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NoTICE NO.82

1'I.ItJ INSLIIIA

(Cap.487 )

IN EXERCISE ol'thc po\\/crs
Insurance Act, the Insurancc

guidclincs-

THE INSURANCE (VALtjn'r'rON Or:
FOR LIFTI INSTJRANCL BUSIN

GI'IDELINES,20

l. These guidclincs nray be citcd as

Provisions lbr Lil'c Iusuraucc rusincss) (Arncndment)
ines,20l9.

2. Appcndix 2 of thc Insurancc (Valuation of 'technical
Provisions for l,ile Insurance Ilusiness) (iuiclclincs,20lT is amcndcd
by delcting thc cxprcssion "20%o" appcaring in the rorv rclating to
interest rates and substituting therefor the cxprcssion"lU%t".

Datcd tlre 6th Junc, 20 19.

AI]I)IIIAHI H. AI]DI,
Chairttuur of the Board of Directors,

I n surotrce lle gulatory Autlnrity.

GODFITEY K. KIT'TUM,
Conuttissiotrcr o.f Insuranc'e and ChieJ E.recutive Officer

of the ln.suratrce Rcgulatory Authority.

NOTICE NO.83
.TI]TJ INSURANCI] AC.f

(Cap.487 )

IN EXERCISE ol thc powers conl'crrccl by scction 3A (l) (g) of
Insurance Act, thc lnsurance Rcgulatory Auth<lrity issues the

ng guidclincs-
'rHE INSUITANCE (CAPI'[AL A DI 1Q Un(lY) (AMENDMENT)

(;t,tDELINES,2019

l. 'l'hcsc guiclclines rna5, bc citccl as the Insurance (Capital
Adccl uac;,) (A nrc rrcl rnent) (i uitlcl i ncs, 20 I 9.

2. Paragraph (a) ol' Appcndix I ol' thc Iusurance (Capital
Adequacy) Cuidclincs,20 17, hercirral'tcr rcl'crred to as the "principal
Guidelincs", is arnenclcd by cleleting thc cxprcssion "lO%," appcaring
in the rorv rclating to intcrcst ratcs ancl substituting thcrefbr the
expression * l8o/o" .

3. Thc principal Guidelincs arc arncnded by dclcting
Appendices 2 ancl 4 anrl sutrstituting thcrclirr the lbllorving nerv
Appendiccs-
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Amendnrent of
L.N. No.39 of
20t7.

Amcndment of
L.N. No.39 of
2017.

b1' scction 34 ( l) (,q) ol

20 t9 339

LAl r)
P

ASSEMtsLYTIC T''NA
APEI{S

C L-Ll
L



40 Kenya Subs icl i ar.y I-e gis I atiott, 20 I 9

(a) Insuranc" ,i,k r'".:r,r::Ti:: insurancc companies anrr
lifb insurance companies transacLing group Iil'c and group
crcdit business;

Classes of busiuess PrentiLtttt reserve -
Risk charge

Claims reserve
Risk charge

Aviation 39Vo 297t,

Enginecring 8o/o 4o/o

Fire industrial 90/<, 6o1t

Fire donrestic 3Va 20/<,

Liabilitl, 9%o 97c
Marinc '/Vo 8o/r,

l)rivatQMotor vchicle
property danragc

5o/o 50i,

privateMotor vehiclc
liability

l27o l2o/o

Motor vehicle comrnercial
- propcrty damagc

39a 3Vt,

Motor vehiclc cornrncrcial
- liability

l37o t3%,

Motor vchiclc conrmercial
- PSV - prot)crty danlzrge

37o 3o/c,

Motor vchicle cornntcrcial
- PSV - liability

t1?o l4o/o

Personal trcci(l0nt 6o/o gol,
'l'hcft 4Vo 4%t
Workmcn's cornpensation lSVo t9%
Misccllaneclus 8Vo 67o
Medical l5Vo l3o/c,

Group lil'e lOTo Salt

Group crcdit l2o/o l0o/o

Classes of busittess Premiunt reserve -
risk clrurge

Claims reserve
risk charpe

Aviation 42Vo 26Vo
Engineering 9Vo 601,

Fire industrial l07o 60k
Fire domestic 57o 3%'
Liability l3Vo l2cl,
Marinc l27o l07o
Motor vehicle
property danrage

private 8o/o '7 o/t,

Motor vehiclc
liabilitv

privatc t6%, l5%t

Motor vehiclc ct>rnn'rercial

- property danrage
6%, 5o/o

Motor vchiclc comrrercial lTVo t6%,

(b) Insurancc risk iactors - rcinsurancc cclnrpanies



Classes of busittess Premiuttt re serve -
Risk clmrge

Claints reserve
Risk charge

- liability
Motor vehiclc cornrnercial

- PSV - propcrty damage
5Vo 5o/o

Motor vehiclc cornmercial
- PSV - liability

lTVo l60/o

Personal accidcnt lOVo l2%t
Thcfi 7Vo 6o/o

Workmcn's compcnsation 20Vo 220/<,

Miscellancous 87o 8o/o

Medical I SVo l3Vo
iroup lif'c l07o 8o/o

iroup credit lZVo lOo/c,

Tquity risk Risk chctrge

-isted ordinary shares on Lltc Nairobi Sccuritics
lxchangq

30Vo

I
(
,istcd ordinary sharcs in othcr regional sccuritics
xchanges

3O7o

I

I ixchan gc
,istcd preference shares on thc Nairobi Sccuritics 359o

I
€

,isted prefercnce shares on other regional sccurities
xchanges

407o

t Inlisted shirrcs or private equity 407o

I roperty risks

t 4ry! and sell'-occupicd propcrties 407o
I lvestment propcrty 30%,
T eal Estatc lnvestnrcnt Trust 30o/o
I, ierest rate risk

s :enario Asset value Liability value surplus

I asc intercsl ratc
L
n

i rttcrcstLcreaSlng

te
D

ri
ecreasing intcrcst
te

Ir tercst ratc risk capital
( urrency risk
T.

ct
Qe of
trrency

Nel otr balatrce
sheet position

Net foru,ard
positiott

Net lotrg
positiott

Net short
position

T
p(

)tal
rsition

E rposurc
C, trrency 8Vo

Ke ttya S ubs idictry Le g i s I ctt io n, 20 I I

APPENDIX 4

arket risk - Insurance and reinsurance cotnpanies capital charges

34t



:t lsses of busiiless Prentiuttt reserve
Risk cltctrge

Claints reserve
Ri.tk charge

k clrurpel
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'ir
:h

,.rrency 
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k capinll
Lr3,e I

Kenya Subsidiary Legislation, 20 I 9

the 6th Junc,20l9

AI]DIRAHI I.I. ABDI,

'*';:,'::;',i[::f ,:r':,:;:":!r'^';:;::fi'.
GODFREY K. KIPIUM,

Conuttissiorrcr of lrtsurancc cutcl Chiaf Executive Officer
oJ tlrc Ittsurctnce llegulatory Authority.
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Tabled on:

1.O

IN
IN

EXPLANATORY MEMORANDUM:
cE (VALUATTON OF TECHNTCAL PROVISION FOR LIFE
cE BUSTNESSI (AMENDMENTI GUTDELINES, 2Ol9

LEGAL NOTICE NO. 82 OF 2019

Treasury and Planning

of the Guidelines

The uidelines propose to amend the Legal Notice No. 38 of 2Ol7 on

Val of Technical Provisions for Life Insurance Business to review

the ca tal charge and risk margin on interest rate in order to align it
with outcome of the study conducted by the Authority following a

request made by the Actuarial Society of Kenya. This was based on the

effect risk margins and the capital charge had on the market.

Context

tion 3A (1) (g) of the Insurance Act and the Statutory

Ins ts Act 2013, the Authority is empowered to issue Guidelines

for administration of insurance business in Kenya.

3.O Policy kground

Section 3 of the Act establishes the Authority known as the Insurance

purcha

Authority (lRA), which is a body corporate with perpetual

and a common seal, capable of suing and being sued, taking,

or otherwise acquiring, holding, charging or disposing of

2.O Legisla

Under

succes

movab

doing

function

and immovable propert5r, borrowing or lending money, and

performing all other things or acts for the furtherance of its

under the Act.

1



The Association of Kenyan Insurers (AKI), on behalf of the Life Insurance

Companies in the industry communicated the negative impact of the

interest rate risk margin of 20% as prescribed in The Insurance

(Valuation of Technical Provisions for Life Insurance Business)

Guidelines, 2Ol7 through Legal Notice No. 38. The negative impact

communicated was supported by an industry report conducted by The

Actuariai Society of Kenya (TASK) on behalf of AKI.

The negative effects include:

. Suppressed profit for life insurers, due to the high (2O%) risk

margin, sending negative signals to investors and customers that

the life insurance industry adds little value to stakeholders.

Decreased Capital Adequacy Ratio (CAR) which increases the cost

of capital to companies and hence shareholder value.

A non-quantitative impact is that the life insurers are unwilling to

grow their annuity business because capital requirements are very

high due to the high risk margin and also because it has resulted

in the product being priced higher and becoming expensive and

out of reach to many pensioners (i.e. pensioners get lesser regular

income for the same price the higher the risk margin).

a

a

The TASK/AKI report therefore recommended that the risk margin be

reduced to between 5% and 7%o.

The Authority did its own analysis report to assess whether the

regulatory threshold in ensuring the value of technical liabilities is

2



4.O

I

te to weather market volatility as well as the potential cost of

the liabilities to a third party

The A thority's report recommended the Interest rate risk margin for

val purposes be reduced to IO% from the ourrent 2Oo/o (Legal

Notice o. 38 of 2Ol7)

The elines will propel growth of the industry as per section 3A (C)

where Authority is mandated to promote the development of the

sector. The objects and functions of the Authority are to
ensure effective administration, supervision, Guideline and control of

ce and reinsurance business, formulate and enforce standards

for the uct of insurance and reinsurance business in Kenya and to

license persons involved in or connected with insurance business

The A rity is a member of International Association of Insurance

Su which is a standard setting body for insurance supervision

and objective is to create confidence in the insurance sector by

protect

the maintenance of a fair, safe and stable insurance sector, to

interest of the insurance policyholders and beneficiaries, and

gen promoting the development of the insurance sector.

The N Treasury and Planning is in charge of the overall policy

k. The ministry approves the policy and regulatory framework

by the Insurance Regulatory Authority.

ion Outcome

As for in Articles 10 and 118 of the Constitution of Kenya and

the Sta tory Instruments Act 2013, the Authority consulted the selected

ers on the effect of the Guidelines. The outcome of the

AS
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consultations resulted in the policy decision to amend the existing

guidelines.

The following consultations and stakeholder forums were held.

SCHEDULE OF STAKEHOLDER CONSULTATION

The Authority consulted the insurers through the Association of Kenya

Insurers (AKI) and The Actuarial Society of Kenya (TASK). The selection of

AKI was guided by the expected impact the amended Guidelines will have

on the insurersbusiness as regard their financial performance. TASK was

considered a key stakeholder due the technical nature of these

guidelines.

The Authority conducted an independent study to determine whether the

risk margins proposed by AKI and TASK meet the regulatory threshold in

ensuring that the value of technical liabilities is adequate to withstand

market volatility as well as the potential cost of transferring the liability

to a third party. It therefore follows that all the interest of the

stakeholders were taken into consideration.

4

Date Venue/communication Workshops / Forums
e l ro l2or8 Submission of study

report by the Actuarial
Society of Kenya
through Association of
Kenya Insurers

Letter dated 9th October 2018

30 I rt l2Ot8
Insurance
Authority's
Room

Regulatory
Training

Meeting between The Actuariai
Society of Kenya Council Members
and the Authority to disseminate
the Authority's study report.

12l02l2ole Communication of
Authorit5r's approval of
the study

Letter dated 12th February 2079



5.O pact

5.1 ts and Freedoms

The into effect of these Guidelines will have no negative impact

on the

Kenya.

fundamental Rights and Freedoms of the citizens and residents of

The G es will ensure penetration and inclusiveness of insurance

to the underserved in the market. This will enhance both the

and social rights of the people of Kenya.

s.2 Impact on the Private Sector

The ng into force of the Guidelines will improve the financial

of life insurance companies. This will have the effect of

promo insurance business and support penetration while

a fair, safe and stable insurance sector.

5.3 Impact on the Public Sector

The s provide for the mechanism of technical valuation forlife

business. The Guidelines will safeguard the interest of the

ers and the members of the public in general.

maln

po

6.O nitoring Review

The G elines shall come into effectupon approval by the National

Assemb

The can be contacted for queries on the statutory

lns nt

HENRY ROTICH
SECRETARY FOR THE NATIONAL TREASURY AND

5
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