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Governing Law in India
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Duties & Obligation . :
of AA Qualification of AA

IRDA)’s
(Appointed
Actuary)
Regulation 2000,
read with the
(First
Amendment)
Regulation 2013

Process of

Appointment of
AA



Required Qualification of AA

Fellow Member

of TAI

Full Time
Employee of
Insurer
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Specialization
Paper and
Expertise must
be in respective
domain

Total Experience
210 years/
Post Qualification
and Domain
Experience=>2
Years
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Process of Appointment of AA

On acceptance
by IRDA, AA
appointment is
confirmed by

Insurer
IRDA rejects or

accept within
30 days of
receipt of
approval

Insurer seeks

approval from If rejected,

IRDA : .
insurer given 4
Form IRDA-AA-1 weeks to

appoint

another person
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Power of AA -

O Access to all information or documents in possession, or under control, of the
insurer if such access is necessary for the proper and effective performance of the
functions and duties of the AA

U

Seek any information from any officer or employee of the insurer

U

To attend all meetings of the management including the directors of the insurer and
have the right to speak and discuss on the matters that relates to:

» actuarial advice to the directors
» affecting the solvency position of the insurer
> affect the ability of the insurer to meet the reasonable expectations of policyholders

H To attend the meeting of the insurer at the insurer's annual accounts or financial
statements are to be considered
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Roles of AA — Insurance Company — Holistic View

Valuation of Assets
and Liabilities

Product Design

Capital Management & Pricing

Business Planning
& Vol of business

Policyholder
Protection
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Roles of AA in Life Insurance
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u  Written reports should have results and implications of
statutory valuations

®  Ensure Board of Directors understand recommendations
of Actuary before reports are sent to Regulators

u  Certification of Actuarial Reports under
Section 13 of Insurance Act

m FCR Reporting

u  Conduct actuarial investigations for the

. Actuarial
Statutory Valuation of the company cuart

Investigations

Capital Management

u  Experience Analysis of:
v mortality and morbidity experience
v expense experience

v investment experience
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Assets & liability valuations taking into
account their relationships

Discount rates should reflect investment
policy
Recommend appropriate allocation of

surplus

Ensure appropriate size of margin for
adverse effects

Assess capital requirements using a cash flow
approach

Understand impact of guarantees and
options on capital management

Ensure solvency of insurer taking into
account all financial matters



Roles of AA in General Insurance IQ
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u  Ensure Board of Directors understand recommendations m  Certify IBNR and IBNER reserves in the
of Actuary before reports are sent to Regulators solvency statement and disclose assumptions

u  Certification of Actuarial Reports under el iinsttasaloliopies

Section 13 of Insurance Act Set margins for adverse experience

= Ensure that figures in report are not distorted Ensure sufficiency of UPR

by any undisclosed methods of valuation
or assumptions Reporting

u  Conduct actuarial investigations for the Consider the ability of insurer to write

Actuarial

purpose of statutory valuations. . Capital Management business in the context of capital required
Investigations
B Experience Analysis of: Ensure solvency of insurer taking into

. . account all financial matters

v claims experience

B : Ensure the projected volumes of business is

expense expetience o . .

P P realistic and advise Board on capital

v investment experience requirements
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Conflict of Interest

O Appointed Actuary has the obligations both to the Insurer and IRDA which have
the potential for causing conflicts of interest.

0 The Appointed Actuary will have various regulatory responsibilities and supposed to
be the ‘eyes and ears’ of the Regulatory Authority within the company and
empowered to ‘blow the whistle’ when needed.

0 An appointed actuary has statutory responsibilities to the IRDA and responsibilities
to the client. In situations of material conflict the Appointed Actuary should advise
the company as soon as he/she feels that there is a situation which would threaten
the solvency of the company. If company does not remedy situation then
Appointed Actuary is required to advise IRDA

»
Appointed Actuary is
» employed by the insurer.

Appointed Actuary has
statutory responsibilities to
IRDA. Must act in public
interest ensuring highest
professional standards are
kept
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Conflict of Interest — Case Study (Equitable Life)

In Year 2000 - £ 1.5 bn

1975 — 1988 issued annuity After 1993 — low interest rate — . . g
olicies with guaranteed rate uarantee starts bitin required increase SOEEREEES
P g g g — Equitable Life Collapse
B Guaranteed based on 7% Questionable Actuarial Practice m Failure of AA to conform to their

interest rate — at a time of high statutory responsibilities and act in

® Still makes no provision of the e
public interest

interest rate
guarantees
B Make charge for the guarantee ® Attributed to the conflicting role

m Still discounting liabilities at a ) . ]
held by AA in Equitable Life

® No provision made for the high interest rat

guarantee to bite B ‘Lack of Muscle’ of the regulatory

B Reliance on future profit
body was also the reason of why

allowances, subordinated debt : )
these practices went unnoticed

and contingent loans

B Unnoticed because of
CONFLICT OF INTEREST
as AA was the Chief Executive

® Work not peer reviewed
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AA System in the UK o~
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. Consultation Paper 167 recommended change in structure

- Removed the position of Appointed Actuary

. Replaced it with Actuarial Function Holder, With profits Actuary and Reviewing Actuary
- Transfers more responsibility to Board

Actuarial Function With Profits Actuary Reviewing Actuary
Holder
* Responsible for e Advice on areas of e Review valuation
Valuation of discretion for fair reports
Liabilities treatment of

* Often employed as an
external auditor to the
* Compliance to company
principles and Practices
of Financial
e Capital Management management

* Experience Analysis policyholders

* Risk Management and
Controls
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AA System in Australia

d  Appointed Actuary responsible for FCR (Financial Condition Report)
Q FCR deals with valuations , risk controls, pricing etc

d  External peer review (EPR) conducted by external auditor of FCR before
submission to regulator

d  Places more responsibility to Appointed Actuary
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AA System in the USA

d  Appointed by the board of directors or by an executive officer
designated by the board

d  Appointed Actuary’s main duties ate:
» 'To give a reserve opinion
» Follow the opinion with an actuarial memorandum
» Appointed Actuary should seek guidance of auditors when in doubt
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Your Recommendations —

How to make system more robust?
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Thank Youl!

Contact Details

Yogesh Agarwal
+91 88006 07633
yogeshagarwal5@gmail.com
Sharad Bajla

+91 99533 24922
sharadbajla@gmail.com
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