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From the Publisher

s the name indicates, accidents are

unforeseen happenings that could have

disastrous results — for an individual, a
group of people or a large section of the society.
Considering the technological development as also
the maturity of learning from past experiences,
the human society has put in check several areas
that are prone for accidental calamities.
Nevertheless, accidents being what they are still
occur at an alarming rate; and some of them lead
to colossal losses for the entire economy.
Although nothing can be done about the loss of
assets that arises from accidents, the resultant
financial losses can be protected by insuring the
assets. Accident insurance provides the right
platform for this.

Accident insurance presupposes that the losses
should directly result from an accidental
happening, which is very subjective and hence
debatable. There have been several attempts
historically and universally to take an undue
advantage of this ambiguity and enforce claims
on insurers. On the other hand, several deserving
claims may have been rejected by insurers based
on a very strict interpretation of the clauses. It
would be desirable for all stakeholders as well as
the various sections of the society to ensure that
the spirit of the contract is upheld in order that
the essence of insurance as a risk transfer tool is
the eventual winner.

In the domain of life insurance, accident benefit
is offered by insurers as a rider to the basic
contract; and it promises to pay an additional
amount equal to the basic sum assured against
the payment of a small additional premium. It is
very important as such to ensure that there is a
proper wholesome underwriting for the rider
alone that would put emphasis on the insured
person being physically fit. Even in the case of
Personal Accident policies in the general insurance
domain, sufficient care should be taken to ensure
that adverse selection against the insurers is
totally obliterated. There should be sufficient
checks in place to avoid any possible
impersonation; and also to ensure that ‘accident’
is the proximate cause of an eventual claim. It
thus calls for a high level of efficiency in the twin
areas of underwriting and claims management.

‘Accident Insurance’ is the focus of this issue of
the Journal. Insurance being a capital-intensive
industry should aim at optimum use of capital;
and one management tool to work in this direction
would be Risk Based Capital. The focus of the
next issue of the Journal will be on ‘Risk Based
Capital’ for insurers.

J. Hari Narayan
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from the editor

Dealing with Accidental Losses
— Dynamics of Accident Insurance

onsidering the universal occurrence of accidents of various types and intensity, a mechanism that

would provide for compensating the losses that arise on account of such accidents should be a great

boon for humanity. Accident Insurance fulfills this role; and as such, should be highly sought after. In
the Indian domain especially, like the other classes of insurance; the average individual does not appreciate
the need for such insurance which is available for a very affordable premium. Personal Accident policies have
thus not made a great foray despite the ease with which they can be obtained. For the insurers, it does not
appeal greatly in view of the fact that it does not add a great deal to their top-line growth. However, by
adopting better underwriting standards and also streamlining the claims management portfolio; this class
can certainly prove profitable for the insurers. Looking at its utility value and the advantages of spreading it
among the various sections of the society, there is need for a greater effort in marketing this product.

For a claim to be payable under this class of insurance, it is essential that ‘accident’ is the proximate cause
in a chain of events leading to the happening of the event. In basic life insurance contracts, there is no
place for proximate cause. However, in the case of the applicability of the accidental death benefit rider, it
comes into play. Being such, there have been several incidents wherein claims have been deliberately
forced upon insurers by fraudulently showing that death did occur accidentally. While life insurers take all
the precautions in smothering such attempts by fraudsters, it is important to understand that such acts are
against the spirit of the contracts; and detrimental to the long-term interests of the industry and society, at large.

As mentioned earlier, there is need for spreading this class of insurance — particularly in the form of Group
Personal Accident policies. Several eligible and yet uncovered groups can be brought under the umbrella, that
would not only bring a larger number of uninsured people to the insurance fold but also add to the business
interests of general insurers. Bundling of Personal Accident covers with other policies could also prove to be
a good idea for providing economically viable covers and also at the same time widen the coverage. Insurers
would however do well to exercise greater care in underwriting and in claims management. Further, it would
also be in their interest to be explicit about the exclusions applicable in this class of policies.

‘Accident Insurance’ is the focus of this issue of the Journal. To begin the debate, we have an article by
Mr. G.V. Rao in which he exhorts that the insurers are not evincing a great deal of interest in spreading PA
insurance; and questions their wisdom in doing so. Ms. Meena Nair in her article dwells at length upon the
nitty-gritty of PA insurance claims; and the need for better clarity in the clauses. Coming next is an article
that talks about the application of the Accident Benefit rider in life insurance contracts, in which
Prof. Geeta Sarin explains the exclusions in the rider and how they can be tackled. Accident claims in Motor
Insurance have remained highly controversial for ages. The issue is discussed in detail by Mr. B.G. Patki.
In the end, we have an article by Ms. Yegnapriya Bharath in which she enumerates the subjectivity of the
risks in PA insurance; and how they have to be evaluated.

Agriculture Insurance has remained enigmatic, particularly in the Indian domain. We have the first part of a
detailed Research Paper that would put several issues in the right perspective, by Mr. P.C. James
and Ms. Reshmy Nair. Apart from the regular monthly business figures, this issue also has the quarterly
segment-wise classification of life and non-life insurers’ performance.

Several global insurance markets have moved towards adopting Risk Based Capital norms, which is deemed to
be more efficient. The focus of the next issue of the Journal will be on ‘Risk Based Capital for Insurers’.

U. Jawaharlal
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tatistics - life insura

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED MARCH, 2009

INDIVIDUAL SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. March 2008 | March 2009 | March 2008 | March 2009 | March 2008 | March 2009

Non linked*
1 Life

with profit 169.03 11376.27 22549 1910796 289.64 63780.56

without profit 217.84 115.15 433831 370537 2991.66 3950.64
2 General Annuity

with profit 0.00 2.00 0 128 0.00 0.00

without profit 14.20 208.14 1296 7883 0.25 1.68
3 Pension

with profit 122.63 20.94 13575 5868 21.79 8.00

without profit 0.00 0.00 0 0 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
A. | Sub total 523.69 11722.51 471251 2295212 3303.34 67740.87

Linked*
1 Life

with profit 0.00 134.60 0 21848 0.00 346.60

without profit 5999.73 3792.63 1310739 814356 11121.06 7568.93
2 General Annuity

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 82 0 0.81 0.00
3 Pension

with profit 0.00 0.00 0 0 0.00 0.00

without profit 22239.18 9077 .44 6658486 2818870 123.50 63.45
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 28238.91 13004.66 7969307 3655074 11245.37 7978.97

Total (A+B) 28762.61 2472717 8440558 5950286 14548.71 75719.84

Riders:

Non linked
1 Health# 0.03 0.01 31 0 0.27 0.10
2 Accident## 0.02 0.01 116 1 1.22 0.69
3 Term 0.00 0.00 11 0 0.21 0.01
4 Others 7.54 6.20 0 0 -0.11 0.00
D. | Sub total 7.59 6.23 158 2 1.59 0.79

Linked
1 Health# 0.03 0.02 21 2 0.25 0.97
2 Accident## 0.45 0.37 24615 222 346.11 299.30
3 Term 0.00 0.00 0 0 0.00 0.02
4 Others 0.00 0.00 0 0 0.00 0.00
E. | Sub total 0.48 0.39 24636 224 346.36 300.30
F. | Total (D+E) 8.07 6.62 24794 226 347.95 301.09
G.| **Grand Total (C+F) 28770.68 24733.78 8440558 5950286 14896.66 76020.93

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED MARCH, 2009

INDIVIDUAL NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. March 2008 | March 2009 | March 2008 | March 2009 | March 2008 | March 2009

Non linked*
1 Life

with profit 9840.29 14655.56 18519614 28582997 177303.52 312458.42

without profit 298.77 210.54 1175374 1525372 25326.50 28802.36
2 General Annuity

with profit 0.00 0.63 0 183 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
3 Pension

with profit 36.35 82.02 41902 74698 410.22 1094.04

without profit 20.04 59.29 7280 30091 0.00 3.15
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 89.68 170.42 356419 653972 32422.40 42002.04
A. | Sub total 10285.14 15178.45 20100589 30867313 235462.65 384360.01

Linked*
1 Life

with profit -0.18 170.20 6 90536 0.13 1502.80

without profit 30145.65 21835.79 19105678 11619425 292981.97 210206.12
2 General Annuity

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
3 Pension

with profit 0.02 0.02 7 0 0.00 0.01

without profit 9309.01 7284.09 3202084 2226619 5708.60 5301.11
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 168.33 0 144166 0.00 2272.82
B. | Sub total 39454.50 29458.43 22307775 14080746 298690.71 219282.86

Total (A+B) 49739.64 44636.88 42408364 44948059 534153.35 603642.87

Riders:

Non linked
1 Health# 3.80 3.50 12069 190 45991 222226
2 Accident## 5.82 6.98 201096 2309 4673.21 7230.76
3 Term 1.15 1.40 3468 54 276.47 377.85
4 Others 2.10 2.68 1205 23 45.42 39.65
D. | Sub total 12.87 14.55 217838 2575 5455.01 9870.52

Linked
1 Health# 3.77 591 18040 625 1031.60 1965.43
2 Accident## 23.77 27.39 218454 2945 13577.29 11638.31
3 Term 0.41 0.80 8536 124 134.32 213.52
4 Others 1.57 2.63 3727 20 510.82 682.62
E. | Sub total 29.51 36.73 248757 3714 15254.03 14499.88
F. | Total (D+E) 42.38 51.28 466595 6289 20709.04 24370.40
G.| **Grand Total (C+F) 49782.02 44688.16 42408364 44948059 554862.39 628013.27

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.

irda journal 0




tatistics - life insur

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED MARCH, 2009

GROUP SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS March 2008[ March 2009 | March 2008 | March 2009 | March 2008 | March 2009 | March 2008 [March 2009

Non linked*
1 Life
a) Group Gratuity Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 3667.87 4382.71 2298 2439 1176859 1626586 5964.02 7684.48
b) Group Savings Linked Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 18.32 10.82 594 827 145310 192222 1163.51 1082.15
4 EDLI

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 6.28 6.85 989 882 1163439 1387689 4897.40 4890.05
d) Others

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 2384.66 1786.47 18536 17095 25480209 30176422 104920.01 126940.93
2 General  Annuity

with profit 834.69 858.52 6 7 1745 751 0.00 0.00

without profit 1680.80 3278.38 71 98 11433 8586 0.00 0.00
3 Pension

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 2517.19 3054.62 422 518 410395 562159 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sub total 11109.81 13378.37 22916 21866 28389390 33954415 116944.95 140597.62

Linked*
1 Life
a) Group Gratuity Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 567.69 324.56 193 86 221704 286673 1580.28 221.58
b) Group Savings Linked Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
o | eou

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 45.98 4.67 1 6 14755 1891 1.48 0.19
2 General  Annuity

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 147.96 30.56 28 18 63549 7471 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 761.63 359.79 232 110 300008 295985 1581.76 221.77
C. Total (A+B) 11871.44 13738.15 23148 21976 28689398 34250400 118526.71 140819.39

Riders:

Non linked
1 Health# 0.49 0.19 21 15 15085 11697 731.38 390.88
2 Accident# # 0.23 0.28 57 24 33319 5362 663.26 723.74
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
D. | Sub total 0.73 0.46 78 39 48404 17059 1394.64 1114.62

Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident# # 0.00 0.00 0 0 0 0 0.00 0.00
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 0.00 0 0 0.00 0.00
F. Total (D+E) 0.73 0.46 78 39 48404 17059 1394.64 1114.62
G. **Grand Total (C+F) 11872.17 13738.61 23148 21976 28689398 34250400 119921.35 141934.01

* Excluding rider figures.

** for no.of schemes & lives covered Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED MARCH, 2009

GROUP NEW BUSINESS - NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)

Sl PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS March 2008] March 2009 | March 2008 | March 2009 | March 2008 | March 2009 | March 2008 [March 2009
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 576.32 738.94 73 201 91840 484752 394.05 1624.23
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 101.24 185.72 5 21 501934 2174490 4501.45 4591.56
4 EDLI
with profit 1.1 0.39 106 106 111843 77069 1007.61 997.58
p wiwout profit 2.23 4.57 185 229 212863 420009 1942.25 3791.41
Others
with profit 35.39 5.20 150 170 365390 158576 9443.34 8403.65
without profit 260.92 1170.00 950 1625 4280708 15154575 63179.76 99133.77
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 9.14 6.33 2 3 86 587 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 1 0 25318 0.00 0.00
A. | Sub total 986.35 2111.13 1471 2356 5564664 18495376 80468.45 118542.20
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 959.77 1005.44 395 456 660708 836348 3557.59 4058.94
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 3.77 20.00 24 73 7285 27630 89.91 347.66
4 EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 33.32 23.13 22 15 4270 3645 9.12 2.27
2 General  Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 28.03 8.79 12 9 1107 397 28.03 8.79
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 549.20 772.76 163 147 59106 48524 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.44 0 0 0 0 0.00 0.00
B. | Sub total 1574.08 1830.56 616 700 732476 916544 3684.65 4417.66
C. | Total (A+8B) 2560.44 3941.69 2087 3056 6297140 19411920 84153.10 122959.86
Riders:
Non linked
1 Health# 2.21 3.09 34 46 30542 51893 1739.19 2622.33
2 Accident# # 0.77 2.25 39 93 56333 96354 2250.92 4526.31
3 Term 0.01 0.02 1 1 61 39 0.63 11.65
4 Others 0.01 0.02 6 9 2490 7314 343.89 1036.07
D. | Sub total 3.00 5.37 80 149 89426 155600 4334.62 8196.37
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident# # 0.41 0.00 46 12 60276 410 608.09 7.03
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub ftotal 0.41 0.00 46 12 60276 410 608.09 7.03
F. | Total (D+E) 3.41 5.37 126 161 149702 156010 4942.72 8203.39

* Excluding rider figures.

** for no.of schemes & lives covered Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.

S Reflects revised data submitted by ICICI Prudential Life Insurance Company Ltd.
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CIRCULAR

May 07, 2009 Circular No.005/IRDA/F&A/CIR/MAY-09

All Insurers/Re-insurer, penal actions taken by various Government Authorities from
the financial year 2008-09 onwards as per the format given

Disclosures forming part of Financial Statements
8P below. The said information is required to be duly certified

1.Part Il of Schedules A and B of IRDA (Preparation of Financial by the Statutory Auditor of the insurer. In view of the advanced
Statements and Auditor’s Report of Insurance Companies) stage of finalization of accounts by the insurers, the said
Regulations, 2002, stipulates the disclosure requirements which disclosures for 2008-09 may be made to the Authority through
are required to form part of the financial statements. a separate filing. It may, however, be ensured that the said
2.Apart from the disclosures prescribed under the said information is incorporated in Annual Report w.e.f. 2009-10
Regulation, all insurers are required to provide details of various onwards.
Sl Authority Non-Compliance / Amount in Rs.
No. Violation Penalty Penalty Penalty
Awarded Paid Waived/
Reduced
1 Insurance Regulatory and Development Authority
2 Service Tax Authorities
3 Income Tax Authorities

4 Any other Tax Authorities

5 Enforcement Directorate / Adjudicating Authority
Tribunal or any Authority under FEMA

6 Registrar of Companies / NCLT/CLB / Department
of Corporate Affairs or any Authority under
Companies Act, 1956

7 Penalty awarded by any Court / Tribunal for any
matter including claim settlement but
excluding compensation

8 Securities and Exchange Board of India *

9 Competition Commission of India

10 Any other Central / State / Local Government /
Statutory Authority

* Post listing.

A NIL report may be filed in case No penalties have been imposed ~ Your responses must reach us within 30 days of this
on the insurer. communication.

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

May 11, 2009

All Insurers/Re-insurer,

Pension Fund Managers (PFMs)/Points of Presence (PoP)

1.As you are aware, the Pension Fund Regulatory and
Development Authority (PFRDA) had recently called for
expression of interest from various entities to set-up
operations as the Pension Fund Managers (PFMs) and for acting
as Points of Presence (PoP) under the New Pension Scheme
(NPS) announced by the Government of India. Some of the
insurance companies which fulfill the criteria for filing of
expression of interest with the PFRDA, had sought our approval
for entry into pension fund management.

2.The Authority had examined the various legal and regulatory
issues relating to insurance companies (a) setting-up subsidiaries
to take up operations as PFMs and (b) acting as PoP, and it has
been decided that presently

« Life Insurance Companies may set-up fully owned subsidiaries
to act as PFMs;

» No Non-Life Insurance Company would be permitted to act
as PFMs;

» NO Insurer may act as PoP.

3.The decision of the Authority to permit life insurance
companies to set-up subsidiaries for PFM is, however, subject
to approval on a case to case basis. Any life insurance company
intending to set-up a subsidiary to carry out PFM function
must take the explicit prior approval of the Authority. Further,
while approving the application for setting-up 100% subsidiary
of the insurance company for PFMs operations, the Authority

Circular No.006/IRDA/F&A/CIR/MAY-09

the capital and operating expenses requirements on an on
going basis such that the networth requirements of the
PFM are met by the shareholders on a continuing basis with
no impact on the Policyholders’ A/c.

The investment in the subsidiary would be held as a non
admitted asset in the insurance company’s accounts and
would not be considered for the purpose of computation
of solvency margin.

The investments in the subsidiary would be carried at the
book value of the subsidiary for the purposes of preparation
of the financials of the insurance company.

As per Authority’s interpretation of the New Pension Scheme
(NPS), the returns to the respective subscribers would be
based on the NAV of the units held by them and there are
no guarantees on the pension funds to be managed by the
respective PFM. However, in case of any extraordinary lapses
and contingencies, that affect the interests of the
subscribers, the resultant losses would be funded through
the Shareholders’ A/c., of the insurance company. In effect,
the promoters of the insurers would meet all such losses.
Under no circumstances would the Policyholders’ Funds be
accessed for the said purpose.

In the event of the PFM considering management of any
guaranteed products, specific and prior approval of the
Authority would be required.

The Authority may impose any further conditions as it may
consider necessary from time to time.

would at the minimum impose the following conditions:- All the insurers are advised to take note of the above.

e The capital requirements of the subsidiary would be met
through the Shareholders’ Funds. In effect, it would be the
promoters of the insurance company, who would be meeting

(J. Hari Narayan)
Chairman



Moving Towards
Optimum Utilization

Risk Basep CAPITAL

'‘BEING SOLVENT AT ANY POINT OF TIME IS THE PRIME REQUIREMENT FOR AN INSURER. TO BE ABLE TO HOLD THE RIGHT

LEVEL OF CAPITAL WITHOUT ERODING ITS BUSINESS INTERESTS IS WHAT IS DESIRABLE. RISK BASED CAPITAL PROVIDES

THIS OPPORTUNITY" SAYS U. JAWAHARLAL.

others’ risks; and accordingly, the

commitments that insurers undertake
should be honoured as and when they
fall due. Insurers manage their risk to
tolerable levels by adopting such measures
as pooling of independent risks, spreading
and reinsuring large risks, exercising
control over fraudulent claims, designing
suitable Asset Liability Management etc.
In order that insurers are capable of
fulfilling the promises under the
contracts, they have been mandated to
maintain a sufficient level of capital. The
solvency margins that are presently in
vogue in the Indian insurance industry
have served well and there has not been
an occasion for any supervisory
intervention in the matter of the solvency
being eroded. However, going forward,
there is certainly a need for better models
which some of the more developed
markets have already adopted. Risk Based
Capital (RBC) is one such model which
aims at better use of capital by insurers,

I nsurance is a business of taking over

depending on the extent of risks in their
portfolio, as against the extent of total
business done.

Being related to the risks accepted by
insurers, RBC would certainly reduce
their capital requirement, thus giving them
the leverage for better use of the capital.
Especially in a domain that has a large
portfolio of market related risks, it would
certainly lead to higher efficiencies in the
utilization of capital. There is need,
however, for appreciating the fact that
capital is not the only component of
addressing risk; and insurers have to
tackle various other issues. Pricing a
product, being based on current
assumptions, may not yield the desired
results in the long run - thus leading to
price risk. Similarly, interest rates being
dynamic - especially in a volatile
environment, could lead to investment
risk for an insurer. Availability of
reinsurance - at the desired rate and
terms could be hard to come by and thus

lead to reinsurance risk. Insurers also face
the risk of a possible mismatch between
their Assets and Liabilities, especially in
the case of long term contracts. All these
points have to be factored in while
arriving at an optimum level of capital that
has to be maintained by insurers.

Risk Based Capital provides the cushion
of keeping a capital that is based on an
assessment of risks that an insurer should
hold, in order to protect its customers
against any possible adverse
developments. Thus it calls for a very high
level of efficiency in insurers’ skills.
Besides, RBC also aims at high supervisory
capabilities to ensure that the players’
capital requirements are pegged at such
a level that bankruptcy is ruled out even
in the worst case scenario.

‘Risk Based Capital’ for insurers will be
the focus of the next issue of the Journal.
We look forward to an interesting
coverage, both global as well as Indian,
of this emerging domain.

Risk Based Capital for Insurers

in the next issue...
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The Benign Neglect

PersoNAL AccIDENT CoVER

‘ALTHOUGH THERE IS A HUGE POTENTIAL AND MORE IMPORTANTLY A SERIOUS NEED FOR PROMOTING PERSONAL

ACCIDENT INSURANCE IN THE INDIAN DOMAIN, IT IS NOT BEING EXPLOITED TO THE FULL FOR STRANGE REASONS’

ASSERTS GV RAO.

ersonal Accident insurance

premiums now account for less

than 3% of the total market
premiums of Rs.30,000 crore, as at
2008/09. The private sector players are
seen as showing a keener attitude
towards developing this portfolio than the
PSU insurers, who have pursued, as
always, big corporate accounts fetching

them big ticket premiums.

Selling an insurance cover to an
individual, and in particular a cover like
the PA, which relatively carries a smaller
premium and its purchase is entirely
optional to a customer; is not an easy
task. But the Indian population of 110
crores is a huge target group for PA cover
premiums, presenting a big opportunity
for premium development for an insurer.
But such an opportunity bristles with
equally huge marketing challenges, which
insurers seem to find as a colossal task.
How should one begin achieving it?

This article aims firstly to understand
what drives the motivations of insurers in
their current marketing approach;
and suggests briefly how they should
reorient their approach to include the
development of PA insurance in their
future developmental plans. Insurers are
urged to play an enlarged role in the

Insurers are urged
to play an
enlarged role in
the beneficial and
mutual interests of
the entire society;
more so, as the
domestic economy
picks up, it makes
PA insurance an
affordable item to
buy for an
individual.

beneficial and mutual interests of the
entire society; more so, as the domestic
economy picks up, it makes PA insurance
an affordable item to buy for an individual.
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Frenzy for premium volumes
The success of a non-life insurer at the
market place today, however, is measured
by the insurers themselves, almost
entirely on the premium volumes
generated by each. And every other
aspect of business, such as operational
costs, underwriting profits and returns
to investors on their investments, has
become secondary. The immediate thrill
for marketers is in what they are readily
able to perceive, such as the monthly
premium incomes, for which they really
work hard.

Neither the probability of claim
occurrences nor the high operational
costs incurred are within their direct
control, they believe. Most of the
business and operating costs have to be
necessarily incurred, whether premiums
flow in or not. And claim occurrences
are, of course, within the realm of good
luck and the fate of an insured himself.
Speculating, while accepting risks, that
losses on their acceptances, would most
probably not occur, is what guides most
marketers. In any case, even if a claim
were to occur, such a development is
outside their control.

It is this denial of accountability for the
quality of business accepted, often at




It is believed that
every individual,
who buys an
insurance cover of
any type, tells his
friends of his
purchase and why
he did it, and
would want his
friends to follow
his act.

uneconomic rates, which is guiding the
business philosophy of most insurers.
What is not readily apparent to the eye
and to the mind, and what is in the realm
of probability, such as the probability or
improbability of a claim occurrence;
is beyond any accountability norms
applicable to any of the insurers. What
could they reasonably have done, is the
question they ask in retrospect?

How is a customer perceived?

The customer today is perceived, by many
insurers, as the end of a business
transaction; and not as the cause and
purpose of it. A customer counts for his
premium alone; but not for his level of
satisfaction. Hence corporate customers
are the real kings of the market, because

of the larger
they command.

premium volumes

When the entire organization is transfixed,
almost in a trance-like condition, on the
quantity of premium income to be
garnered, which really to insurers is the
yardstick of winning the competitive race
against their competitors; it is but natural
that only big premium paying customers
should count for much.

The accountability of insurers is thus self-
declared by them in terms of premium
incomes, which are relentlessly monitored
with an eagle eye, by every unit office,
every day of the month. Retail individual
customers must wait for their day.
PA insurance must wait for its turn to be
zeroed in upon. The benign neglect of
PA cover is due to other more serious
pre-occupations of insurers.

The benign neglect of PA
insurance

Retail customers, who buy covers like
Personal Accident, which are almost
always entirely optional, are small-
premium paying customers, who cost a
lot of precious time and efforts of
insurers, to bother about. They have to
be first sold the concept of insurance
and how insurance benefits them. Risk
awareness has to be created before a
sale process can begin, which insurers
are rarely good at. Then the economics
of the cover and its benefits have
to be sold. At the end of it all is a
relative pittance of a premium,
comparatively speaking, which does not
add much to the top line, which is the
priority of insurers.

The reasons for the benign neglect of
the PA portfolio are thus obvious. Should
such a portfolio involving more time and
effort of insurers be a major pursuit of
insurers? It is not an easy picking either.
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Such an attitude colors the vision
of an insurer today towards the sale
of PA covers.

What insurers do not seem to realize is
the growing insurance potential of such
a customer for the future. A customer’s
ability to influence his friends and others
to buy similar covers is not taken into
consideration. It is believed that every
individual, who buys an insurance cover
of any type, tells his friends of his
purchase and why he did it, and would
want his friends to follow his act.

If he does not, he should be encouraged
by the insurer to do so, by asking for his
references to his friends for a follow up.
Selling PA insurance requires the
acceptance of a focus, a strategy to
accomplish the desired target and a
plan of action from the insurers. All
three are missing.

Enterprises
insurance
BSNL has provided PA cover for its land-

marketing PA

line subscribers. It informs this message
through its monthly bills. Many
subscribers, who pay phone bills do not
read everything printed in the bill, or
remember any press note issued by BSNL
that it is providing its subscribers a free
PA insurance cover.

Marketing-wise, it is not an effective move.
Anything that is provided free loses its
inherent value offering. BSNL should have
asked its subscribers to fill in some form
to make them aware of the ‘free’ cover,
and asked the subscriber’s permission to
deduct a token amount from his account,
and outlined the claim procedure of how
to get a claim paid. Involvement of the
beneficiary in the process is an important
aspect of a marketing message.

Not involving the beneficiary, even if the
cover is free, is not a good value



Issue focus

proposition; as | doubt, if its subscribers
are any more grateful or loyal to BSNL
for providing this free cover. BSNL in the
process has not adequately leveraged its
act of generosity to build goodwill and
loyalty of its subscribers for itself.
Subscribers, by and large, have just
ignored the important message.

If BSNL, a Govt. organization offering
phone services could do it, what of other
organizations, such as banks for their
accountholders and the listed companies
for their current list of investors and the
numerous employers for their employees?
Insurers should display more activism in
the sale of group PA covers to all such
bodies, and not be mere passive providers
of PA insurance covers, waiting for them
to ask for PA insurance.

Every product sold by a manufacturer to
a customer through a dealer, could be
sold with a PA cover, either at a
concessional premium rate or could be
offered free, if the seller absorbs the cost
of it. Marketing techniques of products
and services of other enterprises must
be dovetailed by insurers to involve the
sale of an insurance cover to the
individual of such product or service sold.
That is what BSNL example demonstrates.
How does an insurer carry that conviction
to others? That is the challenge to him in
devising his marketing plan.

Bundling PA covers

The PA premium is relatively smaller in
volume; and insurers, therefore, tend to
bundle it with similar other covers, which
a householder, a motor car owner, or a
shop-keeper buys. The present motor
comprehensive policy offers PA cover to
an insured as an additional cover, but
restricted to his travelling in the insured
vehicle. Why don’t insurers offer this
cover on 24-hour basis, as a rider to a

motor policy, now that it is no longer
subject to tariff restrictions?

Health insurance is not yet sold today
with PA cover as rider; and why not? The
TAC health data, which has been put on
the website shows that a fairly substantial
hospitalization expenses are due to
accidents to insured, under health cover
sans PA cover. Why then should an insured
not pay for PA related hospitalization, a
little extra premium and also a few
additional PA benefits?

Insurers should also sell, with every other
insurance cover they sell to an individual,
a PA cover, as a rider to it. Be it a cover
for motor, health, shop, house or any
other asset or interest. It is relatively less
expensive for insurers to sell PA cover on
the back of any other insurance
cover, which an individual asks for or
wants to buy.

Every product sold
by a manufacturer
to a customer
through a dealer,
could be sold with
a PA cover, either
at a concessional
premium rate or
could be offered
free, if the seller
absorbs the cost
of it.
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Group PA covers

PA cover should be sold to employee
groups, wherever group health covers are
now being sold, as a transactional bargain,
for providing group health cover. Often
bodies corporate ask for group health
policies sans group PA cover. As the health
cover pays for hospitalization charges
against accidental injuries as well, it is
only reasonable that insurers should ask
for an additional premium for the PArider;
or else they must exclude paying
such accident related hospitalization
expenses. Insurers must rather link up the
two covers to get additional premiums for
the PArider, which also provides additional
benefits. Insurers need to be market
savvy to sell an additional cover like
the PA cover.

Credit Life Insurance

An unorthodox suggestion is made herein,
which has a precedent elsewhere, but
not yet in India. It needs the serious
consideration of the IRDA. Life insurers
are now permitted to sell health
insurance as a rider to a life cover. Non-
life insurers too should be permitted by
the IRDA to sell credit life insurance to
borrower groups, such as those from
banks and hire purchase companies. Such
covers, restricted to an annual period,
covering the death of an insured either
due to an accident or due to natural
causes, could be sold by them.

This would mean that non-life insurers can
sell a PA cover along with a rider for a
natural death cover to their PA policy.
The period of such a cover being
restricted to one year only, there are no
actuarial calculations involved in the
process, as the cover is not long-term in
and the
dependent on the age groups and other

nature, rates would be

criteria of borrowing groups to be
determined by an insurer?
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Such a hybrid PA cover is useful for banks
for coverage against their individual
creditors on any portfolio. Insurers would
the total
outstanding amounts due under the

provide the cover for

specified portfolio and for the declared
number of borrowers, without names, and
updated at regular intervals, for premium
adjustment. If a borrower were to die
either due to accidental causes or natural
causes, the insurer would settle the
outstanding amount forthwith, leaving
banks with no default. Non-life insurers
have traditionally closer links with banks
and hire-purchase financiers than the life
insurers, whose linkage is mostly with the
individual insured.

If a borrower were
to die either due to
accidental causes
or natural causes,
the insurer would
settle the
outstanding
amount forthwith,
leaving banks with
no default.

Life insurers are now permitted to write
health insurance riders, mainly with a view
to expanding health cover across the
entire population. No less in importance
is the PA cover, which is of equal necessity
for over 1.1 billion numbers of Indian
population. As many insurers are willing
to do so, and in as many ways as they
possibly could spread the insurance net
wider, must be encouraged to bring each
individual member of the population into
the safety net, as a social security
measure. That is real development
in insurance.

The suggestion made above may surprise
the insurance tradionalists. This writer,
when he was located in the Middle East,
in the nineties, has written numerous
such hybrid annual covers, for quite a
few local banks, with reinsurance
support from Swiss Re and other
European reinsurers.

This idea may be new in India, but its
application is widely spread inter-
nationally. There may be a legal disability
for such a hybrid cover from being sold
by non-life insurers in India. But each of
them could tie-up with a life insurer for
its share of the life premium, just as has
been allowed under the micro-insurance
IRDA should consider
increasing the number of insurance

regulations.

providers by such a mechanism to
popularize the sale of individual PA covers.
It is an idea worth pursuing.

Final word

It is rather ironical that the number of
policies sold annually, by the PSU insurers
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is not accelerating enough. Mere growth
in premium income, heralded so widely,
is not a progress to be proud of. Equally,
the performance of insurers should
measure up to identify, how popular they
are, by demonstrating how many more
new customers they have brought into
the fold.

The current benign neglect must be given
a shake-up by the insurers themselves.
Statistics prove that private sector players
are more eager to sell PA covers than the
PSU insurers, whose marketing staff are
driven by the managements to go in for
volumes, but are unmindful of their
obligation to spreading the insurance
net wider.

The Supreme Court has reminded the PSU
insurers,
creatures of the State, they have
particular social objectives of the Govt.

once before, that being

to fulfill. It is perhaps high time they were
reminded of this direction to overcome
their inertia towards popularizing the sale
of PA covers. But the question is - do they
agree with that SC direction at all?

The author is retired CMD, Oriental
Insurance Co. Ltd.
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Personal Accident Insurance

APPRECIATING THE NUANCES

MEENA NAIR OBSERVES THAT THERE IS A VERY SUBTLE DIFFERENCE BETWEEN SYMPATHIZING WITH A CLAIMANT AND

ADMITTING A CLAIM, ESPECIALLY IN PERSONAL ACCIDENT INSURANCE, WHICH THE INSURED SHOULD APPRECIATE.

Claims — The great debate
ccidents, whether in the
workplace, at home or in the
street are unfortunately a fact of

life and they do happen and that is why
we have Personal Accident (PA) insurance
to deal with such vagaries of life. The
policy covers a number of eventualities
including plane crashes, train accidents,
murder, hit-and-run and even death due
to snakebite. However, unlike life cover,
Personal Accident insurance won’t pay
out if one dies from an illness or natural
cause. Most policies also won’t pay out
if the injury was self-inflicted or if there
was an element of “willful exposure to
danger” - like swimmers who go swimming
ignoring warning signs of a red flag and
then drown. Most personal accident
policies pay out only if the policyholder
suffers ‘accidental bodily injury or death
solely and directly as a result of an
external, violent and visible cause’.

Usually, most of the claim cases are
relatively straightforward: if one is
involved in an accident which results in
‘bodily injury’ as defined in the policy,
one needs to intimate the insurance
company and submit the required
documents. Once all the documents are
in place, the insurers do the required

investigation and settle the claim in
around a month’s time. Even though the
claims process looks very simple on the
surface, if you scratch a little underneath,
some obstacles may arise especially on
issues of what actually caused the injury.
While on its face, it seems to be a simple
question — Peril A causes Loss X: an
accident causes an injury; but real life is
rarely that uncomplicated. In most cases,
many events and circumstances combine
to produce a particular result. Sometimes
events occur independently of each
other or as a result of one another. It is
in such cases when there are multiple
dependant events in play that confusion
arises as to which event actually caused
the injury.

The main obstacle that can really hold
up a personal accident claim is —
Apprehension as to whether the accident
solely and directly caused the injury?
Cases viewed in the light of suspicion
include situations where the risky
behavior of an insured resulted in an
accident / when there is some doubt as
to whether a preexisting condition along
with the accident contributed to the
injury. So, finally it all boils down to the
“doctrine of proximate cause”!
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Even though the
claims process
looks very simple
on the surface, if
you scratch a little
underneath, some
obstacles may
arise especially on
issues of what
actually caused the

injury.

In this article, we outline a few Personal
Accident claims to highlight the
importance of distinguishing between
cases where the injury was an
unfortunate result of an accident alone
— and those where some other event
actively co-operated with the accident
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in causing the injury. Understanding the
finer nuances will help us better
understand and gain clarity on when a
claim will fall within the purview of
the policy.

o Temporary sickness — fall from train
The Insured while riding as a passenger
on a train became sick with the desire
to vomit. To relieve himself, he
attempted to get into the closet inside
the compartment and it being locked
went near the door to vomit. The force
with which he vomited caused him to
slip from the train and was killed. The
Insurer argued that the PA policy would
not cover death “resulting wholly or
partly, directly or indirectly from
disease in any form, either as a cause
or effect”. The Court here held that
injuries / death caused by force due
to a temporary and unexpected
physical disorder does not prove that
the fall was caused by a disease so as
to avoid the policy. Disease includes an
ailment of a somewhat established or
settled character and not merely a
temporary disorder arising from a
sudden and unexpected derangement
of the system.

o Accidental injury — Disc Prolapse - Co-
operating causes
The policy insured a club against the
risk of illness or injury to its players,
disabling them from continuing to play
football. In the course of a practice
game, Mr. X suffered a back injury when
he stretched for a ball, collided with
another player and fell to the ground.
Soon after that Mr. X began to receive
medical attention as a result of back
pain which was diagnosed as a
prolapsed disc. The composition of the
disc in question had also experienced
a degree of degeneration.

Their insurers refused to pay, arguing
that the disablement had not been
caused by the injury alone and relied

on a clause which excluded liability for
disablement attributable ‘directly or
indirectly’ to degenerative conditions.
The insurers argued that Mr. X was
suffering from a pre-existing problem
of the lower lumbar spine. The club’s
argument was that any degenerative
condition that Mr. X did have was normal
for a person of his age. The court held
that since the accident was not the
predominating and efficient cause of
the injury and since degeneration,
normal or otherwise, was a cause of
Mr. X’s disablement as opposed to the
injury alone; the exclusion clause

The court held that
since the accident
was not the
predominating and
efficient cause of
the injury and
since
degeneration,
normal or
otherwise, was a
cause of Mr. X’s
disablement as
opposed to the
injury alone; the
exclusion clause
applied.
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applied. The court called attention to
the fact that if the insured was suffering
from a degenerative condition and that
condition caused or actively co-
operated with the accident in causing
permanent injury to the spine, then it
falls outside the coverage of the policy.

Insured struck another in mouth —
Blood poisoning — Death

The insured engaged in an altercation
with another person, struck him in the
mouth, cutting his hand by coming in
contact with the teeth of that person.
In a few days, blood poisoning set in,
the arm was amputated and death of
insured followed. The insurers declined
to pay saying that the insured died from
doing what he intended to do and
hence his death was not the result of
accidental means.

The plaintiffs argued that the death of
the insured was due to external, violent
and accidental means within the terms
of the policy. The court held that the
insured committed an assault and in
striking the person in the face injured
his hand and a few days later died from
the effects of blood poisoning. Such
injury which was the direct cause of
death was the natural result of a
voluntary act committed by the insured
when he was in full possession of his
mental faculties. The result though
unexpected is not an accident,
because for an event to be called an
“accident”, the means or cause must
be accidental. Hence, insurer was not
liable to pay.

Fright and excitement- Nervous Shock
The plaintiff was a signal man working
in the railways. One day, in the
discharge of his duty, he endeavored
to prevent an accident to a train by
signaling to the engineer. The panic and
fright which he
preventing the accident produced a
nervous shock which incapacitated him

underwent in
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from employment for around 50 weeks.
According to the terms of the PA policy
under which he was covered — he was
entitled to a weekly benefit in case he
was incapacitated by an accident. The
insurer declined cover since the
disablement was caused by a mental
trauma but the Court refused to heed
and held that the plaintiff had been
incapacitated by an accident well within
the meaning of the policy.

There are also various problematic
cases that involve surgical complications
where the policyholder died or was
injured following surgery. The insurer
usually rejects the personal accident
claim on the basis that the bodily injury
or death was not caused accidentally
and/or was not the sole and direct
result of an external, violent and visible
cause. All surgery carries some risk, but
it is usually possible to isolate those
cases where something accidental has
caused the injury. Two similar cases with
differing results are illustrated below.

Similar loss, different outcomes

e Case I: Mr T underwent minor
surgery to correct a prolapsed disc.
The operation appeared to be
uneventful. However, during recovery
Mr T complained of tightness in his neck
and eventually he was rushed to
intensive care, where he died. The
coroner concluded that the cause of
death was hemorrhaging from a
vertebral artery. But the insurer
rejected the personal accident claim
brought by Mr T’s widow. The matter
went to court. The weight of the
medical evidence indicated that the
surgeon had negligently torn or cut the
artery during the surgery. This was not
a natural consequence of the risks
inherent in surgery and something had

All surgery
carries some
risk, but it is
usually possible
to isolate those
cases where
something
accidental has
caused the

injury.

gone wrong and this was not what any
of the parties to the surgery had
anticipated. The court determined that
the injury therefore fell within the
scope of the PA policy.

Case Il: Mrs G had an operation to
remove a lump from her neck. During
recovery, the wound started to bleed
profusely, resulting in a massive
hemorrhage. As a result of this,
Mrs G died. The insurer rejected a claim
made by Mrs G’s husband on their
personal accident policy. It said that
Mrs G’s death had resulted from the
complications of planned surgery —
rather than from an accident. The court
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went through the medical reports and
found nothing to suggest that this was
an accident. The coroner’s inquest
cleared the
wrongdoing. No error had occurred
during the operation. Mrs G was just
one of the very few unfortunate
patients who react badly to this type
of surgical intervention.

surgeons of any

The bodily injury here was a natural,
though tragic, consequence of the
surgery. It was an anticipated risk which
Mrs G had consented to, insofar as the
general risks of surgical complications
had been explained to her. So despite
sympathizing with Mr G’s situation, the
court could not agree that the insurer
had acted unfairly or unreasonably.

Conclusion

The facts of insurance claims are usually
complicated — given the different
potential causes of loss involved and
exclusions in play. Some jurisdictions may
view the exclusion ambiguous and in the
insured’s favor; and other jurisdictions
may view it as being crystal clear in the
insurer’s favor. Like they say, there can
be many a slip between the cup and the
lip, in insurance there can be many a slip
between what you understand and what
the policy covers.

The author is Associate Vice President,
India Insurance Risk Management and
Insurance Broking Services Private Limited.
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Accident Benefit In
Life Insurance Policies

ISSUES oF APPLICABILITY

GEETA SARIN OPINES THAT THERE IS NEED FOR BETTER CLARITY REGARDING THE APPLICABILITY OF ACCIDENT BENEFIT

IN LIFE INSURANCE CONTRACTS IN ORDER TO MAKE IT EASILY COMPREHENSIBLE TO THE LAY MAN.

hat is an accident and when is

it applicable in life insurance

contracts? More precisely,
when is death treated as accidental
under insurance policies specifically
written for such events? For a century
and a half, courts and underwriters
have struggled to answer what was
recently described as “one of the
more philosophically complex simple
questions.” There is definitely an answer
to this question and the same can be
rightly extracted from the history of
accidental claims settled and judgments
pronounced by the courts.

Meaning of the word ‘accident’
The word ‘accident’, in accident policies
means an event which takes place without
one’s foresight of expectation. Death
resulting from voluntary physical exertions
or from intentional acts of the insured is
not accidental, nor is disease or death
caused by the vicissitudes of climate or
atmosphere the result of an accident;
but where, in the act which precedes
an injury, something unforeseen or
unusual occurs which produces the
injury, the injury results through
accident. The means or cause of death
must be accidental.

Injury or death caused by lightning,
sunstroke or earthquake has been held
to be accidental. Similarly, where a man
in the course of his work is exposed to
excessive heat coming from a boiler and
becomes exhausted or has to stand in
icy cold water and sustains pneumonia
or, having got overheated, is exposed to
a draught resulting in pneumonia or
sustains sub-acute rheumatism as a result
of baling out of a flooded mine, his injuries
have been held to be accidental. Here a
clear understanding of the words —
Accident; Accidental; Accidentally —
needs to be shown:

Accident — (As defined by Back’s
Law Dictionary)

“An unintended and unforeseen injurious
occurrence; something that does not
occur in the usual course of events
or that could not be reasonably
anticipated.” It is an event; which was
neither expected nor intended and
which causes hurt or loss. It covers any
mishap or an untoward event which is not
expected rather it is a cause which is
operative by chance so as to say
fortuitous. Simply put, an event without
an apparent cause or an event that takes
place without one’s foresight is described
as an accident.
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Death resulting
from voluntary
physical exertions
or from intentional
acts of the insured
is not accidental,
nor is disease or
death caused by
the vicissitudes of
climate or
atmosphere the
result of an
accident.

Accidental — It needs to be understood
if the cause of death was deliberate and
therefore, not an accident as in the case
where a person, intending to scare
another with a gun, shot him. The injury
or death caused by lightning, sun-stroke
or earthquake has been held to be
accidental. Further, where a man in the
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course of his work is exposed to excessive
heat coming from a boiler and becomes
exhausted and death occurs, it would be
an accidental death.

Accidentally — cases where the cause
(such as excessive drinking) although a
deliberate act, led to the taking of a risk
of dangerous driving which was not
deliberate and not appreciated but which
was nevertheless the immediate cause of
the event.

Accident Benefit clause in the policies
covers the risk of accident, but it will
have to be decided on the merits of each
case, whether the death is a result of an
accident. Insurance is intended to
provide for the payment of compensation
in the event of death only resulting solely
and directly from accident caused
by external, violent and any other
visible means.

The clause in totality presents a lot of
different interpretations and applications
in real life. It provides for payment of
benefit only if the injury shall solely,
directly and independently of all other
causes results in the death of the Life
Assured i.e. to say that accident is
‘Proximate Cause’ of death. The words
solely and directly, together with
‘outward, violent and visible means’ have
been used many a times in defining an
accident. While discussing the true
meaning of the expressions “external,
violent, and visible”; the cases are viewed
from the angle whether or not the
particular injury was caused by accidental
means. Let us understand these
terminologies better.

“External” — ‘external’ is used to express
anything which is not ‘internal’ and any
cause which is ‘external’. External is used
in contradistinction to such unnatural
cases as disease or weakness.

‘Visible’ — (as defined by Black) —
“Perceptible to the eye or discernible

by sight and clear,
conspicuous.”

distinct, and

“Violent Means — It includes any external,
impersonal cause, such as drowning, or
the inhalation of gas or even undue
exertion on the part of the assured.
The word ‘violent’ is merely used in
antithesis to ‘without any violence at all’.
(As defined in the Law of Insurance by
‘Raoul Colinvaux’)

The words external, visible, and violent
means are used to distinguish injuries
covered by the policy from those simply
due to such causes as disease or senility
which arise in the body of the deceased.
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To illustrate the above, in the case of
Parshuram Singh, who was on election
duty, in a village, went to the bank of the
river Gandak, flowing by the side of that
village, for relieving himself. He came back
deeply agitated, frightened and reported
to his colleagues that on the bank
of the river he had encountered armed
miscreants who threatened him with dire
consequences if the polling team did not
help and cooperate with them during the
election on the following day. At about
09.00 P.M. he developed pain in the chest
and was sent to the village hospital.
Thereafter he came back to the school
and died due to heart failure at mid-night.
The insurance claim was rejected. Hence,
a writ petition was filed before the High
Court wherein the Court allowed the writ
petition and observed that the death of
the insured was caused due to heart
failure and the act of threatening by the
armed miscreants was plainly covered by
the expression ‘external violent and any
other visible means’. There can be no
denying that the death of Parshuram
Singh was an accidental death caused by
accidental means, whereby the deceased
encountering those threats while he had
gone to relieve himself was clearly an
accident that triggered off the heart
attack and, thus, resulting solely and
directly into his death.

To file a claim as an accidental claim, it
has to be established that the means or
the cause of death is accidental. Benefits
will be paid if the insured is “physically
injured as a result of an accident and
die[s] within 120 days as a result of that
injury or accident.” Death resulting from
voluntary, physical exertions or from
intentional acts of the insured is not
accidental, but where accident precedes
an injury, it shall be deemed to be an
accidental death. A few examples shall
clarify this fundamental of accident
which can be a sudden happening or a
slowly evolving process.
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Examplet:- In Isitt vs the Railways
Assurance Company, the insured fell down
at a railway station and dislocated his
shoulder and was put to bed. The
accident rendered him susceptible to
colds and leading to his catching
pneumonia and subsequent death within
a month after the accident. It was held
that the insured died from the effects of
injury which was due to accident.

Example2:- In Etherington v Lancashire and
Yorkshire Accidental Insurance Co (1909)
a man fell from a horse and sustained
injuries that prevented him from moving.
As a result he contracted pneumonia due
to lying in the wet and died. The
proximate cause of his death was held to
be the fall not pneumonia.

As such, the need to establish the ‘actual
cause’ of death is pertinent to settle a
case on accidental grounds. The wording
of the accident clause matters much in
the acceptance of the liability by the
insurers. In a case where the wording of
the clause covered death resulting from
‘accidental means’, the company had to
meet the claim when the life assured died
as a result of drinking ordinary tap water;
believing it to be pure but which had
accidentally been contaminated.

Exclusions to Accident Benefit
Clause
While the main provision in the AB clause
provides that ‘where death is the result
of an injury sustained in an accident,
there shall be an additional benefit as
defined in the policy. The exclusions are
specifically mentioned as — ‘The rider
shall not cover the death of life assured
being caused directly or indirectly by any
of the following:
o Any disease or injury

Where death is a result of pre-existing

disease, i.e. it is foreseen and an
expected event, it cannot be termed
as accidental. But where the death is
the result of an operation necessitated
by an accidental injury, the cause of
death shall be taken as an accident and
not operation. Also, important to be
read here is the fact that if the death
is the result of what may be considered
as the ordinary risk of operating, it is
not accidental, but death due to
negligence of the surgeon during an
to be

operation is considered

accidental death.

Intentional self inflicted injury,
suicide or attempted suicide, while
sane or insane.

A death caused by self injury or suicide
is not a cause of death by accident and
hence AB is excluded in such a case.

Life Assured being under the influence
of alcohol, narcotics, psychotropic
substances or drugs.

The scope of exclusion is limited to
cases where a person under the
influence of liquor, drugs or narcotics
does certain acts giving rise to physical
injury and death by such acts. Again,
to prove that the death was due to high
intoxication of liquor or the accident
was caused by an attempt to avoid a
collision with another vehicle or with
an animal, needs to be established
before rejecting the claim.
Participation in any flying activity,
except that as a bonafide passenger in
a commercially licensed aircraft, or
participating in any hazardous sports,
hobbies or pastimes like racing,
parachuting, paragliding, etc.

It is obvious from the exclusion that the
benefit is admissible where the life
assured was a mere passenger and the
aircraft was authorized to carry
passengers and was flying between
established networks. But where the
life assured is participating in hazardous
sporting activities for the thrill of doing
so and putting his life to risk purposely,
the same is not entertained by
insurance companies and excluded for
claims by insertion of this clause.

If the death of the life assured is
caused by injuries from riots, civil
commotion, rebellion, war, invasion etc.

Ariot is defined as in where an assembly
of five or more people join together to
form an ‘unlawful assembly’ to commit
any offence by use of violence. Where
death does not result from riots, the
motive of unlawful assembly being to
harm or kill the life assured, and death
is the result of such harm or murder,
the riot is said to be incidental and
therefore the Accident Benefit
is payable.
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e Death resulting from participation
in a criminal or unlawful Act by breach
of Law.

Any such accident that is caused by
breach of law is generally excluded from
the purview of ‘Accident’. There are
however various interpretations to this
exclusion. Only if death is the direct
consequence of breach of law, and not
merely when breach of law causes
accident, is this applicable. To make it
understandable, when a burglar or
dacoit is killed in an encounter while
committing burglary it is not said to be
a case of accident and so is the case
where the court of law convicts Life
Assured for murder and it is executed.
In both these examples cited above, the

death is stated to be declared due to
breach of law. In situations where
breach of law causes an accident, this
exclusion is not applicable. In case of
foot board travel in a bus or over
speeding, if there is an accident, claim
cannot be merely rejected on the
grounds of breach of law. There is no
intentional reason to kill oneself and
there is no subjective expectation of
death or injury. It is merely a case of
accident and the exclusion is not
admissible as it refers to death
by breach of law and not death
resulting from an accident caused by
breach of law.

o Employment of Life Assured in the armed
forces or military services of any
country, or from being engaged in a
police duty in any military, naval or
police organization.

This exclusion specifically provides that
the insurer shall be liable if the death
of the life assured shall arise from the
employment of life assured in armed
force or military services of any country
(whether war is declared or not).
However, the exclusion shall not be
admissible in cases where the
accidental death occurs whilst on duty.
Say if a policeman on duty is hit by a
thunder storm and dies, his death does
not arise from his employment, and as

such is admissible for accident benefit.

When Accidental Death benefit is
combined with the provisions of loss of
limb or sight, it is called an accidental
Death and Dismemberment Benefit.
Accidental Death benefits can vary with
situations and interpretation of those
situations. It is very important to read the
fine print regarding what you are paying
for. The exclusions mentioned in the
policy bond need to be read to
understand the implied conditions under
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which the Accident Benefit is payable.
These exclusion clauses are never
highlighted or explained by the agent; and
as such, proper understanding of the
same is required by general public to
safeguard their interests.

With the flexibility offered by most of the
life insurance companies to attach riders,
life insurance has today not only become
more useful, but also more lucrative. For
some policies, Accident Benefit comes as
inbuilt in the product and there is no
additional charge while for other policies
it is offered as a ADB rider, wherein it
provides for an additional amount
equivalent to the Sum Assured to the
survivors of the policyholder in case of
his death by accident.

By payment of a small extra premium
an insurer may on the request of
policyholder, agree to pay an additional
sum equal to the sum assured under the
policy, in the event of death of the Life
Assured by accident.

The author is Associate Professor, IMT
Centre for Distance Learning, Ghaziabad.
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Motor Insurance Claims

PRIORITIES IN A TuMuLTUOUS MARKET

B.G. PATKI WRITES THAT THERE IS NEED FOR SKILLED UNDERWRITING AND CLAIMS MANAGEMENT IN MOTOR INSURANCE

PORTFOLIO; AND ENDS ON A POSITIVE NOTE THAT IT SHOULD BE PROFITABLE IN THE LONG RUN.

otor Insurance’ is not only the

largest amongst all the Accident

Insurance products but is the
most voluminous product of the total
General Insurance industry. Last year i.e.
the year ended 31-3-08, ‘Motor’ enjoyed
a very dominating position in the
composition of premium income of
approx. 46% share with premium at
Rs.12878 crore out of a total premium of
Rs.280129 crore. Industry experts predict
that in a couple of years’ time, Motor
will occupy more than 50% of the
industry’s volume; current economic
slow-down notwithstanding. The subject
matter of Motor Insurance being
‘automobile’, the spurt in the auto
industry, inter alia, has been responsible
for such domination. Stakes, therefore,
are so high that the industry has been
forced to attach a lot of importance
to the management of this portfolio
which till about a decade back was,
unfortunately, being treated by the
industry with scant respect. Accident
Insurance is considered to be a simple
form of insurance. Similarly, Motor also
was being treated as such, albeit quite
erroneously. This was a grievous fault for
which the industry has paid the price.
All the General Insurance products are
high-tech in nature. Motor is a highly
specialized one with quite a few
intricacies associated with it.

Motor Insurance comprises of mainly two
aspects viz. Liability to Third Parties and
the Loss / damage to the Motor vehicle
owned by the policyholder. Both these

coverages and their management are
totally different in nature. While Liability
coverage is laid down by the law which is
The M.V.Act of 1988, the Own Damage
coverage, exclusions, terms & conditions
etc. which were laid down by the Tariff
Advisory Committee (TAC), are still
maintained as standard coverage and
is uniformly to be adopted by the
market. This being so the major portion
of this product has still remained
highly regulated.

The other very important aspect which
is the pricing of the product has been

freed from the centrally administered
tariff system, giving the freedom to each
individual company to formulate the
premium rate structure to be followed
by them. With this freedom, perhaps, it
was expected that the companies will
apply their long past experience in making
the basic rate structure scientific,
rational and most importantly viable.
However, it now transpires that the
expectations have failed to match
the reality.

In the past, all the time when the price
was totally regulated with no choice left
to the underwriters, the blame for the
end results was squarely put on the TAC
both for OD and TP sections for the
inadequate premium rates.

Be it as it may, it is high time that the
underwriters brought in the rationale in
the premium rate structure. If grapevine
is to be believed, the initial euphoria
and the excitement of the freedom is
diminishing and quite a few underwriters
have already started thinking about the
risk factor based rating system. This being
the only scientific way of pricing, is
definitely a good sign; since differential
rating is a rational and effective process.

TP premium rates are still regulated by
IRDA and it appears that they will remain
tariffed for quite some time. For quite
a while, the Government has been
contemplating a few amendments to the
current M.V. Act provisions. It is believed
that now that the elections are over and
the Government has been formed, steps
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may be taken in right earnest to enact
the proposed amendments. If the bill is
passed, the TP portfolio will most
certainly have its impact and IRDA may
have to restructure the TP premium
rates. Let us hope the rates whenever
are restructured will be in tune with the
current trend in the TP segment.

However, OD rates remain the
underwriters’ privilege. Own Damage with
almost Rs.9000 cr. of current involvement,
remains a much larger section. Stakes
being so high, OD product management
(both in pricing and post-incidence
management) will be quite crucial to a
company’s bottom-line.

Motor professionals and market watchers
feel that it is high time the underwriters
put their heads down to work out rational
OD premium base-rate so that the rate
structure is founded on scientific footing
to make it competitive; and at the same
time effective and viable. After all, profit
angle should never be ignored by any
commercial organization. It has to be
essentially remembered that it is not just
the stand-alone OD results that matter,
but in the current scenario, how
much cushion it provides to the total
motor portfolio is much more crucial
and important.

It is observed that the underwriters so
far have not moved away from the basic
tariff rates. Prudent rating pattern
essentially warrants differential rating —
make and model wise. Each make and
model poses a different risk to the
underwriters because the most crucial
and important is the claims cost involved
and this will vary from model to model.
Claims cost mainly includes Accident
repairing cost (Post-Automotive Repairs)
such as:-

e Labour charges.

» Paint technology and cost.

» Spare part prices including spare part
price revision pattern. It will not be out
of place to mention that in pricing
the accident-prone parts and their
frequent upward revision by the
manufacturers may be strategic
in nature.

o PAL [Probable Average Loss] concept of
each model.

» Secondary market position of each
model.

» Model design i.e. positional structure
of accident prone parts. etc.

[The above list is only illustrative].

All the above factors essentially need a
specialized approach, relevant data
collection and dialogue with various auto
manufacturers. However, the four public
sector non-life insurance giants with their
longstanding experience as well as the
ocean of data they possess should be quite
capable of tackling this problem very
effectively. They can pave the way in the
right direction. Even in the private sector
segment, there are a few organizations
which have been there for eight / nine
years. They are also quite versatile
and capable.

Besides, the Regulator has now given the
freedom for new add-on covers which
hitherto were totally restricted. The most
dominating as also needed is the Loss of
conveyance / Loss of use of the vehicle,
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Loss of income etc. So also the removal
of standard exclusions like mechanical
breakdowns, depreciation on parts,
special exclusions in commercial vehicle
segment can also be thought of. In fact
the market is eagerly awaiting such
innovations. But, unfortunately, the
industry’s response to this freedom is
seen to be lukewarm so far. The add-ons
will have another advantage. They
can be effectively used for packaging
the product.

Insurance management involves two basic
aspects viz. Underwriting and Claims. But
these aspects are interdependent. In fact
claims management is the heart of
insurance management. Any underwriter
trying to be aggressive in the pricing
pattern can only become successful
if backed up by effective claims
management which is ever vigilant and
alert to curb excess outgo due to regular
inflated claims. That there are inflated
claims and leakages is not disputed. Motor
is a peculiar contract. The process does
not remain restricted to the insurance
company in isolation and the insured who
are the parties to the contract. Various
other intermediaries continuously make
attempts to make the most of Motor
contract. Essence of Motor management
is to ensure through their highly
specialised management system that such
attempts do not become successful.
Once this is achieved, the companies will
have a leeway to be aggressive but still
realistic in their rating pattern. In the
free market, only those companies will
survive and prosper who will professionally
manage the claims outgo and eliminate
the inflated claims and leakages.

It would be befitting to end by saying
that Motor [OD as well as TP] is a
good portfolio. All depends on how
it is managed.

The author is a Consultant, Motor Risk
Management & Automobile Accident
Technology.
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Risk Perception and
Risk Assessment

PersoNAL AcciDenT (PA) INSURANCE

YEGNAPRIYA BHARATH EMPHASIZES THAT THERE IS AN ELEMENT OF SUBJECTIVITY ATTACHED TO PERSONAL ACCIDENT

INSURANCE THAT HAS A BEARING ON THE ACCEPTANCE OF RISKS, PRICING ETC.

“Security is mostly a
superstition. It does not
exist in nature, nor do the
children of men as a whole
experience it. Avoiding
danger is no safer in the
long run than outright
exposure. Life is either a
daring adventure or
nothing”

- Helen Keller.

How would insurers perceive one who
subscribes to Helen Keller’s thinking? How
would they rate the risk of one who
believes that one of life’s challenges is to
risk it to its optimal degree?

Risk perception, an enigma
Perception of risk in insurance has always
been complicated and an enigma. Personal
Accident insurance is no exception. It is
the perceived risk that decides the
drawing up of the terms and conditions,
it is the perceived risk that decides whom
to sell the insurance to, it is the perceived
risk that determines the premium rates
and last but not the least it is the
perceived risk that plays a significant role
in the handling of claims.

Subjective and Objective risks
in PA insurance

In Personal Accident Insurance, one may
distinguish between risks that are
subjective from those that are objective.

Subjective risks are those that represent
risks implicit in the person of the
policyholder or the insured person
such as age, sex, health, financial
circumstances, occupation, types of
sport, lifestyle, psychological aspects,
family circumstances etc. On the other

(26

hand objective risks could include (for
example), average general risk of traffic
accidents or the incidence of natural
catastrophes or terrorism etc. | recall the
newsitem in India’s Economic Times that
suggested that the attack on the Sri
Lankan cricket team in Pakistan may have
increased the risk perception associated
with the game in India. It said that this
sense of increased risk at cricket matches
could have the knock-on effect of inflating
the cost of insurance for games not only
in India but also around the world.

Thus, the emphasis is on the ability of
the policyholder to influence the risk.
There could also be a focus on moral
hazard, which is a sub-category of the
subjective risk. Moral hazard could
extend from a more carefree attitude
towards the risk of accidents on the part
of the policyholder to deliberate
manipulation and insurance fraud. At some
point, subjective risks get objectified.

Risk Homeostasis Theory
Accidents or mishaps are the
consequence of our daily actions, habits
and lifestyles. We add to the probability
of accidents every time we drive our car,
board a plane, climb a ladder, cross the
street, lift a heavy object, light a fire,
go swimming or jogging, handle work
tools, and so on.
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There is an interesting theory called the
'Risk Homeostasis Theory that maintains
that, in any activity, people accept a
certain level of subjectively estimated risk
to their health, safety, and other things
they value; in exchange for the benefits
they hope to receive from that activity
(transportation, work, eating, drinking,
drug use, recreation, sports or whatever).

In any ongoing activity, people
continuously check the amount of risk
they feel they are exposed to. They
compare this with the amount of risk they
are willing to accept, and try to reduce
any difference between the two to zero.
Thus, if the level of subjectively
experienced risk is lower than is
acceptable, people tend to engage in
actions that increase their exposure to
risk. If, however, the level of subjectively
experienced risk is higher than is
acceptable, they make an attempt to
exercise greater caution.

Consequently, they will choose their next
action so that its subjectively expected
amount of risk matches the level of risk
accepted. During that next action,
perceived and accepted risks are again
compared and the subsequent
adjustment action is chosen in order to
minimize the difference, and so on.

Each particular adjustment action carries
an objective probability of risk of
accident or illness. Thus, the sum total
of all adjustment actions across all
members of the population over an
extended period of time (one or several
years, perhaps) determines the temporal
rate of accidents and of lifestyle-
dependent disease in the population.

These rates, as well as more direct and
frequent personal experiences of danger,
in turn influence the amount of risk
people expect to be associated with
various activities, and with particular

actions in these activities, over the next
period of time. They will decide on their
future actions accordingly, and these
actions will produce the subsequent rate
of human-made mishaps. Thus, a ‘closed
loop’ is formed between past and present,
and between the present and the future.
And, in the long run, the human-made
mishap rate essentially depends on the
amount of risk people are willing
to accept.

Does this theory not make the subject of
‘subjective’ risk complicated? Obviously
subjective risks are relative, in that they
depend on the ability of a person to
engage in a particular action and this
ability may vary from person to
person. So, how does one ‘objectivise’
subjective risks for the purpose of
underwriting and rating?

Risk grouping for rating in PA
insurance

Personal Accident covers are essentially
class rated. How does one determine
categories of risks to enable class rating?
While ‘objectivising’ subjective risks can
get complicated, it is not an impossible
task. There are ways of classifying risks
such as based on the occupation and
therefore exposure, and this is what
insurers normally do. They classify
personal accident risks by creating risk
groups based on the occupation.

A typical PA policy would have
classifications (normally three) based on
occupations — Group or Class | would
include those engaged in administrative
or managerial functions — eg doctors,
lawyers, consulting engineers, architecs,
bankers etc. Group or Class Il would
include those engaged in manual jobs
such as mechanics, engineers on the field,
vehicle drivers etc. Group of Class Il
would include those engaged in hazardous
activities such as mines, racing on wheels,

big game hunting, mountaineering, river
rafting and the like.

Selection and underwriting of
PA risks

Risk grouping for rating is one thing —
it makes underwriting easier for standard
risks but when risks are not standard,
subjective risk perception becomes
extremely important from the
underwriting point of view. A proposal
form elicits the following information in
relation to the subjective risk —
applicant’s age, sex, occupation (blue
collar/white collar), other accident and
life/health insurance policies applied for
or taken, health declaration (from the

1. Dr. Gerald J.S. Wilde, Canada.
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point of view of pre-existing conditions
and disabilities). Even the sum insured
details sought for and filled in give an
indication of the subjective risk involved.
Proposals for very large sums insured or
proposals for a second or third personal
accident cover would give rise to a special
assessment of the subjective risk.

Then there is the seemingly standard risk
which could easily become a sub-standard
one on occasions, eg. a white collar
worker who has a penchant for motor
car racing or horseriding. For such
risks, careful ‘underwriting’ becomes
extremely important. They need special
evaluation. As already mentioned,
risk perception impacts not just the
underwriting but also the product design,
including the terms and conditions.
Perhaps a white collar worker who does
regular horse riding would have a loading
in premium or a special clause attached.
Thus, if the risk assessment identifies
participation in hazardous sports or
hobbies, these persons can usually
be insured by means of appropriate
exclusions or, if necessary, subject to
extra premiums.

Some risks are not accepted at all by
many insurers. Military, para-military,
police personnel, alcoholics, those under
the influence of drugs etc come under
this category. However, some insurers
do provide covers, especially group
insurance covers to certain otherwise
excluded targets, like police personnel
etc. In fact in India, there are several
group accident policies issued to various
governments covering risks that are not
really ideal acceptable risks from the
personal accident point of view, such as
those engaged in manual labour or
those exposed to occupational hazards.
However, the product design of such
covers requires close scrutiny. In the
name of product variation to meet the
needs of specific target groups, some of

these policies are designed to exclude
fundamental risks the groups are
exposed to and therefore do not serve
the purpose of insurance. These are
examples of covers that are either badly
designed or badly underwritten or both.
The insurer then tries to make ‘amends’
by resorting to underwriting at the point
of claim, at the cost of the policyholder
and the insured person.

Claims experience and risk
assessment

Advantage should be taken of the
knowledge of the claims department
when the product is being developed or
when a developed product is marketed.
The experience of the claims department
would help at the point of underwriting
too. Sophisticated claims statistics can
be the basis of raising the quality of
personal accident business. Systematic
analysis of claims can provide an early
warning system to take measures in good
time, e.g., distinguishing the good
proposals from the not so good ones etc.

The claims department would also have
knowledge of the incidence of fraud etc.
A centralized database of frauds would
be of use to insurers to keep away
fraudsters. For example the English
Insurance Association has a database
containing specimens of typical frauds.
Such data will certainly help when a
decision to underwrite a proposal that
seems dubious is received. Intensive claims
investigation can help compilation of
claims knowledge that would help in risk
perception and assessment.

Talking of risk and how it is perceived,
| am tempted to quote Steven Covey —
"The greatest risk is the risk of riskless
living". Now, how does that come across
from the Personal Accident insurance
point of view?

The author is Chief Manager, New India
Assurance Co. Ltd., and is presently on
deputation to IRDA as Officer on Special
Duty. The views expressed in the article
are personal.
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A Study of Yield-based
Crop Insurance In India

A PerrorMANCE ReviEw BY P.C. JAMES AND REsHMY NAIR

THIS STUDY IS AN ATTEMPT TO EVALUATE THE PERFORMANCE OF NATIONAL AGRICULTURAL INSURANCE SCHEME (NAIS),

THE MOST IMPORTANT PUBLIC POLICY EFFORT IN THE FIELD OF CROP INSURANCE IN THE COUNTRY. IT FINDS THAT THE

COVERAGE AND INDEMNITY PAYOUTS HAS BEEN BENEFITING MANY REGIONS AND CROPS; AND THE PROGRAM IS FAVORABLY

PLACED IN TERMS OF EQUITY I.E. IN TERMS OF PROPORTIONATE COVERAGE AND BENEFITS ACCRUED BY SMALL AND

MARGINAL FARMERS. THE STUDY ALSO INDICATES THAT THE PROBLEM OF ADVERSE SELECTION COMMON IN MANY

AGRICULTURAL INSURANCE POLICIES WORLDWIDE HAS BEEN SIGNIFICANTLY REDUCED IN THE RECENT YEARS. THE

STUDY, IN ADDITION, LOOKS AT THE ISSUES THAT NEED TO BE ADDRESSED TO MAKE THE CROP INSURANCE PROGRAM A

MORE EFFECTIVE RISK MITIGATION MECHANISM FOR THE FARMING COMMUNITY.

Yield based Crop Insurance in
India: Performance and needed
reforms

griculture continues to be the
Amainstay of the Indian economy,

providing livelihood to about 60
percent of the population, meeting the
food and nutrition requirements of more
than a billion people, contributing around
one-fifth’s of the country’s Gross Domestic
Product', significantly adding to our
exports, besides meeting the raw material
needs and serving as a market for finished
products of our major industries. Given
that more people in India earn their
livelihood from the sector than all other
sectors taken together and three-fourths

of the rural population is dependent on
it in some way or the other; agricultural
sector holds critical importance from the
perspective of rural development, poverty
alleviation and employment generation.

Agricultural production faces numerous
risks, particularly associated with the
negative outcomes that stem from
imperfectly predictable, biological,
climatic and price variabilities. While no
economic activity can be dissociated from
risks, what differentiates the activities of
the farmers from the other entrepreneurs
is their inability to predict the quantitative
outcome of the production processes,
due to external factors such as weather,
pests, diseases etc, which are entirely

beyond their control. Though uncertainty
of crop yields, of varying magnitudes,
is one of the basic risks faced by
agriculturalists world-wide, this is
particularly high in India owing to the
extreme dependence of the farm sector
on the weather conditions? and the poor
economic condition of the overwhelming
majority of farmers who have extremely
limited means and resources to sustain
the disastrous consequences of a
crop failure3.

The underlying uncertainties in
agricultural production undermine the
socio-economic development of the rural
areas and the capacity of the agricultural
sector to hedge itself against the vagaries

1. Thisis in sharp contrast to the developed countries, like the US & UK, where only 2 to 3 percent of the total workforce is engaged in agriculture and the sectoral contribution
to the country’s national income is in the range of 2-5 percent.
2. Food grain production in the country accrues from 142 million hectares of cultivated land. Of this, 40 percent is irrigated and accounts for 55 percent of production, while
85 million hectares are rain fed and contribute 45 percent to total output.
3. In terms of Agricultural Census 1995-96, marginal farmers having up to 1 hectare of land, comprised 61.6 percent of the farm holding population owning only 17.2 percent
of the area. Similarly small farmers (1-2 hectares) comprise 18.7 percent of the farm holding population and own 18.8 percent area. Only 19.7 percent of farmers have
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landholdings of more than 2 hectares.



and aberrations of nature. Removal of
these uncertainties has become very
important not only to stabilize and grow
rural incomes but also for the
development of the agricultural sector,
and the rest of economy. Thus the
criticality of agriculture in the rural
transformation and the national economy
coupled with its highly risky nature as an
economic activity places huge
responsibilities on the crop insurance
sector. Crop insurance is an area in which
most governments worldwide have
provided a direct insurance instrument,
given the low participation of private
sector because of the associated
problems of adverse selection* and moral
hazard®. Yet world-wide, the public
sector has, as reported, not been able
to deliver the service as expected. Hazell,
Pomersda and Valdes (1986) cite numerous
problems that have plagued public crop
insurance program and point out that
these programs cannot be sustained
without continual subsidies.

This study looks at the genesis of crop
insurance in India and makes a
comprehensive evaluation of the
performance of National Agricultural
Insurance Scheme (NAIS), the country
wide area based vyield insurance scheme
(implemented in the country since 1999).
NAIS, undoubtedly the most important
public policy measure providing the
farmers with protection against yield
shortfalls, is on the threshold of
completing almost a decade of its
implementation. The paper gives a brief
overview of the genesis of crop insurance
in India, and evaluates the season-wise,
state-wise, crop-wise and farmer-
category-wise penetration, coverage and

disbursement of indemnity under the
scheme. The study also discusses the
drawbacks affecting the crop insurance
programme in the country along with the
suggested steps to improve its
effectiveness as a risk mitigation
mechanism for the farming community.
The study is based on a detailed analysis
of secondary data pertaining to 16
cropping seasons from Agriculture
Insurance Company of India Ltd.

Genesis of Crop Insurance In
India

The idea of crop insurance emerged in
India during the early part of the
20% century, followed by sporadic
attempts to implement it in specific
regions and crops during the period
1972-73 to 1979-80 on ‘individual
approach’® basis. Experience gained
during this period revealed that the
inherent characteristics of Indian
agriculture viz. large number of small sized
farm holdings, large variety of crops with
varied agro-climatic practices, coupled
with the lack of historical yield data and
the twin problems of adverse selection
and moral hazard associated with crop
insurance rendered the design of a
workable crop insurance scheme on an
individual basis (on a wide scale)
almost impossible.

The country wide crop-yield insurance
programme currently being implemented
in the country had its genesis in the
Report of Expert Committee headed by
Prof V.M.Dandekar’. Based on the report,
the Pilot Crop Insurance Scheme (PCIS)
was launched by the Government of India
on an area approach basis, in 13 States
of the country in 1979-80. The crop

insurance schemes were however not
operated in a significant way till
the introduction of the ‘All risk’,
Comprehensive Crop Insurance Scheme
(CCIS) in 1985, which was eventually
a product of years of preparation,
planning, experiments and trials on pilot
basis. CCIS, in operation from 1985-1999
was implemented on ‘Homogeneous Area
approach® basis in 16 states and 2 union
territories of the country. The scheme
was a multi agency effort that involved
Government of India, state governments,
banking institutions and General
Insurance Corporation of India (GIC); and
covered farmers availing crop loans from
Financial Institutions for growing notified
crops (food crops & oilseeds) on a
compulsory basis. Although the coverage
was started with 150% of loan disbursed
with no limit on sum insured; due to very
high claim ratios in the initial years, the
coverage was restricted to 100 percent
of crop loan subject to a maximum of
Rs.10,000/- per farmer. The premium rates
were in the range of 1-2 percent and the
small and marginal farmers were provided
a subsidy of 50 percent, shared equally
by the central and state governments.
The premium and the claims under the
scheme were shared on 2:1 basis between
the Government of India and the
implementing state governments. The
scheme in its 14 years of operation
covered 7.63 crores of farmers, for a
premium of Rs.403.56 crore and paid
claims amounting to Rs.2,319 crore. During
the course of its implementation, several
limitations that could be improved came
into light viz. the limitation of coverage
to only food crops and oilseeds, leaving

4. If insurance is available at the same price to people facing widely varying risks, then those with the greatest risks are more likely to buy insurance. This is called adverse

selection and works to the detriment of insurers.

oo

Moral hazard refers to the problem that occurs if producers alter their behavior after buying insurance in order to increase their likelihood of collecting the indemnities.
Individual approach requires individual ex-ante assessment of risk and ex-post assessment of loss for determining individual premium and claim payments.

7. The Committee, constituted by Government of India in 1976 to look into the issues and modalities of crop insurance in India, while admitting that the individual approach
was the ideal one to crop insurance, pointed out that the same would be impracticable in the country as the process of assessing the indemnity separately for each individual
would be administratively difficult, highly expensive, liable to interminable disputes and fraught with grave dangers of moral hazard. Therefore the Committee recommended
implementation of crop insurance scheme in the country based on homogeneous area approach basis.

8. Area approach treats all farmers in a defined area as identical in terms of risk and loss and therefore paying identical premium and receiving identical claim amount.
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out important commercial crops outside
its purview, low upper limits on sum
insured etc.

Following demand from various quarters
for improving the scope and content of
CCIS, a more broad-based scheme namely
National Agricultural Insurance Scheme
(NAIS) was introduced by Government of
India in 1999 replacing the CCIS. NAIS
covers all food grain crops and oilseeds,
besides the annual commercial /
horticultural crops, subject to the
availability of requisite past productivity
data for these crops. The scheme is
compulsory for loanee farmers availing
short term credits for raising the
notified crops, and voluntary for the
non-borrowing farmers. The scheme was
implemented by GIC of India from its
inception in October 1999 till March 2003.
Later on, Agriculture Insurance Company
of India Ltd. (AIC) established by
Government of India to exclusively cater
to the insurance needs of the agricultural
sector and to administer various crop
insurance schemes / products, took over
the responsibility of implementation of
NAIS from GIC.

NAIS is an all risk insurance scheme

assuring compensation against any
shortfall in yield against a pre-determined
guaranteed vyield (threshold yield) due to
the occurrence of non-preventable risks.
The scheme operates on a ‘Area
Approach’ basis in which a homogeneous
area is considered to be an insurance
unit (could be a district in some cases,
or a taluka, a block, mandal/circle, or
gram Panchayat, village etc.). If the
season’s average yield per hectare of the
insured crop for the defined insurance
unit falls below the guaranteed yield
(threshold) yield, all the insured farmers
growing that crop in the defined area
gets the same indemnity payments, per
unit of sum insured. The scheme offers
coverage to the farmers at nominal
premium rates ranging from 1.5 to 3.5
percent for food crops and oilseeds,
while actuarial rates apply for the annual
commercial and horticulture crops. The
claims beyond 100 percent of premium in
case of food crops and oilseeds; and 150
percent of premium in case of annual
commercial / horticultural crops are
shared by Government of India and the
implementing state governments in
equal proportions.

Table: 1.1 Coverage under NAIS during Kharif Seasons

Market penetration, coverage
and indemnity under nais
seggregated across seasons,
regions and crops

Season-wise analysis: In its first season
of inception, i.e. Rabi 1999-2000 season,
only 9 states / UTs participated in the
scheme covering 5.8 lakh farmers and
7.8 lakh hectares of cropped area
(Table 1.2). The number of farmers saw a
quantum jump in the immediate
succeeding season and then saw a
gradual increase in the subsequent
seasons. The number of farmers covered
under the scheme increased from 84 lakhs
in Kharif 2000 season to 134 lakhs by Kharif
2007; and the area insured reached 207
lakh hectares from 132 lakh hectares
during the same period. Similarly the
farmers covered increased from just 6
lakhs during Rabi 1999-000 to about 50
lakhs during Rabi 2006-07 season. The
coverage under NAIS has been far larger
during the Kharif than the Rabi seasons.
The nine Kharif seasons under NAIS
recorded a cumulative coverage of 996
lakh farmers while the eight Rabi Seasons
covered merely 289 lakh farmers.

Season Farmers Area Sum Insured Premium Claims Farmers
Covered ((ELGEN (Rs. crore) (Rs. crore) (Rs. crore) Benefited

((ELGH)) hectares) [(ELG))
1 Kharif 00 84 132 6903 207 1222 36
2 Kharif 01 87 (3.4) 129 (-2.5)) 7502 (8.7) 262 (26.5) 494 17
3 Kharif 02 98 (12.3) 155 (20.1) 9432 (25.6) 325 (24.4) 1824 43
4 Kharif 03 80 (-18.4) 124 (-20.0) 8114 (-13.9) 283 (12.9) 653 17
5 Kharif 04 127 (59.2) 243 (95.9) 13171 (62.3) 459 (62) 1038 27
6 Kharif 05 127 (0) 205 (-15.4) 13519 (2.6) 450 (-1.9) 1060 27
7 Kharif 06 129 (2.1) 197 (-4.2) 14759 (9.2) 467 (3.8) 1774 31
8 Kharif 07 134 (3.6) 208 (5.7) 17008 (15.2) 524 (12.1) 913 16
9 Kharif 08 130 (-2.9) 178 (-14.4) 15656 (-7.9) 514 (-1.9) 1476 30
Total Kharif 996 1571 94210 3491 10454 244

Source: Compiled from NAIS Statistics from Agriculture Insurance Company of India Ltd

*Figures in parenthesis denote percentage increase over the preceding season.
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Table: 1.2 Coverage during Rabi

Seasons under NAIS

Season Farmers Area Sum Insured Premium Claims Farmers
Covered ((ELGH) (Rs. crore) (Rs. crore) (Rs. crore) Benefited
((ELGHY) (lakhs)
1 1999-00 6 8 356 5 8 1
2 2000-01 21 (260.6) 31 (298 3) 1603 (349.6) 28 (412.7) 59 5
3 2001-02 20 (-6.5) 31(1.1) 1498 (-6.6) 30 (8.5) 65 5
4 2002-03 23 (19.0) 40 (28.3) 1838 (22.7) 39 (27.7) 189 9
5 2003-04 44 (89.9) 65 (60.2) 3049 (65.9) 64 (66.4) 497 21
6 2004-05 35(-20.1) 53 (-17.4) 3774 (23.7) 76 (18.4) 161 8
7 2005-06 40 (14.6) 72 (35.1) 5072 (34.4) 105 (38.2) 338 10
8 2006-07 50 (22 9) 76 (5.7) 6543 (28.9) 143 (36.3) 515 14
9 2007-08 50 (0) 74 (-2.6) 7466 (14.1) 159 (11.1) 798 16
Total Rabi 289 450 31199 649 2630 89

Source: Compiled from NAIS Statistics from Agriculture Insurance Company of India Ltd

*Figures in parenthesis denote percentage increase over the preceding season.

The rising trend in Kharif coverage in the
first four to five seasons was mainly owing
to increase in the number of participating
states and crops notified, apart from the
large participation of the non-borrower
farmers in selected seasons. However, the
trend in the past two to three Kharif and
Rabi seasons have been different. A few
states have shown a consistent increase
in coverage in the last few seasons. In
most of these states, the increase in
coverage has been spread across
different crops, with higher coverage for

crops with larger indemnity payouts in
the preceding seasons.

It is seen that the sum insured under NAIS
has increased at a much higher rate than
the area insured. For the period as a
whole (1999-2000 to 2006-07), while sum
insured increased by 194 percent, the
area insured increased by only 95
percent. This is also shown by the
increasing per hectare sum insured and
per farmer sum insured (Table 1.3). Given
that more than three-fourth of the
farmers insured under the scheme are
loanee farmers who are compulsorily

Table 1.3 Per farmer/hectare coverage/indemnity under NAIS

covered, the increasing scale of finance®

by the financial institutions (in their
efforts to increase the credit to
agricultural sector) seems to have
contributed towards higher growth rate
of sum insured under the Scheme.

The per farmer premium averages to
around Rs.391 during Kharif 2007 season
and Rs.314 during Rabi 2007-08 season.
Despite a higher per farmer sum insured
during Rabi seasons, the claims are
generally lower during the season
as revealed by the much lower per
farmer claims.

Kharif Seasons 2000 2001 2002 2003 2004 2005 2006 2007
Per farmer Sum Insured 8209 8627 9655 10180 10381 10665 11411 12692
Per hectare Sum Insured 5222 5821 6072 6567 5426 6584 7502 8193
Per farmer premium 246 301 333 355 362 355 361 391
Per farmer Claims 3362 2833 4245 3811 3811 3975 5659 5786
Rabi Seasons

Per farmer Sum Insured 7662 7658 7897 6897 10688 12527 13142 14776
Per hectare Sum Insured 5150 4760 4550 4714 7063 7026 8571 9911
Per farmer premium 133 154 165 144 214 258 287 314
Per farmer Claims 1129 1426 2035 2369 2078 3450 3663 NA

Source: Compiled from NAIS Statistics from Agriculture Insurance Company of India Ltd

9. Scale of finance, fixed by the District Level Technical Committee is the crop-wise borrowing limit for the farmers from the Fls.
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State-wise coverage: The State-wise
analysis of coverage under the scheme
reveals that the demand for crop
insurance is concentrated in the states
where crops grow under rain-fed
conditions and natural risks are higher
such as Andhra Pradesh, Gujarat,
Karnataka, Orissa, MP, UP, Rajasthan and
Maharashtra. The level of crop insurance
penetration and coverage under the
scheme is presented in Table 1.4. The top
seven states in terms of coverage under
the scheme are AP, Gujarat, MP,
Maharashtra, UP, Karnataka and Rajasthan
and they account for 78 percent of
farmers covered, 80 percent of sum
insured, 84 percent of premium and
around 80 percent of the total claims. To
have a clear picture of penetration of

NAIS in each season, we see the
proportion of the number of farmers
covered to the total number of farmers
(holdings) 9 in each state. For the country
as a whole, about 16 percent of the
farmers are annually insured under the
scheme. However there are significant
inter-state variations in the penetration
levels. The penetration of the scheme has
been the highest in Rajasthan where more
than 50 percent of the farmers are
covered under the scheme. In States like
AP, Gujarat, Karnataka, MP and Orissa,
about one-fourth of the farmers are
insured under NAIS.

Amongst the states with the highest
participation of farmers under NAIS are
Maharashtra, AP and MP at 17 percent,
15 percent and 12 percent respectively.

The cumulative figures however do not
show significant differences in the share
of the individual states in the recent
years, most notable being the declining
share of Maharashtra in the past few years
(Table 1.5). The premium in Maharashtra
declined from Rs.49 cr in 2000-01 to
Rs.32 cr in 2007-08. The decline is mainly
on account of the stay on compulsory
provisions of the scheme by the High
Court in the state and also the declining
coverage under cotton crop in the recent
years. On the other hand, there has been
a consistent increase in the premium
generated by the scheme in Rajasthan
state i.e. from merely Rs.1 cr in 2003-04
(the first year of the implementation of
the scheme in the state) to approx
Rs.74 cr during 2007-08.

Table 1.4 Level of penetration and coverage under National Agricultural Insurance Scheme by major
States (Rabi 1999-00 Season till Kharif 2007 Season).

Amount in Rs. Crore

Level of Farmers

Penetration

covered (Lakhs)

1 AP 22.01 165 (14.9) 24497 (21.4)
2 Gujarat 22.20 83 (7.5) 16066.6 (14.1)
3 Karnataka 10.24 77 (7.0) 8804 (7.7)
4 MP 30.51 136 (12.5) 12618 (11.0)
5 Maharashtra 18.63 189 (18.6) 10782 (9.4)
6 Orissa 24.54 82(7.4) 7964 (6.9)
7 Rajasthan 52.85 91(8.4) 8769 (7.7)
8 upP 11.29 97 (8.8) 9946 (8.7)
9 West Bengal 16.08 56 (5.0) 4031 (3.5)

All India 15.96 1104 (100) 114186 (100)

Source: Agricultural Census (1995-96) for the State-wise number of holdings, Agriculture Insurance Company of India Ltd.,
*Figures in parenthesis denote percentages to total. Level of penetration is the proportion of farmers insured under NAIS annually
(cumulative of Kharif and Rabi Seasons) to the total number of farmers (holdings), Loss cost percentage is the total indemnity
payouts as a percentage of the total liability. Claim ratio is the total claims divided by the total gross premium.
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Fig. 1.1 State-wise Premium and Claims Under NAIS (Rabi 1999-00 Season till Kharif 2007 Season).

3000

2500
2000

1500

1000

>
R <& > N &
N\ & <&

500 01 PREMIUM (cr)
0 Al a BN m ko

Fig. 1.2 State-wise Premium generated under NAIS (2007-08)

Premium (in %)

6%
1%

W AP M Orissa
13%
M Gujarat Rajasthan
M Karnataka up
14%
5% m MP West Bengal

5% B Maharashtra

16%

Fig 1.3 Crop-wise total premium generated under NAIS
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It can be seen that the annual loss ratio
has always been higher than 100 percent
under NAIS as shown in Figure 1.1. In
other words, the claims paid has always
exceeded the gross premium received.,
as a result of the considered decision to
charge low flat rates of premium for food
crops and oilseeds (which accounts for
more than three fourths of the premium
received under the scheme). The
applicable premium rates are 1.5 percent
to 3.5 percent or the assessed actuarial
rates, whichever is lower. Therefore,
adequate and continual government
support is used to sustain the program at
least till such time the government
considers change to an actuarial regime.
Amongst the major states, Gujarat has
had the highest loss cost ratio and
Madhya Pradesh the least.

Crop-wise coverage under NAIS
Analysis of crop-wise statistics of NAIS
reveal that the most important crop in
terms of farmers covered and premium
generated is paddy crop, which is covered
both in Kharif and Rabi seasons. About 36
percent of the farmers covered,
33 percent of the total liability and more
than a quarter of the total premium
generated under the scheme s
accounted by the crop. Groundnut is the
second most important crop, accounting
for 12 percent of the farmers covered
and about 20 percent of the total liability
and premium generated. The other



I"'esearch paper

important crops in terms of coverage
include cotton and soyabean crops.
Wheat is the most important crop
covered in Rabi season accounting
for about 8 percent of the total
farmers covered.

Despite sizeable farmer participation, the
comparatively low contribution of wheat
crop to total premium is owing to the
extremely low flat premium of 1.5 percent
(of sum insured) applicable for the crop.
With the exception of cotton, and to some
extent potato and sugarcane, the
coverage has been comparatively low for
the annual commercial and horticulture
(ACH) crops, the most potent reason
being the applicability of actuarially higher
premium rates, which are understandably

much higher than the flat rates charged
for the food crops and oilseeds (FCOS).

An analysis of the crop-wise indemnity
under NAIS reveals that the indemnity
payouts under the Scheme have been
particularly heavy towards certain
crops. More than one-third of the
total indemnity under NAIS has been
accounted by Groundnut crop, the total
indemnity for the crop being 5.5 times
the premium received (Table 1.6). Amongst
the major crops covered under the FCOS
category, the highest loss cost is
accounted by Jowar and Horse gram
crops followed by Groundnut. Amongst
the ACH crops, the crop with the highest
loss cost ratio is onion at 18.69 percent.

It can also be observed that the loss cost
ratio of food crops and oilseeds (FCOS) is
almost double than that of the annual
commercial and horticulture (ACH) crops.
The indemnity payouts of food crops and
oilseeds are more than four times
the premium received for these crops,
while the ratio is significantly lower
for the annual commercial and
horticulture crops.

The most notable feature in the
crop-wise coverage under the Scheme in
the recent years is the fall in the
coverage of cotton crop, following the
introduction of Bt. Cotton in the country.
The greatest decline has been in the
States of Gujarat and Maharashtra'®

Table 1.6 Crop-wise coverage under NAIS: Rabi 1999-00 to Kharif 2006 Season.

Farmers Sum Premium Claims
Covered Insured (cr.) (cr.)
(lacs) ((dg)

1 Paddy 332 (36.07) 30447 (33.61) 752 (26.85) 2412 (25.72) 7.92 3.21
2 Maize 18 (1.97) 1508 (1.66) 38(1.37) 166 (1.77) 11.00 4.32
3 Bajra 39 (4.20) 2517 (2.78) 88 (3.16) 332 (3.54) 13.19 3.75
4 Redgram 24 (2.59) 1943 (2.14) 50 (1.77) 258 (2.75) 13.29 5.21
5 Groundnut 111 (12.00) 17105 (18.88) 591 (21.10) 3200 (34.13) 18.71 5.41
6 Soyabean 70 (7.57) 6779 (7.48) 234 (8.35) 494 (5.27) 7.28 2.1
7 Wheat 0(7.59) 5670 (6.26) 86 (3.07) 334 (3.56) 5.90 3.89
8 Jowar 0(4.39) 1458 (1.61) 36 (1.30) 298 (3.17) 20.42 8.19
9 Horsegram 5(1.63) 924 (1.02) 20 (0.72) 187 (1.99) 20.24 9.26
10 Sunflower 1(1.17) 813 (0.90) 23 (0.84) 95 (1.01) 11.64 4.03
11 Sugarcane 7 (4.04) 6477 (7.15) 91 (3.26) 130 (1.39) 2.01 1.43
12 Cotton 57 (6.19) 6277 (6.93) 496 (17.71) 528 (5.63) 8.42 1.06
13 Onion 4(0.44) 519 (0.57) 39(1.38) 97 (0.92) 18.69 2.49
14 Potato 17 (1.82) 2207 (2.44) 95 (3.38) 209 (2.24) 9.47 2.20

FC OS 802 (87.07) 73869 (81.54) 2039 (72.77) 8381 (89.38) 11.35 4.1

ACH 119 (12.93) 16721 (18.46) 763 (27.23) 996 (10.62) 5.95 1.30

TOTAL 921 90590 2802 9377 10.35 3.35

Source: Agricultural Census (1995-96) for the State-wise number of holdings, Agriculture Insurance Company of India Ltd.,
*Figures in parenthesis denote percentages to total.

10. The penetration of NAIS is taken as the number of holdings (Farmers) covered to the total number of holdings. As per the Agricultural Census of 1995-96, there were 1155.8
lakh holdings which is generally equated to farm households. The distribution of State-wise holdings as given in Agricultural census for the year 1995-96 is taken and

assumed to be stable since then.

irda journal @




Iesearch paper

Fig. 1.4 Crop-wise total claims under NAIS
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Who benefits from nais? Farmer
category-wise coverage and
indemnity across seasons/crops
Small & marginal farmers: Under NAIS,
farmers are categorised into small and
marginal farmers, and other farmers on
the one hand, and loanee and non-loanee
farmers on the other. As explained earlier,

a vast majority of the farm holdings in the
country are small / marginal in size, with
approximately 80 percent of the farmers
operating less than 2 hectares. Given that
one of the policy goals implied in the
scheme is to provide support to the poor
farmers who stand to lose the most during
severe crop failures, it remains to be seen

as to how these farmers have benefited
from crop insurance. In the present
section, the analysis of coverage and
proportionate benefits derived by
different categories of farmers is analyzed:
Table 1.7 shows the proportionate
coverage of small and marginal farmers in
the respective Kharif and Rabi seasons.

Table: 1.7 Season-wise Coverage of Small & Marginal Farmers under NAIS

2000 2001 2002 2003 2004 2005 2006 2007 Avg
Kharif Seasons
% of Farmers Covered 65.24 65.36 67.37 65.87 63.32 61.11 60.18 62.86 64.41
% in Total Claims 34.33 24.22 21.63 22.16 36.68 51.58 31.89 NA 31.89
Rabi Seasons
% of Farmers Covered 70.66 70.80 74.91 69.03 54.87 66.07 62.33 60.33 65.21
% of Total Claims 44.20 41.33 39.51 49.04 29.04 63.80 48.97 NA 42.43
Total
% of Farmers Covered 64.57
% of Total Claims 33.71

Source: Agricultural Census (1995-96) for the State-wise number of holdings, Agriculture Insurance Company of India Ltd.,
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Table 1.8 Crop-wise coverage of Small/Marginal farmers (S/M) under NAIS: Rabi 1999-00 to Kharif
2006 Season.

S/M coverage S/M Claims S/M Farmers Benefited (%)

1 Paddy 79.73 54.88 76.11
2 Maize 61.69 41.61 60.56
3 Bajra 40.77 10.90 31.67
4 Redgram 49.07 24.80 55.22
5 Groundnut 58.77 12.42 39.10
6 Soyabean 49.51 30.68 52.14
7 Wheat 63.53 52.71 66.06
8 Jowar 48.47 26.30 43.44
9 Horsegram 37.85 20.74 36.70
10 Sunflower 33.93 17.70 29.83
11 Sugarcane 79.19 56.10 74.34
12 Cotton 57.54 9.94 42.01
13 Onion 50.75 11.86 34.47

FC OS 63.06 28.87 60.95

ACH 69.31 27.94 57.34

TOTAL 63.87 31.15 60.58

Source: Agricultural Census (1995-96) for the State-wise number of holdings, Agriculture Insurance Company of India Ltd.,

It is observed that more than 60 per cent
of the farmers insured under NAIS in the
respective seasons (with the exception
of Rabi 2004-05 season), belonged to the
small and marginal category. Needless to
say, the compulsory coverage of the
loanee farmers under NAIS goes a long
way in these farmers being covered under
the scheme. However, despite these
farmers being in majority amongst the
farmers covered, the benefits derived by
them accounts for merely 33 percent of
the total claims settled under the
scheme. This is on account of the smaller

land holdings and hence the lower sum
insured of the Small and Marginal farmers.

The coverage of small and marginal
farmers can also be seen to be
significantly higher for paddy and
sugarcane crops, where close to 80
percent of the farmers covered belong
to this category and an almost equal
proportion of farmers benefited under
the scheme (Table 1.8).

It is significant to note that more than 60
percent farmers benefited under food
crops and oilseeds category are small and

marginal farmers. Though the small and
marginal farmers accounted for only one
third of the total claims under NAIS, it is
significantly higher in case of crops like
paddy, wheat and sugarcane, where more
than half of the total claims disbursed
were for these categories. On the other
hand, for crops like Bajra, Groundnut,
Cotton and Onion, less than 10 percent
of the total claims are disbursed to the
small and marginal farmers.

(To be concluded)

Mr. P.C.James is General Manager and Ms Reshmy Nair is Asst. Manager, Agriculture Insurance Co of India Ltd. The opinions expressed in
the article are of the authors and do not reflect the views of the organization they work for.
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\We welcome consumer experiences.

Tell us about the good and the bad you
have gone through and your suggestions.
Your insights are valuable to the industry.
Help us see where we are going.

Send your articles to:

Editor, IRDA Journal, Insurance Regulatory and Development Authority,
Parisrama Bhavanam, Ill Floor, 5-9-58/B, Basheerbagh, Hyderabad 500 004

or e-mail us at irdajournal@irda.gov.in
“J journal @ _
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tatistics - non-life

GROSS PREMIUM UNDERWRITTEN BY NON-LIFE INSURERS WITHIN INDIA (SEGMENT WISE) :

Sl Insurer Fire Marine Marine Marine Engineering Motor
No Cargo Hull
PRIVATE
1. Royal Sundaram 50.84 19.97 19.50 0.47 37.88 530.19
Previous year 69.07 19.59 19.11 0.47 41.58 409.56
2. TATA-AIG 160.90 111.47 111.47 0.00 35.04 249.43
Previous year 133.96 98.67 98.67 0.00 29.49 266.16
3. Reliance 126.42 61.65 32.23 29.42 119.23 1,164.87
Previous year 127.81 42.41 31.64 10.77 103.54 1,267.37
4. IFFCO Tokio 209.01 116.13 80.71 35.42 81.54 797.53
Previous year 234.80 69.45 56.88 12.57 89.12 582.24
5 ICICI Lombard 289.50 223.85 87.76 136.08 185.37 1,321.30
Previous year 438.25 224.55 67.27 157.28 179.51 1,279.77
6. Bajaj Allianz 267.43 88.44 73.87 14.56 126.48 1,500.97
Previous year 287.53 76.41 67.49 8.92 145.92 1,385.82
7. HDFC ERGO 50.75 7.78 5.25 2.53 11.01 156.25
Previous year 13.28 3.29 3.29 0.00 8.05 156.74
8. Cholamandalam 53.84 36.56 35.27 1.28 27.33 319.53
Previous year 70.00 32.66 31.18 1.48 29.75 224.41
9. Future Generali 17.17 6.79 6.79 0.00 14.01 95.67
Previous year &.87 0.72 0.72 0.00 0.99 1.77
10. Universal Sompo 10.65 0.51 0.51 0.00 1.30 3.92
11. Shriram 0.22 0.00 0.00 0.00 0.63 112.55
12. Bharti AXA 2.25 0.61 0.61 0.00 5.57 17.39
Sub Total
Current Year 1,238.99 673.74 453.98 219.76 645.40 6,269.60
Previous year 1,378.06 567.75 376.25 191.50 627.95 5,573.85
PUBLIC
13. New India 774.67 446.34 175.95 270.39 251.42 1,997.77
Previous year 743.42 437.28 182.70 254.58 222.64 2,034.36
14. National 397.08 201.16 136.70 64.46 164.03 2,137.10
Previous year 381.31 174.98 126.80 48.18 144.98 2,146.31
15. United India 572.79 336.93 221.60 115.33 249.86 1,563.48
Previous year 524.30 300.83 192.10 108.74 216.68 1,434.90
16. Oriental 436.51 332.53 167.24 165.29 262.99 1,490.53
Previous year 477.60 339.07 163.40 175.67 220.79 1,608.05
Public
Previous year 2,126.63 1,252.17 665.00 587.16 805.10 7,223.62
GRAND TOTAL 3,420.04 1,990.70 1,155.47 835.23 1,573.70 13,458.48
Previous year 3,504.69 1,819.92 1,041.25 778.67 1,433.05 12,797.47
SPECIALISED INSTITUTIONS
17. ECGC*
Previous year
18. Star Health & Allied Insurance**
Previous year
19. Apollo DKV
Previous year

Note: In case of public sector insurance companies, the segment wise data submitted may vary from the flash Nos filed with the Authority.

As such, the industry totals may vary from the flash figures published for the month of March-2009.

*Pertains to Credit Insurance.
** Pertains to Health Insurance.

©



Statistics - non-life insurance

FOR THE PERIOD APRIL - MARCH 2009 (PROVISIONAL & UNAUDITED)

(Rs. Crores)

Motor OD Motor TP Health Aviation Liability Personal All Others Grand Total
Accident
419.32 110.87 114.46 0.00 9.33 28.09 15.46 806.22
330.24 79.32 108.85 0.00 6.41 31.65 9.94 696.63
217.03 32.40 78.95 0.00 115.60 117.95 13.58 882.93
222.68 43.48 68.91 0.00 102.87 106.46 10.11 816.62
828.87 336.00 310.83 11.01 25.74 53.44 41.68 1,914.87
916.23 351.14 275.62 7.42 14.10 52.68 55.47 1,946.42
473.39 324.14 140.99 16.15 34.18 24.87 95.12 1,515.52
352.70 229.55 114.02 6.38 32.19 20.43 87.19 1,235.83
874.66 446.64 1,031.70 52.20 80.23 112.52 123.18 3,419.84
906.48 373.29 884.61 41.32 78.78 108.18 109.72 3,344.69
1,061.14 439.83 332.02 25.13 70.11 65.76 164.17 2,640.49
1,002.86 382.96 243.25 13.95 47.91 46.35 157.21 2,404.34
122.22 34.03 45.50 1.83 32.86 6.03 27.47 339.48
123.29 33.45 28.10 0.00 19.84 5.42 4.97 239.69
246.32 73.20 165.89 0.00 12.94 29.49 39.86 685.44
179.03 45.38 109.38 -0.15 13.88 12.55 31.77 524.26
71.07 24.60 41.25 0.00 4.83 9.56 5.56 194.85
1.54 0.23 0.00 0.00 0.10 3.43 0.25 10.64
3.92 0.00 3.24 0.00 0.08 0.72 9.60 30.03
57.92 54.63 0.00 0.00 0.10 0.03 0.06 113.59
14.00 3.38 1.51 0.00 0.53 0.43 0.21 28.50
4,389.87 1,879.73 2,266.33 106.31 386.54 448.89 535.95 12,571.76
4,035.05 1,538.80 1,832.74 68.93 316.08 387.14 476.23 11,228.72
1,090.45 907.32 1,355.85 57.06 104.32 97.82 431.38 5,516.62
1,097.30 937.05 1,209.42 78.44 95.65 83.08 373.06 5,277.35
1,341.13 795.97 854.02 57.79 50.91 71.86 342.85 4,276.81
1,356.14 790.17 690.36 51.66 46.05 68.18 303.40 4,007.23
758.77 804.72 900.72 32.22 88.68 137.05 396.04 4.277.77
707.50 727.40 694.94 26.13 74.18 100.82 366.76 3,739.56
803.34 687.19 713.45 90.07 82.86 147.30 404.33 3,960.57
887.12 720.94 532.63 79.27 73.85 135.76 338.42 3,805.44
4,048.06 3,175.56 3,127.36 235.49 289.73 387.84 1,381.63 16,829.58
8,383.56 5,074.92 6,090.37 343.46 713.31 902.91 2,110.55 30,603.53
8,083.10 4,714.37 4,960.10 304.42 605.81 774.98 1,857.86 28,058.30
744.67 744.67
669.39 669.39
490.73 16.54 4.66 511.93
147.12 16.05 5.02 168.19
44.35 44.35
2.98 2.98




tatistics - non-life insursa

Report Card: General

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

(Rs.in Crores)

APRIL GROWTH OVER THE
INSURER CORRESPONDING PERIOD
2008-10 2008-09 OF PREVIOUS YEAR
Royal Sundaram 78.16 74.15 541
Tata-AlG 147.44 147.97 -0.36
Reliance General 216.38 273.94 -21.01
IFFCO-Tokio 169.59 142.22 19.24
ICICIHombard 424.66 543.28 -21.83
Bajaj Allianz 232.25 276.14 -15.89
HDFC ERGO General 89.41 14.61 511.86
Cholamandalam 104.71 95.04 10.17
Future Generali 33.79 10.37 225.81
Universal Sompo 18.63 0.13 14289.74
Shriram General # 27.17 0.00
Bharti AXA General @ 15.93 0.00
Raheja QBE $ 0.00 0.00
New India 755.49 692.92 9.03
National 438.77 456.47 -3.88
United India 493.13 437.93 12.61
Oriental 491.16 427.08 15.00
PRIVATE TOTAL 1558.13 1577.85 -1.25
PUBLIC TOTAL 2178.55 2014.40 8.15
GRAND TOTAL 3736.68 3592.25 4,02
SPECIALISED INSTITUTIONS:
1. Credit Insurance
ECGC 57.07 47.06 21.27
2. Health Insurance
Star Health & Allied Insurance 141.19 58.21 142,54
Apollo DKV 5.14 1.50 24211
Health Total 146.33 59.71 145.05
3. Agriculture Insurance
AIC 45.82 23.68 93.50

# Commenced operations in July, 2008.
@ Commenced operations in September, 2008.
$ Commenced operations in April, 2009.

Premium (Rs. in Crores)

35000

Premium underwritten by non-life insurers
for April, 2009

Note 1. Total for 2008-09 is for 12 month period.
2. Total for 2009-10 is up to April, 2009.

uuuuu

* Excluding ECGC, AIC & standalone Health Insurers
* Compiled on the basis of dat st

April
Month

ta submitted by the Insurance companies

Total

W 2008-09
2009-10




events

11 - 13 Jun 2009
Venue: NIA, Pune

17 - 18 Jun 2009
Venue: Dubai, UAE

21 - 23 Jun 2009

Venue: Kuala Lumpur, Malaysia

25 - 26 Jun 2009
Venue: NIA, Pune

02 - 03 Jul 2009
Venue: Taipei, Taiwan

06 - 07 Jul 2009
Venue: NIA, Pune

06 - 08 Jul 2009
Venue: NIA, Pune

10 July 2009
Venue: New Delhi

22 - 23 Jul 2009
Venue: Beijing, China

23 - 25 Jul 2009
Venue: NIA, Pune

04 - 05 Aug 2009
Venue: Singapore

Financial Awareness
By National Insurance Academy

15t Middle East Conference
on Training and HR Development in Insurance
By Asia Insurance Review, Singapore

17t Annual Strategic Issues Conference
By LOMA/LIMRA

Ethical Values in Human Capital
By National Insurance Academy

8™ Conference on Catastrophe Insurance in Asia
By Asia Insurance Review, Singapore

Global Meltdown and Lessons
for the Insurance Industry
By National Insurance Academy

Insurance Management Programme
for Industrial Customers
By National Insurance Academy

FICCI Health Insurance Conference
By Federation of Indian Chambers of
Commerce and Industry

3 Asian Conference on Microinsurance
By Asia Insurance Review, Singapore

Management of Motor Claims
By National Insurance Academy

Motor Insurance Workshop
By Asia Insurance Review, Singapore
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view point

Insurance supervisors are vitally concerned with the protection of policyholders
which is accomplished through prudential regulation including solvency evaluation.
A converged worldwide valuation standard would help supervisors in their evaluation
of insurers around the world.

Mr Al Gross
Chairman of Technical Committee, IAIS

These uncertain times require us all to be vigilant about our insurance to make
sure we are protected. Consumers can safeguard themselves and their families
regardless of their employment situation by making sure they understand their
coverage and researching less expensive alternatives.

Mr Roger Sevigny
NAIC President and
New Hampshire Insurance Commissioner

Insurance is a licensed business and the (M & A) guidelines will be similar to those
that apply to new insurers. There will be enough safeguards to weed out fly-by-
night operators.

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

While streamlining outdated provisions and avoiding excessive regulation that could
stifle financial innovation, better regulation aims to enhance the efficiency and
effectiveness of the regulation that is truly needed.

Dr Takafumi Sato
Commissioner, Financial Services Agency (FSA), Japan

When the nexus between the mobilization of capital and the productive use of
capital is broken, the returns cannot be sustained - the bubble must eventually
burst, with painful consequences.

Mr Heng Swee Keat
Managing Director, Monetary Authority of Singapore

This financial crisis has demonstrated that we can no longer rely on senior
management judgements. In future, therefore, we will seek to make judgements
on the judgements of senior management and take action if, in our view, those
actions will lead to risks to our statutory objectives.

Mr Hector Sants
Chief Executive, Financial Services Authority, UK.

Any program that grants consumers the choice between two pools with different
rating, benefit or access requirements will result in adverse selection for one of
the pools.

Ms Sandy Praeger
Commissioner of Insurance, State of Kansas




