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MESSACE FROM PRESIDENT

I would like to begin this column with
a news that Mr. Dinesh Chandra
Khansili, who is really a veteran from
our profession has joined our
Institute full time as Executive
Director couple of weeks ago. With
his leadership and passion, | am sure
the services to the students and
members will improve substantially.
His joining the IAl together with the
office moving to its own premise in
Navi Mumbai with many new facilities
will help the profession growing
faster.

In the past | have always used this
column to update our members on
the latest developments in various
fields and steps being taken by the IAl
in order to heads up or to prepare our
students for future opportunities &
challenges. In this issue, | would like
to briefly touch upon various
developments & opportunities for
actuaries in the area of General
Insurance. | strongly believe that it is
the general insurance and the risk
management areas which will throw
up more and more growth
opportunities than traditional life
insurance in India. The young
students and qualified actuaries
should sincerely and carefully watch
these growing areas for any potential
opportunity.

In generalinsurance market thereisa

renewed interest in India and number
of new companies including some
niche players like online only
companies will enter the market
soon. Basis my discussions with some
global experts, they are very excited
on the opportunities in general
insurance market in India because
the Indian economy is in the phase of
rapid asset creation and general
insurance growth is bound to follow.

Recently IAl organised the 4th
Seminar on Current Issues in General
Insurance (CIGIl). The seminar
covered variety of topics ranging
from Risk and Challenges in the M&A
of General Insurance Companies,
issues related to crop insurance,
third party liability claims
management and role of technology
for digital insurance. With data
analytics & linear programming
gaining prominence, the pricing in
general insurance will become more
and more sophisticated and pricing
driven by the risks, the data, the
knowledge and the expertise will
become more important and valued
in future. A combination of risk and
behavior based personalized
products and pricing for small group
of customers or even for individual
customers is not very far. To support
such concepts and product offerings
would require a lot analytical
infrastructure and Actuarial
resources. All these developments

point towards advent of risk based
analytical pricing where actuaries
will have an ever increasingly
important role.

In Asia many companies have moved
to risk based capital/ solvency.
Sooner or later, the IRDAI will also
move to the RBC regime. In general
insurance, there are many risks and
the nature of those risks are also
different when compared to life
insurance risks. Actuaries can
therefore play an important role in
efficient capital planning and its
management when RBC regime kicks
off or even at the preparatory stage.

On the behalf of IAlI I would like to
reiterate our commitment and
continuous focus on the skill building
in the area of General Insurance. We
would in the near future be
organizing workshops and would
attempt to help the students and
members to rise to the emerging
challenges in the area of General
Insurance. Additionally for
professionals who are working in
other areas but are keen on working
in General Insurance, IAl would
enable a smooth transition for such
professionals.

As always | would like to conclude by
stressing on the importance of
contribution required from the
members to further the cause of
learning. While we would try our best
to build an infrastructure aimed at
learning and skill developments but
it could be achieved only if we
receive active and enthusiastic
participation from our members. May
| request our senior members in
general insurance to drop me a line at
president@actuariesindia.org in case
you would like to contribute to the
profession in any way.
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MESSACE FROM CHIEF EDITOR

If we were to do a quick comparison of nhumber of
players in the insurance industry in India and other
markets, we will note that we have relatively lesser
number of insurers in Indian market. It was
expected that after Insurance Amendment Act and
allowing upto 49% holding to foreign partners, the
number of insurers in the Indian insurance sector
will go up significantly. However, we have not
observed any rise in number of players operating in
India recently.

Let's look at the number of insurers and

demographic information for few Asian countries: Mr. Sunil Sharma

Country Popylgtion GDP Nos. of I[\S}Jrers per Insuran'ce
(million) (bUSD) | Insurers# | million people | penetration#
Singapore 5.6 297 167 29.82 7.15
Hong Kong 7.4 310 160 21.62 17.60
Malaysia 30 296 27 0.90 4.77
Japan 127 4,939 94 0.74 9.51
Indonesia 258 932 130 0.50 2.15
China 1,388 11,199 132 0.10 4.15
India 1,310 2,264 55 0.04 3.49

(# life and non-life together)

It can be seen from the table that
India has lowest number of insurers
per million people in the country.
Well, merely 55 insurance companies
are not enough to meet the need of
such an enormous population. It can
also be seen that there are 132 life
insurers operating in China against 55
in India for a similar population.
India seems to have the lowest
insurance penetration among
countries shown in table above
except Indonesia. However,
Indonesia seems to have geared up to
take penetration to next level by
having 130 insurance players in their
market.

The data clearly demonstrates that
we as a nation really need to look at
what to do differently to attract

more global/domestic insurance
companies in India. In order to make
an improvement in penetration rate,
we really need to more than double
the number of insurers in the market.

The government planning and policy
makers may perhaps need to look at
how we could make India as
attractive destination for insurers to
set up their business. Few questions
which may be looked at:

% What can we learn from markets
like Indonesia, Hong Kong,
Singapore, Japan and china who have
attracted large global insurers in
their market place?

% What do policy makers need to do
to make India as preferred

destination for FDI in insurance?

% What needs to be done to make
new insurers sustainable in Indian
market?

% What needs to be done to bring
more innovation in the Indian
Insurance Products and distribution
in India?

If we manage to answer and address
some of these questions, this will
surely help us to grow the number of
insurance players in India and
therefore increase the reach to
people thereby raising the insurance
penetration to arespectable level.

With this message | would like to sign
off for now.
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New Executive Dicrector, IAI WELCOME;_—-’

It is with great pleasure, we welcome
our new Executive Director, Mr.
Dinesh Chandra Khansili.

Mr. Khansili joined as Executive
Director(ED) of the Institute of
Actuaries of India (IAl) on 27th June
2017. He has combined three
decades plus experience of Actuarial,
Insurance and Pension working and
teaching. He has unique experience
of working in public sector insurance
company, insurance regulator office,

% The Insttite of

multinational insurance company in
India; Lagos based insurance
company, teaching and actuarial
consulting area.

He has been trained in IAIS core
principles and regulatory aspects at
NAIC, Kansas city, USA, on Pension
from APEC Study Centre Melbourne,
Australia and regulatory aspects at
Bank Negara, Malaysia.

He has worked almost in all the work

( Members can reach to Executive Director, IAl )

areas of a Life Insurance Company.
He was General Manager (Technical-
Actuarial) in ARM Life and had a stint
as an Actuarial Consultant before
joining as ED. He helped reviewing
actuarial, reinsurance and group
insurance processes of many life
insurance companies. He has
reviewed licensing process of
insurance and reinsurance
companies. He is determined to take
IAl activities ahead in timely manner
and seek your support.

ed@actuariesindia.org

COMMUNICATION FROM THE INSTITUTE OF ACTUARIES OF INDIA (l1Al)

Indian Actuarial Profession
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EVENT REDORT

27th India Fellowship Seminar

Organized by: Advisory Group on Professionalism, €thics and Conduct, 1Al

Venue: Hotel Sea Princess, Mumbai

Date: Ist and 2nd June 2017

The seminar started with a brief
introduction by Mr. Anil Kumar
Singh, Chairperson, PEC AG. Firstly,
he welcomed all the members
attending the seminar and then he
briefly explained the outline of
seminar. He specifically stated that
the objective of the seminar was not
to examine the technical ability of
the presenters but at the same time
presenters were expected not speak
anything technically wrong. With this
he wished good wishes to all the
presenters and invited Mr. Chandan
Khasnobis, Chairperson,
Professionalism Committee, IAI.

Mr. Khasnobis welcomed all the
participants and explained in brief
the importance of professionalism
for the actuaries. After this, Mr. Anil
Kumar Singh announced beginning of
the presentations.

Session 1: Increasing the share of
protection business - promise and
pitfalls

Chairperson: Mr. Abhishek Anil
Saraf

Presenters: Ms. Kashvi Jagnani,
Mr. Khalid Ahmad and Ms.
Satyavani Cherla

The group started with macro-
perspective by showing the protection
gap in India as compared to the other
counties. The group also showed how
the protection gap in India has been
increasing at alarmingly high rate and
talked about the possible factors for
such protection gap.

The group then briefly discussed
various categories available under
protection segment and then
presented the perspective of various
stakeholders on offering the
protection solutions. After this, the
group presented the various potential
solutions to fulfil the promise.

The group concluded the presentation saying that in order to improve the share
of protection business strong partnership with each stakeholder is needed.

Session 2: How critical the built up of estate is in participating fund
and how best it can be utilised for the benefit of all stakeholders.

Chairperson: Mr. Philip Jackson

Presenters: Mr. Sunil Savalkar, Ms. Shalmalee Paralkar, Ms. Neha

Aggarwal.

This group started with basic
definitions related to participating
(par) business and explained the
various sources for formation of
estate. The group then discussed
various stakeholders in the
participating business.

After this, the group presented
various uses of estate and then
discussed the 'best’ utilisation of the

estate for benefit of stakeholders. In
this segment they showed how estate
can be used maintaining the balance
in needs of stakeholders.

Finally, the group concluded by
discussing whether there can be a
concept of ideal level estate and how
that can be achieved while best
utilising the estate.

Indian Actuarial Profession
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27th India Fellowship Seminar EVINT REDORT

Session 3: General Insurance -
Changes in the reserving methods
as IRDAI ALSM 2016, Impact on
solvency and reserving.

Chairperson: Mr. Palreddy
Vishnuvardhan

Presenters: Mr. Varun Jain, Ms.
Deepanjali Talwar and Mr.
Girinker Aggarwal

The group as a part of overview of the
IRDAI ALSM regulations 2016,
explained points related to the
valuation of assets, estimation of
liabilities and determination of
solvency margin.

While presenting the changes related

to reserving, the group
explained that the reserves
need to be held for 28 lines of
business as against 10 lines of
business earlier. The group
further stated that the motor
insurance segment is split
into 8 lines, health is split
into 4 lines and 5 new lines of
business that are recognised
in the regulation. The group
also covered other areas like
estimating outstanding

reserves, estimating incurred but not
reported (IBNR) reserves and
estimating unexpired risk reserves.

The group then explained the
implication of ALSM regulation on

computation of solvency margin. The
group further pointed out that under
the latest regulation, the Appointed
Actuary (AA) will have to sign-off the
asset valuations. The group then
covered the thresholds specified in
regulation, controls on solvency
monitoring, computation of required
solvency margin (RSM) and the
revised factors for computation of
RSM.

Session 4: Opportunity and
Challenges for life reinsurers
post regulatory changes and
impact on insurance industry.

Chairperson: Mr. Souvik Jash

Presenters: Mr. Kapil Aggarwal,
Mr. Sumit Ramani

The group began their presentation
by giving the brief background on
regulations for reinsurers. They
covered highlights of regulations
and then covered concepts of Best
Terms and First Right of Refusal

which have direct implications on
business of foreign reinsurers.

The presentation then covered the
challenges faced by foreign
reinsurers e.g. absence of level
playing field as preference goes to
Indian reinsurers, regulatory
uncertainty as further changes in
the regulations are expected and
regulatory restrictions.

The group then moved on to discuss
the opportunities available for
foreign reinsurers as well as for the
Indian reinsurers.

Finally, the group talked about the
impact on life insurance industry
and covered points like operational
challenges, increased time to
launch the products, redistribution
of reinsured business and
possibility of not getting the best
deal, product innovation that may
come from foreign reinsurers. The
group concluded the presentation
by summarising the points covered.

Indian Actuarial Profession
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EVENT REDORT

27th India Fellowship Seminar

Session 5: Success of Crop
Insurance in India - Issues for
Actuaries in pricing and reserving

Chairperson: Mr. Himanshu Garg

Presenters: Mr. Paul Kruger
Zondagh, Mr. Sukanta Roy
Chowdhury, Ms. Divya Dadlani

The group started their
presentation by giving a brief
background of crop insurance in
India and explained major features

Session 6: Offering products via
digital media - Is health
insurance the next big thing
after term life insurance:
Challenges and benefits

Chairperson: Mr. Balachandra
Joshi

Presenters: Mr. Chandra
Shekhar Dwivedi, Ms. Ridhi
Gupta, Mr. Prabhat Chaubey

of Pradhan Mantri Fasal Bima Yojna
(PMFBY) that was launched in
January 2016. The group also
explained about the professional
challenges for actuaries in crop
insurance e.g. fast growth, lack of
credible data and established
models, volatile nature of business
etc.

The group then presented various
regulations, professional standards
(APS 21) and guidance notes (GN31)

The group showed the increasing use
of internet in India over last few
years. They informed that use of
digital channel has been resulting in
better persistency and lower cost
and also showed the potential of
digital platform over coming years.
The group then gave an overview of
health insurance business in India
and showed that in terms of online
sales, health insurance is growing
slower than the term insurance. The

related to this class of business.
After this, the group covered
technical matters related to pricing
and reserving. This mainly included
various issues relating to data,
complications in burning cost
calculation, loading for various
uncertainties, inconsistency in
claim settlement along with its
impact on Chain-ladder method
used for reserving etc.

group then covered various
challenges and benefits for online
terminsurance and health insurance.

Finally, the group covered future
trends for health insurance in India
and discussed the factors affecting
online health insurance sale. The
group touched upon professional and
ethical issues involved in digital sale
and also discussed advantage and

disadvantages of digital channel.

Session 7: Effectiveness of
Derivatives products in India to
hedge investment guarantees of
Life Insurers.

Chairperson: Mr. V Rajagopalan

Presenters: Mr. Rakesh Kumar,
Mr. Ranjan Gupta , Mr. Prasham
Rambhia

Indian Actuarial Profession
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27th India Fellowship Seminar EVINT REDORT

The group initially covered the various types of products available in India and the investment guarantees offered under
these products. Then the group discussed various types derivatives available in India and those allowed by IRDAI. After
this the group discussed advantages and disadvantages of such derivatives. The group stated that in India, derivatives
offer limited benefit due to the non-availability of long-term derivative instruments. The group finally discussed the use
of derivatives by overseas life insurers.

Session 8: Increasing insurance penetration through POS; Challenges Session 9: Motor Vehicle Act -

and solutions Background and Implication of

Chairperson: Mr. Bikash Chaudhary IEITEES (D U A

Presenters: Ms. Richa Mathur Chairperson: Ms. Kirti Kothari

Presenters: Mr. Venkata Shiva Sai
Aditya Telikicherla

The presenter started by showing insurance penetration and density in
India and the regulations related to POS. After this she presented
regulatory requirement for POS life insurance product. She also covered
entities authorised to sell such products.

Then, she discussed the requirement of POS person. Finally covered how

POS can be taken as an opportunity and also presented challenges likely
to be faced due to POS along with possible solutions.

Indian Actuarial Profession
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EVENT REDORT

27th India Fellowship Seminar

The presenter started with history of
Motor Vehicle Act (MVA) and covered
the insertions and amendment in
MVA. He then discussed the
implication of all these changes
insurers and touched upon the
factors that may lead to lower costs.
He also discussed the likely factors
that may lead to increasing the costs
forinsurers.

Sanghvi with his unique style and humorous touch made it very engaging. The
key message from his speech was "... both ends and means need to be pure...".
He meant, not just start and end of any activity but also the means to achieve
these ends need to be clean.

At the end of the session, Mr. Anil Kumar Singh thanked Mr. Sanghvi for such an
inspiring speech and presented him with a memento.

The day 2 began with welcome address by Mr. Anil Kumar Singh and he

Session 10: Pre - Dinner Address -
Is it practical to have an ethical
practice?

Presenters: CA Rashmin Sanghvi;
Founder Partner, Rashmin Sanghvi
& Associates

The highlight of day 1 was preserved for the end and
that was the address by noted Chartered Accountant
Mr. Rashmin C Sanghvi, founder partner of Rashmin
Sanghvi and Associates. During his address, Mr.
Sanghvi covered his life story and the struggle he had
gone through in meeting his ethics in practice. He is
a true admirer of Mahatma Gandhi and follower of
his principles. He did have challenging times in
following his ethics in practice; however, he stated
that despite sacrificing so many opportunities,
nothing could stop him from being successful.
Although the session was on such a serious topic, Mr.

the Actuary India July 2017 i Serving the Cause of Public Interest

provided an overview of the proceedings for the day. After this Mr.
Sanjeeb Kumar, the President, IAl shared his thoughts and urged the new
actuaries to actively contribute to the profession.

Health Insurance - different considerations for
standalone critical illness cover vs multistage critical
illness

Chairperson: Mr. Irvinder Singh Kohli

Presenters: Mr. Dharemndra Shrivastava, Ms. Seema
Mali, Ms. Sandhya Kudumulukunta and Mr. DNKLNK
Chakrabarti

The group started with origin of critical illness (Cl) along with
features of standalone (SCI) and multistage CI (MCI) covers.
Then the group covered health insurance regulations and tax
exemptions available on health insurance products. The group
also compared the customer needs under SCl and MCI.

After this, the group presented various Cl products available in
other markets. The group then covered challenges in designing
and pricing these products and these included availability of
data, uncertainty in assumption setting and expenses. Finally,
the group discussed other considerations like reinsurance
arrangement, admin/claims system etc and also the
preferences of various stakeholders.

Indian Actuarial Profession



27th India Fellowship Seminar EVINT REDORT

Group Discussion and Video Case Studies

After completion of all
presentations, Ms Anuradha Lal
conducted sessions on case studies.
She explained initially that these
videos show an actuary into a
conflicting situation and then the
participants were expected to
discuss the questions relating to
such situation. She also requested
senior actuaries to guide the new
actuaries in the discussion.

The first video presented was about
an actuary who had worked on a
capital modelling and he had to go
out for 3 years to work on other
areas. When returns back to head
the capital modelling team, he
found that although the business
had grown by 80% during these
years, the capital had gone up by
just 10%. So he seriously thinks that

something is going wrong and finds
that the model has been peer
reviewed, the board has also
approved the results and also there
were no questions raised by
regulator. He had tried to go
through the documentation but it
didn't provide much help and
discussions with team led to many
technical jargons. With this
background the video was paused
to discuss certain questions like
should he continue to ask questions
or just let it go, how should he find
that the new model is robust or
whether the he is prepared for the
role.

There was an active discussion on
these questions and Ms Lal ensured
that all the young actuaries were

actively participating. The case
study led to important insights
related to professionalism and how
to tackle such situations which
occur in real world as well.

The second video was related to
two young and talented actuaries
forming a partnership firm. They
enter into a contract with an
insurance company of setting up
system to model product design
and while entering into the
contract they quoted unreasonably
high price which unexpectedly got
accepted by the insurance
company. However, during the
course of the project these two
actuaries came to know that the
project required capability of
setting up more complex product

Indian Actuarial Profession
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EVENT REDORT

t

design than what they had
understood and the price agreed
was not sufficient to meet all the
needs. The company
representative had threatened to
spoil their image if work doesn't get
completed by the agreed timeline.
One of the two partners agreed to
not going through the details of the
contract and changes suggested by
the other partner, In such a
conflicting situation, he even
thought of delivering the system
capable of modelling simple design
and the company would realise it
much later but he dropped that
idea. At this point the video was
paused to discuss what can be done
to clear gaps in understanding,
what resources and capital can be
used to complete the task without
breaching NDA and what the
actuaries do in regard to integrity,
competence and care, partiality

IAl Disciplinary Process
Presenter: Mr. GLN Sarma

After the end of video case studies,
the final section of IFS had a
presentation by Mr. GLN Sarma. Mr.
Sarma informed the participants
about disciplinary process and the
related sections of Actuaries act.

Vote of Thanks:
Mr. Anil Kumar Singh

Mr. Anil Kumar thanked the
participants and the organisers for
such an important seminar and after
his vote of thanks; the seminar was
brought to end.

he Actuary India July 2017

and communication.

There was an engaging discussion
among all the participants. This
video highlighted the importance
of professional conduct, ethics and
that in such a situation, the
actuaries can take help from the
other actuaries in profession or
from the institute itself.

The last case study was related to
the new APS X2 that was issued by
Institute and Faculty of Actuaries
UK. This APS requires actuaries to
get their work reviewed
independently. The video showed
two actuarial friends talking about
this requirement and agree to
review each other's work. They also
agree to go easy on each other but
demonstrate it to be independent.
The video also showed another

27th India Fellowship Seminar

actuary who is not in actuarial
department and hence is convinced
that she should not be bothered
about this APS. The video then
showed the actuary (one of the
earlier two) telling his manager
about this requirement but the
manager informs him that the
routine task like this need not be
reviewed and that she being a
manager the responsibility would
be hers. With this background the
discussion took place and it
concluded that seemingly
independent mutual review of work
is never proper, also the review
requirement is for all actuaries
irrespective of whether or not the
actuary is in actuarial team and
finally that although manager is
taking the responsibility the
actuary submitting the work is also
responsible.

About the author

MR. SUNIL V. SAVALKAR

.P sunil.savalkar@birlasunlife.com

Assistant Vice President

Birla Sun Life Insurance Co. Ltd.
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Actuary - Investment Advisor

FEATULES

1. Very few of our consulting
actuaries act as investment advisors.
Even our associate members can
practice as investment advisers. He
can get certificate of registration
from SEBI.

2. This is an important area where
our members shall think, explore and
take up the profession of investment
advisor.

3. | am writing this article to benefit
our own members. Good
opportunities for our members exist
in this area.

4. Many of you know that SEBI
[Securities Exchange Board of India]
regulates all the securities traded in
Stock Exchanges, Mutual Fund
Schemes, etc.. SEBI has notified SEBI
(Investment Advisers) Regulations,
2013 [The Gazette of India,
Extraordinary, Part -lll - Section 4,
Published by Authority, New Delhi,
January, 21, 2013, SEBI Notification,
Mumbai, the 21st Jan, 2013].

5. As per the said Regulations, a
person must obtain a certificate of
registration to act as investment
advisor, from SEBI. In case of our
members, it is not required to seek
registration under regulation 3
subject to the fulfillment of
conditions stipulated therein:

(f) Any member of Institute of
Chartered Accountants of India,
Institute of Company Secretaries
of India, Institute of Cost and
Works Accountants of India,
Actuarial Society of India or any
other professional body as may be
specified by the Board, who
provides investment advice to
their clients, incidental to his
professional service;

6. If any of our member wants to be
investment advisor, which is not

incidental to his professional service,
he may seek for registration and
obtain certificate of registration
from SEBI. Members may go through
the Regulations for more
details—some given below.

7. Chapter lll of the Regulations
mention about the general
obligations and Responsibilities of
investment advisors:

General responsibility. 15. (1) An
investment adviser shall act in a
fiduciary capacity towards its clients
and shall disclose all conflicts of
interests as and when they arise.

(2) An investment adviser shall not
receive any consideration by way of
remuneration or compensation or in
any other form from any person
other than the client being advised,
in respect of the underlying products
or securities for which advice is
provided.

(3) An investment adviser shall
maintain an arms-length
relationship between its activities as
an investment adviser and other
activities.

(4) An investment adviser which is
also engaged in activities other than
investment advisory services shall
ensure that its investment advisory
services are clearly segregated from
all its other activities, in the manner
as prescribed hereunder.

(5) An investment adviser shall
ensure that in case of any conflict of
interest of the investment advisory
activities with other activities, such
conflict of interest shall be disclosed
to theclient.

(6) An investment adviser shall not
divulge any confidential information
about its client, which has come to
its knowledge, without taking prior

permission of its clients, except
where such disclosures are required
to be made in compliance with any
law for the time beingin force.

(7) An investment advisor shall not
enter into transactions on its own
account which is contrary to its
advice given to clients for a period of
fifteen days from the day of such
advice.

Provided that during the period of
such fifteen days, if the investment
adviser is of the opinion that the
situation has changed, then it may
enter into such a transaction on its
own account after giving such
revised assessment to the client at
least 24 hours in advance of entering
into such transaction.

(8) An investment advisor shall
follow Know Your Client procedure as
specified by the Board from time to
time.

(9) An investment adviser shall abide
by Code of Conduct as specified in
Third Schedule.

(10) An investment adviser shall not
act on its own account, knowingly to
sell securities or investment
products to or purchase securities or
investment product fromaclient.

(11) In case of change in control of
the investment adviser, prior
approval from the Board shall be
taken.

(12) Investment advisers shall
furnish to the Board information and
reports as may be specified by the
Board from time to time.

(13) It shall be the responsibility of
the Investment Adviser to ensure
that its representatives and
partners, as applicable, comply with
the certification and qualification
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requirements under Regulation 7 at
all times.

Risk profiling. 16. Investment
adviser shall ensure that,-

(a) it obtains from the client, such
information as is necessary for the
purpose of giving investment advice,
including the following:-

(1) age;

(ii) investment objectives
including time for which they
wish to stay invested, the
purposes of the investment ;

(iii) income details;

(iv) existing investments/ assets;

(v) risk appetite/ tolerance;

(vi) liability/borrowing details.

(b) it has a process for assessing the
risk a client is willing and able to
take, including:

(i) assessing a client’s capacity for
absorbing loss;

(ii) identifying whether client is
unwilling or unable to accept
the risk of loss of capital;

(iii)  appropriately interpreting
client responses to questions
and not attributing
inappropriate weight to certain
answers.

(c) where tools are used for risk
profiling, it should be ensured that
the tools are fit for the purpose and
any limitations are identified and
mitigated;

(d) any questions or description in
any questionnaires used to establish
the risk a client is willing and able to
take are fair, clear and not
misleading, and should ensure that:
(i) questionnaire is not vague or
use double negatives or in a
complex language that the
client may not understand;
(ii) questionnaire is not
structured in a way that it
contains leading questions.

(e) risk profile of the client is
communicated to the client after
risk assessment is done;

(f) information provided by clients
and their risk assessment is updated
periodically.

Suitability.17. Investment adviser
shall ensure that,-

(a) All investments on which
investment advice is provided is
appropriate to the risk profile of the
client;

(b) It has a documented process for
selecting investments based on
client’s investment objectives and
financial situation;

(c) It understands the nature and
risks of products or assets selected
for clients;

(d) It has a reasonable basis for
believing that a recommendation or
transaction entered into:

(i) meets the client’s investment
objectives;

(ii) issuch that the client is able to
bear any related investment
risks consistent with its
investment objectives and risk
tolerance;

(iii) is such that the client has the
necessary experience and
knowledge to understand the
risks involved in the transaction.

(e) Whenever a recommendation is
given to a client to purchase of a
particular complex financial
product, such recommendation or
advice is based upon a reasonable
assessment that the structure and
risk reward profile of financial
product is consistent with clients
experience, knowledge, investment
objectives, risk appetite and
capacity for absorbing loss.

Disclosures to clients.
18. (1) An investment adviser shall

disclose to a prospective client, all
material information about itself
including its business, disciplinary
history, the terms and conditions on
which it offers advisory services,
affiliations with other
intermediaries and such other
information as is necessary to take
an informed decision on whether or
not to avail its services.

(2) An investment adviser shall
disclose to its client, any
consideration by way of
remuneration or compensation or in
any other form whatsoever, received
or receivable by it or any of its
associates or subsidiaries for any
distribution or execution services in
respect of the products or securities
for which the investment advice is
provided to the client.

(3) An investment adviser shall,
before recommending the services of
a stock broker or other intermediary
to a client, disclose any
consideration by way of
remuneration or compensation or in
any other form whatsoever, if any,
received or receivable by the
investment adviser, if the client
desires to avail the services of such
intermediary.

(4) An investment adviser shall
disclose to the client its holding or
position, if any, in the financial
products or securities which are
subject matter of advice.

(5) An investment adviser shall
disclose to the client any actual or
potential conflicts of interest arising
from any connection to or
association with any issuer of
products/ securities, including any
material information or facts that
might compromise its objectivity or
independence in the carrying on of
investment advisory services.
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(6) An investment adviser shall,
while making an investment advice,
make adequate disclosure to the
client of all material facts relating
to the key features of the products
or securities, particularly,
performance track record.

(7) An investment adviser shall draw
the client’s attention to the
warnings, disclaimers in documents,
advertising materials relating to an
investment product which it is
recommending to the client.

Maintenance of records.
19. (1) An investment adviser shall
maintain the following records,-

(a) Know Your Client records of the
client;

(b) Risk profiling and risk
assessment of the client;

(c) Suitability assessment of the
advice being provided;

(d) Copies of agreements with
clients, if any;

(e) Investment advice provided,
whether written or oral;

(f) Rationale for arriving at
investment advice, duly signed
and dated;

(2) A register or record containing
list of the clients, the date of
advice, nature of the advice, the
products/securities in which
advice was rendered and fee, if
any charged for such advice.

(2) All records shall be maintained
either in physical or electronic form
and preserved for a minimum period
of five years:

Provided that where records are

required to be duly signed and are
maintained in electronic form,
such records shall be digitally
signed.

(3) An investment adviser shall
conduct yearly audit in respect of
compliance with these regulations
from a member of Institute of
Chartered Accountants of India or
Institute of Company Secretaries of
India.
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Why Insurance Works Better with

Some Adverse Selection

Adverse selection is a concern for
insurers in all insurance markets. The
usual defence is underwriting.
Insurers in India are free to use any
information - medical, social or
financial - in underwriting insurance
applicants.

In other countries, regulatory
restrictions on underwriting are
common. Health insurance
premiums can be varied only by the
customer's age at entry in Australia,
and only to age, geographic location,
and smoking status in the USA. Many
countries limit the use of genetic
tests in insurance underwriting.
Such restrictions are motivated by
social objectives, but they can also
lead to adverse selection. Actuaries
usually argue that this is a bad
thing.

This article gives a contrary view. We

argue that from a social perspective,
insurance works better with some
adverse selection. The argument is
made from the viewpoint of an
insurance regulator considering
whether and how to regulate
underwriting; the viewpoint of
insurers will be considered briefly at
the end.

To provide context, think of life
insurance, where we typically
observe a majority of 'standard’ lives
and a small number of much higher
risk lives (say with a pre-existing
condition). Our argument can then
be illustrated by the following
example. The numbers are simplified
and exaggerated for clarity, but the
underlying argument is quite
general.

Imagine the population consists of
just ten lives, with two alternative

scenarios for life insurance
underwriting. First, all risks are fully
underwritten, and a group of lives
buys insurance. Second, all
underwriting is banned, leading to
adverse selection: a different
(smaller) group of lives buys
insurance. Assume that all losses and
insurance cover are for unit amounts
(this simplifies the example, but it is
not necessary).

The two scenarios are represented in
the upper and lower parts of the
illustration. The 'H' are high risks
(probability of loss 0.04) and the 'L’
are low risks (probability of loss
0.01). In each scenario, the shaded
‘cover' above some of the 'H and 'L
denote risks covered by insurance.

Illlustration: Two scenarios: (1) Full underwriting (2) no underwriting

(A better file of the diagram is supplied separately.)
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In Scenario 1, fully underwritten
premiums (actuarially fair
premiums) are charged. The
response of each risk-group to an
actuarially fair price is the same:
exactly half the members of each
risk-group choose to buy insurance.
The shading shows that a total of five
risks are covered. .

The weighted average of the
premiums paid in Scenario 1 is (4 x
0.01 +1 x 0.04)/5 = 0.016. Since
higher and lower risks are insured in
the same proportions as they exist in
the population, there is no adverse
selection.

Exactly half the population’s
expected losses are compensated by
insurance. We describe this as 'loss
coverage' of 50%. (The calculation is
(4x0.01 +1x0.04) / (8 x0.01 +2x
0.04)=0.50.)

In Scenario 2, all underwriting is
banned, and so insurers have to
charge a common ‘pooled’ premium
to both higher and lower risks. Higher
risks buy more insurance, and lower
risks buy less. The shading shows that
three risks (compared with five
previously) are now covered. The
pooled premium is set as the
weighted average of the true risks, so
that expected profits on low risks
exactly offset expected losses on
high risks. This weighted average
premium is (1 x 0.01 +2 x 0.04)/3 =
0.03.

Note that the weighted average
premium is higher in Scenario 2, and

the number of risks insured is lower.
These are the essential features of
adverse selection. But there is a
surprise: with the adverse selection
in Scenario 2, the loss coverage is
higher. That is, 56% of the
population’'s expected losses are now
compensated by insurance,
compared with 50% before. (The
calculation is (1 x 0.01 + 2 x 0.04) /
(8x0.01+2x0.04)=0.56.)

We argue that Scenario 2, with a
higher expected fraction of the
population’'s losses compensated by
insurance - higher loss coverage - is
superior from a social viewpoint to
Scenario 1. The superiority of
Scenario 2 arises not despite adverse
selection, but because of adverse
selection.

We suggest that for an insurance
regulator, loss coverage is a
reasonable metric for the
performance of insurance in meeting
the needs of society as a whole. We
say this because compensation of the
population’s losses is the main social
purpose of insurance, which public
policy often seeks to promote, for
example by tax relief on premiums
(e.g. in India, under section 80C of
the Income Tax Act).

Regulators may therefore prefer risk
classification regulations which lead
to higher loss coverage. In practice
this will probably not require banning
all underwriting, as in our simplified
example. But it may require some

restrictions on underwriting, such as
those that apply in health insurance
in many countries. Restrictions on
underwriting should be enough to
produce the optimal level of adverse
selection - the level which maximises
loss coverage.

Our argument so far has been made
from the viewpoint of regulators.
What about the viewpoint of
insurers? Restrictions on
underwriting may seem an
unwelcome imposition. But provided
that the restrictions apply equally to
all insurers, it can be expected that
the competitive level of premiums
will adjust upwards to anticipate the
adverse selection which the
regulator has deliberately induced.
Furthermore, if profit margins are
roughly proportional to premiums,
the new higher level of premiums
implies higher profits.

Finally, some astute readers may
have noticed that if the adverse
selection progresses beyond Scenario
2 toits logical extreme, so that only a
single higher risk remains insured,
then loss coverage will be lower than
with no adverse selection. This point
is considered further in Guy's recent
book Loss Coverage: Why Insurance
Works Better with Some Adverse
Selection. For now, we merely repeat
that our message is one of
moderation: we say that insurance
works better with some adverse
selection, not with any amount of
adverse selection.
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Top 10: Life Insurance Insights

Trends, News and Views

“State Bank has decided to introduce an IPO of SBI Life this fiscal and various developments have been made in this
regard, including appointment of the lead managers. Kotak Mahindra Bank will buy out Old Mutual’s 26% stake in Kotak
Life, subject to regulatory approvals. The proposed merger between HDFC Life and Max Life has been turned down by
the regulator and the entities are said to be considering other possible merger structures.

Life insurance industry continued its good performance in weighted new business premium collections as it recorded a
growth of 18.8% in FY2016-17. Private life insurers, collectively, outpaced state-owned LIC with a growth of 22.0%
against 15.8% of the latter. First Point of Sale (PoS) product has also made its way into the market, amongst various
other product launches during the reporting period. Further, amongst various key regulatory developments, the
regulator has notified additional eligibility requirements for appointment of an Appointed Actuary. We summarise
below these and the top ten key trends and developments that shaped the life insurance market in India for the period

March toMay 2017.”

Formation of
stewardship code
as per the new
guidelines

In order to help improve the
corporate governance and hence
decision making in investee
companies of insurers, the Authority
has implemented a code of
stewardship which comes into effect
from FY2017-18. This is a set of
principles which will be in sync with
those adopted by institutional
investors such as Mutual Funds,
Pension Funds etc., and requires the
insurers to have a policy pertaining to
their conduct and voting policies at
general meetings of the investee
companies and related disclosures.
All insurers need to furnish such
policy in their stewardship code
within six months of the issuance of
these guidelines and the same should
be disclosed on their websites within
30 days of Board's approval along
with the disclosures.

Launch of the first
product under Point
of Sale arrangement,
LIC also launches
Aadhaar based
products

After the issue of the IRDAI norms
regarding the use of Point of Sale

(PoS) medium as a new channel of
distribution, insurance industry has
witnessed the launch of first product
to be offered via the channel. PoS
Saral Nivesh is an endowment
product that has been introduced by
Edelweiss Life. Further, LIC has
launched two endowments products
for which the applicants are required
to have Aadhaar Card issued in their
names. HDFC Life has also partnered
with ETMONEY to introduce first of its
kind data-led exclusive group term
insurance policy which will
reportedly be based on spend pattern
of the users. Life insurance industry
saw 17 new product launches in total
during March to May 2017, where
non-linked products continued to
dominate insurers’ proposition as
only four linked products have been
introduced during the reporting
period.

Positive profits
reported by 16
private life insurers
for FY2016-17

As per financial results disclosed by
22 private life insurers, 16 have
reported profit for FY2016-17,
compared to 17 out of 22 insurers in
the previous fiscal. Amongst the 16
insurers to have reported profit, 12
have recorded a positive year-on-
year growth compared to the profit
figures reported for FY2015-16. The
total profit after tax for private life

insurers making such disclosure has
increased by 12.3% from INR48.91
billion in FY2015-16 to INR54.95
billionin FY2016-17.

DHFL transfers stake
in DHLF Pramerica
Life to a wholly-
owned subsidiary

As per filing with the stock
exchanges, the Board of DHFL has
approved the transfer of its entire
50% stake in DHFL Pramerica Life to
DHFL Investments Limited (DIL)
which is a wholly owned subsidiary of
DHFL; pegging the value of the stake
at INR20.0 billion. Press reports
suggest that DIL will issue Compulsory
Convertible Debentures with a
conversion period of 100 months to
Wadhwan Global Capital Pvt. Ltd,
which is the promoter entity of DHFL,
however DHFL will also have an
option agreement with the lenders.

Increase in the
number of
bancassurance tie ups,
DBS becomes first
bank in India to adopt
open architecture model

Reportedly, DBS Bank has become the
first bank in India to adopt open
architecture by offering products of
Aviva Life, Birla Sun Life and Tata AIA
Life on a single platform. The

Indian Actuarial Profession

the Actuary India July 2017 i Serving the Cause of Public Interest



t

Top 10: Life Insurance Insights

industry has also witnessed an
increase in number of tie-ups
between insurers and various
regional and digital banking and non-
banking financial institutions to
accelerate their growth. These have
been summarised below:

« HDFC Life has tied up with Catholic
Syrian Bank and Suryoday Small
Finance Bank to sell its insurance
products.

+ Kotak Life has entered into a
bancassurance partnership with
Suryoday Small Finance Bank.

- Reliance Nippon Life has tied up
with Equitas Small Finance Bank
Ltd.

« Exide Life and ICICI Prudential Life
have also inked a deal with Fino
Paytech to sell their products
through the payment bank's
platform.

The Authority
releases new
guidelines on
appointment of an
Appointed Actuary

The Authority has released the IRDAI
(Appointed Actuary) Regulations,
2017 which supersedes the IRDAI
(Appointed Actuary) Regulations,
2000. The new eligibility criteria for
Appointed Actuary (AA) specify that a
Fellow member should have passed
the Specialist Application subject in
life insurance and have at least 10
years of experience in life insurance
industry out of which at least five
years should be post acquiring the
fellowship. He/she should also have
at least three years of experience in
annual statutory valuation of a life
insurer. The existing AA's shall stand
exempted from the requirement of
passing the specialization subject
provided that he/she has worked for
at least five years as AA of a life
insurer during seven years preceding
the date of notification of these
guidelines.

he Actuary India July 2017

Industry performance:
Life insurers continue
to exhibit positive
growth in new
business collections, book
18.8% growth in FY2016-17

Weighted new business premiums
(measured as 100% of regular
premium and 10% of single premium)
for the life insurance industry
amounted to INR708.6 billion,
representing a year-on-year growth
of 18.8% in FY2016-17, as per
statistics released by the IRDAI. New
business premium income for state-
owned LIC increased by 15.8%, aided
by rise of 32.8% in single premium
collections. Private insurers
outperformed LIC by achieving
growth of 22.0% in the financial year,
leading to an increase in their market
share to 49.1%, up from 47.8% in
FY2015-16. Private life insurers have
collectively reported weighted new
business premium collections of
INR348.2 billion in FY2016-17. SBI
Life, the new market leader amongst
private insurers, also became the
first private life insurer to surpass the
INR100 billion mark in unweighted
new business premium collections.

Kotak Mahindra Bank
to fully own Kotak
Life, buys out Old
Mutual’s 26% stake

As per filing with the stock
exchanges, Kotak Mahindra Bank, the
majority stakeholder in Kotak Life,
has entered into a Share Purchase
Agreement with Old Mutual plc to buy

its 26% stake for an amount of
INR12.9 billion. Post the transaction,
Kotak Mahindra Bank along with its
subsidiaries, will own 100% stake in
Kotak Life. The transaction is
subject to regulatory approvals and is
expected to be completed in the
second half of 2017.

SBI Life to launch an
Intial Public Offerig
(IPO) this fiscal

Reportedly, the board of State Bank
of India (SBI) has approved the sale of
a part of its stake in SBI Life through
an IPO this fiscal. Further, it is
reported that SBI plans to dilute 8%
stake through the IPO while its joint
venture partner BNP Paribas Cardif
will dilute 4%. Three foreign banks
and five local banks have been
appointed to manage the offering.

HDFC Life - Max Life
merger deal to be
reworked

The proposed merger between HDFC
Life and Max Life has been rejected
by the IRDAI after it had initially
expressed concerns regarding the
deal structure based on Section 35 of
the Insurance Act. The regulator had
sought the approval of the Attorney
General (AG) for the deal but the AG
returned the papers, seeking his
opinion, to the insurance regulator
without any comment. Media reports
suggest that the two companies are
working on an alternate merger
structure which would either involve
the two life insurers merging first or
HDFC Life first coming out with an IPO
and then merging with Max Life.
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The American Health Care act -

STUDENT COLUMN

Bill replacing Obama care

Introduction:

Trumpcare is the bill proposed by
congress to repeal the ACA
(Affordable Care Act), based on a
plan first publicly released by House
Republicans on March 6, 2017, and
the first part of it's a 3-phase plan to
repeal the act. On May 4, 2017, the
United States House of
Representatives voted to pass the
American Health Care Act (and
thereby repeal most of the ACA) by a
narrow margin of 217 to 213, sending
the bill to the Senate for
deliberation.

Overview of USAmarket:

Healthcare cost is the 2nd biggest
expense for USA economy. As these
costs are high, this forces the
premiums to be high leading to less
penetration in individual market.
During 2002 to 2008, 25% of the
senior citizens declared bankruptcy
due to medical expenses and 43%
were forced to sell/mortgage their
primary residence, this made the
regulators to put some mandates to
curb on uninsured population and
hence “Obamacare” was introduced.

Some of the factors such as ageing,
less focus towards preventive care,

lack of transparency escalate the
medical cost. Obamacare puts its
focus to cover the major block of
uninsured population, along with
promoting the use of technology
(Precision Medicine Initiative) to put
focus on analyzing the historical
claims data and genomic data of the
patients; thus by bringing more
elaborative picture to set the
efficient treatment, curb on the
leakages which were prevailing at
high rate and by shifting the focus
from volume based reimbursements
to value (outcome) based
reimbursements (to reduce on re-
hospitalization etc.).

Current regulations
(Obamacare):

+ The insurance mandate states that
if someone does not have a
qualified health insurance plan or
is not enrolled under
Medicare/Medicaid, then the
person will have to pay a fine
towards his/her federal income
taxes

+ Insurers are required to offer at
least ten essential health
benefits (Minimum Essential
Coverage) under the qualified
insurance plan

+ Income-based subsidies on
premiums given to individuals

+ Tax credits, along with annual limits
on coinsurance, copays, and
other costs were imposed

+ Matching federal funds to states for
anyone who qualifies expanded
eligibility to 138% of poverty
levelincome

+ Person with the age 65 years were
charged only up to three times as
much as younger customers by
the insurer

+ Insurers are prohibited from
denying coverage basis pre-
existing conditions

+ No cap on yearly benefit limits,
target Loss ratio to be kept at
least 80% for small employers and
85% for large market segment

+ Cadillac tax* on high-cost employer
plans to be implemented in 2020

*Cadillac Tax - The Obamacare (ACA)
imposes an annual 40% excise tax on
plans with annual premiums
exceeding $10,800 for individuals or
$29,500 for a family starting in 2020,
to be paid by insurers.

Trump care:

ACA was introduced to make health
coverage accessible and affordable
to all irrespective of Gender, Health
status, Income level, education
background etc. But by giving more
relaxation; it reduced the uninsured
population, but insurers were hit
most by adverse selection. Also
insurers were having less control on
deciding the premium levels across
different risk. The profitability for
insurers falls like anything especially
on Individual exchanges, leading
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insurers to make an exit. To make
corrections in insurance market,
“Trumpcare” has been proposed to
curb on extravagant medical
expenses, reducing federal
expenditure along with giving some
more discretions to states.s

Proposed regulations
(Trumpcare):

» No individual/employer mandate.
Insurers can impose a one-year
30% surcharge on consumers if
the lapse in coverage is more
than 63 days

- States can apply for waivers
exempting insurers to have
essential health benefits under
the basic insurance plan, also
states are permitted to opt-out
of mandating coverage for pre-
existing conditions

« Age-based tax credits for premium
for those who earn less than
§75,000 or $150,000 for joint
filers (Both spouse) and no tax
credits for Out of Pocket
expenses

» Federal funds granted to states
based on a capped, per-capita
basis starting in 2020. However
states can opt to expand
Medicaid eligibility, but would
receive less federal support for
those additional person

he Actuary India July 2017

The American Health Care act -

Bill replacing Obama care

e Insurers can charge older
customers up to five times
as much as younger
customers; states can apply
for waivers exempting
insurers from this limit.

eIntroducing annual and lifetime
limits for the individual
coverage

» HSA limit has been increased. Now
individuals can put $6,550 and
families can put $13,100 into a
tax-free health savings account

» Cadillac tax on high-cost employer
plans to be implementedin 2025

Key concerns identified by
health-care experts were -

(1) Tax credits funded at proposed
levels are insufficient to pay for
individual insurance and may lead to
dropping of healthy people from the
health insurance market (adverse
selection) causing insurer "death

spirals” that would decrease choice.

(2) Bill's elimination of the ACA's
community rating provision would
increase gpst disparities between
age groups and would increase
premiums for Americans more prone
to illness, leaving people to remain
uninsured.

(3) Phase out of the Medicaid
expansion is likely to result in
healthcare loss for poorer Americans.

It is currently believed that Mr.
Trump's plan to repeal and replace
Obamacare would cost between $270
billion and nearly $500 billion over
ten years with economic growth
anticipated. These losses can be
lowered by cuts in Medicare funding
and tax increases from the current
health care system. A full ACA repeal
results in savings of about $1.1
trillion and the repeal of the
legislation's tax increases and
Medicare cuts would increase costs
by a combined $1.5 trillion. In tetal,
repeal could cost $420 billion and
may impact almost 21 million people
to lose their insurance coverage.
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Mauritius - Pure Captive Insurance COUNTRY REDORT

Captive Insurance Legislation (Act No
32 2015) was introduced for the first
time in Mauritius in 2015 and came
into force on 29 January 2016
bringing in an innovation in
insurance activities in Mauritius.

The Act deals mainly with the
Licensing and Scope, as well as the
Management of Captive insurers in
Mauritius.

Further to the main legislation, the
Captive Insurance (Pure Captive
Insurance Business) Rules Mauritius
was issued by the Financial Services
Commission (FSC) in 2016.
(Government Notice No 105 of
Mauritius).

The Rules focus on the Capital and
Solvency Requirements and its
method of computation, as well as
solvency ratio, asset valuation and
investments. Auditors and actuaries
reports are required regularly at
balance sheet dates, as well as
solvency certificate from the
Actuary. The Rules state that the
reserves just need to follow
internationally accepted
methodology. There is no prescribed
methodology or basis .=

What is captive insurance?

A captive insurer is an insurance
company which is wholly owned by its
parent company. Itisawholly owned
subsidiary created to provide
insurance to the parent companies.
It allows the parent company to
retain part of its risks internally. It
operates just like a commercial
Insurance company issuing the policy
in exchange for payment of
premiums. It therefore assumes the
risk of the parent company. The
captive will require to be licensed.

The first captive was created by Fred
Reiss, a Steel Insurance Company in

1953. He is the father of the term
captive insurance. A captive which
insures its own parent is called a pure
captive or single parent captive.
There are captives which operate for
an industry and are called group
captives. There are also other
specialised types of captives on the
market.

In the 60's there were some 100
captives. Currently there were some
7000 captives.

Bermuda is the world's leading
offshore captive domicile.

Captives may cover lines business
such as worker's compensation,
vehicle insurance, property damage
are quite commonly covered.

Captives have become a very risk
management tool. It should be noted
that in the case of single parent
captives, negative results will impact
negatively the parent company.
Therefore captives are not for risk
averse parent companies.s

Why a Captive?

The main purpose of opening a
captive is to avoid using commercial
insurance companies. By setting up a
captive the parent company aims.

Reducing & stabilisation of its costs:
Insurance market prices are volatile
and may increase for reasons which
are not related to the parent
company. The parent company may
have a loss experience which has not
changed over the years but sees its
premium increasing. Setting up a
captive may override t to some
extent and produce a more stable
budget, making use of retained
earnings as appropriate.s

Insure risks which are not easily
available

For various reasons commercial
insurance companies may not offer
certain lines of insurance. Some
insureds have grouped themselves to
set up captives to offer insurance not
available on the commercial market.

Direct Access to Reinsurance

A parent company gets direct access
to the wholesale on more efficient
terms. Since reinsurers have a larger
client base and can offer better
terms.a

Bargaining tool

Having a captive has the benefit of
increasing the negotiating power of
the owner in discussions with the
insurance market. It has been seen
that insurers adjust their rates to
avoid losing business to a captive.

Profit Centre & Taxation

Depending on the structure and
jurisdiction some captives may offer
tax advantages. Furthermore some
captives are also used to insure third
party risks related to the business of
the parent, for example customers
and suppliers.a

Data management

Many insureds depend on the insurer
to manage its claims and policy data.
A captive enables data and claims
administration to be kept internal
and used to support decision making
in respect of insurance. It also
renders data more accessible as
compared to data kept by insurers.

For whom are captives?

Dedicated resources and time

A captive is a complex matter having
to deal with specific accounting, tax
and regulations and these may be
totally unfamiliar to the parent
company. It therefore requires
dedicated resources and time and
leadership of senior management.a
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Good Premium turnover

A good premium size is required to
handle setting up costs, so it is a tool
mostly for large business concerns.

Good Loss experience

A company with good claims
experience but which sees increasing
premiums due to market cycles is a
good prospect for captive insurance.

Companies which operate in
specialised lines of business which
are rare and therefore overcharged
will usually consider operating a
captive should the size justify it and
it hires the relevant expertise.

Risk appetite
Finally risk averse management
should avoid captives.

Caution

Not all captives have been
successful. Many fail miserably by
trying to compete with the
commercial insurer. Others fail
because they have been set up only
tax benefit reasons.

Successful captives usually originate
from financially strong parents, who
are able to provide the capital.

Successful captives are those which
created for risk management
reasons, with a long term
commitment and not short term cash
flow or profit generation.

Captive programs should be regularly
reviewed in light of insurance market
developments, changes in

ASSET CAPITAL

regulations, availability of insurance
on the commercial market.

Capital Requirements for Pure
Captives set up in Mauritius

A pure captive insurer shall have and
maintain at all times an umimpaired
paid up capital of not less than 3
million rupees.

A pure captive insurer shall at all
times maintain a solvency ratio of at
least 100% of the minimum capital
requirement.

The minimum capital requirement of
a pure captive in Mauritius shall be
the sum of (i) Asset Capital + (ii)
Underwriting Capital

Is the sum of margins on each asset class as per table below:

than 12 months

Cash , short term deposits and receivables outstanding for less | 0 %

bonds

Money Market placements , government and semi government | 1%

Term deposits over

12 months
outstanding for more than one year, intragroup loans

premiums receivable | 2%

Non premium receivables outstanding for more than 2 months, 4%
bond funds, corporate bonds with acceptable rating and asset
backed securities with acceptable rating.

Corporate bonds below acceptable rating or unrated and asset | 8 %
backed securities below acceptable rating or unrated property,
listed equities

100%
Intangible assets
Assets not listed above

17% or such amount as may be
approved by the FSC.

UNDERWRITING CAPITAL

. . About the author
Underwriting Capital shall be

calculated as 10% of the higher of

(a) Gross written premiums or earned
premium whichever is the higher minus
approved ceded premiums

MR. VIJAY BALAGOBIN

.P vjayb7@gmail.com

Currently acting as local representative of QED Actuaries &
Consultants (South Africa) and providing actuary consultancy

(b) Gross outstanding claim liability
including incurred but not reported
claims minus reinsurers share in
technical provisions.

services to long term funds in Mauritius

Mauritius
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Economic Capital Pricing in UDCOMING EVENT

Life Insurance

-ninar at (surgaon

Date: 31st July 2017, Monday
Venue: Plazzio Hotel, 292-296, Sector 29, City Center, Gurugram, Haryana 122001

Seminar at QV(um-

Date: 11th August 2017, Friday

Venue: Institute of Actuaries of India, Unit no. F-206, 2nd Floor, 'F' Wing in Tower 2,Seawoods Grand Central, Plot no
R-1, Sector 40,Seawoods, Near Seawoods Railway Station, Navi Mumbai - 400 706, Tel: 022- 39686060.

(The venue for Mumbai may be shifted to larger location, if the registration crosses 30).

.'iej" Background

With global evolution of risk management practices, it is now of utmost importance to understand the nature of the
business, the risks that the business is exposed to, how the various risks interacts and therefore, the amount of Capital
(or Economic Capital) a company will need to hold to remain solvent under extreme scenarios. In transitioning to a new
framework from the traditional pricing approach in India, it is imperative to acknowledge the relevance of economic
capital metrics and also understand the importance of using them for decision-making and for strategic choices like
allocating capital optimally to different product lines.

Economic capital pricing is the approach to determining premiums on life insurance contracts which separately
quantifies the risks under each policy and the cost for holding economic capital for those risks. The aim of this
workshops is to assimilate the concepts under Economic Capital pricing and analyse the differences against the
traditional method of pricing and profit testing. The content, in large parts is technical and basic knowledge of
traditional pricing will be important.

. Speaker

Mr. Sanjeeb Kumar; Appointed Actuary and Chief Risk Officer,
Aviva Life Insurance Company India Ltd.

.e’Q{gquisites
All the participants are requested to carry their laptops since this is hands-on training workshop. Please ensure that

your laptops should be with working USB port so as to be able to share data/ excel model (if any). Hence office laptops
may not work in case you have restrictions on the usage of USB ports.

Who Should Atendoil

All actuarial and financial professionals associated with the Life Insurance industry.

.ncra[ (Matters

& Registration Fees for Fellow Members: Rs.5000/- (+18% GST)

~ Registration Fees for Student & Associate Members: Rs.2500/ - (+18% GST)

~ Registration Fees for Non Members: Rs. 6000/-(+18% GST)

& Registration closing date for Gurgaonis 25/07/2017 & for Mumbai is 8/08/2017
& Register Now at: http://www.actuariesindia.org/SeminarRegistration.aspx

& CPD Credit for IAl Members: 6hours - Technical (As per APS9 -Rev. Ver 2)

# Point of Contact for any query: Quintus Mendonca (quintus@actuariesindia.org)
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5th Capacity Building seminar on Employee

UPCOMING [V[NI Benefits and 13th Seminar on Current

Issues in Retirement Benefits

Advisory Group on Pension, Other Employee Benefits & Social Security
Date : 10th & 11th August, 2017

Venue : Hotel Sea Princess, Mumbai

.minar oopics

Day 1- Capacity building

Context, Background and Overview of the Principles of the new APS
Discussion on Technical Application Section of the new APS

ESOPs: What are ESOPs and why do they exist?

ESOPs: Introduction and Discussion on Ind AS 102 Share Based Payments
Practical example and insights into valuation and reporting of ESOPs

Day 2- Current Issues

&
&
&
el
[cy)
&

Panel discussion on Challenges and Learnings in implementation of Ind AS 19

Increase in gratuity ceiling to Rs. 20 Lacs: Impacts and Considerations

Study of funding strategies adopted by companies

Innovation in area of employee benefits: going beyond the minimum mandated benefits

Valuation of companies outside India carried out by practicing actuaries in India: Challenges, considerations and
experiences

Discussion on certain critical issues in implementation of new APS and Ind AS 19

Who Should Nter-

The seminar is open to all who wish to enhance their understanding of issues and challenges in area of employee
benefits and build capacity in the area of valuation and reporting of ESOPs.

.nera[ @oints

1.

Participation Fees:

Particulars IAl Members Non - Members

Registration Fees Rs. 7,500/- (plus 18% GST) Rs. 9,000/- (Plus 18% GST)
for both days

. Note: Thisis a two day seminar and registration is for both days is required. Registration for one day is not allowed.
. Registration: http://www.actuariesindia.org/SeminarRegistration.aspx =Upcoming_Seminars_within_India

. Dress Code: Business Casual

. CPD Credit for IAlmembers: 12 hours (Technical), as per APS 9 (Ver. 02)

. Contact: Quintus Mendonca at quintus@actuariesindia.org for any assistance.

Indian Actuarial Profession

the Actuary India July 2017 Serving the Cause of Public Interest




RNI No. MAHENG/2009/28427
Published on 1st of every month
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With a mortality protection gap of a staggering US$ 58 trillion in Asia Péc"lﬁc and a.shortfall in
healthcare funding forecast to reach nearly US$ 200 billion by the end of this decade','-tallg__?ggut
mountains to climb! With more than 100 years’ experience working together with insurers®in
Asia, Swiss Re understands the benefits of pooling our resources. By combining our extensive
insights into ageing Asian communities with our global capabilities in analytics and risk management
expertise, we can help grow your business, protect more customers and close Asia’s protection gap.
Let’s set our sights on the summit. We're smarter together.

WWW.Swissre.com
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