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General Background: 

India is a vast country covering an area of 3.288 m.sq.km and is the largest democracy in the 
world with a population of nearly 930 million. Of this population about 40% is the working 
population. Furthermore, only about 25% of the population live in urban areas whilst the rest 
of the population reside in rural areas. 

Actuarial Profession: 

The Actuarial Society of India (ASI) was formed in 1945 and is an association of persons 
who have common interest in the actuarial profession. Prior to 1989, members of the society 
wanting to qualify as a Fellow had to pursue the U.K Institute exams. Since 1989, AS1 
conducts its own exams which are run on more or less the same lines as the U.K exams. 

As at 31 March 1997, the membership of AS1 comprised of 132 Fellows (most of them are 
Fellows of the Institute of Actuaries, England), 56 Associates and 470 students (most of them 
are studying for the AS1 exams). 

The AS1 has applied to the Government of India for a charter and is awaiting decision on this 
matter. 

Since the nationalisation of Life Insurance business in 1956 and the General Insurance 
business in 1973, there has been very little scope for actuarial consulting in the insurance 
industry. Hence most of the work for consulting actuaries in India is currently in the area of 
employee benefits. 

Actuaries in India have not yet faced any major professional liability issues, partly because of 
absence of insurance practice but more importantly because of lexity of legal system. 

Following a balance of payment crisis in 1991, the Indian government embarked on an 
economic liberalisation program. Successive governments since 1991 have continued the 
liberalisation of trade and economic policies. There is now a broad consensus amongst all 
leading political parties for continuation of economic reforms. 

The main thrust of reforms canied out since 1991 has seen: 



* the end of the license raj with the virtual abolition of industrial licensing in almost all 
industries except a very few select industries. 

* reduction in the role of the public sector in the economic sphere of the country. This is 
being achieved by either granting permission for chronically sick public enterprises to be 
rehabilitated or wound up by the Board for Industrial and Financial Reconstruction or 
offering part of government shareholding to the general public. 

3 decisive change in trade policy of the country with heavy emphasis on promotion of 
exports. Quantitative restrictions on imports of raw materials, components, intermediates 
and capital goods have been drastically reduced, tariffs have been gradually lowered, 
canalisation of imports and exports has been reduced and export incentives simplified. 

3 policies which encourage direct and indirect foreign investments. Approval for foreign 
equity up to 51 % in certain specified industries is now rarely refused. 

partial lifting of the draconian foreign exchange control regime prevailing in India prior to 
liberalisation with the Indian Rupee made convertible on trade account. Further steps 
have been taken in the direction to facilitate the move towards full capital account 
convertibility by the end of the century. 

* reforms in the banking sector by granting more operational autonomy with the aim of 
making the public sector banks more efficient, competitive and accountable. Major policy- 
related constraints on bank profitability have been mitigated. Furthermore, excessive pre- 
emption of resources through statutory liquidity ratio and cash reserve ratio has been 
steadily reduced. 

3 interest rates have been brought down and the capitalisation of some of the public sector 
banks has been improved. 

greater fiscal discipline on the part of the government with coupon rates on government 
securities being increased towards market levels. 

* simplification of the income tax structure and the reduction in the level of personal and 
corporate rate of taxation. The rates of taxation are now comparable with those prevailing 
in most of the South East Asian economies. 

India has started reaping the benefits of economic liberalisation. The GDP growth for the 
third successive year has surpassed 6% per annum. Furthermore, unlike the growth rates of 
1980s, which was achieved through heavy borrowing that resulted in the 1991 balance of 
payment crisis, these growth rates are more sustainable, as they are being achieved through 
improvements in productivity and overall structural reforms amongst the various sectors of 
the economy. 

The country's foreign exchange reserves, which during the 1991 balance of payment crisis 
had f d e n  to a precarious level of US$400 million, have since then improved steadily and now 
stand at US$30 billion. The doubledigit inflation of the early 1990's has also been brought 
under control through a prudent monetary policy pursued by the Reserve Bank of India. The 



inflation has over the last couple of years stabilised at a level of 6% per annum, and the 
current indications are that for the current year, it will still be lower. 

Despite government's efforts of bringing down the fiscal deficit to 3.5% to 4.0% of GDP, the 
fiscal deficit currently still stands at 5.5% of GDP. 

The current government is pursuing the economic reforms agenda and further reforms in the 
following areas are in the pipeline: 

* updating the Income-tax Act, Companies Act and the Foreign Exchange Regulations Act, 
to bring in tune with the changed economic scenario. 

=, financial sector reforms, in particular, liberalisation of the insurance sector, starting with 
giving statutory powers to the newly appointed Insurance Regulatory Authority (IRA). 
Currently, insurance sector is fully in the public sector. 

giving greater autonomy to public sector enterprises as a first step and disinvesting a part 
of holding in such enterprises as the next step. 

3 full capital account convertibility of the Indian Rupee. 

It is hoped that with these further reforms, the country will be achieve and sustain GDP 
growth rates of 8 to 9% per annum, which is the average growth rate required over the next 
10 to 15 years for India to eliminate poverty From the country. 

Social Securitv: 

India does not have a comprehensive social security programme as such. However, there is 
some legislation which provides social security benefits to workers in the organised sector of 
the economy. 

The three most important statutes are: 

The Emvlovees' Provident Fund and Miscellaneous Provisions Act, 1952: 

Under this Act, virtually all employers are required to provide provident fund benefits. The 
employer and the employee are each required to contribute 12% of gross salary to a Central 
Fund. The amount accumulated with interest is paid to the employee on his retirement or to 
his representative on his death. For employees earning Rs. 5,000 or less per month when 
service commences, membership is compulsory; for others it is optional. Once the employee 
has become a member hdshe continues to contribute irrespective of gross pay thereafter. 

With effect from 16 November 1995, part of the employer's provident fund contribution - 
8.33% of monthly earnings subject to a ceiling of Rs. 5,000 - is transferred to the Employees 
Pension Fund to finance retirement, disability and survivors' pension under the new 
Employees' Pension Scheme (EPS). The retirement pension is payable from age 58 at  the rate 
of Ifloth of the last 36 months' average earnings up to the ceiling of Rs. 5,000 for each year 
of service. 



The Payment of Gratuity Act, 1972: 

AU establishments which employ more than 10 employees in India are covered under the 
Payment of Gratuity Act, 1972. Under this Act, an employee who separates from his 
employment after completing 5 years of service is entitled to a gratuity based on service and 
the salary at the time of separation. 

Em~lovees' State Insurance Act (E.S.0: 

This Act applies to all factories. The benefits are financed from contributions from employers. 
The workers also contribute a small amount. The benefits include 

a) sickness 
b) maternity 
c) disablement 
d) benefits to dependents in case of death as a result of employment injury 
e) medical treatment and attendance 

The organisation maintains a large number of hospitals and medical centres in the country. A 
part of the cost of medical care is also borne by the Government. 

Other Statutes: 

The other benefit related statutes are: 

1. Workmen's Compensation Act: Compensation is payable for personal injuries to a 
workman out of an occupational accident resulting in disablement or death. 
Compensation is also payable for specified occupational diseases. 

2. Industrial Disputes Act: Compensation for lay-off and retrenchment is payable to workers 
if their services are terminated on any account other than fraud or misconduct. 

3. The Coal Mines Provident Fund and Bonus Schemes Act, 1948 and the Seamen's 
Provident Fund Act, 1966: These two Acts provide for setting up separate provident funds 
for coal mine workers and seamen. 

4. The Maternity Benefit Act, 1961: This Act applies to all women employed in factories, 
mines and the specified establishments not covered by E.S.I. It provides for 12 weeks 
leave during confinement with pay plus medical expenses. 

5. The Plantation Labour Act, 1951: This Act applies to workers employed on plantations 
and provides for medical care to workers and their families. A cash benefit is also payable 
in case of sickness. 

Almost all of the above benefits are financed by the employer. 

Other related statutes are The Payment of Bonus Act, The Minimum Wages Act and The 
Shops & Establishment Act. 



Private Retirement Benefit Arrangements: 

As far as work which Pension Actuaries do in India is concerned, the same can broadly be 
categorised into the following 3 areas: 

1. Pensions: In the private sector and some of the public sector undertakings, pension 
benefit is voluntary and is mainly restricted to employees of Multinational companies and 
top management of large Indian companies. Most of the companies have a defined 
contribution arrangement but some companies provide defined benefit arrangements 
similar to the ones prevalent in U.K. Pensions can be funded through establishing private 
trust funds or through the Life Insurance Corporation of India (LIC). The disbursement of 
pensions, however, has to be done through LIC. Hence on retirement of a member, 
pension liability in respect of him has to be met by purchasing a pension policy from the 
LIC. 

Amongst public sector banks, a defined benefit final salary pension arrangement is 
compulsory and was introduced recently. The Bank Pension Scheme, as it is popularly 
known, offers cost of living increases for pensions-in-payment. The public sector banks 
are allowed to set up their own private trust funds to fund this liability and are also 
allowed to disburse pensions directly to their members. 

The government employees also are entitled to a defined benefit final salary pension with cost 
of living increases, whilst in payment. The government pension arrangements are, 
however, unfunded. 

2. Gratuities: The gratuity payment is in the form of a lump sum. Since the benefit is a 
function of service and final salary, principles similar to final salary pension schemes are 
involved. Gratuities can be funded through either establishing private trust funds or 
through the LIC. Some employers pay gratuities on a pay-as-you-go basis. 

3. Leave Encashment: A recent accounting standard, issued by the Institute of Chartered 
Accountants of India, requires unavailed accumulated leave of employees, which can be 
encashed at the time of resignation, death or retirement, to be provided for in the books 
of accounts of the company. The accountants accept such provisions if they are calculated 
on actuarial principles. 

Insurance Industry in India: 

Currently, the entire insurance industry - life and general- in India is nationalised. 

There is one life insurance company, the Life Insurance Corporation of India (LIC), which is 
wholly owned by the government and has the monopoly of transacting all life insurance and 
pensions business in the country. The LIC offers only traditional products with and without- 
profits endowment policies, whole life, term assurance and annuity policies. 

The general insurance industry in India currently has the General Insurance Corporation of 
India (GIC), which is wholly owned by the government and four subsidiary companies of 



GIC. The GIC along with its four subsidiaries has a monopoly in transacting all non-life 
insurance business in India. 

Healthcare Facilities: 

Normally, most progressive employers have programmes of healthcare for their employees 
and their families with very few employers extending the benefit to their retired employees. 

Apart from the above, all other people have to solely rely on a very limited insurance cover 
offered by insurance companies for their healthcare needs. 


