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From the Publisher

ature's fury knows no bounds and

it is still beyond human capacity to

totally thwart its designs. However,
itis very important to put in place an efficient
mechanism to handle relief and
rehabilitation; as also to pay attention to the
financial losses that take place in great
magnitude across the affected region.

The most efficient form of managing these
losses is by risk transfer; as such losses are
beyond the capacity of individuals,
communities and even countries. Owing to
its varied geo-climatic conditions; India has
been prone to various types of natural
disasters like floods, cyclones, earthquakes,
landslides, tsunamis etc. Such natural
disasters generally occur on a large scale and
the losses are huge and widespread. It is
lamentable that in the Indian scenario, the
insured losses have been only a miniscule
portion of the total economic losses. Such
trends are common in several developing
economies; and answers need to be found
on how the insured losses can get closer to
the total economic losses.

For the insurer, managing catastrophic risks
involves a series of processes starting from

assessment of the exposure, assessment of
the accumulation of risks, writing the risks
in an appropriate manner, arranging for
proper reinsurance covers etc. In the
unfortunate event of occurrence of such
losses, the insurers have to act swiftly and
carry out their tasks to mitigate the hardship
of the victims. It is gratifying to note that
the Indian insurance industry has amply
demonstrated this quality by settling the
claims on a priority basis, during the recent
floods in Mumbai and Guijarat.

The importance of proper pricing of
catastrophic risks needs no emphasis. Pricing
should be driven by the risk exposure.
Disaster management and preparedness
forms the focus of this issue of the Journal.

While insurers take over the risk that others
face, at a price; they are themselves
vulnerable to a host of risks which they must
tackle properly to emerge successful. Risk
management for insurers would be the focus
of the next issue of the Journal.

C.S. Rao
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from the editor

Being Prepared for a Calamity ...

Catastrophes take humanity by surprise; and any amount of crisis management at the post-disaster
stage would still leave a large gap that remains unfulfilled. There has been tremendous advancement
in the field of weather forecasting, satellite images etc. but it has to be conceded that nature still
holds the upper hand and inflicts disasters of different degrees in the form of floods, hurricanes,
earthquakes, volcanic eruptions etc. While the geographic location of a place has great relevance as
far as the frequency of the disasters is concerned, one should admit that any part of the world is
vulnerable to one catastrophe or the other.

It would amount to a fatalistic attitude if we resign ourselves to this supremacy of nature and not
take any proactive measures to curtail the severity of a disaster. Preparedness for the eventualities
of a calamity has become a very important point on the agenda of an individual, a society or a
nation. The Japanese way of tackling a disaster in the aftermath of an earthquake is an ideal
example of disaster management and preparedness. Conversely, incidents like the Latur earthquake
about a decade and a half ago in the Indian sub-continent should act as eye-openers. Thousands of
people lost their lives on account of the poor masonry rather than the intensity of the earthquake,
which measured just around 6 on the Richter scale.

While there is nothing that can be done about human and emotional losses, there can be a great
deal of mitigation by being prepared financially against such disasters. Insurance provides the strongest
tool in this sense; and it is once again a tragedy that financial preparedness remains a subject of low
priority in developing economies. There is a strong need for an urgent reversal of such trends. For
insurers, designing suitable products in this domain and pricing them appropriately remains a huge
challenge, despite all the development of actuarial and statistical models. To add to their intrigue,
disasters triggered by terrorist attacks surface from time to time; making reasonable assessments
even more difficult.

Financial management of disasters and preparedness forms the focus of this issue of the Journal.
There are various articles that throw light on different aspects of this hugely important domain.
Gen. Vij (Retd.), Vice-Chairman of the National Disaster Management Authority (NDMA), India sets
the ball rolling by highlighting the proactive role that the Government of India is playing in tackling
this very sensitive issue in a country that is prone to disasters. In the next article, Prof. Alberto
Monti discusses the role of governments in managing the increasing financial burden on account of
catastrophes; as also the role of public private partnerships.

Mr. Katsuo Matsushita insists that it should be our goal to make a disaster resilient community,
society and economy; in his article. The lack of proper models and sufficient data in the Indian
domain makes product designing and pricing difficult and this is discussed in detail in the next
article by Mr. R.Chandrasekharan. The importance of the role of insurance and reinsurance in disaster
management is colossal; and this makes underwriting a very vital function. Mr. P.C. James delves
into this very sensitive and important area and gives a threadbare account. Mr. G.V. Rao looks at
natural disasters as wars being waged by nature against humanity; and he goes on to explain the
importance of better awareness of the consequences. Environmental pollution has been quoted to
be the reason - whether direct or indirect - for the ecological disequilibrium that causes natural
catastrophes. What are countries doing to fight this menace and achieve certain standards with
regard to emission of gases and global warming? Ms. Jayashree Bose takes up this sensitive question
and provides some answers.

Risk is an inherent part of any business activity and cannot be wished away. For insurers, who are in
the business of taking over others’ risks, it is much more critical. Risk management for insurers will
be the focus of the next issue of the Journal.

U. Jawaharlal
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Report Card:LIFE

Life Insurance Industry records 120.41% growth

Life insurance industry recorded a growth of 120.41% in
premium collection for the period April’06 to February’07
over the corresponding period in the previous year. Group
Insurance schemes covered 16710402 lives in all, showing
an increase of 29.92% . In terms of number of policies,
the sector recorded a growth of 30.19%.

Individual premium

Individual Single Premium underwritten by life insurance
industry is Rs.18958.80 crore (P.Y. Rs.8298.24 crore) for
the period April’07 to February’07; of which the private
insurers’ share is Rs.2208.60crore (P.Y Rs.1570.95crore)
and LIC garnered Rs.16750.21crore (P.Y. Rs.6727.29 crore).
The Individual Non-Single Premium underwritten during
April-February, 2007 was Rs.29605.48crore (P.Y.
Rs.14221.03crore) of which the private insurers underwrote
Rs.10532.70crore (P.Y. Rs.5165 crore) and LIC
Rs.19072.78crore (P.Y. Rs.9056.03crore)

Group premium
The industry underwrote Group Single Premium of

Rs.8428.94crore (P.Y. Rs.3370.56¢rore) covering 12834782
lives. Out of this, the private insurers covered 773901 lives
underwriting Rs.678.48crore (P.Y. Rs.319.21 crore) and LIC
covered 12060881 lives underwriting Rs.7750.46¢crore (P.Y.
Rs.3051.35crore). During the corresponding period in the
previous year, private insurers covered 698644 lives and
LIC 9910788 lives. The Group Non-Single Premium
underwritten during April-February, 2007 was
Rs.944.58crore (P.Y. Rs.396.30crore) which was
underwritten entirely by the private insurers, covering
3875620 lives (P.Y. 2252613).

Segment-wise segregation

A further segregation of the premium underwritten during
the period indicates that Life, Annuity, Pension and Health
contributed Rs.38711.65 crore(66.86%), Rs.1326c¢rore
(2.29%), Rs.17838.22crore (30.81%) and Rs.21.8crore
(0.04%) respectively. In respect of LIC, the break up of
life, annuity and pension categories was Rs.26368.16crore
(60.51%), Rs.1160.56crore (2.66%) and Rs.16044.73crore
(36.82%) respectively. In case of the private insurers,
Rs.12343.49crore (86.17%), Rs.165.44 crore (1.15%),

Rs.1793.49crore (12.52%) and Rs.21.8crore (0.15%)
respectively was underwritten in the four segments.

Unit linked and conventional premium

Analysis of the statistics in terms of linked and non-linked
premium indicates that 47.20% (Rs.27330.58crore) of the
business was underwritten in the non-linked category, and
52.80% (Rs.30567.1crore) in the linked category. While
private insurers’ total business comprised of 87.2% of
linked premium and 12.8% of conventional premium,
composition of LIC's business has 41.49% share of linked
premium and 58.51% of non-linked premium. During the
corresponding period of the previous year; linked and non-
linked premium indicates that 55.07% (Rs. 14460.73crore)
of the business was underwritten in the non-linked
category, and 44.93% (Rs. 11798.58crore) in the linked
category. In case of LIC, the linked and non-linked premium
was 30.96% and 69.04% respectively, while for the private
insurers taken together it stood at 80.37% and 19.63%
respectively.

First Year Premium of Life Insurers for the Period Ended February, 2007

Sl Insurer Premium u/w (Rs. in Crores) No. of Policies / Schemes No. of lives covered under Group

No. Feb, 07 Up fo Feb, 07 Up to Feb, 06 Feb, 07 Up to Feb, 07 Up to Feb, 06 Feb, 07 Up to Feb, 07 Up fo Feb, 06
BaJ'ui Allianz
Individual Single Premium 79.14 957.42 1128.94 14294 112261 87429 0 0 0
Individual Non-Single Premium 362.01 2011.26 793.12 233522 1271997 439238
Group Single Premium 0.60 479 227 0 1 1 495 2287 744
Group Non-Single Premium 6.31 23.63 15.90 17 197 164 16910 636591 298965
ING Vgsyu
Individual Single Premium 1.29 22.89 9.48 92 1667 987
Individual Non-Single Premium 34.15 318.45 172.25 19414 165371 94576
Group Single Premium 0.00 231 8.94 0 0 0 0 517 2403
Group Non-Single Premium 0.32 6.23 9.18 3 43 60 56236 68735 24980
Reliance Life
Individual Single Premium 7.13 89.03 105.70 1270 14553 15809
Individual Non-Single Premium 105.42 484.67 37.97 56105 295404 40195
Group Single Premium 10.64 2.1 1.13 3 24 0 5915 20299 0
Group Non-Single Premium 0.65 8.64 597 20 153 84 83598 237013 118654
SBI Life
Individual Single Premium 61.40 387.64 75.83 8713 57827 11921
Individual Non-Single Premium 151.18 840.74 164.45 59513 351381 181073
Group Single Premium 25.99 196.47 191.48 0 2 2 15067 117627 179968
Group Non-Single Premium 83.59 287.14 80.69 5 279 1704 282793 1151000 676181
Tata AlG
Individual Single Premium 241 16.60 4.80 329 1907 0
Individual Non-Single Premium 4451 440.00 329.66 34789 345787 258261
Group Single Premium 5.57 47.95 21.22 0 7 2 35772 260403 139586
Group Non-Single Premium 5.63 41.96 49.77 8 74 226 14986 208972 403531
HDFC Standard
Individual Single Premium 11.47 109.80 97.62 28923 118669 104749
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HDFC Standard

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

ICICI Prudential

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Birla Sunlife

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Aviva

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Kotak Mahindra Old Mutual
Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Max New York

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Met Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Sahara Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Shriram Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Bharti Axa Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Private Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

LIC

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Grand Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

1038.66
2701.87
557.05
159.83

2208.60
10532.70
678.48
944.58

16750.21
19072.78
7750.46
0.00

18958.80
29605.48
8428.94
944.58

1570.95
5165.00
319.21
396.30

6721.29
9056.03
3051.35

0.00

8298.24
14221.03
3370.56
396.30

28923
39636

8546
2176]%

19

16492
35012

534
25243

13

314
17956

962
41194
0

53

197
11178

630
4515

2238
4167

0
1389
0
0

83554
801245
23

167

506576
4045567
1900

0

590130
4846812
1923
167

118669
283090
101

29

54393
1520013
135

276

67821
238208

131

3282
237923

76

3348
117469

9
158

5997
452512
0

110

1351
85496

0
193

4042
20495

14941
53539

0
3412
0
0

462059
5442092
280
1722

5344099
19800645
17268

5806158
25242737
17545
1722

104749
206150
88
19

31852
640410
112
122

64705
14063(7)

42

2487
126210

16

3260
68407
2

79

232
365496
0

83

1122
77179

0
165

2997
15440

327550
2653272
m
2764

1781706
19083831
14443

2109256
21737103
14665
2764

18416
535

12923
18992

139
4353

62
58332

7269
10983

354

0
26712

oo

oo

96058
574844

1071602
0

1167660
574844

166979
49072

137507
330558

3870
54816

1609
328587

62803
250264
0
58414

0
398407

0
103191

[=Y=}

[=Y=}

773901
3875620

12060881
0

12834782
3875620

115064
14299

238624
106105

5862
12498

786
176150

14190
101553

0
34453

0
285244

147
0

698644
2252613

9910788
0

10609432
2252613

Note:

-

1.Cumulative premium upto the month is net of cancellations which may occur during the free look period.

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

Correction: The premium figures given in the previous issue were in crores of rupees; and not in lakhs as reported earlier.
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ﬁ statistics - life insurance e

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED DECEMBER, 2006 (Provisional & Unaudited)

INDIVIDUAL SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Lakh)

S| P ARTICULARS PREMIUM POLICIES SUM ASSURED
No. Dec’2005 Dec’2006 Dec’2005 Dec’2006 Dec’2005 Dec’2006
Non linked*
1 Life
with profit 16909.69 17916.58 21621 20507 24925.26 27614.98
without profit 56704.37 65893.87 215076 224771 245342.89 267480.06
2 General Annuity
with profit 5.00 0.00 6 0 8.30 0.00
without profit 100.67 688.82 111 253 0.00 40.68
3 Pension
with profit 3196.18 11215.89 4654 6318 109.82 252.64
without profit 9950.84 172.48 2751 70 106.40 142.01
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
A. | Sub total 86866.75 95887.62 244219.00 251919.00 270492.67 295530.37
Linked*
1 Life
with profit 4.85 0.05 4 0 4.24 0.00
without profit 136232.74 235313.00 174110 309608 163258.55 355796.02
2 General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 13.34 120.11 0 0 0.00 0.00
3 Pension
with profit 0.13 0.25 0 0 0.00 0.00
without profit 413183.29 1363293.37 1216965 4036361 405.72 208.58
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 549434.35 1598726.78 1391079.00 4345969.00 163668.51 356004.59
C Total (A+B) 636301.10 1694614.41 1635298.00 4597888.00 434161.18 651534.96
Riders:
Non linked
1 Health# 2.55 1.71 16 21 30.00 32.41
2 Accident## 12.37 3.99 1158 911 911.05 571.61
3 Term 1.86 0.81 82 27 51.71 20.41
4 Others 0.00 0.05 0 0 0.00 0.00
D. | Sub total 16.78 6.56 1256.00 959.00 992.76 624.43
Linked
1 Health# 1.28 2.32 23 65 29.85 70.89
2 Accident# # 3.41 9.53 85 7795 243.63 4874.02
3 Term 0.10 0.19 1 4 1.11 8.25
4 Others 0.00 0.00 0 0 0.00 0.00
E. | Sub total 4.79 12.05 109.00 7864.00 274.59 4953.16
F Total (D+E) 21.57 18.61 1365.00 8823.00 1267.35 5577.59
G. | **Grand Total (C+F) 636322.67 1694633.01 1636663.00 4606711.00 435428.53 657112.55

* Excluding rider figures.

** for policies Grand Total is C.

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

The premium is actual amount received and not annualised premium.

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

arRrIL 2007



statistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED DECEMBER, 2006 (Provisional & Unaudited)

INDIVIDUAL NON - SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Lakh)

Sl. PREMIUM POLICIES SUM ASSURED
PARTICULARS
No. Dec’2005 Dec’2006 Dec’2005 Dec’2006 Dec’2005 Dec’2006
Non linked*
1 Life
with profit 688363.38 1473047.07 13322601 13235618 11465549.87 12194892.60
without profit 46632.33 184422.95 1746868 672260 3142299.29 1463508.61
2 General Annuity
with profit 78.53 16.62 777 160 1448.48 268.49
without profit 0.00 0.00 0 0 0.00 0.00
8 Pension
with profit 4702.95 4051.24 36140 15802 22376.45 16246.75
without profit 621.45 1156.21 2329 3882 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 449.02 1553.22 20884 103476 71229.16 462807.97
A. | Sub total 740847.65 1664247.31 15129599.00 14031198.00 | 14702903.25 | 14137724.42
Linked*
1 Life
with profit 82.45 12.78 277 61 486.57 116.75
without profit 287452.91 655506.87 939865 2649443 2597049.28 6369772.18
2 General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 7127.77 0.00 41106 0 12748.66 0.00
3 Pension
with profit 18.17 5.78 45 5 0.00 0.00
without profit 23292.95 121142.28 72484 428004 3081.83 56829.22
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 317974.25 776667.71 1053777.00 3077513.00 2613366.34 6426718.15
C Total (A+B) 1058821.90 2440915.02 | 16183376.00 17108711.00 | 17316269.59 | 20564442.58
Riders:
Non linked
1 Health# 314.15 260.90 22794 14700 28811.36 20072.15
2 Accident## 662.68 490.85 271543 293903 518246.64 492201.27
3 Term 74.21 36.11 19460 5979 17118.69 6540.28
4 Others 371.64 1344.09 7744 3941 28488.30 208116.04
D. | Sub total 1422.68 2131.95 321541.00 318523.00 592664.99 726929.74
Linked
1 Health# 221.64 384.78 9099 10888 55948.11 35266.17
2 Accident## 253.51 460.62 50740 103207 88394.43 601224.50
3 Term 45.45 61.77 5086 6909 10668.53 14217.01
4 Others 61.52 89.29 12401 15414 1371.59 35145.06
E. | Sub total 582.11 996.46 77326.00 136418.00 156382.65 685852.74
F Total (D+E) 2004.79 3128.42 398867.00 454941.00 749047.64 1412782.48
G. | **Grand Total (C+F) 1060826.69 2444043.43 | 16582243.00 17563652.00 | 18065317.23 | 21977225.06

* Excluding rider figures.

** for policies Grand Total is C.
# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.

## Disability related riders.

The premium is actual amount received and not annualised premium.
Compiled on the basis of data submitted by the Insurance companies.
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED DECEMBER, 2006 (Provisional & Unaudited)

GROUP SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Lakh)

Sl PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Dec’2005 | Dec’'2006 | Dec’2005 | Dec’2006 | Dec’2005 | Dec’2006 | Dec’'2005 | Dec’2006
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 89908.88 103079.54 1100 1250 412330 483164 165299.80 266090.26
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 2109.75 2287.75 1462 564 441080 106522 410714.33 136315.50
C EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
p wiLhoui profit 374.63 382.13 74 745 440518 655287 178005.95 201130.87
Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 32946.74 424780.77 7922 11031 8266963 9086298 2905569.54 20392448.29
2 General Annuity
with profit 50234.37 51328.14 5 7 2436 1972 0.00 0.00
without profit 44201.92 40178.48 15 45 5773 5196 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 41467.55 46733.19 62 123 48458 77055 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A Sub fotal 261243.84 668770.00 11307.00 13765.00 9617558.00 10415494.00 3659589.62 20995984.92
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0.00 0.00
without profit 2767.32 5032.19 6 24 3518 82961 35.18 4664.45
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3} EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 363.13 913.15 1 2 352 5078 3.52 50.78
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 245.09 5629.32 0 10 0 8356 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 3375.54 11574.66 7.00 36.00 3870.00 96395.00 38.70 4715.23
C Total (A+B) 264619.39 680344.66 11314.00 13801.00 9621428.00 10511889.00 3659628.32 21000700.15
Riders:
Non linked
1 Health# 28.59 21.17 21 10 14499 4582 23942.62 410635.43
2 Accident# # 67.20 24.32 18 26 16658 12244 148733.05 1405106.42
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
D. Sub total 95.79 45.49 39.00 36.00 31157.00 16826.00 172675.67 1815741.85
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident # # 0.00 0.00 0 0 0 0 0.00 0.00
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
F Total (D+E) 95.79 45.49 39.00 36.00 31157.00 16826.00 172675.67 1815741.85
G. **Grand Total (C+F) 264715.18 680390.15 11353.00 13837.00 9652585.00 10528715.00 3832303.99 22816442.00

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

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

## Disability related riders.
The premium is actual amount received and not annualised premium.
Compiled on the basis of data submitted by the Insurance companies
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statistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED DECEMBER, 2006 (Provisional & Unaudited)

GROUP NEW BUSINESS — NON - SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (s in Lakh)

Sl PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Dec’2005 | Dec’2006 | Dec’2005 | Dec’2006 | Dec’2005 | Dec’2006 | Dec’2005 | Dec’2006
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 2308.21 4876.83 29 26 20824 45067 22097.63 17361.99
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 1.33 2061.00 1 0 1014 222323 1332.30 415415.00
C EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
P wiLhout profit 386.14 420.74 185 178 285706 275170 239001.03 227110.78
Others
with profit 38.95 0.00 23 0 7874 0 23415.30 0.00
without profit 3873.00 17123.95 1797 887 1353394 2121899 2207857.95 4199298.97
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 68.14 91.31 1 3 804 68 191.50 5.50
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A Sub fotal 6675.77 24573.83 2036.00 1094.00 1669616.00 2664527.00 2493895.71 4859192.24
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 8749.46 20082.47 133 203 115561 173072 30375.39 173907.53
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3} EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 361.94 531.09 n 10 218 152 118.64 137.50
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 667.48 3581.25 8 5 378 1743 667.48 3581.25
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 10982.29 19946.10 53 103 10256 48085 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 20761.17 4414091 205.00 321.00 126413.00 223052.00 31161.50 177626.27
C Total (A+B) 27436.94 68714.75 2241.00 1415.00 1796029.00 2887579.00 2525057.21 5036818.51
Riders:
Non linked
1 Health# 13.96 17.82 5 12 1126 5654 10676.92 24170.23
2 Accident# # 22.44 32.12 43 26 48981 17996 117886.08 90849.11
3 Term 0.05 0.16 1 1 26 95 13.00 292.50
4 Others 0.80 0.49 1 4 32 3571 2066.53 19823.85
D. Sub total 37.25 50.59 50.00 43.00 50165.00 27316.00 130642.53 135135.69
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident # # 0.00 49.1 0 37 0 23609 0.00 137369.10
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 49.11 0.00 37.00 0.00 23609.00 0.00 137369.10
F Total (D+E) 37.25 99.70 50.00 80.00 50165.00 50925.00 130642.53 272504.79

* Excluding rider figures.

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

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

The premium is actual amount received and not annualised premium.

Compiled on the basis of data submitted by the Insurance companies.
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Managing Risks Efficiently

WHILE PROVIDING
PROTECTION FOR THE
VARIOUS RISKS THAT
INDIVIDUALS AND
CORPORATE ENTITIES
FACE, INSURERS

® THEMSELVES FACE SEVERAL
RISKS. MANAGEMENTS
HAVE TO BE EVER ALERT TO
CONSTANTLY MONITOR
THESE RISKS; AND EMERGE
SUCCESSFUL’ OPINES

U. JAWAHARLAL.

There is no business activity or enterprise
which is not replete with risk. Finance
experts emphasize on the risk-return trade
off thereby indicating that as the element of
higher returns goes up; correspondingly the
risk that is associated with it also increases.
Further, individuals also face risks of various
kinds for their day-to-day activities and for
their very mundane existence. A very
efficient form of providing a hedge against
these risks is by way of transferring them.
Insurers are in the business of taking over
the risks of policyholders - individuals as well
as corporate entities. It needs no emphasis
to mention that the take-over of the clients’
risks puts insurers in different types of risks
which they must manage efficiently in order
that they achieve their corporate goals.

There are various risks that insurers face;
and depending on their exact line of activity,

they may have to tackle these differently.
There are also, however, several risks that
insurers face commonly, irrespective of their
line of operation. Reputation risk, for
example, is one risk that all entities have to
combat. They must not be lured by short term
gains by putting their long-term reputation
at risk. The goodwill that has been created
with years of hard work can be decimated
by a single episode of thoughtless
adventurism.

Considering that insurance business is highly
capital intensive, efficient investments play
a major role in the successful conduct of
business. Particularly for life insurers, where
the contracts are predominantly long-term
in nature; there has to be a proper
assessment of the inherent risks - especially
in a highly volatile interest rate scenario and
the global economic trends. Emphasis must
be on the security of capital, while
profitability by way of higher interest on
investments is always welcome. Further,
there has to be a proper asset liability
management; and any mismatch in this area
would highly impede the business interests.

In the case of life insurers, mortality and
morbidity trends play a huge role in the
successful conduct of their business. Proper
analyses of statistics with updated tools of
information are essential in order that the
long term commitments and assurances made
are realistic. Where the payouts are related
to market performance, there must be clear
enunciation of the terms; so that there is no
scope for any misgiving in the end that could
erode their reputation.

Risk Management

JOURNAL apriL 2007

Underwriting a risk properly and
scientifically is of utmost importance to an
insurer. In the absence of this, the very
pedestal of prudent management could
crumble. While this is true for any insurance
business, it is particularly relevant for the
non-life insurance industry in India which has
just been de-tariffed. It is very easy to get
carried away by the business opportunities
that come calling at the doorsteps; but
insurers would do better to show their
maturity in the acceptance of risks.
Underwriting should remain at the top of the
management’s agenda and should never be
subservient to the marketing function. There
must be a proper assessment of the retention
levels; and insurers should organize proper
reinsurance for risks undertaken above that
level. There must be objective assessment
of the risks to be transferred to the
reinsurers; and insurers should plan properly
for creating a long-term relationship with
the reinsurers and not get carried away by
short term goals.

Above all, management must always be alert
to the various forces that can act in different
directions; and take strategic decisions in
tune with the corporate philosophy.
Corporate governance is one area where
managements have to focus in detail and
ensure that the organization is being run on
sound lines.

‘Risk Management for Insurers’ is the focus
of the next issue of the Journal. There will
be articles on different facets of risk
management written by expert practitioners
and professionals.

in the next issue...



Disaster Management

ROLE-PLAY BY (GOVERNMENT

THIS IS AN ARTICLE BASED ON THE KEY-NOTE ADDRESS DELIVERED BY GEN. N.C.VI1J, PVSM, UYSM, AVSM (RETD.),
VICE-CHAIRMAN, NATIONAL DISASTER MANAGEMENT AUTHORITY, INDIA AT THE FIRST CONFERENCE ORGANIZED
UNDER THE AUSPICES OF ORGANIZATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT (OECD), AT

HYDERABAD ON 26-27TH FEB, 2007.

dramatic increase in the frequency

and severity of natural disasters in the
world; and their consequential effects,
in terms of loss of lives and manifold
increase in economic and financial losses.
The global economic losses due to
disasters from the 1960s to the 1990s
show almost a nine fold increase.

In the recent years, there has been a

The economic losses suffered due to
disasters in India from 1991 to 2005, also
depict an alarming trend in the degree
of vulnerability and exposure to risk
amounting to financial loss of nearly
2 per cent of the GDP.

The Government of India (GOl), in
recognition of the importance of Disaster
Management as a national priority and in
conformity with the Yokohama
declaration on disaster management, had
set up a High-Powered Committee in

INDIA
ECONOMIC LOSSES DUE TO DISASTERS

Annual - Impact on People
1. Lossesinlives - 4334
2. People affected - 30 Million
3. Houses lost - 2.34 Million

Annual - Financial Losses

1. Percentage of GDP - 2%

2. Percentage of Central
Revenue (for relief)  -12%

August 1999 and also a All Party National
Committee on Disaster Management
after the Gujarat earthquake, for making
recom-mendations on a comprehensive
institutional frame-work for disaster
management in the country.

A review of the

GLOBAL ECONOMIC LOSSES DUE TO DISASTERS

Note:

1. UN declared the decade of 1990-1999 as International Decade for Natural
Disaster Reduction.

2. Losses 1995-1999

- Developed World
- Developing World

*Source: www.em-dat.net

- 2.5% of GDP $
- 13.4% of GDP

financial mechanism
for disaster manage-
ment was also initiated
and for the first time,
Tenth Five-Year Plan
Document had a
detailed chapter
on the disaster
management.
Moreover, the terms
of reference of the
Twelfth Finance
Commission were also
modified to facilitate
this process.

In the aftermath of

Tsunami’, the Government of India took
a defining step by enacting the Disaster
Management Act 2005, which envisaged
the creation of the National Disaster
Management Authority (NDMA), headed
by the Prime Minister; and State Disaster
Management Authorities (SDMAs) headed
by respective Chief Ministers, to
spearhead and implement a holistic and
integrated approach to Disaster
Management in the country.

It is a unique legislation which not only
includes a comprehensive framework
for facilitating the formulation and
implementation of effective disaster
management policies but also lays
down the financial and techno-legal
regime. These instruments will enable
the National and State Authorities in
implementing proactive strategy
for efficient management of disasters
rather than a mere response to their
occurrences.
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Financing is an Ex-post
financial measure.

Mitigation

It is a well established fact
that mitigation and pre-
paredness are the key
components of disaster
management strategy. This is
borne out by the experience
of the developed countries
which suffer far lesser
economic and human losses
as compared to the
developing countries; or the
countries who are late
starters in this field.

The challenges before us are to realize
the National Vision in the spirit of the Act
and also to contend with the emerging
threats in terms of epidemics of hitherto
unknown diseases, technical failures
which may lead to disruption of critical
infrastructure, new forms of terrorism
including nuclear, chemical, biological
radiations and cyber attacks. Global
warming and consequential emerging
weather trends are also major areas of
concern to contend with. We actually are
in the midst of a "multiple threat
situation” wherein we have extreme
vulnerability to natural disasters, global
terrorism, inadequate risk management
instruments and high poverty rate with
increasing population pressures.

Role of Financial Institutions

Financial institutions have a pivotal role
to play both in terms of post disaster
reconstruction but also even more
importantly, in instituting the proactive
strategy to mitigate the effects of
disasters by mobilizing financial
resources. There are four fundamental
components of holistic management of
disaster risk reduction i.e. (i) Risk
Mitigation Investments, (ii) Institutional
Capacity Building, (iii) Emergency
Preparedness and Rehabilitation and (iv)
Reconstruction Financing. Out of these,
three lie in the domain of Ex-ante
financial applications and only the
Rehabilitation and Reconstruction
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Keeping this aspect in view,
we have undertaken the following
initiatives:-

« Recommendations on integrating
financial aspects of disaster
mitigation measures into the
developmental plans by an inter-
ministerial working group under the
aegis of NDMA.

« Installation of Tsunami Early Warning
System which is expected to be
commissioned in September 2007.

» Reviving of National Cyclone Risk
Mitigation Project in collaboration with
the World Bank.

» Creation of National Disaster Mitigation
Reserves for 325,000 personnel affected
by disasters in eight strategic locations
in the country.

» Working towards Operationalization of
the National Disaster Response Force of
approximately 10,000 personnel with
144 composite teams.

» Restructuring and Reorientation of the
Civil, Defence and Home Guards; and
up-gradation of Fire Services.

In the catastrophe risk financing domain,
India is said to be ranked among the top
50 countries suffering economic losses
due to natural disasters. Most of the losses
are uninsured. In India, the penetration
of Catastrophe Insurance is under 0.5 per
cent, whereas in Turkey it is to the tune
of 17 per cent.

Excessive reliance on ex-post disaster
funding dampens countries’ incentives for
pro-active risk management. In the

absence of insurance, personal savings,
and effective mechanisms of targeted
social assistance, the poorer sections of
the society are most vulnerable to natural
disasters. Lack of liquidity in the
aftermath of natural catastrophes
severely retards economic recovery. Large
catastrophe events may entail years of
unsustainable fiscal deficits and thus can
jeopardize the country’s chances of
economic growth. We need to reverse this
trend and institute international best
practices for catastrophe risk
management.

CATASTROPHIC INSURANCE
PENETRATION IN DEVELOPING
COUNTRIES

« |IRAN - Under 0.05%
« PHILIPPINES - Under 0.3%
e INDIA - Under 0.5%
o CHINA - Under 0.5%
e BULGARIA - Under 3%

« ROMANIA - Under 5%

e TURKEY - 17%

To fulfill the National Vision and
implement the proactive strategy for
disaster management, we need the
financial mechanism which will enable us
to achieve the following objectives:-

» Centre stage the economic perspective
of risk and vulnerability through
systematic awareness on Return on
Investment (Rol), thus motivating the
stakeholders to institute proactive
financial measures for physical risk
management (mitigation).

e Reduce fiscal exposure of the
governments to adverse consequences
of natural disasters thus ensuring stable
economic growth and fiscal
management.

o Make much needed liquidity readily
available in the public and private
domains as well as to the individual
households immediately following a
natural disaster by increasing insurance
penetration for natural hazards and
making catastrophe insurance
management an integral part of overall
government risk management
practices. * % %



Managing and Financing Large
Scale Risks in OECD Countries

CHALLENGES AND INSTITUTIONAL SOLUTIONS

ARE GOVERNMENTS
ADOPTING EFFICIENT
STRATEGIES TO MANAGE
THE INCREASING FINANCIAL
BURDEN OF CATASTROPHES?
ARE FINANCIAL SECTOR
INSTITUTIONS PREPARED TO
WITHSTAND DISASTERS
BOTH FROM A FINANCIAL
AND AN OPERATIONAL
VIEWPOINT?

PROF. ALBERTO MONTI
DISCUSSES THESE
QUESTIONS IDENTIFYING
THE KEY FEATURES OF
EXISTING INSTITUTIONAL
SOLUTIONS IN OECD
COUNTRIES, BASED ON THE
OUTCOME OF A
STOCKTAKING EXERCISE
UNDERTAKEN WITHIN THE

OECD NETWORK PROJECT.

]

Introduction

e global economic and financial
impact of disaster risks has
dramatically increased over the

past decades, and the trend is towards
higher degrees of vulnerability and
exposure, leading to larger losses. This
appears to be due to several factors,
including social, demographic, political,
environmental and climatic issues. The
new dimension of the international
terrorism threat after 9/11 is just one of
the examples, as it is the changing
meteorological risk scenario associated
with the increasing uncertainty of
weather patterns. The growth of urban
developments and population density in
exposed areas also contributes to
this phenomenon.

In light of the above, the financial
management of large scale catastrophes
has become a central topic in the political
agenda of governments in OECD and non-
member economies, which have taken
very different institutional approaches to
managing the increasing financial burden
of catastrophes.

From a comparative perspective, it is
crucial to understand what the key
features of existing institutional solutions
in OECD countries are; with a view
to assessing the efficiency level of
strategies designed and adopted by
governments to manage the increasing
financial burden of catastrophes, and
the level of preparedness of financial
sector institutions to withstand disasters
both from a financial and an operational
viewpoint.

Challenges

The key question then becomes how best
to financially manage catastrophic risks
from a public policy perspective, with a
view to reducing the total cost of
disasters. What is clear is that the
respective roles and responsibilities of the
public authority, participants in the
financial sector (e.g. insurance and
reinsurance companies, as well as
institutional investors), businesses
and individuals must be clearly
determined ex ante, in order to develop

The key question becomes how best to financially manage

catastrophic risks from a public policy perspective, with a

view to reducing the total cost of disasters.
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an effective catastrophic risk
management strategy at Country or
Regional level.

The incentive mechanisms introduced by
different forms of public sector
participation in the financial
management of catastrophic risks must
also be investigated, together with the
opportunity to adopt different
approaches to tackle different types of
catastrophic risks (e.g. natural
calamities, industrial/technological
accidents, and intentional man-made
disasters).

Finally, the level of preparedness of
financial sector institutions to withstand
disaster events both from a financial and
from an operational viewpoint must be
clearly assessed. If governments rely on
the financial sector to deal, at least in
part, with the management of large scale
catastrophes, then it becomes critical
to make sure that financial sector
participants are able to perform this
function in case one or more
catastrophes occur. Catastrophic risks,
moreover, may have an impact on financial
systemic stability.

Institutional solutions

From a constitutional viewpoint, in
certain legal systems, pursuant to the
principle of solidarity, the mutualisation
of losses arising out of disaster events is
perceived as a fundamental right of
the citizens.

Almost every OECD country provides
basic social security to compensate for
personal injury and allows tort claims
against liable parties, at least in case of
man-made disasters. As far as property
damages and economic losses are
concerned, however, the situation
differs. Some states directly provide, to
a greater or lesser extent, com-
pensation to property owners by means
of either structural arrangements (such
as compensation funds) or ad hoc
disbursement of public funds in the
aftermath of a catastrophe, while others
leave the protection of private property
to individuals and firms. In this respect,
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private insurance plays an important role
in the coverage of property damages and
economic losses caused by large scale
events, but the level of disaster
insurance penetration, as well as the
actual terms and conditions of coverage,
vary significantly across domestic
markets.

In consideration of the peculiar
insurability problems posed by
catastrophic risks, moreover,
governments have sometimes entered
into partnerships with the private
insurance sector with a view to making
disaster insurance available to the
general public. Special institutional
arrangements involving public-private
partnerships have been set up in a
number of OECD and non member
countries to deal with losses caused by
natural catastrophes, man-made
disasters and terrorist attacks.

Ex post v. ex ante solutions

The opportunity to develop an ex ante
strategy for the financial management
of large scale catastrophes is suggested
by the observation that ex post
approaches to the compensation of
disaster losses imply several limitations.
In most cases they proved to be cost
ineffective and untargeted: delivery of
compensation is often too slow and the
fiscal burden unbearable for the State
in the long run. Moreover, ex post
allocation of public funds may divert
resources from other projects, and
critical decisions have to be made under
political pressure and financial distress.

It is, however, extremely difficult for
governments to make a credible

commitment that they will not provide
any compensation once a catastrophe
occurred: this is usually referred to as
the Samaritan’s Dilemma. A recent
example was offered by Turkey, where
ex post compensation was granted to
uninsured persons notwithstanding the
mandatory earthquake insurance
provisions under the scheme managed
by the Turkey Catastrophe Insurance
Pool (TCIP): such an approach, of
course, may have a negative impact on
prevention.

It shall be noted, nevertheless, that
certain disaster risks are so large and/
or remote that it may be more efficient
to deal with them on an ex post basis,
since ex ante solutions may prove too
costly. While it is very difficult to draw a
sharp line between different types of
risks, this aspect shall be taken into
account when designing an institutional
scheme.

Public Private Parterships (PPP)

As anticipated, in the OECD area there
is a trend towards institutional solutions
that involve some sort of public private
partnerships (PPP) for the financial
management of large scale disasters. In
the context of a PPP, insurance and
reinsurance sector participants, capital
markets and the public authority, they
all have a role to play.

The insurance and reinsurance industry
can contribute technical expertise in
various phases of the risk management
process, which includes risk assessment
and underwriting; risk transfer;
investment and management of reserves;
claims handling and loss adjustment.

The opportunity to develop an ex ante strategy for the

financial management of large scale catastrophes is

suggested by the observation that ex post approaches to

the compensation of disaster losses imply several

limitations.




The efficiency of a system providing voluntary or

compulsory insurance coverage against disasters, in fact,

depends on the professional expertise of insurance

companies both in the underwriting and in the claims

handling phases.

The efficiency of a system providing
voluntary or compulsory insurance
coverage against disasters, in fact,
depends on the professional expertise of
insurance companies both in the
underwriting and in the claims handling
phases. The availability of reliable
disaster risk models, and the ability of
the insurance industry to process claims
arising out of a catastrophic event in an
expedite manner often turn out to be
crucial elements.

Capital markets, in turn, may provide
additional source of funding and financial
capacity to absorb catastrophic risks. The
market for “cat bonds” and other
insurance linked securities is relatively
young, since it started in the late
nineties, but it is constantly growing.
According to the latest available data,
2006 have been yet another record year
with total new issues in the amount of
USD 4,69 billion (USD 1,99 bn in 2005 /
Usb 1,14 in 2004 / USD 1,73 in 2003).
The recent years have also witnessed the
emergence of new trigger types, new
sponsors, transactions covering pandemic
risks and other extreme mortality risks
in life insurance settings, as well as an
increased use of shelf offerings that allow
more flexibility and lower costs; it is also
interesting to note a growing
securitization activity in non-bond form,
such as sidecars, Industry Loss Warranties
(ILWs) and other vehicles.

Since modern catastrophe risk
securitization transactions inevitably
entail some degree of basis risk - i.e. the
risk associated with imperfect hedging of
the underlying portfolio losses - it

becomes crucial to determine the
objectives pursued by the sponsor. The
cat bond issued in May 2006 on behalf the
government of Mexico, for instance, is
aimed at providing the necessary liquidity
for emergency response measures, not at
covering the losses caused by a severe
earthquake. A similar objective is pursued
by the Caribbean Catastrophe Insurance
Facility (CCIF), recently launched under
the auspices of the World Bank, which
allows Caribbean governments to
purchase parametric insurance coverage
that will provide them with an immediate
cash payment after the occurrence of a
major hazard event, thus enabling them
to overcome the typical liquidity crunch
that follows a disaster and start recovery
operations without delays.

Finally, there is a broad range of potential
roles for the public authority in a PPP.
Public sector participation may entail the
introduction of a mandatory or quasi-
mandatory disaster insurance regime (to
provide sufficient risk pooling and to
reduce adverse selection) with the
provision of the necessary legal and
regulatory framework. Reinsurance
arrangements, dedicated lending
facilities or other form of state guarantee
may limit private sector exposure in case
of catastrophic losses. Furthermore, the
public authority may intervene simply by
the creation of the basic preconditions
for the private insurance market to work
properly, for example through the
enactment of legal rules concerning
preventive and mitigation measures, land
use, mandatory building codes, fiscal
measures and cat reserves.

If the public authority elects to make a
financial commitment, it may choose to
act, directly or through a special purpose
entity, as primary insurer (such as in
Spain, New Zealand for earthquake risks
and Iceland), reinsurer of last resort (such
as in France and Australia for terrorism
risks), lender of last resort (such as in
Australia and in the UK for terrorism risks)
or guarantor (such as in Spain, New
Zealand for earthquake risks, France and
Iceland). Special risk sharing agreements
between the private and the public
sectors have also been implemented in
the United States for terrorism risks
(under TRIA and TRIEA) and in Japan for
earthquake risks (under the Earthquake
Insurance Law of 1966).

Another aspect to be considered in the
institutional design of a scheme is the
temporary or permanent nature of the
PPP, as well as the determination of an
exit strategy.

It is also important to note that the
institutional arrangements set up in OECD
countries cover different types of perils.
Some of them have a broad scope of
application, encompassing coverage for
a wide range catastrophic risks (the
Spanish Consorcio de Compensacion de
Seguros offers a good example of this
approach), others focus instead on single
perils or categories of perils (such as:
natural calamities, earthquake, terrorist
acts, technological accidents, etc.). A
number of schemes, moreover, require an
“official declaration” to trigger coverage:
this is the case under the US Terrorism
Risk Insurance Act (and TRIEA), the
Australian terrorism scheme (led by the
ARPC), the Mexican FONDEN and the
French schemes covering respectively
natural catastrophes and technological
disasters. This has also been the case in
Spain until 1986, when the requirement
for an official declaration was removed.
The institutional solutions adopted in
OECD countries, furthermore, differ in
terms of type of losses covered. Most of
the schemes provide compensation for
property damage, but the nature of the
property covered may vary (commercial
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vs. residential properties, private
properties v. public properties and
infrastructures, etc.). There is a trend
towards the inclusion of business
interruption losses, as witnessed by the
experience of Consorcio in Spain and
Pool Re in the United Kingdom. Finally,
only a few schemes cover liability
exposures (see e.g. the Australian ARPC),
and even less provide coverage for life,
accident and health (while these losses
may be covered by social security laws
in some countries).

The mandatory nature of the scheme is
often cited as a key component of
several institutional arrangements
implemented in OECD countries.
However, one must clarify the meaning
of “mandatory” under a scheme. Some
countries have made the purchase of
catastrophe insurance coverage
mandatory: this is the case, for instance,
of Turkey (earthquake), Iceland and
Switzerland. Others have simply required
insurance companies to make
catastrophe insurance available, by
introducing a mandatory offer of
coverage that can be declined by the
policyholder: this is how the US TRIA/
TRIEA (terrorism) and the California
earthquake scheme work. In a number
of countries, moreover, fire or other first
party insurance policies are marketed
on a voluntary basis, but insurance
companies are required by law to
include coverage for catastrophic risks
in such policies: this is the case, for
instance, in Australia (terrorism),
Belgium, France (natural catastrophes,
terrorism and technological disasters),
New Zealand (earthquake), Norway and
Spain. Finally, the mandatory component
of the scheme may concern the
participation of private insurance
companies in special pooling and/or
reinsurance arrangements.

The pricing of catastrophe coverage is
yet another feature of the various
schemes. While some apply a risk-based
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pricing mechanism, others have opted
for flat pricing, invoking the principle of
solidarity. In any event, it is important
to recognize the impact of risk
differentials across the territory of a
Country or Region and to incorporate
such risk differentials in the pricing
mechanism, with a view to providing
proper incentives to those most exposed
to risk, while keeping coverage
affordable and pricing manageable.

Competition law issues must also be
taken into account, since the establish-
ment of insurance pools, product-tying
mechanisms, centralized pricing
mechanisms and information sharing
agreements may conflict with applicable
antitrust laws and regulations.

Conclusions

Coping with issues related to natural
catastrophes and man made disasters has
led to the achievement of different
‘mixed’ models where state funding is
accompanied by the implementation of
specific (public or private) insurance
coverage systems and by other
instruments, including catastrophe
bonds and weather derivatives. The
trend is, indeed, to set up mixed models
where several measures are established
both on a public and on a private scale,
and they coexist and interact with
one another.

It shall be noted that there is no
standard institutional solution for all
countries, due to the different exposure
to disaster risks, different social and

political instances, as well as different
legal and cultural backgrounds. In any
case, a clear and transparent allocation
of risks and responsibilities among public
authorities, firms and individuals is a key
component of any scheme, and a driver
to the success of any catastrophe risk
management program. It is also critical
to link policy tools (i.e. the technical
features of a scheme) with the
underlying policy objectives pursued by
the government, such as providing
adequate financial protection to all
individuals and entities, or simply making
coverage available.

Notwithstanding the differences in the
approaches and in the various
institutional solutions, it clearly emerges
that disaster insurance is called upon
to play an increasingly important role in
this field to minimise the total costs of
disasters and highlight the importance
of individual responsibility in disaster
prevention and mitigation. The situation
is rapidly changing in several legal
systems, and this confirms the need for
constant monitoring and information
sharing, with a view to being able to learn
from the experience of others.

The author is Professor of Comparative Law
at Bocconi University (Milan, Italy), Practicing
insurance lawyer and Consultant to the OECD
Financial Affairs Division (Paris, France). He
can be reached at: Iberto.monti@unibocconi.it

There is a trend towards the inclusion of business

interruption losses, as witnessed by the experience of

Consorcio in Spain and Pool Re in the United Kingdom.




Disaster Resilient Society

COMPREHENSIVE PoLicy FRAMEWORK

‘WE NEED A LONG TERM AND
SUSTAINABLE SOLUTION BUT
® WE CAN’T WASTE ANY TIME
MORE’ INSISTS KATSUO

MATSUSHITA.

Globalization and changes of risk
paradigm

hat has globalization brought

us? There are positive and

negative sides of the coin. On
the positive side, it has brought macro
economic growth in many regions and
nations. Hundreds of millions of people
have now escaped poverty. Literacy
rates have been rising and more children
have access to basic education.
Developing countries are already integral
participants in the inter-related
economies and cross-border supply,
value and innovation chains.

Looking at the other side of the coin,
we find:

» Aggravated divide between urban and
rural areas, among regions and nations

e Accumulated property value and
exposures in large urban areas

» Densely populated urban areas in
developing and emerging economies

e Environmental damage, high CO,

Developing countries are already integral participants in

the inter-related economies and cross-border supply, value

and innovation chains.

emissions, global warming and climate
changes have increased natural
catastrophes in frequency and
magnitude

» Pandemics spread more rapidly around
the world

In short, disaster vulnerability has risen
with the progress of global economic
integration.

Measures to cope with large-
scale catastrophe risks

The attached chart presents the
various measures of how to cope with
catastrophe risks. They range from
measures to be taken up by private sectors
to those taken up by public sectors, and
from loss prevention/mitigation before the

Risk Finance
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occurrence of disaster to risk finance
and post disaster financial aid.

Integrated collaboration is a
must

It is widely recognized that when it
comes to disaster prevention, no stand-
alone measure can bring any meaningful
solution to society and community. What
we need is a coalition of action plans
and well coordinated implementation of
these plans. For example, collaboration
between:

« Risk finance and loss mitigation/risk
management

e Government agencies in charge of
land use planning and another
government agency in charge of
insurance supervision

e Insurers and community/NGOs

e Private sector and public sector
towards various measures, for
example, institutionalization of
reinsurance pool and tax incentives
for catastrophe reserves

« Insurance market and capital market

e Micro-insurance and insurance/
reinsurance market

« Prevention of ecosystem degradation
and prevention of catastrophe such
as landslides and floods.

We need global collaboration
and integrated cooperation
against global issues

Our goal is to make a disaster resilient
community, society and economy and to
enhance risk awareness and risk
literacy. To this end, international

institutions should strengthen their
message that disaster reduction/
mitigation is essential for sustainable
development.

Given the cross-border nature of
catastrophe risk from which we have
learned and shared bitter lessons,
international well-coordinated measures
against large scale-risk are indispensable.
For example:

« Exchange of best practices

» Deployment of warning systems against
Tsunamis, Windstorms and Hurricanes

e Articulate role of and contributions
from international insurers, reinsurers
and providers of Risk Management
services. Their contribution would
includey (1) Providing capacity and loss
prevention expertise, (2) Facilitating
exchange of international best or
better practice, and (3) Helping
developing countries build quality data
bases which are so essential to make
a cat-risk model a workable and useful
tool for risk financing.

Comprehensive policy frame-
work

We need a comprehensive policy
framework where we shall pay attention
to (1) pre-event prevention, (2) risk
financing and (3) financial aid after the
event of disaster with careful evaluation
of resource allocation. Resource
allocation is, ultimately, an allocation of
public funds, including tax incentives.
We should seriously study on how to
allocate public fund among these three
measures.

Our goal is to make a disaster resilient community,

society and economy and to enhance risk awareness and

risk literacy. To this end, international institutions

should strengthen their message that disaster reduction/

mitigation is essential for sustainable development.
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An effective tax incentive is one of the
most important public fund allocations.
The following is a viable example of
incentives.

» Tax policies to promote the building
of disaster resilient houses.

» Tax incentives to provide pre-event
cat-reserves in the insurance and
reinsurance sectors.

Let me explain how the pre-event, tax-
deferred reserves have been working in
Japan to maintain the financial resilience
of insurers.

The Japanese islands were hit by ten
typhoon landfalls in the year 2004 with
Japanese YEN 745 billion ( USD 6.3 billion)
of insured losses, equivalent to 11% of
the total net tangible assets of our
industry.

Despite this magnitude of insured losses,
rating agencies such as S&P and Moody’s
instantly declared that they would
maintain the AA rating that was then
assigned to major Japanese general
insurers.

This is because they clearly understood
that insurers’ financial resilience would
be maintained by the release of
catastrophe reserves. In fact, insurers
paid claims to insured and dividends to
shareholders as usual that year. Partly
due to this reserve system, there have
been almost no insurance availability and
affordability issues in Japan. The role of
this reserve has been great in
maintaining insurers’ solvency and in
bringing benefits to consumers and
business customers.

Another example of the use of public
fund, in Japan, to protect people is the
financial compensation sharing scheme
between the government and the
private insurers for earthquake risk on
residential houses. As illustrated below,
the maximum limit of indemnity is 5,000
billion yen (US Dollar 42 billion) and the
government functions as the reinsurer
of last resort.



Liability sharing scheme between the Government and Private Insurers

75 billion yen

1,311.8 hillion yen

5,000 billion yen

Government’s liability
4,122.19 billion yen

Aggregate limit of liability per one event: 5,000 billion yen (41.5 billion US$)

« Up to 75 billion yen (0.6 billion US$) :

* Over 75 billion yen up to

1,311.8 billion yen (10.8 billion US$) :

Private insurers liable for 100%

Government liable for 50%

Private insurers liable for 50%

» Over 1,311.8 billion yen up to

5,000 billion yen (41.5 billion US$)

Encourage local initiative and
empower communities

We, insurers, must go beyond financial
compensation and have to promote risk
and disaster awareness among people,
especially in disaster-prone areas. This is
a pre-condition to make risk based pricing
acceptable to them. Risk-based pricing
is indispensable for the sustainable
operation of insurance or pooling
arrangements. Also, the linkage between
disaster prevention and environmental
preservation should be restated Look at
the serious risk of flood and landslide
caused by devastating deforestation.
What is good for the environment is also
good for disaster prevention. What is
terrible for the environment is also
terrible for disaster prevention.

In international seminars and
conferences, we tend to discuss on how
to transfer the experiences of developed
countries to developing countries.
However, we should not forget the
importance of local initiatives. Let us
encourage local and regional initiatives.
Let us try to discover local wisdom,
hidden wisdom that would be effective
for the promotion of disaster awareness
and preparedness.

: Government liable for 95%

Private insurers liable for 5%

| believe this is the case especially in
countries and regions with higher
geographical diversity like India. To find
a successful case, however small it may
be, and to share such a case within the
region, across the nation should be the
initial step of community empowerment.

Political will and commitment

Political will is of the utmost importance
to cope with cat-risk and to make a cat-
resilient society and economy.
Commitment and determination at the
highest level of policymakers are vital.
International institutions such as the
Organization for Economic Co-operation
and Development (OECD) or ISDR
(International Strategy for Disaster

Reduction) should advise nations/
governments strongly to:

« Incorporate disaster prevention and
reduction into the top priority
policy agenda.

» Promote international and regional
cooperation.

Finally, to think and discuss deeply about
this issue/agenda is good. However, good
contemplation cannot be accepted as an
excuse for no action. We don’t have the
luxury to waste time.

The author is General Manager, The General
Insurance Association of Japan (GIAJ).

We, insurers, must go beyond financial compensation and

have to promote risk and disaster awareness among

people, especially in disaster-prone areas.
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Insurability of Natural Catastrophes

CAPACITY BUILDING FOR INDIAN MARKET

R. CHANDRASEKHARAN
WRITES ‘ONE OF THE
SHORT-COMINGS OF THE
INDIAN INSURANCE
INDUSTRY IS THE LACK OF
CREDIBLE DATA TO SIMULATE
POTENTIAL LOSS FROM A
NATURAL CATASTROPHE OF A
HIGH SEVERITY’. HE

® FURTHER GOES ON TO ADD
THAT AT BEST, INSURANCE
COMPANIES ARE FOLLOWING
AN AGGREGATE LOSS MODEL
WHEREBY THEY ASSESS THE
IMPACT OF A NATURAL
CATASTROPHE BY ANALYZING
THE SEVERITY OF A SINGLE
EVENT APPLIED TO THEIR

PORTFOLIO.

ny ideal insurance proposal
consists of two essential
components viz. even spread of

risks and absence of selection. Natural
catastrophes do not fulfill these
principles. Normally, they occur in
the areas prone to such perils and
thereby giving very less spread. People
living outside the catastrophe zones
normally select against insurers by not
insuring them.
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Whenever a disaster occurs, it is Government'’s first duty

to save life. Government’s next duty is to restore the

society’s services and communication network; initially on

a temporary basis and thereafter, by reconstruction.

Natural Catastrophes

There is probably no place on the earth
which is entirely free from risk of
earthquakes. The standard Household
Policy on buildings and contents tend to
cover risk of earthquakes. Similarly,
industrial and commercial risks too
contain peril specific clauses; thereby the
potential loss arising out of earthquake
would be catastrophic. The next common
catastrophe is caused by flooding as a
result of tidal waves, windstorm, etc.
When prolonged rain causes dams /
reservoirs or rivers to overflow, the risk
of inundation occurs with associated
disastrous results. Flooding associated
with strong winds such as hurricane is
well-known.

Whenever a disaster occurs, it is
Government’s first duty to save life.
Government’s next duty is to restore the
society’s services and communication
network; initially on a temporary basis
and thereafter, by reconstruction.

Insurer’s heavy losses have resulted
mainly from increased accumulation of
risks in urban areas. However, there has
been a discernible pattern of windstorms
in recent years. With increased number
and severity of natural catastrophes and

the potential threat due to climate
change as a result of global warming,
capital needed to absorb the impact of
catastrophe risks is the key topic of
interest in present day conferences
dealing with Natural catastrophes.

Indian sub-continent is prone to
earthquakes and wind-based natural
perils. Within the last decade, four
events of high severity have affected the
economy. (Table 1) Whilst Gujarat
earthquake has produced loss of more
human lives than insured property losses,
Gujarat cyclone and Mumbai floods
produced Rs. 3,000 crore of insured losses.

The following two questions have been
repeatedly asked in many forums:

Should the catastrophe risks be managed
by insurance companies on their own?

Does the Indian non-life insurance market
have sufficient capacity for catastrophe
losses?

In this article, an attempt is being made
to answer these questions with regard to
conceptual framework for capacity
building to absorb the financial impact
of natural catastrophes. Certain overall
estimates are attempted.



Building Capacity to absorb
impact of Natural catastrophes:

Risk improvement and Govt. role
When you look at the market capacity to
absorb financial impact of natural
catastrophes, risk improvement emerges
the lasting and long term solution. It is
necessary for any Government to step in
by refusing to permit building on soft
grounds or on epicenter lines. The widths
of streets are to be related to the heights
of the buildings and similar risk
improvement measures to prevent or
reduce the impact the losses.

Commercial insurance capacity
Against a formidable list of catastrophic
events and their effects, one wonders
whether Indian insurance companies have
made half hearted attempts so far. Public
unwillingness to pay [due to selection
against insurance companies] as also
excessive premiums reduces the capacity.
A small degree of self insurance
[deductibles] on the part of insured would
guard against fraudulent claims and make
the individual sustain an interest in the
preservation of the property.

Insurance Industry Perspective

As a percentage of the Gross Direct
Premium [GDP], 1998 Gujarat Cyclone
accounted for 12.59% of the GDP of the
industry while 2005 Mumbai floods
accounted for 12.28% of the GDP. At
current levels of insurance penetration
in urban areas, anywhere between
Rs.1500 to Rs.3000 crore would be the
possible impact of the catastrophes
similar to Mumbai floods or Gujarat
earthquake.

The following graph shows the impact of
Mumbai flood losses on the extent of

reinsurance covers purchased by each
of the insurance companies in India.

The July-05 Mumbai flood has taken
insurance companies by surprise. Two
insurance companies exhausted their
reinsurance protection. In 2006, all
insurance companies had purchased more
catastrophe reinsurance cover. With the
increased reinsurance cover purchased,
Mumbai flood loss would be only 30% of
the reinsurance cover purchased by all
the insurance companies put together in
2006-07; as against 52% of the reinsurance
cover in 2005-06.

140% =

130.1%

120% =

100% =

Flood Loss (July 05) as % of Cat Cover

—@— Flood Loss Vs Cat Cover 2005
Industry Avg 52.47%

Industry Avg-2006: 30.62%
—@— 2005 Loss Vs 2006 Cover

O
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Table 1
Major Indian catastrophes during the last decade

Rs. (in Crore)

Name of event Year | Market loss Equated to Gro:ss Penetration
2006 Premium| (%age of GDP)
Gujarat cyclone 1998 1096 1591 8703 0.71
Orissa cyclone 1999 170 215 9454 0.54
Gujarat EQ 2001 431 500 9799 0.56
Mumbai floods 2005 2500 2500 21337 0.61

Unfortunately, accurate data of catastrophe peril premium

collected is not available, as earthquake covers are

optional covers and flood risk can be excluded if the

insured so desires.

Financial Sources available for
insurance companies

Three sources are available for meeting
such catastrophic losses. The first source
would ideally be the premium collected
for insuring cat perils (reduced by the cost
of Reinsurance protection purchased) for
paying the losses. Unfortunately,
accurate data of catastrophe peril
premium collected is not available, as
earthquake covers are optional covers and
flood risk can be excluded if the insured
so desires. As a result, the natural
catastrophe peril premium within the Fire
and Engineering portfolio premium which
includes coverage for household
commercial as well as industrial risks
cannot be separated. Therefore, one
needs to look at a proxy index to work
out the capacity available from premium.
Ratio of past loss experience on GDP is
one such measure. As stated earlier,
based on Gujarat cyclone or Mumbai flood



ﬁ issue focus e

losses as a percentage of the gross
premium, one could assume that 15% to
20% as a load of any one catastrophe
event on the insurance premium of the
market. (Table 2)

Table 2
Premium + underlying loss retentions

Rs. (in Crore)

Load factor based
on Past experience
Estimates 2006-07
Projections 2010

2005-06

GDP 25,000 | 40,000
15.00% 3200 3750 6000
17.50% 3750 4375 7000
20.00% 4275 5000 8000

The second source for meeting the
catastrophic losses is the Excess of Loss
protection obtained by the insurance
companies. On the assumption that the
risks covered by the insurance companies
do not overlap and are mutually
exclusive, the Excess of Loss protection
can be aggregated. It would appear that
for the year 2006-07 following the Mumbai
floods, the insurance industry in India
obtained Excess of Loss protection to the
tune of Rs.5760 crore.

Capital Gearing and Market Premium

The third source for meeting the
catastrophic losses would be the Capital
and Free Reserves of the insurance
companies. For 2005-06, market net-
worth is around to Rs.15,000 crore. Thus,
this capital has been leveraged 1.6 times
to reach about Rs.25000 crore of GDP for
the year 2006-07. However, at a capital
gearing of two times, potential premium
would be Rs.30,000 crore; at three times
gearing, it would be Rs.45,000 crore. One
of the projections of premiums for 2010
shows that industry would have
approximately Rs.40,000 crore of
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Till recently, international catastrophe simulation modeling

agencies have not really focused their attention on Indian

catastrophe modeling. The insured losses out of Indian
catastrophes did not exceed USD 100 million till the Gujarat
Cyclone in 1998.

premium. At 12% to 15% loading, the gross
premium that can be ear-marked for a
single cat event would be Rs.6000 crore.

Catastrophe models

One of the short-comings of the Indian
insurance industry is the lack of credible
data to simulate potential loss from a
natural catastrophe of a high severity. At
best, insurance companies are following
an aggregate loss model whereby they
assess the impact of a natural catastrophe
by analyzing the severity of a single event
applied to their portfolio.

As against this, most of the insurers and
re-insurers in developed countries assess
their impact by assuming probabilities to
a whole range of possible outcomes in
their underlying portfolio. The probability
models simulate multiple events
occurring in the same area caused by a
single peril. Exceedance Probability
Curves as they are most commonly known
are used to determine the re-insurance
protection to be purchased by each
company, and if so at what cost.

Till recently, international catastrophe
simulation modeling agencies have not
really focused their attention on Indian
catastrophe modeling. The insured losses
out of Indian catastrophes did not exceed
USD 100 million till the Gujarat Cyclone
in 1998. It is understood that RMS has
recently worked out with Exceedance
Probability Curves using an aggregate loss
data, i.e. a beginning towards the second
method described above.

GIC’s portfolio reflects a cross section of
the Indian market portfolio mainly
because of the compulsory cessions on

each and every policy.  An attempt was
made to prepare an Exceedance
Probability Curve using this portfolio for
earthquakes and the same is shown below.

GIC - India EQ Loss Exceedance
Gross Loss Vs Return Period (Provisional)

oooooo

Gross Loss (INR Mil)
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Return Period

From the above graph, one can observe
that GIC’s portfolio projects a gross loss
of Rs.2000 crore for a 100 year return
period loss, which if extrapolated, would
work out to about Rs.7500 crore for
the industry.

Table 3

Loss Event Severity
(Based on Mumbai Floods)
[Extrapolated estimates]
Rs. (in Crore)

Return period GIC Market
100 year 2000 7500

200 year 3000 11000
500 year 5000 18500

The Excess of Loss protection arranged
by the insurance industry for the year
2006-07 works out to Rs.5760 crore. This
coupled with market retentions of Rs.260
crore i.e. the cumulative underlying of
all the Cat XL programmes would cover
losses of such a magnitude.



However, the industry has to bear the loss
of approx. Rs.11,000 crore or Rs.18,000
crore respectively. These figures are
estimates based on the current level of
insurance penetration and the premium
rating levels. The Indian insurance
companies could create traditional
capacity to pay Cat loss of a progressively
higher return period (severity) i.e. a 200-
year or a 500-year loss event in terms of
severity / magnitude loss. (Table 4)

Table 4
Indian Insurance Industry Capacity
Rs. (in Crore)

2006 2010
Actual Estimates

Sources

Net Retained

Loss [aggregate
of deductibles of
XL covers] (at 2%
of net worth) 260 300

Load of
catastrophe
losses on
Premium
[Mumbai flood
2005] -15%- 2680 6000

XL recoveries
from re-insurers| 5760 12000

8700 18300

A case for Catastrophe

Insurance Pool

The traditional catastrophe excess of loss
protections of insurance companies at
best contains two reinstatements at lower
layers and one at the higher layers. Back-
up covers, if purchased in the beginning
of the year would at best provide one
reinstatement. Thus, if there is one single
event of major severity, the insurance
companies could pay the losses without
touching their capital and free reserves.
However, they would suffer high cost of
XL protection in the following years, till
the re-insurers re-coup and build
sufficient positive balance. When more
than one major event affects, at different
parts of the country, then the reinsurance
protection as well as back up covers

could get exhausted, and the capital
would come under stress.

All the above estimates and workings are
based on the current level of property
values. The past few years have seen
tremendous economic growth. If the
Govt. project of Providing Urban
infrastructure to Rural Areas (PURA) is
fully implemented, then the economic
growth and development in urban and
semi urban areas would increase. This
would then bring in newer areas suffering
heavy losses due to catastrophe perils.
Flooding or wind damages now caused
in these semi-urban and rural areas
go unnoticed in view of insignificant
insured losses.

Itis, therefore, necessary to look at other
sources of capacity for meeting
catastrophe losses. The best foundation
required for capacity building in the
Indian market to meet the financial
impact of natural catastrophes, even
series of such events in a year; can be
when the insurance companies come
together to form a Catastrophe insurance
pool, assisted by certain mandatory
insurance provisions and implementation
of code of conduct for construction in
catastrophe peril prone areas. The
diagram below explains the case for a
catastrophe pool.

If one assumes multiple catastrophe
events, then the insurance industry
traditional (premium and reinsurance)
capacity would be exhausted. Elsewhere,
Catastrophe pools have served to increase
the spread and volume of premium
income, i.e. the first source of funds
available to meet catastrophe losses.

A Case for Cat-Pool

Fall ba
net du.um:

Loss Retention
<— 150 Cr EEL

Mandatory insurance for natural perils
(to overcome the anti-selection) have
been resorted to by many countries.
Turkish Earthquake pool is a recent
example of success.

A broad frame work for a Catastrophe
pool could be:

Coverage for specific perils which cause
natural catastrophe - floods, cyclones,
earthquakes, tsunami etc

Mandatory cover under property
insurance:

« Cover up to a specified limit per risk
and per event - FIRST LOSS COVER.

o Agreed premium rates

» Compulsory participation by all insurers
in Pool

The advantages that a natural
catastrophe pool would bring are
listed below:

« Diversification of risk.
* More capacity resulting in more
absorption of risk in the long run.

If the Govt. project of Providing Urban infrastructure to

Rural Areas (PURA) is fully implemented, then the

economic growth and development in urban and semi

urban areas would increase.
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Not affected by international prices.
Pool creation from a social point of view
would help to reduce economic losses.
o Reduce government burden to finance
economic losses.

» Government could better deployment
of funds instead of financing disaster
relief.

If a catastrophe insurance pool is
formed, the order of capacity building
within the insurance industry would

change.
Other higher tier capacities

Financial market solutions could be
floated to tap the individual and
institutional investors with appetite for
risk taking and higher returns (in
catastrophe free periods). An efficient
capital market instrument would funnel

Table 5

Capacity building within the insurance industry

Present order / capacity for catastrophe losses

Changed order / capacity for catastrophe losses

Part of premium and net retained losses
(Load on premium)

Premium and funds accumulated with the Pool

Reinsurance recoveries

Reinsurance protections arranged for the Pool

Capital and free reserves

Part of premium and net retained losses
( load on premium)

Supplementary protections arranged by the insurance
companies for their portfolio over and above the Pool
capacity

Capital and free reserves

the funds of capital markets to the
insurance market. By transferring the risk
to capital markets, the insurance
companies would benefit in the long run
through increased reinsurance capacity
with less volatile and lower reinsurance

rates.

Insurance risks are to be securitized into
tradable securities which would be a new
asset class for capital markets providing
positive returns and diversification to

investors. Investors would then be willing
to buy and sell these securities. This
would be an excellent risk management
tool for the insurance industry, besides
providing capacity to them to mitigate the
impact of catastrophe perils.

Conclusion

There are many solutions to build Indian
market capacity for absorbing the impact
of severe and series of catastrophe
events. These are summarized below:

« Strict implementation of building codes
by Government in Cat prone areas.

arRrIL 2007

Increased insurance penetration giving
more catastrophe insurance premium.
Mandatory insurance provisions
would help.

Capacity from insurance companies to
the Catastrophe Pool.

Capacity from NDMA (at top end of
the Pool).

Reinsurance protection for the Pool.
Higher reinsurance protection for the
insurance companies.

Financial market (Hybrid) solutions;
Hybrid and index based capital market
instruments.

Disaster Management
& Funding Sources

) . Unfunded — Deficit
Financial Sector :
Insurance Funded — Tariffs, Taxes,

Cess

Cat
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Insur-
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The Catastrophe Loss - Property Loss

» Govt. funding, tax incentives and other
aids / assistance.

There has to be serious partnership
between Government, insurers and
victims of natural catastrophes.
Government should lead in the

preparation to cope with these
disasters. Government could at least
change the laws so that insurance
companies could offer catastrophe
insurance on a financially sound and

affordable basis.

Setting up of National Disaster

Management Authority wunder

parliamentary act for a holistic approach
to disaster prevention, mitigation and
relief is by far the best initiative by the
Indian Government. This is to be followed
by adoption of a national disaster
mitigation policy and its full
implementation by all concerned. Only
then, the wealth that is created by various
economic development activities through
the cumulative efforts of Govt.,
corporates, industrialists, entre-preneurs
and individual citizens could be

protected. The result would be an Indian
super power sooner than visualized now.

The author is General Manager, GIC of India
(GIC Re). The views expressed herein are
those of the author and do not in any way
reflect the position of GIC of India.



Catastrophe Insurance Covers

VALUE ADDITION BY UNDERWRITING IN THE DE-TARIFFED ENVIRONMENT

‘AID-BASED AND SUBSIDY-
BASED DISASTER RELIEF ARE
SOMETIMES SEEN AS MORAL
HAZARD INDUCERS AS
PERSONS WAIT FOR AID
INSTEAD OF TAKING STEPS
TO MANAGE RISKS THAT
PERVADE THEIR LIVES,
ASSETS AND ACTIVITIES’

OPINES RC. JAMES.

The importance of the insurance
industry in the development
process of a country was
acknowledged by UNCTAD in 1964. A
sound insurance sector is an essential
feature in a proper economic system. It
cushions against unexpected losses both
at individual level, and also at
community/ country level to deal with
large scale catastrophes where the lack
of coverage can cause immense adverse
impact to the social and political fabric
of the country.

Society today faces increasing
catastrophic risks, owing to various

reasons such as climate/environmental
changes, technological/industrial
progress, rapid urbanisation as well as
population growth. Therefore there is a
worrying escalation of risks which
governments may not be able to finance
from the already overburdened budgets -
post disaster. Even if such post disaster
finances are available, their effective use
may not be optimal unless various ex ante
disaster management strategies are in
place. In fact, aid-based and subsidy-
based disaster relief are sometimes seen
as moral hazard inducers as persons wait
for aid instead of taking steps to manage
risks that pervade their lives, assets and
activities. Disasters are unexpected
occurrences and therefore best protected
through insurance pools and reinsurance
covers up to the capacity that insurance
and capital markets can bear.

Sharing the risk across regions and
populations in a large country like India
through insurance covers provide superior
solutions to the shocks that disasters may
give to people and economy, which
otherwise would remain at the mercy of
inadequate tax support and aid.

Catastrophes can be extremely large and
destructive and hence uninsurable in the
absence of the ability to create large
capacities and commensurate liquidity-
generating mechanisms when needed.
Therefore, insurability of catastrophic
risks require coordinated action on the
part of governments and other
stakeholders at national, state and local
levels; insurer coordination and joint
action to create relevant and affordable
insurance covers and service capability;
for marketing the coverage widely across
all populations and asset classes; and for
using robust risk studies and modelling
to enable betterment of risks on a
continuing basis. There could also be tie-
up and coordination at regional and
international levels for diversifying pools
and lowering costs.

The efficiency of the insurance function
arises from the ability to create loss
bearing capacity for individuals,
communities and the society. Therefore
there is an economic and social
empowerment process taking place as
insurance penetration deepens and
widens in an economy. This happens when

Disasters are unexpected occurrences and therefore best

protected through insurance pools and reinsurance

covers up to the capacity that insurance and capital

markets can bear.




h issue focus e

A true underwriting approach to coverage looks at both

exposures and experience as may be required to

determine probabilities of loss and their potential size.

risks which are insurable are transferred
to duly recognised risk specialists, who
can manage them on the basis of the
law of large numbers as also arrange
further capacities through reinsurance
and capital markets as may be required.

Thus insurance facilitates risk taking and
asset building across the economy, and
enables a virtuous cycle of wealth
creation. In the process, risks keep
building up and this compels risk analysis
and improvements; and forces
investments in loss containment through
enforcing safety and protection
standards. This urge towards risk
betterment is best possible only in an
environment of open underwriting and
innovative approaches to rating of risks.
Insurance industry has been traditionally
innovative in ensuring insurability in all
areas of the economy, and has the
capability to tailor insurance
requirements in such a manner that risk
coverage is enhanced, with maximum
scope for loss minimisation and premium
affordability.

A true underwriting approach to
coverage looks at both exposures and
experience as may be required to
determine probabilities of loss and their
potential size. It uses the tools of
deductibles and other forms of
affordable self-insurance as collateral for
consumer participation in risk sharing.
Policy coverage conditions; exclusions
and warranties; coinsurance;
reinsurance etc. help to determine the
contract contours. Research and
development; modelling and mapping are
done on an ongoing scale to ensure that
risks can be contained, be even more
desirably insurable and can be found
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affordable by all. Thus in a catastrophic
coverage, the sharing of the risk can be
advantageously shared from the level of
the policyholder (through appropriate
deductible), to that of the insurer, the
domestic insurance industry, global
reinsurance industry, the capital markets
and the government in such a manner
that even occurrences of large
magnitude do not prove a setback for
the economy. This brings to realisation
the dream of making nearly all economic
losses become insured losses.

Appropriate pricing and offering of terms
require that the insured is motivated to
reduce both physical and moral hazards
to desired levels. Scrutiny by the
underwriter will elicit all information to
judge the presence of hazards and loss
creating situations. In this, underwriters
can use mathematical and technological
tools and create maps and models to
analyse and understand various risk
profiles across regions and risk clusters.
This enables to crystallise rating factors
that are required to build in the costs
of underwriting the risk. The moral
hazard cost can be similarly minimised
especially using institutional motivation
at the local, community and country
levels including mandatory insurance
coverage to the extent possible so that
everyone is morally and socially
compelled to join the pool in the best
interests of the community.

The process of underwriting excellence
that is expected to be initiated by
detariffing can drive a fresh approach
to attracting and retaining the
uninsured and underinsured in both
traditional and non-traditional sectors,
first of all in their normal insurances such

as homes, vehicles in the retail side and
protection of the productive assets; as
well as earning and liabilities in the
commercial-industrial sector. This helps
to generate an environment for more
appropriate protection against the
larger catastrophes that can smoothen
the effects of disasters and minimise
vulnerability at community, state and
country levels. Given the large base of
premium that can be generated by
bringing into the insurance loop the
retail and micro insurance sectors
through attractive detariffed terms and
prices, the capability to address the
impact of catastrophic losses in the
country will become considerably
strengthened.

In a detariffed environment, insurers can
get communities as well as the
government at various levels to look at
risk adequate prices for much need
coverages that can protect against
sweeping disasters that cripple everyone
across geographies, climatic regions and
population centres. Where the majority
can be insured, the cost of coverage
would be small but the benefits would
be large for individuals and society. In
such widespread exercise, coverage
conditions and claim certainty of the
contract can be generous as also the
service parameters including the method
and speed of indemnity could be
negotiated to be clear and easy for all.

Given the nature of catastrophic losses,
it is necessary to have clarity of the
losses payable in covers given. This is
especially true of a peril like flood which
can take place owing to a variety of
causes such as recurring river floods,
or more remote flash floods, sewage
overflow, mud flow, dam break, storm
surge or tsunami among other reasons.
In the case of individuals; events like
pipe burst, inundation etc. can also take
place. High quality data is required by
insurers to control exposures and
determine risk premiums as well as
probable maximum losses. This is to be
followed by proper assessment of insured
values; the type of risk whether building,
contents or interruption losses; the
class of risk whether commercial,



Once underwriters and risk managers are in a position to
take charge of risks in the catastrophic area, many risk

control measures will fall in place across the economy

which will add value in mitigating risks and risk proofing

the economy.

industrial or residential; and the type
of coverage needed. All such determining
factors are to get analysed and factored
in by underwriters as underwriting skills
will scale up in the country.

Once underwriters and risk managers
are in a position to take charge of risks
in the catastrophic area, many risk
control measures will fall in place across
the economy which will add value in
mitigating risks and risk proofing the
economy. Underwriters will begin to
insist on building codes and retrofitting,
planning of land use, programmes for
flood defences and defences to reduce
other risks like landslides and erosions.
There will be barriers and incentives
such as minimum eligibility, appropriate
deductibles and premium incentives.

Underwriters will take lead in the
economy to understand and foresee the
nature of the threats in the catastrophe
area. This is vital to the success of the
insurer. If the insights captured by the
underwriter are passed on to all those
having stakes in the economy, the safety
and continuity of the economy is well
assured. Underwriters thus try to
estimate the frequency and severity of
the potential occurrences, the areas
most at risk, its implications for land use,
the construction vulnerabilities, the loss
demand surge and implication for loss
mitigation. Thus underwriting not only
adds value to recouping losses but in risk
visualisation and mitigation. Underwriting
tools used will include geophysical,
actuarial, demographic, behavioural and
other factors to evaluate, measure and
price risks.

Continuing in the mode of offering

protection, the concept of catastrophe
coverage can undergo changes and
scaling up in multidimensional ways that
can help both the insured and insurer.
The first is to diversify from one risk to
a basket of risks such as earthquake,
flood, storm, volcanic eruption, landslide
etc.; thereafter to look at not only loss
of assets but also of earnings, loss of
lives and attachment of liabilities arising
out of damages caused by catastrophes.
In this scenario of loss sensitivity to the
economy, insurers will begin to look at
wider protection against other
widespread losses that may arise such
as from agricultural calamities like
droughts and pests, as well as other
weather related risks. Thus, approaches
to catastrophic insurances can help to
widen and deepen protection offerings
that can be relevant to the society and
all its individuals. Vulnerability mapping
will indicate areas of multiple though not
concurrent risks; and it is a joint
responsibility of the insurers and the
society to find answers through
risk diversification and insurance
penetration.

Thus with increasing sophistication in
underwriting skills, a multi-disciplinary
and efficient approach to disaster
management is possible integrating the
learning accrued over the years in both
developed and developing countries.
Bringing in the insurance underwriting
concept will begin to make disaster
management change from the passive to
the active; from planning aid and relief
to active ex ante management that
includes risk reduction and prevention;
as well as steps to achieve rapid
recovery in post damage reconstruction.
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Thus insurance not only pushes the
burden of disasters away from the state
and the community to financial entities,
but also incentivises risk reduction
approaches and rewards risk mitigation
efforts through the pricing of
risk transfer.

The most important aspect of insurance
is that it looks at the future. Therefore
risk assessment at the insurer level keeps
track of the socio-economic changes;
the environmental and climatic trends;
the emerging population and other risk
concentrations; and the build up of new
risk paradigms. Insurers hope to map the
future scenarios before they pose a
threat to insurability and the resilience
of the insurance systems and the
sustainability of the larger economic
superstructure.

Thus insurers have a definitive role in
giving a dynamic impetus to an insured
economy in hazard identification, risk
assessment, risk prevention and
mitigation in the area of catastrophic
risks. The process is ongoing, active and
dynamic because risks can not only be
additive and multiplicative in quantitative
terms, but also in qualitative impact.
Keeping to this scenario, insurers need
to bring to the table all possible
stakeholders that can help to contain
the fallouts of giant catastrophes by
linking insurers and reinsurers at
country and global levels; the financial
markets; the government and all other
agencies to keep improving on the
concept of the sustainability of an
increasing catastrophic protection
requirement across the economy,
covering all individuals and economic
units.

The author is Executive Director (Health and
Inspection), Insurance Regulatory and
Development Authority. The views expressed
in the article are purely personal.
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Financial Management of
Natural Disasters

REGULATORY & INSURANCE PERSPECTIVES

‘A NATURAL DISASTER IS A
HUMAN TRAGEDY OF EPIC
PROPORTIONS AND A
CHALLENGE TO ALL THOSE
® INVOLVED IN MITIGATING
THE SUFFERINGS OF THOSE
THAT ARE DIRECTLY
AFFECTED BY IT’

EMPHASIZES G V RAO.

e OECD, in association with the

Govt. of Japan, has brought the

above subject into sharp focus at
the recently held conference in Hyderabd,
on the ‘Financial Management of Large
scale Catastrophes’. This article, after
describing the grim situations that usually
follow such natural occurrences,
highlights what the insurance industry,
the communities, the bodies corporate,
the regulator and the Govt. should do to
enhance risk awareness and literacy
among the potential victims of such
disasters. It also discusses the need to
broad-base the financial linkages to
reduce the huge gap between economic
and insured losses, as the insurance
industry does need to raise finances from
the domestic and international capital
markets to enable it to enhance the
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domestic capacity to underwrite the
acceptances of the risks of natural perils.
The current capital of the industry
is insufficient.

India had economic losses of Rs.86,000
crore, representing 2% of the annual GDP
during the period 2001-2005. 30 million
people were affected and 4334 people
lost their lives, according to Gen. Vij,
Vice-Chairman of National Disaster
Management Authority (NDMA). During
1995-99, the developing world lost 13.4%
of GDP against the loss of 2.5% by the
developed world.

Nature’s furies

Natural disasters, such as floods,
hurricanes, tsunamis, earthquakes etc.
could be perceived as akin to the nature
waging wars against us human beings, for
taming environment to suit our comforts
and conveniences. Global warming is a
consequence of our playing with nature.
Disaster-hits like the earthquakes,
landslides, volcanic eruptions, mudslides

etc hit us, usually, without any kind of
early warnings. And hence there is a
greater need for better human
preparedness against such unexpected
occurrences to mitigate their impact on
human lives and property.

Mapping the zones of the earth areas,
where there are more probabilities of
occurrences of these hazards has helped
in dealing with mitigating the
consequences of these hits and
minimizing the consequential losses to
human beings and property; but,
unfortunately, not the prevention of these
unexpected occurrences.

How human nature responds

Thanks to technological advancements,
it has now become possible to gather prior
evidence of the signs of any impending
storms for the authorities to put in place
adequate early warning systems to warn
the target people to get their act together
to deal with the post-emergencies. These
early warning systems also have enabled

Natural disasters, such as floods, hurricanes, tsunamis,

earthquakes etc. could be perceived as akin to the nature

waging wars against us human beings, for taming

environment to suit our comforts and conveniences.




authorities to put into action their
elaborate plans made to deal with the
post-occurrence situations.

But the targeted people, particularly in
the developing world, long used to the
intrinsic tendency to gamble with their
fate, do not always trust the warnings
given; and often pay little heed to them.
Hence issuance of warnings alone is not
enough. Making people become better
aware in advance of the consequences of
the likely events to their persons and to
their possessions is necessary. The people
should also know, in advance of the
occurrence of the event, the facilities
that have been created for their physical
safety and evacuation, should the event
really materialize? The disaster
preparedness management plan should
factor in the likely responses of human
nature to panic situations and how they
would be dealt with, causing minimum
human sufferings.

Information relating to various schemes
offering emergency needs and financial
succor to those affected must be made
accessible to them in terms of their
availability and how to realize them. The
primary responsibility of the State, and
of the various voluntary groups in terms
of supply of emergency needs and
financial assistance must be widely
known. This aspect occupies a major
plank of rehabilitation.

A survey by TIME magazine in
2006 in the US

Following the hurricane hit Katrina, the
TIME magazine surveyed the affected
people to assess how well prepared they
were. 84% of the Americans felt they were
not well prepared and when asked why
not: 50% replied that they did not believe
they were living in an area at risk—risk
denial; 45% did not know how to prepare—
lack of information; 32% did not believe
any preparation would help—lack of
confidence in aid providing mechanisms;
27% did not have time to prepare—cost
benefit not worthwhile, myopia. Passive
community behavior, lack of confidence
in ex-ante solutions, community myopia
and reliance on ex-post assistance from

the Govt. and other organizations
characterized community responses to
natural disasters.

If this example is taken as a repre-
sentative sample of the attitudes of
people in the richest nation in the world
with highest levels of per capita incomes,
one can project the attitudes of people
in a poor country, like India, towards
disaster preparedness and the mighty
task before the authorities and the
voluntary groups associated with the tasks
of mitigating the impact of large
scale disasters.

national

A disaster tests

character

Occurrence of a natural disaster is a
challenge to the social order of things,
or its underlying undiscovered disorder.
How disasters are handled, when they do
occur, is a reflection of the fiber of the
national character. The emotional
sensitivity of a Nation to the sufferings
of its fellow citizens is better illustrated
and felt in the US than anywhere else in
the world. The US is a role model to learn
from in the handling of natural disasters.
Yet, the US was found wanting, when
Hurricane Katrina hit the state of New
Orleans. What are the lessons we should
draw from the above analysis?

Standard Indian response to
disasters

Divided as we are in India, on several
important aspects of our lives; the
divisions among us are stressed
repeatedly to specify and to define our
identities rather than stress on what

unites us as human beings with common
emotions and aspirations, and as a people
inhabiting the same part of the earth and
this land. We are not emotionally inclusive
in our feelings for and in assisting
others but curiously pride ourselves on
our emotional exclusiveness. This
behavior needs to change with our
growing affluence.

How disasters affect populations

Huge populations are forced out of their
homes creating an upheaval; localities are
decimated and their economies
destroyed; economic lives are
devastated, disrupted and the livelihoods
of the affected are consighed to
uncertainty; epidemic health problems
spring up and public services get
overextended; ugly competition for
limited resources of food, water, clothing
and shelter brings out the worst in men,
triggering criminal instincts in them and
raising crime rates, as a result of looting
and arson; entire populations may get
displaced for ever through migration to
other places. It takes a long time to
remove the ugly scars on the emotions,
finances and hopes of the affected to
resume their normal lives, if it is ever
possible. A natural disaster is a human
tragedy of epic proportions and a
challenge to all those involved in
mitigating the sufferings of those that are
directly affected by it.

Nature in its fury occasionally disrupts the
lives of people; but we, those that handle
the post-situational scenario, should not
inflict more suffering on these affected
fellow beings by following wrong policies
and with inadequate or no preparation

Making people become better aware in advance of the

consequences of the likely events to their persons and to

their possessions is necessary.
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In a crisis situation, the dominant leadership becomes

essentially a local one-those that do the work; and there

would be little time to seek instructions.

to mitigate the losses to their property
and lives. The duty does not end in dealing
with the immediate consequences of the
disaster; but must include rebuilding the
lives of those affected that needs more
empathetic handling by the Govt. and the
society. The Disaster Preparedness plan
must also factor in to remove the
emotional scars of the victims of
the disasters.

Prevention / mitigation of damages rather
than offering only post-event succor is
even more important. Planning to rebuild
the lives and properties of those affected,
post-event, is another important aspect.
‘If one is prepared, if one has a plan and
if one has got the training; one can
respond better to such situations’.

What should a Disaster Manage-
ment Plan contain?

A Disaster Management Plan should deal
with the structural, organizational,
operational, financial, and human
resource mobilization aspects in as great
a detail as possible. The psyche and the
likely responses of those affected, and
the tendency of anti-social elements to
take advantage of the miseries of those
affected must be factored in.

What can go wrong with the
implementation of the plan must be
examined in detail and contingency plans
must be got ready to deal with the
aberrations that may creep in. In a crisis
situation, the dominant leadership
becomes essentially a local one-those that
do the work; and there would be little
time to seek instructions. Hence post-
event, every volunteer becomes a leader
on his own. The plan must include:

« Feeding the affected, housing them,
dealing with their shattered emotions,
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transitioning them to safety zones,
establishing boot camps to train people
for relief effort, securing volunteers
willing to be trained, financial support
- all become crucial aspects of the
financial plans.

Adry run of how the disaster plan works
must be done by celebrating the unified
‘National Disaster Preparedness Plan’
every year - for about a month - prior
to the seasonal monsoons. This would
test the efficacy of the plan and would
create better awareness of how
disasters affect lives of those that are
more susceptible to disaster
occurrences. In India, there is a nodal
agency as a part of the Home Ministry-
the national disaster management cell.
But it has, till now, kept a low profile
in the public mind. None knows its
activities in sufficient detail.
Mobilization of medical teams, rescue
squads, establishing evacuation
shelters, and making available plenty
of food, drinking water and clothing
supplies, power generators,
communication systems, taking
measures to avoid toxic spills,
mobilization of volunteers and
coordination among teams set up are
other important aspects.

All parties involved in handling post-
event scenario need to know all
activities of the 'unified all-hazard
preparedness plan’ that covers many
types of events that are likely to
happen. The disaster mitigation effort
must be made known to all those
engaged in the implementation of the
plan. They need to work in unison for
achieving the overall objectives.
Finger-pointing, as was seen in the post-
Katrina scenario, where there was a
huge mix-up in owning responsibility for

the mitigation efforts caused more
human suffering.

e One should draw lessons from the
events that happened in other countries
and keep revising the hazard
preparedness plan to avoid the pitfalls
that happened elsewhere for improving
the effectiveness of its implementation
in a different situation.

» To mitigate losses due to Earthquakes,
Govt. must tighten building code
regulations and use of right kind of
materials for building homes, industries
and others.

» To prevent damages due to floods, the
Govt. must examine and implement
land-use regulations to prevent
causation of man-made flooding
situations and to minimize damages by
serious floods. Environmental
protection regulations must be
stringent for prevention of occurrence
of man-made floods.

« Another aspect of the Govt. action
should relate to developing effective
early warning systems to alert people
of the impending event and for the
purposes of evacuating them early
enough to places of relative safety. The
precautions that people need to take
on their own should be disseminated
through as many sources as possible and
stressed repeatedly.

» Govt.'s intervention should deal with
taking control and implementing an all-
hazard disaster management plan
involving authorities at all levels,
including civil defence organizations,
civic authorities and other volunteer
organizations.

» Handling a natural disaster needs a
National, a State and a City leadership
that can direct the efforts of those
involved in offering quick relief to the
affected. The leadership at all levels is
tested for its readiness to respond to
such emergencies. Often, leadership -
local and central - is found wanting and
there are no mentors to assist them.

Insurance perspective & OECD
views

Insurers must be aware that the risk
perceptions of the technical experts of
insurers towards occurrence of natural



The market innovations should extend the benefits

of the system to include those that are currently

excluded, due to their financial inability to access

the insurance system in force.

perils and the community that really act
on their perceptions are quite different.
These differing perceptions involve
different levels of understanding of the
likelihood of the hazardous event
occurring and the vulnerabilities of the
specific risk to persons and property.

e Insurers have the responsibility to
heighten risk awareness and literacy of
the community to make it aware by
sharing their experienced risk
perceptions in handling disaster
occurrences and inspire the trust and
confidence of the community that ex-
ante solutions are trustworthy enough.
The goal to be achieved is to
consistently try and narrow the gap
between economic and insured losses
that is very wide in India.

One method of raising risk awareness
in the community is for the insurers,
the regulator, the Govt. and other
voluntary organizations to launch a
month-long campaign annually, on
disaster risk awareness and mitigation
programs, prior to the onset of
monsoons. Educational campaigns
should be launched by involving school
and college students to build a future
citizenry of risk conscious persons. Such
campaigns involving the leadership of
the Govt. and the media are essential.
The school and college curriculums
should impart lessons on disaster
management. Community work by
school and college students involving
their participation in disaster
management should be encouraged.
Compulsory insurance of natural perils
with the fire policy is another option
to build premiums and adequate
capacity and for risk sharing pooling
arrangements to be put in place.
Insurers should sharpen their skills at

data collection
techniques.

e They should be aware of improving
linkages with capital markets to raise
additional capital and raise liquidity
levels for financial management of
disasters. The industry’s catastrophic
risk management should be fully
integrated with the government risk
management. A layered approach
involving the insured, the industry,
financial markets and Govt. may be
considered to encourage private/public
partnership towards these issues.

and modeling

Regulatory perspective

The Regulator has the role and
responsibility to ensure that the designed
and supervised insurance system works
effectively and efficiently; as a financial
instrument of security, in the overall
interests of the consuming public. But
new market innovations, so very
necessary - through a deliberate
disruption of the current market system,
however, are not possible, unless they are
attempted and the system is tested to
make it acquire a newer and more
beneficial complexion. The current
system should grow and develop, and not
perpetuate itself, if the institution of
insurance has to grow to make a
difference to the lives of consumers and
to the insurers’ themselves.

Such market innovations are possible only
if induced either by the insurers or forced
upon them by the Regulator. The market
innovations should extend the benefits of
the system to include those that are
currently excluded, due to their financial
inability to access the insurance system
in force. The Regulator has this dilemma
of how to induce market innovations to

resolve to bring in more and more
uninsured people in to the safety net of
insurance, without causing serious
systemic aberrations.

How does the authority accomplish this
objective? That is the challenge for the
regulator. In India, the Regulatory
authority through its intervention, has
forced an unprecedented market
innovation on the insurers through
enactment of micro-insurance regulations
designed to help the rural segment.
Another market innovation of the
Regulator has been the freeing of tariff
rates and encouraging improved
understanding of risk factors by insurers
for their rational pricing.

The regulatory authority is conscious of
the fact that it is the ultimate protector
of the safety of the operations of the
insurance system in the interests of the
insurers and the community of insured.
It has also the responsibility to make the
insurance system accessible to many
uninsured. This is only possible by making
the system financially accessible to many
uninsured or inadequately insured.

Compulsion to make insurance covers
available at reasonable prices to serve the
needs of those that are currently outside
the insurance system is a social goal.
Insurers would rather develop markets of
what suits them on economies of scale
and costs, and leave those that are
financially more vulnerable to the
protection of the State. How can this
approach be changed?

The role of insurers in computing risk
exposures and loss potentials and then
pricing the accepted risk exposures is
crucial. The advisory role of international
reinsurers must be sought. Insurers must
form a part of the national disaster
preparedness plan to understand better
the differing perspectives on these issues.
Forming pools and raising capital through
available capital markets must be the
focus of the future endeavors. Raising risk
awareness of the community is the key
element for better preparedness.

The author is ex-CMD, Oriental Insurance
Company Limited. Comments may be sent to:
gvrao70@gmail.com.
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The Kyoto Protocol

CAN THE HARM BE UNDONE?

‘THE KYOTO PROTOCOL WHICH
WAS CONCEIVED IN 1997 BUT
CAME INTO FORCE ONLY IN
FEBRUARY 2005 BINDS MEMBER
COUNTRIES TO A PRE
DETERMINED LOWERING OF
GREENHOUSE GAS EMISSIONS TO
A LEVEL THAT WOULD BE 5.2
PER CENT LESS THAN WHAT
THEY WERE IN 1990,
ACHIEVABLE BY 2012; THOUGH
THERE ARE EXCEPTIONS. THAT
WOULD HOPEFULLY BRING
DOWN THE LEVELS OF GLOBAL
WARMING’ SAYS JAYSHREE

BOSE.

An insight into the Protocol’s
provisions and who is doing what to
comply - or, to not comply.

atastrophe insurers the world over are
more concerned about disaster
mitigation and preparedness today
than they are about getting more business.
The year 2004, and even more so 2005, were
years of fear; with insured losses from
natural calamities running into billions of
dollars. Insurers have realized that unless
preventive measures are taken and
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awareness and preparedness measures built
up amongst the insurable population, claims
are going to be that much higher.

There’s no gainsaying that global warming
should be attributed partly to naturally
evolving climatic cycles. Taking up this cue,
recent statements issued in March 2007 by
leading climate change experts Professors
Paul Hardaker and Chris Collier of the Royal
Meteorological Society, UK, have warned
scientists and the media against the
“Hollywoodisation” of the global warming
phenomenon. This opinion was almost
echoed by Professor Mike Hulme, Director,
Tyndall Center for Climatic Change,
University of East Anglia. Reportedly,
however, these have just been the most
recent of a long drawn out series of appeals
for moderation on the global warming issue,
and been able to do little substantively to
rein in the fear over global warming and its
impact on climate change. While most
global polemics do hinge on some
uncertainty, conceding that not all instances
of natural catastrophes can be traced to
greenhouse gases, not too many seem to be
willing to take a chance. And small wonder
- as against one appeal for moderation,
there are several studies on this
phenomenon that have pointed out that the
increase of 1—1.5 degree Fahrenheit in the
global surface average temperature in the
last century was largely the result of
increased heat trapping emissions; and have
correlated rising temperatures to the
unusually inclement weather conditions and
the severe and frequent natural disasters
we are witnessing recently. Industrialization

and urbanization have triggered off
increased heat trapping greenhouse gas
emissions, which are almost 25 per cent
higher today than the level where they were
150 years ago, before the onset of
industrialization.

The Intergovernmental Panel on Climate
Change (IPCC), set up in 1988 jointly by the
United Nations Environmental Program and
the World Meteorological Organization, has
come out with a rather more ominous
portent: the Earth’s average surface
temperature will increase between 2.5
degree F and 10.4 degree F between 1990
and 2100, unless really effective measures
are taken to rein in gas emissions.
Incidentally, it was the unexpected
acceleration in temperature rise and natural
disasters over the past decade which
prompted the IPCC to take a re-look and
revise its earlier predictions on global
warming significantly upwards.

Insurers are watching developments keenly
at the Kyoto Protocol Member countries. The
Protocol, which became formally
operational on February 16, 2005, binds
members to lower their greenhouse gas
emissions at levels 5.2 per cent lower than
where they stood in 1990.

Milestones towards the protocol

The global realisation that it could no longer
be business as usual was what prompted the
launch of the United Nations Framework
Convention on Climate Change on May 9,
1992 on behalf of the European Union—at
least to set the ball rolling. As it went ahead

Industrialization and urbanization have triggered off
increased heat trapping greenhouse gas emissions, which

are almost 25 per cent higher today than the level where
they were 150 years ago, before the onset of
industrialization.




with its brief, the Framework Convention
was considered a success in that it was able
to disseminate awareness about the
correlation between gas emissions,
rising temperatures and growing natural
disasters, as well as the role countries could
play in either improving the situation or
worsening it.

In March 1995, the Parties of the Framework
Convention met in Berlin and decided to
bring in a Protocol which would contain
measures to reduce emissions that had built
up in the industrialized countries after 2000.
After much debate, the Kyoto Protocol was
adopted at Kyoto in Japan, on December
10, 1997, with the objective of tackling
climate change through concerted global
effort to reduce greenhouse gas emissions
identified as responsible for global warming.

The European Union was the first to sign
the Protocol on April 29, 1998, bringing it
into existence; although it came into force
much later. In December 2001, the European
Council confirmed that it wanted to see the
Kyoto Protocol come into force before the
end of the year. The Member States set the
deadline for ratification for June 1, 2002.
The deadline was met and the European
Union ratified the Protocol on May 31, 2002.
However, technically speaking, the treaty
did not become legally binding on all those
members who ratified it, till much later -
in February 2005 that is, only after Russia
ratified the treaty in November 2004.
Russia’s entry was vital because the
stipulation was that industrialized countries
accounting for a minimum of 55 per cent of
the emissions had to ratify it - and Russia’s
ratification of the Protocol served the
purpose by bringing it to that level. The
other stipulation - that at least 55 countries
had to ratify the Kyoto Protocol - had
already been met.

In fact, by then, almost 141 countries,
collectively accounting for a substantial
percentage of the emissions, had become
parties to the treaty. As stated earlier, the
Protocol binds them to cut emissions by 5.2
per cent below their 1990 level, by the year
2012. However, leeway has been granted in
cases such as the 15 member European
Union, where individual targets had been
set, in addition to the collective target of
5.2 per cent. For example, the targets of
EU countries are: -21 per cent for Germany
and Denmark, -6 per cent for Netherlands,
+13 per cent for Ireland and +27 per cent
for Portugal, depending on the levels of
emissions and industrialization. The UK
Presidency has agreed to reduce its
emissions by 12.5 per cent. The other

So, not all countries are willing to sign on the dotted line.
A piquant situation has arisen because a few countries,

which account for the world’s highest emissions, have yet
to sign the treaty.

category of countries is the non member
ones, the names of which are included in
Annex B to the Protocol (see Table). The
Protocol has set different targets for them
(which are not mandatory, but should ideally
be met of a country’s own volition). Many
of these countries are, in fact, lowering
their emissions, which they claim could
surpass the Kyoto Protocol’s targets - the
only difference is that this would be done
voluntarily, and in their own way.

Holding on

So, not all countries are willing to sign on
the dotted line. A piquant situation has
arisen because a few countries, which
account for the world’s highest emissions,
have yet to sign the treaty. This reluctance
is based on the grounds that (1) developing
countries like India and China are out of the
purview of the Protocol—yet (2) reducing
emissions could only be brought about by
going back on industrial progress and
lowering GDP, which was not acceptable and
(3) there were too many uncertainties about
the relation between emissions and the
current phase of global warming. They argue
their case by stating that developing
countries such as these accounted for a high
level of emissions, and in fact, China came
next only to the USA accounting for 36 per
cent of the industrialized world’s
greenhouse emissions. Yet, all developing
countries were allowed to remain outside
the Protocol’s purview for now. Their
contention is that it would abort the very
purpose of the Protocol, and render the
developed nation members’ efforts too
sacrificial and ineffective.

In fact, Annex B to the Protocol contains
names of many countries which have arrived
at individual commitments through some
negotiation with the Protocol Committee
without actually signing on. (The names of
such countries and their targets are included
in Annex B). One could therefore conclude
that though the governments of many
countries put down their reluctance about
joining the Protocol to the uncertain links

between emissions and global warming;
deep within, they do fear that emissions are
largely responsible and do not want to take
any chances.

In January 2005, the European Union
introduced three wunique market
mechanisms through which (1) countries in
surplus of their emissions targets,
(2) developed countries could go in for joint
implementation of clean technology in
league with other developed countries, or,
(3) developed countries which could transfer
clean technologies to developing countries,
could trade these excess emission reduction
units or earn credits by transferring
technology. Even in a partial international
trading scenario (it might be too optimistic
to expect a situation where all participating
countries agree to emissions trading
initially) this would reduce the cost of their
switchover to non polluting technologies.
(Refer to sub section on ‘Market
Mechanisms’).

A look at the categorization of countries
based on parameters such as percentage of
increase and current emission levels with
1990 as base year would show for which
countries the Protocol norms are an
imperative:

» Developed nations, whose emissions grew
between 1990 and 2000 on the back of
industrialization, growth in the number
of cars on the road, etc., and which
together accounted for 30.8 per cent of
emissions, worldwide, in the year 2000.
Countries in this category are USA, Japan,
Canada, Italy, Australia and Spain, which
definitely need to bring down emissions.
They are also the ones who have the
wherewithal to implement these
technologies both at home and abroad,
and benefit to a great extent from
emissions trading and technology transfer.
Developed countries, where emissions
declined between 1990 and 2000 mainly
because of the collapse of Eastern
European and Soviet economies,
accounting for 11.3 per cent of emissions
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The provisions of the Protocol are a step in the right

direction because, for the first time, they set deadlines and

quantified objectives for tackling the havoc being caused

by emissions.

in 2000. These include Russia, Germany,
Ukraine, Poland and some other
countries. Given the fact that these
countries would definitely surpass
emission targets, they could benefit most
from selling surplus emission credits to
other countries through the market
mechanisms offered by the Protocol,
which are discussed later.

Developed countries, whose emissions
declined because of the combination of
slow economic growth and replacement
of coal-based emission producing
technologies with gas based and other
clean technologies. These countries,
namely UK and France, accounted for a
mere 3.5 per cent of global emissions in
2000. These countries could make better
use of the clean technology culture
already in place to make domestic
industrial growth compatible with lower
emissions. They could also make good use
of the market mechanisms to transfer
these technologies and surplus emission
credits to other countries and make
money out of it.

Developing nations, where emissions had
risen basically on two counts: industrial
growth and widespread use of emission
producing technology. These countries
included China, India, Brazil, South Korea,
Mexico, Indonesia, Iran and South Africa,
where emissions accounted for 29.9 per
cent of the total. Instead of offering a
carte blanche waiver of the Protocol
norms, it is necessary to review each
country’s case separately. In China,
although industrialization began late, it
is growing by leaps and bounds, making
China the second highest emission
producing country in the world. Once the
Protocol really takes off, these countries
will also benefit from clean technology
transfer and transfer of surplus credits
from target-achieving countries. So, there
is not much of a rationale for granting
longstanding exemption to them from
fulfilling these norms.

arrIL 2007

Some significant features of the
protocol

The Kyoto Protocol concerns itself with
lowering the emissions of six greenhouse gases:

« Carbon dioxide (CO,)

« Hydrofluorocarbons (HFC)

Methane (CH,)

Nitrous Oxide (N,O)

Perfluorocarbons (PFC)

* Sulphur Hexafluoride (SF)

* Annex A lists the 6 greenhouse gases
mentioned above and sources and sectors
of the emissions. Annex B lists agreed
reduction targets for 38 developed
countries and also contains individual
targets set for themselves by countries
which have not ratified the Protocol.
Annex 1 lists all the 35 developed
countries which have ratified the Protocol
and accepted the standard emission
lowering norms.

« The provisions of the Protocol are a step

in the right direction because, for the first

time, they set deadlines and quantified
objectives for tackling the havoc being
caused by emissions.

The parties (members) of the Framework

Convention have to undertake to reduce

their greenhouse gas emissions by at least

5.2 percent below the 1990 levels during

the first commitment period (2008—

2012).

« The EU Member States’ target is to
collectively reduce their greenhouse gas
emissions by 8 per cent between 2008—
2012.

« For the period before 2008, the parties
should be able to display significant
progress made towards fulfilling their
objective of reducing emissions by 2005.

« Parties have the option of making 2005 a
reference year for emissions of HFC,PFC
and SF,.

Market mechanisms of the protocol

The Kyoto Protocol envisages three market-
based mechanisms: Emissions Trading (ET),
Joint Implementation (JI) and Clean

Development Mechanism (CDM). The
rationale underlying these three
mechanisms is that since it is a global
problem it does not matter in which country
emissions are reduced. So, at least to begin
with, reductions in emissions can initially
be in places where the costs of reduction
would be lowest. On January 1, 2005; the
European Union, the prime protagonist of
the Protocol, implemented its own internal
emission trading scheme, covering all 25 EU
Member states. In fact, even non member
countries like the USA and others envisage
making full use of these mechanisms, though
there is some uncertainty about whether
there would be trading restrictions on non
member countries.

« EMISSIONS TRADING.Under emissions
trading, any Annex 1 Party of the Protocol,
whose emissions are less than what is
allowed (this is known as allowances) may
sell the unused emission allowance units
to another Annex 1 Party that finds it
relatively difficult or costly to meet its
targets. However, parties that sell these
units need to meet their commitments
first and maintain a commitment period
reserve that cannot be traded.

o JOINT IMPLEMENTATION (JI) & CLEAN
DEVELOPMENT MECHANISM (CDM): These
mechanisms will allow industrialized
countries to implement part of their
emission-reduction commitments abroad.
Jl allows joint projects in other developed
countries; and countries in transition
(where credits are shared), while CDM
envisages emission reducing projects in
developing countries (where the credits
go exclusively to the account of the
developed country implementing the
project). These mechanisms have major
spin-off benefits, as well. Allowing
emission trading and the use of JI and CDM
credits will not only lower the cost of
compliance, it will also result in transfer
of clean technology to countries in
transition through JI and to developing
countries through CDM.

* Any greenhouse emissions, even from
permitted activities, must be offset by
activities in the land use, land use change
and forestry (LULUCF) sector, such as
afforestation; reforestation; and forest,
cropland and grazing land management.
Removal of greenhouse gases from the
atmosphere by parties generate credits
known as removal units (such as RMUs),
which can be traded.

« Parties have to introduce national policies
to reduce emissions through greater
energy efficiency, development of
renewable energy sources, promotion of
sustainable forms of agriculture, etc.



« They are also expected to interact and
co-operate with other parties through
exchange of information, co-ordination of
national policies, joint implementation,
common mechanisms, etc.

« No later than one year before the
commencement of the first commitment
period beginning in 2008, all parties
should have set up a national system for
the estimation of anthropogenic emissions
and all greenhouse gases not controlled
by the Montreal Protocol.

» Annex 1 Parties will submit annual emission
inventories which will be subject to in-
depth review to ensure compliance. By way
of additional measures, each party will
maintain a national registry to track and
record mechanisms, while the Protocol
Secretariat will keep an independent
transaction log and publish Annual Reports
about each party’s progress.

« If a party defaults on commitments, it
must make up the difference in the
second commitment period, pay a 30 per
cent penalty, develop a compliance plan
and forego its emissions trading
privileges.

In Annexure B, the standards for lowering
of emissions differ, depending on current
levels of emissions and industrialization.
Different levels have also been set for non
member countries.

Voices of Dissent

Various reasons are attributed by the various
countries which prefer to remain dissociated
with the protocol.

One, there is no conclusive basis to prove
that emissions are largely responsible for
global warming. Although there is unanimity
in the acknowledgement that significant
changes have taken place in the global
climate, sea level, agriculture, the
ecosystem, etc. there are major differences
amongst climatologists about the
permanent rise in temperature, and about
its impact on the climate. Studies reveal
that for the past 11,000 years, there have
been six other major warming and cooling
cycles like the present one, with some
producing temperatures higher than the
current average of 59 degree F. So, this
could well be a natural cycle.

Two, there is no scientific consensus that
global warming results from man made gas
emissions. If this was the case, the 0.6
degree Celsius rise in temperature would
have taken place not over the past 148
years, but mainly 1945 onwards, which saw
the true onset of industrialization and a
gradual increase in the number of cars.

The plain fact is that industrial growth is always

accompanied by higher emissions in absolute terms,

although as a ratio of output it could show a decline.

Uncertian benefits, surefire

disadvantages?

“It’s a question of uncertain benefits and
surefire disadvantages” seems to be the
argument of the dissenting countries. If one
considers some figures, their stance does
not seem unreasonable, either. For
example: reducing greenhouse gas emissions
to 7 per cent below 1990 levels by 2010
(which is what the Protocol has estimated
US targets should be) would cause a sharp
rise in energy prices, according to US
Department of Energy reports. This
estimated cutback in Carbon dioxide (C02)
emissions to the extent of about 550 million
metric tonnes, would reduce GDP
significantly, by around 1 per cent to 4 per
cent annually. This works out to annual
losses of USD 100 billion to USD 400 billion
in inflation-adjusted dollars, in terms of GDP
loss, every year. Prices would rise for carbon
using goods, which would have to be offset
by either using less carbon, or, continuing
to use a process that had been used for quite
some time but one that had now become
more expensive. This, in turn, would boost
production costs in energy-driven industries
like chemicals and allied products, clay,
concrete, glass, etc. which consumers would
shun because the higher costs would
necessarily be passed on to them. This, in
turn, would lead to industrial recession.

The other major hit is the premature
obsolescence of capital equipment caused
by a sharp increase in energy prices. Meeting
targets would either mean using plant and
machinery designed for cheaper energy
sources which will disrupt operations from
time to time and lower productivity; or,
replacing the capital stock earlier than
planned. And that, many industry analysts
feel, would be impossible to go in for.

One thing is for sure, it’s quite evident that
US is in sync with the rest of the world in
wanting to transit to a more clean
environment. As early as 2001, President
Bush had unveiled an alternative based on
a voluntary emission reducing program, as

compared to the Protocol’s compulsory
mandates. The program envisages a 4.5 per
cent voluntary reduction (as against the
Protocol-stipulated 7 per cent cut) in
greenhouse gases over a period of 10 years
(deadline: 2012) and “the largest”
reductions in power plant emissions in the
history of the USA.

The plan eventually targets at a lowering in
emissions by at least 500 metric tons,
roughly equivalent to taking 70 million cars
off the road, which borders close to the
Protocol’s projections. US administration
officials are confident that if other
nations follow suit, the end result might
even surpass Kyoto’s targets. In case targets
are not met, there will be a review, followed
by a second tranche of market-based
reforms, incentives and other voluntary
measures.

The point is that while this makes eminent
business sense, it does not really serve the
purpose of lowering emissions, unless the
transition to clean technologies can be near
total; and within a very short time frame,
at that. Now, this does not seem feasible.
Till such time as it happens, all countries
aspiring to combine high GDP growth with
lower emissions may have to go in through
a painful period of industrial slowdown, till
it can ride on the back of clean technologies
to high industrial growth once again. The
plain fact is that industrial growth is always
accompanied by higher emissions in absolute
terms, although as a ratio of output it could
show a decline. But then, nature
understands absolutes, not ratios. This
realization could be the reason why 165 US
cities spearheaded by Seattle, voted to
support the Protocol in June 2005.

The author is Faculty Member—Consulting
Editor, Icfai Business School Research Centre,
Chennai. She can be contacted at
Jayshree.bose@gmail.com.
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Report Card: General

G V Rao

February 2007 growth is 22.4 percent

Performance in February 2007

The second month of the detariffed
regime in the current calendar year shows
that the premium growth rate in February
2007 is an impressive 22.4 percent,
though it falls short of the January 2007
growth of 25.6 percent. The new players
have achieved a market share of about
35 percent in the February premium

volumes, though this falls a little short
of the 37 percent market share they had
recorded in January 2007.

The market grew its February renewal
premium from Rs.1551 crore to Rs.1899
crore. The established players have
contributed Rs.106 crore to the increase,
while the new players have added
Rs.242 crore.

National Insurance, as was seen in its
January 2007 performance; is the leading
player in its group, adding Rs.51 crore to
the accretion. Among the new players,
ICICl-Lombard leads with an accretion of
Rs.88 crore followed by Reliance with
Rs.76 crore. Other players that have
made significant accretions to February
2007 premium are: Bajaj-Allianz with

GROSS PREMIUM UNDERWRITTEN FOR AND UPTO THE MONTH OF FEBRUARY, 2007

(Rs.in Crores)

PREMIUM 2006-07 PREMIUM 2005-06 GROWTH OVER THE
INSURER FOR THE UP TO THE FOR THE UP TO THE CORRESPONDING PERIOD
MONTH MONTH MONTH MONTH OF PREVIOUS YEAR
Royal Sundaram 48.52 542.66 33.78 407.04 33.32
Tata-AlG 50.68 686.96 49.91 540.16 27.18
Reliance General 91.33 803.59 14.61 144.67 455.46
IFFCO-Tokio 74.39 1070.28 67.96 779.11 37.37
ICICI-lombard 201.78 2803.34 113.83 1468.47 90.90
Bajaj Allianz 147.18 1621.44 97.87 1164.91 39.19
HDFC CHUBB 13.96 170.17 17.10 177.18 -3.96
Cholamandalam 24.07 282.71 14.87 209.14 35.18
New India 379.45 4505.60 377.34 4198.39 7.32
National 319.76 3428.21 269.06 3201.88 7.07
United India 256.67 3158.48 229.23 2837.74 11.30
Oriental 290.87 3595.88 265.11 3196.32 12.50
PRIVATE TOTAL 651.91 7981.15 409.93 4890.68 63.19
PUBLIC TOTAL 1246.75 14688.17 1140.74 13434.33 9.33
GRAND TOTAL 1898.66 22669.32 1550.67 18324.01 23.71
SPECIALISED INSTITUTIONS
ECGC 52.73 545.51 47.58 513.93 6.15
Star Health &
Allied Insurance 0.98 16.67 0.00 0.00

Note: Compiled on the basis of data submitted by the Insurance companies
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Premium of non-life insurers
for February, 2007*

Note : 1. Total for 2005-06 is for 12 month period.
2. Total for 2006-07 is up to February, 2007
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* Excluding ECGC & Star Health
* Compiled on the basis of data submitted by the Insurance companies

Rs.49 crore, United India with Rs.28
crore and Oriental with Rs.26 crore. New
India, as it did in January 2007, has
slowed its growth momentum, by
keeping its accretion in February to Rs.2
crore; in January 2007 its premium
accretion was Rs.8 crore.

The premium growth trends of the first
two months of the calendar year show
that among the new players the growth-
pursuing players are ICICI-Lombard,
Reliance and Bajaj-Allianz. Among the
established players the growth-hunt is led
by National Insurance followed by
Oriental and United India.

Performance up to February 2007

The premium achievement up to February
2007 is Rs.22,669 crore, with the
established players having recorded
Rs.14,688 crore and the new players
Rs.7981 crore. To put this performance
in perspective, one should highlight that
for the financial year 2005/06 the

July August September October November

Month

premium was Rs.20,360 crore, with the
established players having completed
Rs.14,997 crore and the new players
Rs.5360 crore. The growth rate up to
February 2007 is 23.7 percent, down by
0.2 percent from the level at January
2007.

ICICI—Lombard leads the growth list with
a massive accretion of Rs.1334 crore
followed by Reliance with Rs.648 crore
and Bajaj-Allianz with Rs.456 crore.
Oriental with Rs.400 crore and United
India with Rs.322 crore are the others on
the growth path.

Prospects

With just another month left in the
financial year 2006/07, one can
reasonably expect the premium levels to
touch the figure of Rs.25,000 crore and
with the growth rate likely at 23.7
percent. It is not possible to estimate the
contributions made to the premium
increases through higher motor third

December January February Total | M 2005-06
[ 2006-07

party premiums announced in January
2007. Quite a few established players
have also raised their healthpremium
rates.

What does cause some surprise to a
market analyst is the resilience shown by
the new players to stand their
competitive ground to meet the rate
competition that the established players
were in a position to launch with their
huge net worth at their command in a
detariffed regime.

What difference has the detariffed regime
made to the market and the insured
public? Only when the annual financial
statements are ready, can one make a
better assessment of it. In the meantime,
on the premium front the market is
witnessing a pleasant ride.

Comments may be sent to:
gvrao70@gmail.com

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

SI. | Insurer Fire Marine Marine Marine Engineering Motor I
No. Cargo Hull
1 Royal Sundaram 82.68 12.00 12.00 0.00 27.52 215.37
Previous year 70.44 11.21 10.77 0.44 18.37 163.66
2 TATA-AIG 115.29 51.81 51.81 0.00 21.70 215.35
Previous year 91.77 36.54 36.54 0.00 16.67 172.87
B Reliance 127.00 19.41 12.63 6.78 53.65 261.80
Previous year 31.20 18.39 8.36 10.03 14.03 14.50
4 IFFCO Tokio 253.50 114.09 37.74 76.35 67.98 274.12
Previous year 217.58 31.13 25.23 5.90 44.85 246.03
5 ICICI Lombard 356.29 116.52 42.61 73.91 148.36 809.24
Previous year 276.04 80.38 33.58 46.80 86.61 305.83
6 Bajaj Allianz 313.63 56.15 48.16 7.99 122.03 564.13
Previous year 288.86 41.61 30.27 11.34 72.71 382.36
7 HDFC Chubb 5.66 1.71 1.71 0.00 3.19 101.76
Previous year 3.08 0.64 0.64 0.00 1.91 110.77
8 Cholamandalam 65.08 19.82 18.97 0.85 18.11 60.57
Previous year 62.67 13.11 12.78 0.33 15.91 39.31
9 New India 757.44 225.84 110.11 115.73 153.10 1,468.05
Previous year 689.91 185.98 106.19 79.79 104.57 1,564.38
10 | National 397.75 131.31 87.07 44.24 87.86 1,426.55
Previous year 373.28 138.26 97.31 40.95 78.16 1,368.48
11 | United India 549.75 226.84 103.04 123.80 157.02 863.77
Previous year 526.26 165.63 94.17 71.46 131.28 837.47
12 | Oriental 458.05 284.23 128.25 155.98 151.10 1,265.70
Previous year 414.28 219.10 110.80 108.30 134.04 1,059.58
Grand Total 3,482.12 1,259.73 654.10 605.63 1,011.62 7,526.41
Previous year 3,045.37 941.98 566.64 375.34 719.11 6,265.23
SPECIALISED INSTITUTIONS
13 | ECGC *
Previous year
14 | Star Health & Allied Insurance**
Previous year***

Note: In case of public sector insurance companies, the segment wise data submitted may vary from the flash Nos filed with the Authority. As such,
the industry totals may vary from the flash figures published for the month of December, 2006.
*Pertains to Credit Insurance.

** Pertains to Health Insurance.
***Commenced operations in May 2006.

Note: Compiled on the basis of data submitted by the Insurance companies.
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THIRD QUARTER ENDED DECEMBER, 2006 (PROVISIONAL & UNAUDITED)

(Rs.Crores)

Motor OD Motor TP Health Aviation Liability Personal All Others Grand Total Market
Accident Share
7 193.62 21.75 70.14 0.00 6.73 18.73 4.65 437.82 2.36
6 145.61 18.05 37.77 0.00 5.66 15.61 3.85 326.57 2.16
5 197.15 18.20 34.48 0.08 57.98 57.86 15.12 569.67 3.07
7 158.72 14.15 21.84 0.02 44.55 42.63 10.32 437.21 2.90
0 261.00 0.80 48.57 5.50 8.22 14.28 72.71 611.14 3.29
0 14.23 0.27 5.64 5.92 2.87 5.02 13.87 111.44 0.74
2 269.22 4.90 41.42 1.74 9.91 12.99 118.01 893.76 4.81
3 210.13 35.90 29.76 0.25 7.29 12.64 40.67 630.20 4.18
4 713.28 95.96 498.53 24.05 73.82 98.50 201.23 2,326.54 12.53
& 268.89 36.94 205.34 15.70 52.99 63.31 136.13 1,222.33 8.10
3 391.89 172.24 116.60 5.51 22.40 19.53 87.51 1,307.49 7.04
6 254.91 127.45 75.21 1.33 17.92 12.47 70.85 963.32 6.38
6 96.27 5.49 7.52 0.00 3.10 6.76 12.23 141.93 0.76
7 104.96 5.81 3.47 0.00 1.90 9.09 12.00 142.86 0.95
7 55.86 4.71 27.73 0.39 12.52 6.58 18.81 229.61 1.24
1 35.60 3.71 16.30 0.67 10.54 10.31 7.61 176.43 1.17
5 944.03 524.02 536.93 77.06 49.40 65.51 379.79 3,713.12 19.99
8 1,016.13 548.25 398.69 52.64 44.05 76.79 363.79 3,480.80 23.07
5 977.66 448.89 269.43 62.74 28.99 43.99 297.57 2,746.19 14.79
8 969.43 399.05 237.76 43.73 30.61 58.36 281.23 2,609.87 17.30
7 544.75 319.02 302.18 24.00 50.63 65.29 389.19 2,628.67 14.15
7 517.45 320.01 248.26 12.95 43.28 73.51 325.00 2,363.63 15.67
0 852.50 413.20 315.00 80.13 45.14 52.25 315.86 2,967.46 15.98
8 732.71 326.87 254.67 108.48 27.53 56.70 349.23 2,623.61 17.39
1 5,497.23 2,029.18 2,268.53 281.20 368.84 462.27 1,912.68 18,573.40 100.00
3 4,428.77 1,836.46 1,534.71 241.69 289.19 436.44 1,614.55 15,088.27 100.00
443.41 443.41
417.14 417.14
3.62 10.86 14.48
0.00 0.00 0.00
]
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CIRCULAR

30th March, 2007

To
All Insurance Companies
Insurance Qualification of the Corporate Agent

The Authority had issued new Guidelines for Corporate Agents
vide Circular Ref: 017/IRDA/Circular/CA Guidelines/2005 dated
14th July, 2005.

Clause 7 of the aforesaid Guidelines reads as under:

“The Chief Insurance Executive, the designated officer and other
specified persons who will be employed by the applicant should
be whole time employees of the applicant. Atleast one of the
persons should have insurance qualification to the extent of FFII
or AFIl or such qualification or experience that IRDA may at its
sole discretion, consider adequate.”

The Authority had also, vide circular no. 033/CIR/Agents/Dec-
2005, issued the following:

i) In so far as issuance of new licenses of Corporate Agents are
concerned, there shall be no relaxation whatsoever of the
Guidelines dated 14th July, 2005.

CIRCULAR NO: 064/IRDA/AGECNY/MAR2007

ii) However, in case of existing licenses that come up for
renewal, the aforesaid Clause 7 of the Guidelines will not
be enforced till 1st April, 2007 and the renewal will be
provisional subject to review by 1st April, 2007.

iii) All other provisions of the Circular dated 14th July, 2005
shall be implemented in toto.

The Authority has received a number of representations from
the Insurers seeking extension of above relaxation on the
ground that persons with FFIl & AFIl or equivalent
qualifications are still not readily available and CIE or SP are
in the process of acquiring the said qualification. Hence, the
above relaxation is extended till 1st April, 2008.

This issues with the approval of Chairman.

(V.Vedakumari)

Executive Director

NOTICE

29th March, 2007

As envisaged in Article 49 of the Articles of Association of the
Indian Institute of Insurance Surveyors and Loss Assessors, the
Authority (IRDA) hereby informs that Shri D K Poddar, Dy. General
Manager, Tariff Advisory Committee, Mumbai shall be the Election
Officer for the conduct of the first elections to the Council of The
Institute. Shri Poddar shall perform all the functions described in

the Articles as well as the Procedure for the conduct of first
elections, relating to the Election Officer.

The schedule of elections shall be separately notified by the
Election Officer.

Consultant & Special Officer, IRDA
(M M Siddiqui)

NOTICE

Indian Institute of Insurance Surveyors and Loss Assessors
(Regd. Office: 5 th floor, Parisrama Bahavan, 5-9-58/B, Basheer Bagh, Hyderabad-500 004)

Amendment to the Procedure for the Conduct of First Elections to
the Council

In exercise of the powers conferred by the Articles of Association
of Indian Institute of Insurance Surveyors and Loss Assessors, the
Promotee Council, in consultation with the Insurance Regulatory
and Development Authority, hereby makes the following
amendment to the Procedure for the Conduct of First Elections to
the Council:-

In Procedure 2 (e). Definitions of zones, the word “Manipur” shall
be added to the definition of ‘East Zone’.

In Procedure 3(19) of the Procedure for the Conduct of First
Elections to the Council, for the words “at the office of the
Institute”, the words “at the office of the Election Officer or at

arrIL 2007

such other place in Mumbai as may be decided by the Election
Officer” shall be substituted.

In Procedure 4(e) of the Procedure for the Conduct of First
Elections to the Council, for the words “at the Institute’s
office”, the words “at the office of the Election Officer” shall
be substituted.

The aforesaid amendments shall come into force with
immediate effect.

Place: Hyderabad
Date: 29/03/2007

Yegnapriya Bharath
Council Member



10 - 11 Apr 2007
Venue: New Delhi

11 - 12 Apr 2007
Venue: Kuala Lumpur

13 - 15 Apr 2007
Venue: Taiwan

16 - 21 Apr 2007
Venue: Pune

23 - 24 Apr 2007
Venue: Jakarta

23 - 28 Apr 2007
Venue: Pune

07 - 12 May 2007
Venue: Pune

08 - 09 May 2007
Venue: Taipei

14 - 19 May 2007
Venue: Pune

21 - 26 May 2007
Venue: Pune

Pension Reforms in India - Issues and Challenges
By FICCI - PFRDA

1st Asian Conference on Personal Lines Insurance
By Asia Insurance Review, Singapore

9th APLIC Congress
By Insurance and Finance Practitioners Association
of Taiwan

Trainers’ Training Programme
By NIA Pune

8th Asian Conference on Bancassurance & Alternative
Distribution Channels
By Asia Insurance Review, Singapore

Creative Thinking and Decision Making
By NIA Pune

Effective Claims Management
By NIA Pune

1st Asian Insurance CFO Summit - Creating a More
Active Role for CFOs
By Asia Insurance Review, Singapore

Prevention of Insurance Frauds
By NIA Pune

Effective Underwriting in Detariff Regime
By NIA Pune
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There are increasing threats from terrorism and pandemics,
more incidences of natural calamities, a greater prevalence
of lifestyle related diseases, challenges of an ageing population
resulting from longer life expectancies and a more volatile
investment climate.

Mr Teo Swee Lian

Deputy Managing Director (Prudential Supervision),
Monetary Authority of Singapore.

Understanding the essentials of underwriting is critical to our
industry today as companies seek to strengthen risk
management activities that translate into increased profit
and success.

Mr Thomas P Donaldson
President and CEO of LOMA.

Catastrophes are not strangers either to this country or to
the world; and the stark fury of such disasters are even
now taking not only the victims but also often the countries
concerned by surprise.

Mr CS Rao

Chairman, Insurance Regulatory and Development
Authority, India.

With the stronger economic performances, it is not surprising
to see the accompanying growth in the insurance industry in
this part of the world. Indeed, insurance premiums (both life
and non-life) have been growing faster than corresponding
GDP growth in most emerging Asian countries.

Mr Ong Chong Tee
Deputy Managing Director,
Monetary Authority of Singapore.

Large natural catastrophes are a national economic problem,
not simply a local insurance problem. Although insurance will
always be the catalyst of economic recovery following natural
catastrophes, much can and should be done prior to these
events to minimize their impact.

Mr Kevin McCarty
Florida Insurance Commissioner

Risk-sensitive financial requirements can only fulfill their
intended role when supplemented by sound governance and
market conduct practices; and supported by appropriate public
disclosure requirements.

Mr Rob Curtis
Chairman of the Solvency and Actuarial Issues
Sub-Committee, IAIS.




