A

Institute of
Actuaries of India

Statutory body under an Act of Parliament

orizo
Q"L“e h n, Stf@o
& S

N
§b

£ %
& WLE
® =
1]
n
(o]

5

\ ) 20" Global
Conference of Actuaries

4™ - 6" March, 2019 | Mumbai, India

Articulating and quantifying the “fair treatment of participating

policyholders™

Speaker(s)
Ashik Salecha FIAI

Shubham Jain
Session #C4
Dated 5 March 2019



Bonus investigation: a new dimension 3-4
Some interesting anomalies.. 5
Articulating and quantifying the PRE and TCF 6-7
Illustrative Dashboard 8
Q&A 9

\_/ " Conference of Actuaries

1 4" - 6" March, 2019 | Mumbai, India



Bonus investigation: a new dimension

Effective IRRs Mortality adjusted IRRs Reduction in yield (RIY)

Top-down approach: . e ®
policyholder’s perspective

Bottom-up approach : insurer’s
perspective e e

lllustrated Maturity Values

Asset share (IMVs)

IRR on maturity
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Bonus investigation: a new dimension

Par fund
management

Other considerations: .
e Comparisons against Illustrated Maturity Values (IMVs) o O 20%Glebal
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Some interesting anomalies..

and maturity benefit at current bonus scale

eoretical asset share by selected cohort along with
nus scale.

Over-reliance on Data mining and use
Asset share as a

“puppet” figure

bnus scale

range-bound asset of analytics to derive
share pay-outs insights

Single premium = 100
Policy term =5 years
AS at maturity = 150

;‘E
()
z
= ..leads to loss of = Use of algorithm = Bonus philosophy 3
o/ % o/ % critical information against manual primarily dictates E
95%AS Target 110%AS analysis of results the calculation of 5
=143 Payout =165 = Setting out a to derive asset shares.. 2
_ target pay-out meaningful insights I
7.4% IRR 10.5% |  range on asset L :
shares can give = Ensuring “majority” g
wider variance in policyholders get a &
policyholder target asset share g

outcomes can cause disparities

9 10 11
= Use of data analytics
to create
meaningful cohorts . A
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Articulating and quantifying the PRE and TCF

Policyholder return and reduction in yield

Use of mortality cost adjusted-IRR for pol
e Mortality adjusted IRR = {Investment benefits

* Plot these IRRs to analyse the spread for polig

e Compare against the CAGR of return earned b

Use of target Reduction in yield (RIY):
 Determine a target reduction-in yield (RIY) wik

 Target return to policyholders = Total ¢

e Goal-seek this target return to determine the

The following graph shows distribution of policyholder's return (mortality cost

adjusted IRR) and implicit reduction against the gross investment return earned.
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Articulating and quantifying the PRE and TCF

Maturity pay-out analysis

Possible quantification of PR

* lllustrated payout (or that bas
of the PRE.

e Compare PRE benefit vs projeq

Possible quantification of TC
* Calculate a payout goal-seeki

represent a possible quantificd
 Compare TCF pay-out against

Other considerations in dete
* Consider the max of {PRE bel

» May need to consider a target

» Practical constraints to manag

The following graph shows comparison of PRE benefit vs TCF pay-out vs projected asset
share at maturity.

Maturity benefit at current bonus scale (PRE)
Asset share at maturity
Maturity benefit at target RIY (TCF)

AS/ Maturity benefit by cohort
Aggregate cumulative AS or maturity benefit
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lllustrative Dashboard
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asset share
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42,480
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MP asset
share at
maturity

current
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bonus
accrued
till
maturity
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257,300

53,830
109,150
138,060
210,060
207,090
230,900
139,040

196,570
42,975
124,950
128,925
30,460
38,075
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80,909

projected
pay-out at
maturity

176,600
87,625
114,500
175,250
73,000
175,250
280,400
67,975
114,350
251,570
67,975
174,950
203,925
50,460
63,075
87,450
134,034

mortality-
adjusted
IRR to p/h

9.2%

gross
CAGR
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Company

reduction
in yield

current

4.6%

number of
policies
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425,000

premium
represented

1,162
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3,009
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[1: Asset share at|
The following graph
inception year along

Maturity benefit at curr
Assetshare atmaturity
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3: Policyholder return and reduction in yield

4: Policyholder return and reduction in yield

Prop of policies |—

The following graph shows distribution of policyholder's return (mortality cost
adjusted IRR) and implicit reduction against the gross investment return.

.

Reduction in yield

Policyholder's return
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The following graph shows distribution of policyholder's return (mortality cost
adjusted IRR) and the implicit reduction in yield based on the proposed scale.

Prop of policies

20%

Reduction in yield

Policyholder's return

Lower intenal (10.0%)
M

n
er interval (90.0%

0% 1% 2% 3% 4% 5% 6% 7% 8% 9%

10% 11% 12%

5: Asset share at maturity and maturity benefit to be paid

6: Ratio of payouts vs asset share

The following graph shows cumulative asset share by age/term/case size and
inception year along with maturiity benefit to be paid at proposed bonus rates and
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The follow ing graph show s ratio of maturity payouts (at current and proposed bonus scale) to
maximum of asset share or maturity benefit at 4% RIY. A ratio of 0% indicates that the maturity
payout is equal to max (asset share, maturity payout at 4% RIY).
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Questions & Answers

Any guestions ?
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