“CAPITALIZATION-WHAT IS
ADEQUATE FOR INSURANCE
COMPANIES?”

INTRODUCTION:
Following the Central Bank of Ghana raising the
minimum capital of Universal Banks from GHC120
Million(US$24 Million) to GHC400 Million(US$80
Million) with its consequential loss of Universal
Bank operating licences and, in some cases,
downgrading to Savings and Loans Companies
status, of some banks,

cont’d

The National Insurance Commission(NIC), the
Regulator of the Ghanaian Insurance Industry, has
signaled its intention at various engagements
with key stakeholders in the industry to raise the
existing minimum capital to different levels for
different categories of players, as indicated under:
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EXISTING/CURRENT
INTENDED/PROPOSED
GHS’Million(US$Million) GHS’Million(US$’Million)
COMPANIES
Insurance :
Reinsurance :
Insurance Brokers :
Reinsurance Brokers:

GHS15.0(US$3.0)
GHS45.0(US$9.0)
GHS0.3(US$0.06)
GHS1.0(US$0.20)

GHS30.0(US$6.0)
GHS145.0(US$29.0)
GHS0.5(US$0.10)
GHS1.0(US$0.20)

Cont’d
Please, note* Insurance Companies are to meet the Intended/Proposed
Minimum Capital Requirement in instalments: GHS30 Million(US$6
Million) by end of 2019; GHS50 Million by end of 2020.

NIC’s REASONS FOR THE INTENDED/ PROPOSED MCR INCREASE.
Among NIC’s reasons advanced for the new capital requirement are:
 Profitability
 Growth of Premium across the Ghanaian economy
 Raise Barrier to Entry.
 Enhancing local capacity to write higher risk, eg, Oil/Gas, Mining.
Constrained by time,I shall attempt to address some of the reasons.

Responses cont’d:
 Profitability:
An insurer’s profitability depends on prudent underwriting, product
pricing(premium rating), efficient management and control of operating
expenses, and its investment portfolio.
With regard to premium, NIC has its own tariffs which insurers have
to comply with. If insurers are to focus on profit expectation, then tariff
increases over which insurers have no control becomes inevitable.
Needless to say, the banks have the liberty to price their loans and advances,
and other products, taking cognizance of their average cost of funds. Insurers
do not have that space.

Responses cont’d.
Clearly, the alternative will be for insurers to invest shareholders idle
capital in Government of Ghana (GoG) Treasury instruments, which an
insurer’s shareholders could have done at no cost, and no risk borne.
Besides, NIC has used improved Return on Equity(ROE) as a profitability
measure. The question is : If Capital is going to increase by 233.33
percent, without more than a corresponding increase in profits, will
ROE not decline exponentially? Your guess is as good as mine.

Responses cont’d
Assuming, without admitting, that increase in Capital will increase
profits, one should not lose sight that investors, given their risk
appetite, have different investment objectives. Broadly, these are:
• Income. That is Interest,or Dividend.
• Capital Appreciation.
• Safety of Investment/Principal, or
• Inheritance.
These objectives influence the size of their investments also.
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Investors’ objectives in their investment decision, vis-à-vis their risk
appetite, determine the securities, or industry, in which they invest and
the quantum of investment in each case.

Responses cont’d:
Growth in Premium:
NIC has not been able to demonstrate the correlation between MCR
increase and Premium growth.
I must say, without any fear of contradiction, that insurance
penetration, or premium generated as a percentage of GDP, depends
largely on insurance awareness, as well as levels of income of the
populace. Where a significant number of the people are not
knowledgeable about the benefits of insurance, what will increase in
MCR mean to them?

It is worthy to note that the minimum capital requirement in South
Africa and Morocco are the USA Dollar equivalent of GHC5m and
GHC4m in Mauritius. Respectively, insurance penetration in these
countries are 16%, 6% and 3.1%, far above Ghana’s 1.62%. Clearly,
insurance premium growth is influenced by factors other than the size
of capital.

Responses cont’d
As regards income levels amongst the populace, it is common knowledge
that the average Ghanaian’s consumption is greater than their income. In the
circumstances, they have to finance the deficit. What is insurance to the
person who is a deficit-spending entity. Anyway, does such a person have any
insurable interest pertaining to tangible assets? Such people live at the
mercy of God, their creator.
Not only that, most Ghanaians are not aware of the legal rights to bring
action against professionals for negligence, which could force them to buy
Professional Indemnity Insurance.
Raising Barrier to Entry:
The barrier expected to be raised will block prospective Ghanaian Investors

Responses cont’d
from entering the insurance industry. Foreign investors, in most cases
fronted by unpatriotic Ghanaians, will be the beneficiaries- they will
invade the insurance industry space with ease. The consequences will
be:
o Profit repatriation with consequential effects being
o Absence of investible funds to grow the economy and create jobs
and increase incomes through their multiplier effects, and
o Exchange rate depreciation of the local currency against the major
foreign currencies.
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Rather, for existing Ghanaian owned insurance companies, there is
going to be exits.
Consequently, there is the potential for an oligopoly market to be
created with its concomitant decorrelation between the value of risks
covered and their pricing. With the potential exploitation of insurance
clientele, actual and prospective, a decline in the already low insurance
penetration rate can be predicted.

INSURANCE AND REINSURANCE BROKERS:
I am at a loss trying to figure out what the rationale is.
I am not too clear about the risks Insurance and Reinsurance brokers
bear which require them to increase their minimum capital. Do
Insurance Brokers in Ghana hold funds, or other assets, for their clients
as done in the UK, for example? Forgive me, if I am being naïve, or
displaying crass ignorance.

A CASE FOR MINIMUM CAPITAL:
Admittedly, minimum capital is required for the following reasons:
 To offer security to policyholders
 To assure clients, existing and prospective, of the insurer’s ability to
deliver on the insurance contract, in case the loss insured against
crystalizes.
 To provide a buffer against unanticipated losses
 To enable the insurer operate uninterrupted, in the event of
challenges whilst addressing those challenges
 To assure employees of their job security
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WHAT LEVEL OF CAPITAL IS ADEQUATE?
While acknowledging NIC’s power and authority to set MCR,in my humble view, the
way to go is not the proposed MCR. Rather, the Risk-Based Capital(RBC) focused
approach will be more equitable. This approach reflects the relevant risks that
individual insurance companies face. It takes account of an insurer’s assets mix,
insurance risks and business risks, generally. This approach means that the amount
of capital required will not be a ‘one size fits all’. Investors’capital injection depends
on their risk appetite and the risk-return trade-off.
RBC is a method of measuring the minimum amount of capital appropriate for an
insurance company to support its business operations, having regard to its size and
risk profile. It requires the company with a higher amount of risk to hold a higher
amount of capital.

The RBC approach will fall in line with international best practice and
standards as established by the National Association of Insurance
Commissioners(USA), Monetary Authority of Singapore(MAS), and
similar authorities in the UK and elsewhere in Europe, generally.

THE WAY FORWARD:
I humbly propose the following:
 NIC in collaboration with The Society of Actuaries and other key industry
players and experts will find a scientific basis in the same way as has been
done in the various Federal States in the United States of America, the
United Kingdom, Singapore, South Africa and elsewhere, to determine the
Risk-Based minimum capital required.
 The determination must consider, among others, all categories of risks
appertaining to an industry player. Risk factors for each risk category
should be scientifically determined,in this regard.
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 Strengthen corporate governance
 Reinforce the current solvency framework with RBC approach

CONCLUSION:
The NIC Intended/Proposed Minimum Capital fails to address pertinent
issues attendant to investor decisions, premium growth, economic
implications, and does not have a scientific basis for its determination, apart
from ignoring the risk profile of industry players. Collaborating with key
industry players to address the issue of MCR, taking cognizance of Capital
Adequacy and relevant issues that include the ability of an insurer to absorb
either losses, or a decline in the market value of its investments; return on
investments; relative size of operating expenses,and liquidity of assets
portfolio, is the way to go. Thus, an equitable RBC,Capital Adequacy and
Target Capital Range will be determined for each industry player.
Certainly, there cannot be one ‘’Adequate Capital” for all.

