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Microinsurance and
Trust: Where Consistent
Actions Speak Louder
than Words

By Queenie Chow

“ here is your office located?” is one of the most
Wfrequent questions we get from customers when
selling microinsurance through direct retail chan-
nels in Kenya. You may wonder: What does the physical location
of our office have to do with the purchase of insurance? The
real meaning behind this question is: If you don’t pay a claim,
where can I physically hunt you down for my payment? Selling
insurance is not easy, especially in an emerging market. Earning
and maintaining trust with customers undoubtedly continues to
be one of the greatest challenges of the insurance industry.

As far as trust goes, insurance companies typically have a poor
reputation. Global research indicates that consumers trust
insurance companies less than banks, car manufacturers, online
shopping sites and supermarkets. With its complex rules, com-
plicated product design, fine print, lengthy processes and even
nonpayment of claims, it’s little wonder why customers distrust
insurance. In the micro-sector, the lack of understanding of
insurance further deteriorates its perception. The low-income
segment is unsure about paying in advance for a service that
they may or may not receive in the future from an institution
that they do not know and, at worst, do not even trust. So how
can insurance companies be creative, innovative and revolution-
ize customers’ experience in overcoming these challenges?

A free trial is generally recognised to be an effective way to
establish goodwill and trust with new customers, so why not
with insurance? The freemium and loyalty insurance products
distributed via a mobile network operator (MNO) are one solu-
tion that has emerged to address the distrust challenge. Under
such a business model, the Telco prepaid customers are awarded
a free insurance benefit as a loyalty benefit based on the amount
of airtime they purchase. That is, the more airtime customers
top-up, the greater the free insurance coverage they will earn.
After the trial period, customers will also be sold on paid insur-
ance products. In turn, MNOs can create brand loyalty and

retain customers in an increasingly cutthroat market. In some
instances, MNNOs can also earn an additional revenue stream
through a profit-sharing model.

A free trial is generally recognised
to be an effective way to establish
goodwill and trust with new
customers, so why not with

insurance? The freemium and loyalty
insurance products distributed via a
mobile network operator (MNO) are
one solution that has emerged to
address the distrust challenge.

Indeed, in leveraging the established brand name, network of
distribution points and large client base of an MNO, insurance
companies can build trust through such partnerships. Moreover,
there is a strong correlation between the frequency of transac-
tions and levels of trust. Some research shows that greater than
45 million lives have been insured globally through an MNO
partnership model in the emerging markets. In some markets,
as many as 85 percent of the customers are new to insurance
and are unfamiliar with how traditional insurance works. In my
recent work of managing direct consumer insurance products,
I further found that successful freemium products prepare the
market for paid voluntary insurance products. Of course, no
one business model is without its weaknesses. The success of
partnership is highly driven by the marketing and customer
education efforts made by the MNO, giving little control to
insurers. More importantly, the customer value and variation
of insurance products offered through the MNO models have
often been questioned.

Whilst the freemium MNO distribution model enables a min-
imal trust level with customers, ultimately trust with customers
is built on paying claims. The action of paying claims certainly
speaks louder than any words, but the pattern of paying claims
is what earns the full trust of customers. With a consistent pat-
tern of paying claims, customers will no longer doubt insurance
companies in looking for their physical location!

Queenie Chow, AIAA, works in microinsurance
innovations with the Impact Insurance
Facility (ILO) and MicroEnsure. She is based

in Manila, Philippines and can be reached at
queeniechow0320@hotmail.com.
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Risk-Based Supervision,
Own Risk and Solvency
Assessment and
Risk-Based Capital

In Tanzania

By Michael Cohen

Tanzania and Zanzibar, with its capital at Dodoma and
commercial capital of Dar es Salaam, on the Indian Ocean.
While Zanzibar has a good deal of autonomy in a number of
areas, insurance is a union matter, so the regulatory agency, the
Tanzania Insurance Regulatory Authority (TIRA), has jurisdic-

tion over all insurance companies in Tanzania.

The United Republic of Tanzania consists of mainland

Tanzania is a member of the East African Community (EAC),
which is trying, among other things, to create a common
economic space in East Africa, including the regulation and
supervision of insurance activities.

The functions and duties of TIRA are “to promote and maintain
an efficient, fair; safe, and stable insurance market for the benefit and
protection of policy holders,” notably to

*  Coordinate and implement policies on insurance matters;

*  Regulate and coordinate activities of insurers, brokers and
agents;

¢ Specify the code of conduct for members of the insurance
industry;

¢ Effect supervision and monitoring of insurers, brokers and
agents;

¢ Formulate standards in the conduct of the business of
insurance that shall be observed by insurers, brokers and
agents; and

*  Ensure proper observance of the code of ethics and practice
by insurers, brokers and agents.
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To date there are a total of 31 insurance companies (including
one reinsurance company) licensed to transact insurance busi-
ness in Tanzania. These companies are supported by insurance
intermediaries consisting of 132 insurance brokers, about 539
insurance agents, and 45 loss assessors and adjusters.

Since establishment of the insurance regulatory regime in the
country in 1996, supervision has been largely on a compliance
basis. In order to bring regulation and supervision of the insur-
ance industry in Tanzania toward a more modern and effective
basis, I was engaged to help to implement risk-based capital,
risk-based solvency, stress testing, and Own Risk and Solvency
Assessment (ORSA) for Tanzanian insurers, and to provide
assistance to TIRA to bring them up to speed regarding risk-
based supervision. The project is funded by the International
Development Agency, part of the World Bank group.

Currently, the Insurance Act and Regulations are based on what
I would call “Solvency 0.” The market is dominated by prop-
erty and casualty (P&C) companies, transacting mostly motor
business. Reserves are not calculated on an actuarial basis, and
although there is provision for reserves to be calculated prop-
erly, the vast majority of companies use the statutory basis of
unearned premium plus a prescribed percentage of premium
for incurred but not reported. Life insurance reserves need to
be calculated on an actuarial basis and certified by an actuary.
Capital is a simple percentage of reserves, one for life and a
higher percentage for P&C business. There are no qualified
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actuaries, although the University of Dar es Salaam offers
actuarial courses. A number of graduates with B.Sc. or M.Sc. in
actuarial science are taking actuarial exams, mostly the Institute
and Faculty exams or the Certified Actuarial Analyst, but it will
be some years before fully qualified Tanzanian actuaries become
available. Much actuarial work is therefore done outside the
country, in Kenya or South Africa or even farther afield.

The challenge then is to bring both the insurance industry and
the regulator into a new era of best practices. The project con-
sists of baselining the current practices; assessing international
best practice for ORSA, stress testing and risk-based capital;
assessing the readiness of the industry to adopt more advanced
processes and the actuarial capacity of both the insurers and
TIRA itself; providing a model of ORSA, stress testing, risk
based capital and other areas, such as actuarial valuation for
both life and P&C reserves and risk-based supervision; and
finally providing input into proposed changes to the Act, Regu-
lations and draft Guidelines to concretize the proposals. During
the project, training for TIRA personnel, as well as a series of
stakeholder consultations, are being held to ensure buy-in for
what will be a fairly complex process for all concerned.

Current practice, readiness to implement more advanced proce-
dures and actuarial capacity were assessed by a series of in-depth
interviews with TIRA staff; a review of their inspection guide
and sample inspection reports and similarly in-depth interviews
with a selection of life and P&C companies, both domestic
and those that are subsidiaries of international companies; and
finally a short questionnaire was distributed to all companies to

gauge the extent to which ORSA and enterprise risk manage-
ment (ERM) are being applied and actuarial resources available.

A review of international practice started off by looking at
resources available from international actuarial and insurance
bodies, principally the International Actuarial Association (IAA)
and the International Association of Insurance Supervisors
(IAIS). The IAA is working on a number of standards, and of
particular interest is their Risk Book, which is still in devel-
opment, but provides extensive material on best practices for
ORSA, stress testing (in draft) and capital. This was an invaluable
resource. The TAIS has established 26 Insurance Core Princi-
ples, a number of which speak to these issues and again represent
international best practice in relation to insurance supervision
and expectations of companies relating to compliance with
these norms. The IAIS is also working on International Capital
Standards, which technically apply to globally active insurers,
but even local insurers would benefit by using these principles,
suitably modified, in relation to their measurement and use of
capital. IFRS 17 also provides some guidance, and while not
strictly a supervisory document, does provide standards for val-
uation and to some extent internal targets for capital that are
consonant with other sources.

Finally, implementation of ORSA, stress testing and risk-based
capital in a number of select jurisdictions, one in the EAC,
another developing country in Africa and finally Canada, bearing
in mind that Canada’s implementation of these areas is viewed
in an aspirational manner only. I was also able to use knowl-
edge gained from working on risk-based capital, risk-based

Fisherman boats in front of Kivukoni fish market with Port control tower and Skyscrapers Behind, Dar Es Salaam, Tanzania
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supervision and other areas in previous assignments in Africa,
Asia and the Caribbean.

Insofar as development of actuarial expertise in Tanzania is
concerned, we are relying heavily on Actuaries Without Borders
(AWB) to provide courses to aspiring actuaries and to provide
mentoring for them. Eventually we expect AWB to assist in
getting the Actuarial Society of Tanzania, which is an associate
member of the TAA, to become a full member, although this is a
project for the future.

It is hoped that the process
will provide companies with a
better understanding of their
own business and eliminate
or at least reduce some of
the systemic failings often

seen in developing country
insurance industries, such

as the motor vehicle price
war, the poor reputation of
insurance companies and low
insurance penetration.

ORSA and stress testing are processes rather than specific stan-
dards, so companies will be able to implement them, albeit in a
simplified form. In many jurisdictions, a “Financial Condition
Report” or similarly named document is required from insur-
ance companies. In my view this is a misnomer as 75 percent of
the report is qualitative rather than quantitative, so forms a very
good basis for an ORSA report. Companies will be encouraged
to follow the format of this report, but in order to ensure that it
is not excessively burdensome and does not form another “com-
pliance” questionnaire, TIRA would need to accept such reports
in a variety of formats to varying degrees of detail. It should
be mostly forward-looking and so should not be overburdened
with financial tables, ratios, etc.

Stress testing will form part of ORSA, both for companies that
are in satisfactory financial shape—to indicate how much capital
is needed in various shock situations—but even more invaluable
for companies in an impaired situation, to indicate the most

promising pathways back to full financial health.

Insofar as risk-based capital is concerned, a rather formulaic
approach (one I've dubbed “Solvency 1.5”) will be adopted.
This will use a ratio of actual capital to required capital, where
required capital is found by taking various percentages of assets,
premiums, reserves and other aggregates to assess asset and lia-
bility side risk, mismatch risk, operational risk and so on. To the
extent possible, modelling will be avoided at this time, although
at some point in the future a more model-based approach might
be able to be employed; but this is beyond the capacity of most
of the industry and TIRA at the moment. Some elements, such
as the Maximum Event Retention for P&C, or guarantees and
options for life insurance might need to be modelled, either
with the reinsurance brokers’ or parent company’s assistance,
since neither of these can be reduced to a simple percentage. It
will be interesting to see how this plays out.

As far as risk-based supervision is concerned, a Supervisory
Attention Index has been designed, combining both probability
of failure and impact, using both qualitative and quantitative
measures. This will help TIRA to identify companies at risk
and to organize their inspection schedule on a more risk-based
approach. On-site inspection will change from a financial audit
(which is what the auditor does) to a verification of the off-site
analysis, an opportunity to meet the key players, including
board and management representatives, internal and external
auditors, and actuaries and actuarial advisers. Inspection reports
will be short, to the point and indicate failures, if any, and agreed
remedial actions, rather than the current recitation of financial
statistics.

The outcome for TIRA should be a more focused and risk-based
approach to supervision, quicker identification of potential
problems and less attention to well-run companies with ade-
quate capital buffers. The impact on the industry is harder to
gauge. It is hoped that the process will provide companies with
a better understanding of their own business and eliminate or
at least reduce some of the systemic failings often seen in devel-
oping country insurance industries, such as the motor vehicle
price war, the poor reputation of insurance companies and low
insurance penetration. On its own a more rational regulatory
and supervisory system cannot fix all these ills, but it is a neces-
sary condition to ensure a healthier insurance industry, greater
confidence of the public, and eventually levels of insurance pen-
etration and an appreciation of the benefits of insurance we see
in more developed markets. H

Michael Cohen, MA (Cantab), FIA, FCIA, ASA is
an international actuarial consultant, based in
Ottawa, Canada and can be reached at
mcohen@rogers.com.
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Access to Actuarial
Educationin the
Arab World

he actuarial field is considered rather new to the Middle

East and there are few local actuaries. Most actuarial work

within the region is undertaken by actuaries from outside,
primarily from Europe and South Asia. For instance, I have
been working in the actuarial field in the Middle East for over
eight years but have yet to meet another native Arabic-speaking
female fully qualified actuary. I hope that this is a state of affairs
that will change in the near future and that the actuarial field
will become more accessible as a career option to those who are
local to the region.

One of the main reasons for the shortage of local actuaries has
been the historical lack of recognition of the profession. This sit-
uation has been gradually transforming over the past 5-10 years
due to changes in regulation and a move towards risk-based
culture. These recent changes have provided great impetus to
the actuarial profession in the region and has resulted in more
locals joining the profession.

However, despite the increased demand, growth rates have been
restricted, and are likely to continue to be so, due to the limited

availability of actuarial courses at university level, and in particu-
lar, those being taught in the local language. Currently, there are
only a few countries in the Middle East offering university level
actuarial science programs. These are mainly Egypt, Saudi Arabia,
United Arab Emirates, and Lebanon. Few of these universities,
if any, teach their actuarial programs in Arabic. This is because
the actuarial professional exams still have to be taken in English
and hence there is little incentive to teach in Arabic. As a result,
students who are not proficient in English as a second language
are deterred from pursuing actuarial sciences as a profession.

It is interesting to note that worldwide, there are multiple actu-
arial associations offering qualification examinations in their
local languages. These include the China Association of Actu-
aries (Mandarin), the Institute of Actuaries of Japan (Japanese),
the Persatuan Aktuaris Indonesia (Indonesian), the Deutsche
Aktuarvereinigung in Germany (German), and the Instituto
Brasileiro de Atudria in Brazil (Portuguese). Creating a similarly
recognized actuarial association in the Middle East, where exams
can be taken in Arabic will go a long way to support the initia-
tives that are currently being taken by the regional regulators in
developing the actuarial profession. This will give a larger num-
ber of Arab students the opportunity to study actuarial science
and become internationally recognized qualified actuaries.

Disclaimer: The views expressed in this article are those of the
author and do not necessarily reflect the views of their employ-
ers, Society of Actuaries or the International Section.

Dana Barhoumeh, FSA, CERA, is a consulting
actuary at Milliman. She is based in Dubai, and can
be reached at dana.barhoumeh@milliman.com.
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