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RE: THE INSURANCE (CAPITAL ADEQUACY) (AMENDMENT) GUIDELINES,
2019 AND THE INSURANCE (EVALUATION OF TECHNICAL
PROVISIONS FOR LIFE INSURANCE BUSINESS) (AMENDMENT)
GUIDELINES,20l9

The above Guidelines, issued under Legal Notices Nos. 82 and 83 of 2019, appeared
in the Kenya Gazette Vo. CXXI- Vol. 79 of 21't June, 2019.

Yours
.,r (>,

ndU

memoranda together with the cover page the Kenya Gazett

I

secJune, 2019, for your necessary action, pursuant

tAttached herewith please find copies of

Instruments Act, 2013
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LEGAL NOTICE No. 82

'l'Hri rNs(,RAN(:ti n (:t'

(CaP.48't )

lN EXERCISIj ol thc pot\crs conlcrred bl,scctiul 3A (l) (g) of
the lnsurance Act. lhe lnsurrlnce Regulatory, Aulhority issucs the
follorving guidclincs-

THE INSURANCE (VALTJAl'rON ()t."t'licH N t(:AL PROVIStONS
FOR LIFU INStIRAN(ll, tstlSINliSS) (AMtiNDMEN't)

c(,lDriLINES.20t9

l. Thesc guidelincs nray be cited as thc lnsurance (Valuation of
Technical Provisions for l-ilc LlsuraDcc []usincss) (Amcndment)
Guidelines.20l9.

2. Appcndix 2 of the Insurancc (Valuation of 'Icchnical
Provisions for Lilt Insurance llusincss) (iuidclincs. 201
by dclcting thc (,\prcssion "20%" ir ting to
interest rates and substituting thcrcfor

Cilrlion
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Dated thc 6th J uDa,20l9 ASSEMBLY
I,A1i)
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LEGAL NOTICE N(),8.'}

IN EXERCISE of the powers conlcrrcd by scction 34 (l) (g) of
the Insurancc Act, thc lnsurirncc RcBul tory Authority issucs the
follorving guidclincs-

'rHE INSURANCE (CAP 'At- Al)rrQr.rA(:Y) (AMENDMENT)
(iUII)Ht,tNtts. 20t9

l. 'l'hcsc guidclincs nray [)c cilcd as the Insurancc (Capital
Adcquacy) (A 1cn(lmcnt) (;uid(':lincs, 201 9.

2. Paragrirph (a) ol Appcndix I ol thc Insurancc (Capital
Adcquacy) Guiclclincs,2017, hcrcitlal'tcr rclcrred to as thc "principal
Guidelincs", is amcndcd hy deleting thc cxprcssior "10%" appcaring
in the rorv relating to in(crcst riltcs and su[,stituting lhcrcfor the
exprcssion " l8oi".

3. 'l'he principal (iuidelines arc irrncndcd by dclcting
Appendiccs 2 arrd 4 anrl sul)s(itLrting tlrcrclbr lhc follorviDg nerv
Appcndiccs-
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Amandment of
L.N. No.39 of
2011.

L.N. No. 39 of
2017.
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Classes of business Preniun reserve -
Risk charge

Claims reserve
Risk churge

Aviation 39% 29%
Ensineerins 8% 4%
Fire industrial 9% 6%
Fire domestic 3% 2%
Liabilitl, 9% 9%
Marine '1fr, 8%
Motor vehiclu
properly damilgc

Pnvute 50h 50n,

Motor vehiclc
liability

pnvatc t2% l20l

Motor vehiclc commcrcial
- property damagc

3% 3cl,

Motor vehiclc commcrcial
- liability

t3% t3%

Motor vchiclc commercial
- PSV - DroDcrty damage

3% 3%

Motor vehiclc commercial
- PSV - liability

t1% Aq

Personal accidcnl 6% 9q'
'l'heft 1% {q)
Workmen's cornpcnsation l8% t9%
Misccllancous a% 6%
Mcdical t5% t3%
Group lifc t0% 8%
Group crcdit l2% l0%

APPENI)IX 2

(a) lnsurancc risk fack)rs - CenL'rirl insurancc companics and
lifc insurance courpanies trulsacting group Iilc and group
crcdit busincss:

(b) lnsurancc risk factors - reinsunrncc courpanies

Clases of busircts Premiun reserve--
risk clar-ce

Claims reserve
risk charpe

Aviation 12% 26%
Ensinccrins 9% 6q,
Firc industrial t0% 6%
Fire domestic 5% 3%
Liability t3% t2%
Marine t2% to%
Motor vehicl(:
rlropcny danluPc

pnYale 8%

t6%

'lol,

Motor vehicls
liability

pn\ rtc t5%

Motor vehicle comnrcrcial
- propcrty damagc

6q, 50r,

Motor vchiclc commcrcial 160l.,t7otr,
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Classes of busirtess Preniutn resarve -
Risk churge

Claims reserve
Risk charge

- liability
Motor vehiclc commercial
- PSV - propcrty damagc

5% 5%

Motor vchiclc commcrcial
- PSV - liability

lToI' t6%

Personal accidcDt t0% t2%
Thefl 79o 6ot)
Workmen's comDcnsalion 20% 2Zo/('

Miscellancous 8% 8%
Mcdical t5% t3%
Group life t0% 8%
Croup crcdit l2% to%

APPENDIX.I

Market risk - Insurance and rcinsurancc companics capital chargcs

Equity risk Risk charge

Listed ordinirry sharcs on thc Nairobi Sccuritics
Exchangc

3O9o

I-istcd ordinary shares in othcr regiolal sccuritics
cxchanScs

30%

Listcd prefcrcnce sharcs on ths Nairobi Sccuritics
Exchange

35%

Listcd prcfcrcnce shares on othcr rcgiolal sccurities
exchangcs

40%

Unlisted sharcs or privatc equity 10%

Property risks

land and sclf-occupicd propqrties q%
Investment DroDcrtv 10%
Rcal Estate IllvcstmeDt Trusl 30%
Interest rate risk

Scenario Assct value Liabilitv value *rplus
Base intersst ratc
Increasing
rate

rntcresl

Decreasing
ratc

l n tcrcsl

lntcrcst ratc risk cupitul
Currcncy risk
Type of
currency

Net on balattce
rlrcet positiotl positio

Net long
ttos iliotr

Net short
posilion

Total
position
Exg;surc
Currency 8%
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Classes of busircst Premiton reserve
Risk charye

Claims reserve
Risk cha4e

risk c

char

Currency
risk cqpit

Dated the 6th Junc,20l9

AIJDIRAHI H. ABDI.
Chairnott of the Boqrd of Direcrots,

I ns u ro ce Re gu lato ry Authority.

CoDI"'R[]Y K. KIPTUM,
Cottrrrtissiotrer of lrtsuratce otd Chief Executive Oficer

of the ltsurattce Regulatoty Authority.

PRINTED AND PUBUSHED BY TIII.] COVERNNiENT PRINTER, NAIROBI



EXPLANATORY MEMORANDUM :

INSURANCE (VALUATION OF TECHNTCAL PROVISION FOR LIFE
INSURANCE BUSINESSI (AJUENDMENTI GUIDELINES, 2OI9

LEGAL NOTICE NO. 82 OF 2019

The Netional Trcasury and Planning

Teblcd on:

1.O Purposc of the Guidclincs

The Gurdelines propose to amend the Legal Notice No. 38 of 2017 on

Valuation of Technical Provisions for Lrfe Insurance Business to review

the capital charge and risk margin on interest rate in order to align rt

wrth the outcome of the study conducted by the Authority following a

request made by the Actuarial Sociely of Kenya. Thrs was based on the

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

2.O Lcgiclativc Contcxt

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

Instruments Act 2013, the Authority is empowered to rssue Gurdelines

for better administration of insurance business rn Kenya.

3.O Policy Background

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

Regulatory Authority (lRA), which is a body corporate with perpetuaL

succession and a common seal, capable of surng and being sued, taking,

purchasing or otherwise acquiring, holding, charging or disposing of

movable and immovable property, borrowing or lending money, and

doing or performrng all other things or acts for the furtherance of its

functions under the Act.
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The Associatron 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 2OVo as prescribed in The Insurance

(Valuation of Technical Provisions for Life Insurance Business)

Guidelines, 2017 through Legal Notice No. 38. The negatrve rmpact

communicated was supported by an industry report conducted by The

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

The negatrve effects include:

. Suppressed profit for hfe rnsurers, due to the high (2Ookl risk

margln, sending negative signals to investors and customers that

the life insurance industry adds little value to stakeholders.

Decreased Capital Adequacy Ratio (CAR) which rncreases the cost

of capital to companies and hence shareholder value.

a

a A non-quantitatlve rmpact is that the life insurers are unwilling to

grow their annuity busrness because caprtal requlrements are very

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

in the product being pnced higher and bccomrng expensive and

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

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

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

reduced to between 5%o and 7Vo.

The Authority did its own analysis

regulatory threshold in ensuring the

report to assess whether the

value of technrcal liabilities is

2



adequate to weather market volatility as well as the potentral cost of

transferring the liabilrties to a third party.

The Authority's report recommended the Interest rate risk margin for

valuation purposes be reduced to lO%" from the current 2Oo/o (Legal

Notice No. 38 of 2Ol7l.

The Guidelines will propel growth of the rndustry as per section 3A (C)

where the Authorrty is mandated to promote the development of the

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

insurance and reinsurance business, formulate and enforce standards

for the conduct of rnsurance and reinsurance business in Kenya and to

license all persons involved in or connected with rnsurance business.

The Authorrty is a member of Internatronal Association of Insurance

Supervisors which is a standard setting body for insurance supervision

and the ob;ective rs to create conl-rdence in the rnsurance sector by

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

protect the interest of the insurance policyholders and beneficiaries, and

generally promotlng the development of the rnsurance sector.

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

framework. The ministry approves the policy and regulatory framework

as developed by the Insurance Regulatory Authority.

4.O Consultation Outcomc

As provided for in Articles 10 and I 18 of the Constitution of Kenya and

the Statutory Instruments Act 2013, the Authority consulted the selected

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

3



consultations resulted ln the policy decision to amend the existing

guidelines.

The following consuitatrons and stakeholder forums were held.

SCHEDULE OF STAKEHOLDER CONSULTATION

Worksho s / Forumc
Letter dated 9th October 20 18

Meetrng between The Actuarre
Socretlr of Kenya Council Members
and the Authorrty to disseminate
the Authorr 's stud re ort
Letter datcd 12th February 2019

The Authorrty consulted the insurers through the Association of Kenya

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

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

on the insurersbusiness as regard their financral pcrformance. TASK was

consrdered a key stakeholder due the technical nature of these

gurdelines.

The Authorrty conducted an rndependent study to determine whether the

risk margrns proposed by AKI and TASK meet the rcgulatory threshold in

ensuring that the value of technical Iiabrlitres rs adequate to withstand

market volatihty as well as the potential cost of transferrtng the ltability

to a third party. It therefore follows that a1l the interest of the

stakeholders were taken into constderation.

4

Dete Vcnue/ communication
Submrssron of study
report by the Actuarial
Society of Kenya
through Association of
Kenya Insurers

e l ro l2or8

Insurance
Authonty's
Room

Regulatory
Training30 I tr 12018
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5.O Impact

5.1 Rights and Freedomg

The coming into effect of these Guidelines will have no negative impact

on the fundamental Rights and Freedoms of the citizens and residents of

Kenya.

The Guidelines will ensure penetration and inclusiveness of insurance

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

economic and social rights of the people of Kenya.

5.2 The Impact on the Private Sector

The coming into force of the Guidelines will improve the financial

position of life insurance companies. This will have the effect of

promoting insurance business and support penetration while

maintaining a fair, safe and stable insurance sector.

5.3 The Impact on the Publlc Sector

The Guidelines provide for the mechanism of technical valuation forlife

insurance business. The Guidelines will safeguard the interest of the

policyholders and the members of the public in general.

6.0 Monitorlng Revlew

The Guidelines shall come into effectupon approval by the National

Assembly.

The undersigned can be contacted for queries on the statutory

instrument.

HENRY K. ROTICH
CABINET SECRETARY FOR THE NATIONAL TREASURY AND
PLANI{ING

5
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