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Reforms are an on-going process in a dynamic
business environment. In an area which has
witnessed transition from fully government-owned
organizations to private participation, including
joint ventures with foreign enterprises, reforms
play a very vital role towards ensuring that the
transition is smooth. In India, insurance has not
been on the main agenda of either individuals or
corporates. Hence reforms encompass not merely
regulatory intervention but also promotional effort
to develop the market.

The steady growth of the industry as also the
consolidation of private players progressively bears
a silent testimony to the proactive regulatory
regime in place in India. Taking a look at the
reforms that have taken place in the past and what
requires to be done in times ahead constitute the
focus of this edition of the journal.

It is now more than three years that the journal
has been in existence. During this period, it has
gained acceptability not only as a vehicle for
disseminating accurate information but also as a
platform to exchange views about various aspects

affecting the industry. To accomplish this, it is very
essential that the editorial role is played to
perfection. Ms.Nitya Kalyani, who has been the
editor of the journal from its inception, has been
instrumental in shaping the journal. She has
demitted office with effect from this issue. | take
this opportunity to express my appreciation to her
for a job well done. | also welcome the new editor
Mr.U. Jawaharlal to the IRDA fraternity and wish
him the best of luck.

In recent times, corporate entities world over
have been in limelight for the corporate debacles
for a plethora of reasons. This has suddenly
brought to the fore the need for a more accountable
corporate management. Corporate governance
forms the crux of the focus in our next issue. We
propose to bring to you the nuances of corporate
governance and its role in the insurance industry.
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FROM THE EDITOR

ced for Reforms

Insurance industry in India has completed a full circle. There was a time when the domain was in the
hands of private enterprise. The avarice of several players and their unholy nexuses with large industrial
houses; as also the demands of the socialistic pattern of the society led to the government taking over
the control — first in the life arena and then the non-life one.

Although state-controlled insurance business made tremendous strides of progress, it was felt that
there was need to bring about a fresh whiff of air in the form of competition so that India could achieve
global standards. Further, the entire world was witness to the new paradigms of globalization and
liberalization. In this background, the Indian insurance industry was thrown open to private
participation.

All this necessitated that a great deal of reforms were in place to ensure a steady transformation.
A decade of insurance reforms is the issue focus for this month’s journal and we have some experts
succinctly bringing out the genesis and the evolution of insurance reforms in India. Mr. H Ansari
takes a walk down the entire period of private operators, then the nationalization and then to
privatization again with an incisive analysis at each stage of operations. He also talks about the role
of regulation in the years to come. Mr. Arup Chatterjee comments on the role of the insurers in different
times and how competition has brought in a fresh aroma in the attitudes and practices of insurers.
Mr. G V Rao throws light on what has been achieved after liberalization of the industry and hastens
to emphasize the challenges facing the industry in the years to come.

Besides, we have Mr.Gnanasundaram Krishnamurthy highlighting the importance of the spirit of
the clauses rather than the letter, in the end user section. We have for you an article on the maturity
of the players and on how to differentiate boys from men. Mr.CNS Shastri elaborates on this issue in
the thinking cap section. We also have the comprehensive statistics pertaining to the life and non-life
players which once again indicate the trends that have been witnessed for quite some time now.

The next issue of IRDA Journal will focus on Corporate Governance and Insurance Industry.
Several corporate debacles world over and the failure of managements that was associated with these
have suddenly brought into limelight the importance of good governance. We have some experts
commenting on the role of managements in order that the confidence of the shareholders is not betrayed
on account of abuse of power.

A journal is a good medium of communication for exchange of views on the several aspects of
business, more so when the market is emerging. This, in my opinion, has largely been accomplished
during the last three years of this journal’s existence. While no single individual can be entirely credited
for such monumental success, | have no doubt that my predecessor deserves to be complimented.

At the same time, | would be looking forward to the continued patronage of industry experts,
corporate big-wigs, practitioners, the academia and above all, the erudite policyholder to continue to
extend the same co-operation in order that we, as a team, achieve the purpose of making this journal
more meaningful and communicative.

U. Jawabharlal
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VANTAGE POINT

(500d Governance

Managements owe a fiduciary responsibility to all their stakeholders. When the due diligence
associated with corporate governance takes the back seat, it spells doom for the corporate

Corporate governance has been the
buzzword in more recent times globally.
Although the concept has been in
existence for a very long time, several
scandals which shattered the corporate
world in diverse areas of management
leading to their ultimate collapse,
suddenly drove home the importance of
corporate governance. While this
responsibility should have formed a part
of self-regulation, the blatant abuse of
the powers vested in the managements
triggered a series of legislations. A
senseless inflation of figures in order to
camouflage the stock values thereby
aggrandizing the stockholder’s real
worth is what led to most of these
corporate failures. Eventually, what the
entire episode achieved was a total
erosion of faith and confidence for the
average shareholder apart from the
total downfall of the companies involved.

Looking at these failures, corporate
governance is being watched closely to
ensure that the shareholder’s confidence
as well as the real value are restored.
Several definitions of corporate
governance have been propounded
considering one’s special interest in a
field. Most of the definitions deal with
the maximization of shareholder’s
wealth. But is it merely sufficient that
the value which has ‘somehow’ been
managed to be enhanced is a true
indicator of good governance or are there

~ Corporate

Governance

in our next issue...

entities opines U. Jawaharlal.

other aspects that need to be considered?
If the outlook is not wholesome, it may
lead to the earlier pitfall of myopic view
once again. Managements owe a
fiduciary responsibility to all their
stakeholders and this fiduciary
responsibility should not merely confine
itself to maximization of the
shareholders’ value but also look at
ensuring safety and soundness of the
enterprise.

In this regard, OECD’s take on
corporate governance comes closest to
being comprehensive. It talks about the
entire system by which business
corporations are directed and controlled.
It further highlights the rights and
responsibilities among different
participants in the corporation viz. the
board, the managers, the shareholders
and other stakeholders; and spells out
the rules and procedures for making
decisions on corporate affairs. Thus, it
provides the structure through which
the company’s objectives are set and
means of attaining those objectives; and
monitoring performance.

The failures of entities on this front
may be on account of several reasons.
There may be an excessive emphasis on
observing rules and guidelines thereby
stifling the management’'s use of
discretion. Such instances of a fetish for
propriety could lead to a sacrifice of
efficiency. Corporates with shorter

tenures for their chief executives could
also suffer from a certain lack of a
visionary leadership. Besides, such
managements invariably operate in an
environment with limitations in
freedom and flexibility in decision
making.

The role of insurance companies in
this area is more complex and unique.
They owe the fiduciary responsibility
to shareholders as well as the
policyholders, whose hard-earned
money they are dealing with.
Especially, they should not fail in their
duty when it comes to fulfillment of the
promise. They are also unique in the
sense that they do not depend on their
core business alone for their earnings
but also on investment income. The
complexity comes into operation
because they have to ensure their own
governance as also of those entities
where the investments are made. It
may eventually be the performance of
these companies that would spell their
success.

Corporate governance and
insurance industry are what form the
central theme of the next issue of IRDA
Journal. We look forward to an
interesting debate from experts in
different areas highlighting their
viewpoints on the issue.




IN_THE AIR

Sdection of Rensurer/s

16th January, 2006

IRDA, through a Circular letter has exhorted all the non-
life insurance companies with regard to the placement of
reinsurance business.The Insurance Regulatory and
Development Authority (General Insurance-Reinsurance)
Regulations, 2000 stipulates inter alia as under:
Regulation 3(7):‘Insurers shall place their
reinsurance business outside India with only those
reinsurers who have over a period of the past five
years counting from the year preceding for which
the business has to be placed, enjoyed a rating of at
least BBB(with Standard & Poor) or equivalent
rating of any other international rating agency.
Placements with other reinsurers shall require the
approval of the Authority. Insurers may also place
reinsurances with Lloyd’s syndicates taking care to
limit placements with individual syndicates to such
shares as are commensurate with the capacity of
the syndicate’.

The above mentioned provision requires insurers to
choose appropriate reinsurers abroad for placing their
reinsurances. There is no limitation on use of Indian
insurers or reinsurers for placement of reinsurance since
they are regulated by IRDA.It has come to the Authority’s
notice that some insurers are agreeing to the insured
choosing the reinsurers either directly or indirectly. The
Authority reiterates that the contract of insurance is
independent of the contract of reinsurance and the client
is not a party to the contract of reinsurance. It is the
function and responsibility of the insurance company to
choose the appropriate reinsurer/s within the framework
of the Regulations. The Authority will therefore not permit
any insurer to dilute this function and responsibility by
permitting the broker or the insured to specify conditions
with regard to reinsurance placements or leaving the
choice of the reinsurers directly or indirectly to the insured.
Non-compliance of the directives contained herein shall
invite appropriate action of the Authority.

(C.S. Rao)
Chairman

|RDA Clarifies about Insurance Qualification of the
Corporate Agent

27th December, 2005

To All Insurers. The Authority had issued new Guidelines
for Corporate Agents vide Circular Ref: 017/IRDA/Circular/
CA Guidelines/2005 dated 14th July, 2005.Clause 7 of the
aforesaid Guidelines reads as under: “The Chief Insurance
Executive, the designated officer and other specified persons
who will be employed by the applicant should be whole time
employees of the applicant. At least one of the persons should
have insurance qualification to the extent of FFII or AFII
or such qualification or experience that IRDA may at its
sole discretion, consider adequate.”

The Authority has received a number of representations
from the Insurers seeking relaxation of the above guideline
in respect of issuance of fresh licenses as well as renewal
of existing licenses on the ground that persons with FFII
& AFII or equivalent qualifications are not readily
available. Some of the insurers have indicated that they

had instructed their CIE or SP to acquire the requisite
qualification which will take some more time. The
Authority, after careful examination of the difficulties
expressed by the Insurers and also having regard to the
need to follow the above guidelines scrupulously for the
ordely development of the Industry, has decided as under:
i) In so far as issuance of new licenses of Corporate Agents
are concerned, there shall be no relaxation whatsoever of
the Guidelines dated 14th July, 2005. (ii) However, in case
of existing licenses that come up for renewal, the aforesaid
Clause 7 of the Guidelines will not be enforced till 1st April,
2007 and the renewal will be provisional subject to review
by 1st April, 2007.(iii) All other provisions of the Circular
dated 14th July, 2005 shall be implemented in toto.

(V Vedakumari)
Executive Director
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(Guiddlines of ULIPs

IRDA has issued a detailed circular on guidelines for Unit Linked Life Insurance
Products. The circular which comes in six parts sheds light on several aspects of
ULIPs. We are reproducing the circular for the benefit of our readers.

Insurance Requlatory and Development Authority

LIFE INSURANCE PRODUCTS-Guidelines for Unit Linked Life Insurance Products

CIRCULAR NO: 032/IRDA/Actl/Dec-2005

1. Application.—

1.1 THIS CIRCULAR, WHICH IS FURTHER TO
CIRCULAR NO. IRDA/ACTL/FUP/VER 2.0/ DEC 2003/
DATED: 18/12/2003, IS APPLICABLE TO ALL
REGISTERED LIFE INSURERS CARRYING ON LIFE
INSURANCE BUSINESS IN INDIA, REGISTERED IN
ACCORDANCE WITH SECTION 3 OF THE INSURANCE
ACT, 1938 IN RESPECT OF ALL LIFE INSURANCE
PRODUCTS CLASSIFIED UNDER LINKED BUSINESS,
INCLUDING PENSION AND ANNUITY BUSINESSES.

2. Back Ground:

2.1 With the opening of the insurance sector, Unit Linked
Insurance Products (ULIP) have emerged as popular
products and the sector has been witnessing significant
growth in this line of business in addition to growth of
traditional insurance products.

2.2 Considering the several features differentiating the
linked insurance products from the traditional insurance
products, a review of the products has become necessary to
assess the extent to which the following objectives interalia,
were served, for the protection of interests of the
policyholders:

1. Provision of a fair insurance coverage

2. Disclosures to facilitate informed decision by the
policyholders as the investment risks are borne by
them

3. Preserving the long term nature of the insurance
products.

2.3 The various aspects of unit linked business have
therefore been examined in detail in consultation with
insurance companies and a set of guidelines has been framed
governing the features of the Unit Linked Insurance
business in general and the products to be offered

Dated: 21/12/05

thereunder by the companies, in particular. The guidelines
are intended to enhance transparency, provide better
understanding of the product design to intending investors/
policyholders, enlarge the insurance cover in a consistent
manner and mainly to conform to the medium and long
term investment characteristics of insurance
products. Insurance companies are advised to strictly
comply with the guidelines and also give adequate publicity
to the various features of the Unit Linked Life Insurance
Products on their websites and the sales literature for the
benefit of customers.

3. Criteria:

Unit Linked products and business should, at the
minimum, satisfy the following features and criteria:

¢ Reasonable insurance cover with a linkage to the
premium payment during the term of the contract;

¢ Availability of greater part of a targeted sum at the
longer end;

¢ Basic features of life insurance contract including
long term nature;

¢ Avoid technical jargon;
¢ Remain simple for the public to understand.

¢ Complete transparency in all aspects of the product
terms & conditions;

¢ Despite the investment risk being borne by the
policyholder, the investment strategy is aligned to long
term nature of these contracts;

¢ Adequate disclosure of information pertaining to
investment of funds and the elements of risk involved;

¢ A standard method, across the industry, with regard to
computation of NAV (Net Asset Value);



4. With a view to meeting the general and specific objectives
for unit linked life insurance products, stated in paras#2 &
3 above, the Authority stipulates the guidelines in para #5.
These will come into effect immediately and implemented
as under.

I. The existing products should be modified to fall in line
with the above guidelines. While there is no restriction
on sale of these products (during the transition period
(not beyond 30" June, 2006)), insurers should take
steps to modify them as early as possible in a phased
manner, and file with the Authority for information
before use. As a special case, the products so filed can
be used without waiting for 30 days period. The above
procedure for such products call for
modification of all relevant documents such as
policy document, proposal form, sales literature,
sales illustration and advertisement material
and filing with the Authority before use. This
shall be subject to completion of an internal
check (at the insurer’s end) to satisfy that the
products and related documents conform to the
guidelines and certification by the CEO and the
Appointed Actuary. The Authority would carry out
a check of the compliance at a later date and violations,
if any observed, will invite serious action. The
insurers are accordingly advised to carry out
the requisite modification of the existing
products, and complete the exercise latest by
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30" June, 2006. The existing products which are
not modified shall not be sold after 30" June
2006.

I1.  All the products filed but not yet cleared by the
Authority shall be required to be filed afresh after modifying
to conform to the guidelines.

5. Guidelines on Unit Linked Life Insurance Products

The guidelines are detailed in the Annexure and have been
classified into 6 Parts, namely:-

6 Review of the guidelines:

6.1 The Authority proposes to make a detailed review of the
guidelines at an appropriate date for such modifications as
may be deemed necessary towards protection of the interests
of the policyholders.

(C.R.MURALIDHARAN)

Member

Annexure-Guidelines on Unit Linked Insurance Products
PART-I Product Design

Approved terminology stated under various items under
these guidelines should be used as per Annexure-l at all
times and shall not be changed and other terminology/
definitions shall not be used.

1. Benefit payable on death:

1.1. The table 1.2 below specifies the minimum sum
assured in respect of death benefit under unit linked
life insurance contracts where:

1.1.1 T is Policy Term (PT) chosen by the policyholder (T
shall be taken as 70 minus age at entry in case of
Whole Life Products).

1.1.2 AP is Annualized Premium selected by the
policyholder at the inception of the policy.

1.1.3 SPis Single Premium chosen by the policyholder at
the inception of the policy.

1.2 The minimum sum assured shall be at least equal to:

Table: 1.2

Type of products Minimum Sum Assured

Single Premium Products| 125% of the SP

Non-Single Premium
Products

05xTxAPor5xAP,
whichever is higher
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1.2.1 In respect of products under pension and annuity

1.3.

business Table 1.2 is not mandatory.

Other Conditions:

1.3.1 The sum assured payable on death shall not be

reduced at any point of time during the term of the
policy except to the extent of the partial
withdrawals made during the two year period
immediately preceding the death of the life assured.
However, on attainment of 60 years of age of the
life assured, all the partial withdrawals may be
set off against the sum assured payable on death.

1.3.2. No cover should be extended after the expiry of the

3.1.

4.2

5.1.

policy term and only settlement options (which are
clearly outlined at the commencement of the
contract) may be allowed.

Minimum Policy Term: The minimum policy
term shall be five years.

Guarantees on policy benefits:

linked product must have a guaranteed sum
assured payable on death and may have a
guaranteed maturity value.

General aspects on Guarantees: Guarantees
provided on death, and/or on maturity shall be
reasonable and consistent in relation to the current
and long term interest rate scenario. In this regard,
demonstration of proper pricing, including the
appropriateness through sensitivity and scenario
testing shall be required under the File and Use
Procedure for all the guarantees provided for.

Surrender value (SV):

Where a Unit Linked Life Insurance Policy acquires
a surrender value, it shall become payable only after
the completion of the third policy anniversary.

The “Surrender Value” or the “surrender value
formula” must be published in the policy document
and all other promotional materials of the life
insurance contract.

Options available on discontinuance of
premiums:

(i) Discontinuance of due premiums after
paying at least three consecutive years
premium:

If all the due premiums have been paid for at least
three consecutive years and subsequent premiums

52

53

54

5.6

5.7

5.8

are unpaid, life insurers shall give an opportunity
to the policyholders to revive the contract within
the limited period allowed for revival as per policy
conditions.

During this limited period for revival, the insurance
cover under the Unit Linked Life Insurance
contracts shall be continued levying appropriate
charges.

At the end of the allowed period for revival, if the
contract is not revived, the contract shall be
terminated by paying the surrender value.
However, the life insurers can offer to continue the
insurance cover under such contracts, if so opted
to by the policyholder, levying appropriate charges
until the fund value does not fall below an amount
equivalent to one full year's premium,.

When the fund value reaches an amount equivalent
to one full year’s premium, the contract shall be
terminated by paying the fund value. It is clarified
that the intention is to ensure Payment of a
minimum of one full year's premium to the
policyholder.

(ii) Discontinuance of due premiums within
three years of inception of the policy:

If all the due premiums have not been paid for at
least 3 consecutive years from inception, the
insurance cover under the Unit Linked Life
Insurance contracts shall cease immediately.

Insurers shall give an opportunity to the
policyholders to revive within the period allowed
for revival as per policy conditions.

In case the contract is not revived during this
period, the contract shall be terminated and the
surrender value, if any, shall be paid at the end of
third policy anniversary or at the end of the period
allowed for revival whichever is later.

Loans: No loans shall be granted under Linked
Insurance products.

Top-up Premium:

A top-up premium is an amount of premium that is
paid by the policyholders at irregular intervals
besides basic regular premium payments specified
in the contract and is treated as single premium.



7.2

7.3

8.2.

8.3.

Top-up premiums can be remitted to the insurer
during the period of contract only, where due basic
regular premiums are paid up to date and if
expressly stated in the terms and conditions of the
contract.

At any point of time during the term of the contract,
so long as the total amount of top-up premiums
remain within the 25% of the total amount of the
basic regular premiums paid up to that date, the
top-up premium will not be required to have any
insurance cover (as required in Table 1.2 above)
and the balance amount of such top-up premium
shall have an insurance cover as specified in Table
1.2 (for single premium contracts) above and shall
remain constant during the period of the contract.
The provisions in this para shall not apply in respect
of pensions and annuity business.

Partial Withdrawal:

The first partial withdrawal is allowed only after
third policy anniversary for all regular premium
contracts and single premium contracts.

Where partial withdrawals have been granted, in
case of death during the term of the policy, the sum
assured may be reduced to the extent of the amount
of partial withdrawals made during the two year
period immediately preceding the death of the life
assured. However, on attainment of 60 years of age
of the life assured, all the partial withdrawals may
be set off against the sum assured payable on death.
The provisions in this para shall not apply in respect
of pensions and annuity business.

For the purpose of partial withdrawals, all top-up
premiums-whether or not associated with insurance
cover-shall be treated as single premium; for a top-
up premium made during the period of the contract,
a lock-in period of three years shall apply from the
date of payment of that top-up premium (this
condition will not apply if the top-up premiums are
paid during the last three years of the contract).

Settlement Option:

There is no objection for an insurer providing to
the policyholder settlement options, providing only
periodical payments, in the contract so as to avoid
the possibility of fluctuations affecting the maturity
value. Settlement options should clearly indicate
the inherent risk being borne by the policyholder

10.
10.1

10.2

10.3

10.4
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during the period and should be explicitly
understood by the policyholder. The period of
settlement should not, in any case, be extended
beyond a period of five years from the date of
maturity. The provisions in this para shall not apply
in respect of pensions and annuity business.

Unit Pricing:

The basic equity principle of unit pricing for any
unit linked fund offered by the life insurer shall
be:

“The interests of policyholders who have
purchased units in that fund and not involved
in a unit transaction should be unaffected by
that transaction”

The unit pricing shall be computed based on
whether the company is purchasing (appropriation
price) or selling (expropriation price) the assets in
order to meet the day to day transactions of unit
allocations and unit redemptions i.e. the life insurer
shall be required to sell/purchase the assets if unit
redemptions/allocations exceed unit allocations/
redemptions at the valuation date.

The Appropriation price shall apply in a situation
when the company is required to purchase the
assets to allocate the units at the valuation date as
stated in 10.2. This shall be the amount of money
that the company should put into the fund in respect
of each unit it allocates in order to preserve the
interests of the existing policyholders.

The Expropriation price shall apply in a situation
when the company is required to sell assets to
redeem the units at the valuation date as stated in
10.2. This shall be the amount of money that the
company should take out of the fund in respect of
each unit it cancels in order to preserve the interests
of the continuing policyholders.

10.5. Computation of NAV:

10.5.1 when Appropriation price is applied: The NAV

of a Unit Linked Life Insurance Product shall be
computed as: Market value of investment held by
the fund plus the expenses incurred in the purchase
of the assets plus the value of any current assets
plus any accrued income net of fund management
charges less the value of any current liabilities less
provisions, if any. This gives the net asset value of
the fund. Dividing by the number of units existing
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at the valuation date (before any new units are
allocated), gives the unit price of the fund under
consideration.

10.5.2 When Expropriation price is applied: The NAV
of a Unit Linked Life Insurance Product shall be
computed as: Market Value of investment held by
the fund less the expenses incurred in the sale of
the assets plus the value of any current assets plus
any accrued income net of fund management
charges less the value of any current liabilities less
provisions, if any. This gives the net asset value of
the fund. Dividing by the number of units existing
at the valuation date (before any units are
redeemed), gives the unit price of the fund under
consideration.

10.6 Uniform cut-off timings for applicability of
Net Asset Value:

The allotment of units to the policyholder should
be done only after the receipt of premium proceeds
as stated below:

10.6.1: Allocations (premium allocations, switch in):

10.6.1.1 In respect of premiums/funds switched received
up to 4.15 p.m. by the insurer along with a local
cheque or a demand draft payable at par at the place
where the premium is received, the closing NAV of
the day on which premium is received shall be
applicable.

10.6.1.2 In respect of premiums/funds switched received
after 4.15 p.m. by the insurer along with a local
cheque or a demand draft payable at par at the place
where the premium is received, the closing NAV of
the next business day shall be applicable.

10.6.1.3 In respect of premiums received with outstation
cheques/demand drafts at the place where the
premium is received, the closing NAV of the day on
which cheques/demand draft is realized shall be
applicable.

10.6.1.4 Having regard to the above, insurer shall ensure
that each and every payment instrument is banked
with utmost expedition at the first opportunity,
given the constraints of banking hours, prudently
utilizing every available banking facility (e.g. high
value clearing, account transfer etc.) Any loss in
NAV incurred on account of delays, shall be made
good by the insurer.

10.6.2: Redemptions:

10.6.2.1 In respect of valid applications received (e.g.
surrender, maturity claim, switch out etc) up to 4.15
p.m. by the insurer, the same day’s closing NAV
shall be applicable.

10.6.2.2 In respect of valid applications received (e.g.
surrender, maturity claim, switch etc) after 4.15
p.m. by the insurer, the closing NAV of the next
business day shall be applicable.

10.7 NAV for each segregated fund provided under unit
linked life insurance contracts shall be made
available to the public in the print media on a daily
basis. Also the NAV shall be displayed in the
respective web portals of the life insurer.

11. Charges:

The life insurers shall use a uniform definition of
charges under all their unit linked life insurance
products in order to give a better and clear
understanding amongst the insuring public. The
list of proposed charges with their definition is
enclosed as Annexure 1.

12. Other conditions
12.1 Riders:

12.1.1 All the riders to be attached to a unit linked life
insurance contracts shall be filed separately with
the Authority. The rider premium shall be exclusive
of expense loadings. The expenses shall be explicitly
stated and levied separately in a transparent
manner to the fund.

12.1.2 However, insurers have the option to continue the
existing practice of appropriating the cost of rider
by cancellation of units, provided, the rider cost
including all the other charges on the fund, relating
to the rider premium (like allocation charge, fund
management charge etc), shall not exceed the actual
rider premium filed with the Authority.

12.2 Exposure to money market instruments under all
linked products and to equities in respect of group
gratuity and group superannuation shall be as per
existing investment guidelines prescribed for other
products.



13.
13.1

14.
141

14.2

14.3

Sales lllustrations:

The Life Insurance Council shall put in place in
concurrence with the Authority by 31t March 2006
the model/method for the sales illustration which
should reflect the effect of charges (in terms of
reduction in return) corresponding to the lower and
higher investment returns and client specific details
like age, intended premium size, the contract term,
sum assured etc.

Furnishing Statements of Accounts:

Unit statement account shall form a part of the
policy document.

Unit statement shall make a reference to the terms
and conditions applicable under the respective policy
document.

Unit statement shall be issued on every policy
anniversary and also as and when a transaction
takes place.

Annexure-1: Terminology

Approved Terminology:

Sum Assured: Sum assured is the guaranteed
amount, net of permissible partial withdrawals (as
per para 1.3.1 & 8.2), of the benefit that is payable
on death of the life assured.

Guaranteed Surrender Value: As defined in the
provisions of Section 113 of Insurance Act, 1938.

Top-up premium: A top up premium is an amount
(s) paid at irregular intervals during the period of
contract. This is an additional amount of premium
over and above the contractual basic premiums
charged at the commencement of the contract.

Fund value: Fund value at any point of time
represents the value of units at that point of time
i.e. number of units multiplied by the price of the
units.

Partial Withdrawals: Any part of fund that is
encashed/withdrawn by the policyholder during the
period of contract is referred to as partial
withdrawal.

Switches: This is the facility allowing the
policyholder to change the investment pattern by
moving from one fund to other fund(s) amongst the

10.

11.

12.

13.

14.

15.
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funds offered under the underlying product of the
insurer.

Premium re-direction: This is the facility
allowing the policyholder to modify the allocation
of amount of renewal premium into a different
investment pattern from the option (investment
pattern) exercised at the inception of the contract.

Surrender: Surrender means terminating the
contract once for all. On surrender a surrender
value is payable which is usually expressed as fund
value less the surrender charge (the surrender
charge could be zero at the later part of the
contract).

Regular Premium Contracts: ULIPs where the
premium payment is level and paid in regular
intervals like yearly, half-yearly etc.

Single premium contracts: ULIPs where the
premium payment is made by a single contribution
(a one time payment) at the inception.

Limited premium payment contracts: ULIPs
where the premium payment period is limited
compared to the policy term. The premium is
payable at regular intervals like yearly, half-yearly
etc. premium contracts.

Whole Life Contracts: ULIPs which do not have
a definite policy term and the contract terminates
on death of the life assured. This can be issued with
item 9 or 10 or 11 stated above.

Sales illustrations: This is a document furnished
in accordance with life insurance council circular
number LC/SP/Ver 1.0 dated 3™ February, 2004,
conceals the effect of charges on the value of benefits
at various stages of a unit linked contract. The
illustrations furnished for these contracts shall
inter alia furnish the yield, net of charges,
corresponding to both the higher and lower interest
rate scenario.

Death benefit: The amount of benefit which is
payable on death as specified in the policy
document. This is stated at the inception of the
contract.

Maturity benefit: The amount of benefit which is
payable on maturity i.e. at the end of the term, as
specified in the policy document. This is stated at
the inception of the contract.
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16.

17.

18.

19.

20.

21.

22.

23.

24.

Survival benefit: The amount of benefit which is
payable at specific intervals, on survival to that
period during the period of contract as specified in
the policy document. This is stated at the inception
of the contract.

Units: This is a portion or a part of the underlying
segregated unit linked fund. Re. 1/-. This is stated
in the unit linked policy documents.

Rider benefits: The amount of benefit payable on
a specified event (for instance, accident), and is
allowed as add on to main benefit.

Settlement options: A facility made available to
the policyholder to receive the maturity proceeds
in a defined manner (the terms and conditions are
specified in advance at the inception of the
contract).

Unit Linked Fund: Unit-linked fund pools
together the premiums paid by policyholders and
invest in a portfolio of assets to achieve the fund(s)
objective. The price of each unit in a fund depends
on how the investments in that fund perform. The
fund will be managed by the insurer.

Fund Value: This is the product of the total
number of units under a policy and the NAV (Net
Asset Value per unit).

Valuation of funds: The determination of the
value of the underlying assets of the unit fund.

Redemption: Encashing the units at the
prevailing unit price offered by the life insurer
where the process involves cancellation of units.
This is applicable in case of exercising partial
withdrawal, switch, maturity, surrender etc.

Allocation: creating the units at the prevailing
unit price offered by the life insurer. This is
applicable in case of premium payments and
switches.

Annexure-l1: Charges

Premium Allocation Charge:

This is a percentage of the premium appropriated
towards charges from the premium received. The
balance known as allocation rate constitutes that
part of premium which is utilized to purchase

1.2

13

1.4

2.2

2.3

3.2

3.3

(investment) units for the policy. The percentage
shall be explicitly stated and could vary interalia
by the policy year in which the premium is paid,
the premium size, premium payment frequency and
the premium type (regular, single or top-up
premium).

This is a charge levied at the time of receipt of
premium.

If Actuarial Funding is adopted, this charge may
also include an initial management charge, which
is levied on the units created from the first years’
premium, for a specified period.

Example: If premium = Rs.1000 & Premium
Allocation Charge: 10% of the premium; then the
charge is: Rs.100 and Balance amount of premium
is Rs.900 and is utilized to purchase units.

Fund Management Charge (FMC):

This is a charge levied as a percentage of the value
of assets and shall be appropriated by adjusting
the Net Asset Value as prescribed in para 10.5 of
PART-I.

This is a charge levied at the time of computation
of NAV, which is usually done on daily basis.

Example: If Fund Management charge (FMC) is
1% p.a. payable annually; Fund as at 31.3.2004
before FMC is Rs.100/- and Fund after this charge
is Rs.99/-

Policy Administration Charge:

This charge shall represent the expenses other than
those covered by premium allocation charges and
the fund management expenses. This is a charge
which may be expressed as a fixed amount or a
percentage of the premium or a percentage of sum
assured. This is a charge levied at the beginning of
each policy month from the policy fund by canceling
units for equivalent amount.

This charge could be flat throughout the policy term
or vary at a pre-determined rate. The pre-
determined rate shall preferably be say an x% per
annum, where x shall not exceed 5.

Example: Rs.40/- per month increased by 2%p.a.
on every policy anniversary.

Surrender Charge:



4.1

4.2

52

6.1

6.2

6.3

9.2

This is a charge levied on the unit fund at the time
of surrender of the contract.

This charge is usually expressed either as a
percentage of the fund or as a percentage of the
annualized premiums (for regular premium
contracts).

Switching Charge:

This a charge levied on switching of monies from
one fund to another available within the product.
The charge will be levied at the time of effecting
switch and is usually a flat amount per each switch.

Example: Rs.100 per switch.
Mortality charge:

This is the cost of life insurance cover. It is exclusive
of any expense loadings levied either by cancellation
of units or by debiting the premium but not both.
This charge may be levied at the beginning of each
policy month from the fund.

The method of computation shall be explicitly
specified in the policy document. The mortality
charge table shall invariably form part of the policy
document.

Mortality rates are guaranteed during the contract
period, which are filed with the Authority.

Rider premium charge:

Rider cover cost: This is the premium exclusive
of expense loadings levied separately to cover the
cost of rider cover levied either by cancellation of
units or by debiting the premium but not both. This
charge is levied at the beginning of each policy
month from the fund.

Partial withdrawal charge:

This is a charge levied on the unit fund at the time
of part withdrawal of the fund during the contract
period.

Miscellaneous charge:

This is a charge levied for any alterations within
the contract, such as, increase in sum assured,
premium redirection, change in policy term etc. The
charge is expressed as a flat amount levied by
cancellation of units.

This charge is levied only at the time of alteration.

9.3

10
10.1

10.2
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Example: Rs.100/- for any alteration such as
increase in sum assured, change in premium mode etc.

Notes:

All the charges other than premium allocation
charge and cost of life insurance/mortality cost shall
have an upper limit.

All the charges stated above, where relevant, may
be modified with supporting data within the upper
limits with prior clearance from the Authority.

PART-11 Market Conduct

1. Market conduct:

1.

1.1.

1.1

11

1.2

1.3

1.4

For better understanding of the complexities of Unit
Linked Life Insurance Products, the Life Insurance
Council shall put in place, in concurrence with the
Authority, by 315t March 2006 the guidelines for
the market conduct which should include interalia
the following:

(a) Separate training to all the insurance agents/
intermediaries before they are authorized to sell
unit linked life insurance products. The curriculum
for this training should interalia contains the basic
features and inherent risks in these products;

(b) Periodical in house refresher training to the
persons involved in soliciting or procuring the
business (agents/intermediaries).

(c) The records of such persons (agent/
intermediaries), who have undergone this specific
training, shall be maintained.

Appropriate documentation forming part of the
proposal papers to demonstrate informed decision
making on the part of the proponent in deciding a
particular insurance product.

Provision of the sales illustration statement as
prescribed and duly acknowledged by the potential
policyholder.

Code of conduct to ensure no mis-sale takes place.
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1.6

Education of the policyholders on an ongoing basis,
about the features, risk factors, terminology,
definitions of charges etc under these contracts.

Uniform practice for rounding off the unit prices.

PART-I111 Disclosure Norms

111

1.1.2

1.1.3

1.14

Disclosure Norms:

All Life Insurers should necessarily and explicitly
give information as follows, using the same font
size, in all the sales brochures, prospectus of
Insurance products, in all promotional material and
in policy documents:

The various funds offered along with the details
and objective of the fund.

The minimum and maximum percentage of the
Investments in different types (like equities, debt
etc.), investment strategy so as to enable the
policyholder to make an informed investment
decision. “No statement of opinion as to the
performance of the fund shall be made any
where.”

The definition of all applicable charges, method of
appropriation of these charges and the quantum of
charges that are levied under the terms and
conditions of the policy.

The maximum limit up to which the insurer
reserves the right to increase the charges subject
to prior clearance of the Authority.

1.1.5. The fundamental attributes and the risk profile (low,

1.1.6

1.2.

medium or high) of different types of investments
that are offered under various funds of each unit
linked product.

On top of each document including the proposal
form mention, “IN THIS POLICY, THE
INVESTMENT RISK IN INVESTMENT
PORTFOLIO 1S BORNE BY THE
POLICYHOLDER”

The policyholder should be given the full details,
using the same font, related to the investments,
as an annual report, covering the fund performance
during the preceding financial year in relation to
the economic scenario, market developments etc.
which should including particulars like:

1.21

1.2.2

1.2.3

1.2.4

1.2.5

1.3.

The investment strategies and Risk Control
measures adopted.

The changes in fundamentals, such as interest rates,
tax rates, etc., affecting the investment portfolio.

The composition of the fund (debt, equity etc.),
analysis within various classes of investment,
investment portfolio details, sectoral exposure of
the underlying funds and the ratings of investments
made.

Analysis according to the duration of the
investments held.

Performance of the various funds over different
periods like 1 year, 2 years, 3years, 4 years, 5 years
and since inception along with comparative
benchmark index.

All the Life Insurers are required to issue the
periodical statements of accounts to policy holders
as stated in para 14 of Part-I.

PART-1V Advertisements

1.11
1.1.2

1.13

1.1.4

1.1.5

1.2

Advertisements:

An advertisement shall ensure the dissemination
to all policyholders of adequate, accurate, explicit
and timely information fairly presented in a simple
language about:

A factual picture of inherent risks involved.

Should clearly distinguish the fact that the Unit
Linked products are different from the traditional
Life Insurance products so that at no point of time
the prospective policy holders will be misled while
choosing the Unit Linked products.

The risk factors associated with specific reference
to fluctuations in investment returns and the
possibility of increase in charges.

The premiums and funds are subject to certain
charges related to the fund or to the premium paid.

The contingency on which the guarantee, if any, is
payable and the exact quantum of such guarantee.

The terminology used in all the advertisements
shall be simple, concise and understandable to
convey the exact meaning to the policyholders as
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1.3.2

1.3.3

1.3.4

1351

all of them may not be sophisticated in legal or
financial matters and shall avoid the usage of
technical jargon and also terms which can have
different interpretations or detract the
policyholders.

Care should be taken while reporting the past
performance of the funds in advertisements, as well
as in any other promotional material like sales
illustrations, sales brochures etc. It should contain
only the results of the funds and be duly supported
by related figures. The emphasis on past
performance must be reduced in the
advertisements, however, past performance,
wherever intended to be reported, shall contain:

Compound annual returns (shall adopt
standardized computations) for the previous five
calendar years, expressed as a percentage rounded
to the nearest 0.1%.

Where last five calendar years data are not
available, as many years as possible must be shown.

Where data is not available for at least one calendar
year, past performance shall not be shown.

The life insurers shall not be permitted to
demonstrate a link between the past performance
and the future.

t should clearly state, in the same font, that the
past performance is not indicative of future
performance.

1.3.6 Corresponding benchmark index performance, if

any, shall be included.

1.4

141

1.4.2

1.4.3
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1.4.6

IN_THE AIR

All the advertisements of Unit Linked Life
Insurance products should disclose the risk factors
as stated in the policy document along with the
following warning statements:

Unit Linked Life Insurance products are different
from the traditional insurance products and are
subject to the risk factors.

The premium paid in Unit Linked Life Insurance
policies are subject to investment risks associated
with capital markets and the NAVs of the units
may go up or down based on the performance of
fund and factors influencing the capital market and
the insured is responsible for his/her decisions.

______ __is only the name of the Insurance
Company and is only the name of the unit
linked life insurance contract and does not in any
way indicate the quality of the contract, its future
prospects or returns.

Please know the associated risks and the applicable
charges, from your Insurance agent or the
Intermediary or policy document the insurer.

The various funds offered under this contract are
the names of the funds and do not in any way
indicate the quality of these plans, their future
prospects and returns.

In view of the paucity of time and space, on the
advertisements in the hoardings and posters and
in audio visual media, wherever the unit linked life
insurance contract has been advertised, point no
(1.4.2) and (1.4.3) should have a place invariably.

Writeto us...

about what you want to see in IRDA Journal.

The Editor

IRDA Journal
Insurance Regulatory and Development Authority
5-9-58/B, Parisrama Bhavanam, 11l Floor,
Basheer Bagh, Hyderabad - 500 034

Or e-mail us at: irdajournal@irdaonline.org
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Reforms In Insurance Sector

—The Agenda For Next Decade

“The new players have performed beyond expectations garnering more than 20%

of the market” avers G V Rao

Future challenges:

“Looking back at the progress in
insurance reforms (carried out) in the
last decade is a good thing; but looking
ahead is more purposeful”. That is how
the Publisher and the Chairman IRDA,
in the last issue of the IRDA Journal,
put the future challenges facing the
insurance industry in their perspective.
The looming challenges of the next
decade and the points of action
required for meeting them by the
industry need to be addressed. What
are the future challenges? First let us
examine the impressive achievements.

Achievements:

A look back at the progress made
in the last decade: the liberalization of
the markets by the entry of private
players, most of them with foreign
collaboration, has posed challenges of
reorientation and rationalization to the
existing set of insurers operating in a
monopolistic environment. They have
become market-savvy. The new players
have performed beyond expectations
garnering more than 20% of the
market. Non-life industry has been
growing at an average of more than 15%
per annum.

The enactment of the IRDA Act
1999 presented a unique challenge to
the Regulatory Authority not only to
protect consumer interests, while
watching over the financial safety of
insurers, but to take up regulatory
steps to develop the market to make

insurance available to the needy
insurable public in the rural areas.

All these challenges have been met
by enactment of a host of regulations
dealing with several aspects of the
functioning of insurers and injection of
new distribution channels like brokers,
corporate agents and TPAs, that has

Regulations that
stipulate a minimum
percentage of business, by
insurers, from rural and
social sectors are special
efforts made at spreading
the message of insurance to
the rural needy.

drawn the admiration of the rest of the
world, for their thoroughness and
clarity. Enactment of regulations for
protection of policyholders’ interests is
another noteworthy addition to the list.
Regulations that stipulate a minimum
percentage of business, by insurers,
from rural and social sectors are special
efforts made at spreading the message
of insurance to the rural needy.

Statistical exposition of collated
data in respect of the industry through
publication of a monthly Journal and
the industry data in its annual review
make the industry better understood by
the insurable public and market
watchers.

Setting up the Institute of
Insurance & Risk Management in
Hyderabad in collaboration with the
AP Govt. is another effort at
professionalizing the industry by
providing a platform for the industry
to launch their future R& D activities
and insurance education.

Reforms include the registration of
a professional institute for surveyors
to develop their expertise and expand
their capabilities to deliver quality
professional services to the industry.

Micro-insurance:

The latest addition to the
regulations in the area of Micro-
insurance for development of rural
insurance, particularly rural health
insurance is remarkable for its
innovativeness enabling the creation
of new agency cadre and enlarging the
number of insurance providers, both
life and non-life. It is a unique
experiment in social engineering of
rural insurance markets. Its success
may make it a role model for other
developing countries.

Challenges of the next decade:
What are the likely challenges for

the next decade demanding further
reforms in the industry?

+ To dismantle the tariff structure
in respect of 70% of the non-life
market. Will it be orderly or
chaotic,

needing frequent

regulatory intervention?



+ Todetermine the priority between
increased FDI and partial
disinvestments?

¢+ To ensure enactment of a
comprehensive single law to
govern the administration and
development of insurance that will
serve its interests at least for a
decade or more.

¢+ To make health insurance and
other covers affordable to a vast
segment of rural population.

¢+ To ensure high standards of
corporate governance and ethical
norms for insurers to deliver fair
and speedy customer services and
the protection of the investors’
assets.

¢+ To pressure insurers to bring
down the high cost of
management and distribution for
insurance covers to be priced at
reasonable levels.

+ Toenhance the satisfaction levels
among the insured public that
IRDA is an umpire to protect their
interests against unfair practices
indulged in by insurers.

¢+ To make the Indian industry
world-class in terms of
professionalism, expertise and
self-reliance.

Evaluating current reforms:

While the above are a few of the
fresh challenges likely to be faced in the
immediate future, an important aspect
for consideration of the IRDA is the
effectiveness of the reforms already
under way. How successful have been
these enacted reforms? How do the
insurers/intermediaries and insured
customers feel that their interests and
concerns have been fairly served by

each of the other stakeholders at the
market place?

IRDA is an enabling legal authority
to bring out the best out of each party
through its intervention. How good
have been the monitoring mechanisms
in place to judge the market
performance of each stakeholder? What
are the shortcomings in their expected
performance? Are the insured getting
their expected due from each of them?

The entire organized insurance
system exists only to serve the ultimate
interests of the consumers, with the
Govt. as an indirect beneficiary of

How do the insurers/
intermediaries and insured
customers feel that their
interests and concerns have
been fairly served by each
of the other stakeholders
at the market place?

insurers’ acting as social security net
for those that can afford insurance and
for funds to be generated to develop
national economy. How conscious is the
Govt. that these objectives are being
served best through the various organs
created to realize them?

Such an analysis, from the
performance of each stakeholder, will
determine if there is a need to enhance
the levels of supervision and
monitoring. This is only possible, if
there are internal standards or
benchmarks that the IRDA has set for
itself to measure the efficacy of the
major reforms that have a greater
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impact on the healthy development of
the market and in serving consumer
interests. This, of course, is an ongoing
exercise. The inspection mechanisms
set in motion to monitor the market
conduct of the parties will continually
throw up fresh ideas of what additional
reforms to the existing ones may be
needed. This is the most important
challenge that needs to be tackled
fairly and firmly.

Legislative challenges:

Other challenges facing the market
relate to legislation to be enacted by
the Govt. in public interest. Just as the
Govt. took the initiative, making it
compulsory for certain industrial
chemical firms to buy public liability
insurance, it should be persuaded to
take similar initiatives in respect of
other socially desirable projects. One
such is the compulsory health
insurance for employees employed by
public limited companies. Such
companies should be asked through
legislation to compulsorily provide
reimbursement of medical expenses for
their employees either out of their own
funds or by buying insurance. This will
give boost in creating a demand for
health insurance in the corporate
entities. There should be pressures
built on the Govt. for this purpose by
the industry and the IRDA.

Another issue is the service tax that
penalizes buying optional insurance
covers by individuals out of their own
funds. Govt. should be pressured to
exempt all individuals who buy
optional insurances out of their funds
from paying service tax of 10.2%; thus
reducing the cost of buying insurance
in a not-so-affluent country like India
and particularly in respect of health
covers.

irda Journal, February 2006
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Also, service tax nomenclature
needs to be changed as “premium tax”;
as no service is rendered when a policy
is bought. A policy at best is a
contingent promise to indemnify only
if an event happens. The chances are
90% that it will not, according to
statistics. The idea is to ensure that if
“premium tax” has to go up it has to be
more specifically targeted and not
clubbed with other services, where real
services are to be performed before
taxes are paid.

Consumer interactions:

Just as IRDA has launched a drive
through media to create awareness for
insurance, there should be a similar
drive towards conducting consumer
surveys to determine their needs in
respect of the current service levels of
insurers. Only the consumers can
express what more they expect from the
stakeholders.

The grievance redressal
mechanisms of insurers need to be
inspected and audited to check if the
regulations of policyholders’ protection

A irdaindio.org

are complied with and are being
implemented.

There should be an internal cell to
collect information and monitor claims
decided against insurers in various
legal forums to determine what
additional regulations may be
necessary to minimize consumer
dissatisfaction. Claims being declined

The idea is to
ensure that if “premium
tax” has to go up it has

to be more specifically
targeted and not clubbed
with other services, where
real services are to be
performed before
taxes are paid.

on flimsy grounds, and tendency of
insurers to go to courts on appeals not
based on issues of principle, need to be
checked.

The office of the Ombudsman must
be streamlined on the pattern of the
banking industry that is continually
reinventing itself on this front. If
necessary, a committee of insurers’
officials may be appointed along with
IRDA representatives to examine the
current situation and to suggest
improvements in the system of
redressal.

Conclusion:

While market watchers can point
out further improvements, as above, it
is conceded that the authorities in the
insurance industry may have their own
compulsions or reasons on the current
state of affairs continuing. The ideas
are thrown up for purposes of re-
examination and further consideration
on the feasibility of their
implementation.

The author is retired CMD, The
Oriental Insurance Company Ltd.
He may be contacted at
gvrao70@gmail.com

|| e E® Vew Favoies Toos Heb

[ e =] oy
S

2 I

§ '_y i
Siop Fchesh Home | Sewch Foveries Histoy | Fert

IM@!’Q hitp:/iwww.irdaindia.orgfirdajournal htm

GET ALL BACK ISSUES OF
IRDA JOURNAL HERE

b

http://www.irdaindia.org/irdajournal.htm

[E&

[ [ =) My Compuser

[E:S




| nsurance Reforms

- A Journey Without End

“Whereas insurers must no doubt make profits in their operations, they also have a duty to the
society at large. The regulator has to ensure that this creed is fulfilled” opines H. Ansari.

ISSUE £OCUS

Insurance in India has had a chequered
history. The first life insurance
company was established in 1818
followed by the first general insurance
company in 1850. The country has
witnessed over 135 vyears of
privatization followed by more than
four decades of nationalization and
finally liberalization. In fact, India has
the unique experience of insurance
commencing its journey in the private
sector, followed by a period of total
government monopoly and eventually
a liberalized environment where both
public and private sector can co-exist
and help in spread of the message of
insurance to a wider audience in the
country.

Insurance is ‘people-centric’ in
character. Insurers deal with people
who are their policyholders,
beneficiaries, claimants, intermediaries
and even employees. The government
since inception perhaps has exercised
more control over the business of
insurance than any other business
activity. Even when this business was
in the hands of private players prior to
1956 (for life insurance) and 1973
(pertaining to general insurance),
regulatory control was exercised
exclusively at the state level. The
Insurance Act of 1938 is a testimony to
the conduct of insurance business in the
country and was followed even after
nationalization of insurance sector by
the monopoly players.

Insurance being ‘people business’
requires extensive legislative,
regulatory and on-going political
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attention. The reasons for framing
regulations in insurance are primarily
on account of large number of people
being affected by it, the ‘security via a
promise” concept wherein insurers
promise to make good the loss on the
happening of an insured peril which can
take place either tomorrow or ten/
twenty/thirty years down the line and

The Insurance Act of
1938 is a testimony to the
conduct of insurance
business in the country and
was followed even after
nationalization of insurance
sector by the monopoly
players.

SRV
W

the imbalance of bargaining power
between the small policyholder on one
hand and a large corporate on the other.
Insurance also plays a vital role in the
economic fabric of the country
necessitating framing of prudent
regulations so as to protect the interest
of holders of insurance policies.

The basic Act in India is the
Insurance Act of 1938 which came into
force from

15t July 1939. Under the provisions
of the act, the government had
established the institution of Controller
of Insurance along with a separate
department to supervise and regulate
insurance business in the country. The

headquarters of this department were
located in Kennedy Cottage, Simla. The
initial designation of the officer given
necessary authority under the Act was
that of Superintendent of Insurance. It
was only in 1946 that the word
superintendent was replaced by
controller signifying wide supervisory,
regulatory and state control over
insurance business. The first three
appointees by the government to this
august office in Simla carrying a fixed
tenure of five years were Mr. L. S.
Vaidyanathan, Mr. M. A. Aziz Ansari
and Mr. A. Rajagopalan. They were the
pioneers in regulating the insurance
sector in India.

The importance of Insurance Act
1938 lies in the fact that for the first
time in the history of insurance in
India, the whole insurance business
was brought under a unified system of
control and its structure strengthened
by statutory regulations. Weaker
elements were weeded out,
indiscriminate promotion was checked
and speculative insurance was
eliminated. The best proof of the
soundness of law was the effective
check on large-scale liquidations which
had marred the name of insurance in
the thirties.

While speaking on the Insurance
Act, one should also not overlook the
contributions made by Mr. S. C. Sen,
the well-known solicitor who was
appointed as officer on special duty in
the Department of Commerce in 1934
to study and report on the subject of
amendments to insurance law, the pro-
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active role played by All India Life
Offices Association (AILOA) and the
committee under the chairmanship of
the then Law Member - Mr. N. N. Sarcar
who piloted the bill in the legislative
assembly in January 1937 which finally
resulted in the Insurance Act of 1938.

The country won its independence
from British rule in 1947 and went on
to become a republic in 1950. It adopted
a socialistic pattern of society. On
account of malpractices then prevailing
in the life sector coupled with the
inability of some of the players to act as
trustees of public funds, the government
decided to nationalize life insurance in
1956 to be followed by general insurance
in 1972. The objective of both Life
Insurance Corporation of India Act 1956
and General Insurance Business
(Nationalization) Act, 1972 was to
spread the message of life and general
insurance respectively to every nook and
corner of the country and to serve the
needs of the economy by securing the
development of life insurance and
general insurance business in the best
interest of the community.

After nationalization, the role of
controller of insurance diminished in
significance. The controller by that time
had also moved to New Delhi and had
become a part of the Ministry of
Finance. With the government being the
owner and also regulator of all
Insurance companies in the nationalized
set up, the ownership role came to the
forefront and the regulatory role slipped
into the background. Many of the
powers of hitherto controller of
insurance were delegated to the central
offices of LIC and GIC.

Nationalization of insurance helped
in deployment of massive financial
resources. It also helped in spread of
insurance with LIC becoming a
household name in the country.
However, as was then the prevailing
culture in public sector, with the

passage of time, the responsibility and
accountability parameters
deteriorated resulting in consumer
detriment. Though insurance
business in the country grew by leaps
and bounds - both in the life and non-
life sectors - and a unique low-cost
model of insurance was developed for
the first time in the world by public
sector companies, the servicing
parameters in the insurance sector
came down and the ‘chalta hai’ (laid-
back) attitude prevailed.

In 1991, the government initiated
the reforms process in the country. In
April 1993, it set up a high-powered

The enacting of any
legislation in our country
is a time consuming
process. In the case of
insurance industry
however, the issue became
more complicated.

committee to examine the structure
of the insurance industry and
recommend changes to make it more
efficient and competitive. The
committee was headed by Mr. R. N.
Malhotra, former Governor of Reserve
Bank of India. This committee known
as Committee of Reforms in the
Insurance Sector (CRIS) submitted its
report on 7™ January 1994
recommending that the insurance
regulatory apparatus should be
activated in the country by the
establishment of strong and effective
regulatory machinery with adequate
statutory powers and controls. The
Malhotra committee also suggested
that insurance sector should be
gradually opened for private

participation both in life and non-life
sectors separately. However, no
composite insurers were to be
permitted. In addition, the committee
also suggested that foreign companies
should be allowed through joint
ventures established in India with
Indian partners. It also laid down the
norms for minimum paid-up capital for
new direct insurance companies being
not less than Rs.100 crores. It further
recommended that brokers be allowed
to operate for direct business with
adequate control and safeguards.

The recommendations of the
Malhotra Committee were discussed at
different forums. It received wide
support for establishment of a strong
and effective regulatory authority. In
view of the above, the government
initially established an interim
regulatory authority by executive
order in September 1996 and at the
same time decided to bring in
legislation to establish an independent
regulatory authority for the insurance
industry. The office of the interim
regulatory authority was located at
New Delhi.

The enacting of any legislation in
our country is a time consuming
process. In the case of insurance
industry however, the issue became
more complicated. On 20" December
1996, the government introduced the
Insurance Regulatory Authority Bill
1996 for establishment of an authority
to protect the interests of holders of
insurance policies and to regulate,
promote and ensure orderly growth of
the insurance industry. The bill was
referred to the standing committee of
the Ministry of Finance. The
committee submitted its report on 9"
May 1997. The bill incorporating the
recommendations of the standing
committee was taken up for
consideration but it could not be passed
and was withdrawn by the
government.



Meanwhile, the interim regulatory
authority under the Chairmanship of

Mr. N. Rangachary started its work
in right earnest. It worked on the IRDA
Bill to make it prudent, compact and
meaningful. Mr. Rangachary had
earlier a stint with United India
Insurance Company as Financial
Advisor in the eighties and thus he was
conversant with insurance business. He
was assisted in his task by Members
who were drawn from the public sector
insurance industry by the government.
They were further supported by a team
of dedicated officers and staff in pursuit
of the onerous task.

In 1998, a new government came to
power at the centre. In the budget
speech of 1998, the policy of the
government was announced to open up
the insurance sector and also to
establish a statutory regulatory
authority. Accordingly, the Insurance
Regulatory Authority Bill 1998 was
introduced in the Lok Sabha on 15%"
December 1998 providing for setting a
statutory Insurance Regulatory
Authority and containing schedules
incorporating amendments to the
Insurance Act, 1938 the Life Insurance
Corporation Act, 1956 and the General
Insurance Business (Nationalization)
Act, 1972 and to permit the entry of
private “Indian companies” into the
Insurance sector and to make certain
consequential amendments to the
Insurance Act, 1938. The Bill was
referred to the standing committee on
finance consisting of 35 members from
the Lok Sabha/Rajya Sabha on the 4t
of January 1999 for examination and
report. The standing committee was
headed by Mr. Murli Deora MP. The
standing committee while
recommending the Bill suggested some
amendments. These amendments were
accepted by the government and the
Bill was circulated on 18™ March 1999.
This Bill too could not be taken up for

consideration consequent on the
dissolution of the Lok Sabha.

A fresh Bill was introduced by
the new government in the second
half of 1999 by incorporating the
provisions of the Insurance
Regulatory Authority Bill 1998 and
the amendments suggested by the
standing committee on finance. The
amendments pertained to foreign
equity being restricted to 26%; abolition
of NRI quota; name of IRA being
changed to IRDA as also emphasis on
development of social, rural and
unorganized sectors.

Regulations are not
carved in stone. They are
an evolving process. They

depend on the development,
maturity and dynamism
of the market.

The IRDA Bill received the
Presidential ascent on 29t of December
1999 and became an Act. The Authority
was given statutory recognition on 19t
of April 2000. The Advisory committee
was constituted. On 19t July 2000
immediately after the first meeting of
the Advisory committee, 11 essential
regulations relevant for players
entering the Indian market were
notified. The field was now open for new
players to seek license. Two days before
Diwali i. e. on 23" of October 2000, as
per assurances given earlier, six
licenses to new players on the life and
non-life sectors were issued. India thus
became a liberalized insurance market.

In subsequent years, more licenses
were granted by the IRDA. The IRDA
also shifted its headquarters to
Hyderabad.
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Now that the industry has
completed five years of liberalization,
the number of new players both on the
life and non-life side stands at twenty-
three with LIC and the four public
sector non-life insurance companies
making it a total of twenty eight direct
insurers. Subsequent amendment in
2002 to the Act took away the
supervisory and controlling authority
of the GIC over the four non-life public
sector insurance companies. The
Government also designated GIC as
the “Indian Reinsurer” under section
101 A of the Insurance Act, 1938. GIC
was thus issued a license as reinsurer.

During this period, the authority
was able to establish its credentials as
a prudential regulator and the
regulations notified by IRDA received
due recognition even from IAIS.
Presently, the authority is also looking
into other areas connected with
monitoring of insurers and
intermediaries. In addition, a road
map for detariffing of the non-life
market has been drawn up effective
from 1-1-2007.

Regulations are not carved in stone.
They are an evolving process. They
depend on the development, maturity
and dynamism of the market. The
regulator is a friend, philosopher and
guide. He is a referee whose job is to
ensure that the game is played in the
best of spirits. Ultimately, regulator’s
paramount duty continues to be
protection of policyholders’ interests.

With major collapses within the
insurance industry worldwide and
seismic shift in reinsurance rating
since 2001, insurers and reinsurers are
being asked to provide stability and
certainty in a world that is more
volatile and uncertain than ever
before. AAA rating has become a thing
of the past. One clear trend that is
emerging is that buyers are
increasingly looking beyond ratings
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and looking deeper into Insurance
relationships. The job of the regulator
therefore has become much more
complex. He needs to be not only fair
and transparent but also sensitive to
the needs of the market. Liberalization
was taken up with the aim to increase
insurance penetration as a percentage
of the GDP which is abysmally low as
compared to many developing markets;
besides giving customers a wider
choice. If, ten to fifteen years down the
line, insurance penetration in the
country does not improve, then apart
from the players, the blame shall also
be laid on the regulators.

There is much talk in the insurance
industry today about shareholder’s
value. This is not merely increase in
share price plus dividends.
Shareholders value has got to be
something that lasts for a much longer
period. Ultimately, corporate
governance and self-regulations will
become critical for the insurers and the
intermediaries in the coming days.

Indian insurers, both in the life and
non-life sectors, need to experiment

with the low cost insurance models.
This is essential for a country where
27% of the population still lives below
the poverty line. The players registered
by the IRDA are ‘Indian insurance
companies’. They have all been
incorporated under the Companies Act
of 1956 and its amendments from time

Indian insurers, both in
the life and non-life sectors,
need to experiment with the

low cost insurance models.
This is essential for a
country where 27% of the
population still lives below
the poverty line.

to time. The development of social,
rural and unorganized sectors and
micro insurance is now the
responsibility of all insurers in the
Indian market and not merely the five
insurers owned by the State. The same
also applies to third party motor

insurance which continues to be a
statutory requirement. Whereas
insurers must no doubt make profits
in their operations, they also have a
duty to the society at large. The
regulator has to ensure that this creed
is fulfilled.

Regulations have a beginning but
no end. Apart from granting licenses
to insurers and intermediaries,
introducing anti-fraud enforcement
measures and providing public
information on insurance, the
regulator is also required to develop a
legislation affecting public policy on
insurance. In all these areas, the
market is controlled by a combination
of regulation and self-regulation.
Balancing and coordinating the two
will be important and crucial.

The IRDA in the days ahead will
have to face this acid test.

The author is a former Member of
interim IRA and IRDA .

8 Global Conference of Actuaries

The 8" Global Conference of Actuaries is being held jointly by The Actuarial Society of India (ASl)
and International Actuarial Association (IAA) on 10" and 11" March, 2006 at Mumbai. The focus of
the conference would be “ The Emerging Roles of Actuaries’.

The role of an actuary has been facing new challenges, considering the new areas of business and the
changing environment — in life insurance; in health insurance as also in the other areas of general
insurance; and in a host of other financial services. Further, the ongoing globalization of the actuarial
profession is opening up fresh opportunities.

The Conference aims at discussing threadbare several of these chalenges at a global level. 1t would
provide a platform for several globa professionals and practitioners to put forth their thoughts.

Venvue:

Hotel Taj President, Mumbai.

Dates:
10" & 11" March, 2006
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| ooking Back, L ooking Ahead

— The ushering of a slent revolution in Indian insurance

“While successive governments made efforts to introduce reforms to the legislative
framework of insurance, precious little could be done in view of wide-ranging opposition
to the opening up of the sector” writes Arup Chatterjee.

Introduction

India’s insurance reforms have been
piecemeal and incremental. The casual
observer runs the risk of being misled
with the impression that nothing has
been happening. To a bystander, it is
quite evident that the government and
the regulatory authorities have
followed a step-by-step approach, not a
big bang as one witnesses breaking of
old rules and defining new paradigms.
If one looks back and makes a more
holistic assessment of reforms over the
last decade, the change is irreversible.
The analogy is comparable with the
hour hand of the clock, which looks
completely static, and yet completes a
full circle every 12 hours. This article
briefly recaps the salient features of the
reforms in the Indian insurance sector
in the last decade and identifies the
critical challenges that lie ahead.

Government on test

Insurance reforms were initiated in
India’s insurance sector about one
decade back with the setting up of an
interim Insurance Regulatory
Authority (IRA) in 1996 through an
executive order of the Government of
India. This was the first step in a long
sequel of subsequent reforms that were
initiated acting upon the
recommendations of the Committee on
Reforms in the Insurance Sector
(CRIS). It sent a strong signal about the
Government’s intent of introducing
reforms in the insurance sector as part
of the overall reforms in the real sector
and the financial sector in particular.

It also subsequently paved way
towards the establishment of an

independent supervisory office when
the powers of the erstwhile Controller
of Insurance were transferred to the
new regulatory body. This was yet
another signal from the government to
separate the supervisory function from

The analogy is
comparable with the
hour hand of the clock,
which looks completely
static, and yet completes
a full circle every 12
hours.
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the ownership function at a time when
all the insurance companies that
operated in the market were
government owned. The public sector
insurers as a result of this change were
required to submit their statutory
returns to the IRA.

This move was complemented with
the Chairman of IRA being made the
ex-officio Chairman of Tariff Advisory
Committee (TAC) so as to ensure that
rates, terms and conditions quoted by
general insurers were transparent and
that the consumer got a fair deal. The
first step initiated was to make the
tariffs, which were hitherto treated as
confidential documents, to be made
available in the public domain thereby
introducing an element  of
transparency. An extensive review of
the Fire tariff was undertaken by the

TAC and there was a great deal of
simplification and rationalisation that
was brought in. And on the whole Fire
tariff saw reduction in premium rates.
In another separate exercise Motor
tariff was also revisited and it
witnessed an increase in premium
rates.

Recognising the growing
dissatisfaction amongst the holders of
personal lines of insurance policies
against insurers; the government, in
consultation with the IRA set up for
the first time, the institution of
Ombudsmen to settle disputes.
Settling of disputes was becoming time
consuming and this mechanism was
expected to make the process efficient
and less costly.

Along with these routine house
keeping functions, simultaneously
work was also underway with a low
key to draft the bill for setting up an
insurance regulatory body, and for
carrying out changes to the Insurance
Act, 1938. As the supervisory body was
expected to be entrusted with
regulation making powers sooner or
later, work also commenced by way of
examination of various aspects of
regulations - prudential, governance
and market conduct so that the
regulations suitable to the stage of
development of the market and its
unique characteristics could be drawn.
This entire task was carried in-house
and experts from the insurance
industry, government and other
faculties were co-opted so as to obtain
their distilled views on the road map
to be carved for regulations.
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While successive governments
made efforts to introduce reforms to the
legislative framework of insurance,
precious little could be done in view of
wide-ranging opposition to the opening
up of the sector. This was particularly
because of the failure of insurers and
questionable practices detrimental to
public interest adopted by them which
had led to nationalisation. Although the
nationalised insurance companies can
be credited with spreading insurance
to the far nook and corner of the country
deficiencies were also noticeable. These
were in terms of limited customer
choice as the product range was small
and not innovative enough. The after
sales service of insurance contracts was
not up to the mark especially after a
claim was reported. And a huge market
was still left untapped. It was clear that
the market needed more players to
supplement the existing efforts. After
intense debate, both inside and outside
Parliament, a broad consensus emerged
in 1999, which led to the passage of the
Insurance Regulatory And
Development Authority Act, 1999.
Although foreign equity participation
was allowed in Indian insurance
companies, it was capped at twenty six
percent.

The supervisor was mandated with
the unique responsibility of developing
the insurance market and was
mandated to give preference at the time
of registration to those insurance
companies which expressed their intent
to carry out health insurance business.
The Parliament also mandated that a
certain portion of business of the
insurer must emanate from the rural
and social sectors.

Concomitant amendments were
also made in the Insurance Act, 1938
which ended the exclusive monopoly of
the General Insurance Corporation of
India and its subsidiaries; and the Life
Insurance Corporation of India to carry
out general insurance and life
insurance business respectively.

Regulator on Test

The reforms in insurance sector in
India can be marked as one of the
smoothest and controversy ridden
initiatives of the many economic reform
initiatives undertaken by the state.
Major changes occurred in the
insurance sector with the passage of the
Insurance Regulatory And
Development Authority Act, 1999. It led
to the establishment of a insurance
supervisor independent of government
markets the Insurance Regulatory And
Development Authority (IRDA).
Regulations were notified within a very
short span of time in consultation with

The regulations
focused on the effectiveness
of prudential oversight,
improvements in the
efficiency of market infra-
structure, and transparency
in the operations of market
intermediaries.
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the Insurance Advisory Committee —an
advisory body constituted by IRDA
comprising of leading experts from
different faculties. The regulations
focused on the effectiveness of
prudential oversight, improvements in
the efficiency of market infrastructure,
and transparency in the operations of
market intermediaries. In order to
further enhance the operational
transparency of the market
intermediaries, the surveillance,
enforcement and disclosure practices
were further strengthened. Norms for
business emanating from rural and
social sector were also notified. The
IRDA has also embarked on a
regulatory programme that encourages
greater professionalisation and
modernisation of this sector. It took

commendable initiatives for training
and certification of insurance agents
and for encouraging the development
of an actuarial profession. Another
initiative was the introduction of third
party administrators for improving the
servicing of health insurance claims.

The government’s foresight of
having a regulator in place before the
registration of new insurance
companies and licensing of insurance
intermediaries gave the regulator the
breathing time for crafting regulations
which were to a great degree in tune
with international standards and best
practices suggested by the
International Association of Insurance
Supervisors. The industry, the
intending market participants and
other professional bodies were widely
consulted at the time of the regulation
making process and their suggestions
were given adequate consideration
wherever possible. This led to a broad
acceptance of the regulations and
allowed a smooth transition from a
monopolistic to a competitive regime.

The General Insurance Corporation
was re-designated as the Indian
reinsurer and general insurance were
mandated to cede twenty percent of
their premiums to the national
reinsurer.

When the IRDA invited
applications for registering private
insurers, all the prudential aspects
were notified within a short span of six
months. Earlier, during the
consultation process with the industry,
the draft regulations served as
indicators for intending market
participants to form joint ventures and
equip themselves to enter the Indian
insurance market. It was made quite
clear at that time that registration of
neither composite insurers nor captive
insurers would be permitted. Also,
outsourcing of core functions of an
insurer was restricted so that the new
players developed their own expertise
in-house. By the end of 2000 the



market which was dominated by one
behemoth on the life insurance sector
and four general insurers, witnessed
new private players. Many of the
established insurance majors set up
joint ventures with Indian promoters
in view of the cap on foreign equity
limited to 26 percent.

The Life Insurance and General
Insurance Councils and the Insurance
Association were also revived to enable
sharing of experience and responsibility
amongst the insurers in terms of
developing market conduct standards
and norms and providing a forum for
self regulation. Initiatives were also
taken to set up self regulatory bodies
of professionals in the insurance sector
like the actuaries, insurance surveyors
and loss assessors, and insurance
brokers.

In 2002 further amendments were
carried out in the Insurance Act, 1938
which paved way for the entry of
insurance brokers for the first time in
the history of Indian insurance. The
regulatory regime has been receptive
to financial innovation and has
endeavoured to play a catalytic and
facilitating role here, though the
restrictive features of the Insurance Act
restrict its freedom.

The IRDA also embarked upon itself
on an extensive insurance awareness
campaign to popularise the benefits of
insurance with special focus on the semi
urban and rural areas.

Market on Test

The market has responded very
positively and has successfully
withstood the test. When one looks back
and views the landscape, it's imminent
that a silent revolution has taken place.

While the regulator can take credit
for setting up the right framework, one
cannot undermine the real credit which
must be shared duly by the new and
old players. The overall size of the
market has expanded in terms of all
acceptable yardsticks.

With an annual growth rate of 15-
20% and the largest number of life
insurance policies in force, the potential
of the Indian insurance industry is
huge. Total value of the Indian
insurance market (2004-05) is
estimated at Rs. 450 billion (US$10
billion). According to government
sources, the insurance and banking
services' contribution to the country’s
gross domestic product (GDP) is 7% out
of which the gross premium collection
forms a significant part. The funds
available with the state-owned Life
Insurance Corporation (LIC) for
investments are 8% of GDP.

While the regulator can
take credit for setting up
the right framework, one
cannot undermine the real
credit which must be shared
duly by the new and old
players. The overall size
of the market has expanded
in terms of all acceptable
yardsticks.

Since opening up of the insurance
sector in 1999, foreign investments of
Rs. 8.7 billion have poured into the
Indian market and 21 private
companies have been granted licenses.
Innovative products, smart marketing,
and aggressive distribution have
enabled fledgling private insurance
companies to sign up Indian customers
faster than anyone expected. Indians,
who had always seen life insurance as
a tax saving device, are now suddenly
turning to the private sector and
snapping up the new innovative
products on offer.

ISSUE FOCUS

Competitive pressures have
changed both attitudes and practices
in the business world, often beneath
the horizon of those surveying the
macro-economic panorama. The
participation of foreign players in the
form of joint venture participation in
many of the new private sector
insurers has assisted in the
introduction of international practices
and systems. Technology
developments have improved customer
service.

Customers facing more competition
and more choice are increasingly ready
to abandon old relationships with
suppliers if offered a better product or
price by someone else. The business
environment is increasingly driven by
transactions, not by old loyalties and
other ties. Competition among
financial intermediaries has gradually
helped the improvement of service
benchmarks.

The initiative taken by general
insurance players to forma Terrorism
Pool and continue offering terrorism
cover to Indian customers in the wake
of 9/11 when the reinsurers decided to
withdraw terrorism cover stands out
as an example of collective response by
the industry to face challenges which
affect the stability and credibility of
the insurance market.

The Challenges:

The exuberance exhibited about
prospects of future progress of the
insurance market in India in the near
term should not obscure the challenges
in creating freer markets and more
prosperity. The momentum behind
reform is also sustained by new ideas
regarding management of security and
risk of the lives and assets.

Many still feel that a major area
where insurance reforms have not been
sufficiently far reaching is in the area
of investment restrictions. According
to them, not only are the quantitative
ceilings unnecessarily restrictive, but
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the qualitative restrictions are not in
tune with a modern capital market.

Another issue of particular
importance is the regulatory stance
towards capital market linked
insurance products like variable life
and universal life policies. Whether
such products would spur innovation or
lead to regulatory arbitrage remains to
be seen.

A major portion of the general
insurance market continues to be
tariffed. The IRDA has recently notified
its road map for dismantling tariffs. It
is hoped that the insurers and the
intermediaries are well experienced to
display professional maturity and tact,
both collectively and singularly, to see
that the transition from a tariff to a
non-tariff market does not disturb
market stability.

A cornerstone for this success is the
development of a data base which can
be shared by the insurance industry to
price and manage its products and
processes and thereby help in
establishment and continuous
improvement in benchmarks. Premium
increases often cannot be justified at
present owing to lack of data.

Market conduct and corporate
governance norms should be

established and monitored by the
players themselves and the regulator
needs to be allowed to focus on
prudential aspects of supervision. This
is in tune with the international
practices prevailing in developed
insurance markets.

A major portion of the
general insurance
market continues to be
tariffed. The IRDA has
recently notified its road
map for dismantling
tariffs.

Concluding Thoughts:

The general perception of many
people outside India and inside is that
the pace of reform is too slow, that
India continues to perform below its
potential. The perception of a
lumbering India hesitantly moving
ahead may be correct but it risks
missing the changes beneath the
surface. The movement is gradual,
wide, and quite determined.

The Indian experience also
suggests that the sequencing of
policies across institutions needs to be
tempered with individual country-
specific characteristics and
circumstances, drawing upon
international best practices. As a
stance, the reforms are being treated
not as a discrete event, but as a
complementary and mutually
reinforcing process.

One must always remember that
the task of implementing reforms in a
democracy remains complex. The
support for reforms today, though far
from universal, is fortunately much
stronger than it was ten years ago.
Ultimately, future reforms can be
justified by exhibiting the progress
made by the insurance market
participants in delivering economic
growth and enhancing security of lives
and assets of the population. That will
make the road to future reforms less
bumpy. Therefore, those wishing for
rapid reforms will need to be patient.
The experience of the past decade
promises that change can occur.

The Author is
Secretariat, International
Association of Insurance
Supervisors Basel, Switzerland.
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The Soirit of the Law

— Read the meaning, not the words

Upholding the main purpose rule is vital, says Gnanasundaram Krishnamurthy, adding that insurers must
read down the exclusion clauses, rather than use them as loopholes to avoid paying claims.

END USER

“lt is the spirit and not the form of law
that keeps justice alive,” said Earl
Warren. This is firmly enshrined in our
justice delivery system, be it
administered by the judiciary, quasi-
judiciary fora or statutory authorities.

In a case of own damage claim in
respect of a standing truck, the insurers
repudiated the claim on the grounds
that the driver of the vehicle at the time
of accident did not hold a valid driving
licence. When the matter ultimately
reached the portals of the National
Commission, the Commission held that
the question of whether the driving
licence was valid or not was irrelevant,
as the damage was to a standing truck
(R. P. no. 2169 of 2002,National
Insurance Co. Ltd. Vs. Khodil Singh).

In the case of third party risk, a
bomb exploded in a bus and some
passengers died. Terrorists took the
passengers of a vehicle and shot them
dead. When compensation claimed was
allowed, the insurer went on appeal.
The High Court held that when
passengers travel by a bus and suffer
injury due to a bomb explosion or any
other activity, including terrorist
activity, they are entitled to
compensation. If a person is taken
outside and inflicted injury, he/she is
also entitled to compensation — that the
person was taken out should not make
any difference (C.1.M.A. no. 184 of 2002,
National Insurance Co. Ltd. Vs. Shiv
Dutt Sharma, J&K High Court).

In the case of loot of a motor-cycle,
the insurer repudiated the claim on the
grounds that the complainant did not
hold a valid driving licence. The State
Commission held that this was not
acceptable, as there was no nexus
between the incident and a valid
driving licence, and that the insurer
was liable (Appeal no. 2830 SC 2000,
The New India Assurance Co. Ltd. Vs.
Diwakar Agnihotri — UP SCDRC -
Lucknow).

In another case of own damage
claim, when the insurer repudiated it

on the grounds that the vehicle carried
passengers more than the permissible
limit, in violation of policy terms, the
State Commission did not accept the
contention, as the extra passengers in
the vehicle had not contributed to the
accident. It, therefore, held the
company liable (A.P. no. 545 of
1998,The Oriental Insurance Co. Ltd.
Vs. S. Kannan - T.N. SCDRC,
Chennai).

In yet another case of late
intimation of claim, the argument of the
insurer on these grounds was repealed

One must look at the
whole instrument to see
its main purpose and reject
words and provisions if they
are inconsistent with what
one assumes to be the main
purpose of the contract.
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by the Insurance Ombudsman (writer),
as late intimation made no difference
on the basic accident claim, where the
accident stood proved (D. N. Shirare Vs.
United India Insurance Co. Ltd, Award
no0.182,2003-04, Mumbai).

Main purpose rule

As may be seen, these
pronouncements have an underlying
common approach, that is, upholding
the ‘main purpose rule’ laid down by the
Supreme Court. In the case of Skandia
Insurance Co. Ltd. Vs. Kokilaben
Chandravadan & Ors, 1987 2 SCC.,
which was reiterated by the court in the
case of B. V. Nagaraju Vs. The Oriental
Insurance Co. Ltd. in civil appeal no.
6296 of 1995, Mr. Nagaraju was the
owner of a truck that was damaged due
to a collision with a gas tanker. The

insurer denied the liability, stating
that the vehicle was used for carrying
passengers and the owner was not
entitled to compensation as per the
limitations of use. Also, the number of
passengers was in excess of six. The
Karnataka State C.D.R.C allowed the
claim on the grounds that the
passengers were in no way connected
with the accident.

On appeal by the insurer, the
National Commission upset the order
of the State Commission, relying on the
terms of the insurance policy, holding
that the policy did not cover use for
carrying passengers except employees
not exceeding six in number, coming
under the W.C. Act. On appeal by Mr.
Nagaraju, the Supreme Court restored
the State Commission’s verdict, citing
the Skandia case, where it was laid
down that notwithstanding the fact
that contracting parties agree to
exclusions which operate to define
obligations, the ‘main purpose rule’
may limit the application of wide
exclusion clauses.

The court cited Lord Halsbury’s
verdict, saying that one must look at
the whole instrument to see its main
purpose and reject words and
provisions if they are inconsistent with
what one assumes to be the main
purpose of the contract. The court held
that wide exclusion clauses have to be
read down to the extent to which they
are inconsistent with the main purpose
or object of the contract.

‘Reading down’ the exclusion
clauses by the insurers, instead of
‘reading between the lines’, will
enhance their reputation in protecting
the interests of the end user.

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

irda Journal, February 2006



THINKING CAP

Men and boys

— How to tdl between the two in insurance markets

The maturity of a market can best be judged by the sense of responsibility and
decorum that is displayed by the players, writes C. N. S. Shastri.

Indian insurance has a history of over
150 years. Can it be termed a mature
market? What are the characteristics
of maturity? How well does the market
measure up to these characteristics?
These are questions that should
concern every well-wisher of the Indian
insurance industry. Perhaps, if this
article generates a discussion, the true
tests of maturity will emerge and these
will guide us in the forward march. The
General insurance background of the
author may tilt the contents towards
the sector but the thoughts in relation
to Life insurance cannot be far
different.

Insurance is a service industry. Its
success can be best measured by the
quality of service it provides. Of
course, every corporate enterprise
seeks to make a profit for its
stakeholders. But making a profit
should be a natural consequence of its
activity of providing the service. When
profit becomes the primary objective
or even the sole objective, insurers
often forget their primary role as
service providers. They see no moral
responsibility to answer a need of
society unless they can see attractive
profits in the activity.

Towards reasonable profit

It is unrealistic to expect corporate
enterprises to operate at a loss. They
will soon go out of existence. So, the
right to make a reasonable profit in the
activity of providing the service should
be fully recognised by society. At the
same time, insurers must understand
that they are in a service business and
their conduct should be consistent with
their role in society. They should rise
to the challenge of a difficult need for
insurance and see how best it can be
met in a mutually satisfactory manner.

The quality of service can be
measured by its appropriateness to the
need, the efficiency with which the
service is provided and the
reasonableness of its pricing.

The insurance product needed to
answer the needs of an industrial
enterprise is different from the need of
a farmer or a householder. So, the
willingness and ability of the insurers
to tailor their products to answer the
needs of different sections of clients are
very important. An attitude of
providing a set range of products and
not being prepared to modify them to
suit the specific needs of a section of
the public shows insensitivity to the

When profit becomes
the primary objective or
even the sole objective,

insurers often forget their
primary role as service
providers.

true role of the insurer as a service
provider.

The policy conditions should be easy
of observance; what is excluded from
cover is as important as what is
protected. The proverbial image of
insurers being fair weather friends
should not be reinforced by the conduct
of the insurers. While being strict with
those indulging in falsification of claims
and fraud, insurers should deal with
the majority of honest claimants in a
friendly and helpful manner. Making
a claim should not be a painful
experience that converts the claimant
into a critic of the attitude of insurers.

Efficiency in service is not merely
in payment of claims fast. The speed of
service and the helpfulness of the
response to needs during the entire
duration of the contract, from the initial
stage of proposal to the stage of claims
processing, are all equally important.

Another factor of efficiency is the
cost of delivery of services. This is very
important to keep the premium under
control. Every step in cutting the cost
of delivering the service will be a step
in improving the efficiency of the
service. Innovation in alternative sales
channels and adding insurance as an
adjunct of some other service already
being provided to the target section of
the society, are means of possible
reduction of distribution costs. Office
administration costs also have to be
kept under strict control. Insurance
should not become a con game wherein
the intermediaries end up growing rich
at the cost of both the insurer and the
insured.

Pricing skills

The pricing skills of the insurers
should be reflected in ensuring that
those with good experience as a class
do not end up subsidising another
section producing adverse results.
Premium should reflect the extent of
risk involved and should be logically
seen to be so. Raising the premium
levels to meet the higher claims cost
that is experienced is a natural
reaction of any insurer. However, this
should not be the sole reaction. The
more mature insurers will analyse the
claims experience to understand the
loss causing factors and see how they
can be minimised or eliminated. They
may promote loss prevention activities
through publicity, educating the
clients, lobbying the government and
rewarding loss minimisation features
in premium rates.

While it is unrealistic to expect
insurers to consciously take on losses,
we certainly expect a mature market
not to walk away from a class of
business or a section of clients that are
perceived to be unprofitable. We expect
the insurers to realise the basic
purpose for which they exist, namely
to provide a service to society and to
make all necessary efforts to reduce or



eliminate the losses by specific actions.
Such actions should extend even to the
extent of representing for legislative
changes needed to rectify the
distortions of the market by
unscrupulous elements of society.
Insurers collectively have a
responsibility to ensure that no section
of society that has an honest insurance
need is denied this service just because
the business is not considered
worthwhile.

Maturity is best tested in a tariff-
free environment. Insurers collectively
have the ability to define competition.
If the public is made aware that there
is more than just the premium cost in
selecting the best service provider, we
would have moved substantially to a
mature market status. Unfortunately,
there are too many senior insurance
executives who do not seem to accept
this fact themselves. For them,
premium is all that matters, even if it
is reduced to a level where loss is
certain.

Codes of conduct are not needed by
gentlemen, while they are not
respected by those aggressively
chasing premium. Even some of the
practices indulged in by the more
aggressive insurance executives would
raise eyebrows in the club of the elite.
Ethics are difficult to codify and, even
if codified, they are difficult to enforce
because, like corruption, both the giver
and the receiver have a stake in it.
Besides, one often hears the defence
that he did it because if he did not do
it, the other insurer would have done it
and the business would have been lost.
This willingness to do the unethical just
to beat the competition is a poor
reflection of the maturity of the persons
concerned. Moreover, the mere
existence of ethics in business code is
admission of the fact that the market
has still to progress in its maturity.

Ethical issues

Evolving a high moral code of
conduct in business is an essential
ingredient of a maturing insurance
market. Deviations from proper
conduct should be discouraged by a peer
group. The wrong doer should feel
ashamed and should not also be
encouraged by the insurer that he
works for. The attitude that any thing

that is not prohibited by law is
acceptable to do shows lack of social
responsibility.

Insurers have to work in harmony
even when competing for business.
They should have the discrimination to
identify those situations and insurance
needs where coordinated action at the
market level is in the best national
interest. Even in ordinary competition
for business, insurers lose sight of the
fact that it is the net retention on what
they write that goes to enrich the
insurer. When the greed for gross
premium converts insurers to act more
like intermediaries for foreign
reinsurers, it shows the market in poor
light. Winning an account at any cost,
in total disregard of how it is achieved

Maturity is best tested
in a tariff-free environment.
Insurers collectively have
the ability to define
competition

and whether it is done at fair terms, is
a sign of immaturity.

The national insurance market is
the sector servicing the protection
needs of the society. In practice, several
situations arise where the lawlessness
of the international marketplace gets
translated into reflective action by the
insurers towards the national clients.
Undesirable practices of “fronting”
become a popular way to boost gross
premium even if it does nothing to the
bottom line. This shows that the market
is still not mature. A mature market
will try to find a solution within its
collective capability to service the needs
of the national market and protect it
from unethical or restrictive actions of
the international markets.

Insurers have a social responsibility
to promote loss minimisation and risk
improvement in all fields of activity
through research and publicity and by
rewarding such efforts in premium
rates. Quite apart from the fact that it

THINKING CAP

is good for their business, it also shows
them in a better role of social
responsibility.

Corporate governance is key

Corporate governance is a field that
distinguishes a mature market. The
directors of insurers should be
knowledgeable on the various aspects
of insurance business and should be
able to effectively oversee the
professional conduct of the senior
management and hold them
accountable for any lapses or wrong
practices. Considerable emphasis
should be placed on the professional
competence of staff at all levels and
education and training should form
important activities commanding
active support organisation-wide.
Every technical post in the industry
should be occupied by persons who
have the competence to perform that
function efficiently and professionally.
Senior executives should not consider
themselves above the need for further
learning.

Interaction with consumers and
trade associations and chambers of
commerce should be welcomed as
business opportunities. Insurers
should not react to them in a defensive
manner. The attitude of ‘we and they’
should go.

To sum up, the maturity of a
market can best be judged by the sense
of responsibility and decorum that is
displayed by its senior executives even
under stress of competition. The
willingness with which they respond
to the insurance needs of society and
the constructive manner in which they
meet challenges to business
profitability while maintaining the
premium rates at the best possible
levels from the point of view of both
the insurers and the policyholders is
also a point to note.

The author, qualified as an associate
of institute of Actuaries, has had an
experience of over 51 years in the
General Insurance and Reinsurance
Sector.
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lIRM
INSTITUTE OF INSURANCE AND RISK MANAGEMENT

Established jointly by the Insurance Regulatory and Development Authority (IRDA)
India and the State Government of Andhra Pradesh

International Post Graduate Diploma in \\ ~ ‘ ‘ ”

Admissions

Life Insurance * -
SIS IAVY
-+ e
General Insurance * & V00000 e

y Jntake (July)) "\
Risk Management 7 3
Ip.q\

*  Granted accreditation to 7 subjects of IIRM courses by the Charted Insurance Institute (ClI),
UK. IIRM Diploma holders need to complete only 3 more papers leading to the ACII
designation, subject to Cll Membership rules

El igi bi |ify: Graduates from any discipline (including engineering, chartered accountancy,
cost accountancy and others) from a recognized University or an approved
Institution with a minimum of 50% marks can apply. Candidates who are in final
Year may also apply.

Special features: o
Last Date for submission of

¥= Internationally recognized completed application forms
™= Specialized 31st May 2006

= Innovative

= Challenging and Education loan facility

¥ Rewarding available from Andhra Bank

under special scheme

INSTITUTE OF INSURANGE AND RISK MANAGEMENT

Plot no: 310, Road No: 25, Jubilee Hills,Hyderabad 500033, Andhra Pradesh, India
Ph No: 91 40 23556470, Fax No: 91 40 23556471

For further details visit our Web site: www.iirmworld.org.in
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STATISTICS - NON-LIFE INSURANCE

Renort Card: GENERAL

G. V. Rao

December Growth is 14%

Performance in December 2005

At a growth rate of about 14%, and an
accretion of Rs.204 crore, the non-life
in December 2005 has
continued to perform in accordance with

industry

the trends of the earlier months.

The new players have maintained their
market domination in terms of growth
rate and accretion by contributing

Rs.131 crore to their renewal premiums
of Rs.298 crore, at a growth rate of 44
percent. The four established players
have continued to struggle adding only
Rs.74 crore to their renewal premium
of Rs. 1153 crore, at a growth rate of 6.4
percent. 64 percent of the new business
generated of Rs.204 crore in December
has been taken in by the new players.

ICICI Lombard leads the team of 12
non-life players with an accretion of
Rs.45 crore, followed by New India
Rs.35 crore, Bajaj Allianz Rs.34 crore
and United India, with a newfound
aggression, Rs.32 crore. The four of
them have added Rs.146 crore (72
percent) to the December total of Rs.204
crore. Oriental Rs.27 crore and IFFCO

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF DECEMBER, 2005

PREMIUM 2005-06 PREMIUM 2004-05
INSURER FOR UPTO FOR UPTO0
THE MONTH THEMONTH THE MONTH THE MONTH

Royal Sundaram 3511.22  32,658.00  2,529.06 23,978.70
Tata-AlG 4,801.75  43,721.06  3,913.93 34,922.16
Reliance General 1,11858  11,143.69  1,158.48 13,707.08
IFFCO-Tokio 6,578.11  63,019.73  3,748.05 35,658.34
ICICI-lombard 12,837.33 1,22,233.46  8,273.79 64,892.24
Bajaj Allianz 10,679.91  96,331.66  7,310.08 60,907.61
HDFC CHUBB 1,706.69  14,286.74  1,507.31 12,842.86
Cholamandalam 1,599.85  17,642.52 1,309.01 13,184.01
New India 37,496.00 3,47,166.00  33,993.00 3,08,164.00
National 29,519.00 2,62,534.00  31,541.00 2,83,139.00
United India 26,403.00 2,35,801.00  23,228.00 2,24,725.00
Oriental 29,265.00 2,62,630.00  26,587.00 2,31,700.00
GRAND TOTAL 1,65,516.44 1,509,167.87 1,45,098.72  1,307,821.00
SPECIALISED INSTITUTION:

ECGC 5033.06  41,713.91  4,400.41 37,028.81

(Rs.in lakhs)
GROWTH OVER
U%KﬁECSEHu?EER THE CORRESPONDING
: PERIOD OF
2005 PREVIOUS YEAR
2.16 36.20
2.90 25.20
0.74 -18.70
4.18 76.73
8.10 88.36
6.38 58.16
0.95 11.24
1.17 33.82
23.00 12.66
17.40 -7.28
15.62 4.93
17.40 13.35
100.00 15.40
12.65

Note: Effective October, 2005 the mode of presentation of non life premium numbers stands modified. Since ECGC is
providing cover exclusively for credit insurance, inclusion of the business underwritten by it with that of other insurance
companies was reflecting an inaccurate position with respect to the industry as a whole. Henceforth premium underwritten

by ECGC would be indicated separately.

N



Tokio Rs.28 crore have added another
Rs.55 crore, reducing the cumulative
contribution of the remaining six
players to the December premium to
single digit.

National Insurance continues to drop its
premium and in December it was by
Rs.20 crore out of its total drop of Rs.206
crore, as at the end of December 2005.

The new players seem to display a
relative ease not only to retain their
monthly renewal premiums but also
grab impressive quantum increases of
premium accretion, month after month;
virtually putting the established players
continuously on the defensive to
safeguard their renewals.

Performance up to December 2005:

The non-life industry has crossed
Rs.15,000 crore premium, recording an
accretion of Rs.2013 crore: assisted by
the new players with Rs.1409 crore and
the established players by Rs.604 crore.
Nearly 70 percent of the new business
generated of Rs.2013 crore has come
from the new players.

ICICI leads the list of accretions with
an increase of Rs.573 crore followed by
New India Rs.390 crore, Bajaj Allianz
Rs.354 crore, Oriental Rs.309 crore and
IFFCO Rs.274 crore. These five players'’
cumulative accretions are Rs.1900 crore
out of the total of Rs.2013 crore. These
numbers show that out of the 12 players,
five players alone seem to be dictating
market

the pace of premium

developments.

Oriental has overtaken, in premium

volume, National Insurance in

December 2005 by a very slight margin

STATISTICS - NON-LIFE INSURANCE

Premium December 2005
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to be recognized as the second largest
insurer in the country. New India, the
first ranked one, is over Rs.800 crore
ahead of Oriental.

The growth rate at the end of December
2005 is 15.4 percent — slightly down
from 15.52 percent at the end of
November. If the growth rate has to
pick up, more premiums have to
necessarily come from the performance
of the established players.

Market share:

In a span of about 5 years the new
players have grabbed a market share
of 26.6 percent. Bajaj Allianz is poised
to enter the Rs.1000 crore club in
January 2006. IFFCO Tokio is a likely
contender for it in 2006/7.

ECGC:

ECGC has done well with an accretion
of Rs.47 crore and a growth rate of
about 13 percent despite some
competition from other new players.

Month

Aug Sept Oct Nov Dec Total

Note : |. Total for 2004-05 is for 12 month period.
2. Total for 2005-06 is up to December, 2005

New developments:

Micro-insurance regulations, having
been enacted by the IRDA in November
2005, and with the network of
established players solid and vast in the
interior, they seem well poised to
revolutionize the shape of the rural
markets, if they wished to do so. The
utter simplicity of locating agents
through rural based organizations and
the freedom to market hybrid products
of life and non-life, as a single product,
gives them a rare advantage to utilize
their network. Bringing NGOs, rural
banks and other co-operatives into
insurance selling may trigger a market,
at the bottom of the pyramid of huge
needy numbers.

The author is retired CMD, The
Oriental Insurance Company Ltd. He
may be contacted at
gvrao70@gmail.com
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Insurers vie for mega

insurance policies in the
energy sector

The general insurers are quite upbeat about the

scope of business in the energy sector, as per media
reports. Aided by the support of the reinsurers, Bajaj
Allianz General Insurance is looking to cater to the
needs of energy segment for two giants in the petro-
chemical energy space; besides some hydro-electric and
wind-power projects etc.

As per Mr. Kamesh Goyal, the CEO of the company,
regulatory pressures, global competition and increased
business interruption exposure are the challenges that
the insurers face in the sector. In their corporate
newsletter, the CEO has exhorted the insurers’
preference for tariff-driven policies in the post-9/11
period and a reversal in the trend currently, while
explaining the nuances of the mega covers.

He also explained the considerations of deductibles
and excesses; and how they affect the premium rates.

Hindujas to enter life
Insurance market

The Hinduja group is poised to enter the life
insurance market in India, it is reported. It has
entered into a tie-up with an overseas partner,
although the name and the investment pattern have
not been revealed.

The initial investment in the new business would
be done by the banking wing Indusind Bank. The
Hindujas feel there is huge scope for life insurance
business in the country, although there are more
than a dozen players in the fray.

The group is planning to invest in various areas
of business, apart from insurance, viz. automobile,
financial services and media. They expect the market
capitalization to go up to $5 billion in the coming
five years from the present $2 billion. The group
boasts of several listed companies namely Ashok
Leyland, Gulf Oil, Hinduja TMT and Indusind Bank.
They are also likely to foray into infrastructure and
real estate, it is reported.

iCICI LOMBARD LIKELY TO JOIN
GOoOvVT. SCHEME

Private sector non-life insurer ICICI Lombard has
made its intentions clear to join the government in
its proposed insurance scheme that will provide cover
for 26% of the population, it is reported. The four
public sector players are already a part of the scheme
and the chemicals ministry is waiting for more
private sector players to join it.

The scheme is envisaged to be parallel to
healthcare framework as it exists in the US under
which the health insurance industry and the state,
which buys medicines in bulk, act as a counterweight
to the pharmaceutical industry. The two together
pressurize the drug manufacturers and manage to
get the medicines priced reasonably.

The scheme is likely to provide big business for
the insurance companies reportedly as it covers about
26 crore people. This would be the first insurance

product in the country which will not insist on
hospitalization for a claim to be made. It is estimated
that the government would have to pay a premium
of Rs.550 per person. The more affluent sections of
the population would have to pay the premium in
order to avail the benefits of the scheme. It is
reported that the government has also requested the
services of ICICI Lombard for suggestions to improve
the scheme.

Under the scheme, a card would be issued to each
policyholder which would be used to indicate proper
utilization of the scheme. Chemists would be
required to provide medicines to the policyholders
and keep electronic records, region-wise. It is felt
that the massive volume of business would attract
the private players though documentation would be
a major constraint.



Second round of VRS for

insurance staff in the offing

NEWS BRIEFS

The wage bills for the public sector insurance companies
are bound to head north with the Ministry of Finance
announcing a hike in salaries that takes effect
retrospectively from August 2002. The bills on account of
this are likely to go up to Rs.300 cr. depending upon the
actual number of employees on the rolls.

“The liabilities are fully provided for” as per
Mr.Ramadoss, Chairman and Managing Director of
Oriental Insurance Company Ltd. Despite the huge
expenditure, it is unlikely to largely affect the balance
sheets of the companies reportedly. On the contrary, the
wage settlement would be a boon for the insurers in the
sense that it is associated with an objective transfer policy
whereby the managements would be able to achieve a
branch/office rationalization. The process aims at shutting
down some of the non-viable offices/branches as also
bringing down the wage expenses in the long run.

It is also reported that the wage settlement is bound to
be followed by a second round of Voluntary Retirement
Scheme (VRS) for the staff. The first dose of VRS failed to
achieve the desired objective of a trim and fit workforce,
especially in the clerical and Class 111 staff as the majority
of the VRS optees was from the officer cadre.

The new transfer policy is aimed at making the VRS
more effective. Although no date has yet been announced,
it is likely that it would be implemented during the next
fiscal.

Bank of Baroda on the threshold

of life insurance business

Bank of Baroda, the giant public sector bank in the
country, has disclosed its intentions to enter the life
insurance market in the country, it is reported. It is
planning to join hands with both domestic as well as
overseas insurance entities for a meaningful, strategic
alliance.

The bank is hopeful of being a competitor by the end
of the year 2006, as stated by Mr. J K Chandar, General
Manager (Project and Information Technology).
Presently, only State Bank of India is the public sector
bank in the life insurance field, it is reported, although
there are many private sector banks in the arena.

Co-branding has been the name of the game,
especially in the credit cards line. It is reported that the
multi-national banking major Citibank and private
general insurer Royal Sundaram Alliance Insurance Co
have jointly launched a credit card which also includes
health and general insurance facility. It envisages the
coverage of several insurance needs viz. motor;
household and travel; health etc.

The collaboration is with the global credit card leader
Visa International. Among other benefits that the
cardholders get, the card provides for free medical
insurance worth Rs.50,000 for the first year and access
to various insurance packages of Royal Sundaram.
Besides, the cardholders also get access to special
benefits at the Apollo Hospital Group’s facilities and
discounts on all purchases made at any of Apollo’s 300
pharmacies.

The officials of the bank are upbeat about the new
proposition in offering the best of insurance with the
comfort of a credit card. They claim that the launch
marks one more milestone in their endeavour to offer
unique products to their clientele. The insurance
company claims that the card highlights the consistent
efforts in the creation of new channels of distribution
and ensuring easy access of insurance to their customers.

The Mumbai flood claims, including those of motor
vehicles, have been settled by the four public sector general
insurance companies reportedly. The unprecedented rains
that lashed Mumbai city and several parts of Maharashtra
in July 2005 caused havoc and the damage to property
has cost the insurers Rs.614 cr. Of this, an amount of
Rs.575 cr. was paid in the non-motor category and Rs.39
cr. for motor vehicles.

The process of claims settlement was closely monitored
by the Finance Minister himself from time to time. The
insurers have reportedly settled about 74 per cent of the
total claims and thus it is believed to be quite expeditious
(in the absence of proper and complete documentation)
by the industry standards as per official reports.
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The state-owned enterprises and private funding
sources in China are reportedly being encouraged to
invest in the insurance business in an attempt to further
its growth momentum, according to the regulator.

Efforts are also on to explore the possibility of allowing
banks and postal services in setting up insurance
ventures as per Mr.Wu Dingfu, Chairman of the China
Insurance Regulatory Commission. He further added that
medium-sized state firms and private funds would be
encouraged and supported for investment guidance. He
also said that the regulator would push the insurers into
product innovation and tighten oversight in order to
prevent unhealthy competition.

As a direct consequence of the economic growth and a
rise in the personal incomes during the past one decade,
China’s insurance market has been expanding at an
average 25% annually. The cumulative premium income
of the Chinese insurance industry took a quantum jump
of 14% to US $ 61 billion during the year 2005 on account
of the reshuffling of product portfolios aiming at long term
profitability.

There is a steady rise in the market share of overseas
players viz. Manulife Financial Corp and Assicurazioni
Generali SpA from the year 2002 by about 5.4 percentage
points to 6.9 per cent, as per the regulator. The
investment returns of the insurers were estimated at 3.6
per cent, up by about 0.7 per cent in a year, which it is
reported, is on account of the industry firms gaining
approval to purchase directly local currency stocks and
bonds.

As per an official of the regulator, the insurance funds
would be allowed to be invested indirectly in
infrastructure projects, which is regarded to be another
major breakthrough in expanding investment channels
for insurance funds.

It is reported that the move which was approved by
the State Council recently, would go a long way in
supporting the investments of insurance companies.

Suit against New York City
dismissed

The insurers of Consolidated Edison Co. of New
York filed a suit against the City of New York and
various other defendants of contributing to the
destruction of the World Trade Centre in the Sept. 11
episode. A federal judge dismissed the lawsuit recently,
it is reported.

The high-rise office building situated next to the
WTC belonging to the complainant caught fire during
the terrorist attack on the fateful day and collapsed
several hours later. An electrical substation was
destroyed and their insurers sued several parties who
are reported to be either directly or indirectly
responsible for the losses.

The insurers contended that the Port Authority of
New York and New Jersey, owners of the property;
and World Trade Co., the building’s owner and
manager, were responsible for the inferno as they
allowed the maintenance of large diesel fuel tanks and
emergency generators in the building. They argue that
the ignition of the diesel fuel was what contributed to
the collapse. Likewise, several contractors, engineers,
supervisors and architects were also charged in the
suit.

In a significant judgment, several of these claims
against the City of New York, Port Authority, World
Trade etc. were dismissed as baseless while some other
claims were left intact, as per media reports.

China’s major life insurer entering property insurance market

China Life Insurance Group, the largest life insurer in
the country, is negotiating to buy a major stake in Dazhong
Insurance of China and thereby entering the property
insurance market, reportedly. They are offering to pay about
1.3 yuan a share for the unlisted Dazhong, it is reported.
They will buy the shares from some existing shareholders
like Shanghai Chengtou Corp and Shanghai Dazhong
Public Utilities Group of which are state-owned enterprises.

The Shanghai-based property insurer has been reporting
losses in the past few years and thus the shareholders have
agreed to sell their stakes without reservation, as per reports.
Presently, China Life’s only interest outside life insurance is
an asset management subsidiary. Its dreams of owning a
property insurance arm can come true by acquiring the stake
in Dazhong Insurance, sources reported.



2005 cat losses estimated at
US $ 75 billion

Munich Re has estimated the total catastrophe losses
of 2005 at US $ 75 billion, which is almost double the
figure for the year 2004, it is reported. Hurricane
Katrina, among the others, caused the maximum
damage causing insurance losses of US $ 45 billion.
Munich Re alone had an estimate of insured losses to
the tune of US $ 1.9 billion as against the earlier
estimate of US $ 965.1 million on account of Hurricane
Katrina but the company is confident of achieving its
profit target for the year.

It is said that the revised estimate was on account of
additional claims notifications and reports from loss
adjusters after the initial estimates in November 2005.

Besides the Katrina, several other hurricanes of
varying intensity viz. Hurricane Rita, Hurricane Wilma,
Hurricane Vince, Hurricane Delta etc. developed in the
region thereby adding to the losses.

In all, the number of natural catastrophes was
recorded at around 650 during the year, the same as
that of last year but owing to higher intensity, the total
bill turned out to be much larger than all the previous
years.

NEWS BRIEFS

| nsurance Company Mergers
likely to take a surge in 2006

While the year 2005 itself was good enough for
insurance mergers, the year 2006 is going to be even better
going by the prediction of analysts, as per media reports.
Popular among the mergers last year were the purchase
by Metlife (Research) of Citigroup (Research)’s Travelers
Life & Annuity business; and Lincoln National (Research)’s
acquisition of Jefferson-Pilot.

The key drivers for the increased activity in mergers
are likely to be low interest rates; an increasing demand
for universal life and variable annuity products; and an
emerging global market to some extent.

There are reportedly more than 1260 rated life and
health insurance companies in the United States, which
is very huge considering the market environment. Since
the economic downturn in 2001 and the emphasis on
corporate malfunction, there was a significant lull in the
companies making any deals. The life insurance companies
focused more on their own turning around and growing
their stock prices. Considering the improvement in their
earnings, stock prices etc. last year, companies are strongly
considering the deals, it is reported.

Some state regulations have also had their share of
impact on the deals by requiring the companies to hold
more capital in order to offer products such as variable
annuities with a guaranteed return and life insurance that
does not lapse. The maintenance of the stringent reserve
requirements has become harder for smaller companies.
The financial industry as a whole is expected to be the big
player and some banks might sell their insurance interests
in the process, media reports say.

Increased catastrophe fears drive investor to shun reinsurersin the year 2006

The uncertainty over the control of hurricanes in the Gulf of
Mexico has prompted a major UK investor, Clare Brook, Head of
socially responsible investment for Norwich Union, to shun
investment in reinsurers in the year 2006.Universal phenomena
like climate change, carbon monoxide emission, energy challenge
etc. are likely to continue to be an important issue for socially
responsible investors in the year 2006. In this regard, it is feared
that continuing trends of global warming and extreme weather like
colder winters and hotter summers are on the cards, reports say.

The reinsurers who are most likely to be hit by such extreme
weather conditions are not finding favour with socially responsible
investors. The reports further say that while the ethical issues are
not the point at all, the reinsurers’ susceptibility to increased losses
is what triggers the stand. It is also reported that climate change

and the impact it has on a company’s value have to be taken into
consideration at the time of assessment and hence the relevance
of the reinsurers.

While the assessment of the reinsurers is based on historical
experience, it is feared that the projections with regard to climate
changes are not properly being factored. This is giving rise to
inclusion of any reinsurer with a commitment in the Gulf of Mexico
in the portfolio being looked at with apprehension. The valuation
standards of some reinsurers are already facing re-consideration,
reports say. Some reinsurers like Swiss Re and Munich Re have
managed the issue of exposure very efficiently, but the fact
remains that their exposures are too huge to be ignored, it is
reported.
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ROUND UP

A three day workshop on ‘Health Insurance - Actuarial Rating and Underwriting’ was conducted by National Insurance
Academy (NIA), Pune from 23rd to 25th Jan.2006. The photograph shows Mr.P.A.Balasubramaniam, Consultant Actuary,
IRDA speaking at the workshop. Also seen in thephotograph is Mr.K.C.Mishra, Director, NIA.

RENCE OF INSURANCE OMBUDs,
N R OELD Wey

MEMBERS OF GOVERNING BODY OF INSURANCE COUNCIL
3*JAN 2006-MUMBA.

T
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The Office of the Governing Body of Insurance Council (GBIC) organized a joint conference of Insurance Ombudsmen
and Members of GBIC on 3rd Jan.2006 at Hotel Grand Hyatt, Mumbai. Seen in the photograph are (L to R) Mr.
AK.Venkat Subramanian, Chairman, Insurance Ombudsmen Advisory Committee; Mr.A.K.Shukla, Chairman, GBIC;
and Mr.C.R.Muralidharan, Member (Investment), IRDA.




“The greatest challenge

will be to implement education for
the program so people can choose the drug
coverage that is right for them,”

explains Mohit Ghose, vice president of public
affairs for America’s Health Insurance Plans
(AHIP; Washington, D.C.), talking about
Medicare Prescription drug cards.

“By increasing the membership,
we will bring high professional standards
and best ethical practices in the life insurance
industry and better service to our clients”

Stephen O Rothschild, President,
Million Dollar Round Table (MDRT).

“Most life insurance
companies lack the critical mass
to survive long term. The sector is
highly fragmented and rife with overcapacity.
We do not see how most of the smaller players
can effectively compete and remain
profitable in this environment”

Rob Haines, Insurance Analyst,
in a CNN Money interview.

“We will encourage,
support and guide investment
by large and medium-sized state firms
and private funds into the industry.
The regulator will push insurers to increase
product innovation and tighten oversight to
prevent vicious competition.”

Wu Dingfu, Chairman, China Insurance

Regulatory Commission.

“People travelling to
countries with excessive heathcare
costs such as the US, Japan and Europe
should make sure they have unlimited cover
for hospital and medical costs. For example,
medical expenses could easily reach
A$500,000 (US$376,875) in the US".

Insurance Council of Australia (ICA).

“However, a change in
strategic direction in various groups
has led to some companies being sold, or
being placed under review by their parents.
Varied outlooks in this sector reflect
company specific issues rather
than market fundamentals,”

said credit analyst Mr Michael Vine.



Covents

RNI No: APBIL/2002/9589

16-17 Feb. 2006
Venue: New Delhi
Pension Reforms in India By PFRDA-FICCI

20-22 Feb. 2006
Venue: Pune
Customer Relationship Management
Non-Life) By NIA Pune

20-22 Feb. 2006
Venue: Bangkok
6th CEO Insurance Summit By Asia
Insurance Review

27 Feb-1 March 2006
Venue: Pune
Frontline Marketing Strategies (Life) By
NIA Pune

02-04 March 2006
Venue: Pune
Workshop on Motor Third Party Claims
By NIA Pune

06-11 March 2006

Venue: Pune
Research Methodology & Market
Intelligence By NIA Pune

09-10 March 2006
Venue: Singapore
| Asian Conference on Branding &
Marketing for Insurance
By Asia Insurance Review

13-18 March 2006
Venue: Pune
Trainers’ Training (Life)
By NIA Pune

20-22 March 2006
Venue: Pune
Insurance Management of Energy Risk
(0il & Gas) By NIA Pune

22-23 March 2006
Venue: Singapore
1st Asian Conference on Takaful Insurance
By Asia Insurance Review





