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gl
-4 Expression for Office Premiums.
The office premiums 1s obtained from the following relationship :
Value of Office Premiums = Value of Benefits + Value of Expenses
ral expression for office annual premiums, P' to

p

We now obtain gene
provide for the following expense loadings :
(a) First vear (initial) expenses : I, per unit of premium and I, per
unit of sum assured.
(b) Renewal expenses relating to second and subsequent pohcy
vears : K, per unit of premiums and K, per unit of sum assured

(I, >K, and I, > K,).

In case of Whole Life Assurance for sum assured of S to a person
aged x at entry, the expression for office annual premium, P', 1s given by

Pla. =S.A, +1,P'+1,S+ K, .Pla, + K,.Sa,
=SA,+(, K, P'+K,Pa, +(I,-K,) S+ K,.Sa,
Pa, (I, K,)-K,a,}
=S.A, +(I,-K,) S+ K,.Sa,

. 1 N N . {
S (1K) K,a, s I614:1)



. -
4geC X at entrv and
premium 1= Years. the expression for office annual

8 »~(I,-K.) K,ﬂ:. _ L (14.3)
- I K R
<SP o LN N
- T @ 5 - hs —
- a'l | 3 =
: (I - K ]-_(_ o | .. (1449
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<tandard table already prepared which
ity of persons who are likely to be
s likely to earn depending upon
which should take into

res premium rates

experience.
assuming @ (1) mortahty rates of a
may reasonably reflect the mortal
insured, (2) rate of interest which it
current market conditions and (3) expenses
account the proposed method of 1ts working.

While preparing the table of premium rates, assumptions have
necessarily to be made. The profitable working of the insurer depends
upon the adequacy or sufficiency of the premium rates and his ability to
manage the business well. Premiums are said to be adequate if actual
experience regarding mortality, interest and expenses follows reasonably
close to the assumptions made in their calculations.,

There can never be an exact identity between actuals and assumptions.
But variation should be within reasonable limits. If the variations are
very wide there 1s a case for revision of premiums. Revision is essential
when the variation is unfavourable and premiums charged are lower than
are actually required on the basis of actual experience.

But when variation is favourable to the insurer and he is charging
higher premiums than are required on experience basis, it is not the usual
practice to make a downward revision of premium rates. This of course
qepend? upon the actual circumstances of the case. If a major portion of
Insurer’s business is on with. profit basis, the favourable experience may
generate a higher rate of a bonus to policy holders than originally
contemplated. If, on the other hand, the bulk of policyholders are holders
of non-profit policies, it will be unfair to charge heavier rates of premiums

: )
rhan are r:qulred as.they cannot have any share in the profits of the
insurer and the premium rates may have to be reduced



actual experience with the e
revising the pre
more

—

xpectation and no time should be lost In
miums it their adequacy is upset. This test for adequacy 1s

'Mportant in insurance business as the real effect of imnadequacy
cannot become Apparent

as long as the fund is increasing. Insurance
contracts are

| essentially long term contracts involving accumulation of
funds which always increase with increasing flow of business and may
make a lay man believe that increasing funds are always an indication of
the growth and prosperity of the insurer. It is unfortunately not the
Increase that 1s the index of prosperity but it is the rate of increase that
gives the real position of the insurer. If the rate of increase 1s not as
anticipated and if the premiums are not adequate. then in spite of
increasing funds the insurer mayv be heading towards a disaster.



