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Guidelines on Preparation of Product Approval Technical Note

The Appointed Actuary shall follow the guidance provided in the Table 1 below in

preparing the Technical Note. While preparing the Technical Note, the Appointed Actuary shall
consider items highlighted under each section in Table 1. However, the details set out in each
section should not be viewed as an exhaustive list of items that need to be addressed in the
Technical Note. The insurer shall provide additional information (if any) in the Technical Note
as per requirement. Any additional information to the Technical Note like surrender value
calculation, pricing calculation, definitions, etc. may be furnished as annexure to the Technical
Note. Furthermore, the Technical Note must be duly signed by the Appointed Actuary as well as
the Principal Officer/Chief Executive Officer in every page and the official seal must also be

marked.
Table 1
S.No. | Section Description
Headings
1. Name of Life | Name of the Insurer including company’s registration number
Insurer
2. Brand Name | Name of the product that will be used in the sales literature, marketing

of the | brochures and policy document. [This name should not be changed
insurance after launching the product in the market. This name shall appear in all
product returns etc. which would be submitted to Nepal Beema Pradhikaran.]
3. Technical Self-Explanatory
name of the
product
4. New product/ | Please specify if the technical note is for a new product/ amendment to
amendment to | an existing product/ rider benefits.
an existing If the technical note is for the amendments to the existing product,
product/ rider | please specify:
benefit = The name of the existing product to which the amendment is being
applied
= A high level description of the amendments being proposed
= If the existing product will be replaced/withdrawn once this
amended product is launched
5. Terms and | 1. Must specify whom the product is offered to:
Conditions = Males/Females/All




Smokers/Non-smokers/All
Individuals/Groups/All

Urban population/Rural population/All
Standard/ Impaired lives/ All

2. Must specify whether the product is offered for limited period or

not

3. Please state:

Face amount/Basic Sum assured: minimum and maximum
amount

Riders Sum Assured

Entry Age: minimum and maximum entry age
Policy Term: minimum and maximum
Maximum Maturity Age (if applicable)

Mode of Premium Payment

Premium Payment Term

Premium: Guaranteed or Reviewable Rates

4. Products with reviewability clause in the policy: If the insurer aims
to offer premium rates reviewability clause in the product, the
insurer needs to specify the factors that would be taken into account
when determining whether an increase/decrease in premiums is
warranted at the time of the review in the future (Note: Prior
approval from Samiti is required before implementing the revised
premium rates).

General
description of
the Product

This section shall consist of brief description of the product and shall
include:

Policy description

Description of various contingencies under which the benefits
would be payable and how the benefits would be calculated
under each claim event.

Rider Benefits (if any)

Definition applicable to policy features and benefits (if
necessary)

Product
Features

1. This section shall describe the following:

With or Without Profits
Non-forfeiture benefits (e.g. Paid up value and Surrender value)

If product is with profits, how the profits will be distributed:
[Specify whether simple/compound reversionary bonuses,
cash bonuses, terminal bonuses].

Options specified under the product (e.g. options to increase or




decrease benefits, plan changes)

=  Minimum Guarantees available (e.g. Benefits, cash surrender
values, paid up value, charges, guaranteed conversion rates to
annuities at maturity)

= Policy Loan Provisions [The scale of the loan amount available,
if any, should be specified.]

2. For Group Products, please specify:
= Definition of the group
= Minimum size of the group
= Conditions for eligibility for membership
= Mandatory or voluntary membership

= Insurable interest for the master policyholder buying the group
cover

= Profit sharing mechanism (if any)

8. Target Market | This section shall explain the target market for which the product is
designed. Please provide a brief description of market research
conducted to understand the suitability, viability and sustainability of
the proposed product to the target market.

9. Distribution This section shall describe various distribution channels that will be

Channel used for distributing the product.

10. Underwriting | This section shall describe underwriting approach that will be adopted
for the different segments of the target market and how the insurer aims
to assess various risks (e.g. anti-selection and risk of non-disclosures).

11. Revivals/ This section shall describe the general approach adopted by the insurer

reinstatements/ | for revivals/ reinstatements/ policy changes/ alterations.
policy
changes/
alterations
12. Pricing 1. This section shall include pricing assumptions (as per the nature of

Assumptions

the product):

= Rates of mortality, morbidity, etc.

= Lapse rates/ policy termination rates

= Commission scales

= Expenses split into first year and renewal expenses

= Rate of inflation

= Claim expense

= Service Fee

= Rate of Interest

= Bonus rates (bonus loadings assumptions in case of with-profits

9




policies)
If multiple channels are to be used, please indicate the expected
proportions of business sold by each sales channel.

The charges, if any, towards the cost of providing option

2. For Non-Economic Assumptions, the following details shall be
provided:

Rationale of using a particular proportion of mortality/morbidity
base tables. Rationale should be supported by a recent mortality/
morbidity experience analyses for similar types of products. If
such analysis is not available, please provide explanation for the
lack of analysis. Please note the claim analyses should be based
on credible experience rather than simply looking at claims
ratios over a year.

Please justify the assumptions used.

If foreign demographic base table or reinsurance risk rates are
used for morbidity incidence rates:

I. Please provide justification on the adjustment applied to
convert the foreign/ reinsurance incidence rates to local
incidence rates (i.e. explanation of the appropriateness of the
loading applied to the base table).

ii. Please explain why is it appropriate to use only age-adjusted
rates, when the underlying base table is split by age, gender,
select/ultimate period? Please explain the implications of
over-reporting and under-reporting in certain categories.
Also, please explain how age-adjusted rates have been
derived.

Expenses: Please provide rationale for using particular level of
expenses. This should be supported by recent expense analyses
conducted by the insurer.

Please explain whether any of the above assumptions should
vary by different distribution channels.

Please briefly explain how the insurer plans to allow for the
inherent risk and uncertainty in the proposed product pricing
(i.e. risk margin).

13. Premium Please include premium table, including the premium calculation
Table formulae, for the proposed product. Separate premium table shall be
presented for the rider benefits.
14. Exclusions Please specify the exclusion assumed in the product.
15. Surrender Please provide the formula/ formulae that the insurer intends to use for
Value the calculation of surrender values.

calculation (if

10




applicable)

16. Reinsurance This section shall briefly describe the reinsurance arrangements. The
(if applicable) | retention limit should be indicated. The name of the reinsurer and the

terms of reinsurance (premium rates, commissions, etc.). Any recapture
provisions should also be described.

17. Certification The certification shall be done by the Appointed Actuary of the life
insurer and counter signed by Principal Officer as per below: -
I certify that | have been supplied with the details for proposal of new
product / Rider: [market name:] of my insurer: [name of insurer], and
the premium rates, terms and conditions are workable, sound and fair to
the policyholders, and that | have complied with the requirements of the
Insurance Act, Rules, and the directives in this regard to design of the
product/rider. | also draw attention of the insurer to respond on the
following before offering for sale to the public:
(Signature)
Name of Actuary:
Fellow of __ (name of professional body)
Membership No.
COP No., if any.
Place:
Date:
Countersigned by:
| agree with the recommendations of the Appointed Actuary.
(Signature)
Name of CEO
[Stamp of Insurer]
Place:
Date:
While certifying the Technical Note, the following details of Appointed
Actuary shall be furnished:
= Name of the actuarial professional body
=  COP number
=  Membership Number
= Date and place

18. Requirement | The Board of the insurer shall provide the following information (one

for the Board

11




of the insurer | or two pages would suffice):

1. Purpose of the new/amended product and market research carried
out:
= What is the key purpose of introducing the new product?
= |If the proposed product is a variation of an existing product —
what are the value-added features?

= Please describe how the product has been designed to meet the
customers’ needs, deliver the intended benefits and value for
money?
2. What are the key risks of the proposed product and how does the
insurer plan to manage or mitigate these risks?

3. What does the insurer expect the business mix and volume to be
during the first year of the product launch?

4. What does the insurer plan to do if expected volume is not met
within the first year of the product launch?

12
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. e 4 Gl (Accidental Death Benefit (ADB) )
3. ST g (Disability Benefit)

3. sffmrgreshs faTeT gorem (Premium Waiver Benefit)

. =Tk T |val=¢t g% A (Critical Iliness Rider)

4. forftam @l gferT (Funeral Expense Benefit)

&. Hifeeh AT Glerem (Monthly Income Benefit)

9, A YT plTe
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(Critical lllness Rider)

(eRrEwTR T w(4) H )

A) Coverage

As a minimum, the Critical llIness Rider must cover:

el A

Cancer

Heart Attacks

Strokes

Other illnesses recognized as critical illness by the concerned authorities and relevant in
the context of Nepal.

B) Underwriting

The insurer shall furnish the following information along with the rider documents for approval
of Cl rider.

1) The qualification of Cl Underwriter, which demonstrates their medical knowledge.

2) Details of external Medical Officer.

3) Non-Medical underwriting limits for CI business.

4) Additional training or information that will be provided to different distribution
channels. (e.g. CI guide book provided to agents who sell CI policies to ensure they
provide good quality advice to customers in terms of: explaining medical terms very
clearly and how definition of CI condition will be met; being able to compare CI
conditions from different insurers, etc.)

5) If Cl Rider is available in similar products, provide data regarding the number of non-
disclosure cases that the insurer has identified during the underwriting stage in a year
(please include the proportion as the percentage of total underwritten cases) and their
impact (e.g. no change in underwriting decision or cases being rated which otherwise
wouldn’t have been).

C) Claims Management

1. For the assessment of Critical IlIiness Rider claim:

Please specify the qualification of ClI Claim Assessor, which demonstrates their medical
knowledge.
Details of training that the claim assessors go through to keep up to date with the medical

advancement with regards to diagnosis and treatments (e.g. reclassification of medical
conditions).

Details of external Medical Officer (if any).

2. Please specify the number of non-disclosure cases that the company has identified during the

claim stage in a year (please include the proportion as the percentage of total claims
submitted) and their impact (e.g. no change in claim payment amount or claims being
declined which otherwise wouldn’t have been).

15
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A) Surrender Value Calculation for Endowment Plan

Step I - Paid Up Sum Assured
Paid Up Sum Assured = No. of Premium Paid (in years) * Sum Assured
Total No. of Premium Payable (in years)

Step Il - Vested Bonus
Vested Bonus = No. of completed period in months* * Sum Assured * Bonus Rate
1000 * 12
+ Should reflect the number of completed period in months till the policy lapse date in case of
surrender of lapsed policies.
Step 111 - Paid Up Value
Paid Up Value = Paid Up Sum Assured + Vested Bonus

Step IV - Surrender Value Factor (S.V.F)
Surrender Value Factor (S.V.F) = 1000
(1.06) ™!
Where, n = Date of maturity - Date of surrender
(i.e., complete years only)

Step V - No. of Complete Months
No. of Complete Months = Date of Surrender- Last Policy Anniversary
e afa)

Step VI - Monthly Adjustment Factor (M.A.F)
Monthly Adjustment Factor (M.A.F) = 1+ 0.5 % of complete months i.e. (Date of Surrender —
Date of Last Policy Anniversary)

Step VII - Surrender Value
Surrender Value = Paid Up Value * S.VV.F * M.A.F.
1000
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B) Surrender Value Calculation for Anticipated Endowment Plan

Step | - Paid Up Sum Assured (PSA)

Paid Up Sum Assured (PSA) = No. of Premium Paid (in years) * Sum Assured
Total No. of Premium Payable (in years)

Step |l - Vested Bonus
Vested Bonus = No. of completed period in months™ * Sum Assured * Bonus Rate
1000 * 12

First Paid Up Sum Assured (PSA1)
Second Paid Up Sum Assured (PSA?)
PSA Third Paid Up Sum Assured (PSA3)
Paid Up Sum Assured for n'" years (PSAn)

Fixed Percentage for First Payment x PSA
Fixed Percentage for Second Payment X
Fixed Percentage for Third Payment x PSA
Fixed Percentage for n'" Payment x PSA

+Should reflect the number of completed period in months till the policy lapse date in case of
surrender of lapsed policies.

Step |11 - Surrender Value factor (S.V.F)
Surrender Value Factor (SVF,) = 1000
(1.06) ™1

where, n (i.e. complete years only) means:-
I.  for Partial Payment: Date of Partial Payment - Date of Surrender (e.g.
SVF1 is the SVF for remaining years from the date of surrender to first
partial payment date and so on).
ii.  If the date of surrender is after the date of partial payment (i.e. n < 0),
then SVF =1 and MAF =1.
iii.  for Vested Bonus: Date of maturity - Date of surrender

Step 1V- Monthly Adjustment factor (M.A.F)
Monthly adjustment factor (M.A.F) = 1+ 0.5% of No. of Complete Months, i.e. (Date of
Surrender —Date of Last Policy Anniversary)

Step V - Surrender Value

_ PSA; * SVF1 * MAF PSA2 * SVF2 * MAF PSA3 * SVFE3 * MAF
Surrender Value = 1000 + 1000 + 1000
+ PSAnN * SVEn * MAF + Vested Bonus * SVFn * MAF - Partial Payment if Any
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Table -1 Table -2
Surrender Value Factor (S.V.F) Monthly Adjustment Factor (M.A.F.)
Period (n) (S.V.F) Months (M.AF)
0 943.40 0 1.000
1 890.00 1 1.005
2 839.62 2 1.010
3 792.09 3 1.015
4 747.26 4 1.020
5 704.96 5 1.025
6 665.06 6 1.030
7 627.41 7 1.035
8 591.90 8 1.040
9 558.39 9 1.045
10 526.79 10 1.050
11 496.97 11 1.055
12 468.84
13 442.30
14 417.27
15 393.65
16 371.36
17 350.34
18 330.51
19 311.80
20 294.16
21 277.51
22 261.80
23 246.98
24 233.00
25 219.81
26 207.37
27 195.63
28 184.56
29 17411
30 164.25

C) Surrender Value Calculation for Single Premium Plan

e Eighty percent of insurance premium and bonus earned after the completion of 3 years
from the issue of insurance policy

e Eighty five percent of insurance premium and bonus earned after the completion of 4
years from the issue of insurance policy

e Ninety percent of insurance premium and bonus earned after the completion of 3 years
from the issue of insurance policy
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A) The insurer shall include following information in minimum while preparing the

financial projection for three years.

1) Expected new business volume for next three years, also split by distribution channel (if
applicable)

2) Results of sensitivity analysis of key assumptions
3) Profit margin

4) Profit test

5) Return on Investment

6) New business strain

B) If an insurer wishes to offer riders/add-ons along with a basic life insurance product, he must
furnish the financial projections along with sensitivity analysis in respect of each riders/add-ons
separately. Also, it would be necessary to furnish the financial projections when the same rider is
offered along with other products.
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