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Consumer protection is the desired goal of any
regulatory authority and the paths to reach the
destination vary depending on the level of
development of the market, the type of players and
the level of awareness of the public. Protection is
afforded to the consumer through proactive
regulations directly providing relief to the
consumer in a narrow sense, or by ensuring the
viability of the companies through a rigorous
monitoring of solvency of the company which
ensures that the company has always adequate
resources to meet its obligations. In India, as in
many other jurisdictions, we attempt to do both.

In this issue of IRDA Journal we bring you
various view points on how consumer protection
can be approached and our writers look at practices
available in other sectors as well.

We also have for you detailed statistics of the
life insurance business done in the first half of the
current financial year. As always it is interesting

to see the trends in the market and what that
implies in terms of risk protection. The trend that
became apparent last year, of unit linked policies’
growing popularity, is only more marked this year.

We start an occasional series from this issue
on the various regulations created by the
Authority. The purpose is to highlight the
framework in which various entities in the
insurance industry are expected to function and
to discuss the significance and thinking behind
some of the provisions. Appropriately this month
we look at the investment regulations which
codifies and controls the core determinant of an
insurance company’s ability to meet its
commitments to the policyholder.

The next issue will explore the parameters of
the Motor Liability portfolio which is a dominant
portfolio in all jurisdictions with challenges to the
insurers and the regulators alike.
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LETTER FROM THE E£DITOR

ijpowerzby the Customer

Protection is an instinctive need of human beings, just as much as the thoughtlessness of risk taking or
the necessity of it.

Protecting the insurance customer is at the forefront of IRDA'’s responsibilities and it is this topic
that we explore in this issue that marks the third anniversary of IRDA Journal.

We bring you a collection of articles and information as usual. My article stresses the need for consumer
education as a foundation — and even a preventive — to consumer protection and we outline the core
principles of the International Association of Insurance Supervisors (IAIS) on consumer protection.

Mr. Gnanasundaram Krishnamurthy, retired Chairman, LIC who later served as Insurance
Ombudsman for the Maharashtra and Goa Regions writes about the mechanism of the Ombudsman and
its role in taking care of the rights of the policyholder.

Mr. G. V. Rao who firmly believes that protecting the policyholders’ interests is the job of the insurer
himself first urges the industry to do so as a matter of enlightened self interest as it would be a huge
differentiator in the competitive marketplace.

Mr. V. Ramakrishna, from his perspective as an insurance broker traces the evolution of the industry
from an oligopoly to a competitive free market and takes a leaf from other insurance markets and how
they take care of the interests of the policyholder.

We start a new series of articles on the various regulations of the Authority. Featured first is the
investment regulations, in an article by Mr. R. Kumar, a first time writer for the Journal and an Additional
Director with the IRDA.

Statistics are universally popular and we have enough and more for you this month with the detailed
business performance figures of the life insurance industry in the first two quarters of the current
financial year.

The next issue will look at the heart of the Non-Life insurance industry’s ills — Motor Third Party
Liability (TP) insurance. A much discussed topic and one that evokes deep concern and even despair in
the insurance circles worldwide, we hope to spark off a debate on ways to manage the monster!

It is three years since the Journal was launched and I have thoroughly enjoyed launching and editing
it. There is truly no substitute for the satisfaction of creating a communication vehicle for an industry
that is eager for information and an exchange of ideas. When the magazine was launched at the behest
of the Authority in 2002 there were questions in many minds if there would be enough to discuss month
after month. What we have seen over these 36 months proves that there is enough and more to talk
about for a long time to come and that, moreover, the industry is keen on doing so!

We enter the fourth year of the Journal's life confident as always that it will continue being an
indispensable and well appreciated forum for the industry.

K. Nitya Kalyani




IN THE AIR

IRDA has, through a notice dated November 26, 2005, called for applications to the newly incorporated institute for
Surveyors and Loss Assessors. Applications are to reach the Authority in 60 days of publication of the notice. The

Notice reads as follows:
26th November 2005

. Incorporation of ‘indian institute of insurance
surveyors and loss assessors’
I1. Invitation of applications for membership

In order to streamline, regulate and develop the
profession of Surveyors & Loss Assessors, the Bhandari
Committee, appointed by the Ministry of Finance,
Government of India, had proposed that it was necessary
to promote the establishment of an institute for
Surveyors and Loss Assessors. The Ministry of Finance
accepted the recommendation and advised the IRDA to
promote an institute on the model of the Institutes of
Company Secretaries or Chartered Accountants. From
three years of its establishment, the institute would be
considered for conferment of a chartered status.

In furtherance of the Ministry’s advice, IRDA has
got the ‘Indian Institute of Insurance Surveyors and Loss
Assessors’ incorporated on 4th October, 2005 under
Section 25 of the Companies Act, 1956. The Institute
has its registered office at Hyderabad.

The main objects of the Institute, inter alia, are
promotion of quality in the profession of surveyors and
loss assessors through education and training,
introduction of best practices amongst its members,
conduct of professional examinations relating to the
profession of surveyors and loss assessors, promotion of
research and studies in loss control and minimisation
techniques, development and administration of code of
conduct and ethics among the surveyors and loss
assessors and ensuring compliance of the same. The
Certificate of Incorporation and the Memorandum and

NOTICE

Articles of Association of the Institute can be accessed
at http://www.irdaindia.org.

The Institute is in the process of enrolling members
and the Application form for this purpose is hosted
alongside this notice.

Surveyors and loss assessors holding valid licence
as well as categorization issued by the IRDA are eligible
to become members of the Institute. There are two
classes of membership, viz Associate and Fellow and
criteria therefor are mentioned in the annexure to the
Application form.

Membership fee: One Time entry fee — Rs.10,000/- for
existing surveyors on cut-off date; Rs.5,000/- for
members enrolled thereafter. Cut-off date for this
purpose would be 20/11/2000 i.e. the date on which IRDA
( Insurance Surveyors and Loss Assessors ) Regulations,
2000 came into force.

Annual Membership fee: Fellow: Rs.3500/-
Associate: Rs.2500/-

The IRDA and the Institute hereby invite all eligible
surveyors and loss assessors fulfilling the above criteria
to enroll themselves as members of the Institute by
paying the prescribed fee and submitting the duly filled
in application form along with the required enclosures
on or before the expiry of 60 days from the date of this
notice.

Sd/-
(P.C. JAMES)
EXECUTIVE DIRECTOR

SURVEYORS MEETING

IRDA and the IISLA, along with the Date
Ad-hoc Committee of Surveyors
constituted for assisting IRDA in L2
setting up the Institute, have been 13/12/05
holding meetings for the benefit of Lzt
all Surveyors who are eligible to 16/12/05
become members of the Institute. 18/12/05
. . . 20/12/05
The meetings in the southern reglorT 20/12/05
were held ét_ Bangalc_)re, Chennai 21/12/05
and Kochi in the first Weel_< of 22/12/05
December. The schedule of meetings 27/12/05

at other places is given alongside.

The venues when finalised will be

Place announced through the Authority’s
Nagpur web site (www.irdaindia.org). The
Bhubaneshwar schedule is subject to change and
) details of modifications, if any,
Jaipur shall also be indicated on the
Chandigarh website.
Lucknow All eligible Surveyors and Loss
Delhi Assessors are invited to attend the
. meetings at the respective places
Guwabhati according to a Notice by IRDA.
Kolkata Sd/-
Patna (M.M.Siddiqui)
Hyderabad Consultant & Special Officer

IRDA



INTHE AIR

About the urveyars Inditute

(Annexure 1 to the application form for
membership of the institute)

The ‘Indian Institute of Insurance
Surveyors and Loss Assessors’ (the
Institute) was incorporated under
Section 25 of the Companies Act, 1956
with its registered office at Hyderabad.

Objects of the Institute

1. To promote quality in the
profession of Surveyors and Loss
Assessors through education and
training, facilitate introduction of
best practices amongst its
members and to disseminate
technical information amongst its
members to upgrade their skill
and knowledge. 2. To conduct
professional examinations
relating to the profession of
Surveyors and Loss Assessors.

3. To promote research and studies
in loss control and minimization
techniques and measures and
share the same with the Insurance
Industry and general public and
to update its members on
application of new technologies for
improving service to the users and
consumers.

4. To bring out guidance notes,
instruction manuals, periodicals
for the use and benefit of members
and others connected with the
profession of surveyors and loss
assessors.

5. To develop and administer the
code of conduct and ethics from
time to time with the concurrence
of the IRDA and ensure
compliance of the same by its
members and also ensure that the
members maintain/adhere to high
standards of integrity,
transparency, discipline and
professional conduct.

Membership

The membership of the Institute is
restricted only to individuals who hold
a valid Survey and Loss Assessment
license and who are duly categorized to

practice as independent Insurance
Surveyor and Loss Assessor i.e. no
Institute or partnership firm or
Proprietary concern shall be eligible for
membership.

Types of membership

a) Associate: Any person in the
profession of Insurance Surveyors
and Loss Assessors holding a valid
license and categorized or any
person upon passing of such
examination and completion of
such training as may be prescribed
and holding valid license issued by
the IRDA, for becoming members
of the Institute, shall on
application to the Institute and
subject to the approval by the
Council obtain  Associate
Membership.

b) Fellow: Any Associate Member
who is holding license and is
categorized for a period of
15(Fifteen) years as Insurance
Surveyor and Loss Assessor shall
on application to the Institute and
subject to the approval by the
Council obtain Fellow
Membership.

Notwithstanding this, any person
holding a valid license for a period of 15
(fifteen) years as Insurance Surveyor
and Loss Assessor and categorized shall
on application to the Institute, within a
period of 60 days from the date
prescribed by the council of the Institute
and subject to the approval by the
Council obtain Fellow membership.

Membership fee

One Time entry fee — Rs.10,000/- for
existing surveyors on cut-off date;
Rs.5,000/- for members enrolled
thereafter. Cut-off date for this purpose
would be 20/11/2000 i.e. the date on
which IRDA regulations for Surveyors
came into force.

Plus Fee for Annual membership:
(a) Fellow: Rs.3500/- (b) Associate:
Rs.2500/-

Disabilities* under the Article 12
of Articles of Association of the
Institute

Notwithstanding anything contained in
these Articles, a person shall not be
entitled to have his name entered in or
borne on the Register if he:

i) is of unsound mind and stands
adjudged by a competent Court;
or

ii) is an un-discharged insolvent; or

iii) being a discharged insolvent, has
not obtained from the Court a
Certificate, stating that his
insolvency was caused by
misfortune  without any
misconduct on his part; or

iv) has been convicted by a
competent Court of any offence
involving moral turpitude and
punishable with imprisonment or
of an offence, not of a technical
nature, committed he has either
been granted a pardon or, or an
application made by him in his
behalf, the Council has, by an
order in writing, removed the
disability; or

V) has been removed from members
of the Institute on being found on
inquiry to have been guilty of
professional or other misconduct.
Provided that a person who has
been removed from membership
for a specified period, shall not be
entitled to have his name entered
in the Register, until the expiry
of such period and except on an
application being made for that
purpose and on payment of any
fee or other amount that may be
a recovery from him.

*NOTE: Item no 14. of Membership
Application.

irda Journal, December 2005



KNOW YOUR REGULATIONS

T he How and Why of Investing

— Understanding IRDA Investment Regulations

IRDA's regulations on the investment functions of insurers seek to ensure that the
funds are safely deposited while providing optimal returns, writes R. Kumar.

The Indian insurance market has been
opened up to the private sector for five
years now and, so far, 14 life insurance
and 15 non-life insurance companies
have set up shop in the country. The
funds raised by these insurance
companies are invested in various
instruments such as government
securities, debentures and equities. At
this juncture, a number of questions
arise in the minds of policyholders on
how these insurance companies manage
the funds, where they invest, how safe
the policyholders’ monies are with the
private insurers and what the role of
IRDA is in monitoring the investment
functions of the insurance companies.

The investment function of an
insurance company is the critical
determining factor of its ability to pay
its claims. When an insurance company
accepts your premium and, in return
promises to pay a claim on a certain
eventuality — like death or accident, it
takes on a liability that is uncertain in
its timing and quantum. Of course it
makes various assessments and
calculations for arriving at the premium
that will enable it to make good on the
promise to pay that claim.

These premiums, collected from
thousands of people in the community,
go towards paying claims as and when
they arise. Any simple calculation will
prove that the premiums alone cannot
pay the claims. They are in fact invested
over the long term and it is the returns
from these investments that an
insurance company uses to pay claims.

Hence it is very important that
insurance company investment
portfolios are geared towards safety of
the funds which are really policyholders’
funds, liquidity and only thirdly towards
returns to fulfill the reasonable

expectations of the policyholders. IRDA
has the responsibility of ensuring that
these portfolios serve these functions in
this order of priority in order to fulfill
its role as the protector of policyholders’
interests.

Before looking into the functions and
role of IRDA in this regard, it would be
appropriate to understand the IRDA

The Investment
Committee decides the
securities in which the
investments should be

made, taking into account
various restrictions.

Regulations dealing with the
investment functions of the insurance
companies. IRDA (Investment)
Regulation 2000 prescribes a pattern of
investments and exposure norms for all
insurance companies. Accordingly,
insurers file investment returns with
the Authority every quarter, reporting
compliance of various regulations.

1. | Government securities
and other approved
securities

Not less than 50% of CF should be invested in
this type, of which investment in Government
securities alone should not be less than of 25%

According to IRDA (Investment)
Regulations, a life insurer can have
three major lines of business — Life,
Pension and General Annuity and Unit
Linked Life Insurance. The premium
collected from these classes of business
is to be invested in the respective
Funds. The policyholders’ funds are
further bifurcated into Participating (in
profits) and Non-participating funds
based on the nature and type of the
business from which the premiums
have been generated.

Shareholders of the company, apart
from bringing the minimum initial
paid-up capital requirement of Rs. 100
crore (Rs. 200 crore in the case of re-
insurance business) into the business,
are required to inject additional capital
as and when the business demands.
These funds are termed as
‘'shareholders’ fund'.

Pattern of investment for Life business

Every Life insurance firm should
invest, and at all times keep invested,
its Controlled Fund (CF) (i.e.
Shareholders’ and Policyholders’ fund
excluding the funds relating to pension
and general annuity business and unit
linked life insurance business) in the
following manner:

2 | Infrastructure and

social sector

At least 15% of the CF should be invested in
this sector

3. | Other investments to
be governed by
exposure norms

Not exceeding 35% of CF to be invested in
category, of which investment in ‘other than
approved investment’' category cannot exceed
15% of the fund




There are other major conditions
that are applicable for these patterns of
investments. These include:

¢ The asset instruments considered
for investment should be of a grade
not less than “AA” grade as per
their current rating. In case such
graded instruments are not
available in the market, with the
approval of the investment
committee, the investments can be
made in instruments carrying the
current rating of A+. But no
investment can be made below A+
rating.

¢ Investments can be made in debt
instruments provided the same are
issued by all-India financial
institutions that are recognised by
the Reserve Bank of India and have
a rating of “AAA” or equivalent. In
case such instruments are not
available, with the approval of the
investment committee,
investments in instruments
carrying current rating not less
than ‘AA’ or equivalent may be
made.

¢ The rating should be carried out by
an independent, reputed and
recognised Indian or foreign rating
agency.

¢ Investments in equity shares listed
on a recognised stock exchange
should be made in actively traded
and liquid instruments.

Exposure norms

The investments are further subject
to prudential and exposure norms. The
objective of imposing these norms is to
avoid concentration of investments in
some particular segments. By fixing a
cap, it is ensured that the portfolio does
not get concentrated among a few
portfolio companies, group companies
and industrial sectors.

Limit for portfolio company

Exposure to any portfolio company
should not exceed an amount equivalent
to 10 percent of the subscribed share
capital, free reserves and debentures/
bonds of the portfolio company or 10
percent of the funds of the insurer,
whichever is less.

Limit for the entire group company

Exposure to any group company
should not exceed an amount equivalent
to 10 percent of the aggregate subscribed
share capital, free reserves and
debentures/bonds of all group companies
or 10 percent of the funds of the insurer,
whichever is less.

Limit for the industry sector to
which the portfolio company
belongs

Investments by the insurers in any
industrial sector should not exceed 10
percent of its total investment exposure
to the industrial sector as a whole. For
instance, if the total investment that is
subject to exposure norm is Rs. 200
crore, not more than Rs. 20 crore can be
invested in one industrial sector.

KNOW YOUR REGULATIONS

Other restrictions on exposure
norms

Investments in equity shares,
preference shares and the convertible
part of debentures should not exceed 50
percent of the exposure. The insurer
should also ensure that the investments
in immovable properties do not exceed
50 percent of the exposure. Investment
in promoter group company should not
exceed 5 percent of the aggregate funds.

In order to comply with the pattern
of investments, there are certain
approved investments. These are listed
below:

¢ AIll secured loans, secured
debentures, secured bonds, other
secured debt instruments, shares
and preference shares and debt
instruments issued by all-India
financial institutions recognised as
such by RBI.

Pattern of investment for Pension and General Annuity business

No| Type of Investment

Percentage

1. | Government securities and
other approved securities

Not less than 40% to be invested, of
whichinvestment in Government securities
alone should not be less than of 20%

2 | Approved investments to be
governed by exposure/
prudential norms

Not exceeding 60% to be invested in this
category.

Pattern of investment for Unit Linked Life Insurance business

No Type of Investment
1. Approved investments

2 Investments in other than
approved investments

Percentage

No upper ceiling

Not exceeding 25%

Insurers should invest the fund of unit linked life insurance business as per the
pattern of investment offered to the policyholders. The funds of unit linked policies
should be invested in the assets which are marketable and easily realisable.

Pattern of investment for General (Non-Life) and Reinsurance business

No Type of Investment

1. Government securities
and other approved
securities

2 Housing sector and
investments in Fire
Fighting equipments

3. Infrastructure and
social sector

4 Other investments to be
governed by exposure
norms

fund

Percentage

Not less than 30% of total assets and, in such
investment, not less than 20% should be in
Government securities

At least 5% of the funds

Not less than 10%

Not exceeding 55% of funds, of which
investment in
investment’ category cannot exceed 25% of the

‘other than approved

irda Journal, December 2005
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¢ Deposits with banks (in current
account, call deposits, notice
deposits, certificate of deposits, etc)
in the Second Schedule to the
Reserve Bank of India Act, 1934,
and deposits with primary dealers
duly recognised by RBI as such,
subject to norms/limits approved by
the Board of Directors of the
insurer.

¢ Collateralised Borrowing and
Lending Obligation (CBLO) created
by the Clearing Corporation of
India Ltd. (CCIL).

¢ Commercial papers issued by a
company or all-India financial
institutions recognised by RBI,
with a rating of “very strong” or
more by a reputed and independent
rating agency.

¢ Treasury Billsissued by RBI, Inter-
Bank Repos of RBI and Bills
rediscounting.

¢ All approved investments specified
in Section 27A and 27B of the
Insurance Act, 1938.

Investments that do not fall under
any one of the above would be treated
as investments in “Other than approved
investments”. Any investments in short,
medium or long-term loans or deposits
with private limited companies should

not be treated as ‘approved
investments’.
Following the investment

regulations

The authorisation and execution of
investments in various securities should
be approved by the Investment
Committee. The Committee has a
predefined composition and specific
functions.

It has been stipulated that every
insurer should constitute an Investment
Committee that should include a
minimum of two non-executive directors

of the Insurer, the Principle Officer,
Chiefs of Finance and Investment
Divisions and Appointed Actuary. The
Committee is required to submit the
investment policy to the Board for its
approval. The Committee decides the
securities in which the investments
should be made, including any
restriction with respect to investment
in a particular investee, group,
industrial sector, which shall be within
the regulatory limits. The decision
should abide by the Investment Policy,
Investment Regulation and the
Insurance Act, 1938. The decisions

The Authority permits the
insurers to invest in mutual
funds only for the purpose of

parking temporary surplus
till suitable instruments for
investments are identified.

taken by the Investment Committee
should be recorded and be open for
inspections.

The Investment Policy drawn
annually should be placed before the
Board for its approval. The Policy should
address issues such as liquidity,
prudential norm, exposure limits, stop
loss limits in securities trading,
management of investments and
market risk, management of asset

liability mismatch, investment audit
and Investment statistics. It should
ensure an adequate return on
policyholders’ and shareholders’ funds
consistent with the protection, safety
and liquidity of such funds. The Board
should review its investment policy and
its implementations on a half-yearly
basis. A copy of the Investment Policy
and Review should be submitted to the
Authority within 30 days.

Investments in mutual funds

The Authority permits the insurers
to invest in mutual funds only for the
purpose of parking temporary surplus
till suitable instruments (to match the
term of liability) for investments are
identified. Investments can be made
only in gilt, liquid and debt funds.
Investments in equity mutual funds are
currently not allowed. All mutual funds
investments fall under “Other than
approved Investments” for the purpose
of the pattern of investments. No
insurer can invest in mutual funds
more than 50 percent of the ‘Other than
approved investments'.

Investments in venture capital
funds

Insurers can invest in private equity
funds with the prior consent of the
Authority, provided the following
conditions are met:

¢ The investment shall fall under
“Other than approved investments”
as per IRDA (Investment)
Regulations, 2000 as amended from
time to time.

All such investments shall be subject to the following exposure norms

Particulars

Overall exposure limits

Life insurance company

3% of Controlled Fund (or)

Limits for investment
in venture fund

10% of venture fund’s size, whichever is lower.

General insurance company

5% of total assets (or)
10% of venture fund's size, whichever is lower.



¢ The venture fund would as far as
possible invest in infrastructure
projects as defined under IRDA
(Registration of Indian Companies)
Regulations, 2000 as amended from
time to time.

¢ The funds will be invested in “well
established” and  “existing
companies” which have already
started or are on the verge of
generating “cash flow”.

¢ The fund will have a “diversified
investment portfolio”.

¢ The venture fund shall ensure
effective governance, active
involvement and timely
intervention after investment.

¢ The venture fund shall not be
managed by an investment manager
who is under direct or indirect
control or management of the
insurer or its promoters.

¢ The insurer shall not make any
investment in shares or debentures
of any private limited company in
which investment is made by the
fund.

Investments in financial derivates

The Regulations allow investment in
financial derivatives with the following
conditions:

The margin or unamortised
premium paid to the extent the
derivates position constitutes a hedge
for the underlying investment will be
treated as ‘approved investment’,
provided the underlying investment or
portfolio is itself an approved
investment as per the regulations.

Monitoring mechanism and role of
IRDA

All the companies file investment
returns with the Authority on a
quarterly basis. A few returns are filed
annually. The investment return has

been designed to bring out the details
of:

Categories of investments
Exposure to portfolio company

Exposure to individual groups

P 0o b P

Exposure to individual industrial
sector

5. Downgraded investments in the
investment portfolio, both during
the quarter and its cumulative
position

6. Adherence to pattern of
investments prescribed

The main objective of on-
site inspections is to verify
that the transactions and

books maintained by the
insurers corroborate with

the information furnished by
the insurers through their
filed returns.

7. Purchase and sales of
investments made during the

quarter

8. Details of investments held by the
custodian and their certification
that it is free from all
encumbrances

9. Details of non-performing assets
and the follow-up action taken for
their recovery.

The off-site inspection is focused on
the compliance of the above issues, with
the returns, investment policies and
other documents filed by the insurers.
This apart, the compliance to various
guidelines and circulars are also looked
into. The observations on the off-site

KNOW YOUR REGULATIONS

inspection supplement information to
the audit team involved in on-site
examination and also help in
determining the scope of the onsite
investment inspection.

On-site examinations are carried out
by contracted examiners. The main
objective here is to verify whether the
transactions and books maintained by
the Insurer corroborate with the
information furnished by the insurers
through their returns, and whether they
are within the provisions of the
Insurance Act and IRDA regulations.

The examinations also focus on the
adequacy of the insurers’ system to
support the investment operations and
protection of data.

The regulations have been designed
not only to ascertain that the funds are
safely parked but also to ensure that
they provide the insuring and investing
public with optimal returns.

Conclusion

While the off-site inspections focus
mainly on the quantum and quality
of investments and adherence to the
pattern as prescribed in the
regulation, the on-site inspection focus
is on systems, controls and
quality of scrips.

The policyholders’ liabilities are
certified by appointed actuaries
whereas the asset portfolio held in the
name of the insurer is certified by
principal officer and counter vouched by
custodians (to the extent held by them),
declaring that assets are free from
hypothecation and lien, thus bringing
the picture of adequate assets
to back up policyholders’ liabilities.

The author is Assistant Director, IRDA.
The views expressed here are his own.

irda Journal, December 2005



STATISTICS - LIFE INSURANCE
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STATISTICS - NON-LIFE INSURANCE

Renort Card: GENERAL

G. V. Rao

Accretion Hits New High at 18.4% in October

Performance in October 2005

The month of October 2005 has
witnessed the growth rate of the
industry hitting a new high at 18.4
per cent. The monthly premium
accretion of Rs. 273 crore in October
the established players
contributing Rs. 121 crore to it. This
has pushed their monthly growth rate

has

to 10.3 per cent a remarkable

improvement on their usual five to six
per cent growth rate.

New India has been quite
aggressive in October with accretion
of Rs. 88 crore (23.2 per cent growth)
and leads the rest of the market in
both the parameters. United India too
seems to have gone into a higher gear
with Rs. 34 crore accretion in October

(16.5 per cent) bringing its total
accretion up to October to Rs. 79 crore
(4.4 per cent). Oriental with an
accretion of Rs. 38 crore is
maintaining its growth momentum.
National alone has kept its growth
momentum in check by further
dropping its premium in October by
Rs. 39 crore.

GROSS PREMIUM UNDERWRITTEN FOR AND UPTO THE MONTH OF OCTOBER, 2005

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

Royal Sundaram 3,586.51 26,100.09 2,381.01 18,133.21 2.19 43.94
Tata AIG 4,696.82 33,993.50 3,249.75 27,270.19 2.86 24.65
Reliance General 1,245.62 8,855.45 2,278.41 10,411.42 0.74 -14.94
IFFCO-Tokio 6,446.24 49,252.33 3,972.05 25,803.28 4.14 90.88
ICICI Lombard 14,299.03 96,590.25 9,231.80 50,015.84 8.11 93.12
Bajaj Allianz 12,798.35 75,564.84 7,316.69 46,799.74 6.35 61.46
HDFC Chubb 1,551.75 10,831.02 1,682.33 9,762.53 0.91 10.94
Cholamandalam 2,265.58 14,552.18 1,591.68 10,254.86 1.22 41.91
New India 46,672.00| 275,082.00 37,872.00 244,210.00 23.11 12.64
National 27,813.00| 205,864.00 31,715.00 221,719.00 17.29 -7.15
United India 24,038.00| 186,908.00 20,630.00 178,974.00 15.70 4.43
Oriental 30,627.00| 206,782.00 26,819.00 183,258.00 17.37 12.84
TOTAL 176,039.91 1,190,375.66 148,739.73 1,026,612.07 100.00 15.95
SPECIALISED INSTITUTION

ECGC 4,645.09 32,052.80 4,153.40 28,240.92 13.50

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

by ECGC would be indicated separately.

N



Among the new players, the
growth in October premiums is led
Bajaj with Rs. 55 crore, ICICI with Rs.
51 crore and IFFCO with Rs. 24 crore.
The contribution of the new players
to the monthly growth has dipped
from the usual 75 per cent or more to
about 56 per cent, due to the pick up
the established players have been able
to assert particularly New India and
United India. Whether these two
players will sustain this growth
momentum in the next few months
will be interesting to watch.

Three new players, ICICI, Bajaj
and IFFCO have contributed Rs. 130
crore to the total accretion of Rs. 152
crore of the eight new players
representing a share of 85.5 per cent
of the monthly accretion recorded.

Just three companies, New India,
ICICI and Bajaj, out of the 12 have
chipped in Rs. 194 crore (71 per cent)
to the total market monthly accretion
of Rs. 273 crore.

The market share of the new
players that was 21.3 per cent in
October 2004 has gone up to 26.6 per
cent in October 2005.

Performance up to October 2005

The strong industry performance
in October 2005 has pushed the
overall growth rate up to October 2005
to 15.95 per cent. The market
accretion of Rs. 1,628 crore is split
with new players contributing
Rs. 1,173 crore and the established
players Rs. 465 crore.

The top five insurers in terms of
market accretion ranking are: ICICI

irda Journal, December 2005 o -
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with Rs. 466 crore, New India with
Rs. 309 crore, Bajaj Rs. 287 crore and
Oriental and IFFCO with 235 crore
each. Their combined share of
Rs. 1,532 crore out of the total
accretion of Rs. 1,638 crore of the
market shows them up as dominating
the market to the extent of 93 per cent
in its growth momentum.

ICICI is poised to cross Rs. 1,000
crore-premium mark in November
2005 and will be the first among the
new players to win this recognition.
Its domination of the market with an
accretion of Rs. 466 crore out of the
total Rs. 1,638 crore as at October
2005 is indeed remarkable.

The market share of the new
players has climbed to 26.5 per cent
at the end October 2005 against 19.3
per cent at the end of October 2004.

The market growth rate of 16 per
cent, the bouncing back of New India
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and United India in to the race of for
premium growth and the domination
of ICICI and Bajaj among the new
players are then highlights so far.
With Bajaj sure to enter the Rs. 1,000
crore-premium club in the next few
moths and with detariffing creating
frenzy in the market with
speculations rife of how the market
behaviour will change for all the
stakeholders, with the insurance Act
likely to be amended and the
discussions on FDI inconclusive the
industry is entering into an exciting
area of unknown and unlikely
changes.

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




VANTAGE POINT

Bypass Operation?

The chronic loss making nature of the Motor Third Party Liability insurance portfolio
calls for drastic and innovative solutions, and they are not lacking from within the

industry, says K. Nitya Kalyani.

Motor Third Party Liability (TP)
insurance is the cholesterol in the
arteries of the general insurance
industry, clogging up its insides,
destroying health and threatening its
very life.

According to the 2004-05 business
figures of the general insurance
industry, Rs. 2,114 crore of Rs. 18,000
crore premium income was from TP. The
portfolio accounts for just about 12 per
cent of premiums but about 70 per cent
of all claims of the industry.

The ills of Motor insurance, and
specially TP, are many. Compulsory
cover which is binding on the insurer to
provide, a tight leash on the tariffed
premium levels, unlimited liability and
the lack of time and geographical limits
on filing cases. Slow court processes,
vested interests in various parts of the
system, companies’ own contribution to
the delays and inefficiencies and, of
course, fraud add to the problem. And
causing it in the first place are the rising
motor vehicle population and accidents,
poor administration of the process of
issuing driving licences and monitoring
registered vehicles.

According to statistics, in 2003 over
one lakh persons died in the reported
road accidents in India and another four
lakh were injured. All this makes the
social obligation of TP insurance only

more important. However, the fact that
it has been eroding the bottom line of
the general insurance industry calls for
equally compassionate measures!

The Motor insurance conundrum has
challenged many an insurance market
and many ways have been found out of
it all the way from market determined
premiums that make driving
prohibitively costly to pools.

Motor Third Party Liability
(TP) insurance is the
cholesterol in the arteries
of the general insurance
industry, clogging up its
insides, destroying health
and threatening its

very life.
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And now there is one more variable
that will add to the deepening dread and
that is detariffing. The general
insurance industry could just be facing
the loss of cushion in its profit making
portfolios which were protecting its loss
making portfolios.

Of course the situation could be
better, and of course that is easier said
than done.

IRDA has been studying the
situation both in itself and in the larger
context of detariffing the general
insurance market. Through the various
Motor tariff revisions and the various
expert committees appointed by the
Tariff Advisory Committee (TAC) and
the IRDA much discussion has taken
place and plenty of wise suggestions put
forth.

Today the industry is at a stage
where the best course of action has to
be quickly determined and
implemented. It is to examine it from
all angles that the next issue of IRDA
Journal will focus on Motor Third Party
Liability insurance, and the legal cases
in particular. We hope to see the true
nature and extent of the problem and
see what can best be done to solve the
problem and how.

This is one topic that will be ever
close to the heart of our readers
representing the industry and so we are
likely to return to it in the future too.
But for now, it is a first look at the
weakest link in a chain whose strength
is sorely being tested. On the outcome
of this struggle for survival will depend
the birth of a newer, stronger general
insurance industry that has both the
obligation and the opportunity in the
future to develop a robust portfolio of
personal lines products.

Band-aid to Bypass:

— Remedies for the -

Motor Liability portiolio

Im opFEnext issue. . —



K nowledge Is Power

While the legal framework may codify customer protection and institutional mechanisms execute its
intent after the interests of the policyholder are affected, true protection lies within the informed and
circumspect customer. Enabling customer education and information is primary in the quest for

protecting his interests, says K. Nitya Kalyani.

ISSUE FOCUS

Unkind jokes about industries abound.
Many of those about the insurance
industry involve ‘fine print.” As with all
jokes, there is a germ of truth. Very few
people actually understand all the
parameters of an insurance policy and
so there are many occasions when they
are disenchanted with what they face
when they make a claim.

It could be the scope of the policy
they misunderstood or the very nature
of it. Perhaps they could have been sold
a different policy that addresses their
needs. Insurance is not a simple product
and so the information needs before and
during a sale are paramount to taking
care of customer interests.

If that is not a compelling enough
argument for the industry to increase
efforts to educate the customer, look at
it this way. A proper appreciation of the
power of insurance can only be wrought
through information and education, and
once that is achieved the demand for
insurance will soar. Once people realise
that insurance will protect what they
have already earned and saved, they
cannot but seek cover!

But the nature of the product and
the stage at which the industry today is
points to a considerable information
mismatch between the seller and the
buyer. This gap needs to be filled
effectively and constantly through the
efforts of the Regulator, the collective
efforts of the industry participants like
insurers and their intermediaries and
the media.

The efforts of the Regulator and the
provisions of its regulations also have
to be constantly reached to the insuring
public. For example the IRDA Protection
of Policyholders’ Interest Regulation
lays down detailed information, service
and conduct parameters for insurers
and intermediaries. But without
sufficient dissemination of the

provisions of these regulations
customers are not in a position to know
where they stand when they buy a
policy or prefer a claim. But with
enough information they can demand
what is due to them or solve their
problems should that be the case.

There are other Regulations of the
Authority that are directly aimed at
consumer protection too. The

A proper appreciation of the
power of insurance can only
be wrought through
information and education,
and once that is achieved the
demand for insurance will
soar.
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regulations on advertisements for
example seek to prevent misleading or
unfair advertisements and
promotional material.

Institutions like the Insurance
Ombudsman and of course the
consumer courts exist to help
consumers with their problems and
there too information on what they can
do and how to use their services need
to be constantly and systematically
made available in suitable form to the
insuring public.

Insurance awareness is also an
important area that requires concerted
effort for information spread as the
value of the product itself needs still
to reach large parts of the population.

The insurance councils are ideally
placed to take on the job of spreading
awareness of the product and the
concept itself and presenting the
companies, old and new, in the light of

the products they sell and the regulatory
and legal environment they operate in.

With the spate of publicity that the
new insurance companies have
undertaken in the last three to four
years, curiosity has grown among the
insuring public about what insurance
can do for them. With it questions about
the safety of their investment, doubts
about what policies offer and mean,
interest in the new companies and their
reliability, staying power and
background, all are looming large in the
minds of the potential insurance buyer.
Carefully studying their doubts and the
nature of their questions will help us
address their underlying fears and
disseminate information suitably to win
them over.

This is all the more critical because
a hint of failure or misdemeanour in the
insurance industry — which will have a
cascading effect within it — is the abiding
fear of a society that has seen failure
once and is still haunted by it. Whether
or not there is a history to it, it is true
that reputation never sticks as securely
to any other industry like it does
financial services, specially insurance
which is a promise for the future. All
the more reason for the industry to
strive towards more and accurate
information to the public and more
transparency in its dealings with its
customers.

Once that is done, this initial wave
of customers will act as ambassadors to
the next wave of customers. That then
is the beauty of information as consumer
protection — it is self propagating and
can lead to snowballing growth. In that
light it is possible to take the old adage
‘Knowledge is Power’ as applying to the
customer to mean that customers’
knowledge is really power for the
insurance industry.

irda Journal, December 2005



ISSUE FOCUS

| Al'Son Consumer Protection

International Association of Insurance
Supervisors (IAIS), which has as
members the insurance supervisors of
the world, has set out Core Principles
for Insurance Supervision. Here is what
it says on Consumer Protection in its
Insurance Core Principle (ICP) 25.

The supervisory authority sets
minimum requirements for insurers and
intermediaries in dealing with
consumers in its jurisdiction, including
foreign insurers selling products on a
cross-border basis. The requirements
include provision of timely, complete
and relevant information to consumers
both before a contract is entered into
through to the point at which all
obligations under a contract have been
satisfied.

Explanatory note

25.1. Requirements for the conduct of
insurance business help to
strengthen consumer confidence
in the insurance market.

25.2.The supervisory authority
requires insurers and
intermediaries to treat their
customers fairly, paying
attention to their information
needs. With respect to consumers
in their own jurisdiction, the
supervisory authority should set
requirements with which
insurers and intermediaries must
comply. The requirements
applicable to cross-border sales
should also be clear.

25.3. A good claim resolution process
is essential for the fair treatment
of consumers. For this purpose,
some  jurisdictions have
established extra judicial claim
resolution mechanisms, such as
independent panels or
arbitrators.

25.4. For alarge number of consumers,
insurance products are difficult to
understand and evaluate.
Insurers and intermediaries have
a greater knowledge of insurance
issues than the consumers.

Arrangements should therefore exist for
potential policyholders:

¢ to have access to information
needed to make an informed
decision before entering into a
contract

¢ to be informed about their rights
and obligations for the duration
of the contract

25.5. These requirements should
distinguish between particular
types of customers. In particular,
detailed conduct of business rules
may not be appropriate for
reinsurance transactions or in
respect of professional customers.
Nonetheless this does not relieve
reinsurers of their duty to provide
complete and accurate
information to the insurers with
whom they deal.insurance
industry.

Essential criteria
a. The supervisory authority requires
insurers and intermediaries to act

with due skill, care and diligence
in their dealing with consumers.

The supervisory authority
requires insurers and
intermediaries to treat their
customers fairly, paying
attention to their
information needs.

SRV
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b. The supervisory authority requires
insurers and intermediaries to have
policies on how to treat consumers
fairly and to have systems and
provide training to ensure
compliance with those policies by
their employees and other sales
collaborators.

¢. The supervisory authority requires
insurers and intermediaries to seek
the information from their
consumers that is appropriate in
order to assess their insurance
needs, before giving advice or
concluding a contract.

d. The supervisory authority sets
requirements for insurers and
intermediaries with regard to the
content and timing of provision of

information:
¢ on the product, including the
associated risks, benefits,

obligations, and charges

¢ onother matters related to the sale,
including possible conflict of
interest to existing or potential
policyholders.

e. The supervisory authority requires
insurers and intermediaries to
deal with claims and complaints
effectively and fairly through a
simple, easily accessible and
equitable process.

Advanced criteria

f. The supervisory authority requires
insurers and intermediaries to set
rules on the handling of customer
information paying due regard to
the protection of private
information of customers.

g. The supervisory authority gives
information to the public about
whether and how local legislation
applies to the cross-border offering
of insurance, such as e-commerce.
The supervisor issues warning
notices to consumers when
necessary in order to avoid
transactions with unsupervised
entities.

h. The supervisory authority
promotes the consumers’
understanding of the insurance
contracts.

Elsewhere IAIS Core Principles
state that the supervisory approach to
insurance activities on the Internet
should be consistent with that applied
to insurance activities through other
media and that isurance supervisors
should seek to apply standards of
consumer protection to Internet
related activities of insurers and
intermediaries equivalent to those
applied to the provision of services off-
line. They should not constrain the
legitimate use of the Internet.

Insurance supervisors should also
require insurers and intermediaries
over which they exercise jurisdiction
to ensure that the principles of
transparency and disclosure applied to
Internet insurance activities are
equivalent to those applied to
insurance activities through other
media.

The level of consumer protection
should not be dependent on the
medium used for insurance activities.
The same basic principles of
transparency and disclosure should
apply for the Internet as for other
media.



To Protect, To Serve

— Consumer protection assumes an all-important role
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All stakeholders are duty-bound to uphold consumer rights, from the government and industry
to the consumer himself, writes Gnanasundaram Krishnamurthy.

It is quite easy to define a consumer. It
is one who, for a paid or promised
consideration and for a non-commercial
purpose, acquires goods, uses goods,
hires or avails of any services. What is
rather tricky to answer is why
consumers worldwide have traditionally
been viewed as objects marked by
simplicity, timidity, innocence and
selective ignorance. It is the
preponderance of these features that
has led to their exploitation, ultimately
reducing them to helpless simpletons at
the hands of powerful business doers.

This, in turn, has paved the way for
the evolution of the consumer protection
movement in developed countries like
the US and the UK. The movement later
spread to other countries, including
India. Ultimately, it befell on the state
to become duty bound to protect
consumers through appropriate
legislations from time to time.

In India, the Consumer Protection
Act passed in 1986 was the result of
consumer activism that sought to
protect consumers from unfair trade
practices and deficiency of service. Like
in the US and the UK, it was preceded
by several legislations that were passed
to take care of consumer interests in
different spheres of activity. However,
it is this Act that was hailed as a
milestone in the history of socio
economic legislation in the country, and
as one of the most progressive and
comprehensive pieces of legislations
enacted for the protection of consumers.

Milestone Act

It was the first enactment in India
that recognised consumers as a class in
themselves and provided for setting up
Consumer Protection Councils at the
central, state and district levels. The
objective was to promote and protect the

rights of consumers, such as the right to
safety, right to information, right to
choose, right to be heard, right to seek
redressal and right to consumer
education. It also set up Consumer
Dispute Redressal Agencies at the
district, state and national levels to
adjudicate upon consumer disputes,
ensuring simple, speedy, inexpensive

The Consumer Protection
Act is hailed as a milestone
in the history of socio
economic legislation in the

country.
and compensatory redressal of
grievances.

In the words of SCDRC Haryana,
“the Act is a beneficent statute, specially
enacted to confer additional consumer
rights and to preserve and guard the
existing ones under the law...” and an
“extraordinary jurisdiction”.

While the consumer protection
extended by the Act encompassed the
goods and services defined therein, to
protect sectoral interests more speedily,
the Reserve Bank Of India introduced
the Banking Ombudsman Scheme in
1995, which was amended later in
2002.The scheme placed commercial
banks, regional rural banks and
scheduled primary cooperative banks
under the jurisdiction of the
Ombudsman with the objects of
resolving and settling complaints
relating to banking services and
resolving disputes between a bank and
its constituents as well as between one
bank and another.

This scheme was followed by the
Redressal Of Public Grievances Rules,
1998, notified by the Centre on
November 11, 1998. This provided for
the appointment of the Insurance
Ombudsman under sub sec (1) of Sec 114
of the Insurance Act, 1938.However, the
subject matters of disputes before the
Ombudsman were restricted to total or
partial repudiation of claims, delay in
settlement of claims, legal construction
of the policies in so far as such disputes
related to claims, and premium paid or
payable in terms of the policy and non-
issue of any insurance document after
receipt of premium. But the award is
binding on the company and there is no
provision for review within the rules,
unlike in the Banking Ombudsman
Scheme.

The legal framework with regard to
consumer grievances is slightly different
in the capital markets and mutual
funds. There is no extraordinary
jurisdictional authority in this sector for
consumer protection within the
industry. Intervention by the regulator
SEBI, the Company Law Board, the
Arbitrator, the Consumer Dispute
Redressal Agencies or the Judiciary is
the only available recourse to the
investors. In fact, long ago, SEBI
notified the establishment of the
institution of Ombudsman for this
sector, but the implementation of this
notification, for reasons best known to
the Regulator, is stalled.

In-house machineries

Independently of the existence of
legal structure in Banking, Insurance
and CapitalMarkets for resolving
consumer disputes and grievances, in-
house redressal mechanisms do exist in
these sectors. High-ranking executives
attend to consumer grievances. At LIC,
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anex-member of the judiciary is
inducted into the claims review
committee, which lends credibility and
transparency to the operations. As per
IRDA regulations, all insurers need to
set up grievance redressal machineries.

However, grievance redressal is not
the ultimate goal of consumer
protection, which is a much wider
phenomenon, omnipresent in the
commercial markets, with the grievance
redressal machinery occupying a place
only at the end of the tunnel.

A business enterprise needs to take
care of consumer protection in every
sphere of its activity, right from
formulating its objectives, mission and
values to dealing with services and the
4Ps of marketing — Products, Pricing,
Promotion and Placement. Further,
protection of the interests of existing
customers cannot take a backseat
during the pursuit for new customers.

The United Nations Guidelines*
(Law of Consumer Protection by
Dr. G. B. Reddy) for consumer protection
have as objectives, achieving and
maintaining adequate protection to
consumers, by facilitating production
and distribution patterns responsive to
the needs and desires of consumers;
encouraging high levels of ethical
conduct for those engaged in business;
curbing abusive business practices;
developing independent consumer
groups and providing consumers with
greater choice at lower prices.

The agenda of Consumer Protection
Councils in India flows from the general
principles enunciated in the UN
guidelines. Looking from this point of
view, while the legal framework under
the Consumer Protection Act addresses
these objectives selectively, much
depends on the commercial market in
this regard. Facilitating the production
and distribution patterns to be
responsive to the needs and desires of
the consumers, encouraging ethical
conduct, organising consumer
education, making available greater
choice at lower costs, etc. are areas
which have to be taken care of by the
industry. Further, protection of

consumers against reckless dealing of
their funds and instilling public
confidence is a primary concern of any
business enterprise. It is here that the
Regulator, industry and consumer
groups play a vital role.

The Regulator seeks to achieve these
objectives through its mandated
functions of promulgating appropriate
regulations, superintendence and
guidance. IRDA’s Protection of
Policyholders Interests Regulations,
RBI's restrictions on acceptance of
deposits by NBFCs and guidelines on
unsolicited credit cards and SEBI'’s
Advertisement Code for mutual funds
are a few examples of regulatory
interventions for consumer protection.

Grievance redressal is not
the ultimate goal of
consumer protection, which
is a much wider
phenomenon, with the
grievance redressal
machinery occupying a place
only at the end of the
tunnel.
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The industry is managed by Board
managed companies, both in the public
and private sectors. Policy decisions,
including the approval of product
design, are taken at the Board level. The
Board, apart from complying with
regulatory diktats, charts the course of
the company after analysing the entire
gamut of the performance and cannot,
therefore, be oblivious to its obligation
of protecting consumer interests.
Corporate governance, today’s
buzzword, is all about the ethical
conduct of business by the company.

Coupled with this is the
responsibility of the self-regulatory
organisations who also have a duty
towards consumer protection. Their
relationship with the government and
the Regulator enhances the industry’s
involvement in matters relating to

marketing with an eye on consumer
protection. The Association of Mutual
Funds and Insurance Councils under
IRDA (though constituted under the
Insurance Act) for example, perform the
role of self-regulatory organisations in
promoting consumer protection.

Consumer groups, both statutory
and non-statutory, do contribute a lot
for the welfare of consumers in their
own way. The statutory councils,
constituted under the Consumer
Protection Act, influence the policies of
the concerned governments through
their working groups. The adoption of
Citizens Charters in 1997 by
government departments and public
sector undertakings, which was hailed
as a milestone in the history of
consumer protection in India, was the
result of the work of these councils.

Non-statutory consumer
organisations generally take care of
individual grievances and try to resolve
them through interaction with the
industry. However, some of them, like
Shri Manubhai Shah’'s CERC at
Ahmedabad, do exemplary service in
bringing to light the dangers that
consumers are exposed to while buying
or hiring goods and services.

The interest groups can take
various steps to ensure consumer
protection in the country. Some of these
are:

The Central Government

1. To revive and review the Citizens
Charter and take it down to the
private sector insurance
companies.

2. To strengthen the institution of
Insurance Ombudsman by
enlarging the scope of subject
matters of dispute that can be
adjudicated by him. It has come
to notice that recently, the
Governing Body of Insurance
Council directed all the
Ombudsmen not to entertain
complaints against refusal by
insurance companies to renew
non-life policies, particularly
Mediclaim, despite the fact that



under CI. (12) (3) of the RPG Rules
1998, it is the Ombudsman who is
empowered to decide whether a
complaint is fit and proper for
being considered by him. Such
interventions militate against the
very purpose of establishing this
institution for consumer
protection.

3. To entrust the Ombudsman with
appropriate authority to ensure
compliance of directives and
awards.

4. To provide for appeals against
awards to a reviewing authority,
say, a Chief Ombudsman.

IRDA

1. To strengthen and streamline
product approval by doing away
with the ‘file and use’ system.
While freedom of product
differentiation is the sine qua non
in a competitive scenario, certain
basic principles need to be in
common for the players, which has
to be ensured by the Regulator.
Take for example the Accident
benefit clause in LIC’s policies,
which originally stated that the
death should have occurred within
90 days of the accident. Due to the
intervention of consumer groups
and law makers, it was
subsequently modified to 120 days
and later to 180 days. The PSU
non-life insurers’ policies allow up
to 12 months. But some private
sector policies maintain it at 90
days. Again, the PSU mediclaim
policies, viewed more as products
to fulfill a social need of healthcare
rather than as a business
proposition, allow continuity with
the other. PSU policies for
purposes of determining pre-
existence of diseases, whereas
private sector policies deny this
benefit to the policyholders.

2. To ensure that the Boards of
Insurance Companies have at

least one member from a
consumer group, as is there in
some PSUs.

3. To organise consumer education
programmes through the media
regularly and effectively and set
apart funds for this purpose. Less
effective phone-in programmes to
be replaced by panel discussions
for optimum utilisation of the
time slot and better clarity.

4. To strengthen the Ombudsmen’s
offices with adequate staff and
appoint additional Ombudsmen
at pressure centres. To ensure
quick replacements of exits.

With consumers becoming
better informed and
demanding individuals, it is
obligatory on their part to
be above board when they
seek protection.

5. To introduce rating of companies
by reputed rating agencies.

6. To review training and licensing
parameters for intermediaries
keeping in mind the needs of
consumer protection.

7. To ensure disclosure of adequate
information in product literature
and the annual reports of the
companies.

Companies

1. To constitute Board-level
Consumer Affairs Committees,
associating consumer activists, to
periodically review the
functioning, with particular
reference to consumer protection.
LIC's example is noteworthy in
this regard.

2. To undertake product
development and redesign with
reference to judgments delivered
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by statutory, quasi judicial and
judicial authorities in consumer
protection cases. Amendments to
the terms and conditions of the
products to be given effect to only
prospectively, where they
adversely affect the existing
customers

3. To give utmost attention to
corporate governance.

Self-regulatory organisations

1. To keep a check on non-tariff
product pricing and build a
reliable database for this purpose.
The setting up of MMIB by the
Life Insurance Council is a
welcome step in this direction.

2. To raise a consumer protection
fund and manage it to finance and
support consumer protection
activities of the companies and
the consumer groups.

Consumers

While consumer power is undergoing
changes in equations, with the
consumers shedding their personality of
being simpletons and becoming better
informed,demanding and wise
individuals, it is also obligatory on their
part to be above board,when they seek
protection.

In the words of SCDRC Haryana,
“the hallowed rule of our jurisprudence
has long been that those seeking relief
in equitable extraordinary jurisdictions
(other than the ordinary and formal one
at law) must do so with utmost candour
and without any covert or overt
suppression of facts or making of any
misleading averments. That principle is
epitomised in the dictum that the
petitioner therein must come into the
portals of such jurisdictions with clean
hands.”

The author is retired Chairman, Life
Insurance Corporation of India and
served as Insurance Ombudsman for
the regions of Maharashtra and Goa.
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Betwixt the Claim and the Settlement

— Consumer protection in Non-Life insurance

Insurers can do a lot to protect their consumers as part of their contractual
obligations, writes G. V/ Rao, adding that it is not only their duty but also a huge

differentiator in a competitive market.

The personality of insurance business
is quite different from all other
professions, trades and occupations.
Insurance is a futuristic cover; it is
contingent on the occurrence of a
fortuitous event covered under the
contract; it is a written promise to
financially compensate at a future date,
if contractual conditions are complied
with.

Nothing but a paper containing the
written promise is exchanged at the
time of sale. Insurers expect customers
to regard them as credible parties based
on contract wordings, trust and utmost
good faith. The power to redeem the
promise when called upon to do so,
however, is entirely on the insurer. The
insured is powerless in his negotiation
and is totally dependent on the insurer
to get his dues.

Dispute resolution

Disputes arise quite often on the
content of the promises made and these
put consumers in a tight spot. Resolving
the issue through a legal process is
costly and time-consuming. While the
insurer has the corporate financial
power to fight out its stand to the very
end, the consumer, particularly the
retail one, has limited financial
resources to do so.

Since insurance is an economic
safety net, meant to benefit the society,
the authorities have intervened to
ensure that disputes are settled
amicably by reference to independent
adjudicators for speedy redressal.
Alternate dispute redressal mechanisms
have been introduced by the
government, recognising that
consumers need protection from the
misuse of corporate power.

What are these mechanisms in place
and how effectively are they
functioning?

1. The insurers themselves have set
up internal cells to deal with
consumer complaints in their self-
interest.

While the insurer has the
financial power to fight out
its stand, the consumer,
particularly the retail one,
has limited financial
resources to do so.
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2. The government has a Directorate
of Public Grievances, which deals
with consumer complaints.

3. Forums have been established
under the Consumer Protection
Act, 1986, to deal with delays in
consumer service. These have
powers to issue summary
judgments that are binding on the
providers.

4. The government has set up a chain
of ombudsmen to examine claims
of individuals up to Rs. 20 lakh to
mediate and conciliate between
the insurers and the insured.

5. The IRDA has issued binding
regulations directing insurers to
attend to consumer complaints in
a prescribed manner. In fact, one
of the main functions of IRDA is
to protect the interests of
consumers in their dealings with
insurers.

6. Where liability has been admitted
and the quantum of payable claim
is disputed, the policy usually
provides for arbitration.

7. If the liability itself is disputed,
the option of going to civil courts
is available to the insured.

8. There are separate MACT
tribunals to deal with Motor TP
claims.

9. Lok Adalats act as another
mechanism to settle Motor TP
disputes.

With such a large number of
mechanisms in place for the settlement
of disputes, consumers yet complain
that the insurers often look for
loopholes to deny or delay their rightful
claims. Consumers are generally
reluctant to go to civil courts due to the
length of time it takes to get a decision
and the known cussedness of insurers
to challenge judicial awards that favour
the insured in higher forums.

How good are the ADR resources?-

¢ Grievance redressal cells set up at
operating offices have failed to
build credibility among consumers;
the operating offices are the ones
against whom the complaints are
made. To expect them or the wings
controlled by them to see reason
and change their stand on any
issue is a rather tall order.
Brotherhood in insurance at the
level of operating offices is another
factor.

¢ The Directorate of Public
Grievances is a bureaucracy and
has not delivered any meaningful
value in a time frame except for
those who know how the



bureaucracy functions. This is of no
use to a lay retail consumer.

The consumer forums deal with
issues of delay in decision-making
and do not usually deal with issues
of liability. But they have served
retail consumers well. However, as
corporate consumers too are
allowed to go to Consumer Forums,
there are delays in getting justice.
Retail consumers are hit hard. Also,
insurers indulge in going to the very
top of the National Forum
irrespective of the principles
involved. This acts as a set back to
the process.

The ombudsmen, though set up
through the intermediation of
insurers, do not seem to enjoy the
support of the industry to the extent
they can be more effective. They
have no powers to arbitrate and
their decisions are challengeable.
They can only mediate and
conciliate between disputing
parties. This has made them less
than effective in bridging the
differences between the parties.

The IRDA has issued strict and
binding regulations that offer hope
for promptness in the claim
settlement process for consumers,
if not on the decision itself. But
insurers have no internal systems
to monitor compliance within a
time frame. There is a need for
insurers to be more serious in
attending to IRDA complaints
referred to them.

Arbitration mechanisms also take
time, as parties engage advocates
and court procedures have to be
followed. As advocates are injected
into the system, arbitrators are
asked to sit on weekends so that
their court work is not disrupted.
Continuous sittings become
difficult, leading to delays.

Insurers’ resorting to rejection of
claims on flimsy grounds to drive
consumers to civil courts is seen as
a growing trend. Often, no grounds
are given. Mere statement that the
claim is not sustainable is enough
to reject the claim.

With the exception of consumer
forums, and to some extent the
ombudsmen, the ADR mechanisms have
proved inadequate to protect the
interests of consumers.

Role of Ombudsman in banks

The Ombudsman scheme was
amended in 2002 and now empowers
him to act as a sole Arbitrator in
specified disputes. In such an event the
parties to the dispute have to file
affidavits duly notarised seeking the
services of Ombudsman as sole
arbitrator. If in a dispute the issues need
to be examined by examining witnesses
in addition to documents furnished, the

The ombudsmen do not
seem to enjoy the support
of the industry to the
extent they can be more
effective.

Ombudsman may advise the disputing
parties to seek other forums for its
resolution. He will apply the provisions
of the Arbitration and Conciliation Act,
1996.

There is also a clear policy laid down
for enforcement of Awards under
conciliation and mediation. If the bank
is aggrieved by the decision that there
has been wrong appreciation of facts, or
it creates a bad precedent for the
banking system, the bank through its
chief executive may file a review petition
before the RBI which is the Reviewing
Authority. The Reviewing Authority
may then, if it is satisfied that it is a fit
case for a review, ask the opposing party
and the Ombudsman to send their
comments. The Reviewing Authority
may then direct the Ombudsman
suitably with its own final views.

It would seem that the above
equitable and fair procedures could be
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implemented both in the internal
grievance systems as well as the awards
now handed over by ombudsmen in the
insurance industry as well. The
Ombudsman scheme in insurance has
not been amended since its inception,
as was done in the case of the banking
sector.

Making it compulsory that a
reference either to the grievance
redressal cells of insurers or to the
Ombudsman should be done first before
consumers rush to lodge complaints
with the IRDA may help it to focus on
the actions of insurers taken rather than
on the delays insurers cause. IRDA
needs to distinguish the two sets of
dissatisfaction among the consumers.

What ails insurers

Claims handling is the moment of
truth for the insurance industry. The
monopolistic power and the inbred
culture of the past three decades have
ingrained favour-dispensing attitudes
in the staff, even if they were merely
performing their ordinary duties.
Neither the forces of liberalisation nor
the regulatory compulsions have
significantly changed their work ethic
or attitudes towards consumers.

Feedback from customers and the
decisions of dispute resolving entities
are rarely read, analysed and absorbed
by the insurers. Their persistence with
old standards in spite of several judicial
illuminations continues unabated, so
that there are hardly any improvements
in their underwriting and claims
handling processes.

It is this annoying refusal to learn
from past mistakes, even if
independently pointed out, which is
responsible for their poor image.
Insurers ought to know why they persist
in doing so. It is time they trued up with
the public of their motivations.

There are about 15 lakh claims
remaining unsettled in the industry,
locking up over Rs. 18,000 crore as at
the end of 2004-5. About 80 percent of
them are outstanding for more than six
months of their notification.The
industry has paid out approximately Rs.
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10,000 crore towards claims. Its gross
premium collection was about Rs.
18,000 crore.

Dealing
expectations

Consumers expect from insurers
promptness, fairness in evaluation of
claims and that they should be made
aware of why their claims are settled
for particular amounts or why their
claims are rejected with reasons that
make sense to them. The claims
handling process must be aligned to the
requirements of consumers from their
perspective.

Consumers must be provided with
adequate and clear information to
manage their expectations — explain
the process, name the person who will
deal with the claim, the timescales
involved in processing and provide
consumers with reasons for the amount
settled or for its rejection. Empathetic
communication is the medium through
which expectations are managed and
insurers have made little effort to
improve their communication skills and
processes.

The biggest differentiator among
insures is in the effectiveness of fair and
speedy claims’ settlement and not in
price or coverage. Insurers refuse to face
reality on this front.

Insurers should be doing a lot more
to overcome the consumer apathy that
is blared out against them through
several ADR mechanisms. A few of these
suggestions may be considered:

with consumer

¢ Encourage consumers to complain
more; they are the only ones who
will tell you what is wrong with you.

¢ Reorganise claims handling
processes to be responsive to what
consumers want as priority.

¢ Audit regularly your grievance
redressal cells and processes to
bring in improvements.

¢ Reorganise the cells to bring in
credibility and independence of
judgment to bear for consumers to
believe in you.

¢ Bring in a work culture that your
claims handling department works
for the consumers and from their
perspective.

¢ Ensure fairness, promptness and
consistency in decisions.

¢ Work out costs involved in fighting
cases in higher judicial forums. It
must be principle based and not for
punishing the consumer.

¢ Learn from your mistakes from
decisions made against you in
various forums of courts, etc. It is
expensive to continue indulging in
repeating mistakes.

It is not so much the
quality of their decision-
making that is questioned
but the reckless and callous
attitudes at lower levels
that hurts consumers.

¢ Review customer disputed claims as
a part of MIS.

¢ Monitor how the complaint systems
are working and evaluate the
performance of cells set up.

The FSA’s masterplan

The UK’'s Financial Services
Authority (FDSA) has recently
expressed concern with UK insurers’
claim handling processes and behaviour
towards retail consumers. It has decided
to conduct a study to gain an
understanding of, and an insight into,
insurers’ claims handling of retail
consumers to tighten future supervision.

It proposes initially to send out a
questionnaire to insurers to obtain an
idea of the internal service standards,
to be followed up with focused visits to
their offices to look in more detail at the
systems and internal controls they have
in place to ensure compliance. They

want evidence that insurers are using
MIS to analyse and improve their
claims handling services: that senior
management has access to and is acting
on the information. The FSA has also
expressed concern on fraud as an area
that should receive serious attention
from insurers. Their inspections will
also cover the anti-fraud strategies in
place and check that these are balanced
with customer focused internal claim
handling standards. Such standards
should be regularly reviewed to ensure
that the staff is meeting them.

There is evidence enough from the
judgments of various ADR resources
that insurers can do a lot more to
protect their consumers as a part of
fulfilling their contractual obligations.
Managing consumer expectations is
strictly their business. It is a huge
differentiator of opportunity at the
market place.

When disputes do arise, more
focused involvement of insurers to
reexamine their stand is necessary to
convince the ADR resources of the
justness of their decisions and decision-
making. Losing cases must rouse a
sense of outrage and repeated losses
must make them review their systems
and attitudes and practices.

It is not so much the quality of their
decision-making that is questioned but
the reckless and callous attitudes at
lower levels in dealing with consumer
complaints that hurts consumers.
Admitting mistakes should not be seen
as surrender of ego or prestige.

But when procuring business is at
the top of the agenda and the consumer
and his problems are at the bottom, it
is more a question of hope than
expectation that things will change.

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




To Bring That Smile

— Consumer careasacompetitivetool
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The consumer is King and it pays for the insurer to treat him as such, observes
V' Ramakrishna, providing guidelines to achieve customer satisfaction.

Consumer Protection. The very phrase
implies an adversarial relationship
between the producer and the consumer
—as if the former is a voracious predator
and the latter, a feeble, helpless victim.
It does not at all convey the symbiotic
relationship that ought to exist between
the two. Why is this so?

The need for consumer protection’
stems from the unequal bargaining
power of the two sides — while the
producer is typically a large
organisation, fully aware and informed,
the consumer is equally typically an
individual, with little or no awareness
of his rights. Be that as it may, there is
a need to correct this sub-conscious
positioning — maybe by re-christening
it as ‘consumer care’ (or “consumer
sensitivity’, if you will!)

Consumer care is a recent concept
in India. After all, it is only recently that
we started the journey from a controlled
to a liberalised economy. Consumer care
is all about choices and the need to keep
the consumer happy — both of which
were absent in the pre-liberalised
economy.

Consumer care in insurance

industry

The Indian insurance industry has
been a monopoly/ oligopoly for several
decades. It has, however, undergone a
metamorphosis in recent years. With
the IRDA coming into existence in 1999,
the private players entering the field in
the year 2000 and insurance
intermediaries in the year 2002-2003,
we are finally looking at multiple
choices for the consumer.
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With all this, have we been able to
bring a smile on the consumer’s face? Is
it too early to aspire for best practices
in the insurance industry? Is the
premium-paying customer getting all
that has been promised to him? Is he
getting a fair deal? What happens to him

Consumer care is all about
choices and the need to
keep the consumer happy —
both of which were absent
in the pre-liberalised
economy.
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in the unfortunate event of a claim? Is
he left running from pillar to post? Do
insurers give him a patient hearing or
do they turn a deaf ear and get away
with it? Does the consumer know his
rights?

Before we answer the above
questions and more, it may be a good
idea to define what we believe is being
fair to the consumer or taking adequate
“care” of him.

Give him what he has paid for:
Ensure that the product provided is
exactly what he has applied for. As
insurance is not a tangible product,
ensure that his understanding of what
he has purchased and the reality of the
product he is buying are the same. It
would be appropriate for the insurer to
clearly explain policy coverage and
exclusions, and either ensure that the
customer has understood and accepted

their implications or offer an alternative
policy better suited to his needs.

Do not take advantage of the
customer: Avoid ‘pushy’ sales tactics.
Avoid selling products which, due to lack
of understanding on the consumer’s
part, are either not what he needs or is
in some way inappropriate to his needs
or expectations.

Offer the customer the best product
you can: The ‘best product’ in this
instance is the best product that the
insurer has available in its current
range.

Do your best to resolve mistakes as
quickly as possible: Whether the
mistake is the insurer’'s or the
customer’s, every effort should be made
to resolve it; greater willingness is
required on the part of insurers to
acknowledge mistakes or errors and,
where appropriate, to compensate the
customer.

Show flexibility, empathy and
consideration in dealing with customers:
Where customers have made ‘honest’
mistakes, a degree of discretion should
be used and each situation judged
separately; the provider should err on
the side of generosity, giving the
customer the benefit of the doubt.

Exhibit clarity in all customer
dealings: Terms and conditions should
be as clear and easy to understand as
possible; changes or new features should
be spelt out and explained; messages
should be consistent across all channels;
and language which could potentially
mislead should be avoided.
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Possible hurdles

1) The client holding an insurance
policy is certainly not in the
driver’s seat today, thanks to these
factors: The complicated language
used in the policy makes it
impossible for him to understand
the policy wordings — most
customers would not be able to
explain what exactly they are
covered for and what is excluded.

2) Style and presentation make it
difficult for the customer to read
and comprehend the policy.
Significant  and unusual
exclusions are not mentioned
prominently in the policy.

3) Aninsurance policy is typically an
off-the-shelf product and not client
specific.

4) There are barely any new products
in the market.

Each of us can take steps to improve
the consumer care scenario. These
include:

Consumer education and
empowerment
All the stakeholders — IRDA,

insurers, intermediaries, surveyors and
TPAs — should first appreciate that
consumer education and empowerment
is what drives consumer care. We should
launch industry-wide programmes to
educate consumers.

Undoing the complicated policy
wordings

Insurers and the Regulator could get
together and overhaul policy wordings
in line with the Plain English
movement. Provide summaries with
every policy document, with coverages
and exclusions clearly spelt out in
simple language.

Recourse in case of dissatisfaction
in claim settlement

Make it mandatory to attach a
document to each policy giving tips on
what to look for in a policy, how to
approach the Insurance Ombudsman /
Consumer Protection Cell in case of any
injustice meted out to them (similar to
a statutory warning in the tobacco
industry).

IRDA's role in consumer awareness

IRDA, which has already taken the
lead in consumer awareness
programmes, could follow the UK model,

As insurance is not a
tangible product, ensure
that his understanding of

what he has purchased and
the reality of the product he
is buying are the same.

where the Financial Services Authority
(FSA), the umbrella regulator, carries
out a full-fledged consumer information
campaign on its web site. Consumers
will feel comfortable reading insurance
jargon, simple concepts, FAQs, guide to
insurance buyers, etc. on a neutral
platform like IRDA.

Insurers to enhance their roles:
Insurance players could form self-
regulatory bodies (like the Insurance
Brokers Association of India and the
Third Party Administrators Association
of India) to exchange ideas and
implement best-practices.

Training in customer sensitivity

Insurers, both public and private,
and brokers/ TPAs should train their
staff in customer sensitivity.

Clarity in escalation mechanism

The escalation mechanism should
be clearly defined — all issues should
not land up at the Ombudsman’s door.
Most should be resolved at the insurer
level itself.

Clarity of products

Provide consumers with simple,
clear and understandable information
about products

Develop
products

customer-specific

Develop customer specific, world
class products.

Entering into Service Level
Agreements

Enter into Service Level Agreement
with the client on inception of policy,
giving timelines to be met with regard
to the various servicing aspects
including claims and renewals.
Standardise formats

IRDA should move to standardise
all formats related to policy servicing,
including claim forms, TPA enrolment
forms, etc. When a claim is partially
disallowed or repudiated, the consumer
should be given clear, written reasons
for the same.

Customer seminars

Brokers and agents should educate
their clients through seminars and
workshops.

Non-renewal notice to customers

In case the customer fails to renew
a policy, he/of she should be given
sufficient notice about it.

Risk warnings

Introduce some new pre- and post-
sale information requirements and risk
warnings to help consumers make
informed choices about the type of
product and amount of cover they need.



Customer feedback

To collect feedback from consumers
on their changing needs and grievances,
if any.

Reinsurer rating

In case of reinsurance driven
policies, the client may be informed of
the rating of the reinsurer.

Customer protection against
intermediary / agent fraud

In case of intermediary / agent driven
policies, where the premium amount is
not deposited, the protection for the
customer is to be specified.

Customer protection against
insurer insolvency

A separate fund can be set up by the
Regulator to take care of an eventuality
like the insolvency of any of the insurers.

Clarity in penalty

Penalty to the insurer to be spelt out
clearly in case of non-compliance of
service levels/ delayed claim settlement.
Examples from across the world

A look at how consumer protection
has shaped up in various countries will
provide guidelines on how the Indian
industry can go about it.

United Kingdom

The FSA is the independent
watchdog set up by the government
under the Financial Services and
Markets Act, 2000 to regulate financial
services in the UK, and protect the
rights of retail customers. It aims to
promote efficient, orderly and fair
markets and help retail consumers
achieve a fair deal.

United States

The National Association of
Insurance Commissioners has been set
up to assist all the state insurance
regulators, individually and collectively,
in serving the public interest and
achieving insurance regulatory goals. It
facilitates the fair and equitable
treatment of insurance consumers.

South East Asia

The South East Asian countries
have consumer protection laws that are
the only course of redressal for
aggrieved customers.

In India, the Consumer Protection
Act, which came into existence in 1986,
and the creation of the Insurance
Ombudsman by the Regulator are the
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only sources of recourse for a consumer
who has faced injustice by an insurer.

Consumer protection is like
corporate governance — regulation or
policing can only set the tone and
agenda; practising it in spirit has to
come from within. Treating customers
fairly needs to be embedded into the
culture of a firm at all levels, so that
over time it becomes business as usual.

In the final analysis, it is clear that
firms will only practise what they
believe is crucial for their survival and
growth. Therefore, the best way to
ensure that consumer protection
becomes a rule and not an exception is
to open up the market fully to
competition — let the consumer vote
with his feet and teach the errant
companies a lesson; the survivors will
be twice as careful with their “kings”.

The author is Managing Director,
India Insure Risk Management
Services Pvt. Ltd. The views expressed
in here are his own.

LICENSED BROKERS

H.S.Nagaraj Rao

ARC Insurance Solution Pvt. Ltd.
#40/12, Kumara Krupa Road,
Bangalore-560001
(080)22384488

A.S. Wadhwa

Hudson Insurance Brokers Pvt. Ltd.
SC0 124-125, Sector 34-A,
Chandigarh

(0172)2667237

R.K. Gupta

Vighnaharta Direct Insurance Broking
479, Sector 15,

NOIDA-201 301

(0120)2511753

B.S. Shashidar

[L&FS Investsmart Insurance & Risk
Management Services Ltd.

(-3, 3rd Floor, Paragon Condominium,
P.B. Marg, Worli, Mumbai-400 013.
(022)24972071

B. Nag

BP Risk Advisors and Insurance Brokers
86D, Dr. Suresh Sarkar Road,
Kolkata-700 014

(033)22455853

Anil Goyal

Pritam Insurance Brokers Pvt. Lid.
4119, First Floor, Naya Bazar,
Delhi-110 006 (011)23908598

Anand Verma

Palm Insurance Brokerage Put. Ltd.
456, SFS, Pocket-C, Phase-|,
Sheikh Sarai, New Delhi-110017
(011)26016668

Meena Khanna
CMS Insurance Brokers Pvt. Ltd.

606, Chiranjiv Tower, 43, Nehru Place,

New Delhi-110019
(011)51608766

Sunil R. Bajaj

Jubilee Insurance Broking Services Pvt. Ltd.

No.77, R.V. Road, West Gate Point,
Unit No. 8, Basavanagudi,
Bangalore-560004

Rahul Agarwal

Ideal Insurance Brokers Pvt. Lid.
22, Canning Street, 3rd Floor,
Room No. 27/28, Kolkata-700001
(033)22481949

N. Ramaswamy

Future Risk Management Services Put. Ltd.
20/85, C.P. Ramaswamy Road, Alwarpet,
Chennai-600018

(044)52119882

R.H. Sarma

TT Insurance Services Pvt. Ltd.

102, Raheja Chambers, 12 Museum Road,
Bangalore-560001

(080)25327999
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SPREAD THE WORD...

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

-@ irda Journal, December 2005







NEWS BRIEFS

Government weaves health insurance

cover for handloom workers

The Central Government has launched a Health
Insurance Scheme for workers of the handloom and
allied industries, it has been reported. The scheme,
introduced by the Development Commissioner of
Handlooms, Ministry of Textiles, will cover the lives
of over 1.2 million handloom weavers and allied
workers. Medical cover will be effective for the
weaver, his spouse and two children.

For a contribution of Rs. 200 by the weaver, he
and his family will be covered for Rs. 15,000 while
the DC (Handloom) will bear the remaining premium

MEDICLAIM COVERS

A consumer court has directed Oriental Insurance
Company to pay compensation to a policyholder who
wasrefused reimbursement for the treatment of her pre-
maturely born baby on the ground that it did not come
within the purview of the policy, say media reports.

“The insurance company, by denying the
reimbursement in respect of the pre-mature delivery and
the treatment of the child, has committed deficiency in
service,” the District Consumer Disputes Redressal
Forum headed by Mr. G. D. Dhanuka reportedly said
while directing Oriental Insurance to pay Rs. 86,501 as
compensation and Rs. 3,000 as litigation costs.

The complainant, Ms. Shikha Jain, a Mediclaim
policy holder with the company, was hospitalised with
acute jaundice. She was seven-and-a-half months

contribution of Rs. 800. The other features of the
scheme include OPD treatment up to 50 percent of
the sum insured, all pre-existing diseases covered,
cashless hospitalisation across the country in more
than 2,500 hospitals, express reimbursement/
settlement of claims and other covers like maternity,
pre and post-hospitalisation expenses and
domiciliary treatment covered.

The scheme is developed and implemented by
ICICI Lombard Health Insurance.

PRE-MATURE INFANT’S
TREATMENT COSTS.

CONSUMER FORUM

pregnant at the time. To save the life of the unborn
child, her doctorsinduced labour and apre-mature male
child was born to her. Both the complainant and her
baby were discharged after a month’s treatment. Their
medical bill cameto Rs. 86,501. However, the company
agreed to pay only for Ms. Jain’streatment and refused
to grant the medical expenses of the child on the
strength of an ‘exclusion clause’ mentioned in its
prospectus.

Claiming exception under the clause, the company
said the policy did not cover “treatment arising from
pregnancy, child birth including caesarian”. However,
the court found that the complainant was not duly
informed of the fact, as the prospectus was never
supplied to her.

Katrina, Mumbai floods not to maroon insurers

While some private insurers have expressed fears
that reinsurers may hike rates for catastrophic cover
after being hit by Hurricane Katrina, Mr. R. Beri,
Chairman, New India Assurance, has stated that
neither Katrina nor the Mumbai floods will impact
insurance buyers. He has reportedly opined that there
is too much underwriting capacity in the market chasing
insurance risks.

The insurance losses caused by Katrina are
estimated to cross $35 billion. International reinsurers
expect a hit of hundreds of millions of dollars on account
of hurricane claims. Mr. Beri’'s statement comes at a
time when there is a fear that reinsurers may push for

higher rates in their forthcoming annual event,
popularly known as the September Rendezvous at
Monte Carlo.

According to Mr. Beri, not much business from the
US comes into the international market. He said the
Mumbai floods have caused losses of around Rs. 2,377
crore to Indian insurers. Of this, New India has incurred
claims of around Rs. 600 crore. He said net claims for
New India would be less than Rs. 50 crore because of
reinsurance protection. “Even if the entire Rs. 600 crore
were to be taken on our own books, we would not be
affected, since we have a net worth of over Rs. 4,300
crore,” said Mr. Beri.



India Post to get cracking in

insurance market

The Directorate of Postal Life Insurance (DPLI) is
expected to seek expressions of interest (Eol) from various
asset management companies (AMCs) to help manage its
investments, it has been reported. The move, which will
help DPLI invest in accordance with IRDA guidelines from
April 1, 2006, will also allow the organisation to develop
more insurance products.

Currently, DPLI, whose investment methodology is
guided by the Union Finance Ministry, is allowed to canvass
for business from government employees (both central and
state), civilian officials of the Defence Ministry, employees
of nationalised banks, LIC and both state and central PSUs.
DPLI has two products, the Postal Life Insurance (PLI), to
cater to the urban audience, and the Rural Postal Life
Insurance (RPLI), for the rural segment.

“Over the years, the number of government employees
who form our target market for the PLI is shrinking. If we
have to generate more business, we have to look at a larger
market and this was a point of view which was
communicated to the standing committee of Parliament,”
Ms. Jyotsna Diesh, Member, Postal Services Board, was
quoted as saying.

In the interim, DPLI is also expected to launch a
children’s policy. After April 1, 2006, DPLI may also look
at launching new products targeting the rural market, a
segment which has seen a high lapse rate. In case of RPLI,
it is pegged at around 30 percent. For the current fiscal
year, DPLI is projecting the premium income to touch Rs.
1,232 crore for PLI and Rs. 1,071.29 crore for RPLI. The
comparable figures for the previous fiscal were Rs. 904 crore
and Rs. 698 crore, respectively. The DPLI is rigorously
working on increasing its market share in the insurance
landscape, with a focus on marketing and after-sales. It
expects to use its 1.5 lakh strong postal office network to
garner more business.

NEWS BRIEFS

Rajasthan against
centralised processing system

The Rajasthan state government has expressed
reservations against the centralised processing system
adopted by new private life insurance companies, as it views
the system as a threat to its revenues from stamp duty. It
has raised objection with several of those companies, asking
them to pay stamp duties on policies that are sold in the
state, it is reported. At present, private companies
centralise their purchase of insurance stamps at the
location where they print the policy.

The Life Insurance Council has said that it will lobby
on behalf of life insurers, as the law clearly states that
stamp duty has to be paid at the place where the policy is
issued. Last year, insurance companies paid out close to
Rs. 100 crore worth of stamp duty, of which LIC alone
accounted for Rs. 70 crore.

At the core of the issue is a technology that enables a
company to print policies from the most convenient location,
irrespective of where they are ultimately sold. In the past,
when LIC had a monopoly over life insurance, policies were
issued locally, which meant that stamp duty on these
contracts was also paid at the local stamp office. Although
the rate of stamp duty on life insurance contracts is uniform
across the country, the revenue goes to the state
government.

The Rajasthan government’s decision raises the greater
issue of incidence of stamp duty on financial transactions
in a world where geography is made redundant. For
instance, equity deals are done across the country through
electronic terminals of the Bombay Stock Exchange and
the National Stock Exchange. However, the stamp duty
flows to the Maharashtra state government because of the
centralised processing.

India all set for body partsinsurance

The Indian insurance industry is all set for the entry of
body parts insurance, according to media reports. “We are
all set to offer tailor-made body parts’ insurance policies.
We have, in the past, provided accidental insurance that
offered a sum assured of Rs. 10 crore. This product will be
tailored to meet specific individual requirements for body
parts cover,”Mr. M. Ramadoss, Chairman, Oriental
Insurance Company, has been quoted as saying.

The introduction of body parts policies will mark India’s
entry into the big league of global insurance, add the reports.
Along with Oriental, United India is also “exploring” the
prospects. So too are private sector insurance companies
like ICICI Lombard. However, almost everybody is waiting
for others to make the first move. But all agree on one thing.

You need to be pretty successful in your career to be able
to afford it. As one insurer said, “Recognition in professional
circles is also an eligibility criterion.”

IRDA has said the decision will rest with the insurance
companies. Oriental Insurance says it can provide “at the
most 100-150 times an individual’'s monthly income” as sum
assured for a specific body part insurance. The products
are expected to be tailor-made, with premiums calculated
based on the client’s risk profile. The formula will be similar
to the existing accidental insurance chart, but with higher
risk weightage. Almost all Indian insurers, however, will
prefer to pass on large portion of the risk to reinsurers
abroad, where it can be pooled.

irda Journal, December 2005
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Lloyd’s to bring piracy under

terrorism risk

A new breed of heavily armed, financially astute pirates
has forced Lloyd’s of London to drastically change its
shipping policies that were honed during its 317-year history
as a marine insurer, according to media reports. Piracy
attacks will be classified as a war risk, rather th an a marine
risk, according to new policy documents circulating in the
market. The documents require ship owners to notify their
insurer every time they enter dangerous waters, such as
those off Indonesia, Borneo, Saudi Arabia and Nigeria.

The move by Lloyd's comes as machinegun-toting pirates
blew a hole in the side of a Bahamas-registered cruise ship
100 miles off the coast of Somalia recently. The Seabourn
Spirit, carrying 302 passengers, repelled its attackers with
a sonic blast.

The removal of piracy from marine insurance policies —
where it has traditionally been covered as a risk to the ship’s
hull — is expected to help underwriters to price the piracy
risk more accurately and to reduce the risk of legal wrangles.
By covering piracy in war insurance policies, the attacks
will be treated like those by terrorists. As industry insiders
point out, pirates nowadays come in combat gear with rocket-
propelled grenade-launchers, much akin to terrorists.

Marine cover tends to allow ships to move freely around
the world, while war insurance covers most parts of the world
but requires policyholders to contact their insurer if they
intend to trade in danger areas.

Insurers blame hurricane losses on
risk modeling firm

Insurers faced with significant losses from Hurricanes Katrina
and Rita are increasingly pointing the finger at catastrophe risk
modeling firms, it has been reported. Their argument is that the
computer models inaccurately estimated the likelihood of such
devastating hurricanes making landfall and provided low estimates
on the potential damage insurers may face.

Catastrophe risk models gained increasing popularity over the
past decade in helping insurers to determine the level of risks they
face in a certain region. Models created by vendors such as Risk
Management Solutions (RMS), Egecat and AIR Worldwide compute
databased on past storms and weather patterns, along with thelocation
and construction details of insured property, to provide estimates of
the probability a severe storm will hit a certain area and the likely
amount of damage that would incur if it does.

While modelers admit that they did not anticipate the levee break
in New Orleans, they insist that insurers must be willing to share the
blame for not being prudent in their own loss estimates. However,
the modelers claim that none, including the insurance industry, had
foreseen that New Orleans would completely shut down, resulting in
billions of dollars of business interruption claims for insurers. Also,
delays in adjustors' ahilities to reach devastated properties resulted
in additional damages that insurers would now have to pay to
policyholders, say the modelers.

It has been pointed out that the past two years of hurricane activity,
which are expected to cost the industry $100 billion, need to be used
as alearning experience for both insurers and modelers in assessing
risk going forward. Modelers need to recalibrate their modelsto take
into account post-hurricane issues, such as significant business
interruption and prolonged property damage, and issue estimates that
take into account a broader range of possible risk scenarios.

USrenews Terrorism Insurance Act, boosts borrowing
for flood insurance agency

The US Senate has reportedly voted to renew a post-9/
11 Act providing federal safeguards for the insurance
industry in the event of a devastating terrorist attack. The
voice vote extended for two years the Terrorism Risk
Insurance Act, while putting more of the financial burden
on the insurance industry.

The terrorist attacks in the US on September 11, 2001
caused vast damage to the economy and particularly hurt
the insurance industry. The new bill extends the Terrorism
Insurance Act that was to expire on December 31, 2005 while
increasing from $5 million to $50 million in 2006 and $100
million in 2007 the amount of property and casualty losses
that would trigger federal payments.

Meanwhile, the US Congress has voted to increase the
borrowing powers of the National Flood Insurance Program,
which is currently broke because of hurricane-related claims.
The agency can now resume payments to flood victims. The
Senate and the House have both approved by voice vote a
bill that raises to $18.5 billion the amount the Program can
borrow from the Treasury every year. In September,
Congress voted to raise the borrowing authority from $1.5
billion to $3.5 billion.

Current estimates are that there will be $23 billion in
claims from hurricanes Katrina, Rita and Wilma. There have
been more than 204,000 claims from Katrina, 13,000 from
Rita and 12,000 from Wilma.



General Electric Exits Insurance

General Electric (GE) has agreed to sell most of its
Insurance Solutions business, including Employers
Reinsurance Corp., to Swiss Re for $6.8 billion, it has been
reported. GE will, however, retain some life insurance
business. The transaction is expected to close in the first
half of 2006. The move is part of GE’s strategy to redeploy
capital to faster-growth and higher-return businesses. It
has already completed or announced five insurance
divestitures, generating approximately $25 billion in cash.

GE will receive up to $3.7 billion in cash and notes for
Insurance Solutions, representing up to 55 percent of the
purchase price and shares of Swiss Re common stock
equivalent to the remaining 45 percent of the value of the
transaction. Swiss Re will assume $1.7 billion of debt. GE
will retain the US life reinsurance operations of GE
Insurance Solutions, which is being downsized.

Over the past five years, the Insurance Solutions
business has reportedly lost $700 million and required the
infusion of $3.2 billion of capital. The transaction values
the business units sold at approximately 28 times the
average of 2003-2005 earnings. Despite this valuation, GE
expects to incur an after-tax loss of approximately $2.8
billion from the disposition, which includes loss on
Insurance Solutions book value, goodwill write-off and
taxes.

NEWS BRIEFS

The American Insurance Association (AlA) is urging
insurance regulators to go slow in considering a national
catastrophe insurance programme, affirming support for
catastrophe modeling technology but discouraging federal
and state governments from storming through private sector
business practices.

“In the wake of destruction from the 2005 Gulf Coast
hurricanes, a discussion about how the private insurance
market prepares for, and handles, mega-catastrophes is
certainly timely,” Ms. Tammy Velasquez, AIA Vice
President of State Affairs, reportedly said following a
summit of regulators in San Francisco. “In fact, insurance
companies and other stakeholders have debated potential
market-based solutions to some of the significant challenges
presented by natural disasters for many years.”

Still, the AIA spokesperson urged regulators and other
policymakers to be cautious about a potentially expanded
role for the federal government or state governments,
specifically with regard to whether catastrophe funds are
necessary or appropriate. She observed that private sector
insurance comprises many different, and often
interconnected, parts that must function smoothly in order
to work properly and create a robust market for personal
and commercial property insurance consumers. Hastily
imposed changes could cause the system to fall apart, she
warned.

Based in Washington, D.C., AIA represents more than
435 major insurance companies that provide all lines of
property and casualty insurance and write more than $120
billion annually in premiums.

Willis Group to take control of Chinese insurance broker

US-based Willis Group has become the first foreign
player to win approval to take control of a fully licensed
mainland insurance broker, the South China Morning Post
reported, citing a statement from Mr. Joe Plumeri,
Chairman and Chief Executive of Willis. The newspaper
said Willis Group is set to raise its stake in Willis Pudong

Insurance Brokers by 1 percentage point to 51 percent after

securing approval from the China Insurance Regulatory
Commission (CIRC).

In March last year, Willis won the CIRC’s endorsement
to acquire 50 percent of Pudong Insurance Brokers, then
wholly owned by domestic shareholders, and later renamed
it Willis Pudong. The joint venture has been licensed to
conduct insurance and reinsurance broking activities in
China since August last year.

irda Journal, December 2005




ROUND UP

FICCIl Meet on Insurance

Federation of Indian Chambers of Commerce and Industry (FICCI) held its 10th Conference
on Insurance - Indian Insurance Industry: Towards Achieving Global
Competitiveness at Delhi on November 23 -24.

L to R: Mr. A. K. Shukla, Chairman, LIC, Mr. Onkar S. Kanwar, President, FICCI, Mr. C. S. Rao,
Chairman, IRDA, Mr. N. N. Joshi, Special Representative, Ing Insurance International B. V. and
Mr. Kamesh Goyal, CEO, Bajaj Allianz General Insurance Company Ltd.




Today marks a very
important day in the history of Lloyd's.
China is forecast to become the world’s second
biggest economy and will develop into one of the world’s
largest and most important insurance markets.

Lord Peter Levene, Chairman, Lloyd’s of
London on China allowing Lloyd’s fo reinsure
local currency business and allow
Chinese insurers full access

fo the Lloyd’s market.
It is easy for capital to
move to other markets, either in London,
elsewhere in Europe or further afield.
In this heady environment, no one has a God-given
right o exist.
Mr. Julian James, Director of Worldwide Markets, “...a healthy growth of the
Lloyd’s of London commenting on the three yearplan of market even if it means moderate growth.
Lloyd’s to make itself a more “affordable” We do not want the long-term interests of the
place to trade and prevent rival regions market to be sacrificed at the altar of

from gaining market share. immediate gains in premium.

M. C. S. Rao, Chairman, IRDA commenting on the
roadmap to detariffing.

The management of conflicts
is an important factor in the business
of insurance intermediaries, and has been
the subject of greater focus by regulators around the
world, particularly in the United States. The outcome
of our review into existing market practice suggests
that firms have work to do in order to ensure that
they identify and mitigate conflicts of interest
more effectively.

Financial Services Authority (FSA), Broker’s remuneration in
the UK in a letter to insurance a detariffed era is something that we
brokers. are yet to decide on. We, therefore, cannot

confirm that there will be a flat upper limit of
17.5 per cent for general insurance
brokers in a detariffed era.

The reforms are aimed at Mr. C. S. Rao, Chairman, IRDA

enhancing the calibre and the commenting on the roadmap
decision-making processes of those who to detariffing

are in charge of running institutions in these
sectors, and strengthening the ways in which
they identify and manage their risks.

Dr. John Laker, Chairman,
Avustralian Prudential Regulation Authority (APRA)
on the proposed corporate
governance norms.



Covents

RNI No: APBIL/2002/9589

26 - 31, December, 2005
Venue: Pune
Alternate Grievance Redressal
Mechanism by National Insurance
Academy, (NIA), Pune

2 - 7 January, 2006
Venue: Pune
Hamessing Rural Business Potential
(Life) by NIA, Pune

2 - 7 January, 2006
Venue: Pune
Programme for Middle Level Executives
(Life) by NIA, Pune

2 - 7 January, 2006
Venue: Pune
Financial Risk Insurance and
Insurance Derivatives (Non-Life)by
NIA, Pune

9 - 14 January, 2006

Venue: Pune
Management of Strategic Issues for
Insurance Executives by NIA, Pune

9 - 11 January, 2006

23 -

20 -

Venue: Pune
Insurance Regulations (Non-Life)by NIA,
Pune

- 11 January, 2006

Venue: Pune
(reating Competitive Edge in Non-Tariff
Regime by NIA, Pune

- 14 January, 2006

Venue: Pune
Wireless Technology & Mobile Computing by
NIA, Pune

24 January, 2006

Venue: Singapore

Myths, Realities and Strategies in Corporate
Governance and D&O Today by Asia
Insurance Review

22 February, 2006
Venue: Bangkok
6th CEO Insurance Summit by AIR





