial Services Ltd (IFIN) of facilitating money laundering,
sanctioning loans in violation of rules and causing "huge financial stress and losses” to the company.

In show-cause notices issued to the 14 former directors, the new management has charged them of having “sanctioned
loans deceptively to external and group companies with the sole objective to infringe RBI guidelines of excessive
exposure of IFIN to intra-group companies.” They have also been accused of extending loans for "criminal intent of
falsification of repayment by a number of borrowers, including some entities associated with large corporate.

The notices, dated February 27, have asked former directors to reply within seven days upon receipt as to why
departmental and legal actions should not be taken against them for their "misconduct, dereliction of duties, gross
negligence and acts of conspiracy and getting unlawful gains for oneself and others.™

Officials said no reply has been received from any of the 14 notices and the board is set to follow up the notices with stern
action, which may include the filing of cases. When contacted, ILRFS (Infrastructure Leasing and Financial Services Ltd)
spokesperson Sharad Goel declined to comment.

The notices follow an extensive special audit ordered by the new board and conducted by Grant Thornton of crisis-hit
ILEtFS Group, which identified numerous financial irregularities in deals with financial implications of over 313,000 crore.

IL&Fs Group, which operates at least 24 direct subsidiaries, 135 indirect subsidiaries, six joint ventures and four
associate companies, is sitting on the debt of T 94,000 crore and landed in a major controversy last year following
multiple defaults, prompting the government to supercede its board,

The audit report has identified at least 29 instances where loans disbursed to borrowers appeared to have been utilised
by their group companies to repay the existing debt obligations with IL&FS Financial Services Limited {IFIN). LIC is the
single largest shareholder with over 25 per cent stake in ILRFS and Japan's Orix Corp owns a little over 23 per cent.

ILE&FS Employees Welfare Trust holds 12 per cent in the company, The Abu Dhabi Investment Authority, HOFC and Central
Bank of India hold 12.56 per cent, 9.02 per cent and 7.67 per cent, respectively, in the cash-strapped company. 5Bl has
the lowest stake, at around 7 per cent, in the company.

In the show-cause notice, former IFIN directors have been accused of sanctioning loans worth thousands of crores to
certain entities by “overlooking negative assessment by the credit risk assessment group” and without recording any
cogent justification, despite having full knowledge that the assets of the borrower entities were stressed.

Besides, loans given to several entities were written off, the notice said while charging the former directors of being
"prima facie responsible for causing financial stress and losses Lo the company by acting in a malafide manner”,

In some cases, the notices have alleged, the former directors were responsible for sanctioning loans without any security
orwith inadequate collaterals.,

The former directors have also been charged with "facilitating money laundering” by some entities who diverted the loan
amount to individual accounts of directors of the borrower company, including those from the IL&FS group itself. As such
individuals were allowed to go scot-free, it showed “conspiracy in loan sanctioning,” the notice said.

The former directors have also been accused of facilitating some external agencies, including contractors of ITHL (IL&FS
Transportation Metworks Ltd), to become lenders and earn as an intermediary. In some cases, the directors were
instrumental in deceptively creating "senior lenders’ rights” in favour of such intermediaries after the default of ITML had
already taken place, the notice has said.
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Publication: The Hindu
Link: https://www.thehindu.com/business/insurers-must-use-judgment-while-investing-says-irdai/article26440591 . ece

Insurers must use judgment while investing, says IRDAI

Hawve asked companies not to rely only on external ratings’

The Insurance Regulatory and Development Authority of India (IRDAL) sald that insurance companies should not only rely on external
ratings but should use their own judgment while investing.

Interacting with the media on the sidelines of the Global Conference of Actuaries organised by Institute of Actuaries of Indi, IRDAI
chairman Subhash Chandra Khuntia said, "We have told insurance companies that they should not only be looking at the ratings. They
also need to apply their own judgement.” The regulator made the comments while responding to a question regarding insurance
companies exposure to troubled infrastructure conglomerate IL&EFS in which Life Insurance Corporation, the biggest shareholder,
also has an exposure.

“Each insurer has a separate exposure. For any investment, our requirement is that it should be done in highly-rated investments,
Insurers will have to take necessary actions for those investments,” he said. ILEFS was Adh rated but after the company started
defaulting on debt instruments, its rating was cut to junk.

Ta a question on LICs stake in IDBl Bank, he said LIC was yet to give a roadmap on the timeline to bring down its stake to 13%, from
51%, as per regulatory norms. LIC had recently acquired stake in the bank from the Centre,

He also highlighted the importance of actuaries and technology while delivering his speech.

"With the emergence of technologies like big analytics, the role of actuaries will expand manifold. The role of actuaries are maore
impartant in innovating insurance product which are transparent and understandable to a commaon man,” he said,

The IRDAI has taken big digital strides in developing a ‘regulatory sandbox’, a state-of-the-art concept that aims to promote safe
digital growth in the insurance industry.

Publication: Devdiscourse
Link: https://www.devdiscourse.com/article/business/433747-irdai-asks-insurance-firms-to-not-rely-entirely-on-
credit-ratings

IRDAI asks insurance firms to not rely entirely on credit ratings

Regulater Irdai Tuesday asked insurance compantes to be careful with their investment decisions saying they should not to just rely on
the credit ratings but their own judgement as well. It could be noted that some of the listed companies of the now crippled IL&FS group
were downgraded by lera and Care to below investment grade following a string defaults since late August lask year.

“We have told insurance companies that besides (credit) ratings, they should also apply their own judgement {before investing in any
company),” Irdai chalrman SC Khuntia told reporters on the sidelines of a global conference of actuaries organised by the Institute of
Actuaries of India. He said insurers are mandated to make investments in highly rated instruments anly.

When asked about the investments made by variows insurers in debt-ridden ILEFS, which used to have AAA-ratings, Khuntia said in such
cases insurers will have to watch and take action on those investments accordingly, and if required make provisions. "In case their is
some change in the rating, they will have to take appropriate action. It will not be possible to tell them exactly what to do...we are
making them aware that they will have to be proactive so that policyholders' interest is protected,” he said.

He also clarified the regulator has also not asked insurers to pull out their investments in companies whose ratings have been
downgraded as it could impact the markets, He said the Irdai will soon be communicating a timeline to LIC, which has acquired 51 per
cent stake in IDBI Bank, to reduce its stake to 15 per cent.

“LIC is preparing a roadmap and when it is ready, they will communicate to us (the deadline to reduce its stake in IDBI Bank. Accordingly,
we will fix the timeline. We have told them that they have to eventually bring it down to 15 per cent,” Khunitia said, IDBI Bank also has a
life insurance arm--IDBI Federal Life Insurance, As per irdai norms, ane promoter cannot have two insurers,

“This happened temporarily for this (LIC-IDBI Bank) acquisition. But, | think it will get sorted out. There are various methods to sort it
out. Suppose IDBI Bank sell its stake in IDB| Federal Life then there will be no conflict of interest. It will take some time to resolve. But it
needs to be sorted out. There should not be any conflict of interest,” Khuntia added.
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Publication: First Post
Link: https://www.firstpost.com/business/irdai-wants-insurers-to-use-own-judgement-along-with-rating-before-
investing-asks-to-make-provisions-for-ilfs-exposure-6205811. html

IRDAI wants insurers to use own judgement along with rating before
investing, asks to make provisions for IL&FS exposure

Regulator IRDAI Tuesday asked insurance companies to be careful with their investment decisions saying they should not to
just rely on the credit ratings but their own judeement as well.

It could be noted that some of the listed companies of the now crippled IL&FS group were downegraded by ICRA and CARE
Ratings to below investment grade following a string defaults since late August last year.,

"We have told insurance companies that besides (credit) ratings, they should also apply their own judgement (before
investing in any company),” IRBAI chairman 5C Khuntia told reporters on the sidelines of a global conference of actuaries
arganised by the Institute of Actuaries of India.

He said insurers are mandated to make investments in highly rated instruments only.

Representational image. Reuters.

When asked about the investments made by various insurers in debt-ridden IL&FS, which used to have AAda-ratings, Khuntia
said in such cases insurers will have to watch and take action on those investments accordingly, and if required make
provisions.

“In case there is some change in the rating, they will have to take appropriate action. It will not be possible to tell them
exactly what to do...we are making them aware that they will have to be proactive so that policyholders’ interest is
pratected,” he said.

He also clarified the regulator has also not asked insurers to pull out their investments in companies whose ratings have been
downgraded as it could impact the markets.

He said the IRDAI will soon be communicating a timeline to LIC, which has acquired 51 percent stake in IDBI Bank, to reduce its
stake to 15 percent.

“LIC is preparing a roadmap and when it is ready, they will communicate to us (the deadline to reduce its stake in IDE| Bank,
Accordingly, we will fix the timeline. We have told them that they have to eventually bring it down to 15 percent,” Khuntia
said.

IDBI Bank also has a life insurance arm--IDBI Federal Life Insurance, As per IRDAI norms, one promoter cannot have two
insurers.

"This happened temporarily for this (LIC-IDBI Bank) acquisition. But, | think it will get sorted out, There are various methods
to sort it out. Suppose IDBI Bank sell its stake in IDB] Federal Life then there will be no conflict of interest, It will take some
time to resolve. But it needs to be sorted out. There should not be any conflict of interest,” Khuntia added.
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Publication: Asfa Insurance Post
Link: http://www.asiainsurancepost.com/non-life/firda-has-no-plans-dismantle-motor-3rd- party-tariff-regimekhuntia

IRDA has no plans to dismantle motor 3" party tarifi regime : Khuntia

When asked about any possibility of removing the third party motor segment from tariff regime S C Khuntia, Chairman, IRDAI, on the
sidelines of the 207 Global Conference of Actuaries, said, * " Often general insurers complain us that taritf was not adequate and they are
bleeding due to the loss making portfolio.. However, if it is detariffed, a cut- throat competition will begin. We are looking at various
aptions on the issue.”

Sunil SharmailL), president, Institute of Actuaries of India, offering a bouguet of flowers to 5C Khuntia,
chairman, IRDA , at the 20" Global Conference of Actuaries held in Mumbai on Tuesday

The insurance regulator IRDAI has ruled out dismantling the third party motor tariff system, which is still regulated by the the insurance
regulator in the post detariffication period,

IRDA way back in 2007 had deregulated the pricing of the entire range of insurance products except the third party motor premium.

Every year by March 1, the IRDAI unveils the new third party motor pricing for the year after receiving the feedbacks from the insurers.
When asked about any possibility of removing the third party motor segment from tariff regime 5 C Khuntia, Chairman, IRDAI, on the
sidelines of the 20th Global Conference of Actuaries, said, “Often general insurers complainus that tariff was not adequate and they are
bleeding due to the loss making portfolio,. However, if it is detariffed, a cut- throat competition will begin. We are looking at various
options on the issue.

In fact, a few years back, IRDAI had mooted a proposal to dismantle the tariff system in the third party motior segment but called it of f
after PSU general insurers opposed the proposal.

On the insurers’ exposure to the financially battered ILEFS , Khuntia said that each insurer has got different kinds of exposure in the
COmpany.

“Ye have said that insurers should do adequate provisioning and can't write them of f, " said Khuntia.

Insurers are advised to invest in high rated companies enly and in case the rating comes down in due course of time, then the insurers
should apply their awn judament to respond to the situation.

“It is not possible for Irda to tell them what to do exactly. The only thing that we have to protect policyholders’ interest, " he said. .

On the 51 per cent investment by the Life Insurance Corporation{LIC ) in IDBI Bank, IRDA chief said tat the regulator has to give a timeline
to the corporation by when it should bring down its stake in the Bank to 15 per cent.

“But we are yet todoso, " he said.

On the possibility of laenching a long-term health insurance policy similar to the long term motor policy, Khuntia said. unlike life
insurance where there is a life table available, the general insurance industry didn't have such facility.

“So, we can make long-term health insurance policy for two or three years, ™ said Khuntia.

Addressing the inaugural session of the 207 Global Conference of Actuaries, KhuntialRDAI, said, “With the emergence of technologies
like big analytics the role of actuaries will expand manifold. The role of actuaries are more important in innovating insurance product
which are transparent and understandable to a commonman. ™

Under the direction of the IRDAI, India is emerging as a thought leader in adapting to the evalving accounting and financial risk policies
around the globe (like IFRS and risk-based capital and supervision). The IRDAI has taken big digital strides in developing a “regulatory
sandbox', a state-of -the-art concept that aims to promote safe digital arowth in the insurance industry.
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Publication: Indian Express
Link: https://findianexpress.com/article/business/irdai-chief-rules-out-dismantling-of-third-party-motor-tariff-system-
5614668/

IRDAI chief rules out dismantling of third party motor tariff system

IRDAI had, way back in 2007, deregulated the pricing of the entire range of insurance products except the third party motor
premium. Every year by March 1, the IRDAI univeils the new third party motor pricing for the year,

The Insurance Regulatory and Development Authority of India {IRDAL) has ruled out dismantling the third party motor tariff system,
which is still regulated by the insurance regulator in the post detariffication period.

IRDAI had, way back in 2007, deregulated the pricing of the entire range of insurance products except the third party motor
premium. Every year by March 1, the IRDAI unveils the new third party motor pricing for the year.

When asked about any possibility of removing the third party motor segment from tariff regime, 5 C Khuntia, chairman, IRDAI, said,
“Often general insurers complain us that tariff was not adeguate and they are bleeding due to the loss making portfolio. However, if
it is detariffed, a cut- throat competition will begin.” “We are looking at various options on the issue,” he said on the sidelines of the
20th Global Conference of Actuaries.

In fact, some years back, IRDAI had mooted a proposal to dismantie the tariff system in the third party motor segment but called it of f
after PSU general insurers opposed the proposal. On the insurers’ exposure to the financially battered ILEFS, Khuntia said that each
insurer has got different kinds of exposure in the company.

“We have said that insurers should do adequate provisioning and can't write them off, " Khuntia said.

Insurers are advised to invest in high rated companies only and in case the rating comes down in due course of time, then the insurers
should apply their own judgment to respond to the situation. "It is not possible for IRDAI to tell them what to do exactly. The only
thing that we have to do is protect policyholders” interest,” he said,

On the 51 per cent investment by LIC in IDBI Bank, the IRDAI chief said the regulator has to give a timeline to LIC by when it should
biring dawn its stake in the bank to 15 per cent. "But we are yet to doso,” he said.

On the possibility of launching a leng-term health insurance policy similar to the long-term motor policy, Khuntia said unlike life
insurance where there is a life table available, the general insurance industry did not have such facility. “%o, we can make long-term
health insurance poticy for two or three years, ™ Khuntia said.,

ALL FOR ARTICLES

We invite articles from the members and non members with subject area being issues related to actuarial
field, developments in the field and other related topics which are beneficial for the students of the
institute,

The font size of the article ought to be 9.5. Also request you to mark one or two sentences that
represents gist of the article. We will place it as 'break-out’ box as it will improve readability. Also it
will be great help if you can suggest some pictures that can be used with the article, just to make it
attractive. Articles should be original and not previously published. All the articles published in the
magazine are guided by EDITORIAL POLICY of the Institute. The guidelines and cut-off date for
submitting the articles are available at
http://actuariesindia.org.in/subMenu.aspx?id=106&val=submit_article
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6" Capacity Building Seminar on

Retirement Benefits (CBRB)

Organised by: e\dvisory Group on Pension, Other €mployee Benefits and Social Security (AGPEBSS), 1A

Venue: The Pllazio Hotel, Gurugram

Date: 14" March, 2019

Mrs. Preeti Chandrashekhar, kicked off the 6
Capacity Building Seminar on Retirement Benefits
(6" CBRB) by emphasizing the importance of
assumptions used in actuarial valuations and our
ability to explain experience vs. assumptions.
She introduced Mr. Kulin Patel who is a Senior
Actuary & Director Client Account Management at
Willis Towers Watson and a Chairperson of
AGPEBS5. Mr. Patel, in his opening remarks
appreciated a good turn around at the seminar
and thanked in advance the Institute, the
Speakers, the participants, the volunteers and
Advisory Group members. He provided an
overview of the agenda for the day.

Session : Analysis of actuarial gains/losses
Speaker: Mr. Hemanshu Jain

With auditors and clients requesting more detailed
explanations behind change in numbers, the session
provided hands on experience around analysing
gains/losses through practical examples and case
studies.

Mr. Hemanshu Jain explained actuarial gains and
losses on the liability side as changes in the present
value of the defined benefit obligation (DBO) which
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result from experience adjustments and changes in
actuarial assumptions (financial and demographic
assumptions). Determination of change in DBO due to
an assumption change is straight forward. When
multiple assumptions need a change, order of
assumption change runs materially impact change in
DBO amount. This was discussed using a case study
where both salary rate and attrition rate were
changed. While the order of these assumption
changes had different impact on DBO amounts, the
final DBO amount under both these scenarios
remained the same. The group acknowledged that
currently there are no specific guidelines from the
Institute of Actuaries of India (1Al) around which order
to follow.

Mr. Jain explained gains/losses due to experience as
deviation of plan's actual experience vs. assumptions
made. The expected liability for each employee is
calculated using the formula PBO,,, = (PBO, + NC,,) (1 +
i} - BP, {1 +i"0.5), where iis the discount rate used in
last valuation. The above liability is then compared
with the actual liability which is calculated based on
final data and same assumptions as last year. The
difference between expected liability and actual
liability is gain/loss due to experience. The sources of
these gains/losses include salary increases, data
changes, leave availment, etc. Mr. Jain discussed two
case studies covering gains/losses arising due to
salary increases and decrements. Similarly,
gains/losses on asset side (investment experience)
were explained using another case study which
focused on reasons such as actual vs. assumed rate of
return on assets, timing and amount of cash flows.

The detailed gain/loss analysis not only uncovers
calculations problems and data errors, it also ensures
consistency of coding/calculations year over year,
indicates reasonableness of assumptions and most
importantly assists in providing comprehensive
explanation to the clients by building a reasonable
confident story around what happened.
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Session : Aligning the results to assumptions setting

Speakers: Mr. Khushwant Pahwa

Mr. Khushwant Pahwa demonstrated the framework
which one should follow while conducting assumptions
review in order to set assumptions which are more
realistic and which will eventually result in lower
experience gainfloss. Setting up of salary increase
assumption and availment rates assumption was
primarily discussed.

Mr, Pahwa discussed four indicators to help determine
salary increase assumption. First indicator is increase
in average salaries over the year which can be a good
indicator for a stable company, however not for
companies facing high attrition. Second indicator is
simple average of salary increases. Third indicatorisa
weighted average of salary increases with weights as
opening salaries. And the fourth indicator is a
weighted average of salary increases with weights as
opening liabilities. Mr. Pahwa suggested the fourth
indicator as the best indicator. Common employees
every year are looked into to perform the above
analysis.

While explaining availment rates, Mr. Pahwa explained
that availment is more of a behavioural issue. He
explained the difference between Individual LIFO and
Group LIFO and suggested to look at saving rates as
well while looking at availment rates.

Session : Mew Mortality Tables - readiness to
implement

Speakers: Mr. Kulin Patel

The aim of the session was to bring awareness and to
educate practitioners working in employee benefits
domain in India around new mortality table - Indian
Assured Lives Mortality (2012-14) ULL, (lALM 2012-14),
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as well as to seek thoughts around readiness to
implement the above table,

Mr. Kulin Patel explained that the new mortality table
was published by |Al in 2018 which is based on the
mortality study conducted by the Mortality and
Morbidity Investigation Committee (MMIC) within
Insurance Information Bureau of India (lIBl) with the
guidance of |Al and Life Insurance Council. The new
table replaces the earlier IALM 2006-08 Ult. mortality
rates. The new rates reflect observed data for 24 life
insurance companies covering the investigation
period 1 April, 2012 to 31 March, 2014. The new table
is effective 1 April, 2019 for the purposes of IRDAI
Regulations. The Standard table comprises of
graduated ultimate mortality rates of duration 2 &
over pertaining to Male insured lives that are
medically underwritten at inception. This is not a
combined table.

Mr. Patel highlighted key differences between IALM
2012-14 and |ALM 2006-08 - there has been a
worsening in mortality rates around ages 13-21 in
IALM 2012-14. Secondly, the new table does not cover
lives under annuity policies and group life insurance
experience. The new table also does not have
comprehensive and reliable enough exposure and
experience for post age 70 policies and therefore
typically gets used for pre-retirement mortality.

Talking around readiness to implement the new table,
Mr. Patel recommended to have deeper discussions
with clients and auditors and apply judgement and
proportionality before making a decision. The new
table may not necessarily be relevant and suitable on
its own for our purposes and employee base. The
impact of using new table over the old table is
expected to be insignificant (approximately +/-
0.02%). Insights were also shared around upcoming
2015-2017 tables (combined table and annuitants
table) which are expected to be released towards the
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end of 2019 calendar year. There were mixed views
around readiness to implement the new table.

A copy of IALM 2012-14 Ult. Mortality rates can be
found at

http: //www.actuariesindia.org/publication/Indian_A
ssured Lives Mortality (2012-14) ULt (IALM 2012-
14). pdf

Session : Update on NPS/APY/New Mega Pension
Yojana

Speakers: Mr. Supratim Bandopadhyay

Mr. Ritobrata Sarkar, opened the session by sharing
some interesting findings from a research conducted
by Willis Towers Watson in 2018 where 2,000
individuals working primarily in medium and large
private sector companies in India were interviewed
around the topics of financial importance and
general well-being. The three key findings he shared
were - a) Retirement savings is considered as one of
the financial priorities for people in their 30s and
above. B) About 65% of individuals still rely on their
employer provided retirement plans. C) About 40%-
50% of employees highly value their retirement plans
and consider them as a retention incentive. Mr.
Sarkar said that the retirement income primarily
comes from Gratuity Plan and Provident Fund in the
organized sector and that gives about 30%
replacement ratio for an individual who starts and
leaves a Company at age 60. To enhance this ratio
further, Government is taking measures by
introducing schemes like Mational Pension System
(NPS). Similarly, the schemes such as Atal Pension
Yojana (APY) and Mew Mega Pension Yojana were
introduced for the unorganized sector.
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Mr. Sarkar then handed over the session to Mr.
Supratim Bandopadhyay who talked about PFRDA
journey, system architecture and different schemes
available. There was a detailed discussion around
NP5, its features including costs and fees, online web
access, mobile app, tax incentives, recent
announcements and policy changes. The session
ended with the discussions around APY features,
comparison between APY and Pradhan Mantri Shram
Yogi Maan-Dhan (PMSYM) and grievance redressal
mechanism.

Session : Overview of current strategy on
education/syllabus overview etc.

Speakers: Dr. K. Sriram

The session was divided into two parts.

A)  Significant changes from prior education
curriculum; and
B) Aspirational goals of IAl

Dr. Sriram discussed the following four key
differences between new and old education
curriculums.
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1. Nomenclature

Old Curriculum 2019 {New) Curriculum

Core Technical (CT) Core Principles

| and Core Business {CE)]

{It comprises 3 main modules - Core Statistics (CS), Core Mathematics (CM)

Core Application (CA) Core Practices

Specialist Technical (5T) | Specialist Principles

Specialist Application (3A) | Specialist Advance

2. Grouping has changed primarily at CT level.

Old Curriculum 2019 (New) Curriculum

CT3 51
| CT4& CT6 52
_CT1&CTS | CMt
[CT8 [ cw
T2 CB1
[-ET7 CB2
T 9 CB3

3. Content has changed primarily at CT level.
Example: Financial Economics paper now covers
both Assets and Liabilities.

4. Testing format. In addition to theory papers,
computer-based papers have also been included.
Example: C51 will be evaluated at 2 levels - a theary
paper (C51A) and a computer-based paper (CS1B).

Dr. Sriram then discussed few aspirational goals of IAl
and provided insights into what the Institute is
planning to do going forward. He said the Institute is
focused more on education and is open to ideas such as
adding a module in actuarial program or offering a
diploma in a particular module. The Institute may add
more programs at Horizontal level such as Predictive
Analytics. Broad areas of practice were referred to as
Verticals. Dr. Sriram invited volunteers who have a
specialization and who are willing to write a module
and add a Horizontal. He said that the Institute is open
to add more Verticals as well and has already started
establishing links with various communities like
Banking, Investment Banking, Data Analytics through
different seminars. This will help increase visibility of
our profession to stakeholders/non-actuarial cirlces.

Session : Update on Asset Regulations, Asset
Liability studies and options for India

Speaker : Dr. K. Sriram

The aim of the session was to discuss the financial risks
inherent in the way the asset allocation is done and
how to quantify those risks. Interest rate risk and
credit risk were primarily covered.
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Dr. Sriram started the session by sharing mandatory
asset allocation pattern for Gratuity
Funds/Superannuation Funds in India. Through a
small case study, he discussed the interest rate risk
exposure of the Gratuity Plan as well as the overall
interest rate risk exposure of the Company. He then
focused on the credit risk. Another case study was
circulated and the audience was asked to assess the
credit risk of the sponsor. Both Structural Models
(Merton Model & KMV) as well as Credit Migration
Models to assess the credit risk were discussed. The
probability of default and the corresponding distance
to default were calculated using Structural Models.
The probability of default using Rating Migration
Matrices under the Credit Migration Models was also
calculated. In the end, Dr. Sriram touched upon
Interpretation of “Reimbursement Rights” under
INDAS19,

s

In the end, Jenil Shah, extended a vote of thanks to
everyone who participated in the Seminar, including
all Speakers and [Al.

Ms. Nitika Goendi

Q ngoendi@deloitte,com

B ps witika Goendi is corrently working as
a Senior Consultant with Deloitte Consulting
Imilia Private Limited. 33
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Introduction

The London Interbank Offer Rate (“LIBOR") originated in
the late 1960s and 1970s in order to facilitate syndicated
loan transactions and to increase the transparency of
their pricing. Today, it is a ubiguitous number forming
the backbone of financial markets across the world.
LIBOR has been widely used as the go-to reference rate
for valuing financial contracts, including sophisticated
derivatives contracts, corporate bonds, residential
mortgages, and futures contracts. Produced for five
currencies, including CHF, EUR, GBPF, JPY, and U5SD, and
for seven tenaors, including overnight / spot, 1 week, 1
manth, 2 months, 3 months, & months, and 12 months, it
is a widely used benchmark for short-term interest rates.
It is not only used to value financial contracts (especially
the ones that include a floating-interest rate leg, such as
Interest Rate Swaps (“IRS™)), but also used in
accounting, discounting, and regulatory cost of capital
calculations. Seen by some market-experts as a beacon
of estimating short-term liquidity and of potential
market risks to follow, LIBOR is used as a reference rate
by an estimated USD350 trillion of outstanding contracts

LIBOR - is it time for a long-serving

hero to retire?

in maturities ranging from overnight to more than 30
years.

LIBOR in action

LIBOR is a rate that concerns not only financial
institutions, including banks, insurers, and hedge funds,
but also households, alike. As a rate, it is so deeply
embedded in our financial system that contracts as
saphisticated as swaptions or IRS transactions, or as
traditional as student loans or residential mortgages are
effectively hinged onit.

The case of an insurer

As an example, consider the case of an insurer, which is
supposed to pay out guaranteed, fixed annuities to the
policyholders. To hedge the risk of adverse movements
in interest rates, the insurer decides to enter into a
long-receiver IRS with an investment bank, a contract
under which the insurer receives coupon payments
based on a fixed rate and pays out floating rate based on
LIBOR.

The agreement can be viewed as a combination of transactions as shown below:

Insurer

Fixed annuity payments

¥

Policyholder

At the time of inception of the IRS, the swap rate is
calculated such that the expected present value of
payments under fixed-leg less the expected present
value of payments under floating-leg is zero, signifying
that a swap contract has zero value at the time of its
inception. Conventionally, the fized-leg is paid out semi-
annually and the floating-leg is paid out gquarterly;
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Floating-leg: LIBOR

Fixed-leg: Fixed Rate (“swap rate")

—

Investment Bank

Insurer’s assets

however, the arrangement of exchange of the payments
can vary.

Using such an arrangement, the insurer becomes
relatively immune to the movement in interest rate and
may be able to meet the guarantee, especially under
adverse movements in interest rates.
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The case of a student

In many countries, the comprehensive interest rate
levied by banks for student loans—or any loan, including
residential mortgage or credit card loan—would be
calculated as LIBOR plus a “spread”. While the spread
is usually constant throughout the tenor of the loan, the

Loan payment: LIBOR + Spread

total comprehensive interest rate levied by the bank
would vary because of changes in the underlying
LIEOR,

The agreement can be viewed as a series of
transactions shown below:

—p

A similar analogy could be extended to almost all cases where a loan consists of a floating-leg.

The calculation of LIBOR

Calculated as at 11:00 am on each London business day,
LIBOR is set by a panel of banks ("Panel Bank"), signifying
an average rate at which Panel Banks could obtain a
wholesale, unsecured loan for a given period and in a
given currency. Each Panel Bank submits its bid, replying
to the following LIBOR Submission Question:

“At what rate could you borrow funds, were you to do so
by asking for and then accepting interbank offers in a
reasonable market size just prior to 11.4.M. 7"

Panel Banks then make their submissions in the form of an
annualised interest rate in response to the LIBOR
Submission Question between 11:05 A.M. and 11:40 A. M.
Each Panel Bank must ensure that its submissions are

Bank / Currency
Bank of America M.A. (London Branch)

(%]
L=

determined using an effective methodology based on
objective criteria and relevant market information, and
that it submits the actual rate that it expects to pay or is
paying to another bank for an unsecured funding. Bids
may utilise qualitative factors such as the “expert
judgement” of the submitter. The ICE Benchmark
Association (“IBA"), the regulatory body managing
LIBOR, then ranks the bids, removing the outliers
through omission of upper and lower quartile rates. The
IBA then calculates the relevant LIBOR as the arithmetic
mean of the remaining submissions, assigning equal
weight to each bid submitted by each bank and
publishing the rate at 11:55 A.M London time on each
applicable London business day.

Below is the composition of Panel Banks.

GEP EUR CHF JPY

Barclays Bank plc

BHP Paribas SA, London Branch

Citibank N.A. (London Branch)

Cooperatieve Rabobank U. A,

Credit Agricole Corporate & Investment Bank

Credit Suisse AG {London Branch)

Deutsche Bank AG (London Branch)

_HSBC Bank plc_
JPMorgan Chase Bank, N.A. London Branch

Lloyds Bank ple

ofalalalalalala] |s]af=

NEN AR TN

Mizuho Bank, Ltd.
MUFG Bank, Ltd

~ Royal Bank of Canada
santander UK Plc

o

ENENENEN ALY

&

Societe Generale (London Branch)

slalalalaal sl s [Sss s~
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Sumitomo Mitsui Banking Corporation Europe Limited
__The Norinchukin Bank
|_The Royal Bank of Scotland plc

UBS AG

oJo]ula

L LNENCN LN

L LN
LMEN
AL

The infamous episode

The inherent subjectivity in the calculation of LIBOR, including the discretion given to the Panel Banks to use “expert
judgement” while calculating it, gave Panel Banks the ability to not only manipulate the rate at their will but also
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calculate the rate artificially when the market for
unsecured interbank lending dried up.

Market-experts, analysts, and regulators across the
world took a particular umbrage against the Panel
Banks, accusing them of rigging LIBOR, between 2005
and 2010. Many Panel Banks were accused of not only
maintaining LIBOR at the level that was most lucrative
and monetarily beneficial for their trading desk, but
also colluding with other member banks and persuading
them to alter the rates that were favorable for their
trader for gquid pro quo transactions with other banks,
antics that resulted in inflated gains for their traders.
During the global financial crisis, these banks resorted
to bidding at artificially low rates, portraying a
misleading image that they could borrow cheaply, and
that the financial health of the bank was better than it
actually was.

It was established in a series of statutory enguiries and
lawsuits regarding the possible manipulation of the
LIBOR and the possible collusion amongst the Panel
Banks, that banks were indeed inflating or deflating
LIBOR for their benefit. The ramifications of these
incidents were not restricted to USD9.0 billion that
these Panel Banks cumulatively paid in fines; they
extended to exposing the cartel of other banks colluding
to benefit their trading desks.

This incident resulted in several traders being indicted,
making experts question the intrinsic value of LIBOR as a
go-to benchmark rate.

Aftermath of infamy

In the aftermath of a series of unscrupulous events that
shook the financial world, rattling confidence of
financial investors and households alike, a debate
started into whether LIBOR, a number whose sanctity on
which pins trillions of dollars' worth financial contracts,
is really necessary; and whether the component of
“expert judgment™ takes precedence over the lessons of
maorality that should govern the Panel Banks and over
the effective methodology that Panel Banks must use.
For context, the combined GDP of all the countries in
the world was reported in 2018 by International
Monetary Fund (“IMF") at approximately USDE0 trillion,
a meagre 25% of the total value of financial contracts
which are hinged on LIBOR!

During and after the global financial crisis, banks
were—and are—increasingly hesitant to partake in
unsecured short-term lending, resorting to repos,
bonds, and other forms of lending instruments. In
principle, the underlying on which LIBOR hinges is
essentially the unsecured lending transactions amongst
Panel Banks. If this market dries up, then while
calculating LIBOR, banks are forced to put more weight
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on “expert judgement” than on actual transactions. As
a result of these actions, LIBOR, as a rate, loses its
accuracy and objectivity. Willem Buiter, a former
member of Bank of Englands Monetary Policy
Committee, succinctly described LIBOR as having
become, “the rate at which banks don't lend to each
other.”

With a decrease in the number of transactions amongst
Fanel Banks, the liquidity in the market has declined
considerably, leading to increasing reliance on “expert
judgement” by the Panel Banks to produce the bids. On
22 July 2014, the Financial Stability Board (“F5B), the
body which comprises all major G20 economies and
which makes recommendations regarding the global
financial system, published a report titled, “Reforming
Major Interest Rate Benchmarks”, In this report, the
FSBE highlighted the need to anchor LIBOR submission
and rates to the greatest extent possible to actual
transactions, a move made to ensure that LIBOR is a
true representation of market conditions.

Speaking on 27 July 2017 at Bloomberg London, Andrew
Bailey, the Chief Executive of the Financial Conduct
Authority {"FCA"), the regulatory body governing ICE,
addressed concerns regarding sustainability of LIBOR in
its current form. Referring to FSBs report, he
mentioned that endeavors of making LIBOR a true
representative of market conditions are difficult to
fulfill, for the underlying market that LIBOR seeks to
measure, i.e. the market for wholesale-unsecured
inter-bank lending, is no longer sufficiently active,
Bailey mentioned in his speech,

“One currency-tenor combination, for which a
benchmark reference rate is produced every business
day using submissions from around a dozen Panel
Banks, these banks, between them, executed just
fifteen transactions of potentially gualifying size in
that currency and tenor in the whole af 2016."

Regarding his and the FCA's constant efforts fto
persuade Panel Banks to submit their bids, Bailey
mentioned,

“Over the past years |, and my predecessors and
colleagues at the FCA, have spent a lot of time
persuading panel banks to continue submitting to
LIBOR. We have been concerned that withdrawal of
panel banks would weaken the representativeness and
robustness of the rate. And we have been concerned
about the risk that if one or more banks leave, other
panel banks would want to do the same.”

Bailey also mentioned that UK and European legislation
provide the FCA the powers to compel banks to
contribute to LIBOR when necessary, albeit not
indefinitely.
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The quest for replacement

Mentioning that the discontinuance of LIBOR should not
be considered a “black swan" event, but rather an event
that is all but confirmed to happen, Bailey and the FCA
have persuaded the Panel Banks that they publish LIBOR
until the end of 2021, after which they will no longer
persuade Panel Banks to submit their bids.

The pertinent question that stems out Bailey's speech is:

how do you replace something that is ubiquitous and
forms such an inextricable part of the financial system?
Understanding the gravity of the situation, working
groups across the E.U., U.5.A., Japan, Switzerland, and
U.K., have started seeking and / or developing
Alternative Reference Rates (“ARR") to LIBOR in their
respective currency. After several meetings amongst
members of working groups across different countries,
the following ARRs were recommended:

Currency ARR Administrator
LsDh Secured Overnight Financing Rate (“SOFR™) Federal Reserve Bank of New York
GBEP Sterling Overnight Index Average (“SONIA") The Bank of England
_EUR _Euro Short-Term Rate (“ESTER™) _European Central Bank
CHF Swiss Average Rate Overnight (“SARON™) SIX Exchange
JPY Tokyo Overnight Average Rate (“TOMAR™) The Bank of Tokyo

These ARRs are not like-for-like replacements for
LIBOR:

+ Firstly, the ARRs are intended to be near risk-free in
terms of bank credit risk (although derived in
different ways). SOFR, for instance, is based on
Treasury repo transactions, representing close to a
risk-free rate (as treasury repos are secured
funding). LIBOR, however, represents the rate for
unsecured funding, and therefore intrinsically
includes a perceived credit risk premium. The lack
of credit risk premium might facilitate for a better
pricing of some financial derivatives. For instance,
derivatives entered into with a purpose of hedging
against level of interest rates in the market need not
include credit risk premium for their pricing.

= Secondly, LIBOR is a forward-looking rate made
available across seven different maturities; these
ARRs, however, are mostly overnight rates that are
backward-looking in nature and are based on actual
transactions. The respective working groups are
exploring possibilities of publishing these rates for
maturities beyond overnight. The F5B posits that
the working groups across different countries focus
on backward-locking rates rather than on forward-
looking rates, as it considers backward-looking rates
as more robust.

The transition to ARRs
MNew contracts

With the market for ARRs becoming increasingly liguid,
albeit not across longer maturities, firms and insurers
can start assessing when to shift from contracts based
on LIBOR to those based on other ARRs and when to
begin the process of updating the systems and
infrastructure to deal with contracts based on new
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ARRs. On July 26, 2018, Fannie Mae issued USD6 billion
in floating-rate notes, in three maturities, each with
coupons referenced to SOFR, the first-ever SOFR-
based securities issuance.

Legacy contracts

The case for managing legacy contracts is a bit more
challenging than that for new contracts, especially for
the ones expiring post 2021, the date beyond which
LIBEOR might not be published. Most of the legacy
contracts which hinge on LIBOR have a fall-back clause
which was added to the contract at the time of
inception of the contract. However, fall-back clauses
were added with temporary lapses in the publication of
LIBOR in mind. Now that the rate might be
permanently unavailable post 2021, a permanent
solution needs to be found for contracts maturing after
2021.

The International Swaps and Derivatives Association
(*I1SDA™), an organisation which comprises several
market participants in the market for over-the-
counter derivatives and which creates standardised
derivatives contract to enter into derivatives
transaction, has led an initiative focusing on creating
more robust fall-back clauses referencing ARRs;
however, both parties to the contract will have to
agree to the new fall-back clauses before there can be
any amendments to the existing contracts.

Firms and insurers should start by taking a stock of
their inventory of contracts, assessing what amount of
contracts matures later than 2021, and by
understanding the potential impact and value-at-risk
due to the transition. After developing a thorough
understanding of the language of fall-back clause, they
should assess whether the language ought to be
amended, negotiating with the other party to do so.
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Intertwined contracts

For a firm or an insurer, several contracts could be
interlinked. Consider a scenario in which the insurer
buys a swaption straddle to hedge its wvolatility
exposure, simultaneously taking a long position in
receiver swaption and in payor swaption. An
amendment to just one contract could jeopardise the
economic rationale of entering into the contract in the
first place, creating a situation of possible losses and
gains on the total trade. A large insurer could have
myriad financial contracts worth several billion dollars
which are interlinked and which were entered into for
hedging its liability and exposure to position in other
assets. Achange of a few basis points to the underlying
LIBOR, or a transition to a rate different than that used
during the time of valuing the contract, could possibly
create a situation of quandary for the insurers. Such a
situation calls for robust measures to reduce or possibly
mitigate basis risk.

Conclusion

While talks on the transition away from LIBOR may pick
up traction soon, financial institutions and insurers
cannot dodge the pertinent question for long. The
deadline of 2021 is not distant, and it warrants that
some major steps be taken to ensure a smooth
transition. Firms should start by creating an internal
roadmap of the transition, delineating clearly internal
deadlines; it is imperative that institutions start
assessing their exposure at the earliest, segregating
legacy contracts expiring after 2021. Contracts for
which the language of fall-back clause needs to be
updated should be assessed along with other
intertwined contracts of heterogeneous nature, and
the language should be updated after negotiating with
the other party.

Potential impediments

« Failure in estimating correctly the impact of
transition away from LIBOR to ARRs could have
profound ramifications for a financial institution and
an insurer.

. Mr. Shantanu Vashishth

€9 shantanuvashishth@milliman.com

>

- g Shantanu Vashishth iz an Actuarial

Assnciate with Milliman in Hong KEong and i= a student

member of nstitute of Actuaries of Indla
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»  For an MNC having exposures in multiple currency,
which has tried to hedge that exposure using cross-
currency swaps, the transition could pose
significant challenges, especially if the transition to
ARRs were to happen at different times for
different currencies.

« Given that these proposed ARRs are not like-for-like
replacements for LIBOR, situations in which one
party is subject to windfall gain and the other to
windfall loss could arise. The differences between
LIBOR and ARRs—exemplified by the fact that LIBOR
is forward-looking in nature and ARRs are backward-
looking, and by the fact that there is an inherent
credit risk-premium in LIBOR, a premium that ARRs
lack—could pose additional challenges for loan
contracts, albeit not for derivatives contract.

= Additionally, households or students paying
mortgage or loans might find the transition from
LIBOR to a new rate difficult to comprehend. For
instance, under the current scenario, a student, for
his loan denominated in USD, pays an interest equal
to “LIBOR plus 100 BPS"; after transitioning to
SOFR, the contract stipulates that interest rate on
his existing loan be equal to “SOFR plus 130 BPS™.
The student might be forced to wonder that he is
worse off under the new arrangement than under
the old arrange because of the higher spread that
he is paying under the new arrangement; however,
in reality 50FR, on an average, could be 40 BPS
lower than LIBOR, so the student might actually be
better off under the new arrangement than under
the old arrangement. S5ituations such as this are
more than likely to arise if there is information
asymmetry between both parties to the contract.

We conclude with an extract from Bailey's speech,
hoping that his following words will resonate with
financial institutions:

“Work must begin in earnest on planning transition to
alternative reference rates that are based firmly on
transactions, "

Mr. Philip Jackson

9 Philip.Jacksondmilliman com

k& M. Philip Jackson 1= a Principal with
Milliman India and a Fellow of Institute of
Actuaries of India. 9
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1. Profession & Actuaries: A profession is basically a
voluntary organisation whose members commit
themselves for the welfare and fruitful development of
all in the society through their activities in some chosen
field. The profession of Doctors for example arose with
such an objective, to alleviate the people from distress
caused by disease or injuries. It is because of this
commitment to society at large that the profession is
supported by the society, All persons who may profess to
be a Doctor will not be acceptable to society because
some such may be bogus practitioners without having the
necessary expertise to indulge in such activity. 5o an
expertise in the field of activity is a sine qua non for one
to be a professional. A professional body has to exist with
a suitable educational frame work to admit persons as
members in that field and such a body is basically
beneficial to society because people then know to whom
they should go to get dependable and competent
expertise they need. In this way a profession at once
basically being serviceable to society also equips the
members of the profession to cater to the need of the
public with the expertise they garner from their
education, training and experience. Actuarial Profession
evolved basically from the need felt by the masses of the
society, We must always bear this in mind that the support
of the public is at the root of our success as a Professional
Body. Self discipline is synonymous with the
consciousness of promoting the public interest through
our activities.

2. Actuarial activity and various stakeholders: An
actuary's activity as a professional person affects many
others connected with that activity - or it impinges on
many stake holders. Every stake holder has his own
objective which may sometimes contradict the interests
of some other stake holder in the game. The basic
philosophy of a profession is that we must balance
equitably the interests of all stake holders connected
with our activity regardless of the fact our services are
paid for by one or other stake holder. Sometimes our
opinion may not be in the total interest s of a stake holder
who pays us. But that should not be a deterrent to come
out with our objective well argued opinion that only
promotes the interest of the public. For example consider
a Life Insurer who is willing to settle only maturity claims
on time and do everything possible to defer or deny a
death claim with no valid reason. An actuary associated
with that insurer when it comes to his knowledge should
study the matter and advise the insurer to settle the
claim if he has every reason to believe that the denial was
solely dictated by profit and not the real circumstances of
the demand for claim. Such an advice is not only helping
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Actuaries Contributing To Society

the customer who purchased the policy but the insurer
also. An insurer is acceptable to society as a fair player
provided he is prompt and willing to settle claims
because that is the best advertisement for him as a
reputed entity that honours its promises through
insurance, One may perhaps think that by always
managing claims to the detriment of policyholders the
profit prospects of the owners of the company is
promoted whose capital is at stake in the business. On
the contrary by denying and delaying claims on specious
pleas, the customer’s legitimate interests are affected
adversely. That the customer has not the monetary
means to seek legal remedy does not constitute a
justification. By being fair to the customer and not be
too legalistic actuaries promote only the company's
acceptability among the public.

3. One of my experiences: Apoor man was persuaded
by the agent of an insurance company to purchase a life
insurance policy for his daughter who was employed in
an office, The man with his limited earnings had
educated his daughter and finally she got a job and they
were all hoping for brighter happier days. The girl
purchased the policy. Unfortunately, within two years
she fell down in her household premises by an accident,
got a serious head injury to which she succumbed. A post
mortem was done and the cause of death was
established as head injury from fall. The family which
was hoping to see brighter days was shocked. By that
time the father was too old to go for work and he became
poorer by this misfortune. One of his friends while
discussing many things opined that he should have taken
an insurance policy for her daughter. The old man
replied that her daughter has a policy and he did not
know what to do. He suggested meeting me. | advised
him to prefer a claim as he was the nominee in the policy.
He did so and | helped him. But to his shock a claim
repudiation letter came stating that she had consulted a
doctor once for giddiness and that she had not disclosed
she had a case history of epilepsy. The fact was, on my
own enguiry, that she was not taking treatment for
epilepsy but a drug related to such treatment was
prescribed for relief.

The policyholder again approached me and | drafted a
further appeal for reconsideration to the head quarters
Office of the insurer.

But that too was rejected and | also was a little bit
shocked that a poor man was being denied the claim
amount when facts of the post mortem report is the
staring evidence of the proximate cause of death. The
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client profusely thanked me for what | did and said he will
leave the matter as he is fated that way. But | suggested
that he should appeal to the Ombudsman for relief. But
he said he has no money to go to a lawyer and helpless.

I consoled him and assured no expenditure is involved for
him and | drafted the appeal to the Ombudsman and
arranged to send it. The hearing was fixed and he was
asked to appear before the Ombudsman with his
arguments and that he can seek the assistance of a
helper, not necessarily a lawyer. Being an actuary |
wanted to aveid my being his helper before the
Ombudsman. | requested the friend to appear on his
behalf. | briefed him well and advised him put his
arguments in simple straight forward language. The
insurer's representative vehemently opposed.

But the verdict came shortly from the Ombudsman
admitting the claim as genuine and reasonable with a
direction to pay the claim and any delay on the part of the
insurer will have to be compensated by interest payment.

The claimant policyholder said that the insurer will go to
a court on appeal and he has no means to meet the legal
expenses. | assured him that his claim will be met as the
insurer as aggrieved by the decision of the Ombudsman
has no right of further appeal.

He got the claim.

Tellow members [ak ve ]
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| felt the consolation that | served a public interest
without taking a any fee or compensation and
remembered the wise words of that late UK Actuary
Redington. His quote is famous but is worth repeating:

“dnactuary who is only and actuary is not an actuary”

He was a true professional and thought beyond the strict
confines of profession and advocated to travel an extra
mile to be always ready to serve the interest of the
public.

4. Concluding Remarks: An actuary is generally
regarded as disinterested. But when it comes to public
interest all other things being in favour of the public,
narrow limitation must give way to serve the
policyholder. Because, without the policyholders'
confidence in the philosophy of insurance and his
legitimate expectations there is nothing wrong to be a
little bit partisan. What is more, the insurance as a
business will get greater credibility and acceptability.

Mr. 8 Chidambaram
& sankhyamnew@gmail.com
66 r. § Chidambaranm is fellow member of JALY?
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Background

We discuss the implication of the default of a financing-
cum-project executing' giant- Infrastructure Leasing
and Financial Services (IL & FS) on the accounting
valuation of the embedded interest rate guarantee of
exempt provident funds. Pension actuaries in the Indian
actuarial profession should take cognizance of the
possible measures of provisioning for the IL&FS default
while valuing the embedded interest rate guarantee on
exempt provident funds. As some regulators have
already provided guidance for loss recognition, this
could serve as a reference point for exempt provident
funds with an exposure to IL&EFS bonds. In particular, we
focus within the Institute of Actuaries of India's
Guidance Note 29.

IL&FS as a borrowing institution defaulted on its loan
repayment of T400 crs in September 2018. In its wake,
the existing regulatory guidance could be relevant for
default provisioning for pension actuary whilst valuing
the embedded interest rate guarantee on exempt
provident funds (PFs).

Exempt PF funds' Context

The Employee provident funds that are self-managed by
companies are granted the 'exempt status, if the rules of
the PF set up by the establishment are not less favorable
than those specified in section & of the EPFMP Act.
Besides this, the employees should also enjoy other
provident fund benefits that are at par with those under
the Act. The exempt PFs have to match the interest rate
on contributions as declared by the EPFO in order to
retain the 'exempt’ status.

Most investment of exempt PFs has historically been in
debt securities. 'Debt’' - now for many years in India - has
always been synonymous with ‘'secure’ returns.
Moreover, the quasi- government nature of IL&FS with
heavy weight investors like LIC, HDFC and 5Bl translated
into the highest "AAA° rating. Hence, a significant
number of exempt PFs have an exposure to the IL&EFS
securities, However with a ratings downgrade and
actual loan default, the ILEFS default needs to be
provided for by adjusting the fair value of assets. It does
not absolve the PF trusts to meet their obligation toward
their employees. On a related note, many finance
experts have remarked that the Public Provident Fund, a
refuge of numerous small investors scouting for a secure
return has sizeable exposure to ILEFS securities.
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Staring at the IL&FS default

Given that the default has happened, it becomes
important to determine the provision to be made
against the exposure. For pension actuaries, it
becomes important to view this default in the context of
their responsibility under the relevant accounting
standard (AS15/Ind AS 19), Guidance Note 29 and the
prescribed market practice by the various regulators.

Given that the default has happened, it becomes
important to determine the provision to be made
against the exposure. For pension actuaries, it
becomes important to view this default in the context
of their responsibility under the relevant accounting
standard (AS15/Ind AS 19), Guidance Note 29 and the
prescribed market practice by the various regulators.

The Pension Actuary's mandate

In the actuarial valuation report, the actuary certifies
the content of the wvaluation report, along with the
disclosures. In doing so, the actuary is also certifying the
value of assets in order to arrive at the net provision/
cost of the embedded interest rate guarantee.

Therefore, the onus of determining if the provisioning
for such a default is commensurate with market
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practice (allowing for the client's judgment), partly lies
on the actuary. An unusually low provisioning could
result in the underestimation of the net obligation in the
PF Trust, which would likely amount to professional
negligence.

Hence, the actuary may have to sensitize the client
about the importance of adequate provisioning. This also
represents an opportunity for actuaries to engage mare
in the asset valuation of exempt PFs by quantifying
future credit risk and embedded derivative contracts (as
per Ind AS 109 or IFRS 9).

Professional Guidance

The Institute of Actuaries of India's Guidance Note 29 and
AS15/Ind AS 19 prescribe the Fair Value of Assets in order
to arrive at the net provision to be made in the books. In
the strictest sense, the fair value of debt should reflect
the current interest rate environment in the
measurement of the obligation. Howevwver, historically,
the assets considered are the ones reflected in the PF
Trust's financial statements. Since, the balance sheet is
not on a fair value basis, the 'Held-to Maturity’ (HTM)
approach is often employed in order to arrive at the
value of debt securities. Mow that a default has
happened and the existing IL&FS securities downgraded,
even the HTM accounting of debt securities will need to
reflect the mark-down,

In this regard, it may be worthwhile to consider the
prescribed approach by two regulators in the financial
markets viz. the Reserve Bank of India (RBl) and the
Securities and Exchange Board of India (SEBI).
Establishments in industries other than the financial
services are also likely to rely on this regulatory guidance
in order to make the appropriate provision for FY 2018-
19,

RBI View and Guidelines'

Banks are exposed to around 60% of the total debt of
791,000 crores of the ILEFS group. The RBI has provided
guidance that banks must regard IF&LS loans as non-
performing assets (NPA) in their books of account and
provide according to the RBI norms. Banks will have to
make a provision between 15% and 40% on sub-standard
non-performing assets whose duration lasts from six
months to a year, based on whether it is secured or not,
From the second year, the NPA will attract a provisioning
of 100% on the unsecured portion and between 25%-40%
between second and fourth year on the secured
portion.

SEBI Guidelines

Amongst the downgrades by rating agencies of IL&FS
debt, of particular note was the downgrade that led to
the classification as a "Mon-investment” grade security.
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This resulted in a NAY decline of at least 25 mutual funds
that held around 32,700 crores of IL&FS debt. This led
to a worsening of NAY for mutual funds that invested in
IL&FS debt securities which prompted the Association
of Mutual Funds in India (AMFl)to propose to SEBI to
allow “side-pocketing or segregating™ of IL&FS debt.

Despite the latitude given for segregating securities,
SEEI states that, the valuation should take into account
the credit event and the portfolio shall be valued based
on the principles of fair valuation.

As per Master Circular for Mutual Funds dated July 10,
2018’ paragraph 9.7.4.2, provision is to be maintained
for NPAs (debt securities) as follows:

Time since due
date of interest

Total provisioning required for
NPA's (debt securities) as % of

book value

12 months 50%
15 months 75%
18 months 100%

“https: / fwww, financialexpress, com/ industry/ilfs-classification-rbi-
rejects-bankers-plea-for-six-month-moratorium/ 1438021/

“Side pocketing involves a fund segregating illiquid securities in default
from other securities that are perfectly liguid, thus creating two funds.
The fund may segregate the debt papers of ILEFS into a separate fund,
while the rest of the good papers remain in the ariginal fund, thus the

good portfolio s almost unaffected by the bad papers.

*https: ! fwoww, sebi.govinflegal fmaster-circularss jul-2018/master-
circular-for-mutual-funds_39491, htmi

Exempt PF trusts could also consider the nature and
duration of their exposure to IL&FS debt and mirror the
RBI provisioning norms prescribed for banks. Else a one-
time write off regardless of the nature of loans could
also be resorted to. The actual write off would also be
dependent upon the employer covenant and the
proportion of the PF trust's exposure to IL&FS securities.

Ind AS 109 principles

Ind AS 109 is a 'Fair Value' standard and hence is
consistent with the fair value requirements for valuing




assets under AS 15/1Ind AS 19. Notwithstanding the HTM
proxy for fair value of debt securities that an Indian
Actuary may consider, Ind AS 109 could be referred for
an estimated provision.

Para 5.5.3 of Ind AS 109 requires ‘at each reporting date,
an entity shall measure the loss allowance for a
financial instrument at an amount equal to the lifetime
expected credit losses if the credit risk on that
financial instrument has increased significantly
since initial recognition’. Lifetime expected credit
losses is defined as 'the expected credit losses that
result from all possible default events over the
expected life of a financial instrument’ i.e. the
expected NPV of credit losses on the financial
instrument or the total expected credit loss on the
instrument. In the context of IL&EFS securities, this
would entail anticipating the possible losses on such
securities.

Para 5.5.3 of Ind AS 109 requires at each reporting
date, an entity shall measure the loss allowance for
a financial instrument at an amount equal to the
lifetime expected credit losses if the credit risk on
that financial instrument has increased
significantly since initial recognition’.

Ind AS 109 defines credit loss as 'the difference between
all contractual cash flows that are due to an entity in
accordance with the contract and all the cash flows
that the entity expects to receive (i.e. all cash
shortfalls), discounted at the original effective
interest rate(or credit-adjusted effective interest rate
for purchased or originated credit-impaired financial
assets) and Expected Credit Loss (ECL) as 'the weighted
average of credit losses with the respective risks of a
default occurring as the weights'. These are recognised
as a loss allowance as per Ind AS 109 paragraph 5.5.1.
Thus, for the IL&FS debt securities, the ECL would need
to be evaluated.

ECL can be defined mathematically as ECL = Exposure at
Default (EAD) = Probability of Default {PD) = Loss Given
Default (LGD) = Effective Interest Rate”, Although, this
is more relevant in the context of a loan portfolio of a

bank, it could possibly be used for loss provisioning for
other industries, albeit with reduced rigour.

ECL can be defined mathematically as ECL = Exposure
at Default (EAD) = Probability of Default (PD) = Loss
Given Default (LGD} = Effective Interest Rate

Moreover, Ind A% 109 is silent on the methodology to
determine PD, LGD or EAD. Hence, the ECL would
depend upon factors like the nature of loan (secured,
unsecured}, the prevalent rating, besides other actors.

For arriving at the ECL of ILEFS securities, one
approach could invaolve the homogeneous grouping of
such securities. This grouping could be as per the
nature, duration, etc of the debt, each with their own
PDs and LGDs. The EAD, PD and the LGD for each group
would then be reflective of the group’s underlying risk.
Example, the LGD for secured debt will be lower than
the LGD for unsecured debt, due to the presence of
collateral. Also, the PD for NPAcould be “1", while for a
downgraded security, it could be lesser than 1,
depending upon the extent of the downgrade. This
method would allow for the relative credit worthiness
of each asset and the provision will be reflective of this.
Although such an approach would be influenced by
considerable management judgment, it could be a tool
to gauge the provisioning consistency with the
regulatory prescription.

Conclusion

An appropriate allowance for the default in the fair
value of plan assets while valuing the Interest Rate
guarantee in the Exempt PF funds is necessary. The
provision made by the PF Trust in its own books of
account may not reflect the true underlying risk.
Rather, the mandate for the pension actuary is to arrive
at the appropriate provision net of carrying value of
assets. Hence, the actuary could approximate the
provision that reflects the underlying risk using tested
methods. This would ensure that the net obligation in
the PF Trust is correctly reflected.

‘Demystifying Expected Credit Losses, KPMG, July 2017

Mr. Nandan Nadkarni

9 nandannadkarni@ankolekarin
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IKIGAI

£ o1ar™,
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Reflex Angle

Similar to a Reflex angle which is the larger angle more than 1800 but less than 3607, this
N is an attempt to take a look albeit little philosophical, at the broader aspects of life
other than professional through an actuarial lens.

IKIGAI

We don't need any lessons in mortality, morbidity and
longevity, actuaries are adept in its definition, analysis
and modelling. What about lkigai? A concept that highly
influences the above. lkigai is a Japanese concept that
means “a reason for being”. We all know that Japan is the
country of maximum centenarians and a research shows
that it is Ikigai, the philosophy that has contributed to the
longevity of the Japanese. |kigai is a factor that
influences the longevity, rather the tail of the mortality
curve. However, |kigai is a personal way of life, It brings
satisfaction, happiness and meaning to our lives and help
people live longer happier lives. Having a purpose in life is
so ingrained in Japanese culture that the concept of
retirement doesn't exist there!

A major factor that contributes to the lkigai is an active
mind and youthful body. Actuaries are known for their
active mind. Probably we exercise our brain more than
our body. Though the term is not quite popular, our
profession is our lkigai. The profession is our passion,
mission and vocation. It is what we love doing, what we
are good at, what the society needs and of course what
we are paid for.

| was working on a pricing model yesterday and before |
knew it, several hours have passed. The pricing model
was challenging for my mind and | was in a state of 'flow’.
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An activity that is too easy might push me to boredom
and something that is beyond my abilities causes
anxiety. When | was in 'flow’, | was in tune with my lkigai.
The state of flow increases productivity, power of
retention, increases creativity and reduces the
possibility of making mistakes,

lkigai is not all about work, it is a holistic philosophy that
includes food habits, exercise, meditation, attitudes,
emotions and much more, In effect a complete
philosophy of life, It is hidden deep within us and just
require a patient search.

As per a report of the World Economic Forum
iwww.weforum.org), the life expectancy in India has
increased by 11 years since 1990. Which means an
average addition of 142 days for each year we lived. | am
sure we would have observed this trend and
incorparated in our pricing models. Just think of a
situation if these 143 increases to 365, i.e. an year added
to each year lived, which we can call the ageing's escape
velocity, we would achieve biological immortality!
Though biologists don't agree to this possibility, that
could be the ultimate point in our curve. What the
technical advancements in life style or advancements in
health cannot do, the philosophy of lkigai can definitely
do.,

However the intention is not to just live longer but live
happier, healthier lives and lkigai is all about that. In an
age when our profession is planning to leverage our skills
in broader areas, it is time we adopt the principles of
Ikigai for betterment of the profession and may be one
day consider it in our mortality models.

~ Mr. Sateesh Bhat

&)  bhatactuary@yahoo.co.in

&K My, Sateesh Bhar (s fellow member of stinite
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Indian Actuarial Profession

Serving the Cause of Public Interest




e
heme

ﬁp:

[ h
rasin - i : el e . .
% \ = " = T ; rnigumesl Sthins Dusgn "
- =Y : e aneE e ]
DK 5! : I T:'.‘"‘ ‘ . [ I.F ﬁ“ '
wrns und S o Poa et Ve
. =) ] ot
e ‘ et D _'mn; EmplojegTagcs & 5
¥ o eserving Pensmn?., Cia

alua . Pruﬁmtahi:itﬁm“ om manicat] :
e 0
""'"EHEE"“ capat NG~ LlaBiiieng B,
Sy s'i'lﬁ‘eﬁt

'PM“IW é
= Growthasine:

ap

FiniStiEcese.
N Ri&l&ﬁn ability
_ Pa | Modeilin i

bt
v me:ﬁ:iﬂ
SHitabilityis,
et Liabiliti
%: "I.- ﬁ"-ln_l'llurﬂl'll:e

) L 11T T T W N

L=

p it
L Profitabilit
2 ,,,mrmaﬁm
:_ lgnrmn, .




Posting Date: 7th of Every Month

|

I

I

| il Postal Registration Mo, NMB/180/2017-19
I il

|

|




