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From the Publisher

ustomer satisfaction in a domain that deals

with intangibles, like the financial services,

for example, is hugely challenging. Within
this space, insurance occupies an even more
important position — considering that the moment
of truth viz. the claim settlement may arise at the
end of a very long term in some cases. In several
others, it may never arise in view of the fact that
the claim becomes payable only on the contingent
happening of the event. In such a scenario, to
achieve high standards of customer satisfaction is
a tall order; and adopting best practices of service
delivery would go a long way in building up one’s
reputation.

The adoption of best practices should not merely
be a routine exercise wherein a player sets a
standard list of activities that have to be achieved
within certain limits. It has to be a part of the mind-
set and the best practices have to be followed,
and also demonstrated; in their true spirit. For a
player to be able to achieve this in the Indian
insurance domain has additional challenges, for
obvious reasons.

The need for best practices should begin at the
very beginning and insurance companies should
make the proposal form a document of
comprehensive and purposeful questions that aim
to elicit the right answers from the proponent. In a
contract where it forms the pedestal of the huge
edifice of the insurance contract, best practices in
designing a meaningful questionnaire will be

instrumental in drawing a clear road-map. It is very
essential that the underwriters make use of the
information provided in a very objective manner;
and arrive at decisions that take care of the business
priorities and at the same time render the best
services to the clientele.

Emphasis should be placed on communicating the
intricacies of the contract to the prospect,
especially with regard to the limitations / exclusions
so that the scope for a later heartburn or
controversy is reduced to the barest minimum.
Where a rejection or repudiation of a claim is
inevitable, it should be dealt with a great deal of
sensitivity and an element of empathy with the
claimant. It should be the endeavour of the players
to ensure that adoption of best practices of business
is a way of life; and that they go beyond mere
customer satisfaction.

‘Best Practices in Insurance’ is the focus of this
issue of the Journal. It is around a decade since
the industry has been opened up; and during this
period, several new initiatives have been taken.
‘Innovations and Developments in the Insurance
Industry’ will be the focus of the next issue of the
Journal.

J. Hari Narayan
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from the editor

== Adopting Best Practices
- Survival of the Fittest

or a business entity, one factor that puts it apart from the others is the reputation that it enjoys

over a period of time in rendering the best services to its clientele. This reputation, however, should

be based on the sustained best practices that the organization puts into its regular operations, rather
than one based on a one-off achievement or a short-term initiative. More recently, corporates have been
vociferously announcing several measures that they have been adopting in pursuit of rendering best customer
service. This has been a global phenomenon that has come to catch the attention of everyone although it needs
a closer scrutiny of assessment to know the extent to which it is really being achieved.

The need for a visible adoption of best practices is more emphatic in a service that is intangible — like insurance,
for example. It needs no special mention that it is all the more important in an emerging domain like the Indian
insurance industry. There have been several new initiatives that have been taken in the post-liberalized scenario
but the fact remains that insurance business still remains one with lots of misapprehensions and a few misgivings.
There is urgent need to put these behind us and ensure that the progress of the industry is on a smoother note.

In order to derive the best results in the fulfillment of contractual obligations, insurers would do better to make
the proposal form very plain and explicit. There may be need for explaining the contents of the proposal form
and the implications of the answers thereto, in light of the low awareness levels of the Indian populace. It
should be the endeavour of the players as well as the distributors to ensure that the essence of the underlying
facts is clearly understood by the proponents before taking their sign of approval. It should also be the effort of
all the stakeholders to ensure that at every stage of interaction, best corporate practices are in place. While
the Indian insurance industry has made a lot of progress in this regard, it has to be realized that the road ahead
is long and bumpy; and calls for a high degree of concerted effort.

‘Best Practices in Insurance' is the focus of this issue of the Journal. Mr. S.L. Mohan, Secretary General, General
Insurance Council opens the debate with a detailed note on what the general insurance players can do in
demonstrating their zeal in adopting best practices. Best practices in reinsurance are absolutely essential if the
insurance industry is to be run on sound lines. Mr. K.L. Naik emphasizes the nuances of reinsurance business in
his article. The role of the Third Party Administrator has always been facing challenges of different kinds.
Ms. Malti Jaswal brings home a detail of the best practices being followed by the TPAs which is eventually
leading to more meaningful equations between the service providers and the insured.

The success of a life insurer has often been measured by the top-line growth of its business which may not be
a wholesome indicator. Mr. R. Venugopal brings in all his experience in highlighting some of the priorities that
should drive a life insurer. In the last article on the issue focus, Dr. Somil Nagpal talks about the various
initiatives taken by different stakeholders in bringing Health insurance to higher levels of growth. In the ‘thinking
cap' section, we have an article by Mr. Anil Swarup that narrates the success of the Rashtriya Swasthya Bima
Yojana (RSBY); and what lies ahead. In the end, we have an article by Mr. K. Subrahmanyam in which he throws
light on the aspect of insurable interest that is so essential for an insurance contract.

The opening up of the insurance industry, approximately a decade ago, has led to the innovation of several new
initiatives that were hitherto unknown in the Indian insurance industry. ‘Innovations and Developments in the
Liberalized Regime' will be the focus of the next issue of the Journal.

U. Jawaharlal
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July 3, 2009

Re: Guidelines on Qualifications of Corporate Insurance
Executives and Faculty of Agents' Training Institutes.

The large scale recruitment of agents by insurers in last few years
and phenomenal growth in sales through corporate agencies has
necessitated large number of professionals in the fields of training
and marketing. Firstly, the insurers have expanded their training
facilities to accommodate new agent recruits and are making
efforts to recruit the faculty required. Secondly, the corporate
agents of insurers required large number of persons who are
qualified to be specified persons or corporate insurance executives.
In the above context several insurers represented to IRDA to
suitably modify the training requirements for the faculty of Agents'
Training Institutions, Corporate Insurance Executives, Specified
Persons etc.

As per IRDA Guidelines on Licensing of Corporate Agents, the
minimum qualification of Chief Insurance Executive (CIE) is FllI /
Alll or such other qualification or experience that IRDA, may at its
sole discretion, consider adequate. As of now only these two
qualifications are being considered.

To identify the qualifications which are suitable for the above
positions in insurance company and evaluate their equivalence to
presently specified qualifications, Chairman, IRDA constituted the
standing panel with the following members:

1.Executive Director (Administration), IRDA, Hyderabad (Chairman
& Convenor)

2.Managing Director, [IRM, Hyderabad

3.Secretary General, Life Insurance Council, Mumbai

4.Secretary General, General Insurance Council, Mumbai

5.Secretary General, Insurance Institute of India, Mumbai

The Standing Panel considered various issues connected with the
qualifications and made recommendations which are submitted
to the Authority.

After considering the recommendations of the Standing Panel,
Authority accepted the following recommendations and ordered
that this be incorporated in Circulars concerned:

1. The qualifications required for Corporate Insurance Executive
(CIE), Specified Person, Faculty of ATl shall include the following
qualifications:

a.An Associate / Fellow of the Insurance Institute of India,
Mumbai.

b.an Associate / Fellow of the Institute of Chartered Accountants
of India, New Delhi; with diploma in Insurance and Risk
Management.

IRDA/AGENTS/ORD/17/JULY 2009

c.an Associate / Fellow of the Institute of Costs and Works
Accountants of India, Calcutta;

d.an Associate / Fellow of the Institute of Company Secretaries
of India, New Delhi;

e.anAssociate / Fellow of the Actuarial Society of India, Mumbai;

f. possessing Certified Associate ship of Indian Institute of
Bankers (CAIIB)

g.MBA (Two year) Course / PG Diploma (One year) course in
Insurance from Amity School of Insurance & Actuarial Science,
Noida

h.PG Diploma (One year) course in Insurance from Institute of
Insurance and Risk Management, Hyderabad

i. MBA (Two year) course in Insurance from National Insurance
Academy, Pune

j. PGMBA (Two Year) course in Insurance from National Law
University, Jodhpur

k.PGMBA (Two year) course in Insurance from MET, Mumbai

l. MBA (Two year) course in Insurance from Birla Institute of
Management Technology, Noida

2. The persons with above qualifications (except at (a)) shall
undergo a "Workshop for Insurance executives" at National
Insurance Academy, Pune or Insurance Institute of India,
Mumbai or Institute of Insurance and Risk Management,
Hyderabad as prescribed by the Authority.

3. Faculty of Agents Training Institute:

With regard to the qualification of faculty of Agents' Training
Institutes, point no. 6 of STANDARD INSTRUCTIONS AND
GUIDELINES issued on October 4, 2004 is modified as below:

"Every Institute should have at least one qualified permanent
faculty who is an Associate or Fellow from the Insurance
Institute of India for each stream i.e. for Life and Non-Life.
However, the training institutes can employ faculty with more
than 15 years of service in the insurance company with last
three years in managerial capacity i.e. Scale Il Officer and
above in the public sector insurance companies"”.

The above guidelines come into force with immediate effect.

(A Giridhar)
Executive Director



In the air

CIRCULAR

July 9, 2009

To
All CEOs of Life Insurance Companies,

We draw you attention to the AML Guidelines dt. 31t March 2006
issued by the Authority and in particular to the clause 3.1.9 (i) of
the Guidelines which among others specifies that all payments
should be made after due verification of the bonafide beneficiary
through ‘account payee’ cheques.

The above stipulations were aimed at having audit trail and also a
control mechanism on all payments in light of the vulnerability of
such fund transfers for money laundering purposes. Recognizing

No.018/AML-CIR/IRDA/E-Payments/Jul-09

the increasing utility of electronic payments, which also ensure
safety and speed of such payments, it has been decided to permit
payments to all policyholders and beneficiaries through electronic
payment methods such as ECS, NEFT Systems (as per details
enclosed) as approved by the Reserve Bank of India in addition to
account payee cheques as stipulated in the clause mentioned
above.

(C.R. Muralidharan)
Member (F&l)

CIRCULAR

22 Jul, 2009

Sub: Unit linked products — Cap on charges

The Insurance Industry has introduced ULIPs which have found
favour with insurance customers in India. These products prescribe
certain charges which are deducted either from contributions or
from the fund. In 2005, the IRDA had in its Circular No.032/IRDA/
Actuary/DEC-2005 dated 21/12/2005 defined various charges
which could be levied for the management of the ULIPs. The IRDA
has observed that the insurance industry is generally following
these definitions.

However, there are several heads of charges and in order to enable
the customers to comprehend ULIPs, the IRDA had also mandated
a signed customer-centric benefit illustration to be included as
part of the policy document. This was to ensure that the customers
would have a clear understanding of the product before making
an investment decision.

In order to further enhance clarity and to ensure that the charges
are reasonable, relevant to the services being provided and clearly
understandable by the customers, the IRDA through this Circular
mandates an overall cap on all charges put together. Care has
been taken to enable the insurers freedom to distribute charges
across the policy term in order to impart flexibility and facilitate
product innovation.

It is important to keep in mind that insurance is a long term
business and policy measures should encourage such long term
savings through various instruments available in the insurance
sector. On an analysis, it is established that the majority of the
products have a tenor of 10 years and above and a smaller
proportion is with a tenor of less than 10 years.

Hence to encourage long term business and enable policyholders

Circular No: 20/IRDA/Actl/ULIP/09-10

to earn additional returns thereby and taking into account the
product features and the current cost structure, it is mandated
that the cap on charges will be based on the difference between
gross and net yields of any product. The net yield is the gross
yield adjusted for all charges. For insurance contracts which are
of a tenor of less than or equal to 10 years duration, the difference
between gross and net yields shall not exceed 300 basis points, of
which fund management charges shall not exceed 150 basis points.
For other contracts, i.e., those whose contract period is above
10 years, the difference between gross and net yields shall not
exceed 225 basis points, of which the fund management charges
shall not exceed 125 basis points.It is relevant to note that in
many markets across the world the Regulators have prescribed
gross and net yield to the customer for ULIPs.

Further, the following must be observed.

Extra premium due to underwriting emanating from extraordinary
health conditions, cost of all rider benefits, service tax on charges
(as applicable) and any explicit cost of investment guarantee shall
be excluded in the calculation of net yield

In these calculations, all charges should be as per the ‘file and
use’ document as approved by the IRDA.

Please refer IRDA circular letter IRDA/ACTL/ULIP/2008-09 of
January 25, 2008 on ‘benefit illustration’. There should be a
specific mention of the gross yield and net yield to the customer
at the point of sale. This benefit illustration must be approved by
the IRDA.

At the time of sale, for benefit illustration purpose, the insurer
may assume a growth rate of 10% per annum of the investment
as a model, as suggested by the Life Council. This will help the



customer to understand the product and charges easily so that
the prospect could consider the gross yield and net yield while
making an informed decision.

At the time of maturity, the insurer must issue the policyholder a
certificate showing year-wise contributions, charges deducted,
fund value and final payment made to the policyholder taking
into account partial withdrawals, if any. In addition, this certificate
must also show the actual gross yield and net yield taking into
account the actual charges deducted. This certificate must confirm
adherence of above prescription.

The charges for the ULIPs as filed under the File & Use guidelines

as approved by the IRDA, shall not be modified or changed without
obtaining the prior approval of the IRDA.

The circular comes into effect from October 1, 2009 so that all
products which are approved by the IRDA on or after October 1,
2009 will be governed by the provisions of this circular. All existing
products that do not meet the requirements of this circular should
be withdrawn or modified by 31 December 2009.

Sd/-
(R. Kannan)
Member (Actuary)

PRESS RELEASE

July 22, 2009

Motor Insurance Data (2007-08)

The Motor Insurance data for all classes of vehicles was hosted on
the website of the Tariff Advisory Committee for the period 2006-
07 with a link provided in the IRDA website. The tabulations in
the form of Summary Reports contain (i) Public Sector aggregate
data, (ii) Private Sector aggregate data and (iii) Industry level
data.

Similar tabulations have been generated for the period 2007-008.
They relate to both, Public Sector and Private Sector insurance
companies as well as Industry level aggregate data. Three types
of tabulations have been generated as detailed below:

MR1 gives the vehicle class-wise details of total number of policies,
total premium and total incurred claims and claims paid.

MR2 gives the vehicle class-wise details of Premium and claims
break-up of Own Damage (OD) and Third Party (TP).

MR3 gives the vehicle class-wise details of claims ratios (claims
paid ratio, incurred claims ratio)[Claims paid ratio is a percentage
of claims paid to premium. Incurred claims ratio means claims
paid during the year plus closing provision at the end of the year

less opening provision at the beginning of the year expressed as a
percentage to the premium]

The Summary Reports of the data have been collated from
the transactional level data submitted by the respective insurance
companies. The summary statements have been duly verified
and validated by the concerned insurance company. The Summary
Reports do not include (i) one public sector company,
viz M/s United India Insurance Company as they have note
submitted the transactional level data and (ii) One private sector
company, viz M/s Royal Sundaram General Insurance Company as
they have not validated their data.

The Summary Reports for the period 2007-08 have now been hosted
on the TAC website (www.tac.org.in). A link to the TAC site is also
available in the IRDA website (www.irdaindia.org)

These reports are hosted for the benefit of all stakeholders and
general public. Comments and suggestions, if any, may be sent to
Data Centre, 9* Floor, United India Insurance Towers, 3-5-817/
818, Hyderguda, Hyderabad 500 029.

CIRCULAR

23 July, 2009

To
All Insurers,

Re:Requirement of PAN for Insurance Products

It has been decided to mandate the requirement of PAN on all
high value insurance products.

All Insurers are therefore advised to collect PAN from all persons
purchasing insurance products where the contracted annual

Circular No: 021/IRDA/LIFE/PAN/Jul-2009

premium payable on the insurance policies, per policy basis,
exceeds Rs. 1.00 lakh.

This circular comes into force with immediate effect. All Insurers
are advised to comply with the directions issued in this circular
under confirmation to the Authority not later than 01.08.2009.

(J. Hari Narayan)
Chairman
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A Decade of Innovations

More IN STORE ...

‘IT HAS BEEN A BUSY DECADE FOR THE INSURANCE INDUSTRY AND THE SUPERVISORS. WE HAVE WITNESSED SEVERAL

NEW INITIATIVES BEING TAKEN DURING THE PERIOD WHICH HAVE CONTRIBUTED TO AN ALL-ROUND GROWTH; AND ONE

LOOKS FORWARD TO MANY MORE’ WRITES U. JAWAHARLAL.

uring the period of liberalized

environment in the insurance

industry which is around a decade
now, a tremendous business growth has
been achieved in both life and non-life
domains. There has been a progressive
transition in the penetration and density
of insurance, although we are yet to reach
international standards. Another gratifying
fact is that the growth has been observed
across most classes of insurance, although
it is higher in some classes than others.
Above all, health insurance which is so vital
for the overall improvement of healthcare
delivery in the country has been growing
by leaps and bounds; and this augurs well
for the health of the nation itself.

It cannot however be presumed that all
the growth that has been noticed was
without any hiccups. Further, it would also
amount to complacency to treat this
growth as the resultant of any single
initiative. There have been several factors
that have made the growth possible as also
the surge of a few classes that remained
dormant earlier. There have been a spate
of initiatives that have been taken during
the post-liberalization period which have
contributed to business growth as also the

emergence of practices that will contribute
towards drawing a road-map for the future.
The trend continues; and hopefully, will
take the Indian insurance industry closer
to global standards.

The intermediary plays a very crucial role
in insurance business world over. In the
Indian domain, it is even more pronounced.
The agent has been a key factor especially
in the life insurance domain and during the
period of liberalization, several initiatives
have been taken to ensure that the agent
is himself well-trained and facilitates the
process of the average applicant taking an
informed decision. Similarly, the brokers’
regulation brought into place the active
role that a broker can play in corporate
risk management — not merely broking a
deal. Another important development to
promote the cause of health insurance is
the introduction of Third Party
Administrators. The institution of TPAs ran
into rough weather initially but lately it is
falling into place and can certainly claim
to be an important element of all the
growth that we have been witnessing in
health insurance.

A landmark development during the period

has been the detariffing of non-life
insurance business. When it was originally
mooted, there have been several
reservations whether the Indian players
have sufficient maturity to operate in a
free environment. More than a couple of
years after detariffing, no major upheavals
have been observed; and the prices are
certainly showing a stabilizing trend that
should indicate stronger relationships
between the insurers and the insured. It
has often been said that life insurance in
India has its roots only in traditional forms
of products. The surge of ULIPs has set this
argument at naught, although it has been
perennially debated whether we have a
healthy mix of market-related products
and the traditional ones. Promoting micro-
insurance products has been another key
reform that aims at making financial
inclusion a reality. Above all, there have
been rapid strides of progress in the realm
of monitoring and supervision which are
so vital for the confidence of the average
policyholder.

‘Innovations and Developments in the
Liberalized Environment’ will be the focus
of the next issue of the Journal. We look
forward to a healthy debate on the issue.

=

Years of Innovations

in the next issue...
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Adding Value to Your Client

BesT PRACTICES IN NoON-LIFE INSURANCE

S. L. MOHAN REMARKS THAT THERE IS NEED FOR INSURERS TO EMPHASIZE ON THE BEST PRACTICES WHILE RENDERING

CUSTOMER SERVICE WHICH WILL IN DUE COURSE BE THE DIFFERENTIATOR BETWEEN THE BEST AND THE 'ALSO-RAN'S.

o understand and appreciate the

best practices prevailing today in

the insurance industry, there is
need to recall the history of origin and
gradual development of insurance
practices over the centuries.

In 2500 B.C., rich people in Babylonia gave
loans to small caravan traders, who had to
repay the loan with interest on safe arrival
of their goods. Rig Veda (one of the four
Vedas of the Aryans in India) refers to
“Yogakshema” suggesting prevalence of
‘community insurance’ amongst the Aryans
in India around 1000 B.C. The origin of life
insurance can be traced to ancient Rome,
where burial clubs formed by the citizens
would pay for their members’ funeral
expenditure as well as make some
payments to rehabilitate survivors of
deceased members. With the progress of
civilizations, social institutions and welfare
practices took deep roots. Insurance, as
we see it today as a well-developed
financial sector industry, owes its existence
to the year 1688 in Lloyd’s Coffee House
in London where merchants, ship-owners
and insurance underwriters conceived the
concept of insurance for encouraging
entrepreneurs by sharing the loss incurred
by them because of fortuitous events
during their adventure, particularly losses
arising from maritime voyages.

In the early days, insurance was practiced
without any written document simply to
make good the genuine seen loss / losses

of known members. As gradually unknown
parties and unseen losses started entering
the scene, there was need to write the
rules of the game and enter into clear
unambiguous insurance contracts, which
paved the way for evolution of insurance
principles like Utmost Good Faith,
Insurable Interest, Indemnity,
Contribution, Subrogation, Proximate
Cause and so on to ensure that the practice
of insurance did not result in the victim
profiteering out of a calamity, but just
rehabilitated the victim to the position
which he enjoyed on the eve of the
calamity.

Over the centuries, the insurance and the

Today’s corporate
world firmly
believes that they
owe their
existence to the
consumer; and
that ‘consumer is
king’.
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insurance of insurance (namely,
Reinsurance) have attained the status of
an industry. Insurance and reinsurance
companies render valuable services in the
financial sector. These institutions practise
sound ethics and transparency and are
subject to supervision by government and
regulators. Management of insurance fund
calls for absolute professionalism,
transparency and efficiency on the part of
all stake-holders, viz. insurers, inter-
mediaries, insuring public, policy-holders,
regulating authority, Government and so
on. Today’s corporate world firmly believes
that they owe their existence to the
consumer; and that ‘consumer is king’.
This has led to self-regulation and
voluntary adoption of best practices by all
stake-holders in all segments of the
economy. Falling in line with these pro-
consumer developments, association of
insurers in most of the countries, including
General Insurance Council in India, have
adopted codes of best business practices
with the following objectives in mind:

» Make clear the standard of good
insurance practice that can be expected
while entering into insurance contracts
and in the event of claims there-under;

Disclose information which are relevant
and useful so that customers can make
informed decisions and contract
insurance policies effectively;

Enlighten the customers about their
rights and obligations under insurance
policies;
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o Commit to high standards and
professionalism in all transactions and
recognize and respect the rights and
interests of customers; and

» Promote and enhance the insurance
industry’s image and standing as a
responsible service-provider and good
corporate citizen by

- conducting business based on the basic
spirit of respect for human dignity,

- observing the laws and rules sincerely
and responding to the expectations of
society at large;

- exchanging communications with all
concerned parties in a positive and
pro-active manner; and

- rendering easily comprehensible and
user-friendly insurance services, and
thereby cementing the raison d’etre
of insurance business;

o Strengthen the role of Regulator
by practicing self-regulation
and encourage independence, account-
ability, transparency, integrity and
market responsiveness;

We shall examine some of these practices
which are in vogue globally today:

Before and at the time of conclusion of
insurance contract:

e Insurers to try and ensure that all
information contained in their sales
materials/prospectus/brochure/
leaflets/illustrations is current, correct
and expressed in plain language and is
not misleading to the public;

» ‘Consensus ad idem’ is applicable to all
contracts and is more pronounced in the
case of insurance contracts, which seek
to sell intangible security to the policy-
holder (or insured). To ensure that this
aspect is well addressed, the insurers to
furnish all material information about
the insurance product in their prospectus
in plain and simple language so that the
customers can beforehand read and
understand the insurance coverage and
exclusions under the policy in question.
(Rule 11 of Insurance Rules, 1939);

e Proposal form as well as the
accompanying additional questionnaire,
if any, shall ask questions in plain
language and, if appropriate, illustrate
how the questions are to be answered.

Proposal form calling for the disclosure
of material facts, shall:

- prominently explain the consequences
of a failure to disclose all “material
facts” (i.e. facts relevant to the
insurers’ decision whether or not to
provide coverage) and

- highlight that, in addition to answering
questions asked in the proposal, the
proposer must also include any facts
that an insurer would regard as likely
to influence the insurer’s assessment
and acceptance of the proposal; and

- warn that if the applicant is uncertain
as to whether or not some facts are
material, those facts should be
disclosed

It shall be insurer’s duty to ask clear and
specific questions in the proposal form/
accompanying questionnaire for eliciting
all information/data/facts considered to
be material to the particular type of
insurance;

Insurers to avoid questions which will
require a knowledge of certain facts and
which an average applicant is unlikely
to have;

» The insurers and intermediaries working
on behalf of the insurers to present a
true and fair view of the product being
sold to the proposer.

» The scope of cover, the exclusions and
limitations of cover, the conditions that
the policyholder is required to comply
with, the claims intimation and
documentation requirements, loss
minimization requirements before and
immediately after a loss, the in-house
machinery for grievance redressal and
the external avenues for resolving
disputes etc. to be informed to the
proposer or policyholder in clear and
simple language at the point of sale.
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Proposal form as
well as the
accompanying
additional
questionnaire, if
any, shall ask
questions in plain
language and, if
appropriate,
illustrate how the
questions are to
be answered.

Insurer to keep in mind the best interests
of the policyholders while designing
insurance products and offer appropriate
protection without jeopardizing
underwriting standards and at rates and
terms that are fair as between the client
and the insurer.

Insurers not to use unlicensed
intermediaries or sales channels that
have the effect of circumventing the
legitimate sales channels or use of
unprofessional sales methods.

Insurers not to provide any remuneration
or financially significant facility to the
licensed intermediaries or others that
have the effect of exceeding the
prescribed limits in whatever manner.

Insurer not to engage in any activity
that has the effect of offering an
additional inducement to the insured or
any one associated in the purchase
of insurance, in any form, to influence




the placement of the insurance with any
given insurer;

« Insurer not to be a party to any insurance
plan where the benefit of the financial
terms accrues to an intermediary or
person associated with the insurance
plan at the cost of the insured persons.
Insurers shall aim that any reductions in
premiums accrue to the benefit of the
persons insured.

As far as practicable, every proposal for
insurance shall be based on a proposal
form that contains questions dealing
with all information that is relevant to
the assessment of risk and ensures
disclosure of all material information by
the proposer.

« Where the proposer completes a
questionnaire in addition to the proposal
form for the purpose of assessment of
the risk, the questions shall be
comprehensive and in simple language
and the proposer shall be made aware
that the duty of full disclosure applies
equally to the questionnaire.

e In types of insurances where the
policyholder has a reasonable
expectation of renewal, the insurer shall
make it clear even at the point of first
sale, if it wishes to retain the right not
to renew or to offer renewal at higher
terms or with restrictions on cover.
Where the insurer wishing to exercise
this right shall give reasonable notice to
the policyholder before the date of
expiry of the current cover with regard
to the renewal and the terms so that the
policyholder has adequate time to look
for cover elsewhere if he so wishes.

» Consideration in insurance contracts —
Premium - “No risk to be assumed unless
premium is received in advance” (Sec.
64VB of Ins. Act) — This is the best
practice prevailing in India.

After conclusion of insurance

contract:

« Insurers to draft policy document, as far
as possible, in simple and plain

language. The documentation to be
designed and presented with the aim of
aiding comprehension by consumers;

« Insurers to use only the prescribed policy
and endorsement wordings for various
covers as far as possible.

Indian market and policy

documentation

» Hon’ble Courts in India have time and
again expressed difficulties in
understanding the non-life insurance
policies, and have appealed to the
insurers to simplify the language used
in their policies;

 Non-life insurance companies in India are
now considering issuance of one-page
policy and of policy in electronic form.

Claim Servicing
In the event of any claim under the
insurance contract, the insurers shall:

» handle all claims efficiently, speedily and
fairly.

e not impose arbitrary and unreasonable
time limits for reporting claims. A
policyholder is required under the policy
terms to report a claim and subsequent
developments as soon as reasonably
practicable, unless there are valid
reasons requiring claims to be reported
within a specified time/ period.

The proposer
shall be made
aware that the
duty of full
disclosure
applies equally
to the
questionnaire.
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 not repudiate a claim by a policyholder
on the grounds of

- non-disclosure of a material fact which
the policyholder could not reasonably
have been expected to disclose, or if
the insurance was issued without the
policyholder being requested to submit
a proposal;

- on the grounds of misrepresentation
unless this is a deliberate or negligent
misrepresentation of a material fact,

- on the grounds of a breach of warranty
or condition if the loss is unrelated to
the breach in the absence of fraud by
the policyholder;

» make claim forms readily available to
claimants free of charge;

explain what information is required for
a claim and the procedures for making a
claim in plain language;

» promptly respond to reasonable requests
by claimants for assistance in making a
claim; and

provide information as to the internal
dispute resolution procedures of the
insurer and the availability of the
external dispute resolution procedures,
if any dispute remains unresolved.

use plain language in claim forms and
design them in a manner that aids
comprehension, identify in the first
communication all the information/
requirements that the insurer needs to
process the claim and also explain the
manner in which such information/
requirements are to be provided/
complied with.

o promptly consider and determine the
claim, once all of the information/
requirements of the insurer have been
received/complied with;

» keep relevant persons reasonably
informed as to the progress of the claim

» advise a claimant within the specified
time - as to whether a claim has been
accepted or rejected. If a claim has been
rejected the insurer shall advise the
claimant of the grounds, in general terms
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at least, for the rejection. (Note:
However, the insurer is not required to
disclose anything that may prejudice the
insurer in the event of the rejected claim
being pursued through judicial forums);

» make payment of the claim as soon as is
practicable, if a claim is admitted and
the amount payable determined;

ensure that third party appointed by
insurer for investigation of the claim is
member of relevant professional body,
practice professionalism and comply
with the relevant rules, regulations,
laws, codes of conduct, etc.

insurers shall establish claims settlement
procedures in a time-bound manner to
assure prompt, fair and friendly
settlement of claims. The claims
procedures and time schedules shall be
publicly disclosed at the insurer’s offices
and website. The claims forms and
instructions for documentation of a claim
shall be posted on the website to enable
any person wishing to file a claim to
download and print them for his use.
Insurers may also consider on-line filing
of claims intimations.

As far as possible, the claimant shall be
informed of all documentation
requirements and all queries arising from
the claims documents shall be raised at
one time. The insurer shall not be seen
as reluctant to process a claim to
settlement.

o Anin-house review machinery to resolve
any disagreements in respect of a claim
between the claims staff of the insurer
and the claimant shall be established
and activated in cases of claimant
dissatisfaction

For management of insurance

agents, the insurers to

e ensure that the insurance agents
engaged by them comply with the
requirements prescribed by the
insurance regulator and are not
disqualified in any manner whatsoever;

o be liable for the actions of their

As far as
possible, the
claimant shall be
informed of all
documentation
requirements and
all queries
arising from the
claims documents
shall be raised at
one time.

appointed agents in the course of their
agency;

establish procedures/systems for dealing
with complaints against their insurance
agents;

» provide education, training, support
facilities and materials to the insurance
agents to enable them to render proper
service to the customers;

e ensure that insurance agents act
honestly, in carrying out business on
behalf of the principal, particularly when
dealing with clients’ money;

ensure that insurance agents keep client
information confidential.

Conduct by insurers

o to conduct their affairs honestly and
fairly and in a manner consistent with
the public interests;

o to promote image building of the
industry;

Inquiries, complaints and
disputes; and grievance redressal
machinery

Insurers to handle inquiries in a fair and
timely manner, and have documented
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internal complaint-handling mechanisms
which meet the following minimum
standards.

Internal Inquiry and Complaints
Arrangements

Insurers to have in place internal
complaint-handling procedures for
attempting to resolve complaints by
policyholders. The procedures shall

» be readily accessible to all persons who
have an interest in a policy and be free
of charge to the complainant so that the
procedures can be easily invoked;

provide for the appointment of a
complaints officer who has authority to
resolve most complaints within a
reasonable period and without further
referrals within the insurer; and

« advise the complainant in writing of the
outcome of the complaint and, if the
complaint has not been resolved to the
satisfaction of the complainant, of the
grounds for arriving at this decision as
well as information on further actions
that the complainant can take through
external dispute resolution mechanisms.

» The grievance redressal machinery of an
insurer to act in an impartial manner and
handle grievances with sympathy for the
claimant.

o Grievances to be disposed off within
specified time schedule so that the
complainants are not put to unnecessary
delays in being attended to.

o While communicating final decision,
aggrieved party to be given details of
further avenues open to him to seek
redressal of his grievance.

Insurers to participate in the external
dispute resolution mechanisms as
prescribed under the laws.

Healthy competition

« Insurers to refuse to quote for business
where they are not allowed an
opportunity to seek underwriting
information to help them assess the
risks;




e Insurers to use market standard
information forms to elicit information
on risks offered for insurance as a
minimum standard of information to be
provided. This will be without prejudice
to the right of an underwriter to require
more information or an inspection of the
risk prior to offering quotation for cover;

« Insurers to report to the Authority any
cases of improper conduct or non-
compliance with the Rules/Regulations;

o Insurers not to offer illegitimate
inducements to influence business to
themselves.

* When competing for business, insurers
to bear in mind the importance of sound
underwriting and to exercise discretion
in judicious manner;

o Where a client (or its broker) decides to
move an insurance from one insurer to
another, the insurer who is taking over
the account to be entitled to check with
the previous insurer regarding the claims
experience and other matters relevant
to underwriting and the previous insurer
to furnish the information promptly.

o After an account is introduced to an
insurer by a broker for quotation of
terms, the insurer not to approach the
client to place the insurance directly
with it. However, there is no bar on an
insurer who is already trying to win over
a client’s account from refusing to quote
to a broker on that account.

General: Insurers to:

» compile their respective companies’
business statistics/data with accuracy
and regularity and share them with all
stake-holders and enforce market
discipline;

« invest the policy-holders’ funds safely,
generate optimum yields and bring down
the cost of insurance for the consumers
at large;

« introduce latest Information Technology
solutions for minimizing cost, enhancing
productivity and improving servicing
standards;

Consumers to
receive disclosure
of any actual or
potential conflict
of interest in
relation to the
transaction in
question.

pro-actively promote and participate in
public financial education;

continuously engage themselves in
Research & Development and bring about
innovative practices and products for the
benefit of consumers;

be mindful of the effects of their
decisions both at the macro level as well
as at the micro level;

assist their governments in designing
insurance regulation attuned to basic
principles of economics and insurance;
and

conduct open, transparent, ongoing, and
meaningful consultation with industry
and other stakeholders, routinely;

incentivize desired behaviours and dis-
incentivise undesirable ones for
promoting orderly growth all around;

adopt a zero tolerance approach to
misconduct and indiscipline

encourage and promote risk
management and actuarial science for
fundamental discipline in the market;

adapt their business strategies for
servicing consumers in different
segments of markets and create sound
market conditions where professionalism
prevails.
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Indian Insurance Act, 1938 read with
Insurance Rules 1939 specifically provide
for addressing the above-referred
matters. These statutory provisions have
been further reinforced by subsequent
Regulations framed by Insurance
Regulatory & Development Authority
vide IRDA (Insurance Advertisements and
Disclosure) Regulations, 2000; IRDA
(Protection of Policyholders’ Interests)
Regulations, 2002; IRDA (Manner of
Receipt of Premium) Regulations, 2002;
etc.

Insurers’ Councils constantly monitor and
make amendments in their Codes of
Business Practices in the light of
developing market circumstances from
time to time. The following three
principles are used to test whether a
given practice in the insurance industry
is the best one which can instill consumer
confidence:

Client’s interests come first or in other
words “Priority of the client’s interest”:
Whether the practice puts the interests
of policyholders and purchasers of
insurance ahead of interests of other
stake-holders;

o Disclosure of actual or potential
conflicts of interest: Consumers to
receive disclosure of any actual or
potential conflict of interest in relation
to the transaction in question;

Ensuring product suitability, in other
words that the product sold is the right
one: Product sold meets the needs of
the consumer.

In a way, these Business Practices
indicate that the insurance industry of
today is by and large of the consumer,
for the consumer and by the consumer.

The author is Secretary General, General
Insurance Council. Views expressed in this
paper are personal views of the author and
not of the institution/organization he
represents.
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Best Practices 1n Relnsurance

IN THE BEST INTERESTS OF THE INDUSTRY

K.L. NAIK OBSERVES THAT IN THESE TUMULTUOUS TIMES, THE EMPHASIS FOR INSURERS AND THE REINSURERS SHOULD

BE ON UNDERWRITING PROFITS RATHER THAN DEPENDENCE ON INVESTMENT INCOME TO TURN THE CORNER.

Introduction
he basic principles and practices of
reinsurance are uniform and are
universal. Utmost good faith in
reinsurance by Treaty method is believed
to be utmost blind faith of all reinsurers in
good underwriters and good underwriting
standards of insurance companies.

Trust becomes a tradition in long-term
relationship of insurers, reinsurers and
retrocessionnaires. Reinsurers ‘Follow the
Fortunes’ of insurers in legal and technical
aspects of claims settlements. Reinsurers
are not only carriers of risks underwritten
by insurers but they are experienced
advisers in risk-management for insurers
in the risk transfer trade of insurance.

After the WTC
attack losses, in
practice there is a
visible shift of
Afro-Asian
insurers to rely
more on Afro-
Asian reinsurers.

Reinsurers provide automatic capacity to
insurers by accepting a share on
reinsurance treaties and also extend
support of their higher financial strength
to insurers who have limited equity base.
After the WTC attack losses, in practice
there is a visible shift of Afro-Asian insurers
to rely more on Afro-Asian reinsurers. This
trend is further accentuated after the
global recession which has impaired the
financial strength of many western
reinsurers in greater grips. It is as if the
recession has resulted in the cart being put
before the horse.

As ‘parameters of economies’, both
insurers and reinsurers have to look for
underwriting profits irrespective of
investment return, particularly during
current trends of recession in global
economies.

Reinsurance In Theory And
Practice

Reinsurance is like a shock-absorbing
device in a Motor Car. Its function is to
make the journey comfortable on Roads
with Humps-Bumps-Potholes — of losses!
Reinsurance is to neutralize the damaging
impact of large man-made and natural cat
losses. In summing up the insurer-reinsurer
relationship, one may say:

e When loss of Insurer ONE
« |Is shared by Reinsurers MANY
o All Survive — it breaks not ANY.

Insurers have a limited equity base and
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especially in recessionary trends, more
capital is required. The solution is more
reinsurance which provides support of the
capital base of reinsurers with their huge
free reserves. New capital is not needed
by insurers. Reinsurance protection keeps
them safe as a disaster management tool
to avoid management disaster!

Capacity for Insurers

Coverage of All Perils of Direct Policies

+ Confidence In the Security of
Reinsurers

+ Continuity of Reinsurance Relationship
after losses during Reinsurance Treaty
Period

= Capacity to cover any Risk accepted by
Insurer Automatically, Simultaneously
and Continuously!

Reinsurance is an International Trade
with transactions in foreign exchange.
If writing a risk is like eating, reinsurance
underwriting of a risk can be likened
to digesting.

Reinsurance Underwriting =

— Fixing of retentions for any one risk

—Creating Treaty arrangements with
capacity class-wise to minimize Fac Re.

— Protecting net retention by XL treaties.

Example:
Company’s Financial Strength is 1,000 mn.

Fire Surplus Reinsurance Treaty is created
as under:

Net Line : 30,000,000 Any One Risk SI
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Reinsurance by Global Risk Transfers — Global Spread of Risks

Reinsurers

Insured Insurer C

Al_,|B D

E

Insurance Reinsurance

20 Lines Fire Surplus Treaty : 600,000,000
Any One Risk SI

Total Automatic Capacity : 630,000,000
Any One Risk SI

Net Capacity of 30 mn. is increased to
630 mn. by Fire Surplus Treaty which
creates a capacity of 600 mn. supported
by all participating reinsurers.

Reinsurance programming for each insurer
is done for each year. Reinsurance
programme is designed — reviewed and
renewed every year for each class of
business. Facultative reinsurance is not a
part of reinsurance programming as it is
for balance of a risk sum insured after
automatic capacity.

Facultative
reinsurance is not
a part of
reinsurance
programming as
it is for balance of
a risk sum insured
after automatic
capacity.

Retrocession

Retrocessionnaires

\

—
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Retro of Retro

Again there may be 50 risks with maximum
retention up to 30 mn. for each risk and
there may be a flood loss of 300 mn.

An Excess of Loss Reinsurance Treaty
programme is arranged to protect the
insurer as under:

XL Cover
(mns.)

Layers

| 30x 20
I 50 x 50
1] 100 x 100
v 300 x 200

480 x 20

Out of the flood loss of 300 mn., reinsurers
pay 280 mn. and insurer’s net loss is only
20 mn. Thus, reinsurance by treaty method
creates capacity as well as ‘protection
against accumulation of many risks in an
event of loss’. Prompt payment of
premiums by insurers and prompt
settlement of losses by reinsurers are
very vital.

Facultative reinsurance is for single
current risks and Treaty reinsurance is for
portfolio of future risks. Treaty reinsurance
is a relationship with future obligations
for a very long time! It is obligatory for
both parties.

Reinsurance Broker’s Role
Reinsurance brokers handle 87% of global
reinsurance premium of approximately
USS$300 Bn!

A reinsurance broker builds bridges and breaks
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barriers as a ‘reliable, reasonable, reachable,
responsible, resourceful’ intermediary of
international reinsurances with the best of
know-how as also know-who.

The precision with which reinsurance
brokers generate reinsurance relationships
can be said to be a combination of the
report of a scientist, the intuition of an
artist and the insight of a businessman.

Value Added Services which are rendered
by reinsurance brokers are:

« Organising in-house training to insurance
company’s staff; and officers of
underwriting and accounts departments.

e Organising market seminars for

participants from market’s insurance
companies.

Providing current information data.

Assisting with analytical review for
renewal of reinsurance programmes with
possible improvements.

Security rating of reinsurers
Rating agencies like Standard & Poor and
A. M. Best are acceptable agencies. But
during a period of recession, best securities
can be collapsing! It is being reduced to
poor standards of rating. Is it really a time
to rate the rating agencies?

Rating requirements prescribed by
regulators in various markets are followed
by insurers when they reinsure their
programme. ‘AAA’ is the best rating. ‘BBB’
is reliable rating. Below ‘BBB’ is vulnerable
rating.

Reinsurers with huge capital base and
reserves have also been weakened by WTC
attack losses. Out of 14 ‘AAA’ rated
reinsurers only two reinsurers retained
‘AAA’ and the others were down graded!
Recession has added to the downward
rating levels. (It is ironical that a reinsurer
like GIC Re is not rated although their rank
is 16" among the first 25 reinsurers rated
by Standard & Poor as on 16" March, 2009).
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Health and Microcare

Risks of Health and Microcare have a
number of small losses with large
aggregate loss ratio in an erratic movement
of losses over a period of 3 to 5 years! Stop
Loss XL reinsurance method is suitable to
protect the balance sheet results by
stopping the loss ratio at a pre-decided
point and transfer the balance of losses to
reinsurers.

Example:

Est. annual premium is 100 Mn.

Stop Loss XL Cover: 50% of 100 Mn. x
75% of 100 Mn.

If losses of actual premium are 100%
reinsurers pay 25% and balance sheet loss
is of 75%.

Reinsurance of Terrorism

After WTC attack losses, reinsurers exclude
sabotage and terrorism from reinsurance
treaties. Reinsurance slips are with
complete lists of exclusions, main clauses
with latest wording. Sabotage and
Terrorism market pools are created and
reinsured, like the Indian Market Terrorism
Pool for Fire — Engineering Classes.

This pool was affected by terrorists’ attack
on Mumbai on 26™ November, 2008 and
insured losses are approximately 5,000 to
6,000 Mn. Indian rupees. The reinsurance
protection is renewed with increase in
premium base of the pool; and reinsurance
premium is also increased. Market
terrorism pool gets cessions from each
insurer as a member of the pool. The rates
of risks are prescribed by the pool
management. Reinsurance protection is
also arranged by them.

Reinsurance of Agricultural Risks
Agriculture Insurance Company of India
reinsures agricultural risks of staple crops,
commercial crops etc. Reinsurances of
these risks are arranged by Proportional
reinsurance treaties. Plant diseases and
crop failures are covered by insurances and
reinsurances.

Reinsurances of life insurance risks
Reinsurance requirements of life insurance

Reinsurance in
practice is a long
term, stable,
mutually supportive
relationship
between insurers
and reinsurers; and
among
retrocessionnaires.

are in respect of life related Health, Group
life liabilities or large risks life insurances
or losses due to Tsunamis and Natural
Catastrophes. AIDS is to be covered as a
‘disability’ rather than a ‘disease’!
Reinsurance of AIDS affected people is
arranged as is the case in many countries
in Africa.

Commercial vehicles TPL pool has
aggravating loss ratios and reinsurance
protection is so far not arranged!

Reinsurance of private motor vehicles TPL
is arranged by respective Indian insurers
along with Motor O.D. vide their Motor &
Liability XL reinsurances.

Response Time in reinsurance

o Reinsurer as a leader should provide
quotes to the ceding company very
promptly and should finalise all terms
mutually well in time for renewal date
of the reinsurance programme. Best
practices in this regard demand that if
renewal date is 1t January, the terms
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must be finalized by the 10" December
every year.

» Placement of reinsurance programme
should be completed by the end of third
week of the last month. Signed lines of
reinsurers should be finalized and
advised by the ceding companies before
the attachments of risks.

e Accounts should be rendered within
15 days of the end of the quarterly period
and confirmation should be given
immediately to avoid delay of
remittances from either side.

o Cash Loss calls should be promptly
attended with remittance by reinsurers.

Preliminary loss advices and details of
claims must be provided to reinsurers
with all details of survey report etc. to
avoid delay.

All that is ideal is not real, therefore ideals
are to be realized by best practices.

Conclusion

Reinsurance in practice is a long term,
stable, mutually supportive relationship
between insurers and reinsurers; and
among retrocessionnaires.

A suspicious reinsurer or a non-cooperative
reinsured cause fractures in the
reinsurance relationship. ‘Faith in the
Future’, — ‘Fear of the Unknown’ —
‘Mutually Co-operative and Supportive’
approach helps to make reinsurance
relationship longer lasting. ‘Back to the
Basics’ is the main lesson to be learnt by
insurers and reinsurers to survive through
best practices in the world of reinsurance.

IRRM = International Risk Research and Risk
Management is a continuous process in the
global market scenario for insurers and
reinsurers. The same acronym IRRM may
also be interpreted thus for a healthy
reinsurance industry to be in place:

Insurance is Risk Transfer Trade; Reinsurance is Risks Global Spread.

Retain part and Reinsure the rest; Maintain Utmost Good Faith best.

The author is CEO, J. B. Boda Reinsurance Brokers Pvt. Ltd. Mumbai.
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Braving the Turbulence

BesT PRrRACTICES IN THIRD PARTY ADMINISTRATION

MALTI JASWAL ASSERTS THAT ALTHOUGH THE INSTITUTION OF TPAs STARTED WITH THE PRIME OBJECTIVE OF PROVIDING

CASHLESS HOSPITALIZATION, IT HAS CURRENTLY GROWN INTO A WIDER DOMAIN OF OUTSOURCING OF CLAIMS AND

CUSTOMER SERVICE.

Background

hird Party Administrator, or more

popularly known as TPA (Health), is

a relatively new entity in the Indian
insurance industry and came into being
after IRDA brought out the TPA Regulations
in 2001 and first set of licences were given
in 2002.

Against the backdrop of predominance of
‘Mediclaim’ by public sector insurers, the
role of TPA during initial period was
primarily to ensure:

e Member enrolment and issuance of
ID card

o Organising cashless hospitalisation
through network hospitals

» Processing of claims

o Redressal of customer grievance

There is a growing
interest and
awareness about
health insurance as
it emerges as an
important source
of healthcare
financing.

Sensing a good opportunity to fill the gap,
8-10 TPAs started operations, mostly
managed/owned by ex-staff of public
sector insurance companies, some
supported/financed by a few corporate
groups. Besides capital requirement of
Rs.1crore, at the minimum a 24*7*365 call
centre, a few medical doctors, insurance
qualified professionals and a basic IT
capability was all that was required to set
up a TPA operation and continued to be so
for initial years. What started primarily
to provide facility to health insurance
customer to avail cashless hospitalisation
eventually took the shape of outsourcing
of customer service and claims
management to a large extent over a
period of time as we shall examine.

During the last few years, the health
insurance segment has undergone a
tremendous change from being one of the
miniscule lines of business to a major focus
segment for all insurers. Products with
different features and benefits for an
entire range of customers from HNIs to BPL
population are now being offered by all
insurers to cater to current times. There
is a growing interest and awareness about
health insurance as it emerges as an
important source of healthcare financing.

Alongside, a high incurred claim ratio (ICR)
due to various reasons has brought into
focus the necessity to control claims cost
without compromising:

1. Quality of health care
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2. Customer satisfaction

Being an intrinsic part of health insurance
industry, the above developments have led
to a perceptible change in the role of TPA
and it now includes, but not limited to

o Controlling/managing the healthcare
cost through various ways:

1.Negotiating best deals (tariffs /
packages / discounts) with hospitals

2.Negotiations at the time of extending
cashless approval

3.Making necessary deductions for
charges that go against the established
medical protocols, examining neces-
sity of treatment, length of stay, case
management etc

4. Verifying the insured patients at the
hospital

5.Investigating and plugging fraud /
malpractices

6.In-depth MIS analysis to highlight
abnormal trends / patterns and also
to make use of insight based on the
historical data available

Acting as facilitator for various parties
involved in health care and health
insurance i.e. care providers, insurers
and policy holders.

» Meeting stringent service delivery
requirements with the primary aim of
enhancing customer experience

Providing value added services — health
check-ups, wellness programs etc
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» Playing a vital role in regularizing the
health care practices, standardization of
providers, standard treatment protocols,
disease / investigation codes and their
rational pricing etc.

« Providing detailed MIS and analytics to
support prudent underwriting.

The response of the TPA industry to the
growing expectations has been slow in the
beginning but getting established
gradually. Depending on size and strength
of particular TPA, all major players have
invested in building capacity and capability
to serve the requirements and meet the
service delivery expectations of the policy
holder.

Best Practices

A popular definition of Best Practices is -
“the most efficient and effective way of
accomplishing a task to the best
satisfaction of end user and yielding best
results in a particular profession or
industry, based on repeatable procedures
that have proven themselves over time for
large number of people / transactions. The
idea is that with proper processes, checks
and testing, a desired outcome can be
delivered with fewer problems and
unforeseen complications.”

From the above definition, it is evident
that in the case of TPA industry, best
practices have been difficult to establish
and the reasons are not difficult to guess:

o TPAindustry was new as also the concept
of cashless hospitalisation

» Work assigned to the TPAs was mostly
unstructured and requirements changed
frequently without support of detailed
Manuals, guidelines, process clarity etc.

» Managing continuous and endless conflict
of interest of 3 key stake holders —
malpractices, adverse selection,
unreasonable charges, lack of customer
education and awareness etc

» Non-standard practices and non-existent
regulations in regard to healthcare
service providers

 Lack of trained and skilled manpower

The best practices
pertaining to TPAs
could very well be
termed as best
practices for
serving the health
insurance
customers and
managing their
claims.

(a result of employee market and tight
operating budget with irregular fee
cycle)

o Lack of framework and transparent
process for utilising different TPAs.

The above limitations notwithstanding, TPA
industry has moved forward and has
facilitated utilisation of cashless facility
by health insurance customers to the
extent of 50% approximately while ensuring
delivery (at least partially) on newly
emerging requirements. Certain practices
have been standardised and industry is
geared to perform its role in the emerging
dynamics of health insurance market.

The best practices pertaining to TPAs could
very well be termed as best practices for
serving the health insurance customers and
managing their claims, though in case of
TPAs, the added responsibility (and
limitation) remains that of an outsourced
vendor.

Following is a list of activities performed
by TPAs and best practices to deliver on
those activities:

1.Member enrolment: Creation of
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customer unique id valid throughout
multiple policy periods/products/
insurers, issuance of membership card
with necessary details and guidebook,
capturing of benefits and policy plan
with different cappings, medical history,
pre-existing conditions, past insurance
details etc. goes into member
enrolment. Once the policy data is
available in soft form, the system should
be capable of spontaneously generating
downloadable E-Card (externally) and
member profile (internally) with all
necessary details on single page for ease
of reference by all departments
subsequently and available on-line to the
insured members. Member enrolment
is one of the most critical activities at
the back end which facilitates smooth
delivery of service subsequently. Arobust
system would automatically update
member profile each time a claim is
reported, denied or paid, reduce sum
insured and maintain necessary record
on the profile page.

Often there is a change in TPA by the
insurance company servicing a particular
set of customers; the enrolment
database should be able to integrate
previous policy and claims data so that
customer is not inconvenienced due to
change in the serving TPA.

To further remove all glitches and
enhance customer experience at the
time of claim, it is desirable for
insurance companies to provide proposal
details, copy of customer identity proof
and customer bank account number at
the time of enrolment data transfer.

.Provider Network management:

Creation of network of healthcare
providers with adequate representation
of geography, medical specialities,
infrastructure, customer preference;
strict due-diligence and benchmarking
against set criteria; negotiations for
tariffs, procedures and discounts forms
part of standard best practices. Arobust
system captures all details of
empanelled hospitals with unique id
assigned to each provider and tracks the
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transactions and performance of
different hospitals against agreed SLAs.
The Tariffs/discounts/packages and
terms should be captured in the
processing system with built-in checks
to ensure implementation in an
automated mode without need for
manual intervention and minimising
possibility of error. Since there may be
frequent additions and modifications in
empanelled hospitals, updated list
should be available on TPA’s website for
immediate reference by insured
members at any point of time.

Comparison of Providers

A robust system should facilitate
customer’s choice of provider from the
network, comparison of facilities,
infrastructure and tariffs transparently
available to all. This would also address
the issue regarding over charging by
hospitals, at least in part. To check the
malpractice among some hospitals to
charge differential tariffs and terms to
different TPAs and insurers, every
hospital which is empanelled by any TPA/
insurer should be required to submit in
writing that agreed tariffs are similar for
all and are not higher than those
applicable for cash paying patients.

MOU Implementation

The relationship between healthcare
service providers and TPAs has been
tumultuous from the inception, hence a
good system should provide for
standardised agreement template and
pre-defined protocol for empanelment,
depanelment, monitoring of service
levels, timely payments etc. with
provision for penalties for non-
compliance. On the part of TPA, it is
paramount that claim proceeds are
released within time period agreed with
explanation on deductions, if any and
on part of hospital to cooperate in
providing correct information and
necessary documents on time. To bring
in greater responsibility and
transparency, may be a tri-partite
agreement including insurer may serve
the purpose in future.

System integration between TPA, insurer
and hospital network would further ease
the process, exchange of information
and documents and lead to reduction in
issues and TAT.

Registration of non-network hospitals
Though TPA industry has sufficient data
in regard to empanelled hospitals
offering cashless facility, not sufficient
data has been captured in regard to non-
network hospitals wherein customers
have preferred to lodge reimbursement
claims. A robust system should capture
details of all hospitals that insured
customers visit for treatment, in order
to develop comprehensive master data
of all healthcare providers. This will also
help in checking fraud in re-imbursement
claims.

Cost Control
Though TPAs play the role of aggregator
of claims for the purpose of negotiating

A robust system
should capture
details of all
hospitals that
insured customers
visit for treatment,
in order to
develop
comprehensive
master data of all
healthcare
providers.
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with network hospitals, the individual
TPA strength however cannot be
sufficient to garner best discount and
tariffs from network hospitals. At the
industry level, there is urgent need to
adopt uniform practices as regards
network hospitals empanelment, sharing
of information and collective bargaining
for the benefit of entire insured
community pool. From a Rs.600 crore
industry in 2002 to Rs.6600 crore in 2009,
the volume in health insurance has grown
at a fast pace but not corresponding
discounts from hospitals, due to
fragmented approach.

Various ways which can help in cost
reduction without hurting the interests
of policyholders are:

* Negotiating best deals (tariffs/
packages / discounts) from hospitals

« Rationalising hospital network - size
and composition

« Negotiations at the time of cashless
approval

» Making deductions for charges that go
against the established medical
protocols observed, necessity of
treatment, case management etc

« Verifying the insured patients at the
hospital

o Investigating and plugging fraud/
malpractices

e In-depth MIS analysis to pick up
abnormal trends / patterns.

.Cashless Hospitalisation (enhancing

customer experience): Facilitating
cashless hospitalisation at network
hospitals is the raison d’etre for the TPAs
coming into being. The future growth of
health insurance, its shape and content,
is also dependent on this to a great
extent. To increase the utilisation of
cashless facility for the twin purposes
of customer service and for overall
control on claims, it is necessary that
the suggested protocol and practices are
followed by TPAs supported by other
parties — hospital, insured, insurer (as
case may be):
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e 24*7*365 Call Centre to help the
customer at any time of day or night

Professional and qualified staff to
confirm benefits, claims status, attend
queries in a polite and prompt manner

Pre-defined and published service
standards for sanction of cashless
facility, raising of query, denial of
cashless facility etc. Continuous
follow-up till closure is the
responsibility of TPA, though it
depends on the cooperation of the
hospital

SMS alerts during various stages —
intimation, approval, query, denial etc
to keep the customer informed at all
times and preclude anxiety out of the
process

System generated record to track TAT,
in and out time, audit trail of all
activities

Availability of medical staff round the
clock to attend to all cashless
requirements, to monitor line of
treatment, medical protocol, length
of stay, seek clarification from treating
doctor etc and to ensure cost of care
is reasonable and customary for the
ailment/procedure (to work as kind of
‘gate keeper’ in the best interest of
all even though ‘medical activism’ on
part of TPAs is resisted strongly by
healthcare providers and practioners)

e On-line facility for submission and
approval of cashless request,
downloading of forms, query letters,
vouchers etc

» Defined responsibility and observation
of uniform practices by hospitals as
regards documentation, discharge
protocol and billing pattern

» Timely availability of underwriting
details — proposal form and 64VB
compliance from insurer whenever
required (most underwriting offices do
not work 24*7*365 leading to problems
during weekends, holidays and after
office hours)

e A robust IT system enabling on
line access to all-encompassing

information and data pertaining to
enrolment, member profile, hospital
tariffs, policy benefits, past claims etc
to facilitate quick and accurate
processing of cashless pre-
authorisation.

4.Claims adjudication and payment:
Timely processing and payment of claims
is another important responsibility of
TPAs for which two most critical
requirements are qualified and trained
staff and a robust IT system. The best
practices as mentioned above pertaining
to cashless department are also
applicable for claims adjudication,
except the fact that correspondence and
interaction with different parties is
mostly in writing.

There is an external dependency on release
of float funds / claims money from insurer
which affects the overall service delivery
and timelines. Besides each insurer has
its own practices as regards claims
authority matrix, repudiation, endorse-
ments etc which play a crucial role in
smooth processing of claims at TPA’s end.
If the line of command and communication
at insurer end is multiple, it is likely to
lead to confusion and delay, sometimes
conflict also.
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It would not be out of place to mention
here that sometimes, inadvertent
underwriting lapses come to light at the
time of a claim and TPA is at the receiving
end from customers and hospitals for this
but finds itself caught in-between a
delicate situation given the nature of
relationship. Being a service provider to
the contract between insurer and insured,
TPA’s role is to ensure that the letter and
spirit of the contract should prevail in
fairness to all parties.

To speed up payment process, zero balance
account / single window system is one of
the best practices at insurer end. Direct
printing of cheques from bank and
despatch to concerned party or direct
transfer of proceeds to account through
electronic transfer is another best practice
which ensures that multiple handling of
cheque by different parties / staff
members is curtailed as also associated
risks. Direct fund transfer would also help
in checking fraudulent/benami insureds.

5.Fraud and leakage control: To tackle the
issue of fraud and leakage control, best
practice is to have a tiered approach
which includes:

« Raising of ‘Red Flag’ / Alerts based on
past experience and knowledge

e Business intelligence tools to
incorporate alerts in the processing
system to facilitate detection of fraud
during early stage of claim

« Random verification of patients in the
hospitals

 Detailed and thorough investigation of
suspect cases

» Use of predictive modelling, analytics
and trend watch to detect nexuses,
‘outlier’ cases and trends

 Internal audit and quality control
process.

There is an urgent need for the different
players in the insurance industry to share
and exchange information pertaining to
fraud and malpractices and take concerted
action. A standard process for the same
needs to be established at the earliest,
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though exchange of information is
happening on informal basis amongst
different parties. Beyond denying a
fraudulent claim and / or ‘depanelling’
respective provider, the insurance industry
has been slow to take strict legal action to
stamp out the fraudulent practices.

6.Underwriting support and value add
services: TPAs are in a position to offer
value added services in the form of pre-
policy health check up, health camps,
talks, doctor on chat etc to encourage
and spread healthy lifestyle and habits
among insured customers. On the health
check up front, a robust system should
offer real time data sharing and on-line
storage of medical records to the
customer and to underwriters so that
record is available at all times without
difficulty. The system should facilitate
roll out of wellness and screening
programs on a large scale, can be
possible only with help of IT enabled
application and network of diagnostic
centres, physicians.

TPAis also in a unique position to analyse
the claims and to give valuable inputs
to support prudent underwriting.
Underwriting anomalies can also be
highlighted and dealt with, at system
level.

7.Grievance Reduction and redressal:
A grievance arises mainly when a
customer feels that promises made at
the time of policy sale have not been
met, his/her claim has been denied/
delayed unjustifiably, uncalled for
deductions have been made from claim
or treatment meted out during the claim
process was unprofessional and impolite.

If TPA would follow best practices to
ensure prompt and fair settlement,
respond quickly to customer queries with
accurate information, exercise caution
while denying or repudiating claims and
to do so on valid grounds backed by
policy terms, the customer distress shall
be reduced to a large extent. Support

from underwriters in terms of customer
education and awareness would also go
a long way in mitigating the hardship.

However, despite best efforts,
grievances and complaints in the arena
of health insurance cannot be avoided,
thus there needs to be a transparent and
effective mechanism to address
customer issues. Best practice in this
regard is to have web enabled tool to
register grievances which provides
‘ticket number’ to the customer and
tracks the grievance till the time of final
resolution with in-built mechanism to
escalate internally to the highest
authority if resolution time goes beyond
commitment. In no case, grievance
redressal should exceed 48 hours.

9.Manpower: The most valuable asset for
any business is its manpower. However
in case of TPAindustry the dictum applies
even more because service delivery
cannot happen without trained and
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qualified manpower. The manpower
requirements of TPAindustry are varied:

- Insurance professionals
- Medical professionals

- Back office staff — IT, Operations, Call
centre, Accounts

- Relationship and field staff

- Audit and Investigation staff

TPA should have system for regular internal
trainings for knowledge upgradation on
medical and insurance side for claims
handling staff; and on soft skills side for
staff interacting with customers.

Conclusion

The above is just a summary of prevailing
best practices that some of the TPAs have
adopted to meet the challenging demands
of current times. There is an increased
focus to ensure customer satisfaction and
retention while bringing the claims cost
down, in deed a tight rope walk which can
be performed with help of a robust IT
platform and capability to derive operating
cost efficiency through large volumes.

Needless to mention, the imperfections
prevailing in eco-system surrounding
health insurance have had their impact on
TPA industry also and all the players may
not reflect similar vision and commitment.
Having come thus far, TPA industry is
looking forward to its further evolution to
delivery of Managed Care, ensuring the
best healthcare at fair and reasonable cost
to customers of health insurance, to make
health insurance viable and sustainable for
all - a goal which cannot be accomplished
without adequate support from regulator,
insurance industry and healthcare
providers.

The author is the CEO of E Meditek Solutions
Ltd.
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Market Share

or Market Leadership?

O.vious CHoICE

R. VENUGOPAL ARGUES THAT IT WOULD BE IN THE BEST INTERESTS OF THE LIFE INSURERS TO CONCENTRATE MORE ON

PROVIDING THE BEST AVENUES FOR CUSTOMER SERVICE RATHER THAN BEING OBSESSED WITH THEIR MARKET SHARE.

arket share has become the

buzzword today in the market —

be it in the aviation sector,
insurance sector or retail marketing. The
media too concentrates on this subject so
much that not a single day passes without
an article on market share in some
portfolio in the national newspapers. The
public at large and customers in particular
draw their conclusions on the relevant
issue. Life insurance is not an exception in
this matter. Especially the public sector vs.
private sector domination in this industry
is a pet subject among the journalists. It
may not be surprising to find that
sometimes even heads may roll on the basis
of loss of market share.

But the moot question is whether market
share by means of percentage in the
premium income is important or market
leadership of a company by virtue of
following the best practices and setting an
example for others to follow is important.
Market share may go up or down in a
quarter or a year but market leadership
can remain constant and the company can
remain as the beacon-light for the entire
industry by setting proper standards and
pursuing blemishless and ethical practices.
This factor has become particularly

significant in the aftermath of a huge fraud
in a very well-known IT company; and
Corporate Governance in all the sectors,
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including insurance, is assuming wider
importance.

In this article a few uniform standards and
best practices in the life insurance sector
are discussed.

After the opening up of the life insurance
industry in 2000, it has been a golden
period for the customers. Better awareness
among the public, innovative products,
multi-distribution channels for insurance,
reduction in premium rates, better
servicing techniques and more effective
CRM initiatives are some of the gains of
the competition. We should be thankful to
the IRDA for these benefits.

However, the fact still remains that there
are different standards followed by various
companies with regard to proposal
formats, policy formats, grace period for
paying the premiums, policy revival rules,
claims concession clauses and so many
factors pertaining to policyholder’s
servicing standards.

Some initiatives have been taken by the
Life Insurance Council to provide a uniform
policy format for all the life insurance
companies after obtaining one such format
from the National Insurance Academy
(NIA). NIA undertook this job as per the
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direction of the IRDA. However, Life
Council has not so far succeeded in this
endeavor, as uniformity cannot be assumed
totally in the proposal formats as it
depends on the underwriting strategies and
standards of each company, although there
also can be a few common questions.

Normally, 30 days’ time may be given to
the policyholder to remit his premium and
the revival / renewal procedure is
supposed to be simple with minimum
requirements. But above all, servicing a
death claim settlement assumes a lot of
importance as it is the function after the
contract has ended and the person seeking
the service of the insurance company is
not the person who got himself insured but
the claimant — may be the wife or the

children and it is of paramount importance
that there are no hassles in this service.

First of all, the benefits available under
the policy are to be made clear to the
customer. Although legally the policyholder
is responsible for what he has signed, it is
the moral responsibility of the agent or the
representative to explain the features and
benefits of the product to the customer.
For this to happen, it is essential to ensure
that effective sales training and product
knowledge inputs to the field force have
been done.

Then comes the post-sale customer calling
to know the feedback of the customer,
which will create the right atmosphere in
the long term. Although there are some
provisions like proper illustrations and
free-look period to return the product —
(actually how many policies have been
returned under this clause is one’s guess)
— nothing like a personal touch by the
agent after the sale. This will also remove
the age-old complaint that no agent meets
the party after the closure of the deal.

Then comes the conservation of the policy
or the emphasis on Persistence Ratio factor
whereby the policy remains in the books
of the company — obtaining a new
customer is four times more costly than
the retention of one existing customer.
Innovative methods of collection of premia
are the answer for this. Besides the direct
bank debits, mobile collection units etc,
nothing can beat the age-old mode of
keeping collection boxes in important areas
of the city as it will be convenient for the
customer to drop the cheque wherever he
goes. But at the same time the company
should give some discount to the
policyholder who pays his premium by
e-method as it saves a lot of expenditure
for the company — just as airlines and the
hospitality industry give for e-booking.
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The investigation (followed by a possible
repudiation) of certain early death claims
cannot be fully avoided in view of the
principle of Utmost Good Faith and Section
45 of the Insurance Act. Although it is easy
to say that the company can be more strict
in the beginning while underwriting so that
it can be more liberal while settling the
death claims, practically it may be difficult
to implement the same in view of the huge
number of proposals to be underwritten;
and time and cost involved.

However, the company has to keep itself
abreast of the changing environment and
also needs to be sensitive that minor or
insignificant misrepresentations /
suppressions are not taken as a ruse to
repudiate the claims. The life insurer
should not take shelter under the umbrella
of Section 45, which gives freedom to the
insurer to repudiate the death claim within
two years of taking the policy without
showing concrete evidence of suppression
of material facts. Actually the benefit of a
life insurance policy comes out in the form
of payment of its death claim and not
otherwise. The insurer should be more
humane in its approach in settlement of
claims, especially in the case of lower and
middle-income groups, and the insurer may
use its discretion to pay all the death
claims up to a certain amount say Rs.50000
without any question; unless there is a
deep, deliberate fraud involved. This is the
opportunity for the insurer to demonstrate
that he is a friend in need, by empathizing
with the bereaved family members. Many
decisions of insurance Ombudsmen in
different parts of the country emphasize
the same sentiment.

Since the difference between the premium
paid and the claim amount to be received
is very huge, there is bound to be a
temptation on the part of some people to
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de-fraud the insurance company. Hence it
is the duty of every company to be ever
vigilant and prevent any kind of insurance
fraud. Not only should the company
prevent the fraud but also take appropriate
action against the fraudster so that it is a
deterrent to the wrongdoer and it also
restores the confidence of the customers
that their money is safe.

Regular communication with the customers
is a must in these days of high expectations
of the policyholders. This is with particular
reference to new products, new
interpretations with the existing
provisions, the different duties and
obligations on the part of the insurer and
the insured. This will keep the dialogue

always open between the customer and the

company. This is needed in view of the
long-term relationship between the two.
Many a customer has complained that he
has never received any communication
from the insurer excepting the premium
notices or the default notices.

There has been a lot of debate about a
recent practice that has come to light
called the ‘Referral Fee’ paid by an insurer
to any person who gives the reference of a
prospective policyholder by giving his
address and other details. This person
receiving the referral fee need not be an
agent. He can be just anybody. That means
anybody without understanding the
nuances of life insurance contracts or
undergoing any training can get money by
just giving some reference. Is this a good
practice to be followed by the insurers?
There is a need to introspect whether the
practice encourages some undesirable
elements getting into business without any
moral responsibility and walking away with
the money. If any complaint is to be lodged
against the referral person by the
customer, the company does not have any
records. Is this not tantamount to indirect
rebating as this referral person may share
his booty with the prospective
policyholder; and rebating is prohibited
under the Insurance Act? Since a substantial
amount of Rs.1000 or more is paid by some
of the life insurers per referral, this is a
serious practice needing the thorough
examination by IRDA. This may even lead
to under/non-recruitment of regular

irda journal @

agents by the companies as the referral
fee method may work out cheaper for the
insurers as there is no cost of training.

In an increasingly competitive environment
it is imperative on the part of the insurer
to keep in touch with the customers more
often. This will help in the long run as life
insurance is a long-term contract. It does
not lead to success for the company alone;
it always wins over the customer’s
confidence. If this is the motto of every
life insurance company and it follows the
best practices in each one of its activities,
that day will be a glorious day for the
customer and the company. The insurers
will not unduly worry about their market
share but they will be more focused about
maintaining market leadership.

The author recently retired as Professor -
Life Insurance, National Insurance Academy,
Pune. Earlier, he was Executive Director, LIC
of India.
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Working In Tandem

Best PrACTICES IN HEALTH INSURANCE

DR. SOMIL NAGPAL EMPHASIZES THAT THE GROWTH REGISTERED IN HEALTH INSURANCE IN MORE RECENT TIMES IS THE

RESULT OF SEVERAL INITIATIVES TAKEN AS ALSO THE COMBINED EFFORTS OF SEVERAL STAKEHOLDERS.

ealth insurance continues to be one

of the most dynamic and fast

evolving sectors in the Indian
insurance industry. During 2008-09, the
general insurance industry recorded a total
health insurance premium of Rs.6625
crore, which is a 30% improvement over
the previous year, and more than twice the
level seen just two years ago'. By the end
of 2008-09, Health insurance premium has
grown ten-fold from the level in 2001-02,
in just seven years. From being largely a
single product marketed by four non-life

insurers, today more than 300 health
insurance products are offered by over 30
insurance companies, both general and
life. There are also innovations to target
specific segments of the insured
population. For example, we now have six
specific policies for senior citizens and over
30 recent health insurance products which
allow entry up to 65 years of age?.

Despite this impressive growth, insurance
and other organized forms of payment for
health services, including ESIS, CGHS and
other such employer schemes; only cover
about 16-18% of all people in the country,
which includes a substantial contribution
from recent, large scale government-
sponsored health insurance programmes,
particularly the Rajiv Aarogyasri scheme
in AP (which covers 18 million households)
and the centrally-sponsored Rashtriya
Swasthya Bima Yojana (RSBY) (covers about
4.9 million households as of June 2009)3.
Even today, however, insurance constitutes
less than one-tenth of all hospitalization
payments in the country.

To address the issues concerned with
orderly growth in numbers as also the
challenges of ensuring accessibility,
affordability and efficiency in the health
insurance system, the importance of
sustained and focused efforts on the part
of all stakeholders in the health insurance
eco-system cannot be over-emphasized.

The redeeming factor is that the Indian
health insurance sector has recognized the
importance of joint initiatives by multiple
stakeholders in developing best practices
and standards for the health insurance
industry. In a pioneering initiative by the
industry — including healthcare providers
as well as insurers, TPAs, and the regulator;
a unique methodology which is perhaps an
example for many other countries to
follow, several multiple-stakeholder
working groups have worked on these
issues, and the emerging results are
already very encouraging.

To start with, the FICCI report on Health
insurance already released in July 2009
which includes Standard Treatment
Guidelines for 21 common causes of
hospitalization developed by the eminent
clinical experts and other professionals
forming part of the FICCI working group
on health insurance, is an important
landmark, being the first ever joint
insurance-provider effort in India for this
purpose. The methodology has involved an
exhaustive process, wherein the content
for each guideline was developed by a
leading expert in the field, which was
professionally edited and then peer
reviewed by other experts from the same
field, and again reviewed by an
independent Technical Board constituted
by FICCI*.

1 Source: Data published in corresponding issues of the IRDA Journal
2 Source: Address by Chairman, IRDA in FICCI Health Insurance Conference, July 2009

3 Source: Websites of RSBY and Rajiv Arogyastri

4 Source: FICCI working group reports available at the FICCI website
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Similarly, the standard definitions of
Critical Illnesses which have also been
worked upon in another FICCI group will
not only enhance the customer’s
understanding of these terms but also
ensure easier comparison of the product
offerings in the market. Only a small
number of countries like Britain, Malaysia
etc have undertaken standardization of
Critical Illness definitions across the
market, which has now been attempted in
India, and also gaining from prior
international experience on the subject.
The approach to make the critical illness
policies even being descriptively named so
that they do not provide any incorrect
impression to a prospective insured (like,
stating that the policy covers ‘Cancer of
Specified Severity’, ‘Stroke resulting in
permanent symptoms’, ‘Open Heart repair
or replacement of heart valves’ instead of
just saying Cancer, Stroke or Valve
replacement, to more transparently reflect
the actual coverage), is a very desirable
move. The third exercise in the FICCI
report, on standardizing the list of non-
medical expenses should also smoothen the
interaction between the patients,
hospitals, TPAs and insurers by minimizing
the ambiguities on what is payable under
health insurance policies.

In another similar initiative, the Cll working
groups on health insurance had earlier
disseminated their recommendations in
May 2008. These working groups, however,
continued to be involved with further work
on these recommendations as also the
implementation thereof. Standardization
of important documents in the health
insurance system, like the pre-
authorization form and the claim form has
been worked upon in these groups; and
evolution of common, IT-enabled formats
will certainly boost operational efficiency
in the system. The availability of a
simplified ICD-10 coding tool, which is
available on the IRDA website, renders the

task of assigning ICD-10 codes substantially
simpler and easier, which then yields
valuable data for the health eco-system.
Similarly, the work on creating common
hospital masters, and common definitions
for health insurance terms, are best
practices which will have long-lasting
positive effects for the system.

The process of sharing these documents
created in multi-stakeholder groups more
widely for comments and feedback by all
other entities in the health insurance eco-
system, ensures that the same stands
further enriched in its content and
acceptability through wider dissemination
and consultation.

IRDA’s other initiatives, including the
circulars on renewability of Health
insurance policies and on Health insurance
for Senior Citizens, also are examples of
best practices which have been codified
for implementation through official
mandate. The circulars have many
provisions which primarily lay emphasis on
adequate disclosures, and promoting
transparency and fair treatment for
policyholders. These best practices will
certainly contribute to enhancing the
confidence of policyholders in the health
insurance system, and its further
development®. The recent IRDA committee
on evaluation of performance of TPAs, in
its report hosted on the IRDA website, has,
in fact, a whole section devoted to best
practices and customer service standards
for the health insurance industry with many
far reaching recommendations.

The General Insurance Council, comprising
of all non-life insurers, has also contributed
to the development of the above
documents, as also undertaken its own
activities in the above direction. The
consensus on a uniform definition of ‘Pre-
Existing Diseases’ and also on its exclusion
wordings, which has come into effect from
15t June 2008, will further help the insured

by minimizing ambiguity on a definition
which, earlier, has been responsible for
many aggrieved policyholders due to its
variable interpretation.

The health insurance sector of the country
has, thus, demonstrated its commitment
to further the cause of best practices in
the sector. The involvement of all
stakeholders in a collaborative manner is
an example for many other sectors, and
countries, to emulate, without which the
pace of development could have been
much slower or much less smoother. The
sector, however, does need that these
efforts be sustained over a longer period
of time, so that the Indian Health insurance
system evolves in a manner conducive to
all its stakeholders, be it insurers,
providers or policyholders.

The author is Special Officer (Health
Insurance), IRDA. This article is contributed
in his personal capacity and views expressed
herein do not reflect those of any
organization to which he is currently or
previously affiliated.

5 Source: IRDA website
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Rashtriya Swasthya Bima Yojana

ProviDING HEALTH INSURANCE Cover 1O THE Poor

ANIL SWARUP EMPHASIZES THAT ALTHOUGH THERE HAS BEEN SOME SIGNIFICANT IMPROVEMENT IN THE OVERALL
STANDARDS OF HEALTHCARE DELIVERY, THE ECONOMICALLY DOWNTRODDEN SECTIONS OF THE INDIAN POPULATION

STILL HAVE LIMITED ACCESS AND IN SUCH A SCENARIO, RSBY CAN MAKE A GREAT DIFFERENCE.

Introduction

ne of the most urgent and vexing

problems in the developing world,

more so in India, is how to finance
and provide health care for more than a
billion persons, most of whom are
impoverished or belong to low income
group. This is brought out clearly in the
World Development Report 2000/2001. In
most Asian countries, health care is
financed by out-of-pocket (OOP) payments
by individuals. These expenditures result
in jeopardizing an equitable health system
in developing countries. In the absence of
financial risk pooling, the poor have to
meet the costs of health care from their
own pocket, pushing them further down
the abyss.

The Indian Context

In India, around 94% of the total workforce
is in the unorganized sector. In absolute
terms too, the numbers (around 433
million) are mind boggling. One of the
major insecurities of these workers and
their families is the frequent incidence of
illness and need for medical care and
hospitalization. Despite expansion in the
health facilities, illness remains one of the
most prevalent causes of human
deprivation.

It has been clearly recognized that health
insurance is one way of providing
protection to poor households against the
risk of health spending leading to poverty.
However, most efforts to provide health
insurance in the past have faced difficulties
in both design and implementation. The
poor are unable or unwilling to take up

Fig.1: Total Workforce
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health insurance because of its cost or lack
of perceived benefits. Organizing and
administering health insurance, especially

in rural areas, is also difficult.

The common dilemma facing policy makers
is with regard to the need for a
Government sponsored health insurance
cover when health services are being
provided ‘free’ by the Government itself.
However, the fact is that the ‘free’
government health services are not

©

meeting the needs of the community. This
is the reason why a lot of out-of-pocket
expenses are still taking place which in turn
lead to indebtedness, as is evident from
table 1. It is also evident that the poorest
bear the brunt of it.

The Scheme

Target Group

The unorganized sector workers below
poverty line (BPL) and their families are
proposed to be covered under Rashtriya
Swasthya Bima Yojana (RSBY) during the
next five years (2008-09 to 2012-2013).

Understanding the characteristics of the
target group was found to be absolutely
imperative in evolving a scheme that could
have a meaningful impact. An analysis of
this group reveals that they are primarily:

» Poor

« Self employed
« Illiterate

o Migratory, and
 Unskilled

Thus, the scheme had to be cashless
because there was no way by which the
beneficiary could raise the financial
resources and then claim reimbursement
from any agency. The reimbursement
process itself is normally so cumbersome
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Table 1: Out of pocket payments
and indebtedness in some States in India (Rural)

All Poorest Low Middle High

India Income | Income | Income
% of people who do not use health services 18 24 24 18 11
% of people who use government services
for OP 22 30 26 22 18
% of people who use government services
for IP 42
Average OOP payments made for OP (Rs) 257 191 237 243 426
Average OOP payments made for OP in
Government facilities 11 9 19 9 12
Average OOP payments made for OP in
private facilities (Rs) 246 163 190 211 377
Average OOP payments made per
hospitalization (Rs) 5695
Average OOP payments made per hospi-
talization in Government facilities (Rs) 3238 2530 2950 3017 6374
Average OOP payments made per
hospitalization in private facilities (Rs) 7408 5431 5777 6781 10749
% of people who are indebted due
to OP care 23 21 31 32 20
% of people who are indebted due
to IP care 52 64 65 60 52

Source: NSSO 60th round 2004, Govt. of India

that it would have been virtually impossible
for those below poverty line, even if they
could raise the resources upfront, to claim
the benefit. A large number of workers in
India migrate from one State to the other
in search of employment. So far, none of
the health insurance schemes, or for that
matter any other scheme, addresses this
aspect. An added complexity emerges
when only some in the family migrate and
rest of them stay back. On account of
illiteracy, repeated documentation cannot
be resorted to and, in this sense, the
cashless system was the only alternative.

Benefits
The beneficiary, under RSBY, is eligible for
the following minimum benefits:

« Total sum insured of US $750 per BPL

family per annum on a family floater
basis. (A family would comprise the
household head, spouse and up to three

dependents)

 Pre-existing conditions to be covered,
subject to minimal exclusions.

Coverage of health services related to
hospitalization and services of a surgical
nature which can be provided

(Though OPD
facilities are not covered under the

e on a daycare basis.

scheme, OPD consultation is free)

« Cashless coverage of all health services
in the insured package.

« Provision for pre and post-hospitalization
expenses for one day prior and 5 days
after hospitalization.

« Provision for transport allowance (actual
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with limit of US $2.5 per visit) but
subject to an annual ceiling of US $25.

Funding

» Contribution by Government of India:
75% of the estimated annual premium
of US $19, subject to a maximum of US
$14 per family per annum. Additionally,
the cost of the smart cards to be borne
by the Central Government @ US $1.5
per card.

Contribution by the respective State
25%
premium, as well as any additional

Governments: of the annual
premium in cases where the total
premium exceeds US $19.

» The beneficiary would pay US $0.75 per
annum as registration / renewal fee.

» Any administrative and other related
cost of administering the scheme in each
State, not otherwise included in the
premium cost, shall be borne by the
respective State Governments.

Estimated Coverage and

Allocation for the Scheme

An estimated 60 million BPL families

(300 million persons) in 600 districts of the

country are targeted for coverage by

2012-13. When all these families are

covered, there would be an annual recurring

expenditure of around US $ 880 million.

Roll-out of the Scheme

Process Flow:
The process flow under RSBY is given in
Annexure-1.

After the identification of the Districts to
be taken up in a particular year, the State
Governments are required to select one
or more health insurance service providers
on a periodic basis according to a tender
process which would take account of both




Fig 2: Scheme Design
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the price of the insurance package and
technical merit of the proposal. The tender
is open to both public and private insurers
who meet the standards fixed by Insurance
Regulatory Development Authority (IRDA).

The selected insurance company has to
have back to back arrangement with:

 Health service providers
» Smart card service providers
« Intermediaries

Only such health service providers are
empanelled by the insurance company as
are able to meet the predefined criteria.
The idea here is to ensure that though an
attempt is made to keep the number as
large as possible to facilitate competition
and easy access, some minimum standards
are adhered to. The hospitals have also to
agree to a predetermined package of
medical and surgical procedures and the

costs thereof to obviate subjectivity. No
preauthorization is required in case of
predetermined packages. Majority of the
ailments fall within these packages.

However, in case the ailment does not fall
in such packages, the procedure for
preauthorization has been prescribed.

Information
Application

Smart Card is central to RSBY, as it enables

Technology

cashless transaction as well as inter-
operatibility in network hospitals
throughout the country. It also enables
foolproof biometric identification of the

beneficiary.

The smart card is issued by the smart card
service providers on behalf of the insurance
company to the beneficiary. However,
ownership of the card remains with the
Central Government for its use in
subsequent years and for other purposes.
The card is personalized and delivered on
the spot.

The cost, if any, is borne by the insurance
company as a part of the overall bill.

The presence of the head of the family or
the spouse is mandatory as his/her
photograph has to appear on the face of
the card. However, it can be issued in the
absence of other members. Their details

) X (Vernacular)
XXXX (English)

AGE: 42 yrs.

GENDER: MALE

0000 1651 0700 0012 6
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can be added subsequently at the district
kiosk, to be maintained by the insurance
companies.

In view of the possible migration of BPL
workers, there is a facility of split card
under the scheme. These cards can be split
at the time of first issue or subsequently
at the district kiosk. Split value can be
decided by the head of the family, provided
the total amount on both the cards is
equivalent to the total amount available
on the primary card before the split. The
insurance company will authorize issue of
these cards.

A new card can be issued in case of loss of
smart card. However, the beneficiary will
have to bear the cost of duplicate card.
As the details of the family are available
in the database, the card can be issued at
the district kiosk.

The hospitals are mandated to possess
necessary hardware of predetermined
specifications to read and operate the data
on the smart card. Transaction software,
based on the specifications, is to be
prepared by the service provider for use
in the hospitals.

A back-end data base management is to
be put in place for transmission from
hospitals to a designated server and for
electronic settlement of claims to make
the scheme not only cashless but also
paperless. An elaborate MIS is being
developed for close supervision and

monitoring at various levels.

As indicated in Annexure.2, in all, 11 sets
of software are being used for effective
use of smart cards under RSBY.

Security

With a view to imparting security to the
entire process of issuing and use of smart
card, an elaborate key management

system (KMS) has been evolved by
the National Informatics Centre (NIC).
ACentral Key Generation Authority (CKGA)
has been set up for creating root keys and
to manage the entire key management
system at the central level. The district
keys are generated by CKGA. Thereafter,
the keys for field key officers (FKOs) are
generated at the district level. The district
keys are transferred by the CKGA to the
district key managers. An elaborate
training schedule has been worked out for
the field key officers. On the occasion of
district level workshop, the FKO cards are
issued to them, using the DKMA software
developed by NIC.

Role of Intermediaries

The intermediaries between the insurance
companies and the beneficiary have a very
important role in carrying the scheme to
such beneficiaries. These intermediaries
can be in the form of TPA, NGOs, MFls,
Panchayat Raj Institutions or a combination
of these depending upon the requirement
in each region and the capacity and
capability of the intermediaries. However,
without such ‘social aggregators’ it will be
virtually impossible to roll out the scheme.

The intermediaries can leverage existing
network of beneficiaries and existing
infrastructure in the administration of the
product, thereby reducing the overall
administrative cost. The intermediaries,
specially the local NGOs, know the people
in the area and their language. This helps
them prepare an effective communication
plan for awareness generation which
results in a greater participation of
beneficiaries in the scheme and its better
understanding. Such intermediaries can
also provide advice to beneficiary
households wishing to avail health
facilities.

irda journal @

Monitoring and Evaluation

Monitoring of the progress under the
scheme takes place at various levels
(District, State and National) by respective
Governments and Insurance Companies.
The parameters for monitoring relate to:

« Cards issued

« Visits to the hospitals

o Admissions and deaths while admitted

o Claims made by the hospitals and
settlement thereof by the insurance
companies

e Payment of premium

A robust IT enabled back-end database
management is being evolved to facilitate
monitoring.

The scheme also entails evaluation and
The World Bank has
already engaged an external agency to

impact analyses.

carry out a bench mark survey which would
be used subsequently for evaluating the
scheme as well as for undertaking an
impact analyses. The two key areas likely
to be covered would relate to consumption
smoothing/poverty reduction and hospital
utilization/health outcomes.

Challenges Faced so Far

The complex nature of the scheme, the
commitment required in terms of time and
finances and the preconceived notion
about the social sector being an exclusive
domain of the government threw up major
challenges in terms of marketing of the
scheme amongst the States. Similarly, on
account of negative perception about
government schemes and in view of upfront
investments in procuring hardware, in
developing software and putting in place
the required manpower, there was initial
reluctance on the part of insurance, smart
card and health service providers in coming
on board. Hence, the scheme had to be




marketed through a well defined strategy
amongst each of the stakeholders.

Personal visits by senior officials to the
States to market the scheme, organizing
video conferences to provide on-the-spot
clarifications and dispelling misap-
prehensions and prompt response to
queries, lending a helping hand, both in
terms of understanding the technology as
well as in organizing sensitization
workshops and standardization documents
and templates went a long way in providing
comfort to the States. They have gradually
come to ‘own’ the scheme.

The scheme has been sold as a business
model to the other stakeholders as there
was an in-built business opportunity for
them. A series of interactive sessions
facilitated in conveying this message as
also the fact that government meant
business.

The biggest challenge for the scheme,
however, has been the problems faced with
regard to the data base of the
beneficiaries. Such data base either
incomplete or when complete, was not in
the desired format. Considering the
volume of the data, it has been a

stupendous task to get the data in shape.

RSBY Gets Going

The response of the State Governments and
other stakeholders has been very
encouraging. The Scheme became
operational from 1.4.08. Till 30.6.09, 24
out of 29 State Governments had
advertised to seek quotes from insurance
companies. 22 proposals have already been
approved and, out of these, smart cards
have started rolling out in 18 of them. By
the end of June 2009, around 4.9 million
cards have already been issued. Around
40,000 persons have already availed of free
hospitalization facility.

Some of the complex IT applications have
been put into operation and are gradually
stabilizing.

Unique Features of the Scheme

« IT tools for poorest of the poor
In all 60 million cards will be issued under
RSBY during the next five years. This
will be the biggest ever exercise
involving IT applications for BPL families
in India or anywhere else in the world.
So far, IT applications had been used
primarily in the urban areas. The smart
card is now traveling to rural areas on
such a large scale.

« Empowering Below Poverty Line
families
Unlike the previous Government
sponsored schemes, where the bene-
ficiaries did not have option to select the
service delivery point, under RSBY, the
beneficiary can choose the hospitals from
a list of network hospitals, including
private hospitals, for seeking treatment.

» RSBY operates on a business model

In view of the numbers and the fund

involved, there are business
opportunities for all the key players, like
insurance companies, hospitals, smart
card service providers and the
intermediaries. On an average, around
Rs.1.5 million will be pumped in each
district. This would create the business
opportunity as there would be incentive
for private sector health providers to set
up health related infrastructure.
Similarly, on account of sheer volumes,
smart card service providers will have
the incentive to deliver the cards even
in the rural areas. The insurance
companies obviously can also make
decent money on account of the

proposed volumes.

A healthy tension between hospitals and
insurance companies, where the former
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would want more patients and
operations while the latter would want
the opposite, will enable monitor claims
data as it comes in.

Security of Cards

A key management system has been
evolved by National Informatics Centre
to ensure that the smart cards are fully
secure. There would be no scope of cards
being duplicated or being misused. The
smart card also envisages use of
biometrics (finger print verification).

The Challenges Ahead

The front end of the scheme is quite simple
but the back-end, specially in the context
of Information Technology applications, is
quite complex involving a number of
players, both in the public and private
sector domains. Vertical and horizontal
coordination poses the biggest challenge
even after the stabilization of a variety of
software that is being used to roll out
the scheme.

The back-end data base management
throws up a different challenge in terms
of developing the structure and putting in
place the hardware. There are some issues
yet to be resolved: Who will own and
manage these structures? Who will own
and manage this database?

Reaching out to such huge numbers in far
flung areas is a stupendous task. Evolving
communication modules and delivering
them on such a scale will test the capacity
and capabilities of the insurance
companies whose task is to sell this
product.

And finally, the challenge is not merely of
quantity but also of quality of service by
various service providers.

The journey has just begun.... there are
huge challenges ahead.
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The author is Director General, Ministry of Labour Welfare, Government of India.
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Parisrama Bhavanam, Ill Floor, 5-9-58/B, Basheerbagh, Hyderabad 500 004
or e-mail us at irdajournal@irda.gov.in
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Insurable Interest

INDISPENSABLE FOR INSURANCE

K. SUBRAHMANYAM EMPHASIZES THAT LACK OF INSURABLE INTEREST IN INSURANCE CONTRACTS STRIKES AT THE VERY

ROOT OF THE PURPOSE OF INSURANCE AND REDUCES THEM TO AGREEMENTS OF WAGER.

1.The phrase ‘Insurable Interest’ is often
not noticed or used. Section 14 of the
IRDA Act, 1999 stipulates this in order to
protect the interests of policyholders
(the extract is given below):

14. DUTIES, POWERS AND FUNCTIONS OF
AUTHORITY

(1) Subject to the provisions of this Act
and any other law for the time being
in force, the Authority shall have the
duty to regulate, promote and ensure
orderly growth of the insurance
business and re-insurance business.

(2) Without prejudice to the generality
of the provisions contained in sub-
section (1), the powers and functions
of the Authority shall include:

(a) issue to the applicant a certificate
of registration, renew, modify,
withdraw, suspend or cancel such
registration;

(b) protection of the interests of the
policy holders in matters
concerning assigning of policy,
nomination by policy holders,
insurable interest, settlement of
insurance claim, surrender value
of policy and other terms and
conditions of contracts of
insurance;

2. Why Insurable Interest?
If there is no ‘insurable interest’ in an

insurance policy, then the purpose of
‘protection element’ is defeated; it only
encourages ‘gambling’, and ‘selection
against insurer’. This can be understood
more in detail, once we know what is
meant by ‘insurable interest’?

3. What is Insurable Interest?
An exhaustive definition given with
explanations goes thus:

3.1 Definition

True, valid, determinable, and direct
economic stake of an insurance policy

To an insurance
company, an
insurable interest is
the basic reason for
issuing a legal
insurance cover, to
an insured (or
beneficiary) it gives
the legal right to
enforce an
insurance claim.
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holder (or of the beneficiary of the
policy) in the continued existence or

safety of the insured property or person.
Often stated as “an interest in the

outcome of a contingency other than
that arising under the contract of
insurance,” an insurable interest means
that the policy holder (or the
beneficiary) must stand to suffer a direct
financial loss if the event (against which
the insurance cover was bought) does

occur. A tenant may not necessarily have

a direct insurable interest in the rented
property but the landlord may. An
employer may not necessarily have such
claim in the life of an employee, but a
married couple may in one another’s life.

To an insurance company, an insurable
interest is the basic reason for issuing a
legal insurance cover, to an insured (or
beneficiary) it gives the legal right to
enforce an insurance claim.

According to legal precedents:

(1) in life insurance, an insurable-
interest must be present when the
insurance policy is taken, but not
necessarily when a claim occurs; for
example, anyone who takes a life
insurance policy on his or her spouse,
and continues to pay premium even
if the marriage breaks up, is entitled

to collect death benefits under

the policy,




(2) in marine insurance, an insurable-
interest must be present when a
claim occurs, but not necessarily
when the policy is taken; for
example, a supplier may obtain a
blanket policy for the goods to be
shipped in an year but must show

that the goods were actually shipped
when making a claim for loss or
damage, and

(3) in most other types of insurance
(such as fire or auto insurance), an
insurance interest must be present,
both at the time the policy is taken
and when a claim occurs; for
example, a homeowner who sells the
house on which fire insurance was

taken, cannot collect on it in case of
afire. Insurable interest is one of the
foundations of insurance because, in
its absence, insurance would be no
different from gambling and (even if
legal) would not constitute a binding

agreement.

A few other definitions attributed to
insurable interest are as follows:

3.2 Insurable Interest

Having a financial interest in an
individual or a thing. To have an insurable
interest, an individual must be in a
position to suffer an assessable financial
loss if a person should die or a thing is
damaged, destroyed, or lost.

3.3 Insurable Interest

An interest in a person or thing that will
support the issuance of an insurance
policy; an interest in the survival of the
insured or in the preservation of the
thing that is insured

3.4 Definitions of Insurable Interest on
the Web:

An interest in a person or thing that
will support the issuance of an insurance
policy; an interest in the survival of the
insured or in the

(wordnetweb.princeton.edu/perl/
webwn)

A person has an insurable interest in
something when loss or damage to it
would cause that person to suffer a
financial loss or certain other kinds of
losses.

...(en.wikipedia.org/wiki/
Insurable_interest)

An economic interest in the safety or
preservation of the subject of insurance
from loss, destruction or financial
impairment.
ins.com/omapps/ContentServer)

(www.ohiocasualty-

A sufficient interest in property that loss
of it or damage to it would entail
financial loss to the owner. (https://
www.fntic.com/wordsphrases.asp)

A legal right to a property which results
in the holder of that right suffering
damages in the event of the destruction
(www.gibbons-
realty.com/dictionary/I.html)

of the property.

Condition in which the person applying
for an insurance policy and the person
who is to receive the policy benefit will
suffer an emotional or financial loss if
the event insured against occurs.
(www.h-kinc.com/glossary.htm)

A direct monetary interest in the insured
property sufficient to result in monetary
loss should the property be damaged or
destroyed.

Glossary.htm)

(www.lombard.ca/

Is a kind of property right the value of
which may be calculated and
compensated in money in the event of
a loss. (www.greatamericaninsurance.com/

insuranceGlossary.html)

A close family relationship, by blood or
by law, and/or a substantial economic
interest in the continued life, health, or
bodily
(www.cfglife.com/cfgcgterms.htm)

safety of the insured.
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Liability that may apply when a person
suffers an economic loss due to personal
injury or damage to his or her
automobile. (www.ratemarketplace.com/

insurance/auto-insurance-glossary.html)

Exists when an individual would suffer
an economic loss as the result of
body.
(www.carabinshaw.com/lawyer-
attorney-1230612.html)

damage to property or

Any interest in something that is the
subject of an insurance policy or any
legal relationship to that subject that
will trigger a certain event
(ezinearticles.com/)

The interest of an owner, lessee,
mortgagee, or trustee which is
insured against financial loss in

the case of specified events.

(www. portlandhomesavers.com/)

Insurable interest exists when one party
has a close and/or dependent financial
relationship to the other. ..

insuranceuk.co.uk/glossary.html)

. (www.life-

For a contract of insurance to be valid
the policyholder must have an interest
in the insured item that is recognised at
law whereby he benefits from its safety,
well being or freedom from liability and
would be prejudiced by its damage or
liability.
(www.insure-commercial.co.uk/
Default.aspx)

the existence of

4. Explanation of ‘Insurable
Interest’
The adjective is more attractive. We
have ‘interest’ in many things in life.
‘Interest’ means:

(1) desire to know about something or
someone;

(2) the quality of making someone
curious or holding their attention;
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(3) a subject about which one is
concerned or enthusiastic;

(4) money that is paid for the use of
money lent;

(5) a person’s advantage or benefit;

(6) a share, right, or stake in property
or a financial undertaking.

We use ‘compound interest’ to mean
interest on interest (interest has to be paid
not only on the principal but also on the
interest that has accrued). ‘Financial
interest’ is used to mean ‘interest element’
in monetary terms. When we think of
insurance contracts, we get events insured;
the events can be ‘death’, ‘disability’,
‘accident’, ‘damage to property due to
specific cause’, etc. Insurer, before
granting insurance, shall ensure that
events are insurable. The person buying
insurance (referred to as ‘policyholder’ or
‘policy owner’) should have insurable
interest in the event that is insured; the
event could be ‘damage to vehicle/thing’,
‘death of an individual/person’ and where
such event causes financial loss to the
person (policyholder). If the policyholder
demonstrates that he has insurable interest
in the event, he can be granted insurance
by the insurer. These can be understood
with examples.

4.1 Example I: Mr A is the banker who
has given loan of Rs. 10 lakh to Mr B, an
individual. Mr A buys insurance on the
life of B to cover the event - death of B,
to protect himself against the financial
loss in the event of death of B, as B would
not be able to repay the loan (obviously
after death). A has insurable interest in
the insurance policy, and can be granted
insurance by an insurer.

4.2 Example Il: Mr X has insurable
interest on his own life as he is the
financial supporter for his family (to
protect his family financially).

If the
policyholder
demonstrates
that he has
insurable interest
in the event, he
can be granted
insurance by the
insurer.

4.3 Example Ill: An employer has an
insurable interest in his employees (as
his turnover / profit depends upon their
performance).

4.4 Example IV: Mr X has insurable
interest in his car (to the amount of
replacement of car in case of damage
to /theft of his car).

4.5 Example V: An airlines company has
insurable interest not only in the aircraft
but also in respect of the individuals in
the aircraft (pilot, airhostesses/crew,
passengers)

Examples where ‘Insurable Interest’ does
not exist.

4.6 Example VI: Lender has no insurable
interest beyond the amount of loan
granted to his borrower.

4.7 Example VII: No person has insurable
interest beyond an estimated amount of
financial loss on the event (to be
insured). For instance, an individual
earning Rs.1000/- p.m. cannot get
insurance cover for Rs.1 crore, as his
financial worth (human value!) does not

irda journal @

A\

e

exceed Rs.400,000/- (Approximately 20
to 22 times of annual income when the
person is aged below 40). A person who
has income (not earned income) only
from rents/perpetuity has no insurable
interest (since such income can continue
even after his death to his estate)!

4.8 Example VIII: Aperson X cannot take
insurance on the life of a person Y who
is not related to X or who has no financial
interest towards X. Reason X has no
insurable interest in such policy.

There are several other areas where
insurable interest does not exist; and as a
result, are out of the purview of insurance
contracts.

5. Conclusion

The Act says (see above) with regard to

insurable interest that its purpose is to

protect the interests of the
policyholders. If this is ignored,
insurance contracts could be misused by
some unscrupulous elements to derive
benefits from insurers which could cause
concern to other policyholders (who may
have to pay higher premium rates /
charges). This needs to be made known
to all to act in public interest.

The author is Executive Director (Actuary),
IRDA. The views expressed are personal.
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tatistics - non-life ins

Report Card: General

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF JUNE, 2009

(Rs.in Crores)

JUNE APRIL - JUNE GROWTH OVER THE

INSURER 2009-10 2008-09¢ 2009-10 2008-09 CO%EESRPSV’%{JNSGYFEE\FSOD
Royal Sundaram 66.43 59.46 209.09 190.51 9.76
Tata-AlG 53.46 66.63 260.40 288.68 -9.79
Reliance General 171.86 130.22 557.48 556.44 0.19
IFFCO-Tokio 141.76 139.85 425.94 414.18 2.84
ICICl-lombard 220.88 276.28 852.25 1077.12 -20.88
Bajaj Allianz 210.08 224.69 634.67 733.53 -13.48
HDFC ERGO General 45.21 21.03 181.38 52.25 247.13
Cholamandalam 65.91 52.89 232.77 200.35 16.18
Future Generali 29.06 8.26 91.55 27.81 229.18
Universal Sompo 7.79 0.73 35.02 0.91 3756.70
Shriram General @ 18.14 0.00 62.48 0.00
Bharti AXA General @ 13.24 0.00 41.58 0.00
Raheja QBE $ 0.03 0.00 0.03 0.00
New India 465.94 429.57 1643.91 1536.39 7.00
National 378.58 354.59 1152.04 1174.13 -1.88
United India 368.38 315.77 1266.43 1115.61 13.52
Oriental 336.25 334.14 1172.66 1066.09 10.00
PRIVATE TOTAL 1043.84 980.04 3584.64 3541.78 1.21
PUBLIC TOTAL 1549.15 1434.07 5235.04 4892.22 7.01
GRAND TOTAL 2592.99 2414.12 8819.68 8434.00 457
SPECIALISED INSTITUTIONS
1.Credit Insurance
ECGC 65.57 60.11 189.71 164.70 15.19
2.Health Insurance
Star Health & Allied Insurance 75.13 62.07 226.29 124.75 81.40
Apollo DKV 4.74 1.51 19.45 6.95 179.94
Health Total 79.88 63.58 245.75 131.70 86.60
3.Agriculture Insurance
AlIC 51.46 10.52 131.70 53.70 145.24

Note:

@ Commenced operations in July, 2008.
* Figures have been revised by Insurers

Compiled on the basis of data submitted by the Insurance companies.

$ Commenced operations in April, 2009.
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35000

30000

25000

20000

15000

10000

5000

0

Premium underwritten by non-life insurers
up to June, 2009
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FICCI organized a Health Insurance Conference on 10 July 2009 in
New Delhi. This conference was organized under the aegis of FICCI's Insurance and Pensions Committee; and FICCI's
Health Services Committee.

. In addition to this, the Conference also
discussed the way forward to deepen health insurance market.

Photograph shows

Mr. J. Hari Narayan
Chairman, IRDA delivering
the key-note address.

T W FICC!

A report of FICCI Health Insurance Working Group was
released on the occasion. Standing (L to R) are:

Mr. Shivinder Mohan Singh, MD & CEO, Fortis and
Chairman, FICCI Health Committee; Mr. Harsh Pati
Singhania, President, FICCI; Mr. J. Hari Narayan,
Chairman, IRDA; Mr. V. Vaidyanathan, MD & CEO,
ICICI Prudential Life Insurance Co. and Chairman,
FICCI Insurance Committee; Mr. Ruedger Krech, GTZ;
and Mr. S.L. Mohan, Secretary General, General
Insurance Council.

FICCINGRR

FICCI [T Ficey m Fice! [
FICCI [IH] ¢ ol FICCIR Flr:r:!__m ;

A panel discussion in progress —

Seated L to R are: Mr. G. Srinivasan, CMD,
United India Insurance Company Ltd.,

Dr. Somil Nagpal, Special Officer (Health),
IRDA; and Mr. S.L. Mohan, Secretary
General, General Insurance Council.
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SPREAD THE WORD...

The above advertisement is issued by IRDA in the Public interest.
Those wishing to publish it for spreading consumer awareness of Insurance may use this artwork for reproduction.
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Cvents

20 - 22 Aug 2009
Venue: NIA, Pune

31 Aug 2009
Venue: New Delhi

31 Aug - 02 Sep 2009
Venue: NIA, Pune

05 - 09 Sep 2009
Venue: Monte Carlo

07 Sep - 08 Sep 2009
Venue: NIA, Pune

13 - 16 Sep 2009
Venue: Bruges, Belgium

21 Sep - 23 Sep 2009
Venue: NIA, Pune

24 - 25 Sep 2009
Venue: Chengdu, China

26 - 30 Sep 2009
Venue: Istanbul, Turkey

29 - 30 Sep 2009

Venue: Singapore

01 - 03 Oct 2009
Venue: Toronto, Canada

Corporate Governance
By National Insurance Academy

Health Insurance Summit-2009
By Confederation of Indian Industry

Management of Distribution Channels
By National Insurance Academy

Rendez-vous de Septembre
By International Rendez-vous

C.D. Deshmukh Seminar
By National Insurance Academy

IUMI Conference
By The Royal Belgian Marine Insurance Association

Workshop on Distribution Channel Management
By National Insurance Academy

10t China Rendezvous 2009
By Asia Insurance Review, Sinapore

Annual IMIA Conference
By International Association of Engineering Insurers

Insurance Executive Summit
for Strategy Operations & Technology
By Asia Insurance Review, Sinapore

ICMIF Biennial Conference
By The International Cooperative
and Mutual Insurance Federation
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view point

The IAIS is committed to ensuring that insurance supervisory tools are continuously
improved and kept up-to-date with developments.

Mr. Peter Braumuller
Chairman, IAIS Executive Committee

A single federal blueprint is unlikely to be effective in every state since health care
delivery systems, demographics, rural and urban mix, economies and labor markets
are distinctive; and regulations that fail to take those distinctions into account will
damage markets and consumers.

Ms. Sandy Praeger
Kansas Insurance Commissioner
and Chair of the NAIC Health Insurance and Managed Care Committee

It is not desirable for the regulator to take part in micro-management of operations.
It is expected that the players display enough maturity in ensuring that the hard
work done to ensure a free market will not go waste.

Mr J Hari Narayan
Chairman, Insurance Regulatory & Development Authority, India

The stress tests revealed that while financial institutions’ financial resources would
be affected by lower asset values, rising credit costs and moderating earnings; they
are generally resilient even under stress conditions.

Mr. Heng Swee Keat
Managing Director, Monetary Authority of Singapore

Varying responses at different stages of the (global financial) crisis have shown wide
ranging degrees of success. The objective to be achieved is the restoration of stability
in the financial markets, the resumption of credit flows and the return of confidence.

Dr. Zeti Akhtar Aziz
Governor, Bank Negara Malaysia

The world economy has faced an unprecedented crisis following the global recession
triggered by the turmoil in the financial and capital markets. Having experienced
such a financial crisis, we are now required to ensure more sophisticated risk
management, and to further strengthen our financial ground.

Mr. Masatoshi Sato
Chairman, General Insurance Association of Japan




