Volume III, No. 12

Jourﬂal

NOVEMBER 2005

w h AT

T




Volume 11, Mo 12

== Journa

NOVEMBER 200%

Editorial Board:
C.S.Rao

PA. Balasubramanian
S.V. Mony

K.N. Bhandari

A.P. Kurian

Nick Taket

Ashvin Parekh
Nimish Parekh
Hasmukh Shah

A.K. Venkat Subramaniam
Prof. R.Vaidyanathan

Editor:

K. Nitya Kalyani
Hindi Correspondent:
Sanjeev Kumar Jain

Design concept & Production:
Imageads Services Private Limited

Printed by P. Narendra and
published by C.S.Rao on behalf of
Insurance Regulatory and Development Authority.

Editor: K. Nitya Kalyani

Printed at Pragati Offset Pvt. Ltd.
17, Red Hills, Hyderabad 500 004
and published from

Parisrama Bhavanam, III Floor
5-9-58/B, Basheer Bagh
Hyderabad 500 004

Phone: 5582 0964, 5578 9768

Fax: 91-040-5582 3334

e-mail: irdajournal@irdaonline.org

© 2005 Insurance Regulatory and Development Authority.
Please reproduce with due permission.

Unless explicitly stated the information and views published in
this Journal may not be construed as those of the Insurance
Regulatory and Development Authority.




) /[

Political independence, a democratic frame-work
and accelerated economic development have been
the theme of the Indian independence movement.
While we have largely succeeded in achieving the
first two goals, rapid economic development had
eluded us for a long time. Itis only in the last two
decades of the last century that we managed to
achieve sustained economic development at a
reasonable level. We have witnessed a
commendable growth in the GDP for more than ten
years. This was the result of a series of reforms
initiated and successfully competed in the areas of
administration, economic policy and fiscal
management.

The policymakers are aware that the health of
the Nation cannot be judged by the growth in GDP
alone. Instances are not wanting where the fruits
of development benefitted only some sections of the
population. It is not uncommon to see the poor
remain poor in spite of rapid economic development
at the national level. To take care of this
contingency the planners have, in the last thirty
years, laid special emphasis on devising schemes
whose purpose was to target specific sections of the
population and ensure that they are drawn into the
mainstream of economic progress. In this edition
of the Journal we take a look at some of the social

security schemes which form part of the insurance
schemes introduced at different points of time.

We also have for you investment statistics of
the Life and Non-Life industries as at the end of
the last financial year. The figures show the steady
accumulation of investment assets by the industry.
It is the earnings from this portfolio which pays
claims and provides surpluses to be shared by the
policyholders and shareholders.

With this issue, the Journal would be completing
three years of its existence. During this period we
have received valuable inputs from readers from
different walks of life. We hope that this support
will continue in the future since the publication is
meant to serve as a communication channel
between the Regulator, the regulated and the
policyholders, who are the ultimate beneficiaries.

The next issue of the Journal, our third annual
special issue, is about a topic we keep coming back
to namely, Consumer Protection. We plan to bring
you the legal framework and systems that other
financial regulators have created for consumer
protection and also look analytically at our own to
identify areas where we can enhance the protection
to the consumer.

¢S

C.S.RAO




. The Safety Net
]28 ] Jé K.Nitya Kalyani

Vantage Point - K. Nitya Kalyani

ForaHealthy Society

Statistics - Life Insurance

Some Settied, Some Not Quite
Gnanasundaram Krishnamurthy

ThTAEH FT G2

Follow Through

SSTIRGEN

o o e Specific Repliesto
Specific Queries

George E.Thomas
Statistics - Non-Life Insurance

News Briefs

Two Sides ofaGoin




LETTER FROM THE EDITOR

758 CSa/e/y Nef

Human beings try constantly to establish and protect their financial situation and security.
This universal need is reflected in the activities of investment and insurance. It is to provide
some level of such protection across the population that countries endeavour so that economic
growth may be sustainable — so that more may contribute to it — and its fruits shared more
widely.

In this issue we bring you an overview of the social security schemes that have been available in
the country and an idea of their scope. We also have Ms. K. G. P. L. Ramadevi proposing her ideal
of social health insurance, another layer of social protection that will preserve and enhance the
quality of life for the underprivileged.

It is half yearly results time and we have for you the much awaited business figures of Life and
Non-Life companies up to the end of September 2005. We also have the investment statistics for
the two industries as at March 31, 2005 and look at some trends over the last three years and
ponder developments.

With this issue IRDA Journal completes three years of existence. It's time to thank all of you
who have enthusiastically welcomed the idea of such a communication platform and observed its
journey, encouraging us with your enthusiasm and inputs. We have benefited immensely from
the various suggestions and criticism you have taken the time to convey to us and earnestly
request you to continue to do so. The best way to reach us is to e-mail irdajournal@irdaonline.org.
As we continue our journey we would like to hear more from you on what you want to see in this
publication to enhance your professional work.

The next issue is our special annual issue — our third one. We propose to profile the customer
protection framework and mechanisms that the different financial service industries have put in
place, including the insurance industry. We are sure that studying what others do will give us
ideas and insights into what we could do better in this vital area.

K. Nitya Kalyani




VANTAGE POINT

Consumer Power

As with all things, consumer protection has a lot to do with seeking and applying information says K. Nitya Kalyani,
adding that the system has the responsibility to disseminate sufficient and appropriate information and to
protect the consumers if the service providers fail.

About a decade ago when | was covering
the financial services industries for a
business daily, a banker told me
something that rings true all the time.
“The consumer,” he said, while
discussing non-banking finance company
failures and stock market volatility,
“cannot be protected. He can only be

educated.”

As with many things, in being a
customer too information is power. It can
protect you by warning you off risky
investments, or raise your awareness
levels so that you are equipped to assess
the risks and your ability to bear the
potential loss.

If after all this you face fraud or poor
service, information and knowledge can
help you to take remedial measures. But
then there is a great drawback to using
education as a means to customer
protection —and that is that it is entirely
a voluntary thing!

Most customers, and | include
myself, arm ourselves pretty poorly with

information before making a purchase.
This is marked when we buy financial
products. This seems to be because of a
perceived inability to understand their
complexities, an emotional approach to
investments — hope, greed, denial and
even fantasy! And last but not the least,
seller pressure.

Consumer information is available
in plenty before the sale. Not all of it is
automatic or sufficiently revealing.
Especially when it comes to point of sale
information there is misinformation
both of and by the agent in equal
measures that come into play. It is the
buyer who pays for all these shortfalls
though.

If information about the nature of
insurance schemes and product
information is the key to protecting a
customer and helping him choose the
best product for himself, then a proper
selling procedure is critical in avoiding
mis-selling. The level of training and
knowledge of the selling intermediary,
his motivations and remuneration all

play a part in choosing the right product
at the right time.

It is after these stages — and these
protections — that consumer protection
comes in. At this stage the product is
bought and found to be ineffective or
useless. Or the service provider does not
perform up to standards and according
to norms or as the customer expected
him to.

It is at this stage that consumer
protection forums come into the picture.
If there is fraud, then the Laws and
Regulations step in to offer protection
to the consumer.

In the next issue of IRDA Journal
— our third annual issue — the special
theme is consumer protection. We will
look at all the above aspects of
protecting the consumer. The idea is to
look also at the legal framework and
systems that other financial regulators
have created for consumer protection so
that we can analyse where we in the
insurance industry stand and identify
areas for improvement.

Protecting

the

CUSTOMER




General Insurance Council gets New Chairman

IRDA has announced on October 11, 2005 through an
Order that its new Member (Non-Life), Mr. K. K. Srinivasan
is appointed as Chairman of the General Insurance Council
with immediate effect. The Order reads as follows:

In terms of Section 64(2)(a) of the Insurance Act, 1938,
the Authority appoints Mr. K. K. Srinivasan,
Member (Non-Life), IRDA as the Chairman in place of
Mr. Mathew Verghese, who superannuated from the
services of IRDA and Mr. P. C. James, Executive Director of
IRDA as a Member on the Executive Committee of the
General Insurance Council.

This Order will come into force with immediate effect.

Sd/-

(C.S. Rao)
Chairman

IRDA Shifts Surveyors Department to Hyderabad

IRDA has announced the shifting of its surveyors
department from New Delhi to Hyderabad with effect from
October 24, 2005. The circular reads as follows:

It is hereby informed that the surveyors department of
the Insurance Regulatory and development Authority
(IRDA), hitherto functioning from its office at New Delhi —
1st Floor, Gate No: 3, ‘Jeevan Tara' building,
5, Parliament Street, New Delhi- 110 001 (Phone:
011- 23747648; Fax- 011- 23747650 ) is being shifted to
Hyderabad at Parishram Bhavan, 5th Floor, Basheerbagh,
Hyderabad: 500 004 (Phones: 91-040-55820964/91-040-
55789768; Fax:91-040-55823334 E-mail: irauth@vsnl.com;
Web: www.irdaindia.org ) w.e.f 24th October, 2005.

All applications/correspondence to the surveyors
department of IRDA are, henceforth, to be sent to the
aforementioned address at Hyderabad. Wherever Demand
Drafts are to be drawn in favour of the Insurance
Regulatory and Development Authority, they shall be
made payable at Hyderabad.

Sd/-
(C.S. Rao)
Chairman

IN THE AIR

IRDA’s Designations under Right to Information
Act, 2005

IRDA has designated a Central Public Information
Officer and an Appellate Authority under the Right to
Information Act, 2005. The Order dated October 27, 2005
reads as follows:

Re : Designating “Central Public Information Officer”
and “Appellate Authority” under Right to Information Act,
2005

The Right to Information Act, 2005 has since been
notified and has come into force with effect from 13.10.2005.

In terms of Section 5 (1) of the Right to Information Act,
2005 Mrs. V. Vedakumari, Executive Director (Admn) is
hereby designated as “Central Public Information Officer”
for the Authority and in terms of Section 19 (1) of the said
Act, Mr. C. R. Muralidharan, Member (Inv) is hereby
designated as the “Appellate Authority” to discharge the
functions assigned under the Act.

This will be in addition to their normal duties.

Sd/-
(C.S. Rao)
Chairman

IRDA Warning Regarding Brokers’ Code of Conduct

IRDA has issued a circular dated 11th October, 2005 to
the Principal Officers of licensed Insurance Brokers
regarding certain violations of the code of conduct noticed
in the market. The circular reads as follows:

Sub: Code of Conduct

It has come to the notice of this office that certain foreign
brokers not licensed in India, are entering into
arrangements with brokers licensed in India, to service
accounts influenced to the Indian broker by the foreign
broker in consideration for a share of the brokerage earned
on such account.

Such an arrangement is a clear violation of para 3(b) of
the Code of Conduct under Regulation 21 of the IRDA
(Insurance Brokers) Regulations, 2002. Any broker who has
entered into such an arrangement would be committing a
breach of Para 3 of the Code of Conduct.

If you have entered into any such arrangements, you are
advised to provide full particulars to this office and also to
take immediate steps to terminate such arrangement.

Please acknowledge receipt of this circular and confirm
compliance with the Regulations.

Sd/-
(C. S. Rao)
Chairman

irda Journal, November 2005
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STATISTICS - INVESTMENTS

| nvesment Portfalio: Life

- March, 31, 2005 with compar ativefigures

G.V.Rao

The life insurance sector has raised the
total investments of its funds to a massive
Rs. 4,28,452 crore, as at March 31, 2005,
from the previously held Rs. 3,52,624 crore,
as at March 31, 2004. The annual quantum
accretion in the growth of its invested funds
of Rs. 75,828 crore (21.5 per cent) is highly
impressive. The Life Insurance Corporation
of India (LIC) alone has chipped in with an
accretion of Rs. 70,330 crore to this huge
increase, with the new players adding their
bit with an accretion of Rs. 5,498 crore.

But yet this record falls short of the
one achieved in the previous year 2003-04
that saw the overall invested funds grow
by over Rs. 91,000 crore: from Rs.2,61,000
crore to Rs. 3,52,600 crore. The contribution
of LIC to this increase was over Rs. 89,000
crore. Viewed in this context, of
comparative quantum of annual accretions,
the performance on accretion front, in
2004-05 leaves one with a question of why
this sector did not in 2004-05 excel its own
record of the previous year?

But judged on its exclusive merit, a
growth of Rs. 75,828 crore in invested
funds is truly a remarkable achievement.
That in a span of two years the life
insurance sector has been able to
mobilise funds of over Rs. 1,67,000 crore,
post-liberalisation, only highlights the
market dynamism that has gripped it
right now. The significant contribution
of LIC to it of over Rs. 1,59,000 crore
needs special mention.

LIC and the rest

The share of LIC that was 99 per cent
of the total invested in 2002-03 had dipped
slightly to 98.6 per cent in 2003-04 that
has now further dipped to 97.6 per cent
in 2004-05. In terms of per centage
contribution, LIC has contributed 93 per
cent to the accretion in 2004-05. With its
share of invested funds at over
Rs. 4,18,000 crore out of the total invested
funds of Rs. 4,28,000 crore of the industry
as at March 31, 2005, it stands out as the
tallest by far among the current players.

Among the new players, ICICI stands
foremost with invested funds of over
Rs. 3,470 crore, leaving Birla SunL.ife next
at Rs. 1,296 crore and SBI Life coming in
at third position with over Rs. 1,000 crore.
The rest of the new players have invested
funds of less than Rs. 1,000 crore each.

The new players as at March 31, 2004
had invested funds of Rs. 4,665 crore that
has now gone up to Rs. 10,163 crore as at
March 31, 2005. The contribution from
the new players seems to be picking up
momentum.

Sectoral distribution of invested
funds

The Life funds of the life insurance
industry, as at March 31, 2005, stood at
over Rs. 3,66,220 crore (Rs. 3,07,309 crore
last year), with Group funds at Rs. 42,680
crore (Rs. 34,075 crore), with Pension and
general annuity funds at Rs. 12,023 crore
(Rs. 9,552 crore) and Unit linked funds at
Rs. 7,528 crore (Rs. 1,688 crore).
Cumulatively the funds, as at March 31,

SECTORAL INVESTMENT BY NON-LIFE INSURERS AS AT MARCH 31, 2005

LIFE FUND (Rs.Crores)

PENSION AND GENERAL ANNUITY

STATE 6OVT INVESTMENT |
SECURITIES AND  INFRASTRUCTURE |~ SUBLECTTO | ik TPAN PIAD OER VROVED|
INSURER | CENTRAL GOVT | QTHER APPROVED |/ goja APPROVED T0TAL CENTRAL GOVT
SECURITIES SECURITIES EXPOSURE | \\vestmenTs | (LFEFUND) | secummmies  [SECURITIES INCLUDING
INCLUDING CEnTRaL|  SECTOR NORMS CENTRAL GOVT
(OTAY)
GOVT SECURITIES (INCL. OTAI) SECURITIES

PUBLICSECTOR | 31/3/04]  3173/05 | 31/3/04] 3173/05 | 3173/08] 31/3/05| 31/3/04] 31/3/05| 31/3/04] 3173705 3173704 3173705 (31/3/04] 3173005 | 3173704 | 3173705
LIC 14312627 16771886 | 17291776 | 20690687 | 3814094| 4466040| 9337818| 10986160 1669350 | 2611198(3,04,436.88 36142887( 521968 565077 713186 908336
TOTAL (A) 1,43,126.27)1,67,718.86 1,72,917.7¢ 2,06,906.8738,140.9444,660.4093,378.18[1,09,861.60016,693.50 {26,111.98 3,04,436.88(3,61,428.87(5,219.68 | 5,650.77 | 7,131.86 | 9,083.36
PRIVATE SECTOR

HDFC STD 18186 28629 18949 28629 5784 8580 5791 108.67 1806 19.68 305.43 48077 86.79 1737 86.79 1731
MAX 207 10909 16894 31567 136 89.08 315 3162 122 1506 241.85 43637 042 281 178 1290
1CICI PRU 38225 55282 38225 55282 10458 159.04 1741 25877 5500 7582 658.45 97063 91.10 187 91.10 12187
BIRLA SUN 7055 84.73 7703 11075 2843 3174 3492 7758 218 95% 140.38 17006 006 006
TATA-AIG LIFE 17878 NI 17878 kIRl 3480 64.66 707 1619 13 220.65 3976 4N 525 4N 5825
OM KOTAK 66.78 10811 66.78 11310 2769 4692 3896 4064 073 133.43 20067 330 83 330 823
SBI LIFE .34 587.78 M.34 59278 6209 15526 9442 1286 3050 8846 367.84 96089 1193 %36 1193 6037
ALLIANZ BAJAI 14137 23567 14137 23567 4627 7402 3427 7259 2089 21.9 38228 YIS 713 yIS] 713
METLIFE 6906 10151 6906 10151 2582 3005 531 2563 179 1334 120.18 157.18 021 0
AMP SANMAR 5823 6354 58,88 6530 159 2% 2385 047 1207 658 98.69 1on 527 2787 57 2187
ING VYSYA 3768 13291 3768 1329 1568 4663 219 61.69 o4 1430 75.28 MmN

AVIVA LIFE 7899 7970 7899 7970 2965 02 3601 3504 019 144.65 14495

SAHARA LIFE 60.19 6047 11509 10290 573 2427 047 1532 360 001 143.29 14248 006 006
TOTAL (B) 1,539.25| 2,714.53 | 1,775.88 | 3,001.31 [ 495.90{ 860.61) 600.25| 929.07| 152.13| 265.75| 2,872.03| 4,790.98| 225.35| 399.22 226.71 | 414.32
TOTAL (A+B) [1,44,665.52|1,70,433.391,74,693.6412,09,908.18 38,636.8445,521.01(93,978.43[1,10,790.66]1 6,845.63 26,377.73 3,07,308.91(3,66,219.855,445.03 | 6,049.99 | 7,358.57 | 9,497.68

* Negative figure is the reported Net Current Assets.



2005 are: Rs. 4,28,452 crore (Rs. 3,52,624
crore last year).

To the increase in the Life funds of
Rs. 58,911 crore, LIC has contributed
Rs. 56,992 crore. To the increase in Group
funds of Rs. 8,605 crore, LIC has
contributed Rs. 8,571 crore. To the increase
in the Pension fund of Rs. 2,472 crore, LIC
has contributed Rs. 2,218 crore. But in
respect of the increase in the Unit-linked
funds of Rs. 5,840 crore, LIC has
contributed only Rs2, 549 crore, leaving the
new players to chip in Rs. 3,291 crore. ICICI,
alone, among the new players, has chipped
in Rs. 1,557 crore. Birla ranks next with
Rs. 651 crore.

Pattern of investment

Out of the total invested funds at March
31, 2005 of Rs. 4,28,000 crore, government
securities have absorbed about Rs. 2,52,000
crore (59 per cent), the market securities
about Rs. 1,30,000 crore (30 per cent); the
balance of investments of about 11 per cent
are held in infrastructure sector. The per
centage of invested funds in each sector
has remained about the same as in the
previous year.

The new players, while generally
fulfilling the regulations laid down for
investments, have shown a preference for
investment in market securities, as their
business growth perhaps was in the unit-
linked policies. Their unit-linked life funds
have risen in 2004-05 by Rs. 3,290 crore,
while for LIC the growth was only Rs. 2,560
crore. The total unit linked funds of LIC
was Rs. 2,769 crore, while for the new
players it was Rs. 4,769 crore.

The accretion of invested funds have
come from: Life funds by about Rs. 58,911
crore, Group funds by Rs. 8,605 crore, Unit-
linked funds by Rs. 5,840 crore and Pension
and Annuity funds by Rs. 2,472 crore
totaling Rs. 75,828 crore.

The dominant contribution of LIC to
the above accretion is: Rs. 56,992 crore to
the Life fund, Rs. 8,571 crore to the Group
fund, Rs. 2,549 crore to the Unit linked
funds and Rs. 2,218 crore to the Pension
and Annuity funds.

Final word

The growth in the invested funds of
the life insurance sector from about
Rs. 2,60,000 crore in 2002-03 to about
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Rs. 4,28,000 crore in 2004-05 is a superb
achievement of the moves of liberalisation
and the market friendly regulation. It has
shown the bristling dynamism of the life
insurance sector in India. With the
national economy in high gear and the
new players ever competitive, the future
of the life insurance business seems to
possess limitless possibilities.

The contribution of LIC to life
insurance business in India and to the
national economy has been outstanding
till now. Their role in the share of invested
funds shows it up. To keep its momentum
going, in a competitive environment, it
has to go back to basics, and once again
take up its earlier pioneering role of
widening the net with more innovative
products and at affordable prices; not to
amass premium alone but to ensure that
even poor lives can realise the benefits of
financial security that a life cover provides.
LIC’s experienced distribution channel
may perhaps hold the key for it.

The author is retired CMD,
The Oriental Insurance Company Ltd.

FUND (Rs. Crores) GROUP EXCLUDING GROUP PENSION AND ANNUITY FUND (Rs. Crores) UNIT LINKED FUND (Rs. Crores)
INVESTMENT SEELARE,ESVIND INVESTMENT .
SUBJECT T0 TOTAL | CENTRAL GOVT | qrueespproven | SUBJECTTO TOTAL OTHER | OTHER THAN | 7orp) (uNIT | TOTAL (ALL FUNDS)
EXPOSURE | (PENSION FUND)|  SECURITIES SECURITIES EXPOSURE (GROUP FUND) APPROVED APPROVED | |\nkpED FUND) (Rs. Crores)
NORMS INCLUDING CENTRAL  NORMS INVESTMENTS | INVESTMENTS
GOVT SECURITIES
31/3/04] 31/3/05| 31/3/04 ] 31/3/05 | 31/3/04] 31/3/05| 31/3/04] 31/3/05( 31/3/04]31/3/05 | 31/3/04] 31/3/05] 3173704 3173705 [31/3/04 [31/3/05 3173704 [ 31/3/05] 317304 3173705
211220) 237866(9,244.06| 1146203 1909704] 2503954 | 2575054| 3329731| 831778| 934211 (34,068.32| 4263942 20987 254787 21080| 209.87 | 275867 34795914 41828899
2,112.20(2,378.66(9,244.06 11,462.03 19,097.04(25,039.54(25,750.54(33,297.318,317.78(9,342.11 [34,068.32 42,639.42 | 209.87[2,547.87 210.80| 209.87 |2,758.67 8,47,959.144,18,268.99
1490 3454/ 101.68( 151.91 5562 28017 50| 1049 60.91 29067 46803 92335
033 113 211 14.03 027 145 114 681 0 04 1.35 125 01 033 04 4531 47809
3649 W77 127.59( 166.64 T0431| 18927 BBI7| 44089| 780.07 | 233716 156611 347443
0.06 191 104734 73| 7838| 474.62 | 11572 61500 129585
1568 1853 39.79| 76.78 1470 1470 1470 1275 7600 a8 12.75 8081 7319 56505
4% 513 7.54] 13.36 04 205 064 206 026 0.90 206 5354] 30475 357| 53.54 30833 19541 5440
34 1860) 15.41| 78.97 m 40 0 40 0n 657 1.92 1077 346 008 3% 386.18 105417
13 215 3.81 9.28 061 127 061 127 034 0.95 127 2860 33614 001 3310 128.61 3694 2528 76207
0.21 044 15 04 15 0.44 25 16 012 174 12063 161.66
45% 2258 983 50.45 2140 240 10852 18256
2081 7370 491 20.81 7861 9609 31983
039 076 039 206 019 080 0.57 285 459 12295 2% 18| 47.13 13113 19235 27893
0.06 002 00 002 14309 14256
81.06 147.43| 307.77| 561.75 456 26.97 5.43]  33.63 1.72 1.81 7.15|  41.43(1,367.50(4,183.91 | 110.93| 584.86(1,478.43 |4,768.77| 4,665.38 10,162.94
2,193.27(2,526.09(9,551.83 12,023.78 19,101.60(25,066.52(25,755.97(33,330.938,319.50(9,349.92 [34,075.47 42,680.85 1577.38(6,731.78 | 110.93] 795.661,688.31 |7,527.45(8,52,624.52/4,28,451.93
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| nvesment Portfolio: Genera

— March 31, 2005, with compar ativefigures

G.V.Rao

The growth in the asset funds for
investment by non-life insurers fell in
2004-05 over that of the previous year. The
growth in 2004-05 was about Rs 3,337 crore
as against about Rs. 3,740 crore in 2003-04.
The accretion of funds for investments fell
t0 9.8 per cent in 2004-05 against 12.3 per
cent in the previous year.

Pattern of funds deployment

The industry has persisted with its
strategy of investing a higher share in
government securities, the portfolio having
now gone up to 40 per cent, compared to
the statutory “not less than 30 per cent,” as
a safer place to park its assets. This is up
from the 36.4 per cent two years ago in
2002-03. The recent upward swings in the
stock market indices do not seem to have
made much of an impact on changing their
investment patterns. On the contrary, there
is a deliberate pruning of the share of
market securities, as described below.

The share of invested funds in market
securities subject to exposure norms is down
to 41.2 per cent in 2004-05 from the high

47.7 per cent in 2002-03, though
Regulations stipulate only that they should
not be higher than 55 per cent. Whatever
is happening on the investment front,
therefore, is the result of a deliberate policy
rather than regulation bound.

To reiterate, the Regulations require
that invested funds should not be less than
30 per cent in government securities,
whereas the industry holds 40 per centat a
time when the stock markets are booming.
Though the Regulations permit up to 55
per cent of invested funds to be in market
securities, its current share is about 41 per
cent overall.

Insurers surely cannot say that they
are hampered for lack of investment
opportunities to generate investment
income from the market, within the present
regulatory framework.

Why does the industry prefer its
investments to be more in government
securities? Is the current trend a considered
and well-thought out policy? When the
Regulations on the invested funds are

liberal enough, why is the industry fighting
shy of more market investments? What
criteria determine the investment policies
of each insurer? Do insurers have enough
in-house expertise to craft a more fruitful
investment policy?

Established players

The asset growth of the invested funds
of the five established non-life insurance
players shows a deceleration at the end of
fiscal 2004-05. The accretion in the
invested assets in 2003-04 was about
Rs. 2,634 crore (8.2 per cent growth);
whereas in the previous fiscal the accretion
in the invested funds was about Rs. 3,395
crore (11.2 per cent growth).

In almost all the key target sectors
spelt out in the Regulations for
investments, there have been lower
investments made than in the previous
year except in the loan sector. The
investments in government securities
have risen from 35.8 per cent in 2002-03
to 38.4 per cent in 2003-04, which has risen
further to 39.4 per cent in 2004-05.

SECTORAL INVESTMENT BY LIFE INSURERS AS AT MARCH 31, 2005

STATE GOVT SECURITIES LOANS TO HOUSING &
NAME OF THE INSURER CENTRAL AND OTHER APPROVED FIRE FIGHTING
GOVT SECURITIES SECURITIES INCLUDING EQUIPMENTS
CENTRAL GOVT SECURITIES

31-Mar-04 | 31-Mar-05 31-Mar-04 31-Mar-05 31-Mar-04 | 31-Mar-05

GIC of India 2,436.75 2,744.1766 3,210.94 3,848.9222 841.48 926.9623
New India 2,397.16 2,398.43 3,207.38 3,657.98 431.00 494.58
National 1,266.98 1,082.98 1,665.59 1,596.37 268.94 384.51
United India 1,683.82 | 1,584.6303 2,583.20 2,645.0448 356.26 321.336
Oriental 1,195.25 | 1,394.5171 1,722.47 1,976.8826 289.22 307.5443
Public Sector 8,979.96 9,204.73 12,389.58 13,725.20 2,186.90 2,434.93
Reliance 113.09 96.7006 113.09 96.7006 11.64 13.2209
Royal Sundaram 99.58 88.7903 102.35 98.9069 26.33 35.5899
IFFCO -Tokio 97.60 127.87 97.60 127.87 15.88 20.54
Tata AIG 145.33 206.5367 145.33 206.5367 21.51 26.1691
Bajaj Allianz 148.23 256.9 148.23 256.9 32.85 54.96
ICICI Lombard 102.46 160.112 147.92 227.4173 25.00 30.0054
CHNHB Association 2.79 3.9077 2.96 4.0699 0.80 0.8012
Cholamandalam MS 117.06 140.29 117.06 140.29 15.83 15.73
HDFC Chubb 91.11 80.35 91.11 80.35 10.57 15.43
Private Sector 917.26 1,161.46 965.65 1,239.04 160.42 212.45
Industry Total 9,897.22 10,366.19 13,355.23 14,964.24 2,347.32 2,647.38




There has been simultaneously a
decrease of invested funds in the market
investments subject to exposure norms
from 48.6 per cent in 2002-03 to 42 per cent
in 2004-05. This shift in the investment
pattern by the established players is
noteworthy, as it is expected that they are
more market savvy. One would have
thought the players would prefer the stock
market to utilise their funds more
productively in a boom period.

Their investment in the social sector
has, however, risen impressively from 8.8
per cent in 2002-03 to about 11.6 per cent in
2004-05 against the norm of not less than
10 per cent. So has their investment in the
loan sector that stands at seven per cent
against the stipulated minimum of five per
cent.

Among the established players, General
Insurance Corporation of India (GIC) has
added more than Rs. 1,000 crore to its
invested funds in 2004-05. In the previous
year, its accretion to funds was over
Rs. 1,370 crore. Over 31 per cent of
accretion to the industry’'s total funds in
2004-05 has come in from GIC alone.

Next ranks Oriental that adds Rs. 544
crore, followed by National with Rs. 487

crore, New India with Rs. 475 crore and
United India with the lowest at Rs. 83 crore.

New Players

The new players have added Rs. 703
crore in 2004-05 as against Rs. 344 crore in
the year before. Their contribution to the
funds accretion in 2004-05 is 21 per cent.

Their reliance on investments in gov-
ernment securities is at an even higher
level at 47.9 per cent. Itis even lower than
the older companies in market securities
at 32 per cent. There is a trend, albeit slow,
to move downwards in the former and up-
wards in the latter. They too have met their
stipulated requirements of investments in
the loan sector and in the infrastructure
sector.

The most notable among the new play-
ers is Bajaj Allianz that has added Rs. 264
crore to its invested funds of Rs. 349 crore
in the previous year. IFFCO and ICICI rank
next with accretions of Rs. 123 crore and
Rs. 122 crore respectively.

Final comment

With underwriting balances under
pressure on account of higher
management and procurement costs that
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are still escalating due to factors beyond
the control of insurers, and with incurred
claims ratios worsening due to natural
disasters and unacceptable Motor losses,
investment incomes have inevitably
become a major income stream to wipe out
growing operational losses.

Insurers under the tariff environment
with limited choice to raise rates, perhaps
need to appraise their investment tools and
strategies to make more money out of in-
vested funds. The onus to do so, with cur-
rent regulations favouring the industry, is
clearly on insurers. GIC has shown that it
can be done by the huge additions to its
investment funds; but then it has had de-
cades of expertise and practice in playing
the market. In the current market situa-
tion, determined and discerning insurers
can develop both of them faster, given the
will and effort. With a new breed of invest-
ment savvy CEOs, the future for generat-
ing more investment incomes and adding
more accretions to invested funds looks
brighter.

The author is retired CMD,
The Oriental Insurance Company Ltd.

INFRASTRUCTURE & 'NVESTEEEESSUUR?;ECT TO | OTHER THAN APPROVED TOTAL INVESTMENTS
SOCIAL SECTOR NORMS (INCL. OTAI) INVESTMENTS (OTAI)
31-Mar-04 31-Mar-05 | 31-Mar-04 31-Mar-05 31-Mar-04 31-Mar-05 31-Mar-04 | 31-Mar-05
1,051.70 | 1,199.3411 4,732.64 4,905.1873 1,379.79 | 1,455.8082 9,836.76 10,880.41
772.31 1050.08 3,517.55 3,201.04 833.16 770.58 7,928.24 8,403.68
387.62 600.49 1,497.03 1,724.52 485.69 459.9 3,819.18 4,305.89
704.53 691.248 2,483.88 2,552.9329 825.23 705.9787 6,127.87 6,210.56
393.30 460.0087 2,107.57 2,311.5519 575.51 539.6379 4,512.55 5,055.99
3,309.45 4,001.17 | 14,338.67 14,695.23 4,099.38 3,931.90 32,224.60 34,856.53
31.75 25.5884 25.62 57.3185 10.26 12.2565 182.11 192.83
45,91 66.5079 44,99 70.0232 5.54 16.538 219.58 271.03
27.71 44.67 45.90 116.5 187.09 309.58
35.85 40.6601 26.44 38.2806 1.49 0.8027 229.13 311.65
57.28 78.35 110.26 222.54 24.80 35.19 348.62 612.75
47.51 78.6523 127.23 133.3511 26.91 10.6078 347.67 469.43
1.62 1.3354 6.04 6.8375 1.76 1.3686 11.42 13.04
22.15 26.63 15.77 15.52 10.65 10.4 170.81 198.17
21.12 26.14 31.05 55.04 12.89 5.97 153.86 176.96
290.90 388.53 433.32 715.41 94.30 93.13 1,850.29 2,555.43
3,600.36 4,389.70 | 14,771.99 15,410.64 4,193.67 4,025.04 34,074.89 37,411.97

irda Journal, November 2005




END USER

Some Settled, Some Not Quite

— Handling post-settlement disputes

Claims settlements once accepted cannot be disputed, says the law.

Gnanasundaram Krishnamurthy

examines the various issues surrounding this clause.

The insured files a claim, the insurer
settles it and the issue is closed.
However, not always. Very often, the
insurer disputes the claim, or at least
the size of it. The settlement offered is
not acceptable to the insured. This
routinely gives rise to disputes, which
are either settled by the Insurance
Ombudsman or the courts. A less
frequent, but certainly not uncommon
scenario, is of the insured accepting a
claim in full and later disputing that
the claim is inadequate. The last
instance, which has been witnessed in
various cases, is handled with a separate
set of guidelines.

Clause 9 of the IRDA (Protection of
Policyholders’ Interests) Regulations,
2002 lays down the claim procedure in
respect of general insurance policies. As
per clause 9(5), on receipt of the Survey
Report or the additional Survey Report,
the insurer shall offer a settlement
within 30 days. As per clause 9(6), upon
acceptance of the offer of settlement by
the insured, payment shall be made
within seven days from the date of
acceptance.

While offering the settlement, the
insurers require the insured to execute
a discharge voucher for the proposed
amount in full and final settlement of
the claim. In many a case, the insured,
after executing the discharge vouchers
and receiving payments, raises a
dispute before the grievance redressal
agencies on the grounds that the
settlement fell short of the original claim,
and pleads for a review. The insurance
companies’ defence typically is that once

the payment offered has been accepted,
the settlement cannot be reopened.

The view of law

The law has clearly stated, and the
highest judicial forum has emphasised,
that the claimant cannot seek to reopen
the claim settlement after accepting it,
unless there was fraud, undue influence
or coercion on the part of the companies
forcing the insured into accepting the
offer of settlement. The consumer
dispute redressal forums, following suit,

What if the insured does not
accept the offer of settlement
and executes the discharge
voucher ‘under protest’ or
stating ‘provisional’? While the
IRDA regulations are silent on
this, the experience is that the
companies do not settle such a
claim and inform the insured
that unless he/she gives
discharge for full and final
settlement, the claim will not be
settled. This amounts to clear
coercion, which is not
warranted.

SRV
W

have in a number of cases reaffirmed
the aforesaid principle. A few of them
are listed below:

1. O.P. No. 54 0f 1995 — The New India
Assurance Co. Ltd. Vs Marinda
Co-op Sugar Mills Ltd. - The
complainant accepted a lower
amount than he had demanded, but
later conveyed its disagreement and
sought the balance. The insurer

contended that the payment was
accepted in full and final
settlement. It was held by the
National Commission that there
was no merit in the complaint.

. O.P. No. 38 of 2002 — Pochampally

Handloom House Vs United India
Insurance Co. Ltd. - After
accepting full and final settlement,
the insured contended that the
execution of discharge voucher was
not voluntary. The National
Commission held that undue
influence and coercion cannot be
adjudicated without proper
evidence in summary jurisdiction
and the complainant was at liberty
to move Civil Court.

. Appeal No. 241 of 2002 — Sahib

Singh Bacchal Vs National
Insurance Co. Ltd. - In this case of
full and final settlement of claim,
the CDRC Chandigarh upheld the
verdict of the District Forum that
fraud, coercion or undue influence
for acceptance of amount was not
shown.

. Appeal No. 496 of 2002 — M. F. A.

N. Vaska Vs United India
Insurance Co. Ltd. - CDRC
Ahmedabad held that in this case
of full and final settlement of claim,
further grievance was tenable only
in case of fraud or coercion.

. Appeal No. 1562 of 1992 — Dr. Anil

Agarwal Vs The New India
Assurance Co. Ltd. & Another —
CDRC Lucknow held that
acceptance of amount towards full



and final settlement of claim bars
the complainant from claiming any
further amount.

In several cases, the insurance
ombudsmen also have pronounced
awards on the above lines.

1. Case No. 1.0.0. BBSR 11.309 — A.
N. Singh Vs National Insurance Co.
Ltd., Ombudsman - Bhubaneswar.

2. Case No.GIC-71,NIC—-11-03-CHD
— Sqgn. Ldr. Abishek Gautam Vs
National Insurance Co. Ltd.,
Ombudsman - Chandigarh.

3. Case No. G-6004 - Amarjeet Singh
Vs National Insurance Co. Ltd.,
Ombudsman — Hyderabad.

4, Case No. GI-11-71-2002-03 -
Giridhar Saha Vs National
Insurance Co. Ltd., Ombudsman -
Guwabhati.

5. Case No. GI-284 of 2002-03 -V. K.
Sharma Vs National Insurance Co.
Ltd., Ombudsman - Mumbai.

So far so good. The companies are on
strong footing in respect of discharge
vouchers executed in full and final
settlement. What if the insured does
not accept the offer of settlement and
executes the discharge voucher ‘under
protest’ or stating ‘provisional? While
the IRDA regulations are silent on this,
the experience is that the companies do
not settle such a claim and inform the
insured that unless he/she gives
discharge for full and final settlement,
the claim will not be settled.

This amounts to clear coercion, which
is not warranted. If the companies are
happy to settle on discharge voucher for
full and final settlement and can
successfully plead their case, they should

END USER

be equally happy to settle on ‘under
protest’ and ‘provisional’ discharge
vouchers also face the litigation if raised
later. In the case of The New India
Assurance Co. Ltd. Vs. Ved Prakash
Arora (RP No.176 of 2002), the National
Commission held that the company was
liable to pay the balance, as receipt for
discharge in full and final settlement
was not given.

The end user’s interests will be well
served if an amendment is brought in
this regard, in the Protection of Policy
holders’ Interests Regulations 2002 by
the IRDA.

The author is retired Chairman, LIC of
India and served as Insurance
Ombudsman for the Maharashtra and
Goa Regions.

Surrendered Broker Licence Withdrawn

IRDA had been approached by M/s Enspire Ensurance

WHEREAS the Authority had put up a Notice No.

IRDA/DB/096/03 dated 20th June, 2005 on its web site
inviting all concerned to express their objections/claims,

Broking Solutions Pvt. Ltd. who wanted to surrender
their Insurance Broker’s licence. After suitable notice to
the public for raising objections IRDA has withdrawn
the licence through a Notice dated October 26, 2005. The
Notice reads as follows:

if any, with regard to the voluntary surrender of the
insurance broking licence by the broker within 30 days
from the publication of this notice. The Authority did

Re : Surrender the direct insurance broking license not receive any objections or claims against the request

( Inspire Ensurance Broking Solutions Pvt. Ltd.) of surrendering the licence made by the broker.

NOW THEREFORE, The Authority in exercise of
powers conferred under section 14(2)(a) of IRDA Act,
1999 hereby withdraws the Licence NO. 201 granted to

the broker Code No. DB096-03.

WHEREAS M/s. Inspire Ensurance Broking Solutions
Pvt. Ltd.(hereinafter referred to as broker) a Direct
Insurance Broker having Insurance Broking Licence No.
201, Code No. DB096-03 presently having Regd. Office
at Commerce House, 5th Floor, 2 A, Ganesh Chandra
Avenue, Kolkata had voluntarily approached this
Authority vide their letters dated, 15th October and 13th
May, 2005, to surrender the direct insurance broking

This is issued for the information of all concerned in
public interest.

Sd/-

(P. C. James)

Executive Director

licence granted to them.
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FOLLOW THROUGH

Soecific Repliesto Speafic Queries

— |t paystopay attentiontothefiner details

Data deserves a close look both in its entirety and in its various segments and
sub-segments down to the lowest meaningful level above granularity, writes

George E. Thomas.

When my friend had complained of
intermittent chills and high fever, his
family doctor told him to have a blood
test done. He tested positive for typhoid
and doxycycline was found to be the
most effective antibiotic in treating that
particular strain of the disease. The
doctor was lucky that he could depend
on a pathologist who tested the blood
sample and found conclusive evidence
of the presence of the typhoid bacteria.
Luckier still, the pathologist had done
a “culture” test, whereby some of the
bacteria were grown separately and
treated with different antibiotics and
the drug most effective on the particular
strain of the germ could be found out.
The doctor, as a decision making
professional, was definitely luckier
than his counterpart of the previous
half century who had to hazard a guess
on the type of fever and, worse still, on
the drug that might have been effective
on the specific strain of bacteria. The
informed decision taker had the obvious
edge over his predecessors as a
professional!

While the medical field has made
great strides in technology over the past
half century, let us, as insurance
professionals, ask ourselves how much
the quality of our decision making has
changed. Are we still like the
apothecaries of the 1950s, making
decisions based on our own repertory of
past experiences, intelligent guesses,
gut feelings and at best on the second
opinion of another colleague, almost
equally (ill) equipped? Yes, insurers

®

certainly have to move from the general
or the vague, to the specific or the
precise.

Information and communication
technology (ICT) takes insurance
professionals precisely there - to
precision. Specific replies to specific
questions, that is what today’s
insurance professional needs and that
is what the industry does not have.
Nothing abstract will do. Just hard cold
facts and figures that make one look

Are we still like the
apothecaries of the 1950s,
making decisions based on
our own repertory of past
experiences, intelligent
guesses and gut feelings?

N
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hard at oneself, one’s business and the
quality of one’s decisions should
constitute the main menu at the
insurer’s table. Personal experiences
and gut feelings may also count; but
these would at best be seasonings or
perhaps ornate dressings that are not
to be mistaken for the main dish.

Data macro and micro

The Indian insurance sector is
accustomed to swearing by the wisdom
gathered from balance sheet figures and
audited statements. With all respect
to the professional skills that go into
their making, macro figures can hide a

lot of what micro figures can reveal.
Actually, the gloss of macro figures can
make one oblivious to a multitude of
micro mistakes that bleed a company.
When one thinks of it, we are in a jungle
of macro figures, statements, reports -
all giving general replies to our general
needs of information.

In the past 20 years, newspapers
have reported instances in different
countries of certain insurers’ windows
being dressed up by somebody called
‘previous CEO’ only to be dressed down
by somebody else called ‘new CEO'.
While a little bit of festooning the
porch by a CEO might appear tolerable,
the company should not forget that
clean tables might be hiding a few
overstuffed drawers. Claims
experience, reserves for claims, returns
on investment, value of assets or
portfolio-wise performances might
unwittingly mask or reveal specifics by
a slight flick of the accounting wizard'’s
wand.

The few who do try to look beyond
the gloss of macro figures get baffled
at many things. To draw examples
from the Indian non-life sector, how do
the Motor third party claims ratios of
some regions appear normal even
though it is everyone’s knowledge that
claims are heavy in those places? How
are portfolios having long tailed claims
patterns influencing portfolios with
short tailed claims and swaying ratio
figures? The above questions do not
presuppose that someone is



intentionally doctoring the data.
Neither are they intended to point
fingers at well meaning colleagues or
even to cut a ‘holier than thou’ pose.
What is intended is only to point out
the usefulness of looking at micro level
data.

In the Indian context again, this
would need a change in the insurers’
mind set, which would motivate them
to locate their non-productive assets in
the form of data lying unattended to in
their systems, segregate the chaff from
the grain, glean out vital business
information from the data and to give
them the courage to traverse the road
(though less taken by) illumined with
information. Valuable data available
in the underwriting offices are at
present unnoticed, unheeded and
unutilised, gathering dust in the
insurers’ attics. This reminds one of
Thomas Gray’s Elegy Written on a
Country Churchyard:

“Full many a gem of purest ray serene.
The dark unfathomed caves of ocean
bear; Full many a flower is borne to
blush unseen. And lose its fragrance on
the desert air.”

Data deserves a close look both in
its entirety and in its various segments
and sub-segments down to the lowest
meaningful level above granularity. The
quality and credibility of data are of
paramount importance and need to be
guarded fiercely by the insurer.
Analysis of partial data, poor quality
data or unscientific samples can
generate only incorrect and misleading
findings, which can possibly be worse
than a situation of no information.
Clean and credible data is to be
ensured so that decision makers are not
caught in a ‘garbage in - garbage out’
situation.

Specifics churned out of data can
appear a little ahead of time, intriguing
or even a little wonky to the
uninitiated. One always comes across
a Mr. Conformist who would genially
advise; “I have been doing my insurance
business this way all through my life
and this is the best possible way of
doing it”, “All these newfangled ideas
are meaningless - the market has its
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own logic” or “These questions and
answers are okay but not for my line of
business”.

The drilling down process

Specific questions are hard to
answer; they are equally hard to ask
as well. Specific queries can turn out
to be disturbing, they can sometimes
reveal a close up view of a deep wrinkle

Model Question (Indicative)

In my company, which vehicle type ranks highest in terms of
number of policies, total premium & average earning of
premium?

Model Answer (Fictitious)

Two Wheelers - total policies
Private Cars - total premium
Buses — average premium

Of the Private Cars covered, which vehicle model/ make
ranks highest in terms of number of policies, premium &
average earning of premium?

“Model A” - total policies
“Model B” - total premium
“Model C” - average premium

Of the Private Cars covered, which vehicle model causes
more OD claims in terms of numbers, total claim amount
paid & average claim size?

“Model B” - total claims
“Model A” - total claim amount
“Model D” - average claim size

Among Private Cars of “Model A” covered, which State
ranks highest in terms of numbers, premium & average
earning of premium?

“State P” - total policies,
“State R” - total premium,
“State Q”- average premium

Of the Private Cars of “Model A” covered, which State has
more OD claims in terms of numbers, claim amount paid &
average claim size?

“State P” - total claims,
“State P” - total claim amount,
“State Q”- average claim size

Of the OD claims on Private Cars of “Model A” in “State P”,
how do the Total Loss & Partial Loss figures compare with
National Averages?[National Averages (Hypothetical):- Total
Loss Cost -Rs.1,00,000 & Partial Loss Cost - Rs.6500; actual
figures to be drawn from National Data Repository]

Total Losses Rs. 10,00,000
On 10 Claims - Avg. 1,00,000
Partial Losses Rs. 2,00,00,000
On 2000 Claims-Avg.Rs.10,000

Of the Private Cars of “Model A” covered in “State P”, how
do Spare Parts & Labour Costs on Partial Loss claims
compare with National Averages? [National Averages
(Hypothetical):- Spare Parts Cost -Rs. 4500 & Labour Cost-
Rs.2000; actual figures to be drawn from National Data
Repository)

Cost of Spares Rs. 1,00,00,000
On 2000 Claims - Avg. Rs.5000
Labour Costs -Rs. 1,00,00,000
On 2000 Claims - Avg. Rs.5000

Deduction 1: Partial Loss Claims in “State P” on “Model A" are higher than the rest of India due to very
high labour costs, nearly two-and-a-half times the national average. This is because repairing the particular
model of car requires specialised training/ technique/ tools and the manufacturers have only a few

authorised workshops in the state.

Deduction 2: An enquiry with the National Repository confirms that the pattern in “State P" applies
uniformly to other insurers as well. In states where more authorised workshops exist, repair costs follow

the national averages.
Possible strategies for insurers to address the situation:

1. Impose deductible on labour component of repair costs on “Model A" cars in “State P”
2. Discuss concerns in forums of insurers to create awareness on the common problem.
3. Lobby to make the car manufacturer set up more authorised workshops in “State P".
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where one was expecting to see a
sensuous dimple! One should
understand that specific questions, and
answers thereto, will generate the
necessity for more specific information
with increased levels of accuracy,
necessitating the need for better
standards in the collection and
handling of data. Paradoxically, every
new specific query makes the previous
one ‘general’! It is a continuous process
of drilling down into the data. This
slicing and dicing of data cubes into
meaningful and homogenous units
should be backed by statistical
methods and sound common sense.

The above case is an example of how
a specific problem can be addressed by
a company from its own data and
drawing macro information from a
national data repository. But then,
there are numerous data elements that
would require churning to gather this
information; type of vehicle, make of
vehicle, pin code, cause of loss, cost of
spares, cost of labour etc., being some
of them.

There are quite a few other
examples as to how specific information
from the black box can provide a
company with meaningful insights into
one’s own business:

¢ How much time has it taken for
most of the Motor liability claims
for final settlement? (The picture
may differ from state to state)

¢ How much money did companies
pay as interest on such cases?

¢+ How many appeals did insurers
make on Motor liability cases?

+ How many of such appeals did get
unfavourable verdicts?

¢+ Was there any avoidable litigation
- in terms of legality and in terms
of bad publicity for the company?
Were the incremental interest costs
and legal costs involved in
litigation compensated/ justified
vis-a-vis the costs saved through
favourable judgements?

Specific still, statistical data can be
used to study certain trends from past
verdicts of higher courts on motor
liability — for instance, if one can draw
information like, ‘70% of third party
physical damage cases are decided in
favour of insurers’ or ‘90% of employee
death cases are decided in favour of
claimants’ or ‘95% of appeals on injury
claims less than 2 lakhs are decided in
favour of the claimants’, insurers may

The slicing and dicing
of data cubes into
meaningful and
homogenous units should
be backed by statistical
methods and sound
common sense.

be able to have a re-look at their
litigation policies. Further, data could
reveal state-wise, court-wise or amount
claimed-wise variations in trend lines
on claims, litigation costs and court
award patterns - information which a
CEO would not like to ignore.

Astounding revelations

Revelations can be varied and
astounding. In Marine Cargo insurance,
if the data reveals that ‘60per cent of
claims on consignments of metal pipes
are due to fraying of the ends’, an insurer
might like to build a ‘cutting clause’ into
his policies covering pipes in transit,

restricting liability to the damaged
portion only and not to the whole pipe.
Again, if analyses of health insurance
claims can indicate that ‘45 percent of
the members of group policies aged 20-
25 years make one single claim ranging
around Rs. 5,000 on account of
“unspecified fevers” during their first
year of insurance’, an insurer or a third
party administrator may like to find
out whether the youngsters are
actually getting a non-payable health
check up passed off as a disease claim.
In health insurance, a better
understanding of the demographic
characteristics of the insured vis-a-vis
claimants, incidence of diseases and
their treatment costs, reasons for
rejection/ reduction of claims,
segmented costs of claims etc. can help
insurers in designing new products as
well as in administering existing
products better. The world of insurance
data has its fascinating corridors of
vital information as well as confusing
mazes where one can lose one’s time
chasing a dark demon, which actually
may not be in existence. A basic
knowledge of insurance principles, a
mind open to change, an eye for detail,
the candidness to accept and correct
one’s errors of judgement along with a
good measure of commonsense
constitute one’s armour, sword, buckler
and spurs in charging ahead through
the labyrinths of data and conquering
the real demon of rigidity and ignorance
with the power of information.

The author is Deputy Manager, |.T.
Department, Tariff Advisory Committee
(TAC) and a Member of IRDA's
Committee on Health Insurance Data.
Views expressed in this article are
his own.




T wo Sides of a Coin

— Sound data capturingleadsto scientificrating
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The Indian insurance industry has a goldmine of data lying in its backyard.
Proper mining of the data will reap rich dividends, points out M. S. Jayakumar.

Insuranceisa relatively simple concept
— it is a method of meeting the financial
losses of a few from a common fund
formed by the contributions of many who
are equally exposed to similar losses. It
is a system of spreading the losses of an
individual over a group of individuals.

The premium for a group is based on
the probable maximum loss it is
exposed to and the rates are worked out
based on past loss experience. Past loss
experience reflecting the premium paid,
claims settled and claims incurred but
not paid is a major factor determining
the premium for the group. Frequency
and severity of the claims, scope for risk
improvement measures and voluntary
excess provisions are also factors that
indicate the extent to which the group is
exposed to the insured perils and, hence,
merit detailed consideration.

The efficiency and accuracy of
analysing these factors, however, depend
upon the homogeneity of the group and
the extent to which the experience is
applicable to each member of the group.
Based on variations in degree of
exposure involved, groups can be
divided. To sink the aberrations caused
by small numbers, groups can also be
merged at macro levels for broad based
studies. Classification of risks into
smaller or bigger groups enables the
insurer to have a close-up view or a
panoramic view of the risk; and more
important, enables the insurer to price
it appropriately. The classification can
be based on various factors like
geographical locations, type of cover,
level of indemnity and risk exposure.
Risk assessment can be made by
analysing the data on polices issued,
claims settled, claims outstanding,
claims frequency, quantum of claim per
incident, causes of claims, costs involved
in handling claims, etc. over the years in
respect of a particular group.

Data macro and micro

While macro data on the entire group
is required for fixing the overall rating

frame work and planning corporate
strategies on the entire portfolio, micro
level data on each sub-group is required
for fixing appropriate segmented rates.
The principle of equity demands that
equitable, if not equal, premium should
be charged for similarly placed risks.

The reason for classifying risks on
the basis of similarity is to make
homogenous self-supporting sub-groups.
Thus, the losses incurred by a sub-group
are absorbed by the same sub-group only
and no cross subsidisation takes place.
For instance, a person insuring his
building should not be subsidising the
motor accident losses incurred by

The principle of equity
demands that equitable, if
not equal, premium should
be charged for similarly
placed risks.

another group. Similarly, one insuring
his marine cargo should not be

paying for the losses incurred on
cattle insurance. However, views differ
as to where the boundaries of a sub-
group end and where cross subsidisation
begins. One can always ask why an
insured covered for motor own-damage
should pay for motor third party claims.

All these exercises, or any other
scientific study, can be attempted only
if accurate, relevant and reliable data
is available. Consequences of non-
availability of data within an insurance
company could be charging arbitrary
premium, which may give rise to losing
quality business to competitors in the
long run. Without micro level
underwriting data, premiums may be
fixed without considering the merits and
demerits of each sub-group. The
resultant cross subsidisation of

portfolios may result in high hazard
risks paying premiums less than or
equal to normal hazard risks. This
would be doing injustice to the good
insured and favouring loss-making
insured.

There are no regulations or
mandatory standards requiring
insurers to collect and maintain quality
underwriting data. All regulations as of
now stipulate only the submission of
financial information. The information
required to be published as per the
Insurance Act, is the only authentic data
available to the insuring public, which
comprises financial statements.
(Consumers’ right to information is
another matter.) It is the only data
available with most of the insurers and
that too in a consolidated form. These
statements classify non-life insurance
into Fire, Marine and Miscellaneous.
Engineering, Motor, Workmen
Compensation, Aviation, etc. are
clubbed together as ‘Miscellaneous’.
IRDA, vide its regulation dated March
30, 2002, made it mandatory for
insurers to adopt segment reporting as
specified under International
Accounting Standards (1AS) —17.

Prior to segment reporting, the
underwriting information of each
portfolio was not available. When the
data even at macro level was rare to get,
data at micro level was seldom
available. A minimum of five years data
can give a good indication of the
performance of a sub-group. As private
players entered the market only in 2000,
most of the past data is available with
public sector companies alone. Even
today, private insurers’ share of the
market is only 20 percent, as against
the 80 percent of public sector insurers.
The major portion of even the present
data still remains with the public sector
insurance companies.

Capturing of data

The sources of data are the proposal
and claims forms submitted by the
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insured. The proposal form is generally
filled by marketing department
personnel and signed by the insured. No
insured takes time to check the details
except the sum insured and premium to
be paid. Thorough scrutiny of details
takes place only when the claim arises.
In some cases, even big industrial giants
are not aware of most of the warranties
and exclusions applicable for different
type of policies.

In a fully computerised environment,
data is entered at lower levels. While
entering, only the fields that affect the
premium are entered with care. The
other fields, which may not be a rating
parameter today, but definitely will
have an impact on the future pricing of
the product, are not filled in. Data entry
errors and skipping of information is a
general phenomenon in data capturing
of public sector as well as private sector
insurers. Generally, “others” or “code
99” is filled in these fields. There is,
therefore, a gap between the data
intended to be captured and the data
actually captured by the system.

Another lacuna of the system is that
all the data captured is not reflected in
the policy document; so the opportunity
of verifying the data captured is not
available to the insured.

Three public sector companies are
using common software. Till recently the
software was a standalone one, installed
in operating offices. The main focus was
on issuing policies to the customer and
consolidation of data at the backend was
considered only at the operating office
level. There was no provision in the
system for consolidation of data at
Divisional Offices, Regional Offices and
the Head Office. If at all an analysis
could be done, it could be done for an
operating office only! Even there no
connectivity was available between the
operating offices and Head office for
transmission of data on regular basis.

The question that could come to
anyone’s mind would be, without the
entire data available at insurers’ head
offices, how are the financial statements
prepared and annual reports and
balance sheets presented to the
investors? The answer is here:

1. Operating offices prepare Trial
Balance and other financial
statements and send them to their
next higher-level office, which are
finally consolidated at the head
office.

2. In case of any specific requirement,
the operating offices prepare
consolidated statements of
underwriting details and forward
them to the head office.

This data is not what is needed for
working out a detailed analysis or fixing
a differential rating for various
insurance products. The underwriting
information is never available anywhere
other than the operating office. The need
for a macro level view of underwriting
details was not felt since the insurers
did not carry out the pricing function for
most of the products.

The position now

The time gap between
data capturing and
analysis can be crucial.
Changes in local or
reinsurance markets
should be reported
immediately so that
corrective course of
action can be taken.

SRV
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It is heartening to note that the four
public sector companies (who control the
lion’s share of past data) have realised
the need for company level data and are
upgrading their software to consolidate
all operating offices data up to the level
of head office. This is an impressive
development in the non-life insurance
industry’s data repository scenario. Itis
expected that all the four major public
sector companies will make available
their entire company data at their head
offices by the end of this financial year.

In the case of private sector insurers,
the data captured is transmitted to the

data centre at specified intervals. The
entire country data of their company
can be accessed from one location. The
data is transmitted to a single location
at their head office, i.e. underwriting as
well as financial information is
available at one location. It makes the
insurer better equipped in deciding the
future road map. For example, if a
particular operating office is
concentrating only on underwriting
Engineering business, it may be told to
diversify.

The time gap between data
capturing and analysis can be crucial,
when factors like changes in local
market or reinsurance market
sentiments etc should be reported to
the underwriting offices immediately
so that corrective course of action can
be taken.

Summing itup

The business of insurance cannot
be carried out without reliable and
accurate past data. The future road
map of an insurer cannot be drawn
without this vital information. Micro
level underwriting information collated
at a single location is required for fixing
appropriate rates for various risks
based on their merits. The predominant
role played by organisations like
Insurance Statistics Organisation
(ISO) of the US and Association of
British Insurers (ABI) in different
foreign markets highlights the
importance of data collection and its
necessity to the insurance market.

Though the Indian market has
realised the need and importance of
data rather late in the day, it is
heartening that it has started moving
slowly but steadily in the direction of
rate making based on authentic data.
Once the national data is warehoused
in a centralised data repository and
analytical reports are churned out, the
Indian insurance industry will realise
the potential of the goldmine that had
existed all along in its backyard.

The author is Administrative Officer
and Systems Administrator, Tariff
Advisory Committee, (TAC) Head Office,
Mumbai. The views expressed here are
his own.




T he Safety Net

- Social security schemesas sheet-anchor for ambitiouseconomic growth plans

ISSUE FOCUS

At the beginning of the last century few workers possessed the security of an old age pension. In the developed countries most either died early or
worked until they were in their late sixties, spent a brief retirement living with their children, then died in their early seventies. To be old generally meant
to be poor. Being disabled signified that poverty began earlier. To survive the wage earner implied that poverty lasted longer. No support from
children meant being thrown back on charity or minimal public support. For developing and middle-income countries matters were a great deal
worse: incomes were substantially closer to subsistence levels and the capacity of children to support their parents was less: death came earlier: life

was nasty, brutish and short. But by the beginning of the 2 I'st century the situation has dramatically changed.

This chilling description is only truer of
developing countries where widespread
illiteracy, poor primary healthcare and
lack of meaningful empowerment
compound the problem.

The improvement referred to above
has come in developed countries by way
of a reduction in old age poverty to levels
comparable to that in the remainder of
the population. Social conditions like life
expectancy, reasonable income during
retirement, disability pensions and
women being protected by family
pensions as well as their own pensions
in many cases have contributed to this.
“A large part of this profound
improvement in social conditions can be
attributed to the creation of social
security pensions which must be counted
as one of the great social developments
of the last hundred years,” says the book.

The interesting development is that
an increasing number of developing
countries are beginning to emulate the
experience of the developed countries, in
terms of the extension of coverage and
in the improvement of benefits it says.

In the developed world, pensions,
after growing hesitantly in the first part
of the 20th century, underwent an

- Colin Gillion, Director,Social Security Department, in the synopsis of
thebook International Labour Organization (ILO) entitled Social Security
Pensions: Development and Reform, edited by Colin Gillion, John Turner,

Clive Bailey and Denis Latulippe, Social Security Department, ILO.

accelerated development in the second
half, pension outlays growing at twice
the rate of GDP: and more and more

The enormity of the task
in India alone is borne out
by the numbers. The EPF
scheme covers just 3.9
crore members in a
country with a population
of almost 103 crore of
whom 40 crore are
workers as per the 2001
census.
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developing and middle-income countries
joined the number of countries
attempting to provide pensions for their
people.

But, the author goes on to say, the
task is only half complete. “Pension
schemes throughout the world are in a
state of upheaval. “The overwhelming
majority of the world's population is still
without some form of income security in
old age or disability. To extend the

security available to workers in the
developed countries of the world to
workers in all other countries remains
a paramount task for the early years of
this century. It will require great effort,
great imagination and an enlightened
adaptation to the different
circumstances of developing countries.
It means extending the coverage of
pension schemes (and all other forms of
social security), improving their
governance, and ensuring that the
design of the schemes is both
economically efficient and compatible
with internationally accepted human
and social values.”

The enormity of the task in India
alone is borne out by the numbers. The
total corpus of the EPF Scheme 1952,
EDLI Scheme, 1976 and Employees
Pension Scheme 1995 works out to Rs.
1,39,000 crore. This works out to about
a third of the invested funds of the life
insurance industry which is about Rs.
4,18,000 crore.

The EPF scheme covers just 3.9 crore
members in a country with a population
of almost 103 crore of whom 40 crore
are workers as per the 2001 census.
Since there will be overlap only to a
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certain extent between the EPF
members and those with some form of
life or annuity covers we can take it that
there is an additional percentage of the
population that has some kind of social
security. But the coverage of both these
put together still show how little ground
is covered by protection schemes,
mandatory or otherwise.

For a country that is moving fast to
regain lost ground in economic
development, social security is both a
critical support and an eagerly sought
outcome of prosperity as it is acquired.

Businesses have to be competitive
in the domestic market place catering
to the growing demands of customers
and keeping them happier than their
rivals do. On the other side many rivals
are not just domestic, they are global
players with formidable competitive
advantages including significant control
over the factors of production. One of

these is people and hence their
flexibility to acquire or lose workers
when and where they choose to maintain
their advantage.

For a country that is
moving fast to regain lost
ground iIn economic
development, social
security is both a critical
support and an eagerly

sought outcome of
prosperity as it is
acquired.

The implications of this on the job
market are significant especially in a
country like India where job security,
even in the private sector, was

widespread and most workers began
and ended their working lives with the
same employer. Now the situation is
fast becoming fluid with job
opportunities ebbing and flowing as
dictated by various market
developments. Finding a job is a lot
easier than twenty or thirty years ago,
and so is losing it. Employers are quick
footed and competitive both in offering
jobs and wages depending on the track
record of the employee and of course
their own requirements as they are in
weeding out.

This fluidity in the job market has
taken a while to adjust to
psychologically and it has helped that
it has been working both ways — with
new job opportunities coming up. The
opening up of enormous opportunities
and the change in attitude of youngsters
entering their working years to
venturing into small enterprises, and
not yearning for just secure jobs, is a

Employees’ State Insurance Employee’s Deposit Linked Insurance

The total corpus of the EPF Scheme 1952,
EDLI Scheme, 1976 and Employees Pension
Scheme 1995 together amounts to about
Rs.1,39,000 crore. It is governed by the Employees’
State Insurance Act, (1948).

Employees’ State Insurance Scheme of India
is an integrated social security scheme tailored to
provide social protection to workers and their
dependants in the organised sector, in
contingencies such as sickness, maternity and
death or disablement due to an employment injury
or occupational hazard.

Employers 2.54 lakhs, Insured Persons 79.10
lakhs, Number of Insured Person family units
79,12,700, Number of Employees 70,82,300, Total
Number of Beneficiaries 3,07,01,300, Number of
Insured women 13,47,550, Number of Employers
2,63,65.

This Rs. 4,000 crore corpus scheme covers all employers to
whom the Employee’s Provident Fund and Miscellaneous
Provision Act, 1952 applies. They have a statutory liability to
subscribe to Employee’s Deposit Linked Insurance Scheme,
1976 to provide for the benefit of Life insurance to all their
employees.

Under the scheme as amended with effect from 24th June,
2000 the insurance benefit is equal to the average balance to
the credit of the deceased employee in the Provident Fund
during the last 12 months, provided that where such balance
exceeds Rs.35,000, insurance cover would be equal to
Rs.35,000 plus 25% of the amount in excess of Rs.35,000
subject to a maximum of Rs.60,000. Thus if the length of
service is not adequate and/ or the salary is low the average
balance may be substantially less and such the benefit to the
employee’s family is either inadequate or non-existent.

The contribution @ 0.50% of each employee’s salary is payable
by the Employer to the Provident Fund Authorities.




sign of the times and marks the need for
a safety net for those periods in between
jobs or at times of adversity in their
ventures.

If this one important goal to work
towards, the other is a real social security
net for those workers who are disabled
or who cannot afford to contribute
towards a social security scheme
themselves. Another sector is the
unemployed and the old who have not
been part of any such social segment.

There are many state governments
who have come out with social security
schemes for the old and the poor. While
some are self funded others have
subscribed to group schemes of life
insurers. What is needed is the spread of
such schemes while at the same time
ensuring that they are sustainable in the
long term. Though the self funded
schemes come out of state budgets, the
fact that many state budgets have been

revealed to be fragile to various degrees
is cause for worry on this front.

Such schemes could also be vetted
for stability and good governance norms

An important goal isareal
social security net for
those workers who are
disabled or who cannot
afford to contribute
towards a social security
scheme themselves.
Another sector is the
unemployed and the old
who have not been part of
any such social segment.
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if they were to have some common
basic parameters and be overseen by
a common body. And this brings us to
the need for institutional reform even
in the existing schemes. The EPF
Organisation for example, it has been
pointed out, is both a service provider
and a regulator, a situation that is
contains conflicts of interest.

In this area, itis clear that we have
barely scratched the surface and have
a long way to go in understanding the
issues involved and the enormity and
nature of the task before us. Parallel
to the development of the commercial
insurance sector should be the
development of social security in the
country as they go hand in hand to
make the economic growth we are
achieving and aiming for meaningful
and sustainable.

Employees Provident Fund
Scheme

Effective since March 1952, the
corpus of the scheme stands at Rs
79,764.5 crore as on March 31 2004, of
which 65.3% is in the special deposit
scheme, 14.02% in the public sector or
Fls, 11.52% in government securities,
8.67% in state government loans and
0.48% in government guaranteed
securities.

The Constitution of India under
“Directive Principles of State Policy”
provides that the State shall within the
limits of its economic capacity make
effective provision for securing the right
to work, to education and to public
assistance in cases of unemployment,
old-age, sickness & disablement.

The EPF & MP Act, 1952 was
enacted by Parliament and came into
force with effect from 14th March, 1952.
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Employees’ Pension Scheme 95

With a current corpus of Rs. 52,000
crore the Employees’ Pension Scheme-
95 came into effect from 16.11.95. It has
been conceived as a Benefit defined
Social Insurance Scheme formulated
following actuarial principles for
ensuring long term financial sustenance.
The new Employees’ Pension Scheme-95,
repealed and replaced the erstwhile
Family Pension Scheme, 1971. The
assets and liabilities of the erstwhile
Pension Fund were transferred and
merged with the new Pension Fund. The
benefits and entitlements to the
members under the old scheme remain
protected and continued under the new
Employees’ Pension Scheme-95.

Postal Life Insurance

Among the oldest schemes in India,
Postal Life Insurance (PLI), was
introduced in 1884 for postal employees.
Over the years it has been extended to
the employees of Central and state
governments, Central and state public
sector undertakings, universities and
Government aided institutes,
nationalised banks and extra
departmental agents of the Postal
Department. By March 2000 Postal Life
Insurance had procured 25 lakh policies
with an aggregate sum assured of Rs.
9,232 crore.

Rural postal life insurance (RPLI) was
introduced with effect from 24 March
1995 to provide insurance cover at a low
premium to the rural masses and to the
weaker sections of the society. By March
2000 the sum assured under the RPLI
policies were Rs. 2,251 crore.
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For a Healthy Society

- Theneed for Social Health Insurancein India

To achieve health insurance cover for all, proper funding and efficient administration
of the scheme is critical, elucidates K.G.PL.Rama Devi.

ISSUE OCUS

As with all forms of insurance, Social
Health Insurance (SHI) is prospective
financing. This means that funds are
collected in advance, mainly in the form
of regular contributions (or premiums),
without knowing when or for whom they
will be needed. These contributions come
from the insured households and also
often from employers and from the
government.

To be characterised as “social” and
“insurance”, the SHI* must have certain
characteristics!. Countries that
implement SHI schemes on a national
scale usually adopt broad social security
policies and legislation within the social
policy stipulated under the National
Constitution. In some cases, it is
determined by the society’s consensus.
Some of its major characteristics are:

(1) Compulsory or mandatory
membership of individual or
groups of individuals, and/or their
immediate households and other
dependents

(2) Responsibility at the members for
payment of the regular income
related contributions or flat-rate
contributions

(3) Contribution according to the
ability to pay (based on economic
means) and not related to health
risks of individuals, households or
employment groups

(4) Establishment of appropriate
mechanisms for collecting regular
contributions

(5) Choice of healthcare according to
the health needs (basic benefit
packages are usually pre-set and
the schemes allow the members
to make co-payment)

(7) Arrangement for social assistance
to cover vulnerable populations
(young and old, disabled, pregnant
women) (Contributions by these
groups may be partially or totally
subsidised by the government
through general revenue.)

(8) Covering a significantly large
proportion of population

(9) Funds collected from
contributions to be pooled as a
single or multiple fund

The SHI should be

crafted such that it can
meet the demands and
aspirations of the
targeted group.

arrangement, administered by a
quasi-independent public body.

The ESI Scheme, India’s first and
only multi-dimensional social security
scheme, offers multiple health insurance
benefits covering both the insured and
his family at an affordable premium. An
important feature of the scheme is that
the coverage offered is without any
ceiling on the individual worker. From
the information available on the ESI
web site, the total number of
beneficiaries under the scheme is
3,07,01,300. Some of the state
governments are also offering health
insurance plans.

However, considering the country’s
vast population, the health coverage is
inadequate, limited to only a small
proportion of people working in the

organised formal sector, covering less
than 10 per cent of the total population.

Health insurance has always been
more complex on account of the need to
tackle the supply side i.e., provision of
health services. Despite advances made
in finding solutions to the problems and
complying with all additional
regulations that are involved in health
insurance, in such an idealistic
situation, only half the country’s
population will have access to health
insurance. The other half, comprising the
low-income population (roughly 30 per
cent of the BPL population, and add to
it another 20 per cent living dangerously
close to the poverty line and other
neglected sections of the society) will
still remain outside its ambit.

Helping the aged

Another vulnerable group not
normally welcomed to take health
insurance is senior citizens. Ageing is a
universal process. Old age is not a
disease in itself, but the elderly are
vulnerable to long-term diseases such
as cardiovascular illness, CVA, cancers,
diabetes, musculoskeletal and mental
illnesses. They have multiple symptoms
due to a decline in the functioning of
various body organs. The term ‘senior
citizen’, as defined by IT Act, 1961,
means “an individual resident in India
who is of age of 65 years or more at any
time during the relevant previous year.”
This is the group that is surely going to
make claims because of poor health, as
they are more susceptible to sickness.

The well-being of older persons has
been mandated in Article 41 of the
Constitution, which directs that the
State shall, within the limits of its
economic capacity and development,
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make effective provision for securing the
right to public assistance in case of old
age. The problem assumes great
proportions when senior citizens have
to lead rest of their life with terminally
ill diseases, where the insurers either
cancel the health insurance policy or
refuse to renew the cover. The insurers
are right as per the terms and conditions
of the policy and the policyholder has ‘no
say’ in this matter.

As a matter of prudent underwriting
policy of Health Insurance, which avoids
selection of such adverse risks, insurers
do not consider business from these
groups as a profitable portfolio and, in
most of the cases (including UHIS), the
entry age to provide health insurance is
restricted to 65 years. Even if the policy
is offered beyond that age, it is at the
discretion of the insurers, subject to the
satisfactory claim experience and
medical examination of the policyholder.
The government should also effectively
plan healthcare services for the elderly
and prepare a feasible implementation
design relevant to their needs.

In addition to the above two groups,
there is one more section of the society
which does not have any formal health
insurance protection. According to a
report on disabled persons in India
(Source: TABLE NO. 5A.02, Report-
58th Round (No0.485), National Sample
Survey Organisation), the estimated
number (in 00) of disabled persons in
India is 21,144,962. There is no scheme
or insurance cover specifically made for
physically / mentally challenged people
(except Jeevan Aadhar of LIC where
there is a provision of maintenance of
handicapped dependant).

While it is the law which does not
allow issuance of an insurance policy to
the mentally challenged (it may not be
out of place to mention here that since
insurance contracts are binding at law,
unless the insured is competent to enter
into a contract, it is not possible to issue
any insurance policy), with regard to

offering insurance cover for physically
challenged people, being a high risk and
sub-standard group, it is the prerogative
of the insurance companies whether to
underwrite such risks or not. There
should be measures to promote the
health of the physically and mentally
disadvantaged by focusing on the
abilities rather than deficiencies.

Hence, these are all the groups who
need to be given healthcare protection
which is not a profitable proposition to
the insurers except under the SHI
model, which has to be suitably modified
looking into the specific needs of the
nation.

Concept of social health insurance

Besides addressing basic issues such
as the design of health insurance
systems, membership, financing, the

Another vulnerable
group not normally
welcomed to take health
insurance iIs senior
citizens.

type and range of services, questions on
statutes, administration, cooperation
with healthcare providers and the role
of states, the following are the key issues
which should be considered while
developing the concept:

®  Need to accurately direct
benefits to the target group

®  (Cost to public funds and to
business

e  Effects on expenditure of
demographic, economic or other
national developments

° Effect on families, wider
economic, financial or social
effects

®  Size and distribution of gains or
losses experienced by individual
beneficiaries

®  Vulnerability to fraud and
abuse

®  Accessibility and quality of
service to the public

® Impact on administrative
efficiency

® [Information needs of target
groups and media presentation

The design of the cover

Most of the existing healthcare
policies are inadequate, covering only
inpatient hospitalisation. This is one of
the main reasons for the poor response
of the public to health insurance. The
SHI should be crafted such that it can
meet the demands and aspirations of the
targeted group. There is the need for a
comprehensive health plan including
preventive medicare, which plays a key
role in the early detection of major illness.
There should be clarity on the scope of
cover, the benefits available under the
scheme and the price at which they are
available.

Ideally, it can be a comprehensive
healthcare plan offered at affordable
costs (with flexible payment schedules)
which can protect the individual against
the financial losses due to illness-viz.
from birth to death with a combination
of OP/IP care, hospitalisation benefits,
critical illness cover with long-term
healthcare solutions.

“Depending on referral system” before
going for expensive secondary and
tertiary facilities can be encouraged by
making it conditional in the insurance
plan. There should be a provision to give
a lower reimbursement with higher co-
payments when the care is sought at a
private hospital without any referral
system.

To make it strictly sustainable, a lot
of thinking, planning and execution of



plans have to be done before the
implementation stage. However best the
design may be, unless adequate
measures are in place at the planning
stage itself to control the costs and
utilisation levels, the ever escalating
healthcare costs and over-utilisation
rates can jeopardise any scheme
depriving the long-term benefits to the
needy.

Eligibility

The targeted groups, viz. the BPL
population, lower middle class sections,
senior citizens, people with terminal
illnesses, physically or mentally
challenged or any other socially deprived
groups. The scheme should be available
to all those who are not covered under
any form of health insurance scheme.

Coverage offered

1) Outpatient treatment: (This
should also include traditional
Ayurvedic systems of alternative
medicare which are cost effective
and easily accessible to the gen
eral public).

2) Maternity & childcare for not
more than two children.

3) Hospitalisation & critical illness
care:

Under critical illness care, there are
already identified diseases, such as:

a. Cancer

b. Heart attack (myocardial
infarction)

Stroke
Coronary artery bypass surgery

Kidney/renal failure

- ® o o

Major organ transplants

Multiple sclerosis

-0«

Benign brain tumour

Loss of hearing/deafness

j. Loss of sight/blindness
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k. Paralysis (paraplegia)

Besides these, the cover should also
be extended to:

a. Multiple burns
b. Multiple fractures

c. Any emergency situation that
requires hospitalisation with
24 hours.

4) Treatment for chronic ailments
and other diseases not covered
under any form of health insur -
ance

5) Long-term care for terminal ill
nesses

The coverage under (4) and (5) should
be given to senior citizens who do not
get adequate coverage under a standard
health insurance policy. However, the
premium should be collected on the basis

The more common
approach in fully
developed national

systems is for the central
government to retain
responsibility for setting
policy objectives and
budgets, while delegating
to agencies the authority

to manage their
operations.
o5

of the economic status and the rich can
compensate the poor by higher co-
payments, which can be an integral part
of the package benefits offered under the
scheme. Ab-initio, with a view to
minimise the risk of anti-selection, there
should be a mandatory co-payment of 5
percent on all the benefits of inpatient
hospitalisation, besides continuous
renewals, a waiting period of six months

ISSUE FOCUS

while making the claims in the first year
of the policy should be inserted. It is
very important to cover certain medical
problems like cancer and ypass surgery
from the first year itself.

Administration of the scheme

SHI delivery mechanisms should
facilitate benefit delivery that
minimises transaction costs while
achieving good governance.
Governments can deliver as the sole
service provider with a centralised
system controlling all aspects of a
scheme. The more common approach in
fully developed national systems is for
the central government to retain
responsibility for setting policy
objectives and budgets, while delegating
to agencies the authority to manage
their operations. It will always be helpful
to have a written list of the objectives
that the policy is attempting to meet.
These can include the provision of a
particular benefit or service at minimal
cost, with maximum value for money,
ease of administration and reduced
vulnerability to fraud and abuse.

i) Usage of government hospitals

Public financing and provision of
healthcare services has been the
mainstream of health policy for nearly
half a century of in post-Independence
India. The idea of public provision for
all types of healthcare services was
reinforced by the fact that the size of
private sector was insignificant at the
time of Independence. There is a huge
system of healthcare delivery already in
place, consisting of a diverse network of
hospitals, primary health centres,
community health centres, dispensaries
and specialty facilities financed and
managed by the central and state
governments.

These facilities are officially
available to the entire population either
for free or for nominal charges, putting
the public healthcare system under the
large burden of healthcare spending.
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This leads to strain on the funding and,
as a consequence, it suffers from quality
and access problems, which forces poor
consumers also to visit the private
facilities for relatively more expensive
treatments. It is unfortunate that such
a vibrant system has become redundant
due to inefficiencies of management.
There is a need to revamp the healthcare
infrastructure, and strengthen its
financial status by making it more
autonomous in its administration.

Towards achieving this, there is a
need to limit its utilisation levels by the
entire population and, except the
beneficiaries covered under the SHI
Scheme, the hospitals should be allowed
to collect user charges based on the
services which will generate funds for
the maintenance and recharging of the
public healthcare systems.

i) Utilisation of private healthcare
providers

The overwhelming focus on a public
healthcare delivery system would
appear somewhat unrealistic -
particularly in view of the fact that
health spending in India is mostly
private. Many factors have contributed
to an interest in the structure and
dynamics of private health sector in
India. Firstly, the private health sector
has grown in many parts of the country,
particularly in the areas experiencing
agricultural, industrial and service
sector developments. The vision for a
National Health Service allowed for the
existence of small private sector
providers to meet the demands of people
who would be willing to pay for their
services. Taking advantage of this, the
facility of inpatient hospitalisation
should be extended equally to private /
corporate hospitals, too. This will not
only increase accessibility to all the
existing healthcare service providers,
but also helpful in getting quality care
in places where no public healthcare
facility exists. However, in order to
minimise the costs, it is essential to

obtain the “Basic Price List” for each
and every kind of surgery/ treatment for
major ailments from all the
participants of healthcare institutes,
and based on the averages arrived,
prices should be fixed as costs per
treatment. Provision may be made for
mandatory co-payment of five per cent
on all the benefits of inpatient
hospitalisation, which will fix the
responsibility on the insured to reduce
the claims costs.

For instance, under the CGHS
scheme, the basic price list has already
been made available and it has
recognised many private hospitals as
well as diagnostic centres across the
country to provide healthcare services
to its members, as per the price list
circulated to them. The procedure
followed is a kind of referral from CGHS
Local Health Unit, thereby eliminating

If all private hospitals are
brought under the ambit
of healthcare providers
for the SHI Scheme, then
accessibility of inpatient
hospital care benefits to
its members will not be a
real problem.

the risk of over-utilisation of the
benefits. There are 68 hospitals and 14
diagnostic centres offering healthcare
services under CGHS in the twin cities
of Secunderabad and Hyderabad alone.
Besides, there are private / corporate
hospitals in other places also, including
small towns, offering cashless facilities
under various health insurance policies
of the insurance companies
administered through Third Party
Administrators. If all these private
hospitals can be brought under the
ambit of healthcare providers for the
SHI Scheme, then accessibility of

inpatient hospital care benefits to its
members at cost-effective rates will not
be a real problem.

This can be done either by direct
participation in the scheme or voluntary
participation towards fulfilling the
social responsibility.

Financing of the SHI Fund

Insurance is a commercial
operation. It is therefore imperative
that its products are suitably designed
and viably priced in the light of the rural,
social and economic conditions and
other relevant data. Even where the
socio-political objectives of the society
require subsidisation, it is essential to
determine the commercial price of each
product and the element of
subsidisation required to make it
saleable. SHI systems should be made
to closely balance income and spending,
with contribution levels and user fees
as important elements. The General
Insurance companies whose business
was essentially commercial should not
be saddled with the responsibilities
regarding socially oriented insurance
business. These purely welfare
schemes meant to provide relief to the
affected persons should be handled by
the concerned government authorities
without using insurance agents, which
will reduce the costs in administration
of such schemes. However, they can
indirectly participate in the schemes
either as co-insurer or reinsurer,
sharing risks using their technical
expertise in the successful
implementation of the scheme.

According to the Census, 74.27
percent of Indian population
(622,812,376) lives in rural areas.
There are 587,226 inhabited villages
covered under 466 administrative
districts. The success of performance of
many informal financial channels can
be attributed to the flexibility in
payment and levying of penalty for delay
in payment. The facility to pay
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premiums by way of small monthly
instalments is envisaged to make health
insurance more affordable to a greater

population without restricting the scope Synergy
of cover. Taking a cue from this principle,
considering each village as a unit for
participation under the scheme, village
panchayats can be entrusted with the
CBHI

task of collecting the premium by way of
monthly installments, which can be

Emp.I :
deposited to the SHI Fund through the )

Private HI

existing network of nationalised banks.
In other places, direct remittances in
post offices/nationalised banks/
insurance companies may be considered
as per convenience. Irrespective of caste,
creed and religion, premiums could be
set on a sliding scale that reflects the
ability to pay.

With regard to delivering services, if
warranted, the services of existing
insurers and TPAs can be utilised
towards risk management, claims
management and reinsurance
arrangements. The members can be
issued identity cards/ pass books, which
should be updated on a monthly basis.

In order to avoid lapse of cover due to
non-renewals, there should be extended
time limit of payment for two months
and flexibility by way of lump sum/
annual payment of premium as well. To
begin with, the existing CGHS premium
tariff, which is also fixed on sliding scales
based on income, should be made
applicable to the members for availing
of benefits under the Scheme. The cover
will get lapsed if there is no deposit of
premium continuously for three months.
This will help to keep the cover
continuous and to minimise the adverse
selection risks, making it mandatory to
get covered throughout life to avail of the
benefits under the Scheme.

The funds can be generated by using
the following means:

® Pooling of premium from members
based on their income.

® Collecting a percentage of
premium from the Commercial
Health Insurers or by indirect
participation.

The facility to pay
premiums via small
monthly instalments will
make health insurance
more affordable to a
greater population.

® Certain percentage of the income
from private healthcare providers
should be collected towards SHIF.

® Voluntary donations towards
SHIF.

® Imposing a levy on health
degrading products like
cigarettes, gutka, chewing tobacco,
snuff and and paan masalas.

® Adoption programmes of villages/
districts by MLAs, MPs,
hospitals, corporate offices or other
persons/entity as a social welfare
measure can be encouraged.

® |nitially the premium pool so

collected may not be adequate to
meet the claims costs. Resources
from National Illness funds, World
Health Organisation and other
similar institutions can be
utilised towards building the
SHIF corpus.

Ideally, the synergy lies in the co-
existence of multiple systems, which
needs five ‘I's: Improving the operational
and administrative machinery,
Implementation of standardised
healthcare norms, Information
dissemination among masses,
Integration of various schemes and
Insurance coverage for all.

References:
1.WHO's report- Social Health Insurance
in South Asia.

2. Presentation on SHI systems by
Reinhard Busse, Prof. Dr. Med. MPH.
Professor of Health Care
Management, Technische Universitat
Berlin

The author is Assistant Director,
IRDA. Views expressed here are her
own.
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Recap

—Aligting of somearticlesfrom IRDA Journal Volume3
(December 2004 to November 2005) for quick reference.

December 2004 Volume 3, No: 1

Trusted Friend!
A curtain raiser to the next issue’s focus:
The Insurance Agent by K.Nitya Kalyani

Time of Death — What the Courts Said!
N. Swaminathan takes a detailed look at the law relating to
statutory presumption of death, the time of death, and the
application of these to life insurance

Issue Focus : Taking Stock of Five Years of a Liberalised
Insurance Market

The Plan to Work To
K. Nitya Kalyani outlines the leading recommendations and
observations of the Malhotra committee report and assesses
what has been achieved and what lies ahead.

Malhotra Revisited — Unfinished Business
The recommendations of the Malhotra Committee need fo be
implemented in greater parts, especially in the area of price
controls, writes G. . Rao
Walking the Talk — There's little time for half-hearted approaches
In half a decade of existence, IRDA has significantly transformed
the industry, observes P. S. Prabhakar, adding that there is still
much left to be accomplished.

Roti, Kapda, Makan and Health Security
— A Mass Health Programme Still Evades the Poor
While health security is a buzzword in the liberated insurance
era, the nation’s very poor continue to remain out of the picture,
writes Felix Walder, while also chalking out a model scheme for
the Government to follow.

Where To Sow, How To Reap
~Investment Options for Insurance Companies
In a changing business environment where returns are critical,
insurance companies should consider several options while
investing their funds, argues D. Ravishankar.

ANoble Pro Called An Agent
— Careful selection, rigorous training maketh a good agent
While the past five years have seen much activity in the area
of stablishing the need for professional insurance agent training,
the years to come may be drastically different, with standards
reaching new heights, observes Apparao Machiraju.

Unique Experiment
— Development-Regulation Combine to Build a Strong Market
The Government's experiment of combining the regulator’s role
with that of insurance market developer will be successful in the
right environment and with the correct steps, observes Arup
Chatterjee.

Even Development — Reaching Rural Areas and the Socially Weak
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There is a huge opportunity out there fo sell insurance to the
economically weaker sections and in rural areas says Rajeev Ahuja
and outlines some changes in approach and extensions of ideas
in force to reach this market that is also an obligation.
Statistics — Life Insurance 38
New business done up to October 2004
Statistics — Non-Life Insurance 40
New business done up to October 2004

January 2005 Volume 3, No: 2

Friend, Philosopher, Guide and Monitor - 4
A curtain raiser to the next issue’s focus:
The Developmental Role of IRDA by K. Nitya Kalyani

The Burglary That Isn't 6
The Supreme Court’s interpretation of burglary and house
breaking has narrowed down the scope of coverage of the
Burglary policy, observes N. Swaminathan

Statistics - Life Insurance 7

New business done up to November 2004

Issue Focus : The Insurance Agent

AWholesome Profession 9
Separating the men from the boys and giving them adequate
training and motivation will drastically improve the lot of the
Indian insurance agent, notes K. Nitya Kalyani.

Injecting Life into the Non-Life Agency 11
Non-life insurers need to beef up their agency force to tap the existing
market and create new ones, argues G. V. Rao.

Street Smart, Market Smart 13
Since those in life insurance selling have o operate in a negative
environment, insurance marketing methodology needs to take
into account the market place realities, instead of perpetuating
the same methods that have proven beyond doubt to be obsolete
in the current contextual situation of financial services convergence,
observes Apparao Machiraju.

Teaching Hard Sell 17
Marketing insurance policies is an increasingly fough job, and
agents’ skills ought to be honed along professional lines for the
benefit of the insurer, the insured and the agents themselves,
observes V. K. Sharma.

It Pays to Pay them 20
Insurers ought to compensate agents well in order to succeed
in the market, contends H. 0. Sonig, while also suggesting
changes in the legislation to go about it in a balanced manner.

Emerging Opportunities — And getting groomed fo tap them 22
Antony Jacob examines the changing face of the insurance
sector, and the opportunities and challenges it offers the agent.

Jai Advisor! Jai Agent! 24



Braving the onslaught of disintermediation and razor-sharp
competition from emerging alternative channels, agents are
rising phoenix-like, and cementing their position in the insurance
industry, observes Debapriya Ray.

Life as a Life Insurance Agent
—Difficulties, challenges and rewards galore
In this personal account, Suri Seefa Ram describes his growth
as an insurance agent while thanking his mentors for honing
his professional skills.

Readymade Success Formulae
— Self-help groups teach agents to sharpen their daws
Self-help organisations play a vital role in collecting people with
identical thinking — people who share the same desire and
perseverance to succeed in a profession. This helps them change their
attitude and enhance their skills, says P Srinivasan.

Wish List of An Agent - Better pay, a few benefits and
some action against benamis
As the nation’s insurance industry hurtles through a
dynamic phase,what do the agents wish for?
S. Theyagarajan makes a list.
Statistics — Non-Life Insurance
New business done up to November 2004

February 2005 Volume 3, No: 3
Dynamic Equilibrium
— A curtain raiser fo the next issue’s focus: Detariffing
Love it, hate it, fear it, ignore it, detariffing is around
the corner and, once it arrives, it shall stay. As the general
insurance market moves towards a detariffed regime,
what does it mean to the various stakeholders, wonders
K. Nitya Kalyani.
Statistics — Life Insurance
New business done up to December 2004
Statistics — Non-Life Insurance
New business done up to December 2004
A Wave of Challenges
—Tsunami throws up new issues for insurance sector

How far, how much, and how? It is time the insurance industry
re-examined ifs policies on natural disasters, observes G. I/ Rao.

Issue Focus : The ‘D’ in IRDA

Common Good — Taking insurance beyond premiums and profits
Development work benefits all, but is most effective when done by
the regulator in conjunction with enlightened industry participants,
says K. Nitya Kalyani.

Dimensions of the “D” Factor
— The critical ‘development’ role of the regulator

Page

28

30

32

41

15

INDEX

Page

Arup Chatterjee examines the various aspects of the Indian
insurance regulator’s role as an agent of industry development.

SRO Route to Growth - Insurance Councils have busy days ahead 21
The Life and General Insurance Councils should take up an
expanded role in the changing market scenario and adopt the
role of a self-regulatory organisation, says Suresh Mathur, with
apt examples from other nations.

United They Write - Insurance pools mitigate catastrophic risks 23
As terrorist attacks and natural disasters can cause unimaginable
damage to property, the pooling mechanism is the most viable
option for general insurers and reinsurers, and IRDA has taken
the lead for the industry to come together says Randip Singh Jagpal.

A Roaring Rural Market - Kick-starting health insurance
for the rural poor 25
Chronicling a health insurance programme in rural
Maharashtra, Jessica Feldman observes that data tracking
iscrifical fo ifs success.

March 2005 Volume 3, No: 4
For Whom, the Numbers
— The target audience for insurance financials 6
The financials of Public Sector insurance companies must be
an open book for the various stakeholders, especially the
insuring public, to see, observes P. S. Prabhakar in his column,
Keeping Count.

Statistics - Life Insurance 8
New business done up to January 2005
Raising the Banks
— Insurance density is a barometer of economic growth 10

Let's have a closer look at what we have got says
K. Nitya Kalyani in this curtain raiser to the next issue’s focus:
The Economic Benefits of Insurance

Issue Focus : Detariffing
House of Cards 11
The general insurance industry seems to be in two minds
about detariffing. Without setting its house in order and
making the price setting bases and logic transparent fo the
consumer, the industry will be hard put to establish its credibility
in any meaningful way says K. Nitya Kalyani.
Detariffing, Actuarially Speaking 12
A professional actuary, Piyush I. Majmudar examines how tariffs
are arrived at, how they have been shaping the industry to date,
and how the market and the Regulator should prepare for a
detariffed regime in the future.
Get Set and Go — A customer rates the risks of detariffing risk 17
Detariffing would ensure the low-term growth of the insurance
industry, notes N. Sundararajan, examining ifs various facets
and making suggestions to enhance the process.

irda Journal, November 2005
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Behind the Fanfare — Is the market fit to absorb detariffing?
Detariffing could be dangerous if thrust on a market that
is not yet fully confident of itself and lacks sufficient underwriting
skills, observes G. V. Rao.

It's all in Implementation — Detariffing need be pushed no further
Dinyar M. Jivaasha makes a strong case for detariffing,
arguing that since it was the most important recommendation
of the Malhotra Committee, it needs to be implemented at once
for the industry and the consumers to benefit.

Designed for Safety
—Vehidle design forms key element of risk management
Insurers should judge the safety features of vehicles and rate
them accordingly, argues N. C. Das, while also suggesting that
insurer’ expertise on safety aspects be used while designing vehidles.

Preparatory Lessons — Getting geared up for the Detariffing Era
From insurers to the TAC and the Regulator, all stakeholders
need fo spruce up their capabilities, so that the transition to
detariffing is smooth, efficient and fruitful,
says C. P Udayachandran.

Value Management in Insurance Companies
Michael Kahler, Pascale Gillner, Michael Knoll and Stefan Zumsteg
compare and assess existing approaches in value management
in insurance companies and provide an idea of future
best practices.

Statistics — Non-Life Insurance

New business done up to January 2005

April 2005 Volume 3, No: 5
By Their Own Rules
A curtain raiser fo the next issue’s focus: Self Regulation by
K. Nitya Kalyani
Statistics — Life Insurance
New business done up to February 2005
Quarterly Statistics — Life Insurance
Breakup of business done up to December 2004

Issue Focus: Economic Benefits of Liberalisation

Reaching the Janata
— Microeconomic approach to boost insurance penetration
Dr. Sanjeev Jha and Saju George analyse the impact of the
liberalisation of the insurance industry on the lay consumer,
and suggest ways to spread the non-life insurance net in a
more effective manner.

Liberalisation to What End? — Benefits reach insurers, not customers
Did liberalisation need more market preparation? What are the
unresolved issues plaguing the industry? Are there signs that the
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afflicting problems have been identified and are being addressed
early enough before a real crisis may occur, wonders G. V. Rao.
We've Come a Long Way
— An Early Assessment of Liberalisation and Insurance
Post liberalisation, the Indian insurance industry has come
far and, to continue the trend there is a constant need to examine
the key issues and outline possible trends, opportunities and
challenges sector so that we can mach international standards
both in terms of market size and customer satisfaction says
Sandeep Kaundal.
Knowing and Sharing
— Knowledge management is a critical strategic tool
Insurance companies, in order to gain an edge, should
consolidate and share what their employees know.
Such knowledge management is key to their success,
observes B. S. Rao.
Statistics — Non-Life Insurance
New business done up to February 2005
Taxing the ‘not-yet-a-service’
— Defining problems of insurance service tax
A consumer buying insurance does not buy a service but only

the promise of a service, which he can avail of when the need arises.

That being the case, why should insurance be taxed at the time of
premium purchase, argues P S. Prabhakar in his column,
Keeping Count.

May 2004 Volume 2, No: 6

Recourse

— Keeping customers happy is the insurance policy of all businesses
says K. Nitya Kalyani. A curtain raiser to the next issue’s focus:
Grievances Redressal
Statistics - Life Insurance
New business done up to March 2005
Carrots For All
Policies to promote and broaden health insurance coverage
The needs of all stakeholders must be met for the mass health

insurance movement to be sustainable, write Richard A. Kipp,
Ronald G. Harris and Thomas D. Snook.

Issue Focus: Self Regulation
Stand Up & Be Counted
— The Insurance Industry’s Journey to Self-Regulation
A survey of insurance company CEOs by K. Nitya Kalyani
A Healthy Ground for TPAs
— Ironing out the process fo create seamless services
TPAs form a vital link between insurers, healthcare service
providers and policyholders, points out S. K. Mohapatra, adding
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that for a smooth functioning of the system, the TPAs
should be judiciously governed and meticulously regulated.
Ensured Success for Insurance Councils
— What it takes to make self-regulation tick 21
While the developed world is moving away from self-regulation,
the Indian insurance industry can very well make the concept work.
All that it requires is commitment and a strong set of rules,
writes G. V. Rao.
Learning by Example - Chapters from the Indian CA book 25
As the Indian insurance industry and the Regulator contemplate
various forms of regulation, they can borrow from the example
of the Indian Chartered Accountants’ profession, which epitomises
self-regulation, writes P S. Prabhakar.
The Logistics of It All - The who, why and how of self-regulation 27
As more and more players enter the insurance market and the
broking community expands exponentially, the need for
self-regulation is only accentuated. But how?
/. Sithapathy finds the answers.
Recap — A listing of some articles from IRDA Journal Volume 1
(December 2002 to November 2003) for quick reference. 36
Statistics — Non-Life Insurance 42
New business done up to January 2005

June 2005 Volume 3, No: 7

According to his Need — A curtain raiser to the next issue's+ focus:

Micro Insurance by K. Nitya Kalyani 4
‘A Hectic but Satisfying Time' 5
Afarewell to Mr. P A. Balasubramanian, Member (Actuary),

IRDA who retired in May, 2005.

Welcome... 7
Welcoming Mr. C. R. Muralidharan who joined IRDA as Whole-time
Member in charge of investments, accounts of insurers and
intermediaries and off-site monitoring of insurance companies.

Statistics — Life Insurance 10
New business done up to April 2005

Fitness for All-How the four main stakeholders can benefit
from health insurance 12

Insurers, the insured, hospitals and TPAs are unhappy with
the current health insurance scenario, points out G. V. Rao,
while also proposing a framework to improve the situation.

Issue Focus: Grievances Redressal Methods

The Small Man's Best Friend
— What the Insurance Ombudsman means to the lay policyholder 15
For insurance policyholders, the Ombudsman route to redress
grievances is cost free and perhaps the speediest remedy available
in the present day scenario, writes G. Gopalakrishna while

INDEX

Page
recapitulating the background against which the Ombudsman
operates.
The ‘Guard’ Father
— The multi-faceted role of the Insurance Ombudsman 18

Disputes are a way of life, and the Insurance Ombudsman
has a critical role to play in settling issues between the companies
and customers, writes Gnanasundaram Krishnamurthy.
A Stitch in Time -Insurers must allay customer anxieties at first go 21
Educating the customer about the terms of the policy and
conveying the right attitude during claims settlement will help
insurers keep off the Ombudsman and the courts, observes
Yegnapriya Bharath.
Little Heard, Little Seen - Why the institution of the Insurance
Ombudsman languishes for recognition 23
G. V. Rao discusses the effectiveness of the institution of
the insurance Ombudsman, and suggests steps to make it more
purposeful and productive for the benefit of all the stakeholders.
Courting Change
— The proposed new face of the Insurance Ombudsman 26
The future of the Insurance Ombudsman seems to be to be
replaced by or be morphed into a Grievances Redressal
Authority (GRA) as recommended by the Law Commission
says K. Nitya Kalyani, outlining other recommendations and
tracing the history of this initiative.
Recap- A listing of some articles from IRDA Journal Volume 2
(December 2003 to November 2004) for quick reference. 36
Statistics — Non-Life Insurance 42
New business done up to April 2005

July 2005 Volume 3, No: 8
Clear and Simple 4

— A curtain raiser to the next issue’s focus:
Plain Language in Insurance by K. Nitya Kalyani

Statistics — Life Insurance 6
New business done up to May 2005
Annual Statistics — Life Insurance 8
Breakup of business done up to March 2005
IRDA Guidelines for IBNR Reserving 14
Non-standard Settlements:
— A Standard Measure Gnanasundaram Krishnamurthy 20

ISSUE FOCUS: Micro Insurance

A Macro Look at Micro Insurance
— The means, ways and methodologies 27
Low-premium and tailor-made policies for economically and
socially backward rural regions, offered through proficient agencies,
will take micro insurance to the farthest corners of the nation,
writes K.G.PL. Ramadevi.

irda Journal, November 2005
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Getting Down to Brasstacks
— The nitty-gritty of micro insurance programmes 22
While the need for micro insurance is undeniable, there are
various questions on how to go about it. Arup Chatterjee
discusses these, while illustrating the basic tenets of each method.

Statistics — Non-Life Insurance 38
New business done up to May 2005
Annual Statistics - Non-Life Insurance 40

Breakup of business done up to March 2005

August 2005 Volume 3, No: 9

Bearing Up 4
A curtain raiser to the next issue’s focus: Disaster
Protection and Mitigation by K. Nitya Kalyani

New Insurance Advisory Committee For [IRDA 5
IRDA Stops Empanelling Statutory Auditors 5
IRDA Reconstitutes Committee on Surveyors and Loss Assessors 5

Revised Guidelines For Appointment Of Statutory
Auditors Of Insurance Companies
Statistics — Life Insurance
New business done up to June 2005
When Exclusions Outnumber Benefits
— Do insurance contracts hold water in the moral court as well? 10
If the consumer is to benefit, insurance policies must be written
not only with law books by the side, but also an active conscience,
observes Gnanasundaram Krishnamurthy.
Health Cover for All
— The state of voluntary health insurance in India 11
Insurance companies, in both the private and public sectors,
should be involved in productive partnerships with various
organisations to extend health coverage to the population,
write Indrani Gupta and Mayur Trivediin this three part article.
IRDA Issues Guidelines on Group Insurance Policies 16
IRDA’s New Guidelines on Corporate Agents 18

Issue Focus: Clear and Simple — Plain Language in Insurance
Getting Closer to the Customer
— Language is a powerful tool. The simpler the better 21
Using Plain Language will benefit the insurance industry by
increasing insurance awareness about insurance, better
understanding of the produds and will lead to higher sales
says K. Nitya Kalyani.
Say What You Mean — Plain language can say more and say it better 22
Simple language is not only easier to understand but also reaches
the audience better, observes Indira Balaji while tracing the growth
of the plain language movement.
Words, Words, Words — The simpler, the better in business contracts 25

Page

Only the best minds and best writers can cut through the often
unnecessary complexities of technical and legal writing and
present the information in a way that is understandable to
a wider audience, points out H. Ananthakrishnan.

(learing the Clouds — Weather insurance and derivatives seek to do that 36
While none can stop the sun and the rain, businesses certainly
can protect themselves from the risks they pose, says Y. Srinivas.

Statistics — Non-Life Insurance 40
New business done up to June 2005
Plugging the Churn — Agents attrition rates give cause for concern 42

It is as important to retain good personnel in the agency force,
as it is fo spot and nourish fresh talent, observes P V. Subramanian.

September 2005 Volume 3, No: 10

“The Regulator Ought to Expand” 4
—Bidding farewell to Mr. T. K. Bannerjee, Member (Life),
IRDA who retired in August, 2005.

“A Welcome Assignment” 5
— Bidding farewell to Mr. Mathew Verghese, Member (Non-Life),
IRDA who retired in August, 2005.

Statistics — Life Insurance 6
New business done up to July 2005
Back to the Basics 8

— A curtain raiser fo the next issue’s focus: The Importance of
Underwriting in a Detariffed Era by K Nitya Kalyani

Issue Focus: Disaster Protection and Mitigation

When the Skies Came Down
— The financial capital ses its life and wealth washed away 9
K. Ramachandran examines the Mumbai floods in terms of
a peril, the nature of its occurrence and the interruptions that
it caused, exposing India’s financial capital to the vulnerability
of doing business there.

Act Quick and Act Well - Post disaster, insurers need to make their mark 15
Following a major disaster, insurers are expected to provide
speedy and effective support, points out P C. James, who also
explains how the insurance industry can rise to the occasion.

The Trauma and After
— Disasters are less distressing with management measuresin place 18
By incorporating disaster as a component of macroeconomic
projections, effective planning options at the national and
international level can be more fully explored, observes
I S. Naik, while also presenting an original approach to
estimating the macroeconomic impacis of catastrophes for
planning purposes.

Mediclaim: The Data Says it All
— The state of voluntary health insurance in India 36
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Since Mediclaim is the largest and oldest voluntary health coverage
available in India, it is vital to study it in detail, write Indrani Gupta
and Mayur Trivedi in the second part of their arficle.
Statistics — Non-Life Insurance 42
New business done up to July 2005

October 2005 Volume 3, No: 11

The Safety Net 4

A curtain raiser to the next issue’s focus
— Social Security Schemes by K.Nitya Kalyani

Welcome! 5
— Welcoming Mr. K. K. Srinivasan who took charge as Member
(Non-Life), IRDA in September, 2005

IRDA Proposes Time Bound Detariffing 7
Where Education is Critical
— Informing the customer is key for the success of ULIPs 9

While ULIPs offer the best of both worlds - high returns and
stable investment - policyholders must be made fully aware of
its working, observes D. V. S. Ramesh while also spelling out how this
can be achieved.
Statistics — Life Insurance 12
New business done up to August 2005
The Insurance Kingpin
— How underwriters uphold the inferests of all stakeholders 25
Underwriting means a whole range of job functions, analytical
capabilities and roles that generate good decisions for the
organisation, observes P . James.
Underwriting in a Defariffed Environment
— The need for hard" and ‘soft’ skills 19
The Tariff system should encourage the development of
underwriting skills at operating levels af the insurance
companies as well as reinsurers, says A. 5. Chaubal.
Broker as Bridge
— How a broker can be a key link in the underwriting process 23
Brokers know the pulse of the customers, and therefore can
help underwriters with their actual data as well as risk
management skills, writes V. Ramakrishna.
Gauging a Pool
— A practitioner’s view of the basics of group insurance underwriting 25
How is a group of employees examined for the risks it presents
to the insurer? What are the tools to be used and precautions
to be taken? Dr. Rajeshree Parekh, a practicing underwriter,
has answers to these queries.
A Few Ways Forward — The state of voluntary health insurance in India 36
A detailed study of the existing data on Mediclaim reveals that there
is ample room for growth in the nation’s health insurance market,
and tapping it requires good planning and concrete efforts,
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write Indrani Gupta and Mayur Trivedi in the third and concluding
part of their article.

Statistics — Non-Life Insurance 42
New business done up to August 2005

November 2005 Yolume 3, No: 12

Consumer Power! 4
A curtain raiser to the next issue’s focus

— Consumer Protection in the financial services industries

by KNitya Kalyani

Statistics — Life Insurance 7
New business done up to September 2005

Statistics — Investments 9
Investment Portfolio: Life — as at March 31, 2005

Statistics — Investments 11

Investment Portfolio: Non-Life — as at March 31, 2005

Some Settled, Some Not Quite
- Handling post-setilement disputes 12
(laims settlements once accepted cannot be disputed,
says the low. Gnanasundaram Krishnamurthy examines
the various issues surrounding this clause.

Specific replies to specific queries
— It pays to pay attention to the finer details 14
Data deserves a dose look both in its entirety and in
its various segments and sub-segments down to the lowest
meaningful level above granularity, writes George E. Thomas.

Two Sides of a Coin — Sound data capturing leads to scientific rating 17
The Indian insurance industry has a goldmine of data lying
in its backyard. Proper mining of the data will reap it rich dividends,
points out M. S. Jayakumar.

Issue Focus: Social Security
The Safety Net 19
— Social security schemes are the sheet-anchor for ambitious
economic growth plans says K. Nitya Kalyani.
For a healthy society — The need for Social Health Insurance in India 23
To achieve health insurance cover for all, proper funding and
efficient administration of the SHI Scheme is critical, elucidates
K.G.PL.Rama Devi.
Recap — A listing of some articles from IRDA Journal Volume 3
(December 2004 to November 2005) for quick reference. 36
Statistics — Life Insurance 42
New business done up to September 2005

irda Journal, October 2005




STATISTICS - NON-LIFE INSURANCE

Renort Card: GENERAL

G. V. Rao

Half Year Growth at 15.40%

Performance in September 2005

The premium performance of the non-
life insurance sector in September 2005
is in tune with the growth trends seen in
the preceding five months of the fiscal.
The market grew in September 2005 by
Rs. 213 crore, about 14.92 per cent, more
or less at about the same growth rate,
as it shows up, at the end of the first
half of 2005-06 that is 15.39 per cent.
The contribution of the new players as
also the established ones is in tune with
their respective previous performances.

The new players have added a
massive monthly accretion of Rs. 150

crore towards the overall accretion of Rs.
213 crore. They have chipped in their
usual contribution of 70 per cent to it.
Among the new players, the top ranking
three, ICICI Lombard, Bajaj Allianz and
IFFCO-Tokio alone have generated a
monthly accretion of Rs. 123 crore (58
per cent to the total market monthly
accretion), emphasising their continued
dominant role in driving up the growth
rates.

Among the monthly top premium
performers, IFFCO and ICICI, with
accretions of Rs. 53 crore and Rs. 48 crore

respectively, lead the league; with New
India ranking third with Rs. 41 crore
and Oriental fourth with Rs. 40 crore.
Oriental is showing clear signs of going
after market share among the
established players in 2005-06. The
premium growth in September of Bajaj
has been rather uncharacteristically
subdued at Rs. 22 crore.

The market share of the new
players that was only 17.6 per cent in
2004 has now risen to 24.4 per cent in
September 2005; a trend that is almost
settling into a pattern for 2005-06, in
almost every month that has gone by.

GROSS DIRECT PREMIUM (within India) SEPTEMBER, 2005

(Rs.in lakhs)
PREMIUM 2005-06 PREMIUM 2004-05 MARKET SHARE GROWTH %
INSURER FOR UPTO FOR UPTO UPTO SEPTEMBER, | YEAR ON YEAR
SEPT.'05 | SEPT.'05 SEPT. '05 SEPT. '05 2005

Royal Sundaram 3,493.57 22,513.57 2,622.26 15,752.20 2.16 42.92
Tata AIG 3,966.31 29,296.67 2,888.15 24,020.44 2.81 21.97
Reliance General 1,000.01 7,609.83 768.11 8,133.01 0.73 -6.43
IFFCO-Tokio 7,768.52 42,806.09 2,509.75 22,211.28 4.11 92.72
ICICI Lombard 11,836.39 82,291.22 7,048.12 40,784.03 7.90 101.77
Bajaj Allianz 8,902.80 62,766.49 6,742.26 39,483.05 6.03 58.97
HDFC Chubb 1,513.59 9,279.27 1,413.37 8,080.20 0.89 14.84
Cholamandalam 1,578.47 12,286.60 1,133.85 8,663.18 1.18 41.83
New India 39,798.00 | 2,28,193.00 35,744.00 2,06,348.00 21.91 10.59
National 28,060.16 | 1,78,010.35 32,334.90 1,90,218.45 17.09 -6.42
United India 23,906.00 | 1,62,870.00 22,724.00 1,58,344.00 15.64 2.86
Oriental 26,815.00| 1,76,171.00 22,764.00 1,56,439.00 16.92 12.61
ECGC 5,466.27 27,407.71 4,107.14 24,087.52 2.63 13.78
TOTAL 1,64,105.09 (10,41,501.80 | 1,42,799.91 9,02,564.37 100.00 15.39




National Insurance continues with
its deceleration in premium volumes; in
September 2005 it has dropped an
additional Rs. 42 crore, bringing the total
drop in its premium for the first half of
2005-06 to Rs. 122 crore. The four
established players have recorded a
growth of Rs. 50 crore in September
2005, recording a growth rate of only 4.4
per cent. The market strategies of each
of these dominant established players
seem to be at variance with the others.

Performance up to September 2005

The non-life market grew by Rs.1,390
crore (15.39 per cent), with the new
players contributing Rs.1,017 crore, the
four established players Rs. 340 crore
and ECGC Rs. 33 crore to it. The
contribution of the new players to the
new market growth is 73 per cent, the
four established players 24.5 per cent
and ECGC 2.5 per cent.

The market share of the new players
up to September 2004 was 18.52 per cent.
It has now gone up significantly to 25.81
per cent as at end of September 2005.
ICICI and Bajaj are poised to cross the
Rs. 1,000 crore mark by the end of 2005-
06. Here again, the top three new players
ICICI, Bajaj and IFFCO have chipped in
Rs. 854 crore amounting to 61.4 per cent
of the gross accretions of Rs. 1,390 crore.
A clear pattern in the monthly accretion
performance, as also in the cumulative
accretion performance, has begun to
emerge.

The market accretions for the first
half of the fiscal of Rs. 1,390 crore are
led by ICICI with Rs. 415 crore, followed
by Bajaj with Rs. 233 crore, New India
with Rs. 219 crore and IFFCO with Rs.
206 crore. Oriental has an accretion of
Rs. 198 crore. The remaining eight
players have accretions each of Rs. 70
crore or less, separating the top five very
sharply from the rest.

STATISTICS - NON-LIFE INSURANCE

Premium September, 2005
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Reliance and National are the only
two players that have dropped their
premiums, an uncharacteristic trend in
an otherwise climbing market.

Future prospects

The new players seem to have
consolidated their efforts to ensure a
market share of not less than 25 per cent
in the fiscal 2005-06. The top three new
players, ICICI, Bajaj and IFFCO seem
to be poised to take the market away
from the rest of the new players; and
perhaps eventually from even the
established players. ICICI is clearly the
winner so far, having outdistanced all
the other new players by a huge
premium margin, by over Rs. 180 crore,
as of now, not immediately bridgeable
by any other new player

The roadmap for detariffing that has
been announced would perhaps give a
fillip to the efforts of the new players to
acquire more new accounts, while the
tariffs are still applicable. With the
wage revisions imminent for the staff of
the established players, they need to
ensure their growth rates are reasonable

Month

July August Total

Note: 1. Total for 2004-05 is for 12 month period.
2. Total for 2005-06 is upto September, 2005.

to absorb the inevitable cost increases.
That realisation does not seem likely in
the immediate, with the sluggish growth
rate of less than five per cent unlikely to
go up immediately.

The established players have their
tasks cut out. Continuing to lose
profitable segments of business, with
rising management and distribution
costs, and with reinsurance costs likely
to go up next year, the established
players will inevitably come under
increasing pressure on all fronts. The
expectation that detariffing would
create a new level playing field for them
to take on competition may be more a
hope and perhaps an unsubstantiated
assumption at present. But with a new
determined team at the helm, one really
does hope that things will change
dramatically and more quickly too, both
for them and for the non-life market as
a whole, to grow even faster.

The author is retired CMD, The Oriental
Insurance Company.

irda Journal, November 2005



NEWS BRIEFS

Climate change concerns

bring gloom to UK insurers

Although none of Britain’s large
general insurers have direct exposure to
the Katrina disaster, they almost all insure
themselves with the world’s largest
reinsurers, which will pick up part of the
bill for the damage caused by the
hurricane. These companies are expected
to pass on their higher costs fo customers.

An even bigger challenge is posed by
climate change. ABI research conducted
on the basis of advice from climate experts
suggests the global bill for property
damage caused by incidents such as
Hurricane Katrina could increase by two-
thirds over the next 10 years unless
immediate environmental action is taken.
In Britain, the value of weather-related
claims reached £6 billion between 1998
and 2003, twice the total in the previous
five years.

Protect your home from quakes

Recent earthquakes in several parts of
world have reminded people that they
ought fo protect their homes — at least to a
certain extent — from such tremors. While
many of the quakes are small and most
are not even felt, people do wonder if
another larger earthquake might hit in the
future — and if their homes would be
protected from damage.

Most homeowner and rental insurance
policies do not cover damage caused by
an earthquake, but coverage can be added
to most policies as an “endorsement” for
an additional cost. Earthquake insurance
covers the damage to a home and its
contents caused by the movement of the
earth.

The South Carolina Insurance News
Service recommends the following:

* Look around your home for things that
could fall or move
during an earthquake. If you have a

frame house, is it fastened

to the foundation? Are your gas
connectors flexible o help

prevent fire? Learn how to turn off
the gas, electricity and

water to your house and secure your
hot water tank with

straps so it cannot tip over.

e Consider retrofitting your home to
make it more resistant fo
earthquake damage.

e Educate your children about
earthquakes and what they should
do if one occurs.

e Even in earthquake prone areas,
fewer than 25 per cent of
homeowners have earthquake
insurance. Give it good thought.
Earthquake insurance can be quite
inexpensive. Contact your
insurance agent or company to find
out what the costs would
be for your home.

US insurance sector lagging in online customer care: survey

In a report that examined 47
Healthcare, Life & Health, and
Property & Casualty insurer web
sites, the insurance industry slipped
slightly in its Customer Respect Index
(CRI), it has been reported. The
survey was carried out by Customer
Respect Group, Inc., a US-based
research and consulting firm that
focuses on how corporations treat
their online customers. The findings,
from its Fourth Quarter 2005 Online
Customer Respect Study of Insurance
firms, represent the fifth such study
conducted on insurers.

The study measures and analyses
corporate performance from an online
customer’s perspective. It assigns a
CRI rating for each company. The CRI
is a qualitative and quantitative in-
depth analysis and independent

measure of a customer’s experience
when interacting via the Internet. By
interviewing a representative
sample of the adult Internet
population, and by analysing and
categorising more than 2,000
corporate Web sites across a
spectrum of industries, the
Customer Respect Group has
identified the attributes that
together measure the online
customer experience.

Overall, the industry’s CRI rating
dropped from 6.1 in the second
quarter to 5.9. This contrasts with
the trend of slow but steady
improvements being made in most
industries. Property & Casualty had
the best sector average with 6.2,
followed by Life & Health on 5.9 and
Health Care Plans with a
disappointing 5.4.

The insurance industry remains
the only industry sector evaluated
with no web site reaching the
standard of 'excellent', noted the
report. The industry showed little or
no improvement over the previous
study and in many key areas fell
behind other industry sectors. For
example, the industry failed to
respond to 26 per cent of e-mail
inquiries compared to an “ignore
rate” of 16 per cent for financial
services. While the quality of the
responses improved slightly, the
speed of responses decreased,
resulting in just 16 per cent of e-
mails responded to in a helpful
manner and within 24 hours.
Especially poor were the healthcare
plans, which ignored more than half
of the e-mail inquiries.



US database to spot

waterlogged vehicles

Ms. Sandy Praeger, Kansas Insurance Commissioner,
has reportedly said her professional group has partnered on
a US-wide database to track cars and boats from the flooded
Gulf region that may be re-sold.

The database is a cooperative effort between the National
Insurance Crime Bureau, the National Association of
Insurance Commissioners’ Anti-fraud Working Group and
the Louisiana State Police’s insurance fraud unit.

The database — accessible at www.nicb.org — will match
the vehicle identification numbers of cars and boats with
those that were located in the flood region. Ms. Praeger says
many cars and boats will be cleaned up and re-sold, though
many of them could have dangerous and unsound electrical
systems.

“Making this information available to consumers in an
easily accessible format will serve to inform and protect
them from vehicle fraud,” says Ms. Praeger, who is the NAIC'’s
secretary-treasurer.

Lloyd’s of London updates key

system software

NEWS BRIEFS

CUS disability insurer legally

A lawsuit filed in the Superior Court in California
claims that UnumProvident Corp., the US’ largest
disability insurer, systematically sought ways to avoid
paying claims to millions of California customers.
The lawsuit, which seeks class-action status, comes
less than a month after the company was ordered to
pay an $8 million fine to settle similar charges against
the company by state insurance regulators.

The lawsuit seeks billions of dollars in premium
refunds and damages for denied claims. The suit also
names UnumProvident subsidiary Paul Revere Life
Insurance Co.

Lloyd’s Equitas settles asbestos
claims with GM

Lloyd’s of London, the specialist insurance market, has updated
the software that forms part of its settlement and trust fund
operations, it has been reported. One of the key roles of the system
is to seftle insurance transactions between syndicates and brokers,
with more than £31 billion - in eight different currencies - processed
through the system.

The settlement mainframe system receives input including
information on premiums, claims, reinsurance, charges, direct feeds,
currencies and letter of credit scheme transactions. It ensures
payments owed by brokers and underwriters are received, and all
payments owed to brokers and underwriters are paid out on time,
with statements issued to inform the various parties of what is
going on.

Lloyd’s had previously been using software from Information
Builders called PC Focus but as this package began to age it started
looking for an alternative, and decided last year to upgrade to the
same software company’s WebFocus product. WebFocus
downloads files from the mainframe, allowing staff to create payment
files and reports in a variety of currencies. It also seftles payments
to banks and other parties, and processes letters of credit in their
preferred formats.

It has reportedly given the insurance market more flexibility to
link info other sites. The new software also adds security.

Equitas, the company set up to assume Lloyd’s of London’s
multi-billion-dollar liability exposures, has reportedly reached
a settlement with carmaker General Motors Corp. over asbestos
claims. The size of the payment by Equitas to GM was not
disclosed but Equitas said the agreement settles all of GM'’s
claims against Lloyd's businesses that are reinsured by Equitas,
some of which date back to the 1950s.

GM continues to pursue its lawsuit, filed in January, with
UK insurer Royal & Sun Alliance (RSA) over disputed asbestos
liabilities that it says RSA should pay. But RSA is set to continue
to fight the action, which could take years to resolve.

Asbestos was widely used in manufacturing car brakes at
one time because of its ability to withstand high temperatures,
but the material later found to cause respiratory illnesses
including cancer. Equitas was set up in 1996 to take over and
pay off Lloyd's huge exposures, largely to asbestos claims, which
threatened to bankrupt the world’s oldest insurance market.
Equitas effectively assumed all the market’s pre-1993 liabilities
so that Lloyd'’s could continue underwriting.

Equitas has been able to reduce its liabilities by making
upfront cash settlements with many of its biggest policyholders.
Since it was established, Equitas has paid over $7 billion for
asbestos claims.

irda Journal, November 2005
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Takaful takes insurance to the Islamic world

For conservative Muslims,
insurance is a strict no-no, since it
contradicts with some of their
religious teachings. In 1903, Arab
scholars declared insurance an
unacceptable concept.

In 1970 arose an alternate tool in
the form of Takaful. It took off in
1985, when the Majma al-Figh, the
Grand Counsel of Islamic scholars in
Makkah, Saudi Arabia, approved of
the system. Takaful literally means
‘guaranteeing each other’. It meets the
norms set by Shariah, or the Arabic
term for “path” that prescribes
religious codes for Muslims.

Takaful is a concept that provides
protection for its community,
according to media reports. It is also
termed as ‘cooperative insurance’,
wherein the policyholders contribute
a certain amount for a common

purpose and each of them pay a sum
as insurance premium in order to
help those who are in need of financial
aid. It is a system of mutual help and
cooperation. Also, the losses are
divided and liabilities spread
according to the community pooling
system. It does not aim to derive
benefits at the cost of others. Instead,
it eliminates uncertainty in terms of
premium and compensation.

The first Takaful Company - the
Islamic Insurance Company of Sudan
— was established in 1979. Today,
there are about 28 registered Takaful

companies worldwide writing
Takaful directly and 10 more Islamic
marketing agencies placing

insurance risk with conventional and
Takaful companies. Malaysia is one
of the largest markets outside the
Arab region for Takaful, writing 72

per cent of the non-Arab Takaful
business. This impressive
performance has attracted the
attention of insurers from many
countries.

Back home, LIC has linked up with
a Saudi insurance company to form
Indo-Saudi Insurance Company, a
four-way partnership with LIC, LIC
international-Bahrain, the New India
Assurance Company and Al Hokair
group, it is reported. It will offer
‘Takaful’ products. This is the first
foreign venture where the state owned
insurer will retain 50 percent of the
investment in a foreign operation. LIC
will offer a range of insurance products
like endowment, money-back and
single premium policies among
others. The returns would need to be
inbuilt into the pricing, and cannot
be called bonus or profits.

RBI allowsinsurerstoadopt screen trading U f°h’;:|:‘|’l ?:;’::::CL“’“"

Insurance companies, who are
increasingly turning out to be major
buyers of government securities, have
reportedly been allowed to trade on
screen in the bond market. These
institutional players will be able to
transact in government securities on
the order-matching module of the
negotiated dealing system (NDS).

Insurance companies,
particularly LIC, General Insurance
Corp (GIC) and the four state owned
non-life companies, are big playersin
the bond market. The RBI introduced
the screen-based order matching
platform on August 1. It is an
anonymous platform, similar to the
one for equities on the NSE.
Transactions take place through the
matching of buy and sell quotes.
Initially, only the banks and primary
dealers had access to this platform.

Insurance companies had asked RBI
to be allowed to trade using the order
matching platform.

The new platform is a departure
from the earlier telephone market,
where brokers acted as
intermediaries. The new system has
by and large wiped out brokers from
the bond market, as big participants
such as state-owned banks have
moved out of the telephone market.
Mutual funds also want access to the
platform, but have yet to be
permitted by RBI.

Access to the order matching
platform will be a major advantage
to insurance companies. Most of the
market has moved to the order
matching platform and those left out
have a significant problem in
learning about the market
movements and live quotes.

The Ministry of Health and
Family Welfare is considering
establishing a task force to develop
a low-cost health insurance
programme as part of the National
Rural Health Mission, it is reported.
Mr. Anbumani Ramadoss, Health
Minister, has already made a
presentation on the issue to the
Prime Minister.

As per the proposals, over 3,200
community health centres in the
country will be strengthened so that
they can provide basic healthcare to
the masses. The strengthening of the
public health delivery system and
the availability of a large number of
health workers will provide an
opportunity to improve risk pooling
through the community-based
health insurance, it is expected.

It is estimated that household
expenditure on healthcare during
2004-05 amounted to more than Rs.
1,00,000 crore.
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Life insurers set up new firm study mortality rates

The Life Insurance Council, the
representative body for Indian life
insurance companies, along with
Actuarial Society of India (ASI), has
floated a new company called
Mortality and Morbidity Investigation
Bureau (MMIB), it is reported. To this
effect, it has registered MMIB with the
Registrar of Companies in Mumbai.
The bureau was floated as a 50:50 joint
venture between the Council and ASI.

MMIB has been mandated with
preparing a new mortality chart on the
basis of which life insurers will fix the
premium for insurance policies. With
the increase in life expectancy, there is
a need to upgrade the mortality table
tocurrent levels. A new chart will result
in a more realistic premium
calculation for new policies. At present,
new private life insurers base their
calculations on the decade-old
mortality table prepared by LIC.

The company will also prepare a
morbidity table — a set of figures
which will indicate incidence and
severity of sicknesses and accidents in
a defined classes or persons. At
present there is no morbidity table.
Such a table will enable correct pricing
by insurers for all new products.
Currently, Indian insurers draw
examples from the international
experience of reinsurance firms on
critical illness.

MMIB will also study recent trends
while acquiring data and information
on mortality, morbidity and other
specific risk-related contingencies in
the life insurance domain. Earlier,
MMIB was conceived as a trust but
fund requirement to run the entity
prompted a decision in favour of
floating it as a corporate entity. Mr. S.
V. Mony, Secretary General of the
council, said MMIB is on the lookout

for a chief executive responsible for
formulating a sustainable revenue
model and action plans to reduce
MMIB’s dependence on external funds.

At present, 14 life insurers have
provided Rs. 5 lakh each towards its
working capital. Working funds at the
initial stages will be provided by life
insurers until it attains self-
sufficiency. According to an MoU
signed by the two promoters, MMIB's
board will have four representatives,
two each from the promoter
organisations.

At a later stage, MMIB will provide
consultancy and data service to
insurers for a fee. It will initially work
in technical collaboration with the
Continuous Mortality Investigation
Bureau (CMIB) of the UK, where pooled
experience is drawn from all member
insurers.

Making Health Insurance Universal ECGC May Offer Domestic Credit Cover

The four state-owned general insurance companies have
utilised only about Rs 1.5 to two crore for the Universal
Health Insurance Scheme in the current fiscal so far, it is
reported. Concerned over the small coverage of the scheme,
a concrete strategy is reportedly currently being worked out
by the finance ministry along with the companies to make
the scheme a success.

The government is likely to increase the allocation for
the scheme, which is targeted only at the below poverty line
population.

Though as per the original proposal, 10 lakh lives were
to be covered, the four companies have managed to cover
only about 3 lakh lives, it is reported, with the lack of a
proper database on the BPL families being a main cause of
concern. The scheme has picked up well in the southern
states.

The Centre had not made any particular allocation for
the current fiscal, though in 2004-05, the Centre had
allocated Rs 10 crore for the scheme.

It is learnt the finance ministry is likely to increase the
allocation for the next fiscal. The state governments and
non-governmental organisations are also likely to be roped
in to make the scheme popular.

Export Credit Guarantee Corporation of India
(ECGC), an export promotion organisation of the Union
commerce ministry, is reported to be exploring the
possibilities of foraying into the domestic credit
insurance business.

ECGC is apparently looking at the immense volume
of inter-state trade that can be tapped for credit
insurance. "The volume of business that domestic trade
can generate is huge. Non-payment or default by
companies within the country is also quite high that can
be insured," ECGC general manager G. M. Ganapathy
was quoted saying.

ECGC currently insures close to 15 per cent of the
country's exports. ECGC is also talking to French
insurance agency Coface for creating a reinsurance back
up. "We can start underwriting the risk in domestic
business once we have a proper reinsurance backup,"
the executive said.

irda Journal, November 2005
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Hurricane Katrina
has been estimated to be the
costliest natural peril event to date.

General Insurance Newsletter,
Financial Services Authority(FSA),
the UK

We're not expecting
an immediate premium increase
directly as a result of Katrina, but the
wider issue of climate change is beginning to
have a very serious impact on insurers. Hurricanes Katrina and Rita serve as a
reminder that insurers' full year results are
influenced significantly by the extent of catastrophic
loss, and most notably this year by the severity of the
windstorm season. Katrina, in particular, will have a
significant bearing on full year profits.

M. Nick Prettejohn, Chief Executive,
Lloyd's of London

Mr. Malcolm Tarling, Spokesman,
Association of British Insurers

Those close to the contract
certainty debate have been unanimous
on one point: that much of the change needed

to deliver contract certainty is about behaviour and

culture. Just because something has been done in a
certain way for some time doesn't necessarily mean that

change isn't required. The world and the environment

changes and the legal and operational risks which

businesses might be exposing themselves
to by not changing are getting more

considerable. Critically, the market has now agreed an

Mr. Julian Adams, Head of Wholesale industrywide definition of contract certainty:
Insurance, FSA ‘Contract certainty is achieved by the complete and
final agreement of all terms (including signed down
lines [for the subscription market]) between the
insured and insurers before inception.’
| believe that any reform agenda
should not lose sight of the social value
of our market and all aspects of reforms
should ultimately be tested against the differnce
they make in terms of making our market more
financially secure and efficient to enable end
users to receive proper and fair
treatment.

Mr. Julian Adams, Head of Wholesale
Insurance, FSA

General Insurance Newsletter, FSA, the UK
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Cvents

14 16 November, 2005
Venue: Hyderabad
Annual Seminar on Regulatory Issues for
Senior Officers of Insurance Regulatory
Agencies by Institute of Insurance and Risk
Management, Hyderabad

16—18 November, 2005
Venue: Mumbai
World Conference on Disaster Reduction:
Focus on Cgrporute Sgctor Role & 21-22 November, 2005
Responsibility by National Insurance

Silver Jubilee Seminar on Business Confinuity Management by
Academy, Pune

NIA, Pune in collaboration with Information Systems Audit &
1819 Novermber, 2005 Control Association, Pune Chapter

Venue: Pune . ‘ 24-25 November, 2005
2nd Global Symposium on Pensions by Venue: New Delhi

ZernsmAanSese.urch Ifnls 'LU,TG’ NIA, Pune and Samvardhan: Exploring Advancements in Risk and Insurance for
dluarial >ociefy of India. 0il and Gas organised by Marsh India in association with National
Insurance Academy and Infraline

28 — 29 November, 2005
Venue: Hong Kong
2nd Conference On Pensions & Retirement Planning by Asia
Insurance Review (AIR)

28 — 29 November, 2005
Venue: Dubai
2nd Annual Gulf Insurance Forum by AIR






