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C.S.RAO

This issue of IRDA Journal looks at the state of
pensions in the country today and the
transformation taking place in this sector to serve
the changing needs of the working population.  The
shrinkage in the size of the family, the gradual
erosion of the concept of joint family, increase in
mobility induced by career options available to
children, improvements in medical science leading
to increase in longevity have all contributed to the
need for a more meticulous planning for old age
becoming inevitable.

 Though life insurance business includes
provision of annuities, this line of business has not
gained momentum yet due to a variety of
circumstances.  The predominance of non-
contributory, defined pension scheme applicable to
government servants, both Central and State, which
was later extended to some of the public sector
undertakings coupled with Employees Provident
Fund scheme for the workers in the organised sector

From the Publisher

had made the development of an independent
pension market somewhat difficult.  Added to this,
the lower tax benefits for pension investment
relative to that for other kinds of investment (in
housing property or life insurance policies or even
mutual funds for example), is one important reason
for the relative neglect of annuities.

 The insurance companies were also not able to
demonstrate the benefit of monthly pensions as
voluntary retirement savings had a liberal
withdrawal regime, which by its very nature
truncates the pension payout. Hybrid annuity
products that include a return of capital also have
the same effect on the quantum of the annuity.
Hence, retirement solutions that lock up the capital
are imperative for the new breed of investors to get
a product that delivers its full social and protective
value. And making that product attractive in terms
of pricing and value propositions is the job of the
life insurance industry.
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he Future BeckonsT
The Issue Focus this month is on Pensions. The topic has found a new level of attention following the reforms
initiated by the Government last year and we at the Journal wanted to keep you informed about the past, the
present, and the potential future of the pensions sector considering that life insurance companies are solely
entrusted with writing annuities and that they could be interested in participating in other segments of the
business, like funds accumulation and management if and when the policy allows them to.

We bring you a state of the sector report from Mr. U. K. Sinha, Joint Secretary, Ministry of Finance, who
has been working with Pension reforms for over a year now and perspectives on the sector, as it has been
through the years and as it is envisaged to be, from life insurance industry veterans like actuary
Mr. S. P. Subhedar, former Member, IRDA, Mr. H. O. Sonig, and the current Member (Life), IRDA, Mr. T. K.
Bannerjee.

Also bringing in interesting inputs on occupational pensions are actuary Mr. Arpan Thanawalla and
researcher Ms. Renuka Sane. Dr. Puneet Chitkara, Senior Researcher, India Pension Research Foundation
and Mr. Dinesh Khansili, Deputy Director (Actuary), IRDA bring you primers on pensions, with the former
telling us the differences between and the virtues of Defined Benefit and Defined Contribution systems and
the latter about the different kinds of annuities and what you get when you make choices.

We continue with Mr. M. Arunachalam’s extensive and well thought out article on Technology and the
Indian Insurer and hold back Keeping Count, the series on accounting gimmicks once more, this time because
of a shortage of space!

The news section – In The Air – features extracts from the report of the S. V. Mony Committee which was
constituted by the IRDA to create a road map to detariffing Own Damage insurance. The full report is on the
IRDA website (www.irdaindia.org) for download and comments.

With apologies to consumers we hold back the considerable material we have got for the End User section,
again due to a shortage of space. We promise to make up for it though – our entire issue next month is going
to be on the customer. On the state of customer grievances redressal in the industry to be specific.

We have requests to announce our editorial calendar a little more in advance so that readers who want to
contribute to sections of their interest can have enough time to do so. That’s a good idea and we shall do that
from now on. The issue after the one on customer grievances redressal, which is the August issue, will be on
risk management. That is, tracking what insurance companies and other stakeholders in the industry do to
manage their own risks.

We are planning special issues on exempted insurers, on the myriad problems and concerns of insurance
agents and one evaluating what is happening with infrastructure and social sector investments that the
insurers were expected to make in what was envisaged as a win-win situation for a country liberalising its
insurance industry and thirsty for long term funds for infrastructure as well.

Please do write in or email us if you wish to write on any of these topics or have suggestions for them.

K. Nitya Kalyani
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“The Customer is...
K. Nitya Kalyani

… sometimes demanding,
sometimes cranky, sometimes
righteously angry, but always right. He
“is the reason we exist,” goes the saying
by Mahatma Gandhi that we have seen
in posters around the country in
commercial establishments.

The setting of the poster may
sometimes be heartening and
sometimes ironical. But it is a simple
and uplifting truth.

There is a neat synergy between a
business and its customer which means
that usually their dealings are on a
balance, each getting what he wants out
of a business transaction, or able to
negotiate a fair deal.

In the financial services industries,
there is a basic asymmetry of
information that is built in to the
structure of the product and the
transaction that alters this balance. A
bank lends money on the basis of
information and even trust, but should
the loan turn bad, there are few
practical and elegant ways to extricate
its capital from the situation.

Investments and savings are made
by customers on the basis of promises,
and returns and the safety of capital
itself could come into question with the
investor dealing with a difficult

situation with insufficient information
and the means to deal with it.

In insurance the customer is
similarly hampered. For, as we all know,
the product is delivered only on a
contingency and when the customer is
already disadvantaged, but has paid for
it in advance.

Here the asymmetry of information
and power works differently at two
different points. At the point of sale, it
is the customer who holds the reins in

terms of what he wishes to cover, what
he discloses and how truthfully. But
when it comes to paying claims, the
simple fact that payment may be
withheld – even temporarily – means
that the insurance company has the
clear upper hand.

Typically such a service provider has
unhappy customers with whom it is ill-

equipped or uninclined to deal by the
nature of its structure and the realities
of its strong and almost unchallengable
financial position. Add monopoly, or
virtual monopoly, and a public sector
nature of the industry and it only
magnifies the situation.

It is in this context that the well-
meaning grievances redressal
mechanisms have been mandated and
put in place by the industry and its
regulator, and the Government through
the judicial system.

Grievances officers, ombudsmen, Lok
Adalats, consumer fora …. are all
components of that system which seeks
to maintain some balance and provide
a voice to the individual customer vs
large business.

The system seems to have proved
good in parts. Which parts and how
much, and what it has achieved for the
industry and its customers is what we
try to examine in our next issue.

We will also bring you some insights
from the cases that have come to these
grievances redressal fora and the
lessons that they carry for us.

If you have a suggestion or
experiences you want to write about, you
are most welcome!

There is a neat synergy
between a business and its

customer which means
that usually their dealings

are on a balance.
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Bonus only out of Surplus says IRDA

The centralised rating regime for
OD insurance should be replaced
by individual companies’ own
rating systems with safeguards
and internal and regulatory
compliance.

Key underwriting factors as are
adopted by insurance companies
worldwide need to be adopted by
insurance companies here for
arriving at their individual rating
systems. From over 30 rating
factors, the Group has identified
the following as critical while
leaving the weightage to the
companies.

I Vehicle Related
· Make and model
· Engine power
· Age of the vehicle
· Licensed carrying capacity

/ GVW as applicable
· Safety features
· Repair and replacement

costs
II Driver/Owner Related

· Age
· Driving experience

· Driving record
· Health and habits

III Use Related
· Annual mileage run
· Geographical location
· Personal, commercial

private, commercial for hire
· Type of goods transported

The Group has also given the
following indicative, not exhaustive, list

of other rating factors which play a role
in underwriting risk:

· Theft-proneness of the vehicle or its
parts

· Frequency and nature of accidents
· Named driver
· Occupation of owner
· Traffic conviction record
· Special driving education, safety

training
· Membership of automobile

association

The Group has recommended that
companies use the Risk Factor Rating
System (RFRS) to create and rate new

products and also that the file and use
system be followed to ensure
commitment to discipline in their
practices.

Under an RFRS the premium is
calculated as a product of base premium
and relativity factors loaded for different
risk categories. The premium rating
structure generally used in the UK,
Singapore, Australia, Canada, England,
Germany and Japan is based on the
number of risk factors.

As a starting point to this RFRS, the
Group recommends the use of the existing
tariff as guide rates on which the loading
or discount can be calculated by the
individual insurer who should include
these details in their ‘file and use’
documents.

The companies, it has recommended,
should also be given a free hand in
determining the best means to safeguard
the existing accumulated ‘No-claim Bonus’
of the insureds, adding that it is hopeful
that insurers will offer new products to
protect the No Claim Bonus for a price as
existing in some of the other markets in
the world.

The Road to Detariffing OD
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The Group has
recommended that

companies use the Risk
Factor Rating System

(RFRS) to create and rate
new products.
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Similarly, the decision to impose
deductibles is also best left with the
individual insurer, the Group has said.

The scales of depreciation which are
part of the OD tariff, and hence will no
longer apply, should also be left to the
individual insurer, the Group has said,
suggesting that in order to avoid
inconsistencies the values of the vehicles
should be fixed by a body comprising of
representatives of insurance companies
(the General Insurance Council), TAC
and the Federation of Indian Automobile
Associations, and made known through
a publication, on the lines of the Glass’s
Guide of the UK.

The Group has recommended some
safeguards for implementation by the
insurers:

i) The basic rates, details of
underwriting factors adopted for use
and their weightage, dispensation
relating to application of band for
variance in rates, deductibles, no
claim bonus scales etc will have to be
approved by the Actuary and Board of
Directors or their delegated
committee, before submission to the
IRDA under the ‘file and use’ system.

ii) These and the practices in the
company should be subject to regular
monitoring by the Internal Audit
system and this function should be
reflected in their terms of reference.

iii)A Compliance Report will have to
be placed before the Board at least
once a year.

iv) Submission of agreed statistical
returns to a designated authority
should be made a compliance issue at
the level of the Board, and non-
compliance should attract punishment.
About statistics, the lack of which

has compounded the problems of the
industry in the matter of Motor
insurance the Group had this to say:

“Taking into account the vital
significance of statistics on the portfolio
and the problems faced by the industry
in the absence of such statistics the
Group recommends that submission of
information in an agreed format to a
designated organisation be made
mandatory on the part of the insurer
and a compliance issue vis-à-vis the

Board and Regulator.
In the interests of customer service,

it has recommended that a copy of the
proposal and the quotation of the
premium rates be made a part of the
policy documentation.

In the context of a free market rate
regime for OD, IRDA should ensure that
insurers do not offer stand-alone OD
cover without attendant third party
protection or refuse pure third party
insurance cover, the Group has said.
It has recommended that the IRDA:
1. Strengthen their administrative

machinery to handle the ‘file and use’
format in the new paradigm to
scrutinise underwriting parameters,

weightages, loading and discounts,
assumptions of expenses, claims cost,
profitability of the product and the
portfolio in an agreed time frame.

2. Set up a separate dedicated Cell or
Division to continually monitor the
performance of the Motor portfolio
specifically, with adequate staff
consisting of senior professionals,
actuary, statistician and IT
professionals.
It has also recommended that the
IRDA take urgent steps to set up an
institution in collaboration with
insurance companies and automobile
manufacturers to process industry’s
statistics and undertake R & D
activities relating to the Motor
portfolio, more particularly in the
area of design, reparability and
‘repair friendliness’ of the vehicle.
It also says that the IRDA (or the
Council) should facilitate a smooth
transition from an administered
pricing regime to a disciplined free

market regime by undertaking
systematic awareness campaigns
before and after a change is
implemented. The Council should
also act as a self-regulating body for
the industry, with the Regulator
controlling by exception.

The Group has urged the IRDA to
� actively pursue with the Ministry

concerned to amend the MV Act to
address the features relating to
unlimited liability, concessional
court fees, jurisdiction and statutory
time limitation

� pursue with the Ministry concerned
and/or state governments to ensure
that all vehicles on the road are duly
insured as per the MV Act

� initiate a project to set up a Motor
Third Party insurance Pool as
recommended by the Justice
Rangarajan Committee. This will be
a mechanism by which all insurers
in a market share the premium and
claims and net outcome is
distributed annually among the pool
members

� participants so that common
experience is shared by all on a basis
to be agreed

� initiate steps to move towards a free
market regime for the whole Motor
insurance portfolio and

� in the context of initiating the above
step, move towards a free market
regime in respect of all other business
under the tariff regime
The Group submitted its report to

the Chairman, IRDA in April 2004. The
Members of the Committee, which was
mandated to suggest a road map
towards detariffing Motor Own Damage
insurance, were:

Mr. H. S. Wadhwa, CMD, National
Insurance Company, Mr. Micky Brigg,
CEO, Royal Sundaram Alliance
Insurance Company, Mr. M. K. Tandon,
Retired CMD, National Insurance
Company, Mr. S. K. Mishra, Director
(RT), Ministry of Road Transport and
Highways, Mr. Jagdish Khattar, CEO,
Maruti Udyog, Mr. D. Varadarajan,
Advocate, Legal Adviser to IRDA and
Mr. P. K. Swain, AGM, TAC, Convener
– Secretary.

The basic rates will have
to be approved by the
Actuary and Board of

Directors before
submission to the IRDA
under the ‘file and use’

system
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The licence of Mass Insurance Broker Pvt. Ltd., registered with IRDA as Insurance

Broker, has been suspended by the IRDA for non-compliance with regulatory mandates
pertaining to submission of financial and other returns.

Regulation 26 of IRDA (Insurance Brokers) Regulations, 2002 mandates that every
insurance broker shall before October 31 and April 30 each year furnish to the
Authority a half-yearly un-audited financial statement containing details of
performance, financial position, etc., along with a declaration confirming the fulfilment
of requirements of capital in accordance with the provisions of regulation 10 and
deposit requirements in accordance with the provisions of regulation 22.

Mass Insurance Broker did not submit these returns after reminders and a lapse of
considerable time and also did not respond to a Show-Cause Notice of the Authority
asking it to show cause why its license to act as Direct Insurance Broker should not
suspended, for failing to comply with Regulation 26 of IRDA (Insurance Brokers)
Regulations, 2002 and for not responding to the directions of the Authority.

The broker neither acknowledged receipt of the notice nor did he reply to it nor
submitted its financial returns. Therefore, in exercise of the powers conferred upon the
Authority by Regulation 34 of IRDA (Insurance Brokers) Regulations, 2002, the IRDA
suspended the broker with effect from June 8, 2004 and the broker will not be entitled
to payment of any remuneration for the insurance broking activities carried out from
that date onwards.

IRDA DIRECTS PRODUCT RECALL
The IRDA has directed United India Insurance Company Limited to withdraw

the Uni Industry Care Insurance Policy and discontinue the marketing of the
same by its offices, agents and insurance brokers with immediate effect.

The rates being quoted in the market for the comprehensive insurance
policy covering industrial units against fire, flood and other hazards and
introduced in the market a few weeks ago, did not conform to the tariff.

The policy had been cleared by the IRDA with some modifications that
required the company to adjust the premium rates for different covers to bring
it on par with the fire tariff rates, but it was found that this change was not
made. This led to a directive to withdraw the policy. IRDA clarifies that policies
already sold will remain valid.

INSPECTION REPORT OF NIS SPARTA
IRDA has instructed NIS Sparta, an accredited training institute for imparting

IRDA mandated training for agents and prospective agents, to close some centres
and convert others to company owned ‘mother’ training centres from the current
franchisee owned ones.

The move comes in the wake of an enquiry and the company’s submissions
during May and June this year following inspection by IRDA in April that revealed
lack of necessary infrastructure.

According to the instructions, NIS Sparta is required to close down the
training centres at Agra, Bhiwani, Haridwar, Kanpur, Lucknow and Meerut.

Forty three other centres have to be converted into mother centres in 40
days and 13 more in 60 days. The approval of all other training centres except
the above and the seven mother centres in Mumbai, Bangalore, Chennai,
Kolkata (two) and Delhi (Two) stand withdrawn.

The company has been asked to report back confirming the conversion of
the franchisee centres into mother centres and that it has no other franchised
centres. It has also been required to furnish operational details about the training
it is offering at its centres on a regular basis.
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Past to Future
S.P. Subhedar

The majority of
the Indian
population is too
preoccupied with
its struggle for
survival during
working life to
afford the luxury of

thinking about post retirement life. In
this context, questions like “Will I have
enough to live on when I retire?” or “Will
I get proper healthcare during my old
age?”  which are of concern to the people
in developed countries or to the elite
section of the population  in India  are of
least significance to this majority of  the
Indian population.

However, looking to the increasing
longevity of the general population, we
cannot allow the concern about post
retirement life to remain an elite
phenomenon. As per the results of the
2001 Census, the  expectation of life at
birth has increased from 57.7  years for
male  and 58.7 years for female  in 1991
to 62.3 and 65.3 respectively .  The
expectation of life at 60 has also
correspondingly gone up from 14.5 years
in 1991 to 17  years in 2001.

Even though ever since 1889, when
Otto von Bismarck, Prussia’s
Chancellor, introduced the first state
pension, people have been increasingly
looking to the state to provide old age
income, healthcare and protection
against poverty, it is increasingly being
recognised that the state cannot provide
a complete solution to this problem. The
magnitude of the problem has forced the
governments the world over to move
away from the concept of a social welfare
system of intergenerational  transfers
to self-financed social welfare systems.

In India, the issue is of a much higher
magnitude. The role the Government can
play in the self-financed welfare system
is to create an institutional
infrastructure to enable and encourage
people to undertake the task of creating
assets for old age income. It is in this

context that the recent Government of
India initiatives to encourage the
development of a structure for privately-
managed pensions in India is so
important.

The Government initiative
The Old Age Social and Income

Security (OASIS) project of the Ministry
of Social Justice and Empowerment was
commissioned in this background for
examination of policy questions
connected with old age income security.
The basic mandate of the project was to
make concrete recommendations to the
Government of India for initiatives that
would facilitate people to self-finance
their old age income.

The constitution of the OASIS

Committee was one of the major
initiatives of the OASIS project.  The
committee submitted two reports to the
Government of India, the first one in
February 1999 and the second in
January 2000. The first report covered
existing mechanisms for social security
– provident funds, pension schemes and
Public Provident Fund and the second
report covered other issues, including a
new voluntary pension system,
individual choice of diverse funds,
pension fund managers and regulatory
authority.

In its first report, the Committee has
enunciated the basic philosophy of the
pension reforms initiative that

“Economic security during old age
should necessarily result from
sustained preparation through life-long
contributions. The Government should
encourage fully funded old age income
security system that puts emphasis on
the value of thrift and self help. The
Government should step in only in case
of those who do not have sufficient
incomes to save for old age.” The two
significant achievements of the OASIS
Committee reports are that :

� these reports, for the first time,
generated public debate on
reforming India’s pension system ;
and

� created awareness about self-
financing of old age income.

The recommendations of the OASIS
Committee for introduction of Defined
Contribution Fully Funded Individual
Retirement Account Pension with
universal access has been accepted by
the Government of India and the
Government has also set up an interim
Pension Fund  Regulatory and
Development  Authority (PFRDA) by an
executive order and has evolved a plan
for the phased introduction of a DC
individual retirement account pension
scheme.

Environmental factors
Before we go into the current coverage
for old age income and the scope for
future coverage, it would be useful to
dwell on the various environmental
factors that have influenced the coverage
in India.

Of the world population of 6.3 bn,
India has 1.027 bn, i.e. about 16.3 per
cent. However, the elderly population in
India is about 12.5 per cent of the world
elderly population. This indicates that
the Indian population is relatively
younger because of high birth rate and
high death rate; the rate of birth per
1,000 population being 25.8 and rate of
death per 1,000 population being  8.5
as per 2001 census. There are 70 mn
people over 60 in India and just about

- A Look at Pensions in India

The main driving force
behind the formulation of

the proposed DC
individual retirement

account pension scheme
appears to be the need to

arrest the growing
unfunded liability of the
government employees’

pension.
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10 per cent of then have their own income
and the others have to rely on transfers,
mainly from their children.

There are a number of
environmental factors that have
influenced the majority of Indians in  not
getting concerned about providing for
old age income. The first is the joint
family system which supported the
elderly persons in the family. With the
disintegration of this system,
particularly in the urban area, this is
changing. Another reason is that the
Indian economy is essentially an
agricultural economy and about 74 per
cent of the population is engaged in
agricultural pursuits and individuals
engaged in agriculture pursuits do not
retire at a specified age.

The other reason is inadequate
disposable income. A major part of the
population in India suffers from this
inadequacy and, to my mind, this does
not allow them to think in terms of
providing for old age income. All these
factors contributed to the low  concern  in
India about provision  for old age income.
In this context, pensions in India  have
essentially remained confined to the
salaried section of the population in the
form of occupational retirement benefits.
An excerpt from the World Bank report
titled “India The Challenge of Old Age
Income Security”  supporting this is
reproduced herein:

“ …….As in other poor countries, low
coverage is a function of a large
agricultural population as well as an
informal sector that evades all taxes and
social insurance contributions.
Participation in voluntary savings
schemes is even more limited. This is not
surprising given that the main incentive
for contributing to such a program is a
reduction in income tax payments, a
benefit  relevant to 2-3 per cent of workers
that actually pay income taxes.

This is not to say that the rate of
private savings in India is low. Rather,
the point is that most of this savings
occurs in the top half of the income

distribution and is concentrated in bank
deposits and other short term savings
instruments. The reluctance to engage
in medium or long term savings is partly
a reflection of low incomes of majority
of Indian households. With a relatively
small group saving for retirement, a
substantial portion of the population
will inevitably depend on children,
charity or the state when their ability
to earn  wanes………”

— World Bank Document on India

In India, currently there are a
number of vehicles that facilitate
building up of assets for old age income
and it might be useful at this stage to
review the coverage achieved by these
vehicles.  The World Bank document
referred to above has given the coverage
under the Compulsory, Voluntary (tax

preferred) and  government sponsored
Social Assistance schemes for old age
income security which is reproduced
herein:

The document does not specify as to
what constitutes “labor force.”

Pension coverage in India
As mentioned earlier, pensions in

India  remained confined to the salaried
section of the population in the form of
their occupational retirement benefits
and, till about 1987-88, there was hardly
any personal pensions business in India.
The Deferred Annuity product of LIC
had hardly any sale and the immediate
annuities were purchased by only the
trustees of occupational pension funds.
In 1987-88, LIC introduced two personal
pension plans, a deferred pension plan

Compulsory
Programme Legal Coverage* Effective Coverage # Financing
Employees’ Employees in firms About 5.8 per cent of the Employer  and
Provident Fund with more than 20 labour force  employee

employees  contributions
Employees’ Pension Same as above with About 5.4 per cent of Employer, government
Fund some exemptions the labour force contributions
Civil Service Civil servants at About 3.5 per cent of State or central
Pension Scheme state and federal level the labour force government budgets
Government Civil servants at Most civil servants Employee
Provident Fund state and federal level contributions
Special Provident Certain occupations About 0.5 per cent Employer and
Funds and employees in of the labour force employee

Jammu and Kashmir  contributions

Voluntary, tax-preferred
Public Provident Fund All individuals About 0.8 per cent Contributions

of the labour force
Superannuation plans All employees About 0.2 per cent Contributions

of the labour force
Personal pensions All individuals About 0.2 per cent Purchase of annuity like products

of the labour force

Social assistance
State level Varies by state Varies by state State budgets
social assistance
National Old Age Destitute persons About 15-20 per cent Central budget
Pension Scheme over age 65 of population over 65

*Legal coverage for EPS/EPF extends to 177 types of establishments. #Effective EPS coverage refers to a subset of EPF members.”
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by name “Jeevan Dhara” and an
immediate pension plan by name
“Jeevan Akshay”  with return of one per
cent per month. The Government allowed
premium on these two plans up to Rs
40,000 to be paid from pre-tax income.

Because of the tax incentive, there
was a great demand for these products.
This demand continued till 1992, when
the Government decided to withdraw
the tax incentive. While withdrawing
the tax incentive, the Government
allowed the policyholders of Jeevan
Dhara to surrender their policies
without treating the surrender value as
taxable income in their hands. The sales
of these plans immediately dropped and
large number of policyholders
surrendered their Jeevan Dhara policies.

In 1996, LIC introduced a deferred
pension plan by name “Jeevan
Suraksha.”  The Government allowed
premium for policies under this plan up
to Rs 10,000 to be paid from pre-tax
income. The plan was well received in
the market. Yet, as on March 31, 2003,
LIC’s in-force portfolio of these policies
was just 1.3 mn. Allowing for the Jeevan
Dhara portfolio of LIC and deferred
pension policies sold by private insurers,
the total deferred pension portfolio as
on March 31, 2003  could be just about
two mn.

In India, the two mandatory employee
retirement benefits are provident fund
and gratuity or severance pay.
Establishments satisfying certain
specified conditions have to provide
these benefits. Retirement benefit in the
form of monthly pension is essentially
a British legacy, with this benefit
available in government service and
MNCs.

In the late eighties, the public sector
bank and insurance employee unions
made a demand that they be provided
retirement benefits on par with
government employees, the government
employees having the retirement
benefit of non-contributory index linked
final salary pension, gratuity and
provident fund to which only employees
contribute.

The Government, after protracted
negotiations conceded the demand
and the final salary index linked
pension financed by employers’
contribution to provident fund
was introduced in mid-nineties in
public sector banks and insurance
companies. Following this, the
Government also allowed  final salary
index linked pension to the subscribers
of Employees’ Provident Fund (EPF)
by diverting 8.33 per cent of employer’s
contribution to the provident fund to

the pension fund called Employee
Pension Scheme 1995 (EPS 95), with
the Government contributing 1.16
per cent of salary to this scheme.
Currently  26.4  mn employees are
covered under the scheme.

The number of members covered
under the occupational pensions
arranged with LIC was 1.083 mn as on
March 31, 2003. The portfolio of private
sector life insurers as on date is not
significant. Allowing for the persons
covered under the Trustee administered
pension schemes, the number covered
by such occupational pension funds
could be just about two mn.

Thus, the coverage under personal
pensions and occupational pensions is
small. The following Table gives
segment-wise pension coverage in India:

According to the 2001 Census, the
total number of workers in India is
402.5 mn of which 313.2  mn are main
workers and 89.3 marginal workers. If
we group the retirement benefit
segments mentioned in the Table below
into mandatory and voluntary, the
division would be as follows:

Of the 10 segments listed in the
Table the following schemes are not
included for the reasons given herein:

Scheme and Nature of Benefit Coverage

1. Govt employees’ pension
(Central, state, other departments like Post and Telegraph, Railways and armed forces) 11.1 mn
-  Non contributory index linked final salary pension (DB)
-  Govt Provident Fund – employees only contribute (DC)

2. Means tested tax financed assistance to the destitute aged 65 and above 6.9 mn

3. Public Provident Fund  (DC) 2.8 mn
4. Employees’ Provident Fund  (DC) 29.3 mn
5. Provident Funds for Coal Mines, Assam Tea Plantations,

Seamens’ and Jammu and Kashmir  (DC) 2 mn
6. Employees’ Pension Scheme 95  (Hybrid) 26.4 mn
7. Gratuity or severance Pay NA
8. Occupational Pensions  (Both DB and DC) 2 mn
9. Personal Pensions offered by life insurers and mutual funds 2 mn
10. Varishtha Pension Yojana – Immediate Annuity for persons

aged 55 and above 0.30  mn

Mandatory  Benefit     Coverage

Government Employees’ Pension        11.1  mn

Employees’ Provident Fund        29.3  mn

PF  for Coal Mines, Assam Tea
Plantation, Seamens’ and J & K          2.0  mn
Total  Mandatory       42.4  mn

Voluntary

Public Provident Fund        2.8  mn

Occupational pensions        2.0  mn

Personal pensions  including Varishtha
Pension Yojana        2.3  mn

Total Voluntary       7.1  mn

Total of Mandatory and Voluntary     49.5  mn
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� Means tested tax financed
assistance:  a social assistance
scheme for destitute

� Employees’ Pension Scheme 95:
membership of EPS 95 being sub-set
of

� EPF membership Gratuity: members
mostly covered under EPF and
number covered for gratuity not
available.

The proposed DC individual
retirement account pension scheme
is yet to start but the indicative
coverage numbers are : 50,000 new
Central Government employees per
annum and 50,000 new state
government employees per annum. The
voluntary coverage in the initial years
would be very small.

 The comprehensive social security
scheme designed by the Ministry of
Labour providing death benefit of
Rs. 1,00,000, hospitalisation benefit of
Rs 30,000 p.a. and pension benefit of
Rs. 500 p.m.  to be funded through
participants’ contribution of Rs. 50 and
Rs. 100 p.m. and cess of Rs. 0.10 per
litre of petrol / diesel  sold has not been
taken into account here. This scheme is
envisaged to cover more than 250 mn
workers.

The participation rates for coverage
under mandatory schemes for main
workers works out to  42.4 /313.2 = .1354,
i.e. 13.54 per cent    and for voluntary
schemes it works out to 7.1 / 313.2 =
.023, i.e. 2.3  per cent. The total
participation rate working out to 15.84
per cent.

According to the OASIS Committee
report there are 13 mn salaried workers
who do not have access to any scheme
for building up assets for old age income.
Providing them access to the proposed
DC pension scheme is a win-win
situation for the pension providers and
the individuals concerned.

It will thus be seen that coverage
under schemes for building up old age
income is very low and a lot of

developmental work is required to
increase the coverage.

Future prospects

The Government, realising the need for
developmental work, has entrusted the
task of developing privately-managed
pensions in India to the PFRDA. This
part of the paper attempts to analyse
the prospects of increasing the coverage
for old age income.

For the purpose of this analysis it
may be useful to divide the working
population into four segments, viz.:

� the government sector;

� public sector units and local bodies;

� the private sector; and

� individuals, particularly  non
salaried workers.

The employees in the Government
sector are fully covered. The employees
in Central Government  employment as
on December 31, 2003 have non-
contributory final salary index lined
pension, gratuity and Government
Provident Fund to which the employees
only contribute and those joining the
Central Government service on and
after January 1, 2004 would be covered
by the proposed defined contribution
individual retirement account pension
to which the Government  and
employees both will contribute 10 per
cent of salary each.

In fact, the main driving force behind
the formulation of the proposed DC
individual retirement account pension
scheme appears to be the need to arrest
the growing unfunded liability of the
government employees’ pension.

This scheme, in a phased manner,
will be made applicable to other
government departments and the state
government employees. Since this is a
mandatory benefit to which every
government employee is entitled, the
coverage will increase with increase in
employment. Currently this is
estimated to be 50,000 new Central
Government employees p.a. and 50,000
new state government employees p.a.

The public sector units and local
bodies provide two mandatory
retirement benefits, viz. provident fund
and gratuity. The retirement benefits in
these units have to be on the pattern
specified by the Government and many
of these units have introduced pension
for their employees by utilising
employer’s contribution to the provident
fund for funding index linked final salary
pension.  It would also not be logical for
these establishments  to adopt the
Central Government route of diverting
their new employees  to the proposed
DC individual retirement account
pension scheme.

If the new employees of these
establishments were not to be given the
DB pension funded through the
employer’s contribution to the provident
fund,  the employer’s contribution to the
provident fund in respect of these
employees should remain in the
provident fund as there is no logic in
moving the new employees from one DC
scheme to another DC scheme.  Further,
there is no scope for introducing pension
as a third retirement benefit here.

In the private sector again there are
very few employers who can afford to
provide pension as a third retirement
benefit, provident fund and gratuity
being the two mandatory  retirement
benefits. Further, practically all these

Personal pension buys
are tax driven and when

tax incentives were
withdrawn sales have

fallen. However, with the
tax paying population

being only about two per
cent, we must go beyond

tax incentives to
increase coverage.
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It is necessary to focus
public education on the

need for self-financing of
old age income on a

massive scale and this
education must start from

an early stage in life.

establishments are covered by the
Employees’ Provident Fund and
Miscellaneous Provisions Act, 1952.

A few of these establishments have
exempt provident fund and the others
contribute to the Central Provident Fund
administered by the EPFO and both the
categories are also covered by Employee
Pension Scheme 95 or have a pension
scheme of their own in lieu of EPS 95.
Here again, there is little scope for
introducing pension as a third
retirement benefit.  In fact, as
mentioned above, the number of
members covered by LIC under the
occupational pension schemes arranged
with it as on March 31, 2003 was 1.086
mn under 6,461 schemes.

Private sector life insurers have
entered this business very recently and
their contribution in this area is not
significant. One area in this segment
which has a significant potential is the
establishments which are not covered
by the EPF Act and Payment of Gratuity
Act. The OASIS Committee report has
indicated that there are 13 mn
employees in this segment who do not
have access to any vehicle for building
up retirement benefit.

In many jurisdictions where pension
schemes of the proposed DC pension
scheme type with universal access have
been introduced, it has been made
mandatory for the establishments
employing five or more employees to
provide to their employees access to the
scheme. This access is limited to
facilitating the employees to contribute
to the pension scheme. In the UK, the
Stakeholder Pension Regulations have
this requirement.

The non-salaried section of the
population, and the salaried section to
supplement their occupational
retirement benefits, can buy personal
pensions offered by the life insurers and
in future they can also subscribe to the
proposed DC individual account pension
when it is open to individuals. Past
experience indicates that personal

pension buys are tax driven and when
tax incentives were withdrawn the
sales had fallen. However, with the tax
paying population being very small,
about two per cent, it would be
necessary to go beyond tax incentives
to increase coverage.

This has been achieved in the case
of life insurance. The community at
large has recognised the importance of
life insurance as a powerful tool for
managing the risk of dying too soon and
because of this, even after withdrawal
of tax incentive under section 88 of the
Income Tax Act, 1961 for those with
taxable income beyond Rs 5,00,000, and
reducing the tax incentives for others,
life insurance continues to be an
attractive buy for people from a risk
management perspective.

This can happen in the case of
pensions also, if pensions are projected
as a powerful instrument for managing
the risk of not dying soon enough. This
would, however, require sustained
efforts to create awareness amongst the
people about pensions.   It is therefore
necessary to focus public education on
the need for self financing of old age
income on a massive scale and this
education must start from an early
stage in life so that the importance of
self-financing of pensions is ingrained
in young minds.

It is only through this initiative that
the coverage for old age income would
increase. In these efforts, the PFRDA,
pension providers, intermediaries,

teachers and the social organisations
must participate. It is a huge and
challenging task where the results
would be very slow in coming. However,
with the sustained efforts of all, it would
be possible to achieve the objective of
increased coverage   for old age income
that would enable people to live in
dignity in old age. In the absence of such
efforts, the World Bank prophecy about
the proposed DC pensions that “There
is little evidence that a sufficient
number of individuals in the informal
sector will voluntarily save with a
multi-decade horizon if not encouraged
by direct subsidy,”  would come true.

While the proposed DC individual
retirement account pension which is
expected to be operationalised this year
might hold lot of promise for increased
coverage for old age income, it might be
useful to understand the UK experience
in respect of the Stakeholder Pension
which in some respects is similar to the
DC pension scheme proposed to be
introduced in India. To give an overview
of the UK experience, a report on the
Stakeholder Pension that appeared in the
November 2003 issue of ‘The Actuary,’ a
monthly publication of the Staple Inn
Society of the Institute  of Actuaries, UK,
is reproduced below (see box next page).

The DC  pensions of the type
proposed to be introduced are low cost
pensions and the experience in the other
jurisdictions where such pension has
been introduced is that there is a lateral
shift from other pensions, both
individual and group, to this pension.
This is borne out by the findings of the
research conducted in the UK about the
Stakeholders Pension quoted in the
previous para. Further, a recent press
report indicated that the Government
intended to provide a separate  tax
incentive, similar to the tax incentive
allowed under section 80 CCC (1), on
contributions to the proposed DC
pension by allowing contributions, up
to the prescribed ceiling which would be
higher than Rs 10,000,  to this pension
to be paid from the pre-tax income. This
would hasten the process of lateral shift
mentioned herein.
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The Faculty of Actuaries, UK, had
constituted a Pensions Research Group
for researching the directions that future
pension design was likely to take. The
Pensions Research Group, while
reviewing the stakeholder pension has,
inter alia, said that “The Government
may not be able to encourage wider take
up amongst the low to medium paid
without introducing compulsory
contributions.” This is despite the fact
that in the UK all establishments with
five or more employees were obliged to
comply with the stakeholder pension
requirements by October 2001.  These
findings are very relevant for India as
one of our major concerns is to increase
the old age income coverage amongst
the low to medium paid.

These findings have been reproduced
here only to focus on the magnitude of

IF SHORT OF MATTER USE GOOD AND

BAD AD

the challenges that face any government
attempting to ensure success of a new
DC individual retirement pension
scheme.  The key issue of increasing

voluntary take-up and ensuring that
the contributions are invested in suitably
diversified long-term assets for

The author is Senior Advisor, Prudential
Corporation Asia Ltd. the views expressed
here are his own.

sufficiently long periods to enable  asset
accumulation that would achieve
reasonable old age income, are challenges
which the Government of India is now
seeking to address.
References:
1. A note on pension scheme design

issues by the Pension Research
Group, Faculty of Actuaries.

2. The Actuary, November 2003 issue,
published by the Staple Inn Society,
Institute of Actuaries, UK.

3. India The Challenge of Old Age
Income Security.

4. First Report of the Expert
Committee for Devising a Pension
System for India – Project OASIS.

“Stakeholder pension failure to lead compulsion?
�
�
����� ����
�� ������
	���!�� �
�
�������
	��������
	��
�

������������
,���
��
�
�	�
	�9���
,:�
����
	��
	����
�
����
������	�
�
��
������
�������
	�
)�����
�
��
�����
�	
���
	
����	��	
,�!���	
��
!����
�
����
�����	�����
��
��
��
�����
��
���
	��
	����	�)�;�������
�����
���
� �
�� ��
��
�
�	�
	�� �
� �
��
������
	���
���
�����
����
	��
	
�
	���!���
	���
���
���,����,����!
����������
�������
	��
	���������	��
���
�
��
�
#9�������
�	�<���
	�
��4��	��/�
�	�
	)

;/�
������
	��� �
�� �
�����
����
	��
	��
	���!���
	�� ��� 	
�
,���
��� ������
!�
���!��� ��� ���!
�
��	���	��
���	������
��� ������
����
�
	��,������� �
�!
� �
�	�� �
� �
����
�����
�
��
�� �
�������
	
,������
�������������
���	��������)�<���
��
���
���
�
������
����

����
�
��
�� �
	��
	�� ������!�
#� ��� ��
�� ��
���� ���
� �
	
#� ��

��=
��������
�	
�
���
�
���
	���!���
	)�/�
�
�����!

	��
������
	

	�
���
�
����
���
��
�������������
����
��
���
	��
	�����������
�
�

�
��������
�,�
	���
���=
������
�	
��,�	����)�<���
���
��
	�
���
�

	�
�����	������	����
���
	��
	������
,������
�����

�#�,������
���,
�������
�!������������
��
�
�	�
	��������
���
������
�
	�
����

�
	��
	������	��)9

����
�
��
�����
�
��!
��	��	�������$%%"��	����
����
�����
	�
�
���������	���
��9������
����
,������!���
��
�!
��$%%$���
�
�,
�
�	

�
�!
����	�>%���
���
	��
��������
�
���
�
�:�
���	��
�����
�
�
��
��
�)�/�
�
�������
��	��	������
	�������
�
����	�'#'%#%%%�->(���
�
�
	�.� 
��� 
�� �	� 
������
��'#(%#%%%� �
�
��	�� 
���
�
��� ���
��
�
���	��
�����
�
)����
���	���
�������
	��
�#�����	��$%%$����
��
�
�	���������	
,�����
�
��
�����	��	��
��
��!��?@)&���
���
	�#�,���
���

	��!
��
��,
��:!��
������
�
��
�����
�
���
����	��
��
��!���%)@
�
���
	�)���
����
���
�!����	��
��
���	���
�
�����
��#���
��
�����
	��
	�
����
���������
��
��
���	�����
)5

Send your articles to: Editor, IRDA Journal, Insurance Regulatory and Development Authority,
Parisrama Bhavanam, III Floor, 5-9-58/B, Basheer Bagh, Hyderabad 500 004 or  e-mail us at irdajournal@irdaonline.org

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

GOOD

����	
��
��

“The Government may not
be able to encourage wider
take up amongst the low to

medium paid without
introducing compulsory

contributions.”
— Pensions Research Group,
The Faculty of Actuaries, U.K.
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What & Why?
U.K. Sinha

Pension is a serious business. Reforms
have to be gradual and not one big bang.

NPS is a very small initiative.
Initially, it will cater to newly recruited
Central Government employees, except
the armed forces and to those in the
unorganised sector.  Hardly 50,000
workers will be covered in the first year.

The NPS will be able to cater only to
those workers in the unorganised sector
who are taxpayers and can be motivated
to join the scheme through tax
incentives.  For those who are living
marginally above the poverty line and
are not taxpayers, a recent initiative is
the pilot scheme for unorganised sector
workers being implemented in 50
districts in the country.

The uniqueness of the NPS is two-fold:

(i) it creates a system where both the
Government servants as well as in
the unorganised sector are covered
by one scheme and supervised by one
regulator and

(ii) the choice about fund managers or
about different schemes of a fund
manager can be exercised
independent of the fund manager
through the mechanism of a Central
Record-keeping Agency (CRA).

The guiding principles behind
formulating NPS have been the
following:

(a) To define upfront the liability of the
Government for its employees
towards pension

(b) To give the choice to the customer.

(c) To facilitate portability of labour
force

(d) To ensure transparency and fair-
play in the industry

(e) To build a model which is small in
the beginning, but is capable of
replication and of handling large
numbers.

The pension liability of the Central
Government employees has risen from
0.6 per cent of the GDP (at constant
prices) in 93-94 to 1.66 per cent of GDP
(at constant prices) in 2002-03.  Actual
outgo has increased from Rs.5,200 crore
to approximately Rs.22,000 crore in
2002-03.

In the same period the total pension
liability as a percentage of net tax
revenue has increased from 9.7 per cent
to 12.68 per cent.

In the states more than 10 per cent
of the revenue receipts are pre-empted
by pension expenditure, whereas the
figure was approximately five per cent
in 1991.  Eleven States have pension
expenditure that is higher than

expenditure on the administrative
services.

With rising longevity and life
expectancy the pension liability is only
going to increase further.  For Central
Government employees the dependency
ratio i.e. the ratio of pensioners versus
active employees is 0.85.  There are
countries in the world where this ratio
is more than one.

Up front commitment
By prescribing a 10 per cent upfront

employer contribution and 10 per cent
contribution by the employees, NPS
attempts to distance the contribution
which the Government has to make for
its employees and also remove the
Government from any explicit or implicit
guarantee about the pension payment
at retirement.

While this implies an additional
liability on the Government for the
initial three or four decades, it
empowers the employees who receive the
Government contribution up front.  This
also highlights the concern of the
Government that it must look after all
the generations, not just the oldest.

There are several rich countries in
the world where pension liabilities are
more than the GDP, the Governments
are reneging on their pension promises
or negotiating new changes in the
existing pension promises.  Even in
India it is not uncommon for the
pensioners to move the courts or to
launch agitations to receive timely
pension payment.

Pension is a serious
business. Reforms have to
be gradual and not one big
bang. NPS is a very small

initiative.

- New Pension Scheme
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Choice
The inalienable requirement of such

a defined contribution pension system
is that the customer has a choice for
choosing his fund manager or his
scheme.  NPS proposes to have a number
of pension fund managers registered
with a regulator.

The number of schemes will be
limited to three.  However, within a given
scheme different fund managers can
have different mix of investment options
so as to offer different returns.  The NAV
of all these schemes of the fund
managers will be widely published on a
daily basis so that the customer can
exercise his choice.

In order to cater to those who are not
informed and cannot exercise their
choice, there is default option also
available where all the investments will
be parked pending exercise of a choice.
As a measure of providing further
comfort, it is also proposed that one of
the fund managers will be in the public
sector.

Portability
With the growing and opening

economy, it is natural to expect
portability of labour.  At times pension
becomes a big deterrent to labour
movement.

In the NPS, the individual will carry
his pension account whether he is going
from one job to another in the
Government or from Government to the
private sector or the self-employment
sector or vice-versa.

Besides, tax incentives will be
available in the EET mode.  This means
that the contribution will be tax-exempt
(E), the accumulation will be tax exempt
(E) but the withdrawal will be taxed (T)
at marginal rates.  However, it is
expected that at the time of withdrawal
the worker will not have any regular
source of income, as such, the pension
pay out will not entail any big tax
burden.

Transparency
Moving away from defined benefit to

a defined contribution obviously exposes
the worker to the vagaries of the market

forces.  So far as the accumulation of
his pension wealth is concerned, the
minimum that the system must
provide to him is to ensure that there
are transparent rules and there is an
independent active supervisor.

The NPS will have an independent
PFRDA.  Initially, it has been set up
with a Government order but soon an
enactment will be in place to ensure
independence of the regulator,
protection of the investors and
prescription of the rules of the game for
intermediaries like pension fund
managers, collection agents etc.

In addition, the CRA will have the
right to maintain all the records of all
the investors and also effect requests
for change independent of the pension

fund managers.  This is a major change
from the existing practice in, for
example, the mutual fund industry.

While on the one hand this will
empower the customer to exercise quick
choice, on the other hand it will also help
in minimising the cost of fees of the
pension fund manager as they will not
be required to set up detailed and costly
marketing infrastructure for customers.
The PFRDA will also have an active
system of redressal of customer
grievances.

Upscaling
NPS is designed on a modular

concept.  Initially a very small number
is expected to join the system.  When
the PFRDA has been able to select a
CRA, pension fund managers (PFMs)
and points of presence (POPs) and

prescribe the regulations, NPS is
capable of being replicated to take care
of the needs of millions and millions of
customers.  Already several state
governments have shown their
willingness to join the NPS for their
newly recruited employees.

The middle-class and the workers in
the unorganised sector having less than
20 employees can be covered under this
scheme because of the tax incentives.
It need not be forgotten that this class
of people is also exposed to the capital
market and are active participants
through their savings or investment
instruments of their choice.  It should
be possible to attract a very large
number of such persons into the system.

Going by global experiences one
hopes that, over a period of time, the
NPS will be the largest investment
option for the large population of this
country.

Capital market perspective
While global experiences do not

indicate any particular sequencing of
capital market reforms and pension
reforms, it is true that decisions about
NPS would have been difficult in this
country if the capital market
infrastructure was not so well developed
as it is today.

The Indian capital market today
offers equity, corporate debt,
Government securities, futures and
options on equity and indices.  There are
more than 400 cities and towns which
have live broker terminals. There are
approximately 10,000 companies whose
securities are listed and there are
10,000 brokers in the country.

The average daily transaction is
approximately Rs. 7,000 crore.  The
number of transactions which are
effected daily are to the tune of 2.5
million.

There are two national level
depositories, which have records of
approximately 5.7 million customers
and of about Rs.10,75,000 crore of
security.  The NSE for example has a
daily volume of approximately 1.7

The inalienable
requirement of a defined

contribution pension
system is that the

customer has a choice for
choosing his fund

manager or his scheme.
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The challenge before the
PFRDA is to evolve an

approach which is
transparent and

consultative and meets the
long-term requirements of

the system.

million transactions, which is next only
to the New York Stock Exchange and
NASDAQ.  The risk management,
margining and settlement systems are
among of the best in the world.

Besides the brokers, more than 50
per cent of the bank business is through
branches which are computerised and
electronically linked.  A customer in a
remote corner of the country can
transmit his payments or execute his
orders electronically.  The RBI has
implemented the Real Time Gross
Settlement System from April 1, 2004.

In fact, the early suspicion about any
institution in the country being capable
of working as a CRA has already
evaporated and everybody now
recognises that there are managerial
and IT capabilities available in the
country to discharge the function of a
CRA without any failure.

Issues and Challenges
The PFRDA has to select the CRA

and the PFMs.  It is heartening to note
that the PFRDA is following the practice
of wide consultations amongst all the
stakeholders, academics and experts.

For selection of the CRA a discussion
document has been placed on the website
and a number of comments have been
received.  After incorporating some of
these viewpoints an open-house
discussion with the stakeholders is
planned before initiating the process of
selection of the CRA.

In selection of PFMs one approach
is to have a limited number initially –
as the corpus will be small, and then
increase the number after a few years
when the corpus increases.  The other
approach is to have minimum eligibility
criteria and register all those who meet
the same.

International experience is mixed.  In
most of the countries there have been
mergers and acquisitions and market
concentration has increased due to high
start-up and administration costs and
poor financial results.

In countries like Chile, Argentina,
Mexico, Peru and Bolivia between 50

and 100 per cent of business is
concentrated amongst top three firms.
As such, the challenge before the
PFRDA is to evolve an approach which
is transparent and consultative and
meets the long-term requirements of
the system.

On the question of investment
guidelines, while Government has
indicated three types of schemes, the
choice of running different schemes
within the investment types should be
left to the fund managers.

Similarly, the choice between active
and passive fund management should
also be left to the fund manager.
However, the customer should know in
advance the investment philosophy and
the type of the scheme in which he is
making the investment.

The challenge of the NPS is to
establish the PFRDA as an efficient,
customer friendly and professional
regulator.  The benefits of NPS are not
only for the customers but also for the
economy.  Besides fiscal advantages the

main benefit to the economy will be
through the provision of long-term funds
for infrastructure and other growing
sectors in the economy.

Due to pension funds, equities are
now almost double the market value of
private debt in the US.  Between 1960
and 1993 while the share of life
insurance companies has come down
from 19.6 per cent to 13.0 per cent of all
financial assets in the US, the private
pension funds have grown from 6.4 per
cent to 17.0 per cent.

In Chile pension assets represent
more than 40 per cent of the GDP and
100 per cent of total external debt.  In
Europe, the impact of the pension fund
is equally strong.

The benefits of pension reforms are
slow, the perception is still slower, but
once the system establishes itself it has
the potential to meet the twin objective
of old age income security to the
individual and growth of the whole
economy in general.
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Preparing the Ground
Life insurance, which deals with the
risk of dying early, is regarded as a
business which needs long term
investment.  The pension business deals
with just the opposite kind of risk i.e.
the risk of living long, and this business
is of an even longer term.  In most of the
advanced countries pension business is
developed along with the life insurance
business and, in some of these countries,
the fund available under pension
business is much bigger than the fund
available in the life business.

Historical Perspective
In India, for historical reasons, the

pension business has not developed and
there has not been any concerted
attempt by the Government to provide
an infrastructure which will help in its
development.

In fact, with the enactment of the
Employees’ Provident Fund and
Miscellaneous Provisions Act (EPFMP)
in 1952, the long term savings for old
age provisions are being accumulated
in the Provident Fund and are handed
over to the employees at the time of
retirement/ superannuation.

The investment of such funds is
guided by Rule 67 of the Income Tax
Rules which gives what is regarded as a
quite conservative and safe investment
pattern.  All employees in the organised
sector are mandated to become
members of the Employees’ Provident
Fund managed either by trustees
appointed by the company or by
Provident Fund Commissioners.

The only exceptions to this are the
central and state government employees
who are eligible for defined benefit
pension calculated on the basis of
number of years of service and terminal
pay.  This pension is also linked to the
cost of living and payment is made out
of current revenue.  In the late 80s some
public sector organisations switched
over to a defined benefit pension scheme
for their employees in lieu of their
Provident Fund.

In the late 60s some employers
introduced pensions for their senior

- Pension Reforms in India
T.K. Banerjee

executives.  These were mainly meant
those who became ineligible for the
annual bonus because of the Bonus Act
which came in to effect in 1965.  These
‘bonus diversion’ pension funds also
were not able to ensure a handsome
pension for the senior employees.
Moreover, since these pensions were not
linked to inflation the real value of the
pension amount became meagre after a
few years because of the high inflation
rates prevailing in the past.

The first serious reference to the
development of the pension business in
the country came in the report of the
Committee of Reforms in the Insurance
Sector in 1994 (popularly known as the
Malhotra Committee Report.)  A serious
study of the pension requirements of the
country and the consequent

recommendations came through the
OASIS Report (Old Age Social and
Income Security Report) in January,
2000.  The present pension model that
has been envisaged for the country is
broadly in line with the
recommendations of the OASIS Report.

OASIS Report
The report for the first time brought

out the stark realties of the
demographic changes that have taken
place in the country. Estimates were
made of the number of senior citizens
that the country will have to provide for
by the year 2020 and also of the
financial pressure that is likely on the
exchequer on account of the
disbursements to be made to the
pensioners who have retired from
Government service, civil or defence.

The report recommended a new
pension system for the country.  The
basic architecture of the system depends
on portable individual retirement
accounts (IRA) with service providers
like pension fund managers, points of
presence for collection of contributions
and a central recordkeeping agency. The
system envisages providing three
options by the pension fund managers,
namely safe, balanced and growth.

This model of pension system has
proved quite successful in the South
American countries. The model
prescribed in the OASIS report provides
that the contributions to the pension
fund is managed by a fund manager and
that, on superannuation of the person,
a pension or annuity is purchased from
an annuity provider (a life insurance
company) using the accumulations in
the credit of that person.

South American model
Pension benefits to those retiring

from organised sector jobs was in vogue
in the South American countries since
the 20s.  The benefits were being paid
from the current revenue of the
Government under a ‘pay as you go
system.’  In the late 50s, the benefits
became politicised and each political
party started promising better than the
existing benefits in their election
manifestoes.

In some countries, the
fund available in the

pension business is much
bigger than the fund
available in the life

business.
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In the 70s things came to such a state
that the governments started feeling the
pressure of the high pension amount to
be disbursed and Chile was the first
country to decide a change in the system
in 1981.  Accordingly, all workers were
given the option to change to a system
where the funds were to be managed by
well established fund managers.  Ninety
three per cent of the workers opted for
the private scheme as they also had
become worried about the viability and
service levels of the government scheme.

By 1998 the benefits of this
changeover became very visible and it
was observed that the persons who had
opted for the privately managed fund
benefited immensely in comparison to
those who continued with the
government scheme.  A few years after
Chile’s pension reforms, Bolivia went
ahead on similar lines and thereafter
one after another South American
countries followed suit.  The US debated
introducing this model for their Social
Security Scheme and decided against it
in late 90s.

The major reason for the success of
this model was the aggressive
investment policy which the fund
managers followed.  It is estimated that
the ‘average real return’ (in excess of the
inflation rate of the country) on the funds
was 12 per cent p.a. during the first 15
years of the reform.

The positive effects of the pension
reforms were:-

1. Pension tax in the country was
reduced for the first time.

2. The available retirement pension in
the new system increased
considerably and in some cases it
almost doubled.

3. Much of the funds, about 85 per cent,
were invested in equities and that
gave a great boost to the industry in
the country.

4. Employment opportunities in the
country went up.

5. A sizeable portion of the funds moved
to the international market for
investment.

There were several side effects too:-
1. The new pension system contributed

to privatisation of the economy. A
major portion of the equity shares of
bigger companies came into the
hands of these pension funds.

2. Since, there were a number of pension
fund managers, each was trying to
attract the individual workers who
had the option to shift from one fund
manager to another.

3. The agents appointed by the fund
managers shifted between fund
managers often, taking with them
their customers. This resulted in
higher cost of administration of funds
and a reduction in benefits.

4. Accounts keeping was not of the
desired level and quite often

maintenance of the accounts for the
self-employed became a problem.
South American countries that

followed Chile after two to three years
tried to reduce the side effects by
suitable modification of the Chilean
model.

Proposed pension reforms in India
In India we seem to be starting the

pension reforms in stages.  The
Government has now decided to go out
of the defined benefit pension system
for the employees who have joined the
services from January 1, 2004 and to
make them members of a managed
defined contribution pension fund.
Later on probably other groups like
employees of state governments, public
sector undertakings, companies now
under the Regional Provident Funds

Commissioner (RFPC) and
professionals now contributing to their
Public Provident Fund accounts may
gradually be included.  Inclusion of each
of these groups will be an important
decision in the purview of the
Government.

In order to make pension reforms
successful in this country several steps
need to be taken.

a) Legal Infrastructure
The Government has to provide a
developed infrastructure on which
the pension system can be built.

Some existing laws of the country
need modification to bring in full
fledged reforms in pension sector.
These need be identified and
amended at the earliest possible
opportunity.  If the fund
management rules allowed by the
pension fund regulator are
significantly more liberal than the
rules followed by the funds under
RPFC there will be a clamour for a
level playing field.  If it is decided to
bring Provident Funds, PPF, etc.
under pension reforms a number of
Acts have to be revisited.   Similarly,
at some point of time if it is decided
to bring the organised sector under
the reforms, the EPFMP Act of 1952
has also to be revisited.

The country has to decide once for
all about the income tax structure
on the amount invested in pension
funds.  One of the reasons why
pension funds did not develop earlier
in this country was that the
individuals who were investing in
pension funds perceived that there
was a sort of double taxation of such
investments.

When the amount is invested,
income tax relief that is available to
the individual is at best partial
whereas when the pension is payable
the whole amount is treated as
taxable income including the capital.

There is of course a provision in the
present income tax rules which
allows commutation of one third of
the pension and such commutation

The limit of exemption,
which at present is

Rs.10,000, should be
raised to Rs. 40,000 to
encourage sufficient

contribution for a
reasonable pension.
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on normal retirement is free from
income tax. But in today’s interest
rate the scenario, one third of the
accumulation does not represent the
capital invested by the person.

What is needed today is an income
tax structure which would be stable
and would promote the development
of pension funds.  Investments which
people will be making will be of a
long term nature and they would
also expect long term stability on
income tax policies on such
investments.

The present thinking of exempting
both contribution and accumulation
stages and only taxation at payout
stage seems to be quite justified.
The limit of exemption which at
present is Rs.10,000 level should be
raised to Rs. 40,000 to encourage
sufficient contribution for a
reasonable pension.  In that event
exempting commutation value from
IT will not be necessary.

b) Fund managers
The fund managers have to be the
best in the world and, instead of going
for many fund managers, it would
be probably be better if the number
is kept at a lower level, so that the
competition will be healthy and the
types of mal-practices which
developed in Chile will not develop
in this country.  The OASIS report
has rightly recommended for six

fund Managers to start with.

c) Accounting infrastructure
In most of the countries where
pension sector reforms have been
introduced, inadequacy of the
accounting infrastructure has
become a big problem and has led to
a large number of complaints and
litigations.  Today a high level of
information technology support is
available in the country and it has

to be ensured from the day one that
a highly effective record keeping and
accounting infrastructure is in place.

d) Investment
The countries that have carried out
pension sector reforms successfully
have laid a great emphasis on an
aggressive investment policy by the
pension fund managers. As
mentioned earlier Chile, the first
country in South America which went
ahead with such reforms quite
successfully, did allow at least 85
per cent of the investment in
equities and a sizeable portion of
that in the foreign market. All along
in our country we have emphasised
on a conservative investment policy

for insurance and pension funds.
If we continue to follow a similar
policy the chances of a decent return
to the pensioners will be remote.

The investment guidelines proposed
in the OASIS report are:-

Today the maximum equity
component allowed in insurance and
annuity business to insurance
companies under unit linked
business is 100 per cent.  In the light
of this we may probably have to
consider more liberal investment
norms under the new pension system.

e) Capacity building
Pension account holders should be
advised and trained to switch from
one type of fund to another.  For
example a person at a young age can

Investment Safe Balanced Growth
Government Paper >50% >30% >25%
Corporate Bonds >30% >30% >25%
Domestic Equity <10% <30% <50%
of which International Equity <10% <10%

opt for a comparatively risky option
to earn a better return but the same
person at an advanced age may like
to go for a Safe Fund.  They should
be able to judge when a shift is
needed from Growth Fund to
Balanced Fund and also from
Balanced Fund to Safe Fund.

The OASIS report envisages a role
for retirement advisors who will help
people in making choices about asset
management options.  It would be a
real challenge for the country to build
a force of professional retirement
advisors who will be able to provide
positive help to the large pool of
individuals with limited
sophistication who will participate
in the pension system.

In the next few years the country will
probably decide how far and how fast
it will go ahead with pension sector
reforms which started with the
recommendations in the OASIS
report.  In order to make such reforms
successful we have to initiate steps
to address the following country
specific inadequacies:

1. The equities market in the
country is not mature enough and
does not have adequate depth.

2. The decades of the 80s and 90s
were different when very high
rates of interest were prevalent
in many countries and it was
possible for a fund to shift a
percentage of the funds to such
countries to earn a much higher
rate of interest than obtaining in
the parent country. Today those
types of options are getting
restricted.

3. Members of the new pension
fund would be a pool of individuals
who have a very limited
knowledge of the equity market
and a large number of them would
not even be able to distinguish
between a Growth Fund and a
Balanced Fund.

All along we have
emphasised on a

conservative investment
policy for insurance and

pension funds.  If we
continue to follow a

similar policy the chances
of a decent return to

pensioners will be remote.

The author is Member (Life), IRDA.
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In India, the statutory retirement
benefits are provident fund and gratuity
or severance pay. These benefits are to
be provided in terms of the provisions of
the Employees’ Provident Fund and
Miscellaneous Provisions Act, 1952 and
the Payment of Gratuity Act, 1972.
These vehicles build up assets for old
age income.

Pension in the form as is commonly
understood is  mainly provided by the
Government and the MNCs. Very few
employers provide pension as a third
retirement benefit. In the late eighties,
the bank and insurance employees
unions raised a demand for having
retirement benefits on par with
government employees, who were getting
non-contributory defined benefit index
linked pension, gratuity and provident
fund with the employees contributing
only to the last.

After protracted negotiations, this
demand was conceded and defined
benefit pension was provided by
utilising the employer’s contribution to
the provident fund thus allowing them
a retirement benefits package
consisting of  non-contributory defined
benefit index pension, gratuity and
provident fund. Later, a  package on
similar lines was made available to the
subscribers of the Employees’ Provident
Fund (EPF) by setting up Employees’
Pension Scheme 95 (EPS 95).

For the salaried class, retirement
benefits form a very important part of
their savings for old age income security.
In 2001-02, provident and pension funds
accounted for 19 per cent of the gross
financial savings of the household sector
in India. Any inadequacy in management
of these benefits  would wreak havoc on
the plans of consumption in old age for
these people as the employees have
expectation that the benefits would
accrue with service and be paid when due.

It is in this context that the
occupational retirement benefits are
funded through a trust structure
ensuring that the accrued benefits do not
depend on the financial position of the

Perks of the Job
employer. This structure is encouraged
by the Government by providing tax
incentives to the employers following this
route. All these measures  ensure safety
of employees’ savings.

Provident fund is a defined
contribution benefit and is regulated
and supervised by the EPFO, whether
the fund is exempt or otherwise.
However, there is no legislative
framework for regulation and
supervision of gratuity and
superannuation funds except that the
Commissioners of Income Tax
approving these schemes are envisaged
to monitor that the funds adhere to the
prescribed investment pattern. The
other aspects are left to self-regulation
by auditors and actuaries.

While self-regulation is good it has
to be within a legislative framework. This
article deals with the regulation of salary
related retirement benefits viz. gratuity
and defined benefit pensions. In this
article the word “regulation” is used for
the process of framing legislation and
the word “supervision” is used for the
process of ensuring compliance.

Regulation and supervision of
retirement funds get divided into two
parts, viz. regulation and supervision of
the asset management part and
regulation and supervision of the funding
part. In  provident fund or defined
contribution pension, the regulation and
supervision is confined to the asset
management part but  where the benefits
are defined funding of these benefits
assume critical importance.

 Gratuity
In respect of gratuity benefit, the full

cost of the benefit is borne by the
employer. Employers have essentially
two choices:

i) Leave the gratuity liability
unfunded, in which case a provision
is held in the books of accounts of the
employer; or

ii) Fund the gratuity liability by setting
up a trust. In this case, the employer
has the following two options:

� trustee managed self
administered fund; or

� trustees entering into an
arrangement with a life insurer
for managing the trust fund assets.

Accounting Standard 15 (AS15)
issued by the Institute of Chartered
Accountants of India requires liability
to be computed on an actuarial basis.
This can be done by an independent
actuary in the case of trustee managed
funds or as worked out and certified by
the insurer in case of life insurer
managed funds.

The liability so ascertained is
compared with the assets (in case of
funded arrangement) and provisions (in
case of unfunded arrangements) and the
difference between the liability and
asset/provision is taken as the charge
for the year which is expensed off in the
P & L account of the employer. For these
valuations, the valuing actuary has to
follow the professional guidance notes
(GNs) provided by the Actuarial Society
of India (ASI). However, in India there
is no legislation specifying the minimum
funding requirement.

 In respect of gratuity funds that are
managed by life insurers, they have to
follow the prescribed pattern as also the
exposure and prudential norms for
investment of these funds. However, in
respect of trustee managed funds, while
the investment pattern is prescribed, no
exposure / prudential norms have been
laid down. It is necessary that this
inadequacy be addressed.

Arpan Thanawala and Renuka Sane
- Occupational Pensions & their Regulation

In trustee managed
gratuity funds, the

investment pattern is
prescribed but no exposure

/ prudential norms have
been laid down. It is
necessary that this

inadequacy be addressed.
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Defined benefit pension

In India, it is very common for
employers to bear the full cost of
providing pension benefit. For funding
this benefit, the employer has the
following options:

i) leave the pension liability unfunded,
in which case an accounting provision
has to be held in the books of accounts
of the employer; or

ii)Fund the pension liability by setting
up a trust. In this case the employer
has the following two options, viz.

� trustees manage funds and buy
annuities from life insurers when
employees retire; or

� trustees entering into an
arrangement with a life insurer for
managing the scheme.

The accounting  and investment issues
are identical to those discussed for
gratuity funds.

Structure of occupational funds in
India

The defining characteristic of all such
occupational retirement benefit funds
is the trust structure. Trust laws only
define the obligations of the trustees.
There is no legislative framework that
would ensure proper standards in
administration of retirement benefit
schemes. . The trustees should also be
required to apply an extra degree of care
and diligence in taking investment
decisions. The trust deed of the schemes
should clearly envisage delegation of
fund management to professional fund
managers. It is necessary that
Occupational Retirement Benefits
Regulations be framed and
administered by the pension regulatory
authority.

The regulations, among other things,
must cover:

* the primary duties of employers,
trustees and others under
occupational retirement benefit
schemes

* the protection of accrued rights

* the appointment and removal of
trustees, the composition of the trust
board and the discretionary powers

of the trustees so far as not varied or
excluded by the trust deed

* minimum funding requirement

* general criteria for appropriate
investment

* powers of the retirement benefit
ombudsman

 * the application of unallocated surplus
on winding up and the priority of
payment of schemes in deficit

  * the appointment of a scheme actuary
and a scheme auditor, and the powers
and duties of the actuary and auditor

  * the employers liability for scheme
deficits

  * the rights of early leavers and
matters relating to transfers

  * the compensation scheme for loss
suffered through fraud, theft or
misappropriation of scheme

Assets

  * dispute resolution

  * grievance redressal machinery

 Further the law should protect the
pension promise, particularly in respect
of accrued rights. Funding needs to be
set up at a level which ensures that the
scheme is in a position to meet its
liabilities when those fall due.

Generally, there is a solvency band
between the minimum funding
requirement of 100 per cent and a base
level of 90 per cent.  Any scheme which
falls below this base level would require
an immediate injection of funds, as may
be stipulated by the regulatory
authority, to bring it up to the base level.

All schemes should be required to
establish and keep in place a funding
plan adhering to not less than 100 per
cent level, i.e. having assets at least

equal to liabilities. In the event of a drop
below this level but at or above  the base
level, the trustees should be made to
submit a plan to the regulatory
authority providing for restoration of
the fund up to a specified time limit.

As the trust law is the basis of the
vast majority of occupational
retirement benefit schemes, the role of
the trustees is of crucial importance in
the administration of schemes. The
regulations need to address issues like
qualification and disqualification of
trustees, the degree of employer control
over their appointment and removal, the
composition of the trust board, the
distribution of power between the
employer and the trustees’ conflict of
interests.

The employers should not have the
sole power to appoint trustees, and
should not be able to veto a trustee
selected by the scheme members. It
should not be mandatory to appoint
pensioner trustees but it should be
encouraged to consider including them
on the board.

The primary purpose of the
occupational retirement benefit
regulations would be to create a
framework for regulation and
supervision of these schemes by laying
down principles and general rules
governing these benefits.

It is essential to have in place a legal
framework which is conceptually
coherent and at the same time
applicable to the industry. A fair and
sound regulatory environment would
ensure that scheme members feel secure
about their accrued benefits and, at the
same time, employers feel secure about
their future commitments.

Mr. Arpan Thanawala is an Actuary
and is Director, Thanawala and
Associates and Ms. Renuka Sane is
Research Associate with India Pensions
Research Foundation. The authors wish
to thank Mr. S.P.Subhedar, Senior
Advisor, Prudential Corporation Asia
Ltd., for his ideas and guidance.

The law should protect the
pension promise,

particularly in respect of
accrued rights.
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Pension reform is not new to the world.
As the demographic transition matures,
payment of defined benefit or means
tested pensions is being viewed more
as a burden on national treasuries.
Countries have found themselves either
reneging on their pension commitments
or implementing measures such as
extending or scrapping mandatory
retirement ages (US, Australia, New
Zealand).

Further still, many have initiated
fundamental restructuring of their
pension systems, which primarily
involves a move away from the defined
benefit structure to a defined
contribution structure.

The technical definition of defined
benefit scheme is that it is a pension
scheme that provides a guaranteed
benefit based on a formula that takes
into account pay, years of employment
and age at retirement.

In a defined contribution scheme on
the other hand, the benefit may be
based solely on the value of the
accumulated assets in a pension fund
at the time payment is to begin. (See
http: / /www.free-def init ion.com/
Pension.html)

India too has made the transition to
a DC system for its civil servants. While
much of the public debate in India has
focused on the operational merits of a
DC scheme over a DB scheme, the issue
of the impact of these schemes on
household behaviour, the economy and
welfare and wealth inequality merits
discussion.

 At the outset, a DB scheme leads to
people forming expectations of benefits
on retirement. High benefits, which are
a result of generous formulas designed
in the past, typically result in reduced
savings and hence lower wealth
accumulation over the life cycle.

As in India, there is normally a cap
on the maximum pensions in a defined
benefit pension scheme. Such caps have
a very strong effect on redistribution of
wealth and hence on savings of

individuals in various income classes.
Such caps result in high savings by
wealthy investors in alternative saving
schemes as the pension mechanism may
not provide a  good consumption
smoothing over their lifetime.

In a defined contribution pension
scheme, the consumption may not be
significantly affected by the returns on
investments. The deductions in a DC
scheme however may reduce the
disposable income of the investors and
lead to lower current consumption.
Preferential tax treatment of savings
towards the pension fund (e.g. section
80 CCC) may, however, lead to higher
accumulations. There may not be any
redistribution of wealth in a DC system.

As the level of defined benefits
increase, one would normally expect a
reduced savings rate in the economy.
This would make less funds available
for investment and hence a lower level
of capital stock. This is likely to trigger
lower output and hence high
unemployment. A DB scheme with high
expected benefits may also lead to a
higher tax rate to fund the DB scheme.
The decline in savings and hence
investible funds may raise the interest
rates in the economy. Thus in the long
run, as the percentage of working
population declines, a DB scheme may
result in higher interest rates and high
tax rates. This may further distort the
consumption patterns of the subsequent
generations.

A defined contribution scheme,
however, may encourage savings and
hence lead to higher capital stock

accumulation and higher output and a
lower interest rate. The consumption in
the economy, however may decline. A DC
economy hence may lead to lower
interest rates. An increase in the DC
rate encourages savings and hence
induces higher investment. This has the
potential of increasing employment,
wages and hence may result in
redistribution of wealth through an
increase in productivity rather than
through a cross-subsidy as is implied in
a DB scheme.

In the short run therefore, a defined
benefit scheme can be percievedas
maximising social welfare by increasing
current consumption, and a DC scheme
as reducing social welfare by  decreasing
current  consumption.

However, the long run effects of a DC
scheme which translate to higher
investments and therefore productivity
gains for the economy, outweigh the
benefits of a DB scheme.

Increasing burden  of payments in a
DB scheme also has the propensity to
translate into a higher tax burden on
the population, thus negating any
welfare gains out of increase in current
consumption.

It is not without reason that
countries, including India, are shifting
to DC structures for pension payments.

Debate Revisited
Dr. Puneet Chitkara

The author is Senior Researcher, India
Pension Research Foundation. The views
expressed here are his own.

- Defined Benefit Vs Defined Contribution

The long run effects of a
DC scheme, which
translate to higher

investments and therefore
productivity gains for the

economy, outweigh the
benefits of a DB scheme.
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Life insurers are governed by the
Insurance Act,1938 and IRDA
Regulations and thus investment in
their pension scheme may be wise and
secure and safe for mitigating  the risk
of living longer.

The First Report of Project OASIS
(Old Age Social and Income Security) has
highlighted the greying population in
India. It reports that India is in the phase
of a rapid demographic transition. Life
expectancy is increasing while birth rates
are on the decline. The share of
population above the age of 60 is growing
at a rapid rate. Those who cross the age
of 60 are expected to live up to or beyond
the age of 75.

Populations, worldwide, are ageing.
In India, while the total population is
expected to rise by 49 per cent (from
846.2 million in 1991 to 1263.5 million
in 2016), the number of aged (persons
aged 60 and above) is expected to
increase by 107 per cent, from 54.7
million to 113.0 million, in the
corresponding 25 year period.

In other words, the share of the aged
in the total population will rise to 8.9
per cent in 2016 (from 6.4 per cent in
1991). Population estimates further
suggest that the number of the aged will
rise even more rapidly to 179 million by
2026, or to 13.3 per cent of the total
Indian population of 1331 million.

India has taken several measures
to tackle the woes of the older generation
and  has been among the enlightened
nations which recognised the need for
social security during old age quite early.
The Provident Fund Act was introduced
way back in 1925 for select public
enterprises. We have the Employees
Provident Fund and Miscellaneous
Provisions Act (EPFMP) of 1952 which
covers 177 industries today. From 1995,

workers covered under the EPFMP Act,
1952 are also covered by the Employees
Pension Scheme.

There is also the Public Provident
Fund (PPF) scheme for self employed and
those not covered by the EPFMP Act.

The National Policy for Older
Persons (NPOP) January, 1999, with
the primary objective viz. to encourage
individuals to make provision for their
own as well as their spouse’s old age; to
encourage families to take care of their
older family members; to enable and

support voluntary and non-
governmental organisations to
supplement the care provided by the
family; to provide care and protection to
the vulnerable elderly people, to provide
healthcare facilities to the elderly; to
promote research and training facilities
to train geriatric caregivers and
organisers of services for the elderly; and
to create awareness among elderly
persons to develop themselves into fully
independent citizens.

Several other organisations have
also come out with schemes to lessen
the woes of the older generation. The
Delhi-based International Federation
on Aging has been campaigning for free
healthcare for senior citizens; decrease
in the age limit for pension; a bigger,

respectable living allowance; change in
the eligibility criteria so that even if the
combined family income is Rs. 8,000 the
senior citizen is entitled to pension;
creation and implementation of a social
security scheme.

The relatively affluent, who can
support themselves in homes for the
aged, want companionship, care and
reasonable facilities including medical
services. There are 1,200 such homes in
the country, which charge nominally for
boarding and lodging.  The Matoshree
Vridashram is one such run by the
Maharashtra Government.

HelpAge India is asking the
Government to set standards for
facilities provided by all homes for the
aged. There are efforts like the first park
only for senior citizens was opened at
Chowpatty, Mumbai in 1999. There are
several benches that have been donated
by banks and once a week the medical
team from Lilavati hospital checks
senior citizens for blood pressure and
diabetes. A medical chart is maintained
in the van.

The English poet Robert Browning
wrote “Grow old with me, the best is yet
to be.”

But this is a nightmare for most old
people in India and we have to live with
this reality. The OASIS report also
supports it. It states “While these have
been laudable steps, and are serving the
working class well, their coverage is
woefully small, with only 11 per cent of
the working population in India covered
by them.”

Old Age was not really a major
concern till migration started from
villages to the big cities and children
started going abroad for studies and
work and the joint family system still
existed.

We are a society in
transition. We have

neither the facilities of the
West nor the care and
concern for the elderly

that has traditionally been
a part of our culture.

In Your Hands
Dinesh Chandra Khansili

�����)���)�������������
�������
��
������
��� ���
����������
������	���
���)
���)���)��������������
���
��
��	�����
�����	���)��� ���������

���

��������
���������������
��������-������������

�-��)����������-��
��������)�
���	��������
�����������������)������������ 



����  Jour Jour Jour Jour Journal,  July 2004nal,  July 2004nal,  July 2004nal,  July 2004nal,  July 200424

Young people now see senior citizens
as a burden. The respect they once
enjoyed in the joint family is slowly
disappearing. Many suffer mental and
physical abuse.

In Mumbai, a man and his wife
locked his 68-year-old mother out of the
home without food and water for the day.
She was let in only when they returned
from work in the evening. This was
allegedly in her “own interest” as she
was absent-minded and they feared she
could even forget to switch off the gas.
Ironically, the old lady was the owner of
the property. Her neighbors complained
to the police who intervened.

Crimes against senior citizens are
on the increase. In Mumbai alone, there
were 192 crimes in 2002, a large number
resulting in death.

Thus we are a society in transition.
We have neither the facilities of the West
nor the care and concern for the elderly
that has traditionally been a part of our
culture.

To meet this reality of life, one
should start saving during active life.
The need of small savings regularly has
been emphasised in the OASIS report.
“Investing Rs. five per working day into
the equity index, from age 25 to age 60,
works out to Rs.36,00,865.”

Life insurance companies offer
retirement solutions to the general
public. Life insurers are governed by
Insurance Act, 1938 and IRDA
Regulations. They may do business in
health, pensions and general annuity
along with Life business. There are
various deferred pension plans and
immediate annuity plans offered to the
public.

Here are explanations of some terms
used in pension business which may be
useful to the insuring public. Once one
knows the basics of pension schemes, it
will be easy to understand the various
pension schemes in India or the world.

What is a deferred pension plan?
In a deferred annuity plan a person

pays regular contributions. The
contribution may depend on a fixed

accumulated amount, say Rs. 25 lakh,
that a 25 year old wants at his
retirement at 58 or 60 or an age of his
choosing. Or a person decides to pay
some fixed contribution up to retirement
age, and it gets accumulated at a rate
of interest declared by the insurer and
the person is not certain how much shall
accumulate at retirement.

The policy may be Par (a
participating policy) which means that
the policy participates in the profits/
surplus declared by the life insurer. The
condition in a deferred annuity plan is
that at exit-which may be by several
causes like attaining superannuation
age, earlier death or withdrawal-the
accumulated sum on vesting at
superannuation is compulsorily to be
used to purchasing an annuity. Which
means that the person may receive a
lumpsum/accumulated amount.

However the accumulated sum may

be commuted for a maximum of one
third of total accumulated value. This
means that if one has Rs. three lakh
accumulated value, then at time of
vesting one may take a maximum
permissible amount of Rs. one lakh as
commuted value and the remaining
Rs. two lakh may be utilised to
purchase the annuity. The contribution
paid under deferred annuity plan is
exempted under section 80CCC of the
Income Tax Act. Here Rs. 10,000
maximum premium paid under
deferred annuity plan may be taken
away directly from gross income of
assessee and income tax is calculated
afterward.

What is an immediate annuity plan?
The difference between a deferred

pension plan and an immediate annuity
plan is that like in a deferred annuity
plan the contribution is paid during the
deferment period i.e. 58-25=33 years (or
60-25=35 years) and then, at retirement
age one purchases an annuity. This may
be taken as advance planning for
enjoyable old life as described by
English poet Robert Browning!

In an immediate annuity plan a
person should have enough money, say
Rs. three lakh, immediately as from
sale of house, receipt from lottery, gift
from son or daughter, receipt of
lumpsum retirement benefit like PF/
Gratuity/leave encashment, receipt of
some award like Magasaysay, contract
signing amount to act as Model/ Actor
in some advertisement/film etc. etc.
This amount is utilised to purchase the
annuity. One thing to remember is that
annuity amount is taxable at the hands
of annuity holder.

The annuity amount depends on–
generally–the amount of purchase price
(higher the purchase amount higher the
amount of annuity), age of the person
(higher the age higher the annuity
amount as with advancement of age risk
of dying is higher that means the
annuity shall be payable for lesser
time), option to choose annuity and
mode of receipt of annuity- that means
if annuity is taken one in a year the
annuity amount shall be higher than if
annuity is opted to be taken quarterly.

The options on annuities are:
� The annuity may be purchased for life.

This means that as long as the annuity
holder survives, he shall be paid
annuity. The annuity stops on the
death of the annuitant. The purchase
price, say Rs. two lakh in the above case,
shall not be refunded to the nominee of
the annuity holder but the annuitant
gets a higher annuity amount.

� The annuity may be purchased for life
with return of capital. This means that
as long as the annuity holder survives,
he shall be paid the annuity. The
annuity stops on the death of the
annuity holder. But the purchase
price, say Rs. two lakh in above case

“Investing Rs. five per
working day into the

equity index, from age 25
to age 60, works out to

Rs.36,00,865.”
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shall be refunded to the nominee of
the annuity holder. This option is
popularly known as Life +ROC
(Return of capital/purchase price). The
common sense says that the annuity
amount payable on Life plus ROC
option shall be lower than the life
option, if other things remain same.

� The annuity may be guaranteed for a
certain numbner of years say 5/10/15/
20/25 years and life thereafter. This
means that, suppose an annuity holder
has opted for 10 year certain plus life
option, and dies after seven years,
then the remaining three years annuity
is paid to the nominee of the annuity
holder and annuity payment stops at
end of 10 years. But if the annuity
holder survives beyond 10 years then
he shall be paid annuity throughout
his/her life and on death the annuity

stops and nothing is paid to the
nominee.

� Another option may be joint life last
survivor annuity with or without
return of purchase price. Here annuity
shall be paid on the joint lives, say of
husband and wife. If, say, the husband
dies then the wife (last survivor) shall
get annuity depending on the term (50
per cent or 100 per cent of original
annuity) till she survives and on her
death the purchase price may or may
not be paid to the nominee depending
on what option was exercised.

LIC’s Varistha Pension Bima Yojana
The Government has launched this

scheme with the assistance of LIC of
India. This is of an immediate annuity
type with option to choose the pension -
a Life plus return of capital. There is

guarantee of nine per cent return per
annum. LIC gets any shortfall in
interest income from the Government
of India.

If a senior citizen above age 54
deposits Rs. 2,66,665 he shall get
Rs. 2,000 per month for his life and the
Rs. 2,66,665 shall be returned to his
nominee on his death. The annuity
amount is fixed irrespective of age above
54 unlike traditional annuities. The
minimum monthly annuity is Rs. 250
and maximum Rs. 2,000.

End to End
H.O. Sonig
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- Insurance Companies can Span the Width

The author is Deputy Director
(Actuarial), IRDA. The views expressed
here are his own.

Insurance provides for the future of
the dependants of an individual and
pension provides for the individual
himself in the later stages of his life.
Both are financial products and both are
in the long term interest of an individual
who contributes to these.  In fact, a
pension product is often offered by a life
insurance company as a matter of
course.  It is all the more so in India
that annuities can be granted only by

life insurance companies.  Therefore, one
has to carefully look into the business
portfolios of insurers in India.

The thing that would attract
immediate attention is the business in
regard to individual and group pensions
that has been done in the last three
years by these companies. Detailed
analysis undertaken by institutions like
the IRDA has established the position
that the pension market in due course

would be much larger than the life
insurance market.

To understand the nuances of the
business, we give below the reasons why
we feel that an intelligent pensions
system would lead to the growth of the
financial market in an exponential
manner.

Pension system has the following
important ingredients :
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����  Jour Jour Jour Jour Journal,  July 2004nal,  July 2004nal,  July 2004nal,  July 2004nal,  July 200426

marketing personnel, besides the
skill of investment.

� The insurers have been aiming at
providing better customer service
and more innovative products, which
will help pension market expansion.
Also the combination of leading
business houses and established
foreign insurers has enabled the
development of fresh channels of
distribution besides the traditional
agency network.  Corporate agencies
and bancassurance are insurance
avenues which will help develop the
pension market.

� Insurance companies are equipped
with technical skills of the actuarial
profession, knowledge of pension
product pricing, valuation etc.

� Insurance companies are capable of
offering customised pension

products to maintain high brand
equity with customers.  They will
design products to target specific
needs of the niche segments.

� Insurers see a tremendous pension
potential.  In the falling interest rate
scenario, insurance companies have
started re-orienting their strengths
from a typical pension product to a
customer–centric model so that
people may buy pension policies/
schemes for retirement planning and
not for guaranteed returns.
Retirement solutions offered by
insurance companies are being
preferred.

� Insurance companies may come

forward to offer packaged “retirement
solutions” equipped as they are with
the technological support of their
foreign partners in terms of product
knowledge, business processes and
proven sales models.

� Rule No. 18 of the guidelines of
OECD (Organization of Economic
Cooperation & Development) also
suggests “The activities of insurance
companies in the “Pensions” and
“Health Insurance” fields should be
encouraged within an appropriate
regulatory and supervisory
framework. The regulator should
endeavor to ensure fair treatment
between all private companies
operating in these areas.

� It is worth mentioning that only
about 11 per cent of the employees
in the  “Organised Sector” including
government servants, are covered by
an approved pension procedure.  The
balance 89 per cent though gainfully
employed, need protection through
a pension system, which can be
taken care of by insurance
companies with their vast
distribution network.

� The insurance companies are
capable of addressing various issues
of the pension challenge a few
decades hence by devising a system
to channelise long term savings
towards much needed infrastructure
investments.

� The Government may also consider
that a life insurance company, which
involves nearly 50 per cent of the
work of an integrated pension
system, handles the payment of the
annuity to the subscriber.  It is
therefore, desirable that the
insurance companies are allowed to
look after the pension field as of
today, and as also provided in the
Insurance Act, 1938.

� Insurance companies have also a
system which has interface between
the contributors and the
distributors, with an emphasis on
low and clear charges to enable
customers to compare easily

1. Awareness creation and
development

2. Contribution collection

3. Record keeping

4. Money management

5. Benefit payouts
The objective of pension reforms in

the Indian context is to arrive at an
appropriate mix of these components.
Life insurance companies can play an
integrated role across all segments or
in individual segments while some
others may play a role only in a single
segment.

� Life insurance companies, at no extra
cost, can contribute towards the
above and manage the system
efficiently.  The distribution network
and data bank already available
with them is certainly more effective.
May be that for the above reasons,
section 2(11) of the Insurance Act
1938 includes ‘this field’ in the
definition of ‘life insurance business’.

� Insurance companies which are
primarily capital intensive, have the
capacity to handle large sums, invest
them properly over long periods of
time like insurance premia
investment.  Additionally, since
these companies were granted
registration on the basis of their
financial and organisational
strengths, they enjoy public
confidence of being capable and
credible.  While the other “Fund
Managers” may be admitted to the
system, the insurance companies
may “continue” in the pension field
for the reasons mentioned above.
This will also control administration
fees and costs like “agency” fee to
agents and retail distributors,
contribution collection, transfer
changes, record keeping,  fund
management, fee payable to pension
fund managers, exit charges for
charging providers cost of purchasing
an annuity at retirement, fees for
premature withdrawal etc.
Insurance companies have also the
advantage of having qualified
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in individual segments,
while some others may

play a role only in a single
segment.
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channels will be of great help to
promote pension schemes.

� The initiatives taken by insurance
companies during the last two to
three years, and their thinking on the
developments required to pave the
way for a vibrant pension system,
should lay the foundation for growth
in pension penetration.

� Having individual retirement
accounts in private pension funds
would be prohibitively expensive to
administer.  In some cases where
contributions are small (say Rs. 100
a month) administration costs may
be quite high.  If insurance
companies with their existing
network and infrastructure do it, it
may be competitive.

� In the matter of Group Superannuation

and Group Pension Schemes,
insurance companies can demonstrate
that they can provide good products
with consistently high service quality
at very competitive rates.

� Some of the insurance companies
have undertaken projects to
understand the pension market, the
consumer profile and the type of
pension products that would meet
the felt needs of various segments of
this market.

� They are capable of spearheading a
massive consumer education
campaign to highlight and ignite the
latest pension needs of workers and
self-employed individuals.

� Insurance companies should

therefore, be allowed to continue to
play the role of pension fund
managers and annuity providers in
the new pension system.  They have
the experience here and in other
countries to help evolve a realistic
database in relation to mortality
and morbidity statistics. LIC of
India, for example has a tremendous
databank relating to Indian lives.

� Insurance companies’ experience
and practices will help in better
understanding of the following
issues :

� Product design

� Appropriate long range
assumptions

� Pricing approach

� Innovating benefit packaging

� With the development of the
insurance market and the
introduction of a variety of insurance
and pension products, the time is
ripe for adequate strategies which
insurance companies have already
started developing.

From the above, it may become clear
that life insurance companies have a
key role in the pension business.
Insurance industry in India with its
liberalisation is well poised to play a
leading role to the benefit of the
Indian society.

If the pension business is conducted
as per definition contained in Section
2(11) of the Insurance Act 1938, steps
for pension fund administration could
be initiated immediately as part of the
reforms in the insurance sector without
losing time.

The author is retired Member (Life),
IRDA. The views expressed here are his
own.

different choices of pension schemes.

� It will also have an emphasis on
competition through a system of
multiple providers as already 13 life
companies in addition to LIC of
India exist.  This will minimise costs
and optimise fund management and
customer service.

� The ability of the insurance sector
could effectively provide annuity
coverage to the survivors and in the
area of disability benefits which
eventually prove crucial in
determining the success of the
pension reforms.

Besides the above, the other key areas
of insurance companies’ strengths that
would push the pension sector ahead
include:

� Access to reliable statistical data
and information which insurance
companies richly possess.  This will
also instill a high degree of
credibility among the public.

� Benchmarks based on international
best practices in the pension sector,
as possessed by insurance
companies having foreign joint
ventures, will raise the standards in
the pension field.

� High solvency standards achieved by
insurance companies will generate
public faith in the system.

� Introduction of new pension schemes
to ensure social security insurance
to the unorganised sector and also
to have a thrust on innovating
pension products for rural areas.

� Entry of co-operatives into the
insurance sector will be highly
helpful in developing pension
schemes for the unorganised sector
specially in the rural areas.

� To facilitate penetration of pension
schemes throughout the country,
doors have been opened for new
distribution channels like corporate
agents including banks and brokers
in the insurance sector. These

�����������

Insurance companies are
capable of offering
customised pension

products to maintain high
brand equity with

customers.
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In the fast changing and competitive
market in insurance, executives require
all sorts of information that were not
predicted earlier. Such information is
to be supplied in a timely manner. In
critical situations, it assumes greater
importance. Functional managers
require time-critical information. Often
such demands are either impossible or
difficult to meet, and result in
inadequate or incorrect information.

Managers need to formulate
objectives, to determine whether those
objectives are being met, and then to
support the decision-making process.
This comes from not only analysis of
operational information but also
external sources.

Examples of MIS include percentage
of claims processed in time, ‘in force’
business comparatively, profitability as
compared to its competitors’ products,
analysis of customer feedback, and cycle
time for critical operations. External
organisations include regulatory
agencies, consumer groups, and
financial institutions besides
policyholders, prospects, stockholders,
brokers and rating agencies.

The key drivers for modern
organisations in a competitive
environment will be business
intelligence (BI), derived out of
consolidated data available with
insurance companies. Insurers in India
have to evaluate this as strategically
similar to the thrust that the customer
service deserves. Currently the usage of
BI technologies is very low partly due to
non-automation of core business
processes. BI is implemented through
Online Analytical Processing (OLAP)
and Data Mining. Analytical processing
answers business questions and
therefore helps in decision support.

Even in the advanced countries,
although transaction processing is
carried out efficiently, generation of
management information involves a
heavy strain because of ‘silos’ of their
disparate systems, which are mostly

legacies. Nevertheless, they do not fail
to deliver the required information in
time by using a mix of manual and
computerised methods, and by relying
upon data in excel sheets and different
databases.

Some instances that were noticed in
the US are:

� A large life insurer, with assets over
$120 billion and 10 companies
merged into it, with around twenty
different channels of intermediaries,
has isolated pockets of systems. In
the nightly operation, the system
triggers a process to receive data
extras from different production
systems and, transform, clean and
load it into a repository to be

available for analysis the next day.
Right from the agency manager
(limited to his agency) to the CEO
(for the entire corporation) can view
information that they require for
monitoring without hassles.
Information available to them on the
web includes new business figures,
premium income, and achievement
levels company wise, agency or
channel wise and so on.

� A non-life company with
predominantly auto and property
insurance business has data
warehousing for its automobile line
of business for several analyses. One
of the data warehouses stores
suggestions from members and

tracks these suggestions during the
different phases of consideration
until these are logically closed with
action taken.

Insurers in developed countries like
the US and in Europe devote serious
attention to information analysis.
Notwithstanding the fact that their
systems are disparate and
heterogeneous, the companies employ
all possible methods to integrate data
into a common repository and provide
regular on demand information that
executives require for their planning,
operational, and monitoring activities.
The most important method is building
a correctly designed data warehouse and
invoking its data, both current and past,
for regular analysis (pre-defined
formats) and for ad hoc needs
(impromptu).

Business intelligence based on
transaction details for individual
clients, policies and claims, or summary
information showing results and trends
allows decision-makers to make
decisions better.  Business intelligence
tools provide insights into business, and
it is up to the users to identify patterns
and try to infer what may be the causes
of a problem like a ‘fishbone analysis’ or
the indication of an opportunity.

A CEO (or any functional chief) has
to get information when he needs it and
the way he needs it. As an example, for
the reported premium income, there is
a need for dicing and slicing this data,
say by payment method (branch, auto-
debits, salary saving schemes) and
within method of payment by cash,
cheque, electronic transfer, and so on.
To extract such and many more
information in a manual way is neither
possible, nor practical. Technology
provides a role in generating
information about:

� Performance of the product

� Comparative review based on the
number of policies, annualised
premium, net premium underwritten,
broken into geo, channel, mode and

Datamining - the “Secret Weapon”
M. Arunachalam

- Technology and the Indian Insurer

�	��������
�

When new products are
introduced, the existing
customer database and

profiles need to be mined so
that the targeted customers
get newly launched product

details. This is yet to
happen in India.
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method of payment and so on, in
relation to targets and previous
periods

� Rate of and reason wise analysis of
rejections of proposals

� ‘What if’ Analysis – If the retention
was high for a class of business, what
would have been the performance of
the treaty

� Claim analysis by cause of loss,
duration, channel, product, geo,
medical examiners and so on

� Profitability Analysis – by product,
channel, geo and so on, to focus on
realignment of product mix

� Persistency rate of policies, product,
segment and channel wise

� Persistency rate of agents, in terms
of their various characteristics

� Persistency of customers, new
customers etc. Persistency of
business, analysed by product,
geography and channels of business

� Loyal and profitable customers

There was a query: “What would be
the increase in commission payments
if the lapse experience decreases by one
per cent, two per cent and so on”. There
was no way to get that impact
information. This is where we think of
‘what if’ analysis; it is a powerful
mechanism in a variety of practical
situations and is an important decision
facilitator. Insurers have to improve
getting clues on many things that would
occur years hence, which may impact
profitability.

The cost of acquiring a new
customer is much more than servicing
and getting repeat business from the
existing customer. Therefore when new
products are introduced, the existing
customer database and their profiles
need to be mined so that the targeted
customers get newly launched product
details. This is yet to happen in India.

Business intelligence also plays an
important role in understanding the
customer better. A customer can be an
individual, family or a corporate.
Insurers need to know more about them,
their lifestyle preferences, many of

which are beyond actuarial studies, to
‘cross sell’ and ‘up sell’ their prospects
on their additional products.

At all the levels and for different
lines of business, measurement can be
on the following dimensions (many
more): gross premium, net premium,
claims incurred, paid claims,
outstanding claims, and outstanding
premiums. Each of the level from the
top can be drilled further to find more
information. The information at each
level can be viewed on the basis of before
and after reinsurance. It is important
that this information is available online
real time at the point where it is
required. As a picture is worth a
thousand words, advancement in
technology has resulted in converting

numbers to various pictorial forms
instantly, and is used as a powerful
presentation mechanism.

Insurance companies in the US and
in other advanced countries
notwithstanding the strain involved in
collecting and collating data have taken
serious steps to derive a consolidated
view of information that the management
needs at strategic and operational levels.
Some companies view a ‘balanced
scorecard’ to gauge the progress on
financials, new business development,
client care, internal effectiveness and
new product development.  CEOs require
information on the fly and would like to
have a brief view. A dashboard with a
data repository built-in for critical
information would be a welcome

preposition. If he wants further
information, he should be in a position
to drill down. Management needs
information on what happens now more
than what happened in the past.

Business intelligence will derive
advantages from external databases
also. A recent news report states: The
average citizen (in India) can look
forward to an orderly transition to
e-governance…with the Center
announcing that it will create a national
citizenship database in…18 months.
This probably indicates that a good
amount of demographic data will be
available for use and Indian insurers
have to set the foundation for analysis
of internal data meanwhile.

Pricing
The price of insurance products is

dependent upon, inter alia, the
insurance industry’s claims experience,
which would be available from the
database of premia and incurred claims.

The highest level of precaution needs
to be taken for pricing calculations.
Technology on pricing can help the
insurer because complex formulae go
into insurance ratemaking techniques
and manual computations are error
prone and subject to limitations and
constraints. Pricing revolves around
many factors such as past claims
experiences and the nature and trend of
loss. This information is collected
preferably from all the insurers and fed
into a database to generate class rates
based on territory.

That needs powerful systems and
massive analysis of data.  Tools to
perform data extraction, transforming,
cleansing and loading and later do the
number crunching. Models can be
developed based on data that is
collected and decisions taken quickly.
All advanced countries have access to
dedicated ratemaking systems with
algorithms and formulas in respect of
property and casualty and health
insurance. It is very important to have
such systems in place especially when
Indian non-life insurance is set to be
detariffed in 2005.

All advanced countries
have access to dedicated
ratemaking systems with
algorithms and formulae.

It is very important to
have such systems in place

especially when Indian
non-life insurance is set to

be detariffed in 2005.
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In the US, a variety of programs are
available for basic medical insurance,
disability insurance, specified insurance
coverage like Critical Illness and more
importantly Long Term Care dedicated
to the aging population. Quite a number
of managed care facilities are available.
There are schemes where the health-
care providers (such as hospitals, clinics
and physicians) rather than insurance
companies bear the risk, at least partly,
and the insured person need not bear
even the deductible.

In India, the public healthcare
system has not been healthy and
medical insurance is yet to grow in a big
way with hardly any ‘morbidity’ data
being available now. In that situation,
fixing health premiums on the lines as
available in advanced countries
particularly in the US will be a matter
of great concern.  Mediclaim policies have
been in vogue for quite a few years and
there have been repeated revisions of
premium too. It is not known whether
claims under these policies, on risk
factors such as age, sickness/accident/
disability, number of claim occurrences,
expenses incurred and benefits paid
have been built over a period of years,
and whether such increased rates reflect
these classified experience.

Compilation of a ‘morbidity’ table is
more complex than the ‘mortality’ table
and the role of IT is critical in building
and maintaining such tables that can
be contributed commonly and shared by
all insurers.

Controls
In manual or semi-manual systems

the scope for errors is very high. Controls,
when they are built in as part of the process
and systems, ensures transparency to the
business operations. A US company has
a system in place to record in a repository
all irregularities, financial or otherwise,
across all regions, and monitor them to
its logical closure, and analyse the root
causes for effective and proactive remedial
actions. A summary of irregularities,
classified by cause, timeline, geography
and authorities responsible for its origin
and closure is a noteworthy tool available

to senior executives to administer
controls. The automated analysis goes
to designated authorities for review and
ensures that there is no leakage in
recovery or slippage in remedial action.
Fraud detection is one of the important
control measures.

Fraudulent practices involving non-
existence of insurance subject matter,
fake proofs of loss and such
malpractices have taken an enormous
toll on the claims reserves of insurers.
Bad claims and adverse claim
experience have to be tracked to prevent
fraudulent claims. Association of
British Insurers (ABI) estimates the

total loss by insurers to fraudulent
claims at one billion Pounds. The same
institution released data garnered from
2,000 people that indicated that nearly
half of them would not rule out making
dishonest insurance claims in
the future.

New technologies are helping
insurers analyze and control exposure
to fraud. These are powerful analytical
software that can detect patterns by
collusion by individuals working
together. For example, this can be
applied to health claim data to detect
excessive billing, and improper or
fraudulent charges.

Thanks to technology, frauds have
been controlled in the US and in European
countries. The Coalition Against
Insurance Fraud (CAIF) in the US
estimates a total fraud cost of $80 bn
annually. Many states there require
insurance companies to establish Special

Investigative Units (SIUs). Combating
fraud undoubtedly has been receiving
increasing attention during the last two
or three decades, and more so in the recent
years. With every step forward in
controlling this menace, organised
insurance fraud perpetrators are more
and more creative with new methods of
perpetrating fraud and are able to elude
all internal audit practices.

Anti-fraud technology has been around
for sometime, but the results are only as
good as the analytical tools used and the
data available. Obviously without a
centralised repository for sensitive data
like claims and without the mechanism
for the analysis being in place, fraud
remains unchecked and continues to grow.
The pre-requisite to wage the ‘war on
fraud,’ is organising dependable data and
creating a common view, and probably a
co-operative effort by all insurers.

Regulatory compliance
Complying with insurance

regulations is one of the standard duties
of an insurer. Insurance companies
would like to follow the regulations in
letter and spirit. Regulations include
adhering to the guidelines and providing
periodic and ad hoc reports to the
regulator. Not complying with
regulations and deadlines could result
in fines for insurers and could mar the
image of the insurer.

Regulations also help the insurer
monitor business performance. The
insurers have to keep changes
incorporated into the process for
adherence and generation of reports, if
any. In one company in the US, a set of
three analysts was exclusively allotted
to track changes in regulations and
incorporate the needed changes into the
system (of course, it is complex there
because of different state-specific
regulations). It is necessary to gauge the
impact of changes in regulatory
requirements on to the source systems.
The system should be flexible to
accommodate regulatory changes. How
does an insurer make sure that the
regulations are indeed being followed,
and that he is able to comply with
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changing reporting requirements? If a
rightly designed repository is in place,
any reporting becomes possible.

In the U.S., insurance commissioners
besides receiving the periodical reports,
which in some cases are micro in nature,
conduct state inspections. They ask for
reports of information for which they
frame questionnaires and format for
response on the areas to be inspected,
months ahead. Inspection includes
critical areas such as rate of claim
rejection, delays and defects in customer
service, compliance of procedure on policy
replacements and so on. Even though
these requirements are made well in
advance, insurance companies in the US
strive hard to extract information, but
they do produce the required information
invariably on time.

In India, companies do meet the
regulatory requirements, mostly
statistical information, and annual
returns. The regulatory requirements
will keep evolving, and will undoubtedly
increase as more lines of business will
be transacted, health insurance will
witness growth, and pension business
will take new dimensions.

It is ideal to source the information
from the system where the data exists
rather than undergoing the pain of
extracting and calculating the numbers
manually; this will avoid errors and help
in submitting the standard reports in time
and non-standard reports when required.
Regulatory requirements could be many
such as stipulations on cessations,
investment portfolio, risk-based solvency
margins, rural/social sector business and
so on. If the right kinds of IT systems and
database are in place, information
production, whether for internal analysis
or regulatory submission, should be a
matter of a simple process, rather than
involving several person days such as
happens at present.

Societal needs
Societal needs consist of several

facets: Tapping rural and other
unexplored market, inculcating savings
habits, extending protection to uninsured
people, offering health insurance and

many more. This article will be limited
to cover the rural market.

Rural business is a regulatory
requirement. It is perceived as a great
opportunity, rather than a societal
obligation, as our rural market has
around three-fourth of total population
and four-fifths of working population of
the country. In terms of production, rural
India commands a premier position in
the world. Thrift habits of village
population are a boon to life insurance.
However, one third of the rural
population is indeed very poor but it
is they who really need social protection.
It could be through a subsidised
group scheme.

Insurers in India are required to
undertake specified percentages of
insurance business in the rural or social
sector and shall discharge such
obligations to persons residing in the
rural sector, workers in the unorganised
or informal sector or for economically
vulnerable or backward classes of the
society and this shall include insurance
for crops.

Penetration into rural areas has
been receiving constant attention with
varying degree of success.  Initiatives
include creation of rural career agents
(not same but similar to debit or home
service agents in US), publicity thrust
in rural market and so on. In spite of
efforts made by insurers, and regulatory
requirement, less than one-fifth of the
policies are sold in life insurance and
much less in general insurance, which
is again mainly for Motor insurance.

How can IT help in this direction?
IT can be steadily and cleverly used to
propagate products specifically for rural
market. To introduce rural products,
companies would have to do an
assessment of the market based
on geography, income level, production
statistics etc., including awareness
of insurance.

A part from research needed in the
above direction, infrastructure has to be
built in the areas of product offering,
ease of selling, friendly service including
claims settlement, and easy payment
methods.  IT systems can support all
these, and can be used to establish
facility to improve product information
dissemination, submission of proposal
data, easy customer service including
claims settlement and policy inquiries,
and most importantly payment of
premiums.

The Indian Institute of Technology
(IIT), Chennai has come out with low
cost models of ATM and more of these
devices can be established in rural
areas. Channels like e-choupal, co-
operative societies and bancassurance
can play an important role. A direct link
in rural area bank branches if
computerized can ease premium
payments. An IT support to administer
the mass of rural population, group or
individual, in the matter of building
awareness or settling a claim, needs
consideration.

The Central Government and a
number of state governments have
established a number of social
insurance schemes, including
contributory and subsidised models.  IT
can extensively be used for the
maintenance of records including
members/benefits/beneficiaries and
simplify claim settlement and generate
several statistics that the Government
will require from time to time.

The author is Advisor, Insurance, HCL
Technologies Ltd. The views expressed here
are his own.
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(Rs. in lakhs)

Sl No. Company Premium u/w % No. of Policies % of No. of No. of lives covered under % of lives
 of Premium  / Schemes Policies  Group Schemes covered

under Group
Schemes

May Upto May Upto May May Upto May Upto May May Upto May Upto May

1 Allianz BajajAllianz BajajAllianz BajajAllianz BajajAllianz Bajaj 2,343.752,343.752,343.752,343.752,343.75 3,722.723,722.723,722.723,722.723,722.72 1.621.621.621.621.62 12,01412,01412,01412,01412,014 18,25318,25318,25318,25318,253 0.820.820.820.820.82 1,2931,2931,2931,2931,293 1,7511,7511,7511,7511,751 0.260.260.260.260.26
Individual Single Premium 781.14 1,064.94 1,108 1,494
Individual Non-Single Premium 1,537.67 2,627.49 10,902 16,751
Group Single Premium
Group Non-Single Premium 24.94 30.29 4 8 1,293 1,751

2 ING VysyaING VysyaING VysyaING VysyaING Vysya 315.62315.62315.62315.62315.62 536.94536.94536.94536.94536.94 0.230.230.230.230.23 3,1233,1233,1233,1233,123 8,7108,7108,7108,7108,710 0.390.390.390.390.39 3,6263,6263,6263,6263,626 3,6263,6263,6263,6263,626 0.540.540.540.540.54
Individual Single Premium 4.07 31.39 599 4,621
Individual Non-Single Premium 287.20 481.20 2,522 4,087
Group Single Premium 11.93 11.93 69 69
Group Non-Single Premium 12.42 12.42 2 2 3,557 3,557

3 AMP SanmarAMP SanmarAMP SanmarAMP SanmarAMP Sanmar 317.03317.03317.03317.03317.03 547.28547.28547.28547.28547.28 0.240.240.240.240.24 2,2632,2632,2632,2632,263 4,4784,4784,4784,4784,478 0.200.200.200.200.20 4,2634,2634,2634,2634,263 5,3085,3085,3085,3085,308 0.790.790.790.790.79
Individual Single Premium 109.16 253.13 329 536
Individual Non-Single Premium 198.12 283.19 1,933 3,939
Group Single Premium
Group Non-Single Premium 9.75 10.95 1 3 4,263 5,308

4 SBI LifeSBI LifeSBI LifeSBI LifeSBI Life 1,628.561,628.561,628.561,628.561,628.56 2,747.392,747.392,747.392,747.392,747.39 1.191.191.191.191.19 6,1476,1476,1476,1476,147 10,63910,63910,63910,63910,639 0.480.480.480.480.48 17,25017,25017,25017,25017,250 35,43635,43635,43635,43635,436 5.245.245.245.245.24
Individual Single Premium 409.81 781.64 234 389
Individual Non-Single Premium 418.50 646.76 5,808 10,142
Group Single Premium 765.44 1,173.69 1 1 6,964 11,927
Group Non-Single Premium 34.81 145.31 104 107 10,286 23,509

5 Tata AIGTata AIGTata AIGTata AIGTata AIG 1,745.791,745.791,745.791,745.791,745.79 3,497.543,497.543,497.543,497.543,497.54 1.521.521.521.521.52 16,39716,39716,39716,39716,397 33,14933,14933,14933,14933,149 1.491.491.491.491.49 21,68721,68721,68721,68721,687 41,00541,00541,00541,00541,005 6.076.076.076.076.07
Individual Single Premium

Report Card:LIFE
Life Premiums grow 62% in May over April
The life insurance industry underwrote
a premium of Rs.1,42,726.96 lakh during
the month of May, 2004 taking the
cumulative premium underwritten
during the current year 2004-05 to
Rs.2,30,452.08 lakh.

The private sector insurers players
received a premium of Rs.38,546.12 lakh
upto May, 2004 viz., 16.73 per cent of
total premium underwritten.  LIC
underwrote premium of Rs.1,91,905.96
lakh i.e., a market share of 83.27 per
cent. LIC’s market share has declined
from 86.99 per cent for the year
2003-04.   Most of the new players, other
than ING Vysya, OM Kotak and Max
New York Life, increased their market
share over the year 2003-04 numbers.

In terms of policies underwritten, the
market share of the new players and

LIC were 9.04 per cent and 90.96 per
cent as against 5.79 per cent and 94.21
per cent respectively for the year
2003-04.  ICICI Prudential continued
to lead amongst the new players with
premium share at 5.91 per cent and
policies at 2.88 per cent.

The premium   underwritten by
the industry towards individual
single and non-single policies stood
at Rs.18,363.80 lakh and
Rs.1,29,137.70 lakh respectively
accounting for 41,876 and 21,88,360
policies.   Group single and non-single
premium accounted for Rs.77,156.45
lakh and Rs.5,794.14 lakh towards
1,588 and 242 schemes respectively.
The number of lives covered by the
industry under the various group
schemes was 6,75,947 during the two

month period.  Under the group
insurance business, in terms of
number of lives covered, Tata AIG led
amongst the new players with 41,005
lives viz., 6.07 per cent of the total
lives covered, followed by SBI Life
with 35,436 lives at 5.24 per cent.
LIC covered 4,87,722 lives under the
group schemes accounting for 72.15
per cent of the lives covered.

The accompanying table does not
include the numbers under the
Varishtha Pension Bima Yojana.
Premium underwritten by LIC
under the pension scheme upto the
month of May, 2004 was
Rs.70,186.15 lakh towards 35,662
policies.  The rural sector accounted
for 34 per cent of the premium
underwritten under this plan.

First Year Premium – May 2004
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(Rs. in lakhs)

Sl No. Company Premium u/w % No. of Policies % of No. of No. of lives covered under % of lives
 of Premium  / Schemes Policies  Group Schemes covered

under Group
Schemes

May Upto May Upto May May Upto May Upto May May Upto May Upto May

Individual Non-Single Premium 1,510.09 2,706.03 16,381 33,128
Group Single Premium 50.40 100.47 5,945 12,717
Group Non-Single Premium 185.30 691.04 16 21 15,742 28,288

6 HDFC StandardHDFC StandardHDFC StandardHDFC StandardHDFC Standard 2,018.472,018.472,018.472,018.472,018.47 3,300.663,300.663,300.663,300.663,300.66 1.431.431.431.431.43 9,6189,6189,6189,6189,618 17,01917,01917,01917,01917,019 0.760.760.760.760.76 7,0677,0677,0677,0677,067 18,27718,27718,27718,27718,277 2.702.702.702.702.70
Individual Single Premium 480.62 1,021.50 1,046 1,825
Individual Non-Single Premium 1,484.39 2,154.37 8,565 15,165
Group Single Premium
Group Non-Single Premium 53.46 124.79 7 29 7,067 18,277

7 ICICI PrudentialICICI PrudentialICICI PrudentialICICI PrudentialICICI Prudential 8,224.108,224.108,224.108,224.108,224.10 13,625.4013,625.4013,625.4013,625.4013,625.40 5.915.915.915.915.91 31,59231,59231,59231,59231,592 64,18164,18164,18164,18164,181 2.882.882.882.882.88 3,1493,1493,1493,1493,149 5,0685,0685,0685,0685,068 0.750.750.750.750.75
Individual Single Premium 1,532.22 2,392.15 984 1,677
Individual Non-Single Premium 5,345.72 8,838.52 30,598 62,480
Group Single Premium 4.72 5.79 2 3 408 622
Group Non-Single Premium 1,341.44 2,388.94 8 21 2,741 4,446

8 Birla SunlifeBirla SunlifeBirla SunlifeBirla SunlifeBirla Sunlife 3,741.893,741.893,741.893,741.893,741.89 5,981.815,981.815,981.815,981.815,981.81 2.602.602.602.602.60 7,5347,5347,5347,5347,534 14,41614,41614,41614,41614,416 0.650.650.650.650.65 1,9981,9981,9981,9981,998 2,9512,9512,9512,9512,951 0.440.440.440.440.44
Individual Single Premium 105.00 191.40 813 2,585
Individual Non-Single Premium 2,449.23 3,862.84 6,713 11,821
Group Single Premium 33.81 65.71 280 548
Group Non-Single Premium 1,153.85 1,861.85 8 10 1,718 2,403

9 AAAAA vivavivavivavivaviva 1,069.461,069.461,069.461,069.461,069.46 1,791.371,791.371,791.371,791.371,791.37 0.780.780.780.780.78 6,3766,3766,3766,3766,376 9,9169,9169,9169,9169,916 0.440.440.440.440.44 3,4043,4043,4043,4043,404 13,58013,58013,58013,58013,580 2.012.012.012.012.01
Individual Single Premium 59.60 90.56 21 49
Individual Non-Single Premium 995.51 1,666.55 6,353 9,860
Group Single Premium
Group Non-Single Premium 14.35 34.26 2 7 3,404 13,580

10 Om Kotak MahindraOm Kotak MahindraOm Kotak MahindraOm Kotak MahindraOm Kotak Mahindra 433.73433.73433.73433.73433.73 939.09939.09939.09939.09939.09 0.410.410.410.410.41 3,1893,1893,1893,1893,189 4,4264,4264,4264,4264,426 0.200.200.200.200.20 267267267267267 21,59221,59221,59221,59221,592 3.193.193.193.193.19
Individual Single Premium 75.00 75.70 38 40
Individual Non-Single Premium 354.80 477.13 3,151 4,383
Group Single Premium
Group Non-Single Premium 3.94 386.27 3 267 21,592

11 Max New YorkMax New YorkMax New YorkMax New YorkMax New York 1,066.171,066.171,066.171,066.171,066.17 1,460.281,460.281,460.281,460.281,460.28 0.630.630.630.630.63 11,56911,56911,56911,56911,569 14,05914,05914,05914,05914,059 0.630.630.630.630.63 19,54219,54219,54219,54219,542 24,19724,19724,19724,19724,197 3.583.583.583.583.58
Individual Single Premium 9.93 37.21 20 23
Individual Non-Single Premium 1,032.60 1,387.24 11,533 14,020
Group Single Premium
Group Non-Single Premium 23.63 35.83 16 16 19,542 24,197

12 Met LifeMet LifeMet LifeMet LifeMet Life 221.04221.04221.04221.04221.04 395.65395.65395.65395.65395.65 0.170.170.170.170.17 1,7781,7781,7781,7781,778 2,4662,4662,4662,4662,466 0.110.110.110.110.11 3,2873,2873,2873,2873,287 15,43415,43415,43415,43415,434 2.282.282.282.282.28
Individual Single Premium 9.22 10.31 29 33
Individual Non-Single Premium 195.52 313.15 1,742 2,418
Group Single Premium
Group Non-Single Premium 16.30 72.19 7 15 3,287 15,434

Private TotalPrivate TotalPrivate TotalPrivate TotalPrivate Total 23,125.6223,125.6223,125.6223,125.6223,125.62 38,546.1238,546.1238,546.1238,546.1238,546.12 16.7316.7316.7316.7316.73 1,11,6001,11,6001,11,6001,11,6001,11,600 2,01,7122,01,7122,01,7122,01,7122,01,712 9.049.049.049.049.04 86,83386,83386,83386,83386,833 1,88,2251,88,2251,88,2251,88,2251,88,225 27.8527.8527.8527.8527.85

13 LICLICLICLICLIC 1,19,601.341,19,601.341,19,601.341,19,601.341,19,601.34 1,91,905.961,91,905.961,91,905.961,91,905.961,91,905.96 83.2783.2783.2783.2783.27 14,47,91114,47,91114,47,91114,47,91114,47,911 20,30,35420,30,35420,30,35420,30,35420,30,354 90.9690.9690.9690.9690.96 2,23,1872,23,1872,23,1872,23,1872,23,187 4,87,7224,87,7224,87,7224,87,7224,87,722 72.1572.1572.1572.1572.15
Individual Single Premium 8,494.62 12,413.87 19,652 28,604
Individual Non-Single Premium 65,629.23 1,03,693.23 14,27,263 20,00,166
Group Single Premium 45,477.49 75,798.86 996 1,584 2,23,187 4,87,722
Group Non-Single Premium

Grand TotalGrand TotalGrand TotalGrand TotalGrand Total 1,42,726.961,42,726.961,42,726.961,42,726.961,42,726.96 2,30,452.082,30,452.082,30,452.082,30,452.082,30,452.08 100.00100.00100.00100.00100.00 15,59,51115,59,51115,59,51115,59,51115,59,511 22,32,06622,32,06622,32,06622,32,06622,32,066 100.00100.00100.00100.00100.00 3,10,0203,10,0203,10,0203,10,0203,10,020 6,75,9476,75,9476,75,9476,75,9476,75,947 100.00100.00100.00100.00100.00

Note: LIC’s business figures exclude Varishtha Pension Bima Yojana.
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Report Card:GENERAL
G.V. Rao
May growth nears 16%

(Rs. in lakhs)
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PREMIUM 2004-05 PREMIUM 2003-04 MARKET SHARE GROWTH %
INSURER FOR UPTO FOR UPTO UPTO MAY, 2004 YEAR ON

MAY 04 MAY 04 MAY 03 MAY 03  YEAR

Royal Sundaram 1,944.71 5,646.00 1,744.75 4,833.98 1.61 16.80
Tata AIG 2,600.18 10,033.07 2,131.25 8,858.52 2.87 13.26
Reliance General 1,572.22 3,769.48 1,170.15 3,086.38 1.08 22.13
IFFCO-Tokio 3,136.32 9,755.96 3,207.93 8,779.15 2.79 11.13
ICICI Lombard 5,271.38 16,723.14 2,608.44 10,137.22 4.78 64.97
Bajaj Allianz* 7,964.89 16,050.95 2,234.96 8,624.26 4.59 86.11
HDFC Chubb 1,341.54 2,594.71 405.34 689.07 0.74 276.55
Cholamandalam 1,280.62 3,574.87 994.06 2,048.09 1.02 74.55

PRIVATE TOTAL 25,111.85 68,148.18 14,496.88 47,056.67 19.49 44.82
New India* 28,208.00 76,568.00 30,554.00 76,406.00 21.90 0.21
National* 31,652.00 73,072.00 23,121.00 57,065.00 20.90 28.05
United India* 26,317.00 64,088.00 25,602.00 62,896.00 18.33 1.90
Oriental* 23,772.00 60,819.29 22,959.88 59,380.91 17.40 2.42
PUBLIC TOTAL 1,09,949.00 2,74,547.29 1,02,236.88 2,55,747.91 78.53 7.35
ECGC* 3,758.81 6,917.36 3,426.37 5,989.38 1.98 15.49
GRAND TOTAL 1,38,819.66 3,49,612.83 1,20,160.13 3,08,793.96 100.00 13.22
* Data  revised by the respective insurers for the corresponding month of the previous year.

Gross Premium Underwritten – May, 2004

Performance in May 2004
Performance in May 2004 by the

majority of the non-life industry players
has been impressive. They have recorded
an accretion of Rs. 186 crore at a growth
rate 15.6 per cent (In May 2003 the
accretion was Rs. 93 crore at a growth
rate of eight per cent).

The contribution of the private
players to this accretion is Rs. 106 crore
at a growth rate of 73 per cent (In May
2003 it was Rs. 39 crore at a growth
rate of 34 per cent) and that of the four
public players is Rs. 77 crore at a growth
rate of 7.5 per cent (In May 2003 it was
Rs. 44 crore at a growth rate of 4.5 per
cent). These parameters would suggest
that 2004-05 so far has been turning
out to be a better year than the last.

Private sector in May 2004
Among the private companies the

most impressive performance has come
from Bajaj Allianz. It has recorded in
May 2004 a premium of Rs. 80 crore up
from Rs. 22 crore in May 2003. ICICI
Lombard has recorded a premium of
Rs. 53 crore up from Rs. 26 crore in May
2003. IFFCO-Tokio has surprisingly
shown a marginal fall in its business in
May 2004.

Though the private players have
excelled in their performances, the bulk
of the accretions have come from ICICI
Lombard and Bajaj Allianz followed by
HDFC Chubb. A perceptible
differentiation in the growth strategies
of the eight private players is beginning
to emerge. Tata AIG and IFFCO-Tokio
seem to be in the race for the third place
just as the ICICI Lombard and Bajaj
Allianz seem to be vying for the first
rank in the private players’ group.

Public sector in May 2004
The public sector players have

recorded in May 2004 an accretion of
Rs. 77 crore at a growth rate of 7.6 per
cent (In May 2003 it was Rs. 44 crore at
a growth rate of 4.5 per cent).

National Insurance has turned
out the most impressive premium
performance with an accretion of Rs. 86
crore. New India with a fall of Rs. 24 crore
in its premium and United India and
Oriental each recording accretions of
Rs. seven crore, the future performance
of public players seems to hinge on
how well National Insurance continues
to perform.

A couple of public players have
revised their last year’s premium figures
to lower than what they had reported
last year giving them a slight pick up in
their accretions.
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Overall the month of May 2004 has
shown a comparatively improved
performance for the industry when
measured against the corresponding
month of last year. But the anaemic
performance of public players with the
exception of National Insurance for the
second year stands out as a trend of
some concern.

Among the private players ICICI
Lombard and Bajaj Allianz stand out
as important players who will
increasingly aim to dominate the
market. A growth rate of 15.6 per cent
for the month of May 2004 is a
satisfactory one, thanks mainly to the
performance of three players in the
market — National Insurance, Bajaj
Allianz and ICICI Lombard.

Performance up to May 2004
The industry has recorded an

accretion of Rs. 408 crore with a growth
rate of 13.2 per cent up to May 2004 (It
was Rs. 276 crore accretion at a growth
rate of 10 per cent up to May 2003). This
performance is indeed impressive in
comparison.

The private players have contributed
Rs. 211 crore with a growth rate of 45
per cent ( Rs. 200 crore with a growth
rate of 79 per cent last year). The four
public players have contributed
Rs. 187 crore with a growth rate 7.5 per
cent ( Rs. 71 crore with a growth rate of
three per cent for the corresponding
period last year). National Insurance
alone has chipped in Rs. 160 crore
Oriental Rs. 15 crore and United India

Rs. 11 crore and
with New India’s
g r o w t h
r e m a i n i n g
a l m o s t
stagnant.

T h e
accretion of
private players
of an additional
of only Rs. 11
crore in 2004-05
is a pointer that
they are finding
the market not

that easy this year. The public sector
companies that have recorded an
addition of over Rs. 106 crore over last
year have performed very well with
National Insurance alone contributing
in an overwhelming manner.

Among the private players out of
Rs. 211 crores, Bajaj Allianz has turned
in an accretion of Rs. 74 crore, followed
by ICICI Lombard with Rs. 66 crore and
HDFC Chubb Rs. 21 crore.

ECGC
ECGC has shown an increase of 15

per cent with an accretion of Rs. 10 crore
up to May 2004.

Market shares
The private players have continued

to maintain their market share of 20
per cent as at the beginning of 2004-05.
Bajaj and ICICI have market shares of
almost five per
cent each. Tata
AIG and IFFCO
have about three
per  cent each.
Together these
four companies
among the
private players
and National
I n s u r a n c e
among the
public players
are likely to be
the trendsetters
for the growth
strategies for the

future if their current progress in their
premium performance is any indication.

Prospects
What of the future? While the year

2004-05 has begun on a promising note
of improved growth rates on a
comparative basis, will the current year
trends prevail in the future? Will the
big three growth companies – National,
ICICI and Bajaj continue to maintain
their current grip on the future growth
rates as before? What sustains their
continued high growth for two years in
succession?

With agriculture and rural sectors
gaining the attention of the new
governments at the centre and in a few
states, will there be expansion of
insurance sales in these sectors? Why
have the numerous tie-ups with banks
for distribution of new products failed
to significantly benefit insurers like
New India and United India who have
many bancassurance schemes as part
of their marketing plans?

While the market has performed
better this year than last, it would seem
that among the 12 non-life players, it is
only four or five insurers that seem to
be the creators of new markets.

The author is retired CMD, The Oriental
Insurance Company Ltd.
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Aegon, the Netherlands-based
insurance group major, is looking out
for a life insurance joint venture
partner among domestic infotech firms
with a large market capitalisation, it
is reported.

“It could partner with either such
an IT company or its promoter,” Aegon
sources have been quoted saying.

Apart from their ability to rustle
up the large investments required in

������� ������ ���� �����	���� 
��	���

life insurance business, Aegon also
expects such a partner to put in place
the IT network for the venture.

E- learning for Insurance Agents
The Boston Group (TBG), a global

information technology (IT) solutions
and e-learning provider, has joined
hands with College of Insurance and
Financial Planning (CIFP) and
International Institute of Insurance
and Finance (IIIF) to launch a certificate
course in insurance salesmanship.

The online course is offered
through TBG’s dedicated portal,
www.financialcampusindia.com.

The company is planning to offer it
to insurance companies who want their
agents to be trained in the soft skills
of salesmanship and individuals
directly wanting to take up the course
could be few in number.
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Reinsurance written by Zurich
Insurance Australia, a division of
Switzerland-based Zurich Financial
Services, is being investigated to find
out what risk, if any, was transferred
in the contracts.

Recent scandals in the reinsurance
sector have involved purported
insurance contracts that were
disguised loans.

Suspicious contracts were
uncovered during a routine compliance
review by the Australian Prudential
Regulation Authority (APRA) and were
being reviewed with the insurer’s full
support, the company is quoted saying.

The Australian Securities and

Investments Commission is
supporting the inquiry.

Zurich, the nation’s seventh-largest
reinsurer, has said the probe involves
contracts that have been unwound and
that no policyholders will suffer any
loss.

The Australian operation said it
had nearly doubled the prudential
regulator’s minimum capital
requirement to meet its solvency test
and the European parent had said it
would provide additional support.

The insurer also said the inquiry
did not involve its life insurance,
superannuation and managed funds
businesses.
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UK companies are awaiting
clarification by the government and
the Financial Services Authority
(FSA) about an insurance directive
from Europe.

Mr. Nick Chown, Chairman of the
Association of Insurance and Risk
Managers in Industry and Commerce
(Airmic), told the body’s annual
conference that there was a lack of
clarity from the Treasury and the FSA
over whether managers who bought
insurance for their own companies
would be subject to regulation.

Insurance intermediaries who will
be covered by the regulations must
apply for registration with the FSA by
July 13 to comply with the European
Union directive, which comes into force
in January next year. Mr Chown said
Airmic had requested clarification
from the FSA nine weeks ago but the
regulator had said only that anyone
who buys insurance “by way of
business” must register.

“Whenever we ask them what they

mean by the term ‘by way of business’,
they admit they don’t really know,” he
said. “This lack of clarity is wasting
time and costing business a lot of
money in legal fees.”

Mr Chown said the UK appeared
to be the only country in the EU where
risk managers might be regulated,
which he said would make the UK “a
less efficient” place to do business.

Mr. David Hough, Executive
Director of the London Market
Insurance Brokers Committee, said he
saw no reason for managers arranging
insurance for their own companies to
be regulated.

“There’s no consumer protection
issue, they are not acting as
intermediaries or being remunerated
according to what they buy or not,” he
said.

The FSA and Treasury have
acknowledged that regulating risk
managers would serve no public
purpose but neither has issued any
clarification.

US STUDY FINDS BROAD
GAP IN HEALTH INSURANCE

CHINA TO SET UP
FIRST PENSION

INSURANCE
COMPANY

The question of regulating insurance
managers
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The China Securities Regulatory
Commission (CSRC) has approved a
Shanghai company’s application to set up
the country’s first professional pension
insurance company, a move seen as a
breakthrough in China’s corporate pension
management market.

Shanghai-based Taiping Life Insurance
Company, one of China’s oldest insurance
companies, said that it had started
preparation to set up Taiping Pension
Insurance Co Ltd, which is scheduled to
start operation in August this year.

The new company will have a
registered capital of 200 million yuan
(US$24 million) from five shareholders
including Taiping Life, China Life (Holding)
and Fortis Insurance International NV.

It will cooperate with commercial banks
closely to provide full services to corporate
businesses, sources with Taiping Life said.

Last year, Taiping Life became the
country’s first insurance company to set up
a corporate pension department.
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A coalition of US insurance
companies is suing the U.S.
Department of Agriculture, claiming
the government has shortchanged
them millions of dollars in a
programme to provide crop insurance
to farmers.

The lawsuit, and a separate
disagreement over new terms set by
USDA for the Federal Crop Insurance
Program, are the latest battles
between the crop insurance industry
and the government.

Taxpayers subsidise the
programme to help farmers who lose
crops to natural disasters — such as
the flooding, hail and tornadoes that
struck across a large swath of the
Midwest this spring. The result is
lower premiums for farmers, but
insurance companies complain they
aren’t reimbursed adequately by the
government.

“The way it’s been going, you’ve had
a significant amount of unreimbursed
costs that have been imposed on the

companies for years,” said Ms.
Elizabeth Haws, a lobbyist with the
American Association of Crop
Insurers, a trade association.

The companies warn that cuts to
the programme could reduce
insurance availability to farmers or
force companies in the industry into
merging to be able to make a profit.

In their lawsuit they claim the
government violated a 1998 contract
when Congress cut their fees and
subsidies. They said the changes cost
the companies at least $60 million
between 1999 and 2002.

Eight of the 12 companies in the
lawsuit, including ACE Property and
Casualty Insurance Co. and Alliance
Insurance Cos., continue to take part
in the programme, originally started
in the 1930s to help farmers cope with
the Dust Bowl.

USDA this week announced
further cuts in subsidies in a new
agreement with companies.
Companies have until June 30 to

decide whether to sign the agreement,
which reduces reimbursements
industrywide by $36 million over two
years.

Trade groups predict that some of
the 14 companies now in the
programme will opt to drop out or
merge. That will mean fewer choices
for farmers, especially in high-risk
areas where companies don’t want to
operate, officials said.

“This year certainly is starting out
to be very challenging, so I think the
crop insurance industry is justifiably
very worried about what’s going on,”
said Mr. Paul Horel, president of the
Crop Insurance Research Bureau in
Overland Park, Kan. “It’s going to be
real challenging for much of the
industry to be profitable over the next
couple years with this agreement.”

Farmers and ranchers paid more
than $3 billion in premiums to protect
215 million acres of land under the
program in 2002, according to the
research group.

���������	
���	�
��	��
����
�

�����

The Association of British Insurers
(ABI) has warned that premiums in the
home, motor and health insurance
markets were set to rise significantly
over the next few decades, as the effects
of global warming begin to set in.

In a report published last week,
written by Mr. Andrew Dlugolecki, a
former insurance industry executive
and academic, the association warns its
members not to underestimate the
effects of climate change on their
businesses, advising them to start
adapting now.

The report says claims for storm-
and flood-related damage have already
doubled to more than £6 billion (R71.3
billion) since 1998, and this figure could
triple to almost £20 billion
by 2050.

Premiums for home insurance,
particularly those that provide cover
against weather-related damage, have
already begun to increase as a result.

Longer, hotter summers - predicted
to occur in two out of every three years in
the future - are also set to take their toll.

Motor insurance premiums could
also rise as a result of climate change,
with early signs already starting to
emerge of an increase in claims
resulting from weather-related
accidents.  The report warns that this
trend could accelerate.

In the health insurance market,
Dlugolecki says the rise in pollution and
heat stress in summer could contribute
to reduced longevity and higher
premiums.

GLOBAL WARMING WILL HEAT UP INSURANCE PREMIUMS

“Managing the impacts of climate
change is a major challenge for society,”
said Mr. John Parker, the head of general
insurance at the Association of British
Insurers.

“Insurers must be equipped to
analyse the new risks arising from
climate change, and to help customers
protect against them.”

Mr. Steve Kingshott, the head of
home insurance at More Than, said many
people were already finding it hard to
find flood cover.

“While some insurers are starting to
use new technology to help them
understand the risk of flooding, a lot of
others are still using crude risk
assessment methods,” he said.
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L to R: Mr. P. B. Ramanujam, Managing Director, General Insurance Corporation of India
speaks at the Pure Risk Rate Regime Seminar. Also in the picture are Mr. Liyaquat Khan,
President, Actuarial Society of India, Mr. P. Chandrasekhar, Co-Chairman, Insurance
Committee, Bombay Chamber and Head, Insurance and Risk Management, Hindustan
Lever Limited and Mr. P. A. Balasubramanian, Member (Actuary), IRDA.

L to R: Dr. B. S. R. Rao Dean, IIIF, Mr. D. P. Sharma, Managing Director, The Boston
Group and Mr. C. S. Rao Chairman, IRDA.

L to R: Mr. H. S. Wadhwa, Chairman and Managing Director, National Insurance Company
Limited and member of the S.V. Mony committee, looks on as Mr. C. S. Rao, Chairman, IRDA
receives the committee's report from its Convenor-Member, Mr. P. K. Swain. Mr. S. V. Mony,
Vice Chairman, AMP Sanmar Life Insurance Company and Chairman of the committee and
Mr. Jagdish Khattar, Chairman, Maruti Udyog, who was part of the committee look on as well.
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The S. V. Mony committee, constituted by the IRDA to draw
up a road map for detariffing Motor Own Damage business
submitted its report in April, 2004
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Intra-group transactions and exposures
(ITEs) can adversely affect the solvency,
liquidity and profitability of individual
entities within a group. ITEs are also

sometimes used as a means of
supervisory arbitrage, thereby evading

capital or other regulatory requirements
altogether.

Report of RBI's Working Group on
Financial Conglomerates

As capital is not a problem for LIC, there
is little need for it being listed.

Mr. R.K.Vashishtha,Managing Director, LIC

Regulators and politicians ...
must face the hard truth that auto

premiums will continue to go up unless
they implement reforms to set limits on court

awards and eliminate no fault benefits that lead
to fraudulent claims. Ultimately, they must not put the

financial health of the insurance industry — and
therefore the consumers they represent — at risk due

to the demands of politicians whose views may be
clouded by the need to attract votes.

Lord Peter Levene, Chairman, Lloyd's of London
commenting that the Canadian insurance market

is one of the most highly regulated.

Insurance is in the frontline of climate
change. Few businesses sectors have

attempted to analyse the impact of climate
change on their industry

and customers.

Mr. John Parker, Association of British Insurers (ABI)

Of the 2,39,361 private sector nonfarm
workers who were separated from their jobs

for at least 31 days in the first quarter of
2004, the separations of 4,633 workers

were associated with the movement of work
outside of the country, according to prelimi-

nary data.  Domestic relocation of work–
both within the company and to other
companies–affected 9,985 workers.

US Bureau of Labor Statistics, Labor Department, study on
offshoring and layoffs.

“ ”
We are aiming at a minimum of 20 per cent

this year, but are keeping our fingers
crossed for the Budget next month.

Mr. S. B. Mathur, Chairman, LIC referring to business
growth prospects and taxation.



Events

RNI No: APBIL/2002/9589

5 - 10 July 2004
Venue: Pune
Market Intelligence in Non-Life insurance by National Insur-
ance Academy, Pune

8 - 10 July 2004
Venue: Pune
Harnessing Rural Business Potential (Life), by NIA, Pune.

11 - 14 July 2004
Venue: London
International Insurance Society Conference,

15 - 17 July 2004
Venue: Pune
Actuarial Appreciation Progrmme for Senior Executives (Life)

18 - 21 July 2004
Venue: Seoul
APRIA Conference

29 July 2004
Venue: Sydney
Australia and New Zealand Insurance Industry Awards 2004

30 - 31July 2004
Venue: Pune
Strategic Issues for Global Competition by NIA

09 - 14 August 2004
Venue: Pune
Website Design by NIA

1- 2 September 2004
Venue: Mumbai
4th Asian Healthcare Insurance Conference by Asia Insurance Review
With a Special Focus on Coping with Healthcare Needs of the Indian Market

4 - 8 September 2004
Venue: Monaco
Monte Carlo Rendezvous

2 - 4 September 2004
Venue: Pune
Management of Executive Stress by NIA

6 - 11 September 2004
Venue: Pune
Data Warehousing and Data Mining by NIA

13 - 18 September 2004
Venue: Pune
Insurance Management of Infrastructure Projects by NIA

13 - 18 September 2004
Venue: Pune
Research Methodology and Market Research by NIA

13 - 14 September 2004
Venue: Pune
C.D.Deshmukh Seminar on Agenda for Growth of Insurance Industry by NIA




