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’ Introduction

Employee Benefits

. fy \
Termination LU
\\ ,,

Defined Contribution (DC)

Fixed Formulae
based Benefits

Unknown cost for
employer

Majority financial
risk borne by the
employer

Fixed
contributions

No benefit
guarantee
Known cost for
employer
Majority financial
risk borne by the
employee




’Actuarial Valuation of Employee Benefits

Leave Provisions as per Shops Establishment Act

Para 70 of AS 15/ Para 72 of Ind AS 19 2 Gratuity Provision even service
less than 5 years

AS 15 & Ind AS 19 - Provision as per Projected Unit Credit Method

sy Detailed Disclosure to Notes to Accounts




KAP INSIGHTS
COVID-19 & THE IMPACT
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> Impact of COVID -19 on Employee Benefits

The analysis conducted:
A FY 2019 v/s FY 2020 - Q1
A FY 2019 v/s FY 2020 - H1

A FY 2019 v/s FY 2020 - 9M

Between 550,000 and 650,000 employees



> Pattern of Leavers and New Joinees

Attrition Rate as percentage of opening members
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Reduction in attrition over the first 2 quarters, 3™ quarter slightly higher attrition.




> Pattern of Leavers and New Joinees

New Joinees as percentage of opening members
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Fewer New Joinees in the current year compared with 2019, slightly improved in Q3.




> Pattern on Salary Movement

% of Members getting Increase in Salary
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Significantly few members received any salary increment till H1. This gap has reduced by Q3 end.




> Pattern on Accumulated Leave Days

Increase Iin Leave Days
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Over 80% of employees having an increase in accumulated leave balances in 2020,
up from 70% in 2019
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THE CODE ON
SOCIAL SECURITY, 2020



The Code on Social Security, 2020

The Employees' State Insurance Act, 1948
The Employees' Provident Funds and Miscellaneous Provisions Act, 1952
The Employment Exchanges (Compulsory Notification of Vacancies) Act, 1959

The Code

The Maternity Benefit Act, 1961 on Social
Security,
2020

The Cine -Workers Welfare Fund Act, 1981

Construction Wor ke

The Unorganised Workers Social Security Act, 2008




’KeyChanges -Chapter V nGratul

Minimum Vesting
criteria relaxed from 5
years to 3 years for
Gratuity Eligibility

Fixed Term
Employment

Applicable

Working
Salary

Journalist

Definition updated
from Basic + DA to
- Wages®

No Minimum vesting
criteria




Total
Remuneration

Less : :
Social Security

SalaEtonE Code, Section 2(88)

The specified exclusions, however may not exceed 50 percent of all remuneration, and in the event of
exceeding, such excess amount will be added in "wages"
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’ About the study

1,000+ companies in 2020

2016-2020




> Basic to Gross Ratios 1 Year on Year

Year Less than 25% | From 26% to 35% From 36% to 49% From 50% to 65%

2020 3% 16% 49% 32%
2019 4% 15% 48% 33%
PAONRS 3% 19% 48% 30%
2017 4% 18% 48% 30%
2016 2% 17% 49% 32%
—
Percentage of companies with the following Basic to Gross Ratios
Companies may face an increase I n t InterU?eC![Z:ion
if current ratio is 40% the deemed wages would increase by 25%. p#2




> Basic to Gross Ratios 1 Industry Wise
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Impact of Social Security Code on Gratuity
¥ Provisions 1 Macro level

Gratuity Defined Apbrox. Percentage
Sector Benefit Obligation at PP ir;crease J
31.03.2020 (INR Cr)
Information Technology 435 49%
Grand Total 3,355 36% in 2020

While calculating the above increase in Gratuity liability, we have considered change only in applicable wages and have kept other
vari able such as data, actuarial assumptions, and sche@3@e20constant

21
s



Impact of Social Security Code on Gratuity
Provisions 1 Salary Definition

Example Valuation Assumptions
A Monthly Basic +DA: INR 200,000 A Financial Assumptions

o Discount Rate : 8.00% p.a.
A Monthly Wages (SSC): INR 250,000 o Salary Escalation : 6.00% p.a.
A Age: 42 years A Demographic Assumptions

o Mortality Rate 1 IALM (2006-08)
A Service: 15 years o Attrition Rate i 10.00% p.a.
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Impact of Social Security Code on Gratuity
Provisions 1 Salary Definition

Salary and Liability with maximum ceiling Salary and Liability without maximum ceiling
2,500,000 2,500,000
c\o 2,163,462
»\6°I° 2,000,000 ‘.{9 o
2,000,000 Pl 2,000,000 ¢g 1,902,893
1,730,769 1,730,769 Vv
o 0/ a4 1,522,314
Z 0 1) 1
£ 1,500,000 A/. £ 1,500,000
Z 1211 42 1,256,922 2
= eoTe =
z Z
3 3
2 1,000,000 2 1,000,000
< <
500,000 500,000
Discontinuance Liability Projected Benefit Obligation Discontinuance Liability Projected Benefit Obligation
B Monthly Salary: INR 200,000 Monthly Salary: INR 250,000 B Monthly Salary: INR 200,000 Monthly Salary: INR 250,000

Impact 2 Past service cost / Actuarial Loss?




Impacts of Wages Definition on
Other Benefits

Leave encashment impact depends on
The Shops and Establishment Act in respective states

Will be pertinent to see if NPS contribution
tax allowances and salary definition may change




Actuarial Valuation Assumptions
Analysis and Impact



Source 2 FBIL (mostly used by RBI regulated entities)

e - FIl XxXed I ncome Securities® tab under —_——

Select required date in from and to, download G  -sec excel file

e GO0 to sheet >>Par -Yield. We need to select annualized rates.




’ Discount Rate Trend

Annualised Par Yields on G. Secs

— (www.fimmda.org with prices/yields published by FBIL)
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’Salary Escalation & Attrition Rate

e ASSumption analysis at regular intervals

Short term/ long term

Service Specific/ Age Specific




> Attrition Rate 1 Analysis Results

Service Specific -Attrition Rate p.a. — Age Specific -Attrition Rate p.a.
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Attrition rate lower for employees with lower service,
Attrition rate high at the younger ages.




’While In Service Leave Avallment Rate

Should be valued on CTC

Can be based on past trend and allow for future outlook

(Leave Availed - Leave Credited)/Opening Leave Balance

(Applicable only when availed days are greater than the current leave credited, else availment rate is 0%)

Alternative method - (Closing Leave Balance 2 Opening Leaves Balance)/
Opening Leaves Balance




’I\/Iortality Rate : Pre -Retirement

Comparison of Mortality Rates over IALM 2006-08 and 2012-14

over ages 18-65
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’I\/Iortality Rate : Post -Retirement

Comparison of Mortality Rates over IALM 2006-08 and

IAMT 2012-15 over ages 60 and above
100%

Indian Assured
Lives Mortality
80% 2006-08 Ultimate

60%

Indian Individual
400 An nu I t an
Mortality Table
(2012-15)

Mortality Rate (%)

20%

0% l

60 70 80 90 100 110 All Genders

Age Effective From 18t April, 2021
Longevity increase by 2.61
years at age 60 years

To To o

IALM 2006-08 ====|AMT 2012-15

32
- ..




25.00

20.00

=
o
o
o

Longevity Years

o
o
o
o

5.00

60

70

80 90
Age

IALM 2006-08 ====|AMT 2012-15

’I\/Iortality Rate : Post -Retirement

Comparison of Longevity (Life Expectancy)
IALM 2006-08 and IAMT 2012-15 over ages 60 and above
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Actuarial Valuation
Calculation Example



’ Actuarial Valuation Method

Based on
projected
e salary
Based on past Obligation - -
service -
V- Vg
2 ”

cual .
ACC Discountedto

valuationdate

a0 50 60
IS B R SR ' ()
Joins Current Retires

company

Obligation = Projected Benefit x Probability x Discounting

Calculated for each:
A Type of benefit payment
A Projected year till retirement age
A Employee




’ Actuarial Valuation Calculation Example

Example Valuation Assumptions
A Monthly Eligible Salary: INR 85,000 A Financial Assumptions
o Discount Rate : 8.00% p.a.
A Age: 32 years o Salary Escalation : 6.00% p.a.
A Service: 2 years A Demographic Assumptions

o Mortality Rate 1 IALM (2006-08)
0 Attrition Rate 1 10.00% p.a.

Accrued Amount = 15/26*2*85,000 capped at INR 20 Lakhs = INR 98,077
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