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FROM THE EDITOR

The Delicate Balance

Good governance in a corporate entity should be a voluntary exercise and managements should not
reduce it to a function that is statutorily enforced. While the bottom line undoubtedly is making a
profit, entities should realize that they are in business to enhance the stockholder's value. Thus they
owe a fiduciary responsibility to each of their shareholders. One can analyse corporate governance as
a delicate balance between the twin tasks of performance and compliance. When profit-making becomes
the solitary objective, managements tend to lose sight of their responsibilities and throw caution to
winds. When the auditors and other officials associated with surveillance join the black deeds, the
problem assumes humongous proportions.

Itis exactly in this background that we had the occasion to witness several major corporate debacles;
and suddenly corporate governance hogs the limelight like never before. The series of fiascos led to
several important legislations being enacted in some of the most developed economies and being followed
closely globally. We hear of corporate governance in almost all sections of business, irrespective of
their size.

Corporate governance has a different dimension as far as the insurance business is concerned. On
the one hand, insurers have to be prudent in protecting the policyholders' interests as regards
reasonableness in charging premiums; objectivity in settling the claims and so on. On the other, they
also have the responsibility of profitably investing the policyholders' funds. This demands that insurers
additionally have to be sensitive to the management styles of the organizations where the funds are
being lodged. To this extent, they have a dual function to play.

In this issue, we bring you a rich collection of articles throwing light on various aspects of Corporate
Governance. Mr. G V Rao critically examines the corporate governance practices prevailing in India.
Dr. K C Mishra and Dr. Gitanjali Panda take a look at the attributes that specially affect insurers. Mr.
R Krishna Murthy emphasizes on transparency as the core of governance. The importance of issue
calendars and decision protocols as part of a proactive process is brought into focus by Mr. Ashwin
Parekh. Mr. P C James discusses threadbare the corporate governance issues that would confront
insurers in the de-tariffed regime. Finally, the different faces of corporate governance and their evolution
in diverse areas of business are lucidly brought out by Mr. Vepa Kamesam.

Providing top class service to customers is the accepted norm for any business house. In a domain
like insurance that deals with a large clientele, to achieve this would be a Herculean task unless
modern styles of business conduct are leveraged. The next issue of IRDA Journal would be focusing
on 'Technology' and the revolutionary changes it has ushered in.

U. Jawaharlal
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Report Card:LIFE

Premiums Rise 53% up to December

During January, 2006 industry records 53.32% growth over January, 2005

The life insurance industry underwrote a premium of Rs.316384.76 lakh during the
month of January, 2008, taking the cumulative premium underwritten for the ten
months of the FY 2005-06 to Rs.2305746.75 lakh.

The total Individual and Group premium underwritten was Rs.1969398.34 lakh
(85.41%) and Rs.336348.41 lakh (14.59%) respectively as against Rs.1244301.63
lakh (82.74%) and Rs.259589 lakh (17.26%) underwritten in April-January 2006.
The premium underwritten by the industry upto January, 2006, towards individual
single and non-single policies stood at Rs.736767.62 lakh and Rs.1232630.72

single and non-single premium accounted for Rs.301975.13 lakh and Rs.34373.28
lakh. The number of lives covered by the industry under the various group schemes
was 12113955 during the ten months of the FY, 2005-06. LIC covered 9422584
lives under the group schemes accounting for 77.78% of the market, followed by
SBI Life with 758383 lives (6.26%) and TATA AIG with 487262 lives (4.02%).

LIC underwrote premium of Rs.1664637.40 lakh during the period i.e., a market
share of 72.20%, followed by Bajaj Allianz and ICICI Prudential with premium
underwritten (market share) of Rs.168053.16 lakh (7.29%) and Rs.166091.19
lakh (7.20%) respectively. The new players underwrote first year premium of

terms of policies underwritten, the market share of the new players and LIC was
12.33% and 87.67% as against 9.59% and 90.41% respectively during the previous year.

A further segregation of the premium underwritten during the period indicates that
Life, Annuity, Pension and Health contributed Rs.1624092.48 lakh (70.51%),
Rs.118554.43 lakh (5.15%), Rs.560201.23 lakh (24.32%) and Rs.494.70 lakh
(.02%) respectively to the total premium.

Analysis of the statistics in terms of linked and non-linked premium indicates that
55.29% of the business was underwritten in the non-linked category, and 44.71%
in the linked category, i.e, Rs.1273447.24 lakh and Rs.1029895.60 lakh
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Rs.641109.35 lakh as against Rs.329615.49 lakh in April- January, 2005. In

lakh respectively accounting for 1874125 and 18941677 policies.  The group respectively.

First Year Premium Underwritten by Life Insurers for the period Ended January' 2006

S| Insurer Premium No. of Policies / Schemes No. of lives covered under Group Schemes
Jan, 06 | UptoJan, 06| Upto Jan, 05| Growth |Market share Jan, 06 | Upto Jan, 06 | Upto Jan, 05 | Growth | Market share Jan, 06 | Upto Jan, 06 |Upto Jan, 05 | Growth |Market share
1 |Bajaj Allianz 31,348.37 | 1,68,053.16| 40,604.51| 313.88 7.29 76,900 | 4,51,345 | 1,79,299 | 151.73 2.17 58,568 | 2,77,401 | 2,60,106  6.65 2.29
Individual Single Premium 22,345.02 | 1,00,612.26 15,797.86 24,309 84,881 21,281
Individual Non-Single Premium 8,713.68 65,716.21 24.325.20 52,570 3,66,333 1,57,926
Group Single Premium 69.13 201.82 1 213 655
Group Non-Single Premium 220.54 1,522.87 481.45 21 130 92 58,355 | 2,76,746 | 2,60,106
2 |ING Vysya 2,572.80 17,406.50 8,204.85| 112.15 0.75 9,346 83,845 77,490 | 8.20 0.40 2,347 26,276 | 18,944 | 38.70 0.22
Individual Single Premium 243.24 693.47 32.83 176 824 4,829
Individual Non-Single Premium 2,100.25 14,970.56 7,335.74 9,164 82,963 72,613
Group Single Premium 85.05 844.20 622.89 3 212 2,267 1,396
Group Non-Single Premium 144.26 898.27 213.39 6 58 45 2,135 24,009 17,548
3 |Reliance Life* 2,065.62  13,513.73 1,675.61| 76.06 0.59 6,202 47,690 26,348 | 81.00 0.23 7,876 | 1,13,308 | 80,410| 40.91 0.94
Individual Single Premium 1,463.19 9,904.71 5,423.00 2,052 14,686 6,307
Individual Non-Single Premium 530.81 2,955.94 1,890.01 4,149 32,924 19,979
Group Single Premium 10.70 104.78 58.22 1 190
Group Non-Single Premium 60.92 548.30 304.37 1 80 61 7,876 1,13,308 80,220
4 | SBI Life 10,206.98 | 42,753.63| 35,383.16| 20.83 1.85 25,969 | 1,55,967 77,801 | 100.47 0.75 90,794 | 7,558,383 | 6,66,024  13.87| 6.26
Individual Single Premium 1,243.11 6,173.10 5,232.24 2,056 9,270 4,217
Individual Non-Single Premium 2,756.81 12,230.30 5,118.49 23,735 | 145151 70,820
Group Single Premium 2,189.65 16,815.94 21,271.08 2 6 13,836 1,64,322 | 2,07,374
Group Non-Single Premium 4,017.41 7,534.29 3,755.35 178 1,544 2,758 76,958 | 594,061 | 4,58,650
5 |Tata AlG 3,210.13 |  36,844.41 22,651.82| 62.66 1.60 20,880 | 2,32,389 | 1,79,198 | 29.68 1.12 15,699 | 4,87,262 257,321 89.36| 4.02
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Individual Single Premium 64.62 441.62
Individual Non-Single Premium 2,906.07 29,634.78 18,819.97 20,863 2,32,166 1,79,002
Group Single Premium 207.20 1,891.97 463.31 2 11,760 1,23,892 72,729
Group Non-Single Premium 32.24 4,876.04 3,368.54 17 221 196 3939 | 363370 1,84592
6 |HDFC Standard 8,666.25 | 68,559.49  28,728.72 | 138.64 2.97 34,570 | 2,56,513 | 1,47,611 | 73.78 123 | 24,155 | 1,24519| 158,043 -21.21 1.03
Individual Single Premium 1,077.25 8,687.39 6,088.34 11,822 76,478 35,423
Individual Non-Single Premium 7,416.82 53,728.12 |  20,347.34 22,739 | 179,935 1,12,046
Group Single Premium 14312 3,943.44 1,519.95 9 82 120 24141 | 110,365 | 1,30,804
Group Non-Single Premium 29.06 2,200.53 773.09 18 22 14 14,154 27,239
7 | ICICI Prudential 23,135.99 | 1,66,091.19| 97,882.52 69.68 1.20 86,187 | 5,78,610 | 4,25,769 | 35.90 278 | 32,494 | 321,823| 63,474 407.02 2.66
Individual Single Premium 1,198.12 6,584.31 9,639.21 6,300 29,289 6,173
Individual Non-Single Premium 19,407.30 | 1,43,030.00 80,237.47 79,877 | 549,110 4,19,529
Group Single Premium 768.26 3,190.63 116.36 7 103 12 28,022 | 2,21,460 18,666
Group Non-Single Premium 1,762.31 13,286.25 7,889.48 3 108 55 4,472 1,00,363 44,808
8 |Birla Sunlife 5161.59 | 41,450.37 42,887.30 -3.35 1.80 24,789 | 1,74,758 | 1,36,452 | 28.07 0.84 735 12,533 | 75,934 |-83.49 0.10
Individual Single Premium 250.81 1,689.59 1,049.30 7,454 52,870 42911
Individual Non-Single Premium 4,364.75 37,109.15 35,100.98 17,333 1,21,854 93,472
Group Single Premium 110.95 77043 374.79 620 5,227 3,293
Group Non-Single Premium 435.08 1,881.21 6,362.23 2 34 69 115 7,306 72,641
9 |Aviva 4,419.25| 25,909.63| 13,100.90| 97.77 1.12 19,934 | 1,08,113 61,165 | 76.76 0.52 | 20,830 | 1,55,444 | 1,32,246| 17.54| 1.28
Individual Single Premium 89.50 72551 331.06 139 2,342 865
Individual Non-Single Premium 4,292.07 24,881.11 12,533.29 19,793 | 1,05,757 60,276
Group Single Premium 12.67 107.85 72.35 1 76 688 550
Group Non-Single Premium 25,01 195.16 164.20 2 14 23 20,754 | 154,756 | 1,31,696
10 | Kotak Mahindra Old Mutual 2,656.53 | 17,526.25  11,935.91| 46.84 0.76 8,221 62,064 41,905 | 48.11 0.30 | 26,135 | 1,05447 70,168 | 50.28 0.87
Individual Single Premium 213.43 1,925.22 1,990.09 404 2,735 1,348
Individual Non-Single Premium 2,303.39 14,765.84 8,911.35 7,803 59,254 40,508
Group Single Premium 35.96 184.95 2 2,262 11,912
Group Non-Single Premium 103.76 650.23 1,034.48 14 73 49 23,873 93,535 70,168
11 | Max New York 3,419.23 | 31,750.67| 16,598.52| 91.29 1.38 28,813 | 3,227,102 | 1,66,862 | 96.03 1.57 2,830 32,955 | 60,318 |-45.36/ 0.27
Individual Single Premium 8.20 142.39 203.61 17 211 201
Individual Non-Single Premium 3,400.29 31,504.47 15,949.02 28,779 3,26,811 1,66,579
Group Single Premium
Group Non-Single Premium 10.74 103.80 445.89 17 80 82 2,830 32,955 60,318
12 | Met Life 1,601.39 9,858.92 3,950.65 | 149.55 0.43 9,134 73,519 31,493 | 133.45 0.35 | 52,641 | 275291 | 1,44,538| 90.46| 2.27
Individual Single Premium 63.09 461.78 133.94 121 1,069 418
Individual Non-Single Premium 1,468.61 8,720.81 3,353.71 8,999 72,294 30,977
Group Single Premium
Group Non-Single Premium 69.69 676.33 463.00 14 156 98 52,641 2,75,291 | 144,538
13 | Sahara Life 211.13 1,391.39 11.03|12,51461  0.06 1,006 17,503 872 11,907.22 0.08 729 0.01
Individual Single Premium 195.55 1,030.21 482 2,602
Individual Non-Single Premium 15.58 360.50 11.03 524 14,891 872
Group Single Premium 0.68 10 729
Group Non-Single Premium
Private Total 98,675.25| 6,41,109.35| 329,615.49| 9450 2780 | 351,951 | 2,569,418 | 1,552,265 | 6553 1233 | 335104 | 2,691,371 | 1,987,526 | 3541| 22.22
14 |LIC 2,17,709.51 | 16,64,637.40 |1,174,275.14| 41.76| 72.20 | 2,652,055 18,261,559 | 14,624,504 | 24.87 87.67 | 3,61,531 | 9,422,584 | 3,237,549 |191.04| 77.78
Individual Single Premium 71,989.81 | 5,97,696.05| 214,390.80 186,564 | 1,596,868 507,115
Individual Non-Single Premium 112,127.61 | 7,93,022.92| 750,055.76 2,464,162 | 16,652,234 | 14,105,853
Group Single Premium 33,592.09 | 2,73,918.43| 209,828.58 1,329 12,457 11,536 3,61,531 | 9,422,584 | 3,237,549
Group Non-Single Premium

* Formerly AMP Sanmar Life Insurance Co. Ltd
Note: Cumulative premium upto the month is net of cancellations which may occur during the free look period.
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VANTAGE POINT

Adopting Technology ...

While technology enables managements to take quicker and better decisions by providing
reliable support, the bottom line in embracing it should be delivering better service to

Information Technology is the most
radical thing to have happened to
business houses during the last few
decades. It has obliterated totally the
delays that one was witness to in the
transmission of documents; information
to move back and forth; vital decisions
to be taken by the corporate heads etc.
Irrespective of the size of the business
houses, technology has come to be
regarded as a medium through which
all the activities, both tactical as well
as strategic, pass.

If one were to look for examples, there
could be many. Not long ago, offices of
bankers and insurers in India used to
depend on the manual skills for such
regular activities like the daily, weekly
or the monthly reconciliations;
finalization of the accounts at the end
of a certain period; and so on. Because
of the over-dependence on manual
ability and the possible associated
errors, undue delays were the order of
the day; apart from fatigue and
monotony for the persons involved.
Today's scenario is a refreshingly
different one with vast improvement in
generation of real-time information,
decision-making and the resultant
quickness in serving the client. The staff
involved also are spared the mental
stress and can concentrate on more
productive activities.

Insurance business deals with large
numbers which, in fact, decide the
extent of its success. Hence, adopting
modern techniques of conducting the
business should not be a deterrent for
insurers. Technology has always been

customers writes . Jawaharlal.

an important management tool for
insurers, although what used to pass off
as 'technology' then would certainly
make a modern techie laugh at its
crudeness. The early practice of
technology adopted by insurers was in
the form of embossed metallic plates for
information storage; and use of
punched-cards for information retrieval.

Besides, information of each of the
proponents for life insurance used to be
physically stored in a dossier. Owing to
the huge numbers, these dossiers or
‘dockets' as they were called, used to be
stored serially in huge racks placed
contiguously. The halls were
reminiscent of the endless corridors of
the Jefferson Institute in the movie
‘Coma’ and the person who used to locate
any 'docket’ with such effortless ease
always looked so indispensable. In a
nutshell, information has always been
vital for the success of insurance
business and it cannot be done away
with. If the same methods were to be
continued to this day, one shudders to
imagine what it would be like, with the
numbers being what they are.

From such a situation not very long ago,
in the modern age one hears of vital
underwriting decisions being taken
based on just a telephonic call. The
underwriter feels confident that the
slightest quiver in the proponent's voice
is sufficient for him or her to suspect the
veracity of the statements being made;
and subsequent decisions being made
accordingly. The underwriter is able to
do that because of the adoption of highly
sensitive instruments made possible by
technology.

In the Indian domain, the above
scenario is still a distant dream.
However, use of technology can be
leveraged in the creation of information
base in the form of data warehousing.
Information, as already mentioned, is
so vital for the success of insurance
business; and in particular, information
with regard to any adverse decision
about a particular proposal should be
made accessible to all insurers on a
real-time basis. Only this would enable
the insurers to be put on alert against
any fraudulent tendencies of a trickster
on the prowl. Insurance, as yet being a
not-totally-understood form of business
for the majority of the population, is not
at a stage where consummation of
contracts can be accomplished on the
net. Technology, nevertheless, could be
used as a dynamic tool to improve the
after sales services, which would
eventually lead to a spurt in its brand
image and a consequential growth in
business. The bottom line for the
insurance companies in embracing
technology should however be better
customer service; and not merely an
improvement in the speed and accuracy
in generating information to support
the process of its decision-making.

'"Technology and Insurance Industry’
would be the focus of the next issue of
the IRDA Journal. Several experts
associated with technology in insurance
would express their views on the
various aspects related to the domain.




To 30t Jan.06.
All Life Insurers.

Attention is invited to IRDA circular No. IRDA/Life/006/2005-
2006 dated 27 April 2005 on the subject of Keyman insurance. It
has been reported that some insurers are disregarding the spirit
behind that circular and are selling Partnership insurances through
endowment or unit-linked plans.

Insurers should not lose sight of the basic principle that a person
purchasing life insurance can only do so to the extent of his
insurable interest in the life assured. An employer buying keyman
insurance purportedly for his own benefit cannot prove insurable
interest beyond a certain cover protecting against death of the key
employee and similar is the position of a partner buying insurance
on the life of another partner or the partnership firm buying
insurance on the lives of its partners.

Accordingly, all insurers are advised strictly to ensure that
where the premium for the insurance on the life of an employee is
paid by the employer or where the premium on the life of a partner
is paid by another partner or by the partnership firm, the scope of
cover is not wider than term assurance.

It is hoped that insurers will abide by these instructions in
letter and in spirit. Any products designed to circumvent this
circular will be considered as a deviation from good business
practice besides being considered as a violation of these
instructions.

Please acknowledge the receipt of this circular.

(C.S. Rao)
Chairman

IN THE AR

Change of name of AMP SANMAR
Life Insurance Co. Ltd.

Dated 1°t Feb.'06.

Consequent to the acquisition of the entire equity capital
of AMP, Australia and Sanmar Group in AMP Sanmar Life
Insurance Co. Ltd., by Reliance Capital Limited, the
Authority has taken note of the change of name of the
company ‘AMP Sanmar Life Insurance Co. Ltd.’ to that of
‘Reliance Life Insurance Co. Ltd." and the fresh certificate
of incorporation, consequent to change of name, issued by
the Registrar of Companies, Tamil Nadu dated 17.01.2006.

The Authority has noted the above change in its record
and permitted Reliance Life Insurance Co. Ltd. (RLICL),
to carry on the business of life insurance in India subject to
the condition, inter-alia, that RLICL shall honour its
commitments to the policyholders of AMP Sanmar Life
Insurance Co. Ltd., on the same terms and conditions
subject to which they were issued and that RLICL shall
take necessary steps to protect the interests of the
policyholders in accordance with the provisions of IRDA
Act, 1999, Insurance Act, 1938 and the Rules and
Regulations made thereunder.

Sd./
(C.S. Rao)
Chairman

I ncor poration of Surveyor's Ingtitute

Dated 20th Feb.2006.

Pursuant to the advice of the Government of India based
on the recommendations of the Bhandari Committee to set
up an institute for surveyors and loss assessors, the
Insurance Regulatory and Development Authority has got
The Indian Institute of Insurance Surveyors and Loss
Assessors ( I1ISLA) incorporated on 4th October, 2005.

Notice calling for membership to I1ISLA was first given
on 26th November, 2005. It was followed up by another
notice on 11th January, 2006 wherein the One-time entry
fee and Annual membership fee to I1ISLA stood reduced.
The reduction in fee was in response to appeals from a
large number of surveyors and loss assessors who felt that
the fee initially proposed was high. The revised fee for
membership to IIISLA for all eligible surveyors and loss
assessors is as follows: One-time entry fee: Rs.5000/-
(uniform for all members); Annual Membership fee: Fellow-
Rs.2000/-; Associate- Rs.1500/-.

Following the reduction, the last date for submission
of applications has been extended from 24th January, 2006

to 28th February, 2006. Only those surveyors who apply
for membership before the due date i.e., 28/02/06 shall be
eligible to participate in the elections to the first Council
of the Institute. The Annual membership fee being collected
would be valid for the period upto 31/03/07. Those who
have paid membership fee as per notice dated
26th November, 2005 are being refunded the excess fee paid.

Details about IIISLA, including the application form
for membership along with instructions and the
Memorandum and Articles of Association, are available
on IRDA website www.irdaindia.org. Details may also be
obtained from the office of the IRDA/ITIISLA at 3rd / 5th
floors, Parishram Bhavan, Basheerbagh, Hyderabad:
500 004. Telephone Nos of Surveyors department are:
040 55626466, 040 55626467; General Telephone Nos are:
040 55820964, 040 55789768, Fax: 040 55823334.

Sd./
(C.S. Rao)
Chairman

irda Journal, March 2006



IN THE AR

Trainee Surveyors Examination

Dated 8" Feb.'06.

1. ALL THE APPLICANTS ENROLLED WITH
INSURANCE REGULATORY AND DEVELOPMENT
AUTHORITY AS TRAINEE SURVEYORS UPTO JUNE
30TH, 2005 (TRAINING ENROLLMENT NO. 3331 TO
3740) AND HAVE SUBMITTED THEIR QUARTERLY
TRAINING REPORTS WITH THE AUTHORITY ARE
ADVISED TO DOWNLOAD THE APPLICATION FORM
FOR INSURANCE SURVEYORS EXAMINATION AND
SUBMIT THE SAME ALONGWITH THE REQUISITE FEE
TO INSURANCE INSTITUTE OF INDIA, UNIVERSAL
INSURANCE BUILDING, 6TH FLOOR, SIR
PHEROZSHAH MEHTA ROAD, MUMBAI - 400001,
TELEPHONE NOS. 022-22872923 AND 22874722, FAX
NO.022-22873491.

2. CANDIDATES ARE ADVISED TO APPEAR FOR THE
EXAMINATION ONLY FOR THE RESPECTIVE
DEPARTMENTS FOR WHICH THEY ARE ENROLLED.

SURVEYORS WHO ARE LICENCE HOLDERS NOT
CATEGORIZED BUT ENROLLED WITH IRDA AS
TRAINEE SURVEYORS, LICENCE HOLDERS
ENROLLED FOR ADDITIONAL DEPARTMENTS,
PROVISIONALLY CATEGORIZED SURVEYORS AND
REPEATERS ARE ALSO ELIGIBLE TO APPEAR FOR THE
EXAMINATION.

3. THE LAST DATE OF SENDING APPLICATION FORMS
TO INSURANCE INSTITUTE OF INDIA, MUMBALI IS 20th
MARCH, 2006. INCOMPLETE APPLICATION FORM IN
ANY RESPECT WILL NOT BE ENTERTAINED.

4. THE FEE STRUCTURE IS AS FOLLOWS :-

ADMISSION FEE : Rs.150/-
SECTION -l (Compulsory Paper) : Rs.250/-

SECTION -II : Rs. 250/- per subject

5. EXAMINATION TIME TABLE IS AS UNDER :

SECTION SUBJECT NO. & TITLE

(W Section-1(S-01)
Motor Insurance

111 Engineering

Misc.Ins.
111 Fire Ins.
Marine Cargo

LOP
Marine Hull

EXAM.DATES TIME
07/05/2006 09.30am to 12.30pm
07/05/2006 2.00pm to 5.00pm
14/05/2006 09.30am to 12.30pm
14/05/2006 2.00pm to 5.00 pm
21/05/2006 09.30am to 12.30pm
21/05/2006 02.00pm to 5.00pm
28/05/2006 09.30am to 12.30pm
28/05/2006 2.00pm to 5.00pm

The Exam for Marine Hull i.e. SO4 and LOP i.e. SO8 will be held only at Delhi, Kolkata, Mumbai and Chennai Centres.

CONSULTANT AND SPECIAL OFFICER

In-principle approval for opening of new place of business

To Dated 20th Jan. 2006.

All the Insurers.
Dear Sir,

At present, the in-principle approval of IRDA to insurers
in respect of opening of new places of business do not
prescribe a time limit for the actual opening of offices. It
has been observed that some of the insurance companies
take an unduly long time to open new places of business
after obtaining the sanction for the same from the Authority,
defeating the objective of expeditious opening of branch
offices to provide better reach to the customer. It has
therefore been decided that effective from 1st January 01,
2006, new places of business should be opened within a

period of one year from the date of approval letter from
the Authority and after the expiry of the time limit,
insurers have to apply afresh.

2. Insurers are advised to review the existing position in
respect of the branches/offices where in-principle
approval of IRDA has been granted but the offices have
not been opened for more than one year thereafter and
furnish us the full details.

3. Insurers shall also intimate to IRDA henceforth, the
date of opening of the approved branch office, within
15 days of its opening.

Yours faithfully,
(C. R. Muralidharan)
Member
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|NSURERS & CORPORATE GOVERNANCE

- Iseverything hunky - dory?

"There have to be structures and mechanisms to keep the board accountable to
shereholders" opines G.VRao. He further adds " there has to be a balance of two

distinct powers."

Current state of governance:

In an industry, like insurance,
where the shareholding is still
restricted to one or two shareholders in
each company, the interests of the
unorganized stakeholders, particularly
the consumer community, can be well
protected by a good corporate
governance code. Insurance is a
financial safety net to those that can
afford to buy it. The entire citizenry of
India are its potential consumers.
Hence there is a national role envisaged
for these commercially minded
insurers.

How does the authority ensure that
the dominant shareholding in the
industry is working in the interests of
the consumers and not in self-interest?
Is prudent supervision of solvency of
insurers and regulations on protection
of consumer interests the only
mechanisms available to check
corporate behavior? There is a definite
need to involve consumers to express
their responses through a market
mechanism. Shifting business from one
insurer to the other or through
expression of complaints need not
necessarily be the only other
alternatives.

The Boards of the public sector
insurers do not presently consider
settlement of claims or any consumer
issues relating to them, as their
corporate responsibility. It is entirely
that of their Management's. How then
are they ensuring that the consumers,
who are dealing with them, are getting
a fair deal from the managements they
are supervising? Is it not their primary
duty to ensure that their managements
are dealing with the interests of their
consumers fairly and expeditiously?
What aspects of governance do the

Boards deal with, if dealing fairly with
consumer interests is not one of them?
To whom are they accountable and for
what? That is the crux of corporate
governance.

What this article will discuss?
This article will discuss a few
aspects of the need to have good

corporate governance standards, the
healthy relationship that should

Ownership structures and
lack of enforcement
capabilities have added to
the burden of poor
governance standards. The
ownership infrastructure
and cultural attitudes of
Indian market are different
from those in the developed
markets.

subsist between the boards and the
managements; and make a few general
remarks on the current state of
corporate governance practices in the
public sector units to highlight the
urgent need to strengthen the current
standards.

Pressures on good corporate
governance:

The recent highly publicized
corporate debacles of Enron and
WorldCom have thrown up an
increasing awareness in consumers and
the authorities, for good corporate

governance. New enactments have
sprung up in many countries to
improve the standards of corporate
governance trends.

What ails good
governance in India?

Though corporate governance
practices in India have picked up
momentum, there are factors that
inhibit its rapid growth.

1. High concentration of promoter
ownership companies.

corporate

2. Weak recruitment processes of
Directors.

3. Shortage of experienced
Directors willing to serve.

4. Poor focus of Directors on their
responsibilities.

5. Inadequate supply of
information for analysis of issues
by Directors.

6. Underdeveloped legal regime
that permits continuation of
existing inadequate systems of
control.

7. Intertwining of business and
political circles.

8. Individual performance
accountability not encouraged.

9. Conflict of interest situations are
too many.

As a result of these deficiencies,
corporate performance suffers and the
cost of capital increases. Ownership
structures and lack of enforcement
capabilities have added to the burden
of poor governance standards. The
ownership infrastructure and cultural
attitudes of Indian market are
different from those in the developed
markets.
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The foundations of good corporate
governance rely on:

1. Transparency on financial
reporting and the details of
disclosures.

2. Independence of auditors.

3. Independence and expertise of
the “independent directors”

4. Regulatory enforcement and its
oversight.

5. Legal systems to resolve disputes
early and with a sense of fairness.

Role of the Board;

The Board of Directors is the link
between the people who provide capital
(shareholders) and those (managers)
that use the capital to create value. Its
primary role is to monitor management
on behalf of the shareholders. There
have to be structures and mechanisms
to keep managements accountable to
the Board. Similarly there have to be
structures and mechanisms to keep the
Board accountable to the shareholders.
There has to be a balance of two distinct
powers.

Duties of Directors:

The Directors have two duties: duty
of care and duty of loyalty; the rest is
business judgment. Duty of loyalty
means unyielding loyalty to the
shareholders. Duty of care would mean
that a director must exercise due
diligence in making decisions. He must
discover as much information as
possible on the question at issue and
be able to show that, in reaching a
decision, he has considered all
reasonable alternatives.

In the case of Walt Disney vs. its
shareholders, it has been held that
when a director has demonstrated that
he has acted with all due loyalty and
exercised all possible care, the courts
will not second-guess his decision. In
other words, the court will defer to his
“business judgment”. Unless a decision
made by the directors is clearly self-
dealing or negligent, the court will not
challenge it, whether or not it was a
“good” decision in the light of
subsequent developments. A distinction

has been made by US courts between a
director making a wrong decision with
‘ordinary negligence’ but not acting in
bad faith and doing wrong with ill-
considered and reckless negligence.

The Board has responsibilities for
the following.

1. Supervise the performance of the
CEO.

2. Review and approve financial
objectives, major strategies and
plans.

3. Whether the resources are being
managed within the law, within
ethical considerations, and for
enhancing shareholder value.

Boards are found to be
usually reactive and not
proactive. They may
exercise negative virtues of
compliance.

4. Review the adequacy of systems
of internal control to mitigate risk
exposures.

5. Provide advice and counsel to the
management.

The Board is expected to ensure that
the performance of the corporation is
efficient; but not to run its day-to-day
administration. Itis responsible for the
overall picture, not the daily business
decisions. Its job is all to do with
creating momentum, movement,
improvement and direction. It has to
create tomorrow’s corporation out of
today.

But who is responsible for the
company? The Board or the
Management? It is the Board that bears
responsibility; but in practice it is the

management that has the
infrastructure, expertise, time, control
and information. Given this

management domination, how can a
Board exercise its responsibility? Who
actually wears the crown?

The paradox is how to allow both
to have dynamic control without
diminishing initiative and motivation
of either. The tension between them is
to enhance creativity and productivity.
What information should the Board
have for that purpose?

1. Financial statements; and plans
and reviews.

2. Market intelligence about
competitors.

3. Newspaper reports; and
regulatory circulars and issues..

4. Management Committee

meetings’ minutes.
5. Consumer issues.
6. Employee attitudes.

Boards are found to be usually
reactive and not proactive. They may
exercise negative virtues of
compliance. Making sure that things
are running in order may be good
enough. But its main job is to oversee
management is effective and satisfy
itself that the management is solving
company problems and is risk-taking
enough to build improved

performance.

Role of CEO:

What one wants from a CEO is that
he is able by virtue of ability, expertise,
resources, motivation and authority, to
keep the company not only just ready
for change but ready to benefit from
changes, and ideally to lead them. The
CEO must be powerful enough to do
the job, but accountable enough to do
the job correctly. The decisions he
makes should be in the long-term
interests of the shareholders.

Who is in the best position to make
a decision about the direction of the
corporation, and does that person or
group have the necessary authority?
That is determined by two factors:
conflicts of interest and information.
Decisions must be made with the
fewest of conflicts and most
information.



Accountability must come from
within; and that requires a corporate
governance system that is itself
accountable. It must be continually re-
evaluated so that the structure itself
can adapt to changing times and needs.

Corporate governance in Public
sector units:

The Board comprises of the CMD,
two Executive Directors, three nominee
Directors and four independent
Directors, in all ten Directors. Since
these companies are not ‘listed’
companies, the compliance with the
provision of appointment of
independent directors is voluntary, as
itis still not a legal provision under the
Companies’ Act. The Boards have set
up Audit Committees, Investment
committees, IT committees and
Personnel and Administration
Committees.

The most important aspects of
corporate governance to be performed
by the Board are the supervision of the
performance of Management through
proper discharge of its statutory
responsibilities; enforcement of
effective internal control systems;
ensuring operation and monitoring of
adequate and proper risk assessment
procedures; and putting in place a
progressive customer grievance
handling mechanism. These issues are
basically dealt with based on agendas,
minutes of the meetings recording
decisions and directives after
deliberations at the Board meetings for
follow up.

It is understood, from a study made
by a consultancy source on the current
standards of corporate governance and
other issues in the public sector units,
that the quality of the corporate
governance is inadequate.

¢ The corporate vision, the mission
statement, the long term and
short-term goals with specific time

frames and the corporate
strategies for their realization are
absent.

¢ The budget is not owned by any
one and is not monitored at any
time during the year for variance
analysis, on any parameter other

than premium growth, and is
never measured except at the end
of the year as a statutory
obligation. As such, the Board gets
no opportunity to make any
contribution in controlling,
monitoring and directing the
management for corrective
actions.

¢ Notes on 50% of the topics of the
agenda to be deliberated upon are
tabled on the day of the Board
meeting. Most agenda items are
circulated on routine issues for
information.

¢ The Board does not enjoy any
independence in decision-making
and looks to the directives and

It is understood, from a
study made by a
consultancy source on the
current standards of
corporate governance and
other issues in the public
sector units, that the quality
of the corporate governance
is inadequate.

)
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guidelines to be issued by the
owner, i.e. Govt. of India.

¢ The Boards currently function
more as compliance agencies
under the Companies Act rather
than as important corporate
entities that are accountable for
superior corporate performance.
There is no ownership for the
results of performance or the lack
of it.

¢ The internal control systems are
poor; and inadequacies noted and
highlighted are rarely rectified due
to lack of functional accountability.

o The full complement of the Boards
is not in place at all times.

ISSUE FOCUS

The final conclusion of the study on
the risk analysis of the current
corporate governance practices, based
on certain self-chosen parameters, was
that the elements of the risk factors are
“High” in most cases.

The way out — partially?

These deficiencies can be radically
changed, if a part of the shareholding
is divested and the companies, both in
the private and public sector, are
market “listed’ to fulfill stricter norms
of corporate governance that SEBI
imposes on them. The corporate
performance needs to be subjected to
public scrutiny through movement of
share prices.

India having adopted market based
policies to boost economy and with
insurance being an industry that
potentially covers the entire
population, like the banking industry,
the sooner it is subjected to a market
scrutiny, the better corporate behavior
can one expect. The power to supervise
the corporate behavior must be passed
on to the public through share listing,
so that the Boards and the
managements are held accountable to
the investors and consumers.

The current shareholders need to
build pressure on managements to cut
the unacceptably high transactional
costs and to deal with consumers in a
much fairer manner.

Corporate governance, in normal
parlance, deals with improving the
shareholder value. In the current
situation, which is unlikely to change
in the near future, it should deal with
giving consumers affordable products
by cutting internal costs and providing
consumers with a mechanism for fair
and expeditious settlement of their
grievances. The involvement of the
Board is necessary in both these
measures.

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

- Lessons to be learnt

"We don't have to accept that the world has become a less ethical place and learn to live
with it. Even if it has, we can change it" say Dr. K.C. Mishra & Dr. Geetanjali Panda.

Modern society can place individuals
in situations where they find
themselves at odds with principles of
personal ethics and character. Our
desire for independence and freedom
has left us less community-oriented.
Our pursuit of happiness in the form of
wealth has made a disturbing degree
of socially acceptable greed and
selfishness. Our ability to demonstrate
integrity is challenged by conflicting
values and social imperatives. Seven
accepted principles of personal ethics
and character encompass:

Willing compliance with the law
Refusal to take unfair advantage
Concern and respect for others
Prevention of harm
Trustworthiness

o vk wnNPE

Benevolence
7. Fairness

Individuals in a monetized society
constitute the community of corporate
citizens. Unlike democratically elected
leaders, nominated leaders lead the
corporate citizens. Either through
referent power or through control
power, such leaders assimilate the
functional characteristics of corporate
citizens to carve out criticality of
corporate intentions. Sum total of such
criticality of corporate intentions
manifests as the spirit of time and
determines the corporate governance
order of the environment.

Corporate governance mainly
concerns matters of how ownership
influence should be exercised in stock
market listed companies. But
fundamentally, Corporate Governance
is about promoting corporate fairness,
transparency and accountability.
Functionally, Corporate Governance

means doing everything better, to
improve relations between companies
and their shareholders; to improve the
quality of Directors; to encourage
people to think long-term, to ensure
that information needs of all
stakeholders are met and to ensure that
executive management is monitored
properly in the interest of shareholders.

Our pursuit of happiness

in the form of wealth has

made a disturbing degree
of socially acceptable
greed and selfishness.

SRVEc
an

Corporate Governance becomes an
organic system when companies are
directed and controlled by the
management in the best interest of the
stakeholders and others ensuring
greater transparency and better and
timely financial reporting. All such
amplifications give a broader meaning
to corporate governance than its role
as flair of the time for protection of
shareholder value in stock market
listed companies.

In recent years, the issue of
institutional owners’ responsibility as
owners has come into focus and is being
debated more frequently. The main
reason for the greater interest in these
matters is the rapid rise in institutional
ownership during recent times. During
the last 25-year period, institutional
ownership in the Indian stock market
has risen to as high as 80% of the
market’s total value creating a large

volume of static equities. The trend
toward greater institutional ownership
will most likely continue. However,
such ownership can entail a risk for
unclear ownership responsibility and
role of corporate governance becomes
more pronounced.

Another side of the spectrum is
large Government ownership. Former
RBI Governor, Dr Bimal Jalan, once
said the nation should debate whether
corporate governance is compatible
with the present form of public
ownership as it makes the head of the
institution accountable to political
institutions such as the government
and not to economic institutions such
as boards of directors. Obviously, this
leads to a dichotomy that, in turn,
causes sub-optimality in corporate
governance.

Corporate scandals precipitated by
alleged accounting practices that
included padded and manipulated
earnings, masked expenditures, off-
the-books personal loans and
questionable off-balance sheet
partnerships are at the core of the
crisis of faith in corporate governance.
Investor confidence is frequently
shaken.

Some issues are clearly and easily
black and white, with obvious right
and wrong choices. Most are part of a
very large gray area further
complicated by the fact that an
intelligent person can come up with at
least one logical argument against
each of the ethically sound governance
principles.

Insurance companies are important
constituent of Corporate Governance
order of any environment cohort.
Corporate governance stake of



insurance companies may not be
difficult to scout without dwelling on
the basics.

1. Corporate Governance of
insurers as corporate entities;

2. Corporate Governance by
insurers as institutional
investors in corporate entities;

3. Corporate Governance as a
business opportunity for
insurers.

Corporate Governance of insurers
as corporate entities

Regulations provide for dilution of
ownership holding of Indian insurance
entities in due course. The conditions
for Indian insurance companies’ share
holdings will be changing in several
essential aspects in the near future.
These changes will also intensify the
focus on corporate governance matters.

An even larger sense, the rise of the
corporate governance mentality is tied
to a new enlightenment regarding the
nature of capital in world markets.
Recently U.S. Securities and Exchange
Commission Chairman Arthur Levitt
made some observation at an insurance
industry forum. “Corporate governance
springs from a much deeper well. It's a
by-product of market discipline and the
information explosion has redefined the
markets. Unless there’s high quality
financial information governed by
corporate oversight, capital will flow
elsewhere. Markets exist by the grace
of investors. In an era where investors
shift money freely, the challenge for
insurance companies is how to reconcile
their activities with long-term
sustainability. Does a company expect
its board to ask tough questions, to
challenge management? Every public
company should have an independent
audit committee and the SEC has
adapted rules to strengthen audit
committees. Why am | so obsessed
about this? There’'s no greater way to
lose confidence than by those numbers.
Corporate accountability is at the heart
of what companies must do and
insurers should not engineer their
numbers as already regulatory
opinionated probability has done

enough engineering in both sides of the
balance sheet.”

Directors of insurance companies
need a few unique skills due to nature
of business they are going to govern.
Some of the attributes are common to
all business but some are special to
insurance as enumerated below.

¢ Being dynamic and dedicated in
all insurer’s activities;

¢ Having self-confidence to work
under non-deterministic
situations;

¢ Enjoying work in the Board and
the time they spend with other
Board Members;

¢ Encouraging new ideas and
thinking in insurer not arresting
them;

The conditions for Indian
insurance companies’ share
holdings will be changing in
several essential aspects in

the near future. These
changes will also intensify
the focus on corporate
governance matters.

¢ Keeping an open mind, listening
and learning from others in the
expanding world of insurance;

¢ Being prepared to share ideas
and thoughts with the company
management;

¢ Recognizing and rewarding co-
operation and franchise which are
the corner stone of insurance
business;

¢ Developing the skills of insurer’s
employees;

¢ Being concerned for delivering on
promises;

¢ Inducing teamwork to deliver the
best result;

ISSUE FOCUS

¢ Showing trust through allowing
delegation;

¢ Actively standing up for what
they believe in;

¢ Dare to challenge the ways
insurer is working;

Going beyond the comfort zone;

Setting challenging targets and
facilitating hard work to achieve
them;

¢ Ensuring insurer’s performance
to always exceed the
expectations; and
¢ Inspiring and encouraging
management to give their best.
Corporate Governance should
obviously ensure governance but with
quality of decision-making, efficiency
of benchmarking and in-built
flexibility to accommodate the
certainty of change. Like any other
Board, an insurance Board should
have audit committee, nomination
committee, compensation committee,
risk management committee (of the
nature of ALCO), executive committee
(as standing committee of the Board),
conduct review committee, market
operation guideline committee,
investment committee and compliance
committee.

Corporate Governance by
insurers as institutional investors
in corporate entities

Insurers are an important class of
institutional investors. According to
corporate governance policy, Insurer
must be able to cooperate with other
major owners on corporate governance
matters, mainly regarding the election
of directors. This cooperation should be
concentrated on those companies in
which insurer owns a significant share
of the capital.

The so-called percent rule is being
liberalized from statutory to
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prudential. Until now this rule has in
principle prohibited Indian insurance
companies from owning shares in a
company corresponding to more than a
statutory percent of the voting rights.
When insurance companies exercise
corporate governance in other
companies, they must take a broader
view of these questions than other
owners.

Consequently, in addition to the
interests of its own shareholders,
insurer must observe the following:

¢ The policyholders’ interests and
the legal restrictions on insurance
companies’ investments - spread of
risk, liquidity, etc;

¢ Regulatory and Supervisory
Authorities - Insurance companies’
operations are subject to IRDA
regulations and supervision
buation needs of all stakeholders
are ms the conglomerate nature of
functions may attract oversight by
other regulatory authorities like
SEBI for investments, PFRDA for
pension business and RBI for
Forex and Money Market
involvements;

¢ The public and the media - the
insurance sector is dependent on
The public’s trust, and operations
are the focus of extensive media
coverage. In light of the above,
insurer’s Board of Directors have
to adopt corporate governance
policy for the insurer business. The
policy should pertain to the
insurer’s share holdings in listed
Indian companies (external
corporate governance) and, where
applicable, for insurer itself as a
listed company (internal corporate
governance).

The institutional activism
movement has not lacked for skeptics
even internationally. Business leaders
and politicians have argued that large
insurers lack the expertise and ability
to serve as effective monitors in the
market for corporate control [e.g.
Business Week (1991), Cordtz (1993),
and Wohlstetter (1993)]. Others have

noted that parastatal insurers are
subject to pressures to avoid activism
and instead aid the objectives of
politicians [Romano (1993)]. A lack of
accountability, an absence of
appropriate incentives and free-rider
problems may also hinder institutional
activism efforts. [Admati, Pfleiderer
and Zechner (1994); Monks (1995) and
Murphy and Van Nuys (1994)]. One
way for institutions to reduce free-rider
problems among themselves and to
sidestep political pressure is to create
an organized third party monitoring
organization. Such an organization can
serve as a focal point for diffuse
investors and can enhance credibility
when challenging management. In
principle, organized institutional
shareholders can exercise significant

Whilst management of
reputation should be an
integral component of good
management, often it
is left to chance.

clout at a fairly low cost because of
economies of scale in activism [Black
(1990)]. IRDA should facilitate such a
formation.

Corporate Governance as a
business opportunity for insurers

Corporate Governance requires fair
deal, fair competition and fair
information collection. Lack of such
practice gives rise to liability
consequences most often no-fault
liability. Here is a business opportunity
for insurers.

Fair deal envisages employees not
to take unfair advantage of anyone
through manipulation, concealment,
abuse of privileged information,
misrepresentation of material facts or
any other unfair-dealing practice. Fair
competition always attempts to
compete fairly and honestly and

prohibits conduct that unethically
seeks to reduce or restrain competition.
Company will not attempt to collect
competitor’'s information through
misrepresentation or unethical
business practices. Company will
never ask for confidential or
proprietary information or ask a client/
ex-employee of a competitor to violate
a non-compete or non-disclosure
agreement. There are liabilities at
even Board level for such breaches.
Insurers can create business products
as follows:

¢ Directors’ & Officers’ Liability
Insurance - In the current
market, directors may find they
are not as protected by insurance
as they thought and there may
be ever expanding need for
newer coverage and greater
premium;

¢ Enterprise Risk Management - If
companies are going to genuinely
govern in the interests of
shareholders they need to
understand their full risk
picture. Any gaps in provision
could be seen as corporate
governance failing. Such risk
identification may give rise to
outsourcing of risk management
expertise of insurers; and

¢ Reputation Risk Management -
Whilst management of
reputation should be an integral
component of good management,
often it is left to chance.
Corporate Governance ensures
adequate insurance coverage
against the losses arising out of
reputational risks.

Insurers comprehensive exposure
to another business should be a cause
of action for corporate governance.
Insurance Information Institute
illustrates this while analyzing the loss
of US$3.796 billion to insurance
industry on account of failed power
major Enron. Of the total loss of
insurance industry 64% was on
account of investments in Enron, 26%
for surety recalled, 7% for
miscellaneous claims, 2% financial
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(Governance Code for the Indian Insurance Indugtry

—An Overview

In the area of corporate governance in India, the approaches would require to be refined.
However, the task of the regulatory bodies would be considerably eased once proper governance
standards are in place, observes R. Krishna Murthy.

Corporate governance simply put is
just being honest about in every way
an enterprise is run governing
relationship with every stakeholder in
the company.

While honesty is the best policy
everywhere and at all times, it needs
to be practiced particularly in the case
of insurance industry which bears a
fiduciary relationship with clients, and
where the industry is judged by its long
term performance. At a time when
financial institutions are increasingly
under public scanner; and some of the
icons in the insurance industry in
mature markets are under attack for
breaking laws and their key
management personnel charged for
personal aggrandizement; the issue of
corporate governance acquires new
dimension.

Urgency in India

There are four major factors why
drawing up a set of governance
standards for the Indian insurance
industry, covering life as well as
general insurance companies, public
and private sector, is important at this
stage.

Firstly, in life insurance, a well
drafted governance code and their
adherence would help to shore up the
level of public confidence in the new
generation insurance companies, which
seem to suffer in comparison to LIC due
to the absence of a level playing field,
with the insurance policies issued by
the latter carrying the stamp of
sovereign guarantee. While there is
reportedly a move by the government
to level this field by removing the
privilege enjoyed by LIC, it is perhaps
quite a long way off. Meanwhile, as an
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industry which engages with clients on
long term contract, the new generation
life insurance companies should be
keen to have a set of standards against
which they could benchmark their own
governance to strengthen the public
image that the new players can be
considered as trustworthy and
dependable as their public sector
counterparts.

There are plans to pave
way for the entry of large
number of players to open

business in specialized

insurance fields such as
health insurance by
relaxing the capital and
solvency rules.

Secondly, the Indian insurance
industry is set to witness a major phase
of change, and possibly explosive
growth, with the lifting of the foreign
equity cap and dilution of domestic
promoters’ stake in the foreseeable
future, as well as removal of tariff
regulations in the non-life sector. There
are plans to pave way for the entry of
large number of players to open
business in specialized insurance fields
such as health insurance by relaxing
the capital and solvency rules. We
would possibly witness more foreign
firms entering the country, and key
management personnel with limited
industry experience representing
domestic and foreign partners running
the companies.

At the same time, the existing
companies in the life insurance sector,
along with facing competition from
new players, will probably grapple
with greater operating challenges,
such as increasing number of maturity,
death and other claims on the
cumulative business built by them over
the last few years. We need good
governance standards against which
the companies’ conduct and
performance would get measured in
this backdrop. On the general
insurance side, with the industry
moving away from the tariff regime,
there are going to be plenty of issues
concerning fair play, transparency and
policyholder servicing.

Thirdly, the need for proper
governance standards in the insurance
industry assumes importance in the
context of the Indian corporate sector
getting ready to accept and live up to
a set of corporate governance rules,
thanks to the initiatives taken by the
securities market watchdog during the
last two years. Companies that are
listed in the stock exchange, and
having paid up capital of Rs. 3 crore or
net worth of Rs. 25 crore or more would
now need to abide by the new code.
SEBI has boldly introduced a system
of disincentive-cum-penalty for
defaulting companies: they run the
risk of being de-listed from bourses, or
the promoters being fined up to Rs.25
crore (the highest in the corporate law
book) or face imprisonment up to 10
years. Since insurance companies are
not likely to get listed in bourses in the
near future and would remain closely
held companies, they need to conform
to a set of governance rules to
reassurestakeholders about their
standards of performance and conduct.



Fourthly, there is increasing
evidence of public sector financial
institutions evincing interest to enter
insurance business in partnership with
foreign insurance firms, and in some
cases as three-way partnerships with
private corporate enterprises. While a
few such ventures have recently been
licensed, several more are set to take
off in the life and non-life sectors.

There is ambivalence whether such
‘public-private’ partnerships are
subject to the rules normally applicable
to PSU enterprises. PSU managements
in general have no uniform views in
regard to the applicability of corporate
governance standards to them. It is
important that insurance ventures
promoted by PSUs are governed by
clear governance principles to send the
right signals that they are viable and
dependable stand-alone entities in their
own right. On a wider context, this
would reinforce the grounds on which
the financial sector convergence is
taking place in the Indian market.

Key Principles in the Indian
context:

The OECD has defined corporate
governance as a set of relationships
between a company’s management, its
board, its shareholders and other
stakeholders. Corporate governance
provides the structure through which
the objectives of the company are set,
and the means of attaining those
objectives and monitoring performance
are determined. Corporate governance
is of course an ongoing process. While
the set standards may undergo revision
based on experiences and developments
in the market, the core principles would
remain unchanged.

From an insurance company
perspective, corporate governance
involves the manner in which the
business of the company is governed by
its board and the senior management,
relating to four key elements:

i. How the company set its
corporate objectives, including
the expected rate of return on the

shareholders’ funds. IRDA
requires insurance license
applications to describe from the
first stage (R-1), the objectives of
the company and its vision and
mission, as well as details of the
financial returns anticipated by
promoters from insurance
operations. The financial
accounting rules in the Indian

insurance industry require
companies  to segregate
policyholders’ funds and

shareholders’ funds at any given
time, and conduct the
transactions pertaining to

shareholders’ funds in a manner
that is fair to the policyholders.

The most important
aspect of governance code is
to ensure that the collective
expertise is available on the

board to meet the
competitive challenges of
the market place while
maintaining soundness of
the company.

ii. How the day to day affairs of the
insurance company are proposed
to be run in every functional area
in the company, and what kind
of internal controls are sought to
be established and enforced.

iili. How the company proposes to
align the activities and the
behaviour with the expectation
that the company would operate
in a safe and sound manner and
in accordance with the applicable
rules and regulations.

iv. How the company would protect
the interests of policyholders.

Board and its responsibilities:
While the IRDA licensing norms
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require that the company is run by
persons who are ‘fit and proper’ for the
respective positions, the regulator has
largely left issues concerning the
constitution of board and defining its
responsibilities to the wisdom of the
promoters. The most important aspect
of governance code is to ensure that the
collective expertise is available on the
board to meet the competitive
challenges of the market place while
maintaining soundness of the
company. It is important to ensure that
board members, especially those
appointed to represent the
policyholder interests, are qualified for
the position, and they have a clear
understanding of their role and are
able to exercise sound, independent
judgment — duty of loyalty as well as
duty of care.

There are five key aspects of
governance expected of boards in
insurance companies:

¢ Setting and enforcing clear lines
of responsibility and
accountability throughout the
organization. In insurance
companies where the risk
experience emerges over several
years, demarcating areas of
responsibility, and ensuring that
there is an appropriate oversight
by the senior management in
every functional area are crucial.

¢ Periodically assess the
effectiveness of the company’s
own governance practices with
due understanding of the
regulatory environment, identify
areas of weaknesses and make
changes where necessary.

¢ Regularly assess that the risk
management systems and policies
in the company are sound; and
they are rigorously adhered to.

¢ ldentify, disclose and resolve
conflicts between the personal
interests of promoters; as well as
senior managers and the
company. The conflict resolution
issue is particularly important
where the insurance operations

irda Journal, March 2006
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are part of a large business group
or a financial conglomerate.

¢ Oversee that every type of
communication to clients and
potential clients is clear, fair and
not misleading.

It is important that the board
consists of persons who have the
expertise, as well as ability to commit
sufficient time and energies to fulfill
their responsibilities. The Board
members should regularly meet with
the senior management, as well as the
internal audit team, to monitor
progress towards the corporate
objectives. They should however never
participate as members of the board
with the day to day management of the
company.

The board as well as the senior
management would need to ensure that
the corporate objectives and the
corporate values are clearly set, and
they are clearly communicated
throughout the organization. As they
say, the tone is always set at the top.

Organizational structure and
functioning:

The board should exercise oversight
in regard to all policy formulations
governing the operations of an
insurance company, such as investment
policy; underwriting policy; product
development and risk management
policy; and take responsibility for
overseeing the management’s actions to
ensure their consistency with the
policies approved.

Senior managers contribute to an
insurance company's sound corporate
governance by exercising proper
oversight over line managers in specific
business areas in a manner consistent
with the policies laid down by the
board. The senior management is
responsible for proper delegation to the
staff, while at the same time being
cognizant of the responsibility on their
part and accountability to the board to

oversee the proper exercise of the
delegated responsibility. It is therefore
important that senior management
ensures an effective system of internal
controls.

The important role of competent
and independent; internal and external
auditors in enforcing proper
governance is well known. The board
and the senior management can
enhance the effectiveness of the audit
function in insurance companies by
recognizing its importance and the
internal control processes; and
effectively communicating the same

throughout the organization. In our
current stage of market development

The senior management
is responsible for proper
delegation to the staff, while
at the same time being
cognizant of the
responsibility on their part
and accountability to the
board to oversee the proper
exercise of the delegated
responsibility

where several issues concerning
premium accounting and reconciliation
are emerging; as the insurance buying
is spreading to far flung areas and
covering various strata of population,
timely audit is an important function.
It is an equally important corporate
governance principle that the findings
of the auditors are utilized in a timely
and effective manner to correct the
problem areas.

Corporate governance standards
should address corruption, self-dealing
and other illegal or unethical practices
in insurance companies. There should

be a policy to encourage whistle
blowers, as well as support employees
to freely express and point out
violations to board or senior
management without fear of reprisal,
either openly or anonymously.

Compensation policies and ethics:

There are already issues surfacing
in the Indian market concerning the
appropriateness of compensation
policies in insurance companies.
Failure to link compensation and
incentives to senior management to the
long term business goals can result in
actions that can run counter to the
policyholder interests. In general, the
compensation policies should be
consistent with the culture of the
insurance company, its long term
objectives and strategy. It is important
that the remuneration policies should
not be linked to the short term
performance of the company.

PSUs and governance:

Keeping in mind the growing
phenomenon of state-owned and
government controlled banks and
financial institutions promoting
insurance ventures in India in
partnership with foreign firms, or in
equity share relationship with private
corporate enterprises; the governance
principles should address the conduct
and behaviour of such multi-party
owned entities.

Where such entities are subsidiaries
of government owned banks, there are
new dimensions to the governance
principle to be addressed, since the
governance codes would affect both the
boards of the PSU parent as well as
the hybrid subsidiary. In the discharge
of the corporate governance
responsibilities, the parent boards
should exercise due oversight of the
functioning of the subsidiary (and even
where the parent’'s holding in the
insurance venture is below 51%), by
duly recognizing the material risks and



issues that could impact the insurance
entity.

The corporate governance structure
and enforcement would to a large
extent be influenced by the manner in
which the parent bank conducts its own
governance. It is important that the
PSU parent allows the insurance entity
to set its own governance standards. In
multi-party promoted ventures, it is
also important to pay attention to the
scope of preferential treatment of
related parties and favoured entities
within the promoter groups, and lay
down governance standards to avoid or
minimize conflicting situations.

Such group dimensions are already
receiving attention at the regulator’s
level. The initiative taken by RBI to set
up a mechanism to track systemic risks
posed by financial conglomerates in
India is in the right direction. As a new
concept in India, the approaches would
require to be refined. However, the task
of the regulatory bodies would be
considerably eased once proper
governance standards are in place.

Transparency as the core of
governance:

The importance of transparency as
the core principle in corporate
governance is well known. Weak
transparency and inadequate
disclosures tend to fuel market
skepticism, and in a newly de-regulated
and long term oriented industry, this
could affect the interests of all
stakeholders.

It is well known that complex
ownership structures contribute to
opacity. While listed companies are
generally more transparent, closely
held firms suffer on this account by
comparison. The Indian insurance
regulations emphasize the importance
of transparency in every aspect of
company operations. At the current
stage, there is quite a way to go for
companies to achieve the desired levels
of disclosure.

Accurate and timely disclosure of
information in insurance companies
should be in place in every area of
operation. Such disclosures are
desirable by way of annual reports
released by companies, as well as
through their websites, covering
various areas, more particularly the
following:

¢ Board structure and senior
management structure

¢ The company’s self-determined
code of conduct, if any, and the
process by which it s
implemented, including a self-

Weak transparency
and inadequate disclosures
tend to fuel market
skepticism, and in a newly
de-regulated and long term
oriented industry, this could
affect the interests of
all stakeholders.

assessment by the board of its
performance relative to the code

¢ The special obligations of the
insurance company under the
regulations, such as the rural and
social sector obligations; and the
level of their fulfillment

¢ Nature and extent of inter-party
transactions within the
promoter groups; and matters on
which the directors and senior
managers have material interests
on behalf of third parties.

¢ Important aspects of performance
that have a bearing on the safety
and solvency, such as claim ratios
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better than industry averages or
internally projected levels,
unexpected depletion in the value
of assets; and actions or warnings
issued by regulators.

¢ Information on the number of
cases of policyholder complaints or
disputes; and directives against
the company issued by
Ombudsman or other consumer
protection bodies.

While financial statements may be
posted on the website, every
policyholder should be entitled to ask
for a full set of account statements
including notes and the supporting
schedules.

Existence of sound corporate
governance standards lowers the
moral risk hazard from the regulatory
viewpoint. IRDA should view corporate
governance as an important element
of policyholder protection. Corporate
governance codes and the earnestness
of insurance companies to adhere to
them would encourage regulation to
place more reliance on the internal
processes in insurance companies; and
thereby becoming less strict or more
pragmatic in operational areas, as for
example, relaxing the rigours of ‘File
and Use’ process for product approval.
The level of self-policing by the players
is indeed a barometer of maturity of
the market, since sound corporate
governance serves as bedrock to build
public trust and confidence.

Mr.R.Krishnamurthy is the Managing
Director of Watson Wyatt Insurance
Consulting. He is the former MD &
CEO of SBI Life Insurance Co. Ltd.
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GOVERNANCE DECISIONS

- Sructures To Help Directors Reach The Point

"The outward signs of good governance did not correlate with good decisions
inside the boardroom" says AsAwin Parekh, commenting on the Enron debacle.

For more than a decade, investors
world-wide have been searching for the
outward features of governance that
promise good decisions within the
boardroom. What corporate
foundations are required for unbiased,
thoughtful, hard-hitting and timely
decisions when boards convene behind
the closed doors?

The article discusses the structures
and the governance framework which
would help the directors and senior
managers of the insurance companies
in India to prepare for these
expectations

For insurance companies in India,
it is perhaps as critical, if not more to
examine salient structures to help
boards reach the desired point. The
ownership pattern and therefore the
stakeholder expectation will reach new
heights once these companies ready
themselves to go to the capital markets
and get listed.

The outward signs are important,
since directors rarely reveal anything
about decisions taken inside the
boardroom. Shareholders learn the
director’s identities from annual
reports but virtually nothing about
what they have done. In the absence of
direct data, outward appearances have
come to serve as useful proxy — if the
board includes respected directors,
independent committees and
performance-based compensation, then
it is more likely, so the argument goes,
to make good and timely decisions.

We define governance decisions as
those moments when directors face a
relatively discrete opportunity to
commit company resources to one
course of action or another. Inaction in
the face of such an opportunity should
also be seen as a decision. Taken well,

N

such decisions can drive a company’s
growth; taken poorly, they can cause
the opposite. To see this we begin with
a comparison of directors at two
troubled US companies.

When governance decisions fail

The consequence of sub-optimal
board decisions is strikingly evident in
the 2001 bankruptcy of Enron. We have

The formation of a
partnership which
eventually was the special
purpose vehicle under which
the losses were stored was
the decision which started
the series of bad or ill-
informed decisions.

learnt more about its governance
decisions than at virtually any other US
company following the US Senate
subpoenas for director testimony and
records, as well as the investigation by
Enron’s post-bankruptcy board into
decisions made prior to bankruptcy.

The governing board of Enron met
many of the contemporary standards
for good governance. Its 13 directors
included just two company executives;
the size was small enough to keep
directors engaged; the board chair had
been separated from the chief
executive; the non-executive directors
were largely independent; and the
directors had adopted a strong code of
conduct.

Yet the outward signs of good
governance did not correlate with good
decisions inside the boardroom.
Despite appearances, the Enron
directors took a range of decisions that
directly contributed to the company’s
demise.

The formation of a partnership
which eventually was the special
purpose vehicle under which the losses
were stored was the decision which
started the series of bad or ill-informed
decisions.

Members of the Enron board
entered meetings ill-prepared to make
educated choices. They deliberated so
briefly that informed decisions were
unlikely; approved management'’s
illicit partnerships hastily and
exercised faulty oversight of the
conflicted decisions that followed.

When Governance decisions
succeed

The Enron board still might have
averted bankruptcy had it decided to
remove top management once it
became aware of how the partnerships
were being misused for executive gain.
A decade earlier, that was how the
Salomon Brother board saved its
company from damage brought about
by a rogue trader a chief executive who
failed to take timely action.

It is well known that when an
illegal bid for US$ 3.2 bn for US
treasury securities was reported to
Warren Buffett (outside director, then)
he took the reigns of Salomon with the
board’s vigorous backing. He forced out
the old management team and
installed his own. Instead of shredding
evidence, he turned it over to
investigators. Rather than delegating
enforcement to others, he named
himself the chief compliance officer.



Instead of suspending the code of
conduct, he insisted that any violation
of ethical standards, federal regulation
or public statute be brought
immediately to his personal attention.

Although Salomon paid dearly for
its rogue trader — customers fled,
shares dropped and fines topped
$290m- the firm survived, prospered
and was later sold to Travelers Group
for US $ 9bn.

The primary function of a board is
to protect investor’s equity — and to pick
quality managers to husband and
expand that equity. The Enron
directors, however, approved a chief
financial officer who hid critical
information from them, appointed a
chief executive who failed to supervise
the CFO, and accepted flawed
partnerships that they did not fully
understand. When it unraveled, none
stepped forward to spearhead a process
of housecleaning and restoration.
Building composition and policies
for board decisions

Taken together, these examples
point to the importance of preparing
boards for making good decisions.
Composing the board well and setting
the right policies are essential pre-
conditions for that.

The oversight team brought in to
resurrect Enron took the view that the
failure of its directors to protect the
company was partly a product of the
shortcomings of those that met in the
boardroom, and it replaced all board
members. So too did WorldCom and
Tyco in the wake of the decisions by
their boards that permitted executives
to mismanage their companies.

Consistent with what academic
research would recommend, new
directors for all three companies were
more independent of management and
brought stronger governance and
management backgrounds to their
boardrooms. The new boards were also
smaller than those that they replaced,
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and that too was consonant with what
research studies confirm: namely that
smaller teams (and smaller boards in
particular) generally make better
decisions. As a foundation for
governance decisions, board
composition matters.

Had they been in place in 2001, new
policy provisions from the New York
Stock Exchange and Securities and
Exchange Commission might have
prevented the lapses in governance at
Enron. For example, the NYSE’s new
rules for listed companies require that:

Good governance
decisions depend upon a
proactive board process and
a prescriptive governance
culture. These should be
viewed as necessary
additions to the board’s
composition and policies.

ISSUE FOCUS

¢ Non-executive directors
must regularly meet without
management.

Had Enron’s outside directors
met without the CEO from time
to time, their private misgivings
about the partnerships and the
CFO's personal gains might well
have congealed into a board
decision to retract them.

¢ Companies must have audit,
compensation, and
nominations/governance
committees that are
comprised of independent
directors.

If Enron’s audit committee had
not included two directors who
were not entirely independent,
it might have earlier questioned
the purpose of the company’s
increasingly questionable
special purpose entities, and it
may have recommended to the
full board that it reject
management’'s request for
approval.

¢ Companies must adopt a
code of conduct and disclose
any waiver of the code for
directors and officers.

If Enron had been required to
disclose publicly that it had
waived its conduct code to allow
its CFO to sit on both sides of
its partnership transactions, it
might well have pulled back
from its decision to do so.

While the US has spearheaded
reforms for better decision-
making in the boardroom,
comparable initiatives have
recently emerged elsewhere.
Companies in the UK, for
example, have been subject to
several waves of reform,
beginning with a 1992
commission headed by Adrian
Cadbury, to more recent ones
urging greater director
independence and stronger
audit committees. Similar
recommendations have been
issued by organizations in
Brazil, Canada, France,
Germany, Spain and the
European Union. India and
China are also moving in the
same direction.

Building the process and culture
for board decisions.

Good governance decisions depend
upon a proactive board process and a
prescriptive governance culture. These
should be viewed as necessary
additions to the board’'s composition
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and policies. They help to ensure that
the directors are asked to make the
major decisions but, at the same time
that they do not inadvertently slide into
management of the company.

Many companies are adopting issue
calendars and decision protocols as part
of a proactive process. The issue
calendar usefully requires that the
board address all major decision areas
on an annual cycle. The directors of one
major US company, for example,
evaluate the strategic plan in January,
the annual budget in March, past
performance in May, the operating plan
in June, executive compensation in
September and succession planning in
November.

The decision protocol, sometimes
termed the company’s “delegation of
authority”, outlines decisions that the
board must take or delegate to
management. One large company, for
example has adopted a decision protocol
that required directors to decide upon
the following issues; the annual
business plan capital structure and
indebtedness limits; officer hiring and
compensation; financial risk
management; company insurance
policy; transactions exceeding a
specified dollar threshold in the areas
of acquisitions and divestitures, capital
expenditures, litigation settlements,
tax resolutions, fines and penalties,
contingent liabilities, pension
contributions, restructurings, and
changes in accounting policies that
impact revenue or pre-tax income.

HBOS, one of the UK’s largest
financial services companies, is one of
the few companies that have made their
decision protocol public. The protocol
itemizes dozens of “matters specifically
reserved to (the board) for decision,”
including the company’s financial
results, executive remuneration,
transactions exceeding pound 50m,
significant changes in internal controls
and any new business that would

represent more than 1 per cent of the
group’s gross income or expense.

The issue calendar and decision
protocol create a clearer line between
the decisions that should be taken by
the board and those that should remain
with management. Of course,
additional board-worthy issues
inevitably arise throughout the year,
ranging from competitor challenges to
regulatory reviews, and here a pre-
established consensus among directors
and executives is essential for defining
responsibilities.

The issue calendar and
decision protocol create a
clearer line between the
decisions that should be
taken by the board and
those that should remain
with management.
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The emerging norm for governance
at many companies is to focus on the
“materiality” of an issue in deciding
whether it should go to the board for
resolution. Materiality is defined by an
issue’s potential for substantial gains
or losses for the company; whether the
matter is beyond the company’s normal
business; and whether it is likely to
have an impact on the company’s
strategy and reputation. If the issue is
material by any of those criteria, it
must go to the board for review and
decision.

To build an appropriate
prescriptive culture, directors and
executives are increasingly making a
habit of openly reviewing issues about
which the directors indicate what they
want to decide. An executive at a US

manufacturing enterprise spoke for
many in saying: “We are continually
going back to the board and asking:
‘What do you want to know more
about?”

Conclusion

In the wake of the present state of
the Indian insurance industry, the
structures and governance framework
should place equal emphasis on all the
three pillars of sound governance.

¢ Measurement — a high order of
measurement of risks; solvency
margins; capital management
embedded and appraisal;
reinsurance treaty performance,
should be articulated and
reported

¢ Suspension — both from within
and for compliance and beyond

¢ Market discipline and disclosure.

Under the attentive glare of
investors and regulators, directors of
companies ranging from Barclays to
Disney and Toyota have been working
hard in recent years to create boards
that meet contemporary composition
and policy standards. At the same time,
boards are also working to ensure that
they might make the right decisions
and, for that purpose, they are adopting
issue calendars, decisions protocols and
other governance norms. The result of
this should be greater director
vigilance, not only for guarding against
company malfeasance but also
ensuring that management has the
right strategy and chief executive for
reaching its peak point

The author is a Partner, National
Leader — Global Financial Service
with Ernst and Young. The views
offered above are his own and not
necessarily those of his firm.




CORPORATE GOVERNANCE

- In A Risk Basad Rating Environment

In a de-tariffed regime, governance for the insurers would be a different ball-game and various issues
would come up in the areas of fair rating, equitable policy conditions etc. feels Mr. PC. James.
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Insurance and

Governance

Corporate Governance is a subject
of significance for the insurance
industry. Insurers manage the funds of
the public, i.e. the premium of their
customers, as well as capital and other
resources on behalf of the shareholders.
Companies also have other
stakeholders such as employees,
partners, intermediaries, the
government and the society. There is a
growing concern that a company’s
accountability and transparency
requirements need to be aligned with
the expectations of stakeholders
concerned. Insurance Core Principles
No0.9 brought out by the IAIS
(International Association of
Insurance Supervisors), says that the
corporate governance framework
recognises and protects the rights of
all interested parties. Corporate
governance is thus required as a
voluntarist agenda for the Board and
the top management on how to oversee
the success and sustainability of the
organisation in the wider context of
satisfaction of all the stakeholders
concerned.

Business organisations work in an
environment of increasing risks. Risk
is anything that can impede on the
negative side or accelerate on the
positive side, the achievement of
business objectives. Responding to risks
involves instituting the necessary tools
to discover, analyse and make
transparent the potential risks. It also
means that while taking steps to
minimise or eliminate the downside of
risks, the upside that can be generated
by managing risks successfully needs
to be fully exploited. This linkage
between business objectives, risk,
controls and their alignment to
business outcomes is important for
enhancing shareholder and stakeholder
value. All successful companies excel
because they have the necessary risk
management capability, internal
control systems and procedures to

Corporate

sustain them. This naturally involves
Board level interventions in deciding
strategies and policies which can
ensure that the entire company
becomes risk aware; and has one
uniform ‘risk’ language in the
organisation.
Risks and Insurers

The core of insurance business is
the bearing of risks transferred to the

insurer by customer either through
intermediaries or directly. Based on

The core of insurance
business is the bearing of
risks transferred to the
insurer by customer either
through intermediaries or
directly.

acceptance of the risks and the
premium thereof insurers are subject
to various organisational risks which

are known as technical risks,
investment risks and other
operational risks. Technical or

underwriting risks include premium
deficiency risk, concentration risk,
catastrophe risks, frequency/severity
risks and so on. Investment risks
include credit risk, market risk
including interest rate risks, liquidity
risks etc. Various types of operational
risks also face insurers, just as they
do other business organisations. Such
risks include global risks; general,
economic and political risks; industry
risks; and company specific risks.

The Board is expected to have a
grasp of the strategic issues involved,
and set the necessary policies and
procedures regarding risk taking and
the desirable risk management

techniques. This enables the
organisation’s many layers and
operational lines to translate the need
for risk management into real and
verifiable activities including the
following:

1. The approach to risk taking.

2. The structure of limits and
guidelines governing risk
taking.

3. Internal controls including
management information
systems

Worldwide, companies are being

encouraged to go beyond legislative
and regulatory compulsions to where
good governance norms are self-
generated arising from the basic
fiduciary role of the Board and the top
management. As the insurance sector
grows, there will be a reduction of
supervisory resources and its place
will need to be replaced by self-
regulation and betterment through
various self-governing mechanisms.
This will ensure that the company is
operated in accordance with the best
standards of business and financial
practice.

From the point of view of the
regulator and others, corporate
governance is necessary to promote
transparent and efficient markets. It
helps to lay a strong and sustainable
foundation to the business model the
Board wishes to set up so as to exploit
market opportunities. Business risks
that need to be tackled include demand
risks where customers or intended
customers do not buy; competitive
risks, whereby the initiatives taken by
competitors can upset strategies
drawn up; and capability risks, where
the company’s value proposition does
or does not match the requirements of
the market. A company’s readiness to
be aware and act in these areas
originates at the level of the Board and
the top management. Failure to
understand, report and be accountable
for such risks, make companies face a

irda Journal, March 2006
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heightened probability of not meeting
the expectations of stakeholders.

Risk Governance

When insurers are set to move from
arule based tariff regime to a risk based
pricing environment, risks for such
insurers generate both opportunities as
well as vulnerabilities. Risk exposures
heighten because the deeply held
mental models of yesterday which were
versed in interpretation of given rules
need to move onto divination of an ever
changing risk landscape in the many
businesses that the company may wish
to offer protection. The Board needs to
put in place new mental models and
systems thinking that can create and
nurture the necessary skills of seeing
the insurable world in the hard reality
of risks and realistic pricing of such
risks without the comfort of tariffs.
Similarly it is to be ensured that the
independence of the risk-assuming
function is clearly maintained and not
subordinated to the compulsions of
those departments not familiar with the
discipline of insurance risk and pricing
characteristics. Guidelines will need to
be given for the disciplined application
of underwriting powers, with clear
reporting lines and accountabilities.
The underwriting department must be
endowed with stature, experience and
authority to carry out its expected
functioning. There must be the planned
churning and rotation of personnel to
garner ever richer experience and bring
in new learnings, experience and
perspectives. New skills and knowledge
will have to be built up and must flow
through the organisation to ensure
constant upgradation and
benchmarking against the best in the
market. Risk specialists need to be
encouraged to probe and question till
satisfactory answers and solutions are
obtained, and there should an openness
that is not afraid to challenge the
‘experts’.

Regulatory requirements and
Corporate Governance

Sensitivity to regulatory
requirements is an important part of
corporate governance. Companies need
to guard against possible clash between
the interests of the policyholders and
the owners of companies. It is well
accepted that having satisfied and
happy consumers is good business, and
the Board needs to continuously

strengthen the alignment of interests
between the company and its
consumers through better governance
standards. Compliance management is
the beginning of corporate wisdom and
is an expression of the willingness to
develop the continuum towards
developing self-accepted norms of
governance based on an inclusive
agenda that looks to the betterment of
all interests in a holistic manner. A
disdain for regulatory accountability as
manifest in non-compliance of laws,
regulations, guidelines is indicative of
a mindset that may block
internalisation of the best practice
codes that can help to enhance business
success.

Insurance also involves issues of
public good; and the legislative and
judicial intent wherever spelt out and
point to the development of the

Compliance management
Is the beginning of corporate
wisdom and is an expression
of the willingness to develop

the continuum towards
developing self-accepted
norms of governance based
on an inclusive agenda that
looks to the betterment of
all interests in a holistic
manner.
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business in the best interest of the
community, need to be kept in mind
while dealing with business practices.
This means that insurers are prevented
by the intent of law and judicial
precedents from acting in a manner
that is arbitrary, unfair, untenable or
adverse to the interest of the consumer.
Thus there cannot be arbitrary freedom
for private contracts. Corporate
governance would have to internalise
the nature of insurance business in the
context of the law of the land and
should keep in mind the moral and
social responsibilities involved while
fashioning the templates of corporate
success. Various issues thus come up

in the areas of fair rating, equitable
policy conditions, proper disclosures,
acceptable methods of solicitation,
terms of renewal, cancellation of
policies, loading of premium, denial of
insurance, repudiation of claims and
so on. These will need to be addressed
and homogenised across the company
to prevent regulatory or judicial
strictures that can have a bearing on
the reputation or legitimacy of the
insurer. Failing to meet society’s
expectations can pose risks to
organisations and at the same time a
proper understanding and effective
management of generally recognised
social duties can help to build
shareholder value.

Corporate social responsibility is
also an area which, if neglected, can
pose risks for insurers. Managing
community perceptions backed by
beneficial action in the area of social
good can help to reduce downside risks
and also open up opportunities for
profitable business as those excluded
from the benefits of developmental
insurance are far too many.
Involvement with social concerns
including lack of protection to the vast
majority who are excluded owing to
poverty or ignorance helps to build up
long-lasting intangible assets for the
company. It helps not only to capitalise
on community resources and reduces
regulatory intervention but also helps
to obtain competitive advantage from
a long-lasting fund of public goodwill.

Board'’s Concerns for smoothening
the Rollover Detariffing involves
serious transitional issues especially
for the older insurers. Active
involvement of the Board and the top
management is required along with
massive investment of time and money
in establishing proper systems through
necessary hardware and software, as
also in training of underwriters and in
creating the necessary data
infrastructure and its learning context.
In particular, the following areas
would be important in the context of
corporate governance.

1. Detariffing must not degenerate
into mindless rate cutting and so
called ‘cash-flow’ underwriting.
Equitable rating and solvency
issues are paramount in
disciplined underwriting. Hence
clear guidelines from the level of



Board must be given, drawing up
the methodologies of ratemaking
and also wherever possible guide
tariffs, so that individual discretion
at non-responsible levels is reduced
to the minimum.

. Underwriting must be supported
by a strong technical base. Rating
factors need to be identified for
every sub-class, and every type of
risk. The required data needs to be
captured in respect of every risk
underwritten and every claim
lodged. Collection, compilation and
analysis of data will form the
bedrock of developing underwriting
expertise. Similarly pre-acceptance
risk inspections and data generated
by claim surveys and inspections
will also form important part of the
knowledge bank for underwriter.

. Delegation of authority will be
based on the knowledge of the
person concerned based on
experience as well as
qgualifications. There must be
proven ability to evaluate all risk
factors. The financial implications
of underwriting decisions on
factors such as adequacy of
pricing, the concentration of risks
written, the frequency/severity
aspects, etc. will need to be
understood by persons who are
vested with discretionary
authority. Responsibility needs to
be fixed so that delegated powers
are used only as desired.

. Determining the basis of rating.
Rating can be on the basis of class
for which internal tariffs can be
developed. Rating can also be on
community basis for risks such as
group health or PA, where there
is an incentive for communities/
groups to reduce risks and obtain
favourable terms. Finally rates can
be fixed on individual basis
depending on the uniqueness of the
risk and the financial magnitude
justifying individual rating. In all
these cases a base rate has to be
set; and loadings and discounts
should apply based on risk
perceptions, backed by factual risk
features.

. Ready availability of insurance
should be ensured at fair terms for
all customers. In the restructuring
that may take place on account of

detariffing it will be unfortunate if
the normal insurances enjoyed by
the public prior to detariffing are
not available readily under internal
tariffs and at fair terms.

6. Underwriting audit programmes

must be instituted to check the
adequacy of pricing and other
disciplines of underwriting and
compliance to internal tariffs.
Justification of rates, whether
individual or class, needs to be
examined by the audit department;
and necessary correctives need to
be suggested for implementation.

7. Training of underwriters and

setting up of R&D for developing
underwriting practices is to be
institutionalised. New product
development based on sound
market research and innovation in

Collection, compilation
and analysis of data will
form the bedrock of
developing underwriting
expertise. Similarly
pre-acceptance
risk inspections and data
generated by claim surveys
and inspections will also
form important part of the
knowledge bank for
underwriter.

areas that can capture value

for the organisation in containing
risks for the consumer would be a
core task to meet competitive
challenges. Detariffing will see the
emergence of many new
competencies and differentiations
which  will help  market
development.

8. In moving from tariff policy

wording to more innovatively
packaged products, insurers would
need to ensure that that there are
even more disclosures to avoid
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consumer confusions, through
transparent and logical
presentation of covers and
benefits.

9. Finally customer service and
grievance handling need to become
a thrust area in the detariffing era
for the Board, as there are bound
to be dissatisfactions that could
arise from the asymmetries
perceived in the changeover.
Alleviating the difficulties of the
average consumer in times of
possible uncertainties will help to
win goodwill of the public and the
regulator as well as the consumer
bodies.

Customers of an insurer look to the
company to meet promises made to
protect as per its licensed mandate.
Insurance is a complex business built
around the promise to cover and pay
on the occurrence of the specified event
i.e. loss occurring. The customer is not
the expert on insurance and hence
relies on the integrity and skill of the
insurer to meet the obligations as
promised. Insurers thus need to
consider meeting their obligations not
only in the end by paying claims when
covered losses occur, but also upfront
in their readiness to cover fairly and
equitably so as to enable consumers to
take on economic risks that are
necessary to create dynamism and
momentum in the economy.

If insurers do not stand in the shoes of
the consumer through the guiding
hand of voluntary governance codes,
the long term well being of the
organisation would get jeopardized
leading to losses for the stakeholders.
Corporate governance forms the right
platform of internal voluntary
empowerment that allows companies
to play their due role in the interest of
all as per the genuinely developed
strategic vision.

The author is Executive Director
(Non-Life), IRDA. The views expressed
here are his own.
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CORPORATE BEST PRACTICES

- RECOMMENDATIONS FOR DIRECTORS

For ensuring good corporate governance, the importance of overseeing the various aspects of
the corporate functioning needs to be properly understood, appreciated and implemented

avers Vepa Kamesam.

What Is Corporate Governance?

Before entering into a threadbare
discussion about the nuances of
corporate governance, let us look at
some of the fundamental definitions.

The Noble laureate Milton Friedman
defined Corporate Governance "as
conducting the business in accordance
with owner or shareholders' desires,
which is synonymous with making as
much money as possible, while
conforming to the basic rules of the
society embodied in the laws and the
local customs." This definition clearly
underpins the shareholders capitalism.
Yet another definition reads "Corporate
Governance means doing everything
better, to improve relations between
companies and their shareholders; to
improve quality of outside Directors; to
encourage people to think long-term; to
ensure that information needs of all
stakeholders are met and to ensure that
the executive management is monitored
properly in the interests of
shareholders."

The OECD definition reads as
under:

"The corporate governance structure
specifies the distribution of rights and
responsibilities among different
participants in the company, such as,
the board, management, shareholders
and other stakeholders, and spells out
the rules and procedures for making
decisions on corporate affairs. By doing
this, it also provides the structure
through which the company objectives
are set, and the means of attaining those
objectives and monitoring performance."

The Former President of the World
Bank J. Wolfensohn is quoted as saying
"Crporate Governance is about
promoting corporate fairness,
transparency and accountability.”
There could be many more, but
historically attention was paid to the
subject following the collapse of Savings
and Loan companies in USA in the mid
1980's and the SEC of USA taking a
tough stand on the same. It is ironical
that once again it was the US which
brought in Sarbanes Oxley Act and

along with it very stringent measures
of Corporate Governance. In passing, |
may add that there is no corresponding
legislation in India. Later, Adrian
Cadbury report was an important
milestone which spelt out 19 best
practices called the "Code of Best
Practices", which the companies listed
on the London Stock Exchange, began
to comply with. | would very quickly
list some of those guidelines applicable
to the Directors, Non-executive
Directors, Executive Directors, and
others responsible for reporting and
control.

Relating to the Directors the
recommendations are:

+ The Board should meet regularly,
retain full and effective control over
the company and monitor the
executive management.

+ There should be a clearly accepted
division of responsibilities at the
head of a company, which will
ensure balance of power and
authority, such that no individual
has unfettered powers of decision.
In companies where the Chairman
is also the Chief Executive, it is
essential that there should be a
strong and independent element on
the Board, with a recognized senior
member.

¢ The Board should include non-
executive Directors of sufficient
caliber and number for their views
to carry significant weight in the
Board's decisions.

o The Board should have a formal
schedule of matters specifically
reserved to it for decisions to ensure
that the direction and control of the
company is firmly in its hands.

¢ There should be an agreed
procedure for Directors in the
furtherance of their duties to take
independent professional advice if
necessary, at the company's
expense.

« All Directors should have access to
the advice and services of the
Company Secretary, who is

responsible to the Board for
ensuring that Board procedures
are followed and that applicable
rules and regulations are complied
with. Any question of the removal
of Company Secretary should be a
matter for the Board as a whole.

Relating to the Non-executive
Directors the recommendations
are:

+ Non-executive Directors should
bring an independent judgement
to bear on issues of strategy,
performance, resources, including
key appointments, and standards
of conduct.

e The majority should be
independent of the management
and free from any business or
other relationship, which could
materially interfere with the
exercise of their independent
judgement, apart from their fees
and shareholding. Their fees
should reflect the time, which they
commit to the company.

+ Non-executive Directors should be
appointed for specified terms and
reappointment should not be
automatic.

+ Non-executive Directors should be
selected through a formal process
and both, this process and their
appointment, should be a matter
for the Board as a whole.

For the Executive Directors the
recommendations in the Cadbury
Code of Best Practices are:

« Directors' service contracts should
not exceed three years without
shareholders' approval.

+ There should be full and clear
disclosure of their total
emoluments and those of the
Chairman and the highest-paid
Directors, including pension
contributions and stock options.
Separate figures should be given
for salary and performance-related
elements and the basis on which
performance is measured should
be explained.

Author acknowledges published reference material from several sources from OECD / BIS / IAIS / RBI bulletins / SEBI / Academy of

Corporate Governance Hyderabad and several other reports on this subject.



+ Executive Directors' pay should be
subject to the recommendations of
a Remuneration Committee made
up wholly or mainly of Non-
Executive Directors.

And on Reporting and Controls the
Cadbury Code of Best Practices
stipulate that:

+ Itis the Board's duty to present a
balanced and understandable
assessment of the company's
position.

+ The Board should ensure that an
objective and professional
relationship is maintained with the
Auditors.

¢ The Board should establish an
Audit Committee of at least three
Non-Executive Directors with
written terms of reference, which
deal clearly with its authority and
duties.

+ The Directors should explain their
responsibility for preparing the
accounts next to a statement by the
Auditors about their reporting
responsibilities.

+ The Directors should report on the
effectiveness of the company's
system of internal control.

+ The Directors should report that
the business is a going concern,
with supporting assumptions or
qualifications as necessary.

The report created mixed feelings
and with some more frauds emerging
in UK, Governance came to mean the
extension of Directors' responsibility to
all relevant control objectives including
business risk assessment and
minimizing the risk of fraud. The
shareholders are surely entitled to ask,
if all the significant risks had been
reviewed and appropriate actions taken
to mitigate them and why a wealth-
destroying event could not be
anticipated and acted upon. The one
common denominator behind the
corporate failures and frauds was the
lack of effective risk management and
the role of the Board of Directors. When
it became clear that merely reviewing
the internal processes of control were
not enough and, therefore, risk
management had to be embodied
throughout the organization, an easy
solution was found by passing on this
responsibility to the internal audit.

In India, the CIlI came out with its
own views, but SEBI, as the custodian
of millions of investors came out with
its guidelines and Kumar Mangalam
Committee recommendations became
mandatory and, therefore, all the listed
companies were obliged to comply in
accordance with the listing agreement
with these Stock Exchanges. The clean
up of most companies has begun in a
big way and the Section 49 of the SEBI
Act has now almost become the
hallmark of compliance in this country.

The mandatory recommendations of
the Kumar Mangalam committee
include the constitution of Audit
Committee and Remuneration
Committee in all listed companies;
appointment of one or more independent
Directors; recognition of the leadership
role of the Chairman of a company;
enforcement of accounting standards;
the obligation to make more disclosures
in annual financial reports; effective use
of the power and influence of
institutional shareholders; and so on.
The Committee also recommended a few
provisions, which are non-mandatory.
Some of the mandatory
recommendations are:

+ The Board of a company should
have an optimum combination of
executive and non-executive
Directors with not less than 50%
of the Board comprising the non-
executive Directors.

« The Board of a company should set
up a qualified and an independent
Audit Committee. The Audit
Committee should have minimum
three members, all being non-
executive Directors, with the
majority being independent, and
with at least one Director having
financial and accounting
knowledge. The Chairman of the
Audit Committee should be an
independent Director. They are
responsible for balance sheet
compilation and clarificatory notes
appearing thereto; and to ensure
that sensitive information is not
tucked away in small print.

The Chairman of the Audit
Committee should be present at
Annual General Meeting to answer
shareholder-queries.

¢ The Company Secretary should
act as the secretary to the Audit
Committee.
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The Audit Committee should
meet at least thrice a year. The
quorum should be either two
members or one-third of the
members of the Audit Committee.

The Audit Committee should
have powers to investigate any
activity within its terms of
reference, to seek information
from any employee; to obtain
outside legal or professional
advice, and to secure attendance
of outsiders if necessary.

The Audit Committee should
discharge various roles such as,
reviewing any change in
accounting policies and practices;
compliance with accounting
standards; compliance with Stock
Exchange and legal requirements
concerning financial statements;
the adequacy of internal control
systems; the company's financial
and risk management policies etc.

The Board of Directors should
decide the remuneration of the
non-executive Directors.

Full disclosure should be made to
the shareholders regarding the
remuneration package of all the
Directors.

The Board meetings should be
held at least four times a year.

A Director should not be a
member in more than ten
committees or act as the
Chairman of more than five
committees across all companies
in which he is a Director. This is
done to ensure that the members
of the Board give due importance
and commitment of the meetings
of the Board and its committees.

The management must make
disclosures to the Board relating
to all material, financial and
commercial transactions, where
they have personal interest.

In case of the appointment of a
new Director or re-appointment of
a Director, the shareholders must
be provided with a brief resume
of the Director, his expertise and
the names of companies in which
the person also holds Directorship
and the membership of
committees of the Board.

A Board committee should be
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formed to look into the redressal
of shareholders' complaints like
transfer of shares, non-receipt of
balance sheet, dividend etc.

« There should be a separate section
on Corporate Governance in the
annual reports of the companies
with a detailed compliance report.

Apart from these, the Kumar
Mangalam Committee also made
some recommendations that are non-
mandatory in nature. Some of are:

+ The Board should set up a
Remuneration Committee to
determine the company's policy on
specific remuneration packages for
Executive Directors.

+ Half-yearly declaration of financial
performance including summary
of the significant events in the last
six months should be sent to each
shareholder.

+ Non-executive chairman should be
entitled to maintain a chairman's
office at the company's expense.
This will enable him to discharge
the responsibilities effectively.

It will be interesting to note that
Kumar Mangalam Committee while
drafting its recommendations was faced
with the dilemma of statutory v/s
voluntary compliance. One may also be
aware that the desirable code of
Corporate Governance, which was
drafted by CllI was voluntary in nature
and did not produce the expected
improvement in Corporate Governance.
It is in this context that the Kumar
Mangalam Committee felt that under
the Indian conditions a statutory rather
than a voluntary code would be far more
purposive and meaningful. This led the

Committee to decide between
mandatory and non-mandatory
provisions. The Committee felt that

some of the recommendations are
absolutely essential for the framework
of Corporate Governance and virtually
form its code, while others could be
considered as desirable. Besides, some
of the recommendations needed change
of statute, such as the Companies Act
for their enforcement. Faced with this
difficulty, the Committee settled for two
classes of recommendations.

SEBI has given effect to the Kumar
Mangalam Committee's
recommendations by a direction to all
the Stock Exchanges to amend their

listing agreement with various
companies in accordance with the
‘'mandatory’ part of the
recommendations.

For ensuring good corporate
governance in a banking organization,
the importance of overseeing the various
aspects of the corporate functioning
needs to be properly understood,
appreciated and implemented. There are
four important forms of oversight that
should be included in the organizational
structure of any bank in order to ensure
the appropriate checks and balances: (1)
oversight by the board of directors or
supervisory board; (2) oversight by
individuals not involved in the day-to-
day running of the various business
areas; (3) direct line supervision of
different business areas; and (4)
independent risk management and
audit functions. In addition to these, it
is important that the key personnel are
fit and proper for their jobs (this
criterion also extends to selection of
Directors).

RECENT DEVELOPMENTS

The Department of Company Affairs,
in May 2000, invited a group of leading
industrialists, professionals and
academics to study and recommend
measures to enhance corporate
excellence in India. The Study Group
in turn set up a Task Force, which
examined the subject of Corporate
Excellence through sound corporate
governance and submitted its report in
Nov. 2000. The task force in its
recommendations identified two
classifications namely essential and
desirable with the former to be
introduced immediately by legislation
and the latter to be left to the discretion
of companies and their shareholders.
Some of the recommendations of the
task force include:

o Greater role and influence for non-
executive independent directors

+ Stringent punishment for
executive directors for failing to
comply with listing and other
requirements

+ Limitation on the nature and
number of directorship of
managing and whole-time
directors

+ Proper disclosure to the
shareholders and investing
community

o Interested shareholders to
abstain from voting on specified
matters

+ More meaningful and transparent
accounting and reporting

+ Tougher listing and compliance
regimen through a centralized
national listing authority

+ Highest and toughest standards
of Corporate Governance for listed
companies.

+ A code of public behaviour for
public sector units

s Setting up of a centre for
Corporate Excellence

Recently, the Government has
announced the proposal for setting up
the Centre for Corporate Excellence
under the aegis of the Department of
Company Affairs as an independent
and autonomous body as recommended
by the study group. The centre would
undertake research on Corporate
Governance; provide a scheme by which
companies could rate themselves in
terms of their corporate governance
performance; promote corporate
governance through certifying
companies who practice acceptable
standards of corporate governance and
by instituting annual awards for
outstanding performance in this area.
Government's initiative in promoting
corporate excellence in the country by
setting up such a center is indeed a very
important step in the right direction.
Itis likely to spread greater awareness
among the corporate sector regarding
matters relating to good corporate
governance motivating them to seek
accreditation from this body.
Cumulative effect of the companies
achieving levels of corporate excellence
would undoubtedly be visible in the
form of much enhanced competitive
strength of our country in the global
market for goods and services.

A large number of public sector
companies both in the banking industry
and financial sector have on their
Boards representative of the
Government / Reserve Bank of India.
It is for debate whether functionaries
of the Government should sit on their
boards. While there is no easy or
straightforward answer to this
question, at some distant future it is
hoped, all the Directors would be truly
independent.



The subject is no doubt complex and
can be looked upon from various angles.
Frauds in the banking system are also
increasing but computer Management
Information Systems should be able to
detect them early and the Board must
have the will to deal with such mischief-
makers in an exemplary manner. Zero
tolerance should be the goal for frauds
in the banking system. It is the leader
at the helm of affairs who makes a
difference. A close coordination exists
through High Level Co-ordination
Committee (HLCC) between RBI, SEBI,
IRDA and the Secretary Finance,
Government of India who has a formal
structure for reviewing the affairs which
impact the whole financial system.
Although the US and UK models are
different, this model has served us well
and we seem to be comfortable to
continue with the same for some more
time to come.

It would be appropriate to dwell
upon the Corporate Governance
standards as applicable to the insurance
industry. Capital markets, banks,
insurers and other financial institutions
are all closely linked and international
benchmarks have been established and
adopted by the regulators under the
aegis of IAIS at Basle. The basic
principles are no doubt adopted from the
OECD model. Unlike active regulation
and supervision in the banking sector,
insurance regulations are still under
evolution as fundamentally the contract
of insurance is basically a promise to pay
at some time in the future. Events like
Enron, Sumitomo, 9/11 or even natural
calamities like the Tsunami or Katrina
can all change the risk comprehension
and call for superior underwriting and
actuarial skills. The problem of opacity
arises due to the underlying contracts
whose risk-return profiles keep
changing. Therefore, the asset liability
management in insurance companies
must be very dynamic and strategies
need to be fine-tuned on a continuous
and daily basis depending upon the
markets in which these companies
operate and the risks get covered.

Insurance industry is also
confronted with intensified agency
problems from informational
asymmetries and complex structures of
the principal-agent relationship and
often times, conflicts of interest arise
inter se amongst the insurance
companies and with other players in the
financial markets. Therefore, there is

a clear need for maintaining excellent
Corporate Governance standards in this
industry. The IAIS principle ICP 9 is
the anchor principle which gives the
entire criteria of the responsibilities of
the Board of Directors and the senior
management; and the oversight
responsibilities. Simultaneously it also
covers the relationship between the
responsible actuary and the board of the
insurance company. All the other
insurance core principles are cohesively
connected to ICP 9 and it is worth
referringto ICP 7, 8, 10, 13, 18 and lastly
to 26, which deal on the suitability of
persons; control measures and portfolio
changes; internal controls; inspections;
risk management and assessment; and
lastly information and disclosure
requirements. There is no escape from
the governance structure and the
guideline functions; and responsibilities
of the board covers inter-alia,
"Reviewing and guiding the strategy of
the insurance entity, including
reinsurance strategies; major plans of
action, risk policy related to the main
insurance risks and annual budgets;
approving the pricing strategy; setting
performance objectives; overseeing
auditing and actuarial functions/other
oversight structures; and monitoring the
administration of the insurance entity
in order to ensure that the objectives set
out in the by-laws, statues or contracts,
or in documents associated with any of
these, are attained (e.g. diversified asset
allocation, cost effectiveness of
administration, etc." The guidelines
further state "board members are
accountable to the entity's shareholders
and / or policy holders, or participating
policy holders and / or to the competent
authorities." The above guidelines got
modified in April 2005 by OECD
relating to the actuaries and boundaries
between life and non-life insurers and
the responsibility of the external and
internal auditor. Thus, although the
process of evolution is still taking place
in view of the peculiar situations faced,
there is a much greater need, so that
the highest ethics and corporate
governance are followed in the
insurance industry, so that men at the
helm of these Boards set exemplary
standards.

Finally, the four aspects of oversight
that should be included in the
organizational structure of any financial
institution to ensure appropriate checks
and balances are:

ISSUE FOCUS

(i) oversight by the board of directors
or supervisory board,;

(ii) oversight by individuals not
involved in the day-to-day
running of the various business
areas;

(iii) direct line supervision of different
business areas; and

(iv) independent risk management
and audit functions.

There is an entire subject called
"whistle blowing" and there is
enormous literature on this subject -
when to blow the whistle, who should
blow the whistle and where the whistle
should be heard. These are the
questions for which one needs to find
the answers between spate of
anonymous letters to which any one
working in public sector is used to and
honest officials are harassed sometimes
on one side and the damaging
investigative audit reports and
doctored balance sheets on the other
side. Somewhere in between lies the
governance and ethics; and standards
expected to be set up by the virtuous
men appointed for heading these
institutions. In such organizations the
shareholders and the other
stakeholders derive full value. It is
myopic, bordering on foolishness, to
look for astronomical return by the
shareholders, who would allow the
boards to indulge in unethical practices
like market rigging, insider trading,
speculation and host of other irregular
practices for the sole purpose of making
huge profits. One cannot argue that
the shareholder's value is enhanced by
higher profits and dividends are
distributed by the board acting merely
as an agent of the shareholder who
becomes the principal. Here lies the
real test of governance of the board of
directors walking the well defined,
honest and straight path in conducting
the affairs in the required atmosphere
of transparency seen and perceived by
all the stakeholders, the markets and
the regulators. Then only one can
confidently state that corporate
governance has taken firm roots in this
country.

The author is former Deputy Governor,
Reserve Bank of India; former
Managing Director, State Bank of
India; and presently Managing
Director, Institute of Insurance and
Risk Management, Hyderabad.
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T hird Quarter - 2005-06

INDIVIDUAL NEW BUSINESS FIGURES (INCLUDING RURAL & SOCIAL) FOR AND UP TO THE MONTH OF DECEMBER' 2005

SINGLE PREMIUM

NON-SINGLE PREMIUM

(Rs lakh)
PREMIUM POLICIES SUM ASSURED
S.Noj  PARTICULARS | Forthe | Uptothe | Forthe | Uptothe | Forthe | Upto the
month month month | month | month month
(1) @) (3) (4) (5) (6) (7 (8)
Non linked*
1 | Life
vith profit 2,00396| 16909.69 | 1507 | 21,621 | 200349 | 24,925.26
without profit 1818646 |  56,704.37 | 45444 | 215,076 | 4942849 | 245342.89
2 | General Annuity
with profit 1.00 5.00 2 6 2.08 8.30
without profit 15.50 100.67 10 m
3 | Pension
with profit 429.21 3,196.18 780 4,654 12.73 109.82
without profit 998.39 9,950.84 346 2,751 9.00 106.40
4 [Health
with profit
without profit
A. [ Sub total 21,634.58| 86,866.75 | 48,179 | 244,219 |51,545.79 |270,492.67
Linked*
1 | Life
with profit 4.85 4 4.24

(Rs lakh)
PREMIUM POLICIES SUM ASSURED
5.No.| PARTICULARS Forthe | Uptothe| Forthe| Uptothe| For the Upto the
month month | month | month month month
(1) @) (3) (4) (5) (6) (7 (8)
Non linked*
1| Life
with profit 11359274 |  688,363.38| 2,403,478 | 13,322,601| 2,155,886.23 | 11,465549.87
without profit 4856.86|  46,632.33] 94,258 | 1746868 216,675.28 | 3,142,299.29
2 |General Annuity
with profit 1136 78.53 130 i 215.90 1,448.48
without profit
3 |Pension
with profit 515.18 4,702.95 3213 36,140 213117 22,376.45
without profit 95.90 621.45 362 2,329
4 |Health
with profit
without profit 55.64 449,02 2,616 20,8841 10,036.10 71,229.16
A |Sub total 119,127.68 | 740,847.65(2,504,117 |15,129,5992,384,951.28 14,702,903.25
Linked*
1 | Life
with profit 3.80 82.45 -l 207 -140 486.57
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without profit 36,63837| 136232.74| 48397 | 174,110 | 55570.85 [163,258.55 without profit 5784216 28745291 193785| 939,.865| 47953032 | 2,597,049.28
2 | General Annuity 2 |General Annuity

with proft with profit

vithot profit 13.34 without profit 2,861.66 11177 1274 41,106 3,128.23 12,748.66
3 | Pension 3 |Pension

with profit 0.13 with profit 1.3 1817 2 15

without profit 50445.38| 41318329 | 140955 | 1216965 | 1120 |  40.72 Without profit 504031 2329295 10986| 72484 269.18 3,081.83
4 | Health 4 |Health

with profit with profit

without profit without profit
B. |Sub total 87,083.76| 549,434.35 | 189,352 |1,391,079 |55,582.05 |163,668.51 B. |Sub total 65,749.16| 317,974.25| 217,513 | 1,053,777| 482,926.33 | 2,613,366.34
C. |[Total (A+B) 108,718.34| 636,301.10 | 237,531 1,635,298 107,127.84 |434,161.18 (. |Total (A+B) 184,876.84 |1,058,821.90(2,721,630 (16,183,376/2,867,877.61 [17,316,269.59

Riders: Riders:

Non linked Non linked
1 | Health# 0.16 255 1 16 20.00 1 [Health# 66.74 314.15 2,531 22,19 353754 28,811.36
2 | Accidentirtt 076 1237 100 1,158 5750 01105 2 | Accident#t# 10.73 662.68| 30226 271,543|  9L,02851|  518,246.64
3 | Term 0.0 1.86 9 8 0.84 5171 3 |Term 8.22 7421 1,231 19,460 1,482.15 17,118.69
4 | Others 4 | Others 50.77 37164 788 7,744 439793 28,488.30
D. |Sub total 0.04 16.78 03| 1,256 58.34 992.76 D. |Sub total 196.46| 1,422.68| 34,776| 321,541 100,446.14 | 592,664.99

Linked Linked
1| Health# 0.38 128 5 7 700 2,85 1 |Health# 32.68 2164 1458 9,099  10,068.38 55,948.11
2 | hcidentest 0.90 341 % 85 6446 2363 2 [Accidentdt# 30.14 25351 7,055 50,740)  12,75054 88,304.43
3 | Tem 0.08 0.0 1 1 m 1 3 |Tem 8.42 45.45 789 5,086 1,802.68 10,668.53
4| Others 4 |Others 11.63 61.52| 2,012 12,401 228.48 1,371.59
E. | Sub total 1.35 479 35 109 7257 274,59 E | Sub total 82.87 58211 11314 71,326)  24,850.08 156,382.65
Fo | Total (0+E) 9.9 92157 138 1,365 13091 | 126735 F. |Total (D+E) 219.33 200479 46,090 | 398,867 125,296.22 749,047.64
6. | **Grand Total (C+F) 108,720.53 536.322.67 237|531 1,535,298 107,258.75 435’42&53 G. [**Grand Total (C+F) 185,156.18 (1,060,826.69(2,721,630 (16,183,376(2,993,173.82 |18,065,317.23

* Excluding rider fiqures.

** for policies Grand Total is C.

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

The premium is actual amount received and not annualised premium.
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T hird Quarter - 2005-2006

GROUP NEW BUSINESS FIGURES (INCLUDING RURAL & SOCIAL) FOR AND UP TO THE MONTH OF DECEMBER, 2005

SINGLE PREMIUM NON-SINGLE PREMIUM
(Rs lakh) (Rs lakh)
SNo|  PARTICULARS PREMIUM NO.OF SCHEMES|  LIVES COVERED SUM ASSURED SNo|  PARTICULARS PREMIUM NO.OF SCHEMES|  LIVES COVERED SUM ASSURED
Forthe | Uptothe [ForthelUptothel Forthe| Uptothe| Forthe | Uptothe Forthe | Uptothe [FortheUptothe(Forthe | Uptothe | Forthe | Uptothe
month month  |month| month | month | month |  month month month | month |month| month | month | month | month month
(1) 2) 3) @ 16 6] 0O 6 (9) (10) (1) () G| @ |G 6 O 6] © (10)
Non linked* Non linked*
1| Life 1 | life
a) (Group Gratuity Schemeg a) | Group Gratuity Schemes
with proft with profit
without profit 1784432 89,908.88 200{ 1100| 56,097| 412,330| 10,335.98| 165299.80 without profit 100891 230821 5| 29| 1560 20824| 50837 22,097.63
b) |Group Savings Linked b) | Group Savings Linked
Schemes Schemes
with profit with profit
Without profit 387.06| 209.75) 333| 1462| 27498 441,080|  5834.05| 410,714.33 without profit 1.33 1 1,014 1,332.30
¢) |EDLI ¢) | EDLI
with profit with profit
Without profit 25.55 37463 111 74| 360663 440518 14,561.96| 178,005.95 without profit 30.12| 386.14 22| 185| 29,944| 285706| 22,332.52| 239,001.03
d) |Others d) | Others
vith profi with proft 553| 3895 5| 23| 576] 7874 5479.21| 2341530
Without profit 4,079.87) 32,946.74| 1,056 7,922 | 375,634| 8,266,963 262,977.96| 2,905,569.54 without profit 584.60| 3.873.00 233| 1,797 | 228,642 1,353,394 212,239.96 2,207,857.95
2 |General Annuity 2 | General Annuity
vith profi 500642 50,23437) 1] 5| 365 2436 with profit
Without profit 1488.44) 4420192 2| 15 603 5113 without profit
3 |Pension 3 | Pension
with profit with proft
Without profit 2,051.00( 4146755 7| 62| 9962 48458 without profit 15.17 68.14] 1 1 124 804 5.00 191.50
4 |Health 4 | Health
with profit with profit
Without profit without profit
A, (Sub total 31,148.66| 261,243.84|1,710/11,307 |506,822(9,617,558 | 293,709.95(3,659,589.62 A. | Sub total 1,644.33| 6,675.77| 266 | 2,036 |260,846 1,669,616 | 240,565.06| 2,493,895.71
Linked Linked*
1| Lk 1| Life
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b)

)

d)

B. (Sub total

[ = e S

M S GO RO

6.

Group Gratuity Schemes
with proft
without profit
Group Savings Linked
Schemes

with proft
Without profit
EDLI

with proft
Without profit
Others

with proft
Without profit
General Annuity
with proft
Without profit
Pension

with proft
Without profit
Health

with proft
Without profit

Total (A+B)
Riders:

Non linked
Health##
Accidentdt#E
Term

Others

Sub total
Linked
Health##
Accident#E#
Term

Others

Sub total
Total (D+E)
**Grand Total (C+F)

141.49

.12

90.00

239.21
31,387.87

218
035

2.53

253
31,390.40

276132

363.13

245,09

3,375.54
264,619.39

2859
67.20

95.719

%.79
264,715.18

1
1,711

3
1,711

o>

1
11,314

2
18

39

3
11,314

1,651

1,651
508,473

2,876
6,080

8,956

8,956
508,473

3518

352

3,810
9,621,428

14,499
16,658

31,1517

31,157
9,621,428

1651

16.51
293,726.46

1,806.98
6,179.27

1,986.25

7986.25
301,712,711

3.18

352

38.70
3,699,628.32

23,942.62
148,733.05

172,675.67

172,675.67

3,832,303.99

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

# Al riders related to critical illness benefit, hospitalisation benefit and medical treatment. ### Disability related riders.
The premium is actual amount received and not annualised premium.

b)

)

[ = I S S

b o TS FURN NCRIN

Group Gratuity Schemes
with profit
without profit
Group Savings Linked
Schemes
with profit
without profit
EDLI

with profit
without profit
Others

with profit
without profit
General Annuity
with profit
without profit
Pension

with profit
without profit
Health

with profit
without profit
Sub total
Total (A+B)
Riders:

Non linked
Health#
Accident#£#
Term

Others

Sub total
Linked
Health#
Accident###
Term

Others

Total (D+E)

**Grand Total (C-+F)

98331

.02

344.19

721.09

2,061.62
3,705.95

0.38
176
0.01
0.00
2.16

2.16

3,708.11

8,749.46

361.94

667.48

10,982.29

20,761.17
21,436.94

13.96
2.4
0.05
0.80
31.25

31.25

21,474.19

1

13
219

219

133

1

53

205
2,24

I~
w o

50

2,241

23812

23

349

131

24,921
285,767

116
14,991

15,107

15,107

285,767

115,561

218

378

10,256

126,413
1,796,029

1,126
48,981
2

32
50,165

50,165

1,796,029

10,480.26

17.09

344.19

10,841.54
251,406.60

533.00
5,966.64

6,499.64

6,499.64

257,906.24

30,375.39

118.64

667.48

31,161.50
2,525,057.214

10,676.92
117,886.08
13.00
2,066.53
130,642.53

130,642.53

2,655,699.74
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STATISTICS - NON-LIFE INSURANCE

Renort Card: GENERAL

G. V. Rao

19.5 percent business growth in January 2006

Performance in January 2006

2006 has begun on a very promising
note for the non-life industry that has
seen a highly impressive growth rate
of 19.5 percent. The month is also
notable, as the established players
have cumulatively turned in one of
their best performances in the
financial year 2005/06, recording a

growth of 14.6 percent in their
premium income, despite National
Insurance keeping its lowering trend
in its premium income.

The industry's total accretion to
the premium income in January 2006
is about Rs.287 crore; the established

players have turned in an accretion
of about Rs.164 crore with the new
players contributing Rs.123 crore - a
reversal of trends usually observed
in the recent months. The new
players lead in this direction has been
reversed for the first time in the
financial year.

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF JANUARY' 2006

(Rs.in lakhs)
PREMIUM 2005-06 PREMIUM 2004-05 MARKET SHARE GROWTH OVER
THE CORRESPONDING
INSURER FOR UP TO FOR UPTO UP TO JANUARY, PERIOD OF
THE MONTH | THE MONTH | THE MONTH | THE MONTH 2006 PREVIOUS YEAR

Royal Sundaram 4,667.73 37,325.73 3,324.65 27,303.36 2.21 36.71
Tata-AlG 5,303.28 49,024.34 3,715.69 38,637.85 291 26.88
Reliance General 1,861.52 13,005.21 992.13 14,699.21 0.77 -11.52
IFFCO-Tokio 8,095.31 71,115.04 4,719.68 40,378.05 4.22 76.12
ICICI-Lombard 13,230.39| 135,463.85| 10,321.66 75,213.90 8.04 80.10
Bajaj Allianz 10,698.42| 107,030.08 9,254.31 70,161.92 6.35 52.55
HDFC CHUBB 1,721.36 16,008.10 1,455.10 14,297.95 0.95 11.96
Cholamandalam 1,783.82 19,426.35 1,321.39 14,505.40 1.15 33.92
New India 41,960.00 | 390,395.00 | 32,966.00 342,881.00 23.16 13.86
National 30,789.00 | 292,898.00| 31,433.00 315,754.00 17.38 -7.24
United India 25,149.00| 261,058.00| 22,711.00 247,436.00 15.49 5.51
Oriental 30,452.00| 292,935.00 24,874.00 256,574.00 17.38 14.17
GRAND TOTAL 1,75,711.84 1,685,684.70 1,47,088.62 1,457,842.64 100.00 15.63
SPECIALISED INSTITUTION:
ECGC 4921.05 46634.96 4385.81 41414.62 12.61

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

by ECGC would be indicated separately.

¢



Big five players of the month:

New India has dominated the
growth scene in January 2006 with a
record increase of Rs.90 crore,
followed by Oriental with Rs.55 crore,
Iffco-Tokio with Rs.34 crore, ICICI
Lombard with Rs.29 crore and United
India with Rs.24 crore. Out of the
total January accretion of Rs.287
crore, these five insurers alone
account for a cumulative increase of
Rs.232 crore (81 percent).

The performance of New India in
particular is outstanding with a
growth rate of over 27 percent.
Oriental's growth rate of 22 percent
is a shade lower but nonetheless it is
notable.

Among the new players, Iffco-
Tokio shines the best with an
impressive increase of Rs.34 crore
over its renewals of Rs.47 crore.

Performance up to January 2006:

The non-life industry has an
accretion of Rs.2279 crore increase at
an impressive growth rate of
15.6 percent. The new players have
contributed Rs.1532 crore
(52 percent), while the share of the
established players is Rs.747 crore
(6.4 percent growth).

Big five growth players till now:

ICICI remains at the top having
recorded an accretion of Rs.603 crore.
New India with Rs.475 crore, Bajaj
with Rs.369 crore, Oriental with
Rs.363 crore and Iffco with
Rs.307 crore are the rest of the five.
Cumulatively these five have
contributed Rs.2117 crore (amounting
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to 93 percent) to the total increase of
Rs.2279 crore by the industry. The
remaining seven players have turned
in a growth of Rs.162 crore.

Market shares:

The new players have raised their
market share from 20.2 percent at the
end of January 2005 to 26.6 percent
as at January 2006. This appreciable
margin of 6.4 percent increase in
their market share demonstrates the
dynamic role the new players have
played in widening the market and
how liberalization has made a
difference to the performance of the
industry.

The Govt. too benefits by these
impressive growth in premiums in
terms of collection of service tax levies
of 10.2 percent.

Likely future trends:

With detariffing on the anvil, how
will the market behave in the future?

STATISTICS - NON-LIFE INSURANCE

]

Frererm oy 11

= - Il E E ETEE
= e e B

Will it continue to grow at the
current pace? If the growth slides for
any reason, how do insurers propose
to meet the twin challenges of rising
claims costs and management and
distribution costs? Will scarcity of
reinsurance capacities
internationally affect the growth of
Indian market?

Will the service taxes go up in the
coming budget? If it does, will it
hamper the growth rates, as
insurance will become more
expensive to consumers?

The market is likely to face a few
exciting challenges in the coming
months. There is never a dull
moment in the non-life sector, either
nationally or internationally.

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




NEWS BRIEFS

Rajasthan government signed a MOU with Life
Insurance Corporation of India which envisages
providing life insurance cover to people living below
poverty line or marginally above that. The cover would
be extended to both urban as well as rural areas.

An expert committee of people representing the state
government and the life insurer is to be constituted in
order to extend social security and insurance cover to
weaker sections, it is reported. The committee would go
into all the issues involving the coverage viz. formulation
of the scheme, deciding the modalities for the
implementation of the scheme etc.

In this regard, the Chief Minister of Rajasthan, Ms.
Vasundhara Raje said that a comprehensive social
security scheme for the families living below the poverty
line and other marginalized groups was the need of the
hour. She added that the pact would provide the much-
needed assistance against the risks associated with
poverty and natural disasters, as per reports.

Insurance Cover Extended for Treatment
in India

In a trend-setting manner, an insurance firm of the
United States of America agreed to extend cover to one
of its clients in Chicago for undergoing treatment in a
Chennai hospital reportedly. Rakesh Ram Mahesh, a
three-year old boy was to be treated by a Chennai
hospital (Frontier Lifeline Hospital) as desired by the
boy’'s parents. The boy was diagnosed with Ventricular
Septal Defect (VSD); and a defect in the aortic valve
that needed an early correction.

The American insurance company went into the
historic performance and the track record of the
hospital with regard to details such as the number of
paediatric surgeries, mortality rate etc. Eventually, it
agreed to accept the bills for payment of the claim.
The parents of course, had to bear the cost of the flight
tickets and other incidental expenses.

Three Mumbai Hospitals Drop Dual Pricing System

Three major hospitals in Mumbai stopped practising
a dual pricing system under which they used to charge a
higher price from patients with cashless mediclaim
insurance, it is reported. Insurance companies have
earlier put these hospitals out of their panel as they were
charging a higher rate where bills were directly settled
by insurers. Subsequent to the scrapping of the dual
pricing system, health insurance policyholders can once
again avail the services of these hospitals for cashless
treatment.

It is being considered as a victory of sorts for the
insurance companies as the hospitals have agreed to have
a uniform tariff for those with and without insurance.
Insurance companies, as such would be paying the same
amount for all types of policyholders. Further, it is also
a victory in the sense that what remained a constant
issue of contention between insurance companies and

hospitals has been settled in this manner. The hospitals
have always been used to complaining about higher
administrative costs and delay in receiving payments.
The insurance companies, on the other hand, contended
that they had occasion to observe a variation in the
treatment costs by about 40-50 per cent for the same
treatment. The insurance companies have also agreed
to provide adequate float funds to third party
administrators in order that delay in payments is
reduced to a great extent.

The decision to put the hospitals back on their
panels was taken at a meeting between hospital
representatives and those of the public sector non-life
insurance companies. The ban on the hospitals earlier
was to bring down considerably the high claims ratios
in the health arena of these companies.

LIC Occupies 30 Place Globally

Life Insurance Corporation of India has been progressively losing its market share in the Indian market after
liberalization of the industry. However, it figures in the top 30 life insurance companies globally, in terms of premiums
as per reports. Its assets are reportedly worth over Rupees Five Lakh Crore (Rupees Five Trillion).

The life insurance behemoth, which is celebrating its Golden Jubilee this year, is placed at the thirtieth position,
as per the ranking exercise of Swiss Re. It is the fourth Asian life insurer to be in the top 30 and has a global market
share of 0.7%. The largest life insurance company in the world in terms of premium is the American International

Group (AIG) with a market share of 3.6%.

Reacting to the reports, Mr. AK Shukla, the Chairman of LIC said that this has become possible because of their
becoming aggressive in both the domestic and the international operations.




Max New York Lifeon the

L ookout for Partner

NEWS BRIEFS

Banking Software Giant Enters
Insurance Business

Max New York Life (MNYL) insurance company is on
the lookout for a public sector bank to partner it with a
minority stake. Reports say that rather than simply selling
insurance products through the bank’s network, a minor
stake in the insurance company would develop long term
interest and hence MNYL is willing to have an equity or
even a profit-sharing arrangement.

At a time when several banks are looking to enter life
insurance business, MNYL is interested in finalizing a deal
and hence is in talks with several banks. Mr.Gary Bennett,
the CEO of the life insurance company is reported to have
said that his company is looking at the possibility of roping
in banks as strategic partners by issuing fresh equity or
creating a special purpose vehicle (SPV) for fortifying its
bancassurance distribution net.

New York Life has profit-sharing arrangements with
several banks globally which is a universal trend to deepen
relationships by getting into an equity sharing
arrangement. MNYL is looking to implement this in the
Indian market reportedly.

At a time when several public sector banks in the
country are also on the lookout for entry into life insurance
business, it could lead to a profitable and symbiotic
relationship.

Reliance on an Expansion Spree

Consequent to being rechristened as Reliance Life
Insurance Company Limited, the company is looking to
open new branches to its number of 118 (originally of AMP
Sanmar Life Insurance) which are predominantly located
in South India. At the same time, the company hopes to
recruit around 600 more employees. Anil Dhirubhai Ambani
Group (ADAG) which is holding control of all the financial
services activities of the Reliance group would be in charge
of the life insurance firm also.

Reliance Capital which is the flagship company of the
Reliance group, owns the insurance companies and has
interests in such diverse areas as asset management,
mutual funds, general insurance, stock broking etc. apart
from the life insurance that it is venturing into now.

Bangalore-based software giant, I-Flex Solutions,
which has already entered banking in a big way, has now
entered the insurance sector in the Property and Casualty
(P & C) arena. Flexcube, which is a popular core banking
solution in the global market, is a product of I-Flex. The
company hopes to bring in its distinctive offshore and cost
advantages; and is offering a complete range of products
and services.

In the Indian domain, IT companies normally do
maintenance work for insurance clients but I-Flex is
reportedly providing solutions that will work on the
existing core system. The company acquired a major stake
in a Canada-based software firm that operates in the field
of insurance and that is what facilitated its entry into
insurance, it is reported.

HDFC Standard Life Premium Takes a
Quantum Jump

Private sector life insurer, HDFC Standard, has
reported an increase of 150% in its first year premium
income in the nine month period ended December, 2005.
The growth was achieved both in the total policies sold as
well as the average premium, it is reported.

The number of policies sold in the individual sector was
up by 80% in the first half of the financial year 2005-06.
The average effective premium went up by almost 90%
from Rs.15,000 to Rs.28,000. The CEO of the company,
Mr.Deepak Satwalekar reportedly said that the company’s
endeavour to provide high quality insurance solutions to
customers through quality pre-sales advice, based on a
sound need-based solutions approach; and their post-sales
service are responsible for the huge rise.

2006 SPRINGS A PLEASANT SURPRISE FOR NON-LIFE INSURERS

The non-life insurance companies in India had a bad time during the year 2004-05 facing huge losses due to a series
of calamities, reportedly. However, the new year began with a pleasant surprise in the form of no hardening of reinsurance

rates by the global reinsurers contrary to the expectations.

Mr. M. Ramadoss, CMD of Oriental Insurance Company is quoted to have said that no major hardening of reinsurance
rates was on the cards, but the rates would continue around the same level as during the previous contract term. The
rise was expected in light of the fact that the global reinsurers have themselves suffered heavy losses owing to the large
number of catastrophic losses like the hurricanes that hit the US coasts.
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TWO-FOLD RISE IN
INSURANCE FOR LOWER INCOME

GROUPS LIKELY

Over the next eight years, it is anticipated that the
number of insurance policies held by South Africans
with a monthly household income of less than R3000
would double, as per reports. The surge is anticipated
on account of the new initiatives being taken by the
life insurance industry through which accessibility of
the products is improved.

As per the new plan, life insurers are charged with
the responsibility of bringing freshness in the area of
life insurance products and making them more
affordable, easier to access and understand. About 40%
of South African households presently, which
constitutes about 11 million people fall under the lower-
income market segment.

It is this segment which is being targeted under
the new initiative as just about 12% of them have any
type of insurance. The market penetration is likely to
go up by about 22%, not very huge by any standards.
But considering the challenges in the field, it is quite
substantial; officials are reported to have said.

Officials admit that other essential expenses like
food, clothing and travel take precedence over
insurance; and some sort of financial education is
necessary in order that the importance of insurance is
understood. To add to this problem, most people in this
segment are engaged in informal employment thereby
making regular payment of premium that much more
difficult.

There is still optimism about this segment
contributing more to insurance as the growth potential
is faster and hence it is a strong business case for
companies to engage more in this market segment.

WHITE COLLAR CRIMES ON
THE WANE

Several categories of commercial crimes have been
exhibiting trends of lower incidence, as recent legislations
have made the authorities more to be alert, as per reports.
However, sophisticated criminals could still be on the lookout
for defrauding banks and financial institutions, as reported.

The drop in incidence has been noticed, of late, in areas
like cash-in-transit, bank robbery, crime syndicates aiming
at defrauding banks etc. The financial institutions have been
upgrading their surveillance methods in light of the new
legislations and this is believed to be the reason for the
noticeable fall in the crime rate.

There is an emphasis on the operational exposures of
the financial institutions as Basel Il compliance is drawing
closer, it is reported. The sudden increase in the risk
measures in these institutions is compelling the crime
syndicates to turn their attention towards softer targets like
garages and other small businesses.

Reports say that serious incidents in the area of major
financial crimes will immediately have a telling impact on
the insurance rates. Professional indemnity exposures of
financial institutions has been one area of sensitivity for the
insurers, it is reported.

Meanwhile, there has been a perceptible drop in the
area of motor theft and hijacking also reportedly. While
claims for accidents and repairing costs have been showing
a growing tendency, thefts and hijacking have reported a
drop by one thirds. Here, once again, the more stringent
practices of vehicle registration have been responsible for
the drop in the crime rate as it turns out to be harder for the
criminals to sell the stolen vehicles.

Aviva Enters Sri Lankan Market

Aviva plc has acquired a 51% stake in Eagle
Insurance of Sri Lanka. Thus Aviva has become the
major shareholder of the third largest insurer in Sri
Lanka. NDB, which is Sri Lanka’s largest development
bank, owns 27.42% of the company as per reports.

The Executive Director of Aviva International, Mr.
Philip Scott is reported to have said that the acquisition
would strengthen their position in the Indian sub-
continent as Eagle is very well established and is doing
successful business. He is further said to have added
that the bancassurance experience from India would be
leveraged in order to become the bancassurance pioneer
in Sri Lanka. On the other hand, learning from the direct
sales model which is so successful in Sri Lanka, is sought
to be transferred to India in order to boost the direct
sales in India.

Mr. Stuart Purdy, Managing Director, Aviva Life
Insurance Company India Pvt. Ltd. is quoted as saying
“We are really excited about our entry into the Sri Lankan
market. Aviva has grown rapidly in India by combining
its global expertise with the local talent. We are now
looking to replicate that in Sri Lanka. Eagle Insurance
has high quality management and corporate governance
and a core value system that is in line with Aviva's
philosophy. We are looking at synergies between our
operations overseas and Sri Lanka. Eagle will benefit
from Aviva’s expertise in bancassurance and Aviva's
modern products, while Aviva will benefit by leveraging
Eagle’s world-class direct distribution model.”



Australian Company
Acquiring Interest in Chinese
Insurer

Australia’s largest home and auto insurer, Insurance
Australia Group Ltd. is buying 24.9 per cent of China Pacific
Property Insurance Co., it is reported and thereby tapping a
market with good potential. It may eventually increase its stake
in the Chinese company to 40 per cent.

The Australian company has been in talks with the
Chinese company for the last one year. China Pacific is
reportedly commanding a market share of 12 per cent of
China’s property and casualty insurance market. The greater
access to foreign markets of the Chinese insurance business
is in line with its WTO pledges as also to reduce the burden
on a government which is committed to providing benefits to
several workers at state-owned companies.

For the Australian firm, the move is a part of its strategy
of expanding their portfolio of insurance assets in Asia. It has
about 40 per cent of the auto and home market domestically
and is under restriction from further expansion for anti-trust
reasons. The final purchase price for the deal has not been
finalized yet and is likely to take place after an audit under
the Hong Kong accounting principles.

New Rules for Improvement of Supervision Over
Life Insurers in China

China Insurance Regulatory Commission (CIRC), aiming at
better regulation in life insurance business, has issued two
provisional rules reportedly. They are The (Interim) Procedures
for Non-Site Supervision over Life Insurance Companies and The
(Interim) Measures on Evaluating Internal Controls for Life
Insurance Companies.

As a result of the non-site supervision, which aims at
improvement in the supervision efficiency of CIRC, life insurance
companies will have to face risk ratings and classification
supervision conducted by the regulator. These are aimed at
improving the indemnity capacity of domestic life insurance
companies.

The procedures will mainly bring under their fold companies
which have been operational for at least three years. The
regulatory commission will classify the companies each year into
four risk grades depending on their indemnity status. The classes
would be very high, high, medium and low. Supervisors will
conduct quarterly monitoring work over life insurance companies
in order to be in a position to caution them about the possible
indemnity risks.

Setting up internal auditing liability mechanism in life insurers,
which will help in improving the risk controlling capacity, is aimed
to be brought in by the rule on evaluating internal controls,
reportedly. An overwhelmingly high percentage of the problems
in life insurance companies in the previous year were first found
by the internal auditors. This has led to believing in the importance
of the internal auditing system and is expected to be very crucial
for improvement in governance and prevention of risks.

NEWS BRIEFS

Ethiopian Insurance Corporation
Promises New Services to
Customers

As part of its competitive strategy, the Ethiopian Insurance
Corporation (EIC) isset to launch new servicestoits customers,
assaid by Tewodros Tilahun, Managing Director, inan exclusive
interview with The Reporter. He is reported to have said that
investors keep asking for health insurance coverage which is
not existent in Ethiopia and as against medical insurance, it
would offer comprehensive coverage.

The company is also contemplating venturing into the
weather insurance domain under which the policyholder farmers
would be compensated for shortage of rainfall below a certain
level. A pilot project has aready been started, it is reported.

Apart from gainful insurance business, the company also
has local and overseas investments with a good rate of return.
Theinvestmentsreportedly arein reinsurance and export-import
banking business. It also has a stake in a pharmaceutical import
company. The emphasis is on short-term investments so that
liquidity is ensured as per reports.

The Financial Supervisory Service (FSS) of South
Korea has cautioned insurers to be careful against traffic
accidents that are being engineered to make large claims
of compensation. It isreported that members of organized
gangs pretend to be both perpetrators as well as victims
of the so-called accidents in order to extract large sums
of money from the insurers, as per reports.

Several gang members have been apprehended for
indulging in such crimes for utilizing the money for the
expenses of the organization. In some cases, even middle
school students have been found indulging in such crimes
and milked insurance companies of huge sums of illegal
insurance money.

Reports indicate that the stage-managed accidents
‘occurred’ mainly in the unearthly hours when officials
are not usually around to verify the documents. Insurers
have been asked reportedly to be additionally careful when
both the parties to the accident, viz. the offender as well
as the victim, are of the same age group; or are involved
in the accidents of similar nature, repeatedly.
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“We are really excited

“We are committed
to transparent communication with our
shareholders and the investment community,
and to upholding the highest principles of
corporate governance.”

Dan Amos, Chairman and CEO,
American Family Life Assurance Company (AFLAC)

about our entry into the Sri Lankan market.
Aviva has grown rapidly in India by combining its
global expertise with the local talent.
We are now looking to replicate that in Sri Lanka.”

Stuart Purdy,
Managing Director of Aviva Life Insurance Company.

“The markets move so fast,
opportunities must be created, and you
have to recognise those opportunities
and seize them,”

says Mr Bruce Bowers,
Chief Executive Officer of Allianz Asia.

“Chinese insurers are in
urgent need of higher returns.
Allowing them to buy into other
financial institutions means the barriers
between insurance, banking and securities
are disappearing.”

Dorris Chen,
a Shanghai-based analyst at BNP Paribas.

“We have to take a
pragmatic view and bear in mind
that longevity is possible because of
medical advancement. This technology is
likely to improve in time, especially with the
introduction of genetic advancement
that will open the gateway to organ
reproduction,”

C F Choy,
Chief Executive of HSBC Insurance.

“With two severe hurricane
seasons behind us, these findings
underline the fact that the need for cycle
management has never been more
crucial for insurers and reinsurers.
Ensuring strong financial performance remains
a priority for Lloyd’s, and is a key part of our
strategic plan.”

Lloyd’s Director of Worldwide Markets,
Julian James.
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13-18 March 2006
Venue: Pune
Trainers’ Training (Life) By NIA Pune

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

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

03-04 April 2006
Venue: Singapore
I Insurance Executives Summit on Technology
By Asia Insurance Review

10-12 April 2006
Venue: Pune
Lateral Thinking & Decision Making
By NIA Pune

11-12 April 2006
Venue: Seoul
Alternative Distribution Channels
By Asia Insurance Review

17-19 April 2006
Venue: Pune
Underwriting in Detariff Regime
By NIA Pune

20-22 April 2006
Venue: Pune
Management of Executive Stress
By NIA Pune

24-26 April 2006
Venue: Pune
Management of Motor Insurance (Own Damage)
By NIA Pune

27-29 April 2006
Venue: Pune
Workshop on Communication & Presentation Skills
By NIA Pune



