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Magazine of the Institute of Actuaries of India

Editorial

The online avatar of The Actuary India actuarial magazine (TAl) has made significant strides since its
inception.  am happy to share that the actuarial community has been very active in contributing to the
magazine's growth in its digital forms. We have also been getting regular contributions from the entire
spectrum of generations:, senior members to freshers combined and from the various fields that
actuaries currently practise in. This diversity embodies the aim of the actuarial magazine, to become a
community centre for the profession encompassing all facets of its members.

For those more inclined towards coding, we now plan to bring some real cases and solutions to them
through Python programming language. This will bring out the benefits and ease of using Python
compared to other solutions and help those looking to understand the actual implementation of this
framework in their day-to-day activities.

A common grouse | have heard from recruiters is the lack of problem-solving ability among
candidates and even within their current technical teams. Many candidates have pure technical
experience and understanding of syntax but no hands-on experience in dealing with unclean and
unstructured data, making decisions around data proxies and assumptions and converting statistical
results to business insights and decisions. As actuaries, we aim to bring to the market technical
expertise through our knowledge but also learn the practical applications of our theorems and the
communication skills required to explain them to our internal and external clients. This is increasing in
importance as we now also foray into the fields of more generalised data science (even though we
have been doing the same in a limited fashion since the start) and advanced modelling techniques
such as machine learning.

Additionally, the complexity of our offerings is also increasing on account of using these techniques
and more specific product specifications covering unique risks. These factors place us in an ideal
scenario to take on and succeed in areas which might be outside our direct expertise (for example,
insurance) but revolve around the same skillset (risk analysis). | hope our profession can take
advantage of this to expand its boundaries further and increase the scope for the profession and its
incoming members.

The next few months will see TAI moving to enhance the breadth and depth of our publication while
increasing the ability and scope for interaction and feedback from the wider actuarial audience - so
watch this space for more! We hope that you will find your increased participation and input are being
actively considered in shaping the future of the magazine and our esteemed profession.

Regards,

Prakhar Mody

Editor, The Actuary India

Magazine of the Institute of Actuaries of India
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Letters to the Editor

Sampadii,

| read with interest a recent article published in The Actuary India, titled 'Embedded Value
Reporting - A waning star?’, presenting views of Mr Nidhesh Jain (Lead Analyst, Investec)

and Mr Sanjeev Pujari (Consulting Actuary) on this subject.

As someone who has been involved in numerous embedded valuation (EV) assignments,
three of the four life insurance IPOs and having interacted with the investor community
myself over the past 25 years, | found the views expressed in the article quite interesting
(albeit at some places, divergent to the views held by me). Although | do agree with many of
the comments in the article, | have counterarguments/views on some of the issues
discussed.

| share my comments on the same below.

De-rating of life insurance stocks may not be due to investors losing
faith in EV disclosures

Mr Jain argues that one of the reasons for the de-rating of life insurance stocks is that
investors have started losing faith in EV disclosures. To support his arguments, Mr Jain cites
investors’ discomfort over the growth in EV not getting translated to book value growth,
with aggregate profits remaining flat for the listed players; and the book value compounding
at a CAGR of 14% over the past six years.

e Negligible disclosures around assumptions, with investors having to rely on
management commentary. The recent strengthening of the ‘long term’ mortality
assumption is cited as an example of this.

® Usage of risk-free rate in the Indian Embedded Valuation (IEV) framework, leading to

‘high’ present value, for-profit cash-flows several years in the future.

Although | agree with Mr Jain about the need to improve EV disclosures, in my mind, the
real issue is the fact that the industry (which includes the actuarial profession) has not

succeeded in educating the various stakeholders (shareholders, management, analysts and

investors) about the nuances of EV and how to read the disclosures.




| recall meeting one of the large mutual fund house’s Investment managers soon after the
IPO of the first life insurer in 2016. Having taken exposure to the life insurance stock, he
wanted to understand what EV was, how it is calculated, etc. | was surprised - not about
him not knowing what EV was, but about the fact that this question was being asked
post-facto - after having invested in the life insurance stock!

e Shouldn't the investors understand what they are investing in before they do so?
And if they do end up investing without understanding, and if the investment turns
out to be not providing the desired level of returns, is it not the investor himself to
be blamed and not the insurer or the EV disclosures?

® \We keep talking about ‘mis-selling’ in the life insurance industry. However, | have
always believed that as much as ‘mis-selling’ is a problem, ‘mis-buying'’ is also a
problem. The same argument (perhaps more so) can be extended to investors'
interest in the life insurance industry. There is no excuse for investors (especially the
large investors, mutual funds, PE firms etc.) not understanding the nuances of the
sector before actually investing in the same.

The historical euphoria over life insurance stocks is well known. There have been several
articles/papers/analyst reports stating how the Indian life insurers (who were getting valued
at 3x-4x-bx EV) were ‘over-valued' as compared to other insurers in different countries,
including China. | am sure most (if not all) actuaries themselves have held views, even if they
were not publicly expressed, about how the 3x-4x-5x EV is not the ‘right way' (and level!) to

value life insurance stocks.

Despite this, if investors ended up investing at such high valuations, the consequent
de-rating of the stocks is not because of the EV metrics or disclosures having flaws but
because the investors failed to understand how one should be looking at life insurance
stocks, to begin with.

Commenting on the technical aspects of EV computation and the examples cited by Mr
Jain -

1. Disclosures on assumptions -
® | agree that we should always be looking to improve the level of disclosures.

e However, one way to look at the sanctity of the projection assumptions used in the
disclosed EV results is to see if the ‘variance analysis' (i.e. the impact of actual vs
expected demographic experience) and the ‘demographic assumptions change'’
related contributions in the movement of EV analysis have been positive or
negative.

e Looking at the historical disclosures of listed companies, in most years and in most
insurers, these have had a positive contribution to the change in EV - indicating that
at least at an aggregate level, the demographic assumptions have not been

‘aggressive’ (i.e. EV have not been ‘overstated’). m



e Besides, all the listed life insurance companies have been seeking certification of
their EV disclosures by external actuarial consultants. This itself should provide

some comfort to the investors about the sanctity of the management disclosures.

® So, it may not be appropriate to cite lack of disclosures as a ‘symptom’ to conclude

that somehow the disclosed EV results have been systematically ‘overstated'.

2. Strengthening of mortality assumption - The example of the strengthening of mortality

assumption in recent years, as cited by Mr Jain, may also be red herring -

e The strengthening of mortality assumption is mainly in response to the reinsurers
having increased their risk rates. It has been a well-known fact in the industry that
due to the intense competition amongst the reinsurers, the risk premiums charged
by them (and therefore the term insurance premium rates charged by the direct

insurers) have been very ‘low’ for certain segments of the population.

e However, considering the fact that the insurers have been heavily reinsuring their
protection business, from an EV perspective, the strengthening of mortality
assumption can't be cited as a reason to conclude that insurers have been
systematically adopting ‘aggressive’ assumptions in their EV disclosures. Even if, for
a moment, we assume that they were, it would not have had a material impact on
their historical EV numbers - as had been evident from the positive ‘variance

analysis' in the historical disclosures.

e An additional point to consider is - the Indian Embedded Valuation (IEV) framework, to a
certain extent, allows for an adjustment (through haircut for the Cost of Residual
Non-hedgeable Risk, or 'CRNHR’) in the EV results. If the base results for the present
value of future profits (PVFP) are somehow ‘overstated’ assuming they are based on
the management adopting slightly aggressive demographic assumptions (e.g. too low
mortality rates, as has been cited by Mr Jain), to a certain extent, there will be a higher
haircut for CRNHR. Of course, it may not eliminate the overstatement of PVFP
completely, but the point is - there is already some in-built mechanism in the IEV
framework to adjust for such ‘aggressive’ assumptions if used by the management and
monitoring the movement of CRNHR (which are disclosed) provides more insights to

investors to identify any such systematic aggressive assumptions.

3. Risk-free interest rates -

® | agree with Mr Jain that the usage of risk-free interest rates in lines of businesses such
as protection, where future emerging profits do not depend as much on the projection
interest rate (which too would be risk-free), would overstate the present values.




® However, in my mind, this again is an example of ‘mis-buying’ by investors in my mind. In
the IPO disclosures, there are some 25 sensitivity results for EV and the value of a new
business (VNB). In my mind, they are there for a purpose - to alert investors that the
numbers ARE vulnerable to changes in future experience (including interest rates) and
investors, therefore, shouldn't have assumed that the base EV number is the ‘right’
number!

e As to how the future interest rates would move would be anyone’s guess. But again, it
is not the EV framework or the disclosures by insurers that are to be blamed for
investors disregarding the vulnerability of the numbers in the disclosures and going
ahead with their investment decisions.

e The market-consistent EV framework, by definition, would lead to volatile results. One
has to simply accept this - because the alternative (e.g. the previously used Traditional
Embedded Valuation framework in India) has bigger issues related to the set of
assumptions (which didn't change, reflecting the emerging experience/outlook for

future best estimates) and usage of a risk discount rate (which was very subjective).

Is the Indian life insurance industry ‘slowing down’'?

Well, there can very well be different views on this. Considering the gross
under-penetration and the longer-term positive macro-economic outlook, many would
argue that the industry is unlikely to experience low growth rates in the long term. Just to
note - the operative phrase here is ‘long-term’. It is quite possible that there may be a
temporary slowdown for a few years. But if one believes in the India growth story, then
one has to believe in the future for the life insurance industry as a whole (not necessarily
company A or company B).

However, in my view, the recent ‘slowing down'’ of the growth in the industry shouldn't
have been the reason for the de-rating of the insurance stocks. The de-rating should have
happened anyway, given that, as per the commonly held actuarial view, the valuations of
3x-4x-bx EV had been high, to begin with!

Way forward

| agree with Mr Jain that investors are getting increasingly uncomfortable about the
growth in EV not getting translated to book value growth. Indeed, in some other
markets, investors have been looking at statutory / GAAP earnings (i.e. cash or dividend
stream) instead of measures of earnings based on economic valuation (e.g. EV
operating profits).




However, for a country like India, if one assumes that the future new business growth
(and hence the VNB) will continue to dominate (at least for mid-ranking players and
smaller-players) the growth in EV over the years, it may not be appropriate to look at
only ‘cash’ to begin with. In the long-term, this may turn out to be an expensive mistake
by the investors if they fail to recognise the long-term value creation reflected through
the EV movement and if they base their investment decisions purely based on statutory
earnings in the short term (which may continue to be depressed due to new business

strain etc)

So, what are the alternatives? In my mind, the only alternative is for investors too -

® Continue to demand more disclosures from the insurers

® Continue to seek external certification of the EV disclosures

® Educate themselves about the nuances of the EV disclosures and not
make the same mistakes as in the past.

| think the actuarial profession, too, has a role to play - in educating the investor
community at large about the nuances of the EV framework so that they don't lose

their faith in the same as feared by Mr Jain.

Thank you,
Sanket Kawatkar
26 July 2022
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GLOBAL RISK CONSULTANTS

Vacancies;
In particular and on urgent basis, we require;

For existing Product Portfolio, review at company level keeping in
mind the Business Strategy, Distribution channel, Financial Stability
of the Products and recommendation including design of new
Products all within the framework of regulatory requirements of
respective Countries.

Business line:
General Insurance, Health Insurance and Life Insurance.

Who can apply?
Actuarial students of IFOA and/or 1Al

Working Experience and Qualification:

Candidate should have at least about 3 years of working experience
in actuarial work and with at least about two years of relevant
experience. Number of subjects passed and period over which
passed will have weight in the selection.

Work Location:
Head Office of the Firm in BKC, Mumbai and if required visit to client
location.

How to apply?
Send your resume to grc@globalriskconsultants.in

About us:

NOW IN BKC Mumbai India, Global Risk Consultants (GRC) is an
Actuarial consulting partnership firm, established in January 2015
under the leadership of Liyaquat Khan, FIAI, FSAS, Hon. Fellow
AASL, FlII, FIA as Managing Partner.

The Firm provides consultation in the areas of Life Insurance, Gen-
eral Insurance, Health Insurance, Pension & other Employee Bene-
fits, Employee Stock Option Plans and IFRS 4, IFRS 9 & IFRS 17 in
number of Countries.

GRC has combined experience of more than 70 years for clients in
South Asia, GCC States, Africa and Europe.

©2015 Global Risk Consultants, All Rights Reserved.

GLOBAL RISK

c ON SULTANTS
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INSURTECE QRO ACTUARY

We are looking for 4 Actuarial Analysts to be part of our team
* Ranging across all levels, from Freshers to experienced professionals
* Atleast 2 are needed for General Insurance profile
» Candidates who have not cleared any papers may also apply.

About us

+ Started in 2020, we are a fast-growing actuarial consultancy with successful projects delivered in 5+ countries.

« We atre looking to consolidate our position to fuel the next stage of growth and looking for team members to be part of
our story.

» We were also selected as one of the top innovative companies in the recently concluded 1st
ever #startupindiainnovationweek

What are we looking for?
+ Self-driven individuals who love a good challenge and
» want to make a difference in the actuarial / insurtech industry.

What can you expect?
Freedom to work on the innovations you want to
Work From Home flexibility. Although, Bangalore location is preferred.
Good quality of work — you will be spending most of your time on high-level analysis.
Generous study support (study leave 1 day per week)
Best-in-industry work-life balance
Positive work culture where everyone is respected
Opportunity to learn/try new/latest techniques/tech/software
Mentorship and training by Qualified Actuary

Aditya Birla Sun Life ' | ADITYA BIRLA
Insurance Company Limited ' 'w CAPITAL

(A part of Aditya Birla Capital Ltd.)

We are look¥ng for
Exceptional Individuals in
our Actuarial Department

Desired Candidates

Should love numbers =23

Graduate with 3 papers I&

0) : cleared
Department & 1@[

3 - 8 yrs experience %

Pricing Valuation
---------------- Location Corp. Office — o
' ' One World Centre, Mumbai. <=
@ & am
; alaviaa : W
, ! —
Value . Shareholder | Business &3 Send your resume to
Management | peporting Planning yamune.kapadia@adityabirlacapital.com

“The Trade Loge “Aditya Birla Capital” Displayed Above ls Owned By ADITYA BIRLA MANAGEMENT CORPORATION PRIVATE LIMITED (Trademark Owner) And Used By ADITYA BIRLA SUN LIFE INSURANCE COMPANY LIMITED (ABSLI) under the License.”

This policy is underwritten by Aditya Birla Sun Life Insurance Company Limited (ABSLI). Aditya Birla Sun Life Insurance Company Limited Registered Offica; One World Centre Tower 1, 16th Floor, Jupiter Mill Compound, B41, Senapati Bapat Marg,
Elphinstone Road, Mumbai - 400 013, 1-BD0-270-7000 Website: www.adityabidasunlifeinsurance.com IRDAI Reg No, 109 CIN: U9990aMH2000PLC128110

BEWARE OF SPURIOUS / FRAUD PHONE CALLS!
IRDAI is not involved in activities like selling | policies, ing bonus or i of Public iving such phone calls are requested to lodge a police complaint.
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Our Team

Kunj Behari Maheshwari
Chief editor

Kunj Behari Maheshwari is a partner at Willis Towers Watson Actuarial Advisory LLP and the
Head of Life Insurance consulting for India and Sri Lanka within WTW’s Insurance Consulting
and Technology division.

He is passionate about actuarial work, research and volunteers regularly towards initiatives at
the IAl. He enjoys swimming and being outdoors.

Prakhar Mody
Editor

Prakhar is a qualified actuary with extensive experience in financial risk management and
technology transformations having worked with banks, insurers, financial institutions and
corporate clients across the globe.

He is also an avid gamer with an interest in fictional novels and trekking

Anirudh Bansal
Editor

Anirudh is the founder of InsurTech Actuary and is a General Insurance Actuary. He is
passionate about microinsurance, innovation and InsurTech startups.

Rajeshwarie lyer

Editor

Rajeshwarie lyer is working as the VP, Head Specialty Bangalore for SwissRe Global
Business Solutions. She is a Fellow of the Institute of Actuaries of India and the Institute and

Faculty of Actuaries UK. Rajeshwarie has worked in General Insurance in reserving, pricing
and regulatory reporting and is currently underwriting reinsurance.

She volunteers actively for the profession and is a classical dancer who enjoys swimming,
blogging and reading

Kathan Jain
Editor

Kathan works at Ankolekar & Co. as a senior associate. He's obsessed with food and enjoys
binge-watching & solving puzzles in his free time.
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The Institute of Actuaries of India (IAl) is a statutory body established under The
Actuaries Act 2006 (35 of 2006) for regulating the profession of Actuaries in India.
The provisions of the said Act have come into force from the 10th day of
November 2006, in terms of the notification dated 8th November 2006, issued by
the Government of India in the Ministry of Finance, Department of Economic
Affairs.

The Actuary India is the flagship magazine of the IAl that has been in publication
for over two decades. We aim to provide our members and the larger actuarial
community a platform to connect, exchange views and promote
thought-leadership and research beneficial to the profession.

www.theactuaryindia.org



	1. Actuary Megazine coverpage.pdf (p.1-2)
	2.Index.pdf (p.3-5)
	editorial.pdf (p.6)
	letter.pdf (p.7-11)
	job listing.pdf (p.12)
	notice.pdf (p.13-14)
	our team.pdf (p.15)
	back_page.pdf (p.16)

