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lrom the Sublisher

There are several vital functions that insurers have
to complete with a great deal of efficiency and skill if
they are to succeed in insurance business.
Investments, for example, is an area which has to
be handled with lot of expertise and a deep sense
of understanding of the financial market. However,
the most vital function that ultimately makes or mars
the business of insurance is ‘Underwriting’. It may
be possible for an insurer to absorb the losses of a
few 'bad' investment decisions; but a few
underwriting decisions that go wrong could spell
disaster for the insurers.

The eventual success of the function of underwriting
is heavily dependent on a free and fair flow of
information between the parties. In a market that is
still nascent in its development, there could be a
great deal of asymmetry of information flow,
especially when it comes to the prospect disclosing
information. This makes the job of the underwriters
crucial in ensuring that the information provided is
as wholesome as is possible. There is need for a
better understanding of the contractual roles by the

parties to the contract so that the ills arising out of
such ‘asymmetry' of information are minimized.

The underwriting role has been greatly structured
in a market that is under tariff; as the leverage given
to the underwriter itself is limited. With de-tariffing
of the non-life market round the corner, it would
throw innumerable challenges to the underwriters.
It is easy to get carried away by the unending
‘opportunities’; but the wisdom of dealing with the
risks sensibly would eventually decide the winners.
While | am confident of the maturity of the players in
this area, | would not lose any opportunity to exhort
them of the need for caution.

With just more than a couple of months separating
us from a ‘free’ market, the emphasis would
naturally be on the readiness of the players in
various areas. Accordingly, the focus of the next issue
of the Journal would be on 'Detariffing’, in all its
hues.
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FROM THE EDITOR

%Oferwn'/mg — The Efernal GAQ//enge./

It has been said, time and again, that underwriting forms the crux of insurance business. While the
statement itself would sound vague for the uninitiated, would it not be reasonable to say that the
assessment of various risks being assumed by an insurer should be done objectively? In life insurance
business, for example, if two persons in different age groups good enough to being father and son are
charged the same premium; the insurer is bound to run into rough weather; and eventually will have to
close business. The example itself might look too simplistic, but then does it not lay the foundation for the
objectivity; or 'equitability’ in insurance parlance?

Accomplishing equitability among the risks is the prime objective for an insurer; and in order that insurers
are successful in achieving this, underwriters play a crucial role. Even before achieving equitability in the
assessment of risks by charging a premium commensurate with the risk; underwriters sometimes have
the onerous responsibility of having to reject some business opportunities - an extension of the same
logic. The corporate strategies of the insurance companies would define and delineate the boundaries
within which the underwriters have to fulfill their role diligently.

The challenges of underwriting in different classes of insurance vary from each other. In the life arena, the
underwriter has to keep himself abreast of the developments in medical technology; research with regard
to diseases etc. He has to make use of these developments in association with the basic mortality/
morbidity statistics if he were to be very objective. Similarly, in the non-life class also, unless the underwriter
takes into account the latest developments in associated areas; he would fail in his role. In a tariff regime,
this role had to be played within the parameters previously assigned; but with detariffing of the market on
the anvil, there is altogether a new set of challenges for the underwriter. It is these challenges in different
areas of operation that form the focus of this issue of the Journal.

Coming to the contents of the issue, we open with an article by Mr. K.K. Srinivasan in which he deals in
detail the role of the regulator in a changing paradigm. Motor insurance, as a class, has always remained
an enigma in the Indian context; Mr. B.G. Patki throws light on the new challenges in this class.
Life insurance underwriting has been undergoing a great deal of progressive metamorphosis,
tele-underwriting being the latest technique. We have Mr. T.S. Ramakrishna Rao explaining the concept.
Mr. G.V. Rao deals with the likely challenges of the detariffed environment in detail.

How cross-subsidization, an inherent component in the tariff regime, would behave in the new environment,
is explained by Ms. Meena Nair. Mr. D.V.S. Ramesh talks about the importance of undoing adverse selection
for a life insurer. In the end, we have the second part of the Research Paper on Health Insurance for the
poor, by Mr. Debasis Bagchi. Besides, we have the statistics of the quarterly performance of the insurers;
apart from the usual monthly business figures.

The roadmap for a detariffed market has been drawn up fifteen months in advance, in September 2005 to
be precise. It was considered good enough time for the insurers to gear up themselves for the ensuing
challenge; and the feedback about the readiness of the market is quite satisfactory. The next issue of the
Journal would be focusing on various aspects pertaining to 'Detariffing’; and we are looking forward to a
wonderful collection of articles.

Here is wishing all our readers a great festive season.

.U. Jawaharlal




Report Card:LIFE

Premiums Rise 160.56% over August, 2005

Individual premium:

The life insurance industry underwrote Individual Single Premium of
Rs.1006304.98 lakh during the period ended August, 2006, of which
the private insurers garnered Rs.78855.88 lakh and LIC garnered
Rs.927449.10 lakh. The corresponding figures for the previous
year were Rs.276989.74 lakh for the industry, with private insurers
underwriting Rs.33180.53 lakh and LIC Rs.243809.21 lakh. The
Individual Non-Single Premium underwritten during April-August, 2006
was Rs.1051634.72 lakh of which the private insurers underwrote
Rs.367186.09 lakh and LIC Rs.684448.63 lakh. The corresponding
figures for the previous year were Rs.496284.12 lakh, Rs.160225.63
lakh and Rs.336058.49 lakh respectively.

Group premium:

The industry underwrote Group Single Premium of Rs.266671.08
lakh of which the private insurers underwrote Rs.20448.23 lakh and
LIC Rs.246222.85 lakh; the lives covered being 5982289, 340793

previous year were Rs.117911.79 lakh with private insurers underwriting
Rs.9819.78 lakh and LIC Rs.108092.01 lakh; and the lives covered
being 2546506, 293858 and 2252648 respectively. The Group Non-
Single Premium underwritten during April-August, 2006 was
Rs.31995.70 lakh which was underwritten entirely by the private
insurers, covering 1607598 lives. The corresponding numbers for
the previous year were Rs. 13244.74 lakh and covering 795816 lives.

Segment-wise segregation:

A further segregation of the premium underwritten during the period
indicates that Life, Annuity, Pension and Health contributed
Rs.1401719.48 lakh (59.52%), Rs.56986.11 lakh (2.42%),
Rs.895686.40 lakh (38.03%) and Rs.557.59 lakh (0.02%) respectively.
In respect of LIC, the break up of life, annuity and pension categories
was Rs.955409.04 lakh (51.42%), Rs.54691.97 lakh (2.94%) and
Rs.848019.57 lakh (45.64%) respectively. In case of the private
insurers, Rs.446310.44 lakh (89.83%), Rs.2294.14 lakh (0.46%),

Rs.47666.83 lakh (9.59%) and Rs.557.59 lakh (0.11%) respectively
was underwritten in the four segments.

Unit linked and conventional premium:

Analysis of the statistics in terms of linked and non-linked premium
indicates that 42.74% of the business was underwritten in the non-
linked category, and 57.26% in the linked category, i.e.,
Rs.1006516.53 lakh and Rs.1348433.04 lakh respectively. In case
of LIC, the linked and non-linked premium was 49.17% and 50.83%
respectively, as against which for the private insurers taken together,
this stood at 87.51% and 12.49% respectively. During the
corresponding period of the previous year, linked and non-linked
premium indicates that 57.96% of the business was underwritten in
the non-linked category, and 42.04% in the linked category, i.e.,
Rs.523553.08 lakh and Rs.379742.86 lakh respectively. In case of
LIC, the linked and non-linked premium was 31.77% and 68.23%
respectively, as against which for the private insurers taken together
this stood at 74.84% and 25.16% respectively.

and 5641496 respectively.

The corresponding numbers for the

'First Year Premium Underwritten by Life Insurers for the Period Ended August, 2006

S| Insurer Premium u/w (Rs. In Lakhs) No. of Policies / Schemes No. of lives covered under Group
No. August, 06 Up to August, 06 Up to August, 05 August, 06 Up to August, 06 Up to August, 05 August, 06 Up to August, 06 Up to August, 05
1 Bad'aj Allianz

Individual Single Premium 4540.84 40794.76 15694.37 4032 18043 18777

Individual Non-Single Premium 12464.87 58696.95 26261.02 81044 353326 129407

Group Single Premium 7349 246.90 0.00 0 1 0 132 913 0
) Gr(()sup Non-Single Premium 159.76 894.12 961.04 16 77 106 13187 237937 71329

ING Vysya

Indivi ugl Single Premium 236.75 1505.95 2.38 182 1037 349

Individual Non-Single Premium 1385.41 14451.40 4390.06 11074 70893 28789

Group Single Premium 0.00 203.41 375.62 0 0 0 0 477 1026

Group Non-Single Premium 119.45 346.20 142.14 1 21 29 317 6712 9451
3 |Reliance Life

Individual Single Premium 444,53 5603.21 2703.05 683 8710 4403

Individual Non-Single Premium 2520.84 14856.43 112151 15143 81114 16452

Group Single Premium 39.18 753.27 60.69 2 1 0 0 7880 0

group'Non-Single Premium 64.80 319.95 244.29 8 53 Ll 21003 77551 37311
4 |SBI Life

Individual Single Premium 3035.98 10436.60 1595.41 3352 13985 2415

Individual Non-Single Premium 4600.58 27924.09 3901.24 25055 118435 56273

Group Single Premium 2126.26 7435.81 6429.52 0 2 2 12287 47027 87422
5 %;roupA:\léJn-Single Premium 358.45 5092.46 1289.46 40 178 620 111698 392966 193249

ata

Individual Single Premium 21.06 230.13 180.85 0 0 0

Individual Non-Single Premium 3697.64 18432.54 13302.77 29701 142523 110205

Group Single Premium 564.81 2109.43 693.06 0 3 0 31754 115665 60482

Group Non-Single Premium 168.36 803.96 874.39 4 49 132 14615 113713 226735
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HDFC Standard

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
ICICI Prudential

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Birla Sunlife

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Aviva

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

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

Group Non-Single Premium
Max New York

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Met Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Sahara Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Shriram Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Bharti Axa Life*

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Private Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
LIC

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Grand Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

722.28
6416.99
789.79
359.59

1822.73
20427.61
1578.64
2722.00

170.31
3749.37
81.34
665.87

145.65
3845.51
38.05
378.17

337.98
2771.20
71.20
552.38

14.23
4623.58
0.00
16.36

38.84
1439.19
0.00
90.07

84.10
30.12
0.00
0.00

416.03
443,65
0.00
0.00

0.00
8481
0.00
0.00

12031.32
68501.38
5362.76
5655.28

155759.21
225435.86
74176.34
0.00

16779053
293937.24
79539.10
5655.28

4965.36
33747.22
3297.60
1793.46

10130.86
111384.07
5630.79
15170.70

1194.52
21196.82
450.08
3449.69

1054.74
22073.77
120.07
1415.95

1721.13
11050.51
200.87
1742.08

35.70
24899.48
0.00
143.20

196.82
6828.93
0.00
730.16

557.52
159.81
0.00
93.76

42857
1399.27
0.00
0.00

0.00
84.81
0.00
0.00

78855.88
367186.09
20448.23
31995.70

927449.10
684448.63
246222.85

0.00

1006304.98
1051634.72
266671.08
31995.70

4057.83
19801.77
1768.89
1356.57

2343.53
5277841
171.02
7172.52

43547
14334.82
217.03
558.16

14521
9423.96
57.58
113.25

587.44
5502.93
46.17
246.54

63.60
11418.88
0.00
58.00

197.62
2899.61
0.00
228.38

18.95
243.48
0.20
0.00

28025.70
165380.46
9819.78
13244.74

243809.21
336058.49
108092.01

0.00

27183491
501438.95
117911.79

13244.74

33760
382737

8
159

497625
1506572
1586

0

531385
1889309
1594
159

30166
89227

16110
509582

167

6499
71804

25

810
90759

30

1797
33248

100018
1802985
137

801

2142152
5683280
6426

0

2242170
7486265
6563
801

22895
79670

14
7494
208989
46

52

17607
48246

17

973
35102

894
24163
1

20

84
123662
0

29

379
27405

83

56
10744

76326
899107
9
1147

698616
7163478
5662

0

10460
422

-23214
53173

4078

188
32455

3178
55468

4202

0
33045

oo oo

oo

35229
343663

3172908
0

3208137
343663

102752
1486

51360
157437

2639
18860

699
124500

11381
93303

0
21193

0
258809

0
103131

oo

340793
1607598

5641496
0

5982289
1607598

43005
8106

96273
30041

1993
4582

369
74539

3088
24538

0
22681

0
95307

200
0

293858
797869

2252648
0

2546506
797869

Note: Cumulative premium up to the month is net of cancellation which may occur during the free look period.
* Commenced operations in August, 2006
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STATISTICS - LIFE INSURANCE

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE FIRST QUARTER ENDED JUNE, 2006

INDIVIDUAL NEW BUSINESS - SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs lakh)
SINo.| PARTICULARS PREMIUM POLICIES SUM ASSURED
June 2005 June 2006 June 2005 June 2006 June 2005 June 2006

Non linked*
1 Life

with profit 4,793.73 3,242.65 6,346 4,321 7,260.26 4,908.09

without profit 10,273.93 26,433.93 29,359 46,866 60,421.19 83,941.02
2 General Annuity

with profit 685.31 0.00 1,059 0 6.22 0.00

without profit 2,197.34 36.28 850 28 0.00 0.00
3 Pension

with profit 292.10 3,002.85 270 1,601 47.69 53.74

without profit 36.50 76.18 12 21 36.50 45.71
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
A. Sub total 18,278.92| 32,791.90 37,896 52,837 67,771.85 88,948.56

Linked*
1 Life

with profit 0.95 -0.25 2 0 0.76 0.00

without profit 15,959.17 121,240.35 25,150 125,903 20,630.00 123,447.49
2 General Annuity

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 -50.00 0 0 0.00 0.00
3 Pension

with profit 0.00 0.15 0 0 0.00 0.00

without profit 82,411.74 577,313.72 274,962 1,242,406 151.42 130.24
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
B. Sub total 98,371.86| 698,503.97 300,114 1,368,309 20,782.17 123,577.73
C. Total (A+B) 116,650.77| 731,295.87 338,010 1,421,146 88,554.03 212,526.30

Riders:

Non linked
1 Health# 0.76 0.00 4 13 20.00 20.41
2 Accident# 4.49 0.61 374 190 301.69 218.94
3 Term 0.81 0.06 36 3 23.11 1.85
4 Others 0.00 0.00 0 0 0.00 0.00
D. Sub total 6.05 0.67 414 206 344.80 241.20

Linked
1 Health# 0.05 0.83 1 17 1.00 18.95
2 Accident# 0.14 1.60 7 64 8.50 131.15
3 Term 0.00 0.19 0 3 0.00 7.25
4 Others 0.00 0.00 0 0 0.00 0.00
E. Sub total 0.19 2.62 8 84 9.50 157.35
F. Total (D+E) 6.24 3.30 422 290 354.30 398.55
G. **Grand Total (C+F) 116,657.01| 731,299.16 338,010 1,421,146 88,908.33 212,924.85

* Excluding rider figures.

**for policies Grand Total is C.

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

The premium is actual amount received and not annualised premium.



STATISTICS - LIFE INSURANCE

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE FIRST QUARTER ENDED JUNE, 2006

INDIVIDUAL NEW BUSINESS - NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs lakh)
SINo.| PARTICULARS PREMIUM POLICIES SUM ASSURED
June 2005 June 2006 June 2005 June 2006 June 2005 June 2006

Non linked*
1 Life

with profit 177,813.88 258,786.33 3,123,170 2,819,288 2,652,958.79 2,478,493.73

without profit 9,181.95 5,809.91 185,055 175,617 297,728.99 328,610.75
2 General Annuity

with profit 37.88 5.43 407 51 780.77 82.81

without profit 0.00 0.00 0 0 0.00 0.00
3 Pension

with profit 1,948.65 895.05 15,935 4,261 7,974.45 4,375.50

without profit 0.00 145.24 0 819 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 92.58 308.25 3,771 22,129 6,759.81 94,339.26
A. Sub total 189,074.93 | 265,950.22 3,328,338 3,022,165 | 2,966,202.81 | 2,905,902.05

Linked*
1 Life

with profit 33.53 6.06 117 24 231.94 66.05

without profit 57,894.94 206,712.80 178,926 750,587 557,135.35 1,794,572.90
2 General Annuity

with profit 0.00 0.00 0 0 0.00 0.00

without profit 1,291.27 3,801.93 10,289 20,092 3,673.89 6,947.25
3 Pension

with profit 8.97 2.68 23 3 0.00 0.00

without profit 4,451.72 18,301.03 22,567 58,277 905.46 1,377.17
4 Health

with profit 0.00 0.00 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0.00 0.00
B. Sub total 63,680.44 | 228,824.50 211,922 828,983 561,946.64 | 1,802,963.37
C. Total (A+B) 252,755.37 | 494,774.72 3,540,260 3,851,148 | 3,528,149.45 | 4,708,865.43

Riders:

Non linked
1 Health# 81.71 78.09 7,242 4,628 8,821.42 6,341.79
2 Accident## 274.57 141.84 86,309 85,251 128,640.46 252,994.90
3 Term 25.33 11.35 8,065 1,825 3,890.64 2,072.11
4 Others 93.54 438.72 2,836 1,009 7,152.12 43,535.78
D. Sub total 475.16 670.00 104,452 92,713 148,504.63 304,944.58

Linked
1 Health# 55.70 113.19 1,789 2,466 12,980.81 24,226.69
2 Accident# 48.37 113.34 8,635 20,619 15,979.01 37,555.88
3 Term 14.20 17.88 1,331 1,721 2,667.92 3,541.00
4 Others 14.33 20.88 2,925 4,045 310.67 426.06
E. Sub total 132.60 265.29 14,680 28,851 31,938.42 65,749.62
F. Total (D+E) 607.76 935.29 119,132 121,564 180,443.05 370,694.20
G. **Grand Total (C+F) 253,363.13 | 495,710.01 3,540,260 3,851,148 | 3,708,592.50 | 5,079,559.63
* Excluding rider figures.

** for policies Grand Total is C.

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

## Disability related riders.

The premium is actual amount received and not annualised premium.




STATISTICS - LIFE INSURANCE

GROUP NEW BUSINESS -- SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs lakh)
SINo. | PARTICULARS PREMIUM NO. OF SCHEMES LIVES COVERED SUMASSURED
June June June June June June June June
2005 2006 2005 2006 2005 2006 2005 2006

Non linked*
1 Life
a) Group Gratuity Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 9,681.43 22,800.39 249 321 54,377 114,751 24,408.21 132,693.12
b) Group Savings Linked Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 56.61 1,057.87 123 166 25,294 29,756 16,926.98 43,869.98
C) EDLI

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 175.69 69.67 165 190 117,435 163,203 53,272.71 50,782.22
d) Others

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 9,940.82 42,201.76 | 2,225 2,537 851,837 1,444,605 432,828.29 844,101.03
2 General Annuity

with profit 0.00 17,489.61 0 0 0 725 0.00 0.00

without profit 13,727.19 13,493.42 3 10 2,409 1,926 0.00 0.00
3 Pension

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 30,671.89 27,005.92 16 35 10,863 51,311 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sub total 64,253.63|124,118.64 | 2,781 | 3,259 |1,062,215 | 1,806,277 | 527,436.19 | 1,071,446.35

Linked*

1 Life
a) Group Gratuity Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 581.23 1,209.43 1 4 1,086 24,801 10.86 174.02
b) Group Savings Linked Schemes

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
C) EDLI

with profit 0.00 0.00 0 0 0 0 0.00 0.00

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

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 183.00 0.00 0 0 0 0 0.00 0.00
2 General Annuity

with profit 0.00 0.00 0 0 0 0 0.00 0.00

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

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 24.72 414.91 0 7 0 4,633 0.00 0.00
4 Health

with profit 0.00 0.00 0 0 0 0 0.00 0.00

without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 788.95| 1,624.34 1 11 1,086 29,434 10.86 174.02
C. Total (A+B) 65,042.58|125,742.97 | 2,782 | 3,270 |1,063,301 | 1,835,711 | 527,447.05 | 1,071,620.37

Riders:

Non linked
1 Health# 5.38 9.90 8 5 4,309 2,416 5,573.44 4,669.54
2 Accident## 11.98 14.94 u 10 3,268 5,972 31,428.12 34,409.60
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
D. Sub total 17.36 24.85 19 15 7,577 8,388 | 37,001.56 39,079.15

Linked

1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident## 0.00 0.00 0 0 0 0 0.00 0.00
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 0.00 0 0 0 0 0.00 0.00
F. Total (D+E) 17.36 24.85 19 15 7,577 8,388| 37,001.56 39,079.15
G. **Grand Total (C+F) 65,059.94|125,767.82 | 2,782 | 3,270 |1,063,301 | 1,835,711| 564,448.60 | 1,110,699.52

*Excluding rider figures.  **for policies Grand TotalisC.  #Allriders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders. The premium is actual amount received and not annualised premium.



STATISTICS - LIFE INSURANCE =

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE FIRST QUARTER ENDED JUNE, 2006

GROUP NEW BUSINESS -- NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs lakh)
SINo. | PARTICULARS PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
June June June June June June June June
2005 2006 2005 2006 2005 2006 2005 2006
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 238.03 3,819.04 5 7 2,488 16,438 7,867.61 11,565.67
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 204.94 0 0 0 38,915 0.00 82,292.00
c) EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 240.14 196.45 66 81 136,144 170,668 66,689.33 126,687.98
d) Others
with profit 9.15 0.00 2 0 1,020 0 7,510.95 0.00
without profit 1,137.09 1,487.88 491 258 253,375 533,677 665,810.23 | 1,320,848.89
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 31.08 16.49 0 2 680 36 186.50 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sul?( tdotal 1,655.48| 5,724.80 564 348 393,707 759,734 | 748,064.63 [1,541,394.54
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1,842.93 7,830.32 30 88 16,102 102,974 1,304.33 139,372.27
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
c) EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 149.75 163.54 1 4 12 73 23.04 6.99
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 157.90 1,317.74 3 2 29 348 157.90 1,317.74
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 4,844.45 5,904.49 37 57 1,550 7,875 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 6,995.04| 15,216.09 71 151 17,693 111,270 1,485.28 | 140,697.00
C. Total (A+B) 8,650.51| 20,940.89 635 499 411,400 871,004 | 749,549.90 (1,682,091.54
Riders:
Non linked
1 Healthi# 11.02 359 1 1 767 776 12,595.53 2,689.98
2 Accidenti 2.28 2.83 6 6 11,117 3,042 38,163.68 3,810.57
3 Term 0.02 0.02 0 0 0 18 0.00 27.00
4 Others 0.02 0.02 0 0 2 0 309.00 0.00
D. SLul?(téJtal 13.34 6.46 7 7 11,886 3,836 | 51,068.21 6,527.55
inke
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident## 0.00 16.06 0 9 0 8,528 0.00 65,630.01
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 16.06 0 9 0 8,528 0.00 65,630.01
F. Total (D+E) 13.34 22.51 7 16 11,886 12,364 51,068.21 72,157.56
G. **Grand Total (C+F) 8,663.86| 20,963.40 635 499 411,400 871,004 | 800,618.11 (1,754,249.11

*Excluding rider figures.  **for policies Grand TotalisC.  #Allriders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders. The premium is actual amount received and not annualised premium.
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VANTAGE POINT

Achieving Total Freedom ...

"De-tariffing, while breaking the shackles, would be a huge challenge; and insurers should exhibit

maturity in dealing with the risks in order to emerge successful' writes U. Jawaharlal.

Insurance industry in India has drawn a
full circle - from being a private enterprise
to government control; and then being
opened up to private participation again.
The circumstances prevailing at the
respective times demanded the change.
When it was in the hands of private
players prior to nationalization, several
unethical developments took place and
some insurers blatantly abused the
resources at their disposal purely for
personal gains. This led to the
nationalization of the life insurance
industry in 1956; and then the non-life
sector in the year 1971. The immediate
emphasis then was on arresting the
fraudulent trends and on bringing in total
discipline in the management of
policyholders' funds.

The insurance industry in government
control performed very well and achieved
all that was envisaged. Insurance
companies mainly made a great
contribution towards nation-building
activities. It was; however, felt in due
course that the market potential was not
being totally tapped by the industry and
more than that, the thrust of competition
was conspicuously missing. All this and
the winds of change blowing across the
globe - those of globalization and

liberalization - led to the reforms in the
insurance industry and the eventual
privatization. In order to ensure that the
market does not end in a 'free-for-all’, a
major part of the non-life arena was tariff-
driven.

The goals of privatization have been
more than accomplished; and the
performance of the players far exceeded
what was anticipated originally. The
public sector incumbents were equal to
the task of competition and
consolidated their positions
progressively. However, it was always felt
that the real benefits of competition were
still not coming to the fore because of
the existence of a tariff regime. It has
been argued that the existence of tariff
is stifling the freedom of the players.
Watching the progress that the market
has made and the experiences gained
by the players over the years, a roadmap
has been drawn in Sep. 2005 for
withdrawal of the tariff control with effect
from 1st Jan. 2007. It marks a very
significant event in the insurance history
of the country.

It is going to be a great challenge and
competition among the players is going
to be fierce. It has to be realized that

market behaviour could seriously affect
the solvency margins. Insurers should
be guided by these possible pitfalls
while pricing the products which should
be based on sound technical
considerations. It imposes a huge task
on the actuaries and the underwriters
who should act in unison to accomplish
the right balance. Similarly, the
marketing personnel should avoid
getting carried away by the initial lures
and consider all the aspects of the risks
comprehensively. It boils down to the
fact that there is need for further
educating and training the marketing
personnel; and insurers should spare
no efforts in ensuring that.

All the efforts to monitor the progress
being achieved on this front have
indicated that we are progressing
towards readiness for the monumental
task. But considering its enormity, it
would make good sense to ensure that
everything is in its place, even at the
cost of repetition.

'Detariffing' and the various challenges
associated with it would be the focus of
the next issue of the Journal. We are
looking forward to a collection of
interesting articles in different areas of
this important development.

Achieving total freedom
with De-tariffing

n our next |
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CIRCULAR

Circular No. 019/IRDA/LIFE/ SEP-06

To,
CEOs of All the Life Insurance Companies/Life Insurance Council
Dear Sir/Madam,

Further to our circular no. 043/IRDA/LIFE/AML/MAR-06 dt. 31/03/06,
and No. 013/IRDA/LIFE/ JUL-06 dt. 27th July 2006 on "Guidelines on
Anti-Money Laundering Programme for Insurers". The following
clarifications/relaxations are being issued in response to the concerns

raised by the insurers.
1. Documentation for identity and proof of residence:

Doubts have been raised by insurers regarding the documents
to be collected as valid identity/residence proof apart from
what has been given in Annexure | to the guidelines. It is
clarified that the list of documents provided in Annexure | of
the guidelines for establishment of identity and residence proof
may be deemed as illustrative. However while providing this
flexibility to insurers on satisfactory documentation for this
purpose; the Authority would reiterate that there should be no
dilution of the requirement. Documents which are easily obtained
in any name like birth certificates, an identity card issued by
the employer of the applicant even if bearing a photograph,
credit cards, business cards, driving licenses (not bearing a
photograph), provisional driving licenses and student union
card should not be accepted mechanically and adequate
safeguards should be in place to satisfy its acceptance. In
other words, any other document that is accepted by the
insurer to establish the identity and proof of residence as
required under Rule 9 of the PMLA rules should be such that it
would satisfy competent authorities (regulatory/enforcement
authorities), if need be at a future date, that due diligence was
in fact observed by the insurer in compliance with the guidelines

and the Act.

2.

IN THE AIR =

26th September, 2006

Re: Guidelines on Anti Money Laundering programme for Insurers

Requirement of recent photograph /address proof under

PMLA Rules:

a. We observe that documentation of permanent address
and current address is mandatory for all the new
contracts as required by Rule 9 of the PMLA rules.
With the enlargement of the list of documents for
establishment of identity as at para 2 above, the
obtaining of appropriate documents for establishing
the proof of residence would not be a major constraint
and insurance companies are advised to comply fully

with this statutory requirement in all cases.

b. There were requests to do away with the mandatory
collection of the photograph in case of individual clients
as required under Rule 9 of the PMLA Rules 2005. The
issue was represented to FIU-IND for which they have
clarified that the requirement of submitting a copy of
the recent photograph by an individual client is justified
and cannot be relaxed. Mandatory requirement of a
recent photograph of the client would be taken up
again with FIU-IND in view of the representation
received from the industry. In the interim, insurers are
advised to comply with the PMLA Rules until the issues

are resolved by FIU-IND.

3. We have examined other suggestions/requests
received from Life Insurance Companies and advise
that the other requirements listed in the circular dated
31st March 2006 should remain unchanged. Insurers
are advised to take note of the above modifications

and ensure compliance with the framework in entirety.

Yours faithfully,

(C. R. Muralidharan)
Member

11
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THINKING CAP

Changes in the Insurance Markets Globally
- Regulator's Perspective

(This is an article based on the Keynote address by Mr. K.K. Srinivasan, Member, IRDA; at the APRIA Conference, Tokyo on 31.8.06)

Insurance markets world over are undergoing rapid changes. If the insurance

regulator cannot stay ahead of the changes, he at least needs to keep pace with the rapid changes.

This paper attempts to identify some of the key areas of change that require the regulator's urgent attention.

1. Globalization and the
Regulator
globalization in the financial
services sector has led to strong
international linkages. The process of
linkages and convergence across
sectors and borders creates risks by
which financial markets, financial
institutions and consumers in one
jurisdiction can be adversely affected by
a disturbance in another market. The
resulting contagion effect has wide
ramifications across jurisdictions. This
has made the need for international
cooperation and co-ordination amongst
regulators an imperative.

Consequently, an urgent need for all
regulators to regulatory
environment fall in line with international
benchmarks has emerged. While a
regulator has to be supportive of industry
development he has at the same time to
play a positive role in enhancing

make

international competitiveness and
sustainability of the players within the
jurisdiction. New regulatory approaches
would also be required in coordination
with regulators in other jurisdictions to
monitor transnational and trans-sectoral
business practices
convergence of industries across

boundaries.

2. Regulation of Conglomerates

arising from

Corporates seeking global reach and
through
investments; mergers and acquisitions

economies of scale

etc. has led to the emergence of large
financial conglomerates operating

across sectors and across jurisdictions,
hastening the need for instituting
necessary regulatory approaches to
supervise such organizations in a
comprehensive manner; and at the
same time rigorously look at their
sectoral integrity through the respective
prudential sectoral standards.

Issues arise as to how to asses their
capital adequacy; and the fit of their
systems and controls that spans many
jurisdictions and financial sectors.

Regulators will need to acquire
capabilities to address the issues
thrown up by the large size and

scales of operations of
conglomerates to ensure systemic
stability and the resilience
of the market.

Regulators will need to acquire
capabilities to address the issues
thrown up by the large size and scales
of operations of conglomerates to
ensure systemic stability and the
resilience of the market. Also financial
convergence increases the need for
cross-sectoral coordination.

3. Products & the Regulator

Very often, insurers follow the practice
of "deal now, detail later". The coverage
dispute between insurers, brokers and
reinsurers in the World Trade Center
disaster has brought the need to ensure

contract certainty to the front burner. The
regulator has to ensure the policy terms
are clear and unambiguous. This could
mean tightening the product filing
requirements.

The transformation of financial products
where life insurance policies offer
investment opportunities and compete
with mutual funds, and reinsurance
policies which bridge the insurance
market with capital markets etc., are
blurring the traditional distinct nature of
insurance products. Regulators need to
keep in mind these changes to
understand the impact on the solvency
position of companies and on the long
term impact of the nature of assumed
risks as well as the attendant market
and management risks.

There is thus a need to re-examine the
ways in which regulations are organized
relationships  with
counterparts in other sectors so that
there are no regulatory gaps or

and their

unnecessary overlaps.
4. E-Commerce & the Regulator

The internet is having an increasingly
larger impact on the financial services
markets. It seeks to make financial
transactions a borderless business.
This exposes the business to many
potentially unknown risks. All regulators
are concerned with finding ways to
protect the consumer and prevent the
risks inherent in this volatile area by
examining ways to implement
surveillance approaches and cross-

border cooperation.



Apart from the consumer end of the e-
business, e-commerce has great impact
on almost all other production areas
such as outsourcing of individual
including policy
administration, claims management,

functions

and investment within or outside
national borders. In such a scenario, the
regulator will find it difficult to determine
where the risk carrying activities reside
and which function is the subject matter
of regulations. Some regulators have
attempted to tackle this issue by
proscribing outsourcing of ‘core’
functions. How far this approach will
work remains to be seen.

E-business also helps outsiders to
enter the insurance industry without the
load of legacy systems, often in
competition with other established
channels. Regulators will need to deal
with such unorthodox entrants and
determine to what extent they need to
be regulated and how customer
interests are to be safeguarded.

5. Regulator and Consumer
Confidence

Regulator has to play an increasing role
in guiding insurers to meet heightened
expectations of the consumers and the
society. Enforcement of adherence to
regulatory requirements is a key factor
in consumer confidence. The consumer
has become aware that the regulator is
expected to keep vigil against various
risks such as:

* Technical Risks: Risk of insufficient
rates, Deviation risk, Evaluation risk,
Reinsurance risk, Operational
Expense risk, Growth risk.

* Investment Risk: Depreciation risk,
Liquidity risk, Matching risk, Interest
rate risk, Derivatives risk, Market risk,
Credit risk

¢ Non-Technical risk: Management risk,
Operational risk, Business risk

The idea of regulation as a risk
management tool operates at three
different levels - (1) Off and on-site
supervision by the regulator to enforce
regulations (2) Self-regulatory
approaches including setting industry
level standards and benchmarking by
industry associations and (3) Effective
implementation of corporate governance
norms by individual insurers.

6. Consumer Protection and
Market Conduct

Consumer protection is a dominant
theme in insurance market in view of the
intangibility of the product and
prospective nature of claims. Therefore,
market conduct regulation involving best

Consumer education is a critical
challenge, especially in countries
with low consumer awareness, to

ensure that consumers have the
necessary capability to make
well informed choices.

sales and marketing practices,

guidelines on unfair practices,
policyholder protection methods -
including product disclosure and
transparency guidelines - are to be in

place.

Consumer education is a critical
challenge, especially in countries with
low consumer awareness, to ensure
that consumers have the necessary
capability to make well informed
choices. Such consumer awareness
also fosters market discipline and
efficient allocation of resources by forcing
insurers and intermediaries to keep
costs low and service standards high.

THINKING CAP =

7. Channel Proliferation

Many new channels are pouring into the
insurance sector either as standalone
intermediaries or as alliance partners
with  independent clout. The
methodologies of intermediation

include:
* Agents, brokers, banks, shops
* Mail, telephone, internet

e Companies, employers, unions,
associations

* Buying groups and on-line auctions

Market expansion; and consumer
preferences and convenience drive
innovations in the distribution area. This
makes it imperative that there is
regulatory vigil to ensure fit and proper
capabilities on the part of the
intermediaries so that there is no mis-
selling; and the customer is properly
advised and assisted. New regulatory
approaches in areas such as corporate
agency, referral, bankassurance and
internet selling are required to ensure
that the core values of insurance
transactions are not lost sight of while
encouraging new channels.

8. Corporate governance.

Enforcement of corporate governance
has become a necessary requirement
in most jurisdictions so as to meet
stakeholder expectations
appropriately and effectively.
Companies are required to implement

more

various measures regarding the level
of transparency, integrity and
professionalism. The IAIS principles on
corporate governance are clear that the
supervisor should set the requirements
with respect to the roles and
responsibilities of the board of
and managements of
insurance entities.

directors

The duties of the board are manifold. It
is expected to act independently in the

13
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interests of all stakeholders. It should
participate actively in shaping the
strategic objectives and provide the
overall prudential oversight and
leadership in the running of the
business. It must set clearly
accountability and responsibility within
the hierarchy with adequate checks and
balances.

Another key aspect of corporate
governance is promoting transparency
and disclosure. It is recognized that
insurance is a complex business and
assessing the financial strength of
insurers is far from easy. Apart from the
shareholders funds, a substantial
portion of the insurance funds belong
to the policyholders who are also entitled
to know how their funds are put to use.
Regulator therefore has the duty to set
norms for transparency and disclosure.
Sound accounting and transparent
financial information is a fundamental
pillar of any business, including
insurance business.

Transparency and disclosure is equally
important in the case of intermediaries.
The regulator has to ensure that the
intermediary’'s duty to the client is not
compromised by his relationship with
the insurer. There is a need to have an
optimal blend of formal regulation and
self-regulation.

9. Market liberalization.

Deregulation of markets to meet
customer aspirations on merit pricing
and the need for competitiveness
based on risk based parameters, has
made it necessary to phase out rule-
based systems such as tariffs. Such
steps in deregulation have brought risk
based supervision systems which is a
structured process aimed at identifying
the critical risks faced by each insurer.
The regulator in such a system intends
to assess the company's management

of those risks and the vulnerability faced
in doing so. This new model includes
supervisory review of company policies,
internal governance practices, the audit
and control system it has, and the
whether the industry standards are
being adhered to.

In order to ensure a smooth transition
to a risk based regulatory environment,
suitable road maps have to be laid
down to enable the industry to roll over
with confidence having taken care to
build robust internal systems with
necessary technological inputs to
capture data; develop risk based rating
practices; internal guidelines and

It is recognized that insurance
is a complex business

and assessing the financial

strength of insurers is
far from easy.

controls; and initiate suitable training
and R&D.

10. Socio-economic and
Developmental Challenges.

Insurers are called on to play an
increasingly larger role in the financial
protection of the economy at all levels.
This includes areas such as healthcare
and insurance for the rural and social
sectors. To meet the increasing
demand for healthcare financing,
regulators need to look at putting in
place necessary guidelines in favour of
customers where needed; and creating
specialized institutions such as
standalone health insurers and third
party administrators so that these

volatile portfolios adhere to prudential
norms while actively promoting their
development..

Similarly, in the area of rural insurance,
penetration and ensuring reach of
insurance to those in the social margins
are important responsibilities cast on
regulators. In such cases the regulator
needs to monitor the rural and social
obligations of insurers and consider
ways to reach micro-insurances to the
poor through innovative intermediary
channels by way of appropriate
guidelines. Similarly, facilitation in
servicing far-flung and marginal
customers needs to be taken care of
through efficient networking so that in
times of distress, the claims filed by the
small claimants are promptly attended to.

11. RBC and the Regulator

The world wide trend to adopt Risk
Based Capital norms poses its own
regulatory challenges. The conventional
solvency system provides regulatory
convenience since, a) it is simple b) it
does not require micro-management
and c) uniform formula avoids disputes
in computation. Some experts consider
that the RBC standard scores over the
conventional solvency system for the
following reasons,

i) It accurately represents the financial
strength of an insurer since RBC
system is based on statutory financial
statements, taking into account asset
risks, credit risks, underwriting and
pricing risks; and the risk that the
return from assets is not aligned with
the requirements of the company's
liabilities and general business risk.

ii) It is the industry benchmark across
jurisdictions.

iii) The information needed to calculate
the RBC ratio is readily available in
the annual statutory financial
statements.



However RBC to be implementable
needs regulatory action with respect to:

¢ The components that make up the
RBC charge;

* The data used to assign values to the
various components, and the
reliability of the data;

¢ The rationale behind any judgmental
adjustments to values derived from
the data;

* The details of any other judgmental
factors like loadings or discounts for
factors such as 'management
competence'; and

e The way in which the various
components are combined to arrive
at the RBC charge.

The regulator shall also need to
examine the valuation methods used to
calculate the value of insurers' assets
and outstanding liabilities; though the
regulator should expect them to be the
same as for the solvency tests including,
normally, opinion of an actuary. This can
be a worrisome area. For example as it
happened in a recent case, given an
equalization reserve of 150%, the

We welcome consumer experiences.

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

solvency factor of 260 got reduced to 60
with wrong asset securitization. Also the
last word on the choice of RBC formula
(S&P, NAIC etc.) is yet to be pronounced.
Experts consider that in different ranges
different methods give different results.

12. Integrating Technology

Insurance industry world wide is getting
technology driven. The regulator cannot
afford to be left behind. Regulators need
to integrate technology in their
supervision functions like integrating
internet in market conduct surveillance
and enforcement for violations such as
illegal solicitations and unlicensed
operations. Paper and documents will
have to be gradually replaced by
electronic reporting wherever possible.

Insurance industry world wide
is getting technology driven.
The regulator cannot afford

to be left behind.
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ISSUE FOCUS

Underwriting In Detariffed Era

- Issues in "Motor"

'Some sections of the insuring community of motor are very much worried that, in future,

they will be made to shell out more cash every year in buying Motor insurance

to fully cover themselves' opines B.G. Patki.

(ﬁZ{t long last, non-life insurance

market will go into a different
underwriting pattern with effect from 1-
1-07 when the industry enters the
detariffed era. Tariff has always meant a
highly regulated and restricted
underwriting of the Motor insurance
business. Detariffing means or rather
should mean a total freedom to the
underwriters to transact the business as
per their perception based on their own
individual exposure/experience. While
freedom in any field is always welcome
and hence should be a matter of joy and
happiness to every one concerned, the
industry watchers are observing that the
detariffed phase is being received by the
market constituents with mixed feelings,
to say the least.

Before we go into the details, it is
essential to have a look at what
underwriting is all about? In practice this
word ‘'Underwriting' is normally
associated to only the routine work of
accepting or for that matter declining the
proposal and issue the document if the
proposal is accepted. This
understanding at the level of insurance
officials may have developed because
of the restricted or regulated market that
has been in vogue for a long long time.

Underwriting generally means entire
product management. Even today when
it is said that a particular company has
made underwriting profit or underwriting
loss, along with the income generated
through premium, the outgo arising from
the claims is also included. Therefore, it
will have to be borne in mind that the
underwriting will comprise of both the
abovementioned aspects. After all, risk
acceptance, premium income

generation and the subsequent
resultant claims outgo are all
interrelated factors quite dependent on
one another.

Product design i.e. perils to be covered,
add-on covers etc., exclusions, setting
up of the various terms and conditions
of the contract, and then the pricing of
the product are the most important basic
aspect of underwriting. The second

While freedom in any field is
always welcome and hence should
be a matter of joy and happiness
to every one concerned, the
industry watchers are observing

that the detariffed phase is being
received by the market
constituents with mixed feelings,
to say the least.

aspect, equally important, if not more
important, is the resultant factor of the
sold product i.e. claims management.

For a long long time, in the tariff regime;
the designing of the product as well as
the pricing i.e. the premium rate
structure was not left to insurance
companies. The manufacturing of the
product and its pricing was centrally
administered by Tariff Advisory
Committee (TAC). Only the trading of the
manufactured product with the
stipulated pricing was left to the
insurance companies, which were thus
only the traders of this highly regulated
product. However, the claims

management was still left to the
insurance companies.

Detariffing the product or Free Market
era would have normally meant leaving
the designing of the product as well as
the pricing to the underwriters. It is here
that the motor market became jittery and
apprehensive; and in a few cases even
diffident to enter into such a totally free
market phase.

As experienced earlier, when some
products were detariffed, the market did
face a chaotic situation. Hence the
current thinking of entering the Free
Market era in a phased manner is,
perhaps, the most appropriate step. Till
such time i.e. up to 31-3-08 at least, the
current product i.e. perils covered,
exclusions, add-ons, terms &
conditions etc. will continue to remain
the same as per the existing tariff and
will remain regulated. However, the
underwriters can do the pricing i.e.
premium rate structure as per their
individual perception of the risk,
exposure/experience etc. albeit after
getting the nod for their premium rate
structure from the regulator. This very
important leeway now given to
insurance companies at least will
eliminate one excuse rampantly given
by the companies for their higher
claims ratios resulting into underwriting
losses.

Some sections of the insuring
community of motor are very much
worried that, in future, they will be made
to shell out more cash every year in
buying Motor insurance to fully cover
themselves. Insurance premium is a
regular recurring expense account for
motor vehicle owners.



That the current premium structure is
lopsided is not disputed. Because of
unscientific rating for some very high risk
models of various makes, many
manufacturers, their dealers, owners of
such vehicles etc. have enjoyed the
benefits at the cost and chagrin of the
underwriters for all these years. In case
the companies really adopt a real risk
assessment pattern of each make and
model which they must; and fix the
premium accordingly, the customers i.e.
owners of such makes and models of
vehicles will certainly be required to pay
more than the other owners of the other
models of vehicles. Following example
will illustrate the point:

The premium rate structure should take
into account the manufacturers' spare part
cost of their models; the labour charges
that their dealers will be charging for the
accident repairing jobs; their paint
technology and its cost involved as well
as the design of their models in
positioning of certain vehicle components
which may become more accidentally
damage prone. In case of accident, these
factors will determine the claims cost vis-
a-vis the claims outgo.

Naturally the models of vehicles found
cost-prohibitive to the underwriter will
attract higher premium for such vehicles
to make them cost-effective. The owners
of such vehicles, therefore, will be
required to incur higher recurring
expenses for buying the insurance cover
for their vehicles.

In such a scenario, in future, the cost
conscious automobile customers may
decide not to opt for buying such vehicles
but may choose vehicles which might be
available for much lower insurance
premium because it is quite certain that
for cost-effective vehicle models, the
premium rates may even be lower than
the current ones. Such a difference in
the recurring expenses will be one of the
various essential points that the
customers will have at the back of their
mind. Manufacturers of such vehicles,
who hitherto enjoyed the benefits of the
current Tariff rate pattern, may have to
rethink about their marketing strategies
in the pricing of spare parts [especially
the accident prone parts], labour charges
etc. This is expected to be the real effect of
underwriting in free-market era.

On the other hand, since each company
will have a different premium rate
structure, the vehicle owners will have a
wide range of choice to choose their
underwriter.

Initially to start with, there may be turmoil
in the market. But this will only be a
teething trouble phase. Ultimately the
market will stabilize. However, this article
will be incomplete without mentioning
the second important aspect of the
underwriting which is claims
management. That there is a leakage
and inflated claims both in own damage
and liability sections is not disputed.
With proper, scientific, methodical risk
management approach, leakage and
excess outgo can be effectively curbed and
eliminated making the claims outgo realistic
and much lower than the current one.

This will be the need of the hour. Such a
situation will certainly give edge to the

The companies, which will have a
professional claims management,
will emerge winners in the
underwriting of the motor

insurance at reasonably low
premium price which in turn
will give them a larger
customer base.

underwriter to fix quite competitive
premium rates and be aggressive in
marketing; and still will manage to make
the portfolio profitable. For this they will
have to adopt professional, controlled
claims management process to stay
ahead of their competitors. Detariffed
era will witness quite a fierce
competition in the market. The
companies, which will have a
professional claims management, will
emerge winners in the underwriting of
the motor insurance at reasonably low
premium price which in turn will give
them a larger customer base. It will be a
win-win situation both for the insuring
public as well as to the underwriters and
the health of the motor insurance
underwriting will improve making the
product quite viable both in the Liability
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as well as in the Own Damage
segments.

It is a known fact that the Motor market
is also quite a volatile market. There are
many types of risks underwriters, as per
their perception, may not like to
underwrite and hence they may decline
the same or may underwrite with a very
high premium. This is expected to cause
hardships to the insuring public in
certain cases. Government has evolved
a solution for such situations so that no
individual finds himself or herself in a
precarious condition of no underwriter
being ready to cover the proposed risk.
For such cases, a pool is being formed
in the name of India Motor Insurance
Pool. This pool where all the insurance
companies in the Indian domestic
market are the members, will
underwrite such declined risks in motor
on behalf of the pool. This will mean
that no one will be left high and dry
without Motor Insurance. While all the
companies in both public sector and
private sector will underwrite on behalf
of the pool, such declined risks and
manage the same; GIC has been given
the responsibility of the coordinator as
a Pool Manager. This move of IRDA to
form a pool for such risks is appreciated
by the market. Even though these will
be declined risks, they will be managed
with a professional approach to
endeavor to make the portfolio viable.
GIC, as a Pool Manager, will have to see
that this project becomes a success. |
am quite confident that GIC with the
experience of all the pool members and
their cooperation will achieve this
success.

The success in the management of
underwriting of such risks will pave the
way for a much healthier Motor
Insurance Market in India and as such
this arrangement of Pool management
will be observed by the Industry
watchers with keen interest and
enthusiasm.

As they say "LET US WAIT AND WATCH".
*

The author is motor risk management and
automobile accident technology
consultant. He can be reached at

bgpatkil824@rediffmail.com
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Tele-Underwriting In Life Insurance

- s it time yet?

'Knowledgeable underwriting is the key to a gainful future for

an insurance company' avers T.S. Ramakrishna Rao.

fife is less ephemeral today than
what it was a few decades ago.
Life spans and life expectancies across
the globe are increasing. Age is arterial,
not chronologic. During the terminal
stages of life, there is no wealth greater
than health. Though old age is said to
be the golden age; it is however, loaded
with diseases. The terminal diseases
are aptly called ABCD. The four letters
stand for Arthritis, Blood Pressure,
Cancer & Diabetes.

The insurance industry in India has
been under-serving health. The country
has high health spending. The health
care system is primarily private and
therefore the cost to individuals
becomes a major economic burden.
The primary use of micro loans to the
poor in India, it is gathered, is to pay
medical bills.

UNDERWRITING:

Underwriting is the lifeblood of
insurance business .The global
insurance underwriting industry is
estimated to be about $1,600 billion. It
continues to grow unabated. The IT
spending of the insurance industry is
in the region of 2.5 per cent now and is
projected to grow to about 3.5 per cent
shortly thereby indicating a positive
trend. Many big insurance companies
continue to rely on legacy systems.
Gradually even these laggards are in
the process of modernizing their
infrastructure and IT enabling a good
part of their services.

Knowledgeable underwriting is the key
to a gainful future for an insurance
company. Underwriting profits are
directly proportional to the skill level of

the underwriters. The old systems of
underwriting were quite slow and
expensive. The exercise used to take
an hour or more involving culling out
medical information from the prospect
and completing the application. The
number of questions was in the region
of hundred or more.

A risk which cannot be quantified cannot
be underwritten; is the golden rule of
insurance. Underwriting is the process
of selecting and classifying exposures.
Unless the underwriter selects from

The reduction of human
intervention in the underwriting

process will reduce subjectivity

and also enhance the risk
management practices of the
insurance company.

among its applicants, the result to be
expected will be unfavorable to the
insurance company.

In the more advanced markets, under
traditional underwriting, life insurance
agents are responsible for gathering
medical information from the prospects.
ECGs, X-rays, inspections and
physician reports are the underwriting
tools that are used. Medical records are
tediously slow and detested. The
acronym MRODS (Medical Records
Over Dependency Syndrome) became
popular due to the overdependence of
traditional underwriters on it. Traditional
underwriting makes sales difficult and
the issue of policy expensive. It is

cost-effective only for big size policies.
The requirement for Attending Physician
Statements (APS), paramedical exams,
or fluids further slows down the
evaluation process.

Underwriters are often criticized as the
sales prevention department by angry
advisors. The total time taken is
sometimes of the order of 6 weeks.
There is a growing need to upgrade
underwriting skills in tune with the
improvement in mortality.

TIME TO SHIFT GEAR

The three primary focus areas for any
insurance company are cost of sales,
underwriting and servicing the
customers. Faster, cheaper and better
delivery is the mantra. The process of
underwriting can be streamlined by
mechanizing most of the decisions.
The reduction of human intervention in
the underwriting process will reduce
subjectivity and also enhance the risk
management practices of the insurance
company. This also aids to even out the
processing load which shows high
variations in the life insurance business.

A few other tools that can speed up the
underwriting process and issue of
insurance policies include electronic
applications / signatures and also the
use of the Medical Information Bureau
(MIB), which makes its information
available on the World Wide Web.
Another fast-emerging, powerful tool for
speedy underwriting is the Motor vehicle
record (MVR). Besides technology
advancements, a new way in which this
endeavor can be achieved is through
the magic wand of teleunderwriting.



Many insurance companies are gearing
up to adopt teleunderwriting. The move
would help them lower acquisition cost,
speed up application process, maintain
the mortality goals and of course help
customer friendliness. It reduces paper
work thereby helping the field staff to sell
more without digressions. It totally
transforms the underwriting functions.

TELEUNDERWRITING

"Teleunderwriting” had its origin in the
early nineties. The modus operandi is;
the call center professionals conduct
telephonic interviews with insurance
applicants with the exclusive aim of
ordering medical records. Thereby this
leads to both cost and time saving for
the insurance companies. A great idea,
it has the potential for substantial
savings. It helps the insurance
companies to obtain applications and
medical history through interviews on
telephone. Facilitating speed in
turnaround time and the least possible
personal contact with the applicant, it
cuts through the need for APS, General
Practitioner reports, medical
examination / reports, blood tests, etc.
Teleunderwriting insists on chest x-rays,
ECG, and Medical examination only if
required.

Many insurance companies are already
applying this process with positive
results. It is a step in the right direction
and is a big benefit to the advisor. It
reduces for the agent the burden of
taking a personal history or asking an
applicant medical questions. Thus it
would allow them more time to
concentrate on selling. It is a win-win
situation. The client is benefited. Even
the insurance company reaps benefits
as it is able to obtain quality underwriting
information. The reasons are not far to
seek - the personnel asking the
questions are experienced underwriters.

Reflexive (drill-down) medical questions
are used to get an accurate picture of
applicants. This neutral third-party
interview is much superior to an agent
or an underwriter interview in terms of
the quality of information obtained.
Teleunderwriting leads to a significant

drop in the cycle time i.e. the intervening
period between the submission of an
application and the time the policy is
issued. The figures touted are 30% to 50%.
Some say it could be as much as 300%.

The decentralization of the underwriting
process reduces processing time to ten
to eleven days. The actual interview may
last from less than ten minutes to as
long as fifteen to twenty minutes,
depending on how many questions are
asked and, of course, the length of the
answers. If the interview is confined to
the risk-related questions on the
application, it takes lesser time than the
one which has to use the drilldown
questions for certain answers.

THE ADD ON- DRILLDOWN

A teleunderwriting interview becomes
more comprehensive if some questions
are answered in a certain manner. The

The mandate is to elicit risk-
salient information with the least

possible questions. The better the

questions, the superior is the
protective information.

idea is called "drilldown questions".
These questions are used when the
insurance prospect acknowledges the
presence of an impairment or situation
which is of significance to underwriting.
The tele-underwriter is prompted by a
pop up to ask additional "drill-down"
questions on a particular condition. For
example, if one is a diabetic, a screen
will pop up to ask further questions
about diabetes. This process helps the
specialist underwriters to assess more
complex cases.

To exemplify let us say that an applicant
states that she/he is a diabetic. Once
the teleinterviewer comes to know this
he uses a drop-down list of questions
designed to amplify aspects of diabetes
and have a bearing on underwriting:
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» When was it diagnosed?

» What type of treatment is taken?

» Is there any problem with the
prospect's vision or kidneys?

» Have there been any complications?

» What is his/her recent blood sugar
reading?

» Is urine checked for sugar regularly?
Is the test usually negative or
positive?

» What does his/her physician say
about the control of blood sugar?

and so on.

These questions are the basis for risk
assessments. They are triggered to
clarify the situation. They help elicit
protective information that may allow the
underwriter to make a decision without
ordering for more requirements. The
specialist underwriter helps designing
the drilldown questions. The mandate
is to elicit risk-salient information with
the least possible questions. The
better the questions, the superior is the
protective information.

ADVANTAGES OF
TELEUNDERWRITING

Teleunderwriting has turned out to be a
win-win win situation for all the
participants in the business process:
Applicant, agent, and the insurance
company. The benefits, by participants,
are:

Applicant

» The applicant need not reveal
sensitive medical information to the
advisor. A trained professional asks
the prospect questions over the
phone.

» The cover can be obtained in half
the time or less than that with a
conventional or traditional
underwriting process.

» Itis a "once-and-done" method and
therefore very easy for the applicant.
All information is obtained from the
applicant in a solitary phone call. It
is no longer a long drawn process
with multiple contacts.
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Agent/Advisor

» The percentage of cases placed
when teleunderwriting is used is
higher than the percentage of cases
placed when the traditional process
is used.

» The above increase in volumes
translates to higher overall
commissions for advisors which is
definitely a major motivating point for
the field staff.

» The commissions are received
faster, due to the shorter process
time.

» The agents also save valuable sales
time, because the point of sale
paperwork is minimal- a small
worksheet, rather than the traditional
unending list of medical questions.

Insurance Company

* The enhanced medical information
acquired from the tele-interview
results in reduced need for
physicians' records. To put it
succinctly excellent information is
procured at a significantly lower
overall cost.

e Higher volumes definitely lead to
more revenue.

e The improved information and
reduced non-disclosure translates
to better claims experience.

e Most assurers experience huge
delays due to incomplete
applications. With properly designed
teleunderwriting this problem
should stop.

e The insurer enjoys faster, easier
processing with fewer errors.

Brokers and Advisors have widely
accepted teleunderwriting. What about
the reinsurers? How do they take it? Do
they contest its efficacy? Like direct
writers even reinsurers are very
particular about getting the best risk
information. The telephone interview
has relatively more value than the MD
report. Though teleunderwriting has
certain drawbacks like higher startup
costs and the cost of retraining the staff,
its advantages are far too many.
Therefore, many reinsurers are today
advocates of teleunderwriting.

TO OUTSOURCE OR NOT

The million dollar question is what
should be our approach to
teleunderwriting. Should it be
outsourced or should it be done by the
insurance company's employees?
Could it be better handled by pleasant
female voices or trained underwriters?
Whatever be the method adopted, the
need for developing the best template
for a tele-interview cannot be ruled out.

One stark reality about life and health
underwriting is the shortage of well-
trained and experienced underwriters.
Both in-house and outsourcing
approaches have pros and cons. The
in-house approach offers a certain
satisfaction at the insurance company
level but it has some major drawbacks
like higher start up costs, training of
personnel and of course, to cap it all,

Though teleunderwriting has
certain drawbacks like higher
startup costs and the cost of

retraining the staff, its advantages

are far too many.

high risk. Outsourcing avoids all these,
and if proper arrangements are arrived
at with the external suppliers the issues
of control and performance can definitely
be sorted out. In both the routes the
quality of planning and implementation
is vital.

Since distance is no longer a barrier to
engage the best talent a few insurance
companies have taken to the concept
of outsourced underwriting. They have
gone to the extent of engaging offshore
firms for assessing risk. The method
leverages internet technologies to
engage the talent of experienced
underwriters anywhere in the world in
conducting telephone interviews with
applicants.

There can be significant benefits from
global outsourcing of simple initial

underwriting, new business
administration and risk assessment to
cite a few. A new term has been added
to the lexicon to identify the idea of
offshore tele-underwriting. It is called
Delhi-underwriting.

THE ROAD AHEAD

The mindset required for the current
century (21st) is very different to what
was followed in the twentieth century. It
is indeed strange that in this age of
nanotechnology, broadband, wireless,
real time gross settlements, Straight
Through Processing (STP) solutions
and any time any where banking etc.;
insurance underwriting continues at a
snail's pace with its total dependence
on APS, PHI etc.

Is it not time to shed the antiquated age
old methods, draw a cue from the other
financial services sectors and make the
policy processing and selling process
faster, speedier and quick? An
unavoidable need is there to discover
processes that curb delay, speed up the
underwriting delivery process and
cause utmost customer satisfaction.

With the convergence in the financial
service sector; and the marriage
between banking, insurance and
investments; insurance agents and
brokers are rapidly evolving from
product- specific salespeople to
personal financial advisors.
Teleunderwriting makes this possible
by freeing the advisors from tedious
paperwork.

The writing on the wall is clear -
traditional underwriting,
teleunderwriting and............ real time
underwriting. With bated breath we look
forward to the writing of a new chapter
in the history of the insurance industry.

*

The author is Associate Dean, ICFAI
University; and Consulting Editor,
Insurance Chronicle.
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- In a Detariffed Scenario

‘The underwriter should be able to visualize the risk even if he did not visit it, from the reports

given and from the detailed proposal form furnished' states G V RAO.

L/C he article seeks to highlight a few

aspects on underwriting risk
acceptances that are important in a
detariffed scenario. If ill-trained or
inadequately trained underwriters were
put on the job, both the consumers and
insurers would suffer from serious but
avoidable problems. Any amount of
homework may be found not enough for
the problems that consumers and

brokers may pose.

This article would also analyze how even
in the sale of non-tariff covers like the
Mediclaim insurance, insurers have
probably misread the data available with
them; and are going after consumers
that may not be responsible for their
major losses. It is hoped that detariffing
would confer benefits on consumers as
well and it would not merely result, as a

weapon to fight competition.
Tariffs & Underwriting:

Till now underwriting, as it is commonly
understood in free markets, of
acceptance of risks and pricing them
adequately, has been the basic statutory

function of the Tariff Advisory Committee

in the segments of fire, engineering,
motor and workmen's compensation
portfolios that control over 70 percent of
the market premium. The tariffs are
prescriptive both in cover wordings and
the minimum prices to be charged by
insurers. It is a sort of cartel of insurers;
and punishments are meted out to

those insurers that breach them. It has

The tariffs are prescriptive both in
cover wordings and the minimum
prices to be charged by insurers. It

is a sort of cartel of insurers; and
punishments are meted out to
those insurers that breach them.

imposed strict disciplinary standards on
the insurers rather than on the
consumers, who had no choice but to
submit to the requirements demanded
by insurers. The saving grace in the
entire process, for the consumers has
been that the minimum tariff rates also
became, in reality, the maximum rates

that got charged. Indian market has seen

tariff structured rates for the last five

decades or more.

With liberalization of the market and the
entry of foreign players through joint
ventures, the logical extension of freeing
the last of the controls on doing
business is now sought to be removed.
Market forces of supply and demand of
products and services would fix the
pricing and cover mechanisms. The
IRDA has announced a road map to take
effect from 1st January 2007 and the

details are getting fine-tuned.
Role of an Underwriter:

What is the role of an Underwriter in a
free market? How would he be guided
to set rates and cover provisions and its
limitations? What knowledge, skills and
expertise should he possess to
discharge his functions and
responsibilities, in a fair manner, both
to his employer and to the consumers?
What are the insurers currently doing to
get ready and be battle trim to face
competition, not only based on elements
of customer service, post-sales; but

also before even a product gets sold on
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pricing and cover issues? How would
consumer buying behavior profiles
change? What roles should the

distribution channels play?

These questions need answers and a
broad consensus has to be developed
on how all the stakeholders to this single
objective should play their respective
roles. Should it eventually turn out that
each stakeholder would only play for his
selfish financial ends, market chaos
might ensue that would not be beneficial

to anyone.

What a good underwriter
needs:

* An Underwriter needs to know the
risk features and factors of every risk
offered for acceptance. His risk
analysis must determine the serious
physical hazards inherent in the
particular risk and the steps taken
by an insured to minimize them. He
should be able to visualize the risk
even if he did not visit it, from the
reports given and from the detailed
proposal form furnished. The above
pre-supposes that the insurer
provides him with the expertise
needed in respect of each industry

that he is asked to underwrite.

e An Underwriter should be aware of
the minimum risk management
steps to impose by insurers in
respect of each risk. He should
evaluate the risk management steps
a proposer on his own has

implemented: such as safety audit

measures; staff drills to fight fires
and breakdowns; investigations and
remedial steps taken to prevent
recurrence of fires and breakdowns

etc.

The moral hazard of the proposer in
respect of house-keeping, staff
relations, compliance with legal
enactments, the effectiveness of
corporate governance and past
claims experience; and steps taken

to avoid recurrence of accidents.

The environmental issues of a

proposer such as his competition,

The frequency of claims reporting
thus is 3.8 percent that is even
lower than the company's overall

frequency reporting of 6 percent.
Yet the claims experience of the
insurer is over 120 percent.

peculiarities of his particular trade or
business and its vagaries must also

be evaluated.

The Underwriter should be exposed
to the claim occurrences of the risks

that he usually accepts.

A report of an insurer quoted that:
whereas they issued one crore
polices in the year 2005/06, the
claims reported in the year were
about six lakhs. This shows that the
claims frequency in India is a very

low 6 percent, unlike in international

markets. If losses are incurred, it is
entirely due to the severity of losses
that need more investigation to

reduce their impact.

e If there are consumers to the tune
of 94 lakhs that do not put in claims,
they should not be equated with
others, by charging them more; as
a part of solving the issue of poor
risk exposures in case of 6 lakh

customers.

e IT familiarity to extract data and
information, and analytical skills to
reduce problems to their bare
bones is another skill that is

needed.
Medi-claim underwriting:

Medi-claim insurance cover is one of
the fastest growing portfolios, at an
annual growth rate of 38 percent. The
business is entirely consumer driven.
It deserves a special mention in this
article, as it is the third largest portfolio
of insurers after motor and fire. It began

to be transacted only in 1987.

* One insurer has reported, in the
annual financial statements for
2005/06, that they had covered 32
lakh persons under this class of
business in the year under review.
The claims reported in the year are
1.2 lakhs. The frequency of claims
reporting thus is 3.8 percent that is
even lower than the company's
overall frequency reporting of 6
percent. Yet the claims experience

of the insurer is over 120 percent.



¢ Should medi-claim premiums be
raised for over 30 lakh insured that
did not report any claims for the sake
of 1.2 lakh claimants? There is a need
to analyze and categorize the
claimants: are they from metros? Or
are they from corporate and group

insured?

* Remedial action has to be taken after
analyzing the pattern of claims lodged

by this select group of 1.2 lakhs.

This example is quoted to show that one
of the basic functionalities of an
underwriter should be that he should not
merely be led by the overall claims
experience of the insurer that may be bad;
but who and what is causing them and
whether the issue can be tackled by
categorizing the claimants and dealing
with that particular category, rather than
penalize the entire medi-claim insured
community. There is thus a need for an
underwriter to make a choice of what
solution would offer to keep good
customers with the insurer and how to
weed out those that have caused regular
or high losses, as can be seen from their

track record of claims.

Here, developing customer profiles
would go a long way in terms of retention
of those customers that are asked to
leave the fold of insurers either because
there is no information on customer
loyalty in terms of length of relationship

or profitability that one has given due to

no claims having been lodged.
The Ilumping of loyal and good
customers with those that are claimants
of high severity resulting in rate raising
for all would be a self-defeating
proposition, in the absence of
segregating customer data and profiles.
Final word:

The role of an underwriter is at the heart
of business acceptance. Public sector
with their highly decentralized set up has
given liberal underwriting authority to

lower formations. Technical mastery is

The lumping of loyal and good
customers with those that are
claimants of high severity resulting
in rate raising for all would be a

self-defeating proposition, in the
absence of segregating customer
data and profiles.

centralized at the Head Offices. How can
they match these two aspects in a
competitive environment? With lack of
customer profiles and with audit and
other restrictions, what assurances

could one give the underwriters?

Like all issues, the detariff situation
eventually would find its own levels
sooner or later. But in the interim,
insurers would have to deal with
unexpected situations that, with the best

of preparations, is difficult to visualize. If
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this leads to occasional loss of
business, one can hit the panic button.
Since non-life products are due for
renewal every year, there is a chance to
regain lost business. But basic
fundamentals of underwriting should be

ingrained to sustain insurers over the

long haul.

1 Claims frequency here is defined to
mean Number of claims per policy
exposed during the period under

consideration.

2 Average claims severity means
Amount of claims incurred divided by
number of claims during the period in

consideration.

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

- Impact on the Cross-Subsidization Phenomenon

'Underwriting requires a kind of discipline which can exist only if all the insurers work collectively

towards a common interest - that of a healthy bottom-line' writes Meena Nair.

g%troduction

There is an often-heard debate in the
insurance industry. Is underwriting a
science or an art? While there is no
conclusive answer to this, the fact that it
is heavily reliant upon statistics and data,
tilts the scales towards it being a
science. While the collecting of data and
analyzing it is a science, the art of
applying this analyzed information into
insurance underwriting is an art. In this
article, we go on to discuss whether it is
getting its due care i.e. is underwriting
being done after studying the risk, and
more specifically what impact de-tariffing
would have on the phenomenon of cross
subsidization

What is underwriting?

Underwriting is the expertise required by
the insurer in acceptance of a risk,
weighing all the pros and cons in
analyzing the risk. The terms, conditions,
deductible etc. would need to be well
analyzed for arriving at the premium rate
chargeable and the risk accepted by the
insurer.

What is the present state of
underwriting?

Underwriting generally works in cycles
of hard (where demand exceeds supply)
and soft (vice versa) markets. For
instance, following the 9/11 tragedy, the
terrorism market had hardened and the
number of insurers willing to accept the
risk of terrorism was on a decline. The
terrorism market is now soft.

Underwriting requires a kind of
discipline which can exist only if all the
insurers work collectively towards a

common interest - that of a healthy
bottom-line. In a newly 'opened-up’
market like India, discipline would
naturally take second position to top-line
(premium) growth till the players
establish themselves and reach a stage
of maturity. As a result, the market has
seen various hues of underwriting
discipline at various stages - starting

Underwriting is the expertise
required by the insurer in
acceptance of a risk, weighing all
the pros and cons in analyzing the
risk. The terms, conditions,

deductible etc. would need to be

well analyzed for arriving at the

premium rate chargeable and the
risk accepted by the insurer.

from an 'at-any-cost' scramble for large,
attractive corporate risks; to a cooling
off and re-alignment towards more
profitable lines and retail markets by
some insurers.

One of the more interesting phenomena
of underwriting in a liberalized yet tariffed
market has been the concept of cross
subsidization.

What is Cross-Subsidization?

Every risk has a 'pure-risk' rate of
premium that an underwriter basically
recommends as a sound and viable
rate. Commercial considerations may
then prevail (for instance, the marketing
team's eagerness to retain an important
client); and the final rate charged may

be far lower than the "pure-risk” rate. In
a tariffed market, this reduction could
only have been extended to Non-Tariff
products like Health, Accident, Marine,
Miscellaneous etc.

Cross subsidization is basically the
acceptance of a Non-Tariff risk at less
than the "Risk-Rate" recommended
(read: accepting a loss portfolio)
because it is being offset by a
significant volume of Tariff Premium
from the same customer. In effect, the
"profitable" tariff lines are subsidizing
the "unprofitable" non-tariff lines -
leading to a cross-subsidy across
product lines.

During recent years, we have all heard
cases of Marine being quoted at
nominal rates (almost as a free add-
on cover) and Group Health policies
getting renewed at as low as 50-60%
of average claims paid over the last 2-3
years. These are clearly examples of
commercial considerations over-ruling
underwriting principles.

On a macro level, if you ignored the fact
that a particular line was doomed for
consistent underwriting losses, cross
subsidization was a Win-Win proposal
for both the insurer and the customer.
Thanks to a high-priced and rigid Tariff
rate, the insurer was making an
‘obscene’ profit from around 60-80% of
the customer's premium portfolio.
Companies  with  sound risk
management practices and favourable
loss records felt, perhaps justifiably, that
they deserved commensurate benefit
somewhere else. Insurers, on their
part, were naturally eager to oblige in



the non-tariff area, so long as the overall
customer portfolio was profit-making (in
effect, the insurer was collecting a
‘higher than pure risk' rate on the Tariff
component and a corresponding 'lower
than pure risk' rate on the Non-tariff
component.

Impact of De-tariffing on Cross
Subsidisation

Most insurers have different goals. While
one may want top line growth, the other
may yearn for underwriting profits. Yet
another may be aggressive only in
particular lines of business; and another
may try his best to balance both, the top
line and bottom line. Until now, with 70%
of the market falling under the tariff, there
was no sufficient reason to suspect that
there would be an imbalance in the
acceptance of risks in the industry. There
is a possibility that in the market post
Jan 1st, 2007; this balance could be in
jeopardy, at least initially. It would be only
a price game with almost all the insurers
keen on volumes. Consequently, there
could be a sharp drop of about 20-25%
in the prices of hitherto "tariffed” lines.
In the areas of Fire, followed by
Engineering, being considered as the
more 'profitable’ businesses; all insurers
would vie to have the icing on the cake
at any cost. With the IRDA opening the
door only for freedom in pricing (freedom
to negotiate clauses, terms and
conditions etc will be allowed only in
2008), a price war is a near-certainty.

What then will happen to the above-
mentioned Non-Tariff products? Will they
continue to enjoy any subsidies at all?

The commonly-held belief is that Cross
Subsidies will slowly but surely come
down. With the progressive drop in prices
of Fire and Engineering covers as
outlined above, insurers will have to start
pricing their Health & Marine portfolios
more realistically and follow the
underwriters' guidelines.

In effect, companies which enjoyed
ridiculously low Marine rates and Group
Health renewal prices; will be well-
advised to prepare for a hike in their

outflow. At the same time, customers
with large Tariff premiums (eg: large well-
managed manufacturing & construction
companies) are expected to have a net
benefit (with a drop in tariff and hike in
non-tariff premium). Others like IT &
services Companies (where health &
marine premium dominate) are
expected to suffer a net increase in
premium pay-outs.

An intermediary's role in a
detariffed regime

A de-tariffed market would certainly
enhance the role of the broker. Both, the
insurer as well as the customer would
need the services of a professional
broker.

The brokers would not merely participate
in the price war but would need to give
quality submissions to the insurers
conveying all the material and non

Corporates with sound risk-
management practices stand to
benefit in the long run; and all

medium and large companies

would be well-advised to focus on
this aspect of their operations
instead of merely negotiating a
short-term price advantage.

material aspects of the risk to be
covered. He would be the catalyst
between the customer and the insurer
and assist in guiding the competition
along healthy lines and ensure the
sustenance of the parties involved. He
will play the role of a consultant in the
true sense; and risk management in the
true sense would require to be advised.

To get the best rate from the insurer he
would need to

o Have knowledge of individual risk
peculiarities and the industry as a
whole.

0 Be able to assess as to what could
be the maximum potential losses
that the risk & a peril could produce.
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o Estimate the customer's
capabilities for prevention and
minimization of losses.

0 Suggest the indicative rates, terms,
and conditions and deductibles.

0 Assess the moral hazard relating
to the customer.

The quality of the homework done by the
Broker; and the data on losses and
quality of risk collected and submitted
by him will go a long way in pricing the
risk scientifically. Where non-tariff
premium is shooting up, the Broker can
advise on loss control mechanisms to
avoid a steep increase (eg: analysis of
Health claims and designing a more
cost-effective coverage for employees
and dependants).

Conclusion

All indications point to a price war for
Tariff lines to begin with, with a gradual
cooling off over a year or two. As the
market stabilizes, and insurers move
from "top-line" to "bottom-line" focus,
underwriting practices are expected to
improve.

The effect of all this on Cross Subsidies
remains to be seen - large, well-
managed companies will continue to
ask for a portfolio-based, and not a line-
wise, pricing model. And insurers will
continue to oblige. Corporates with
sound risk-management practices
stand to benefit in the long run; and all
medium and large companies would be
well-advised to focus on this aspect of
their operations instead of merely
negotiating a short-term price
advantage.

As India Inc. moves towards improved
corporate governance in other areas, it
is hoped that de-tariffing and the
consequent improvement in
underwriting practices, will provide the
much-needed impetus for corporates to
adopt better risk management practices.

*

The author is Vice President, India Insure
Risk Management Services P Ltd.
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Undoing Adverse Selection

- Life Insurance Underwriting

'Continuous analysis of the data relating to life insurance and pension business is one of the key drivers

of sustained growth of the industry' says D.V.S. Ramesh.

ﬁf all those operational functions of
an insurer, it may be accepted that
underwriting is truly a technical subject.
The underwriting policy of an insurance
company is rarely designed by itself
without the involvement of its nearest
stakeholder - the active role of an outside
entity that claims its stake in its strategy
namely the reinsurer, who has an equal
stake in the designing of a prudent
underwriting policy.

Underwriting in its simple meaning is
acceptance of insurance business.
Unlike in other areas of business; in
insurance, not everybody who is to willing
to pay a price will be sold a life insurance
product, unless he qualifies to be a
suitable individual to buy insurance
commensurate with his individual
needs. Hence, the need to assess an
individual's requirement, his paying
capacity, his categorization to determine
the quantum of price etc. forms the entire
picture. A comparison of buyer and seller
in normal businesses assessing each
other's products and prices with that of
insurance product may reveal an
interesting way of dealing. In case of
tangible products, say a television, the
buyer assesses the types of products
he chooses to purchase and once the
decision of opting for a particular product
is reached the role of seller is limited to
complete the sale and it is the buyer who
assesses the quality of the product he
is taking during the process of sale. But
in an intangible service product like life
insurance, the buyer's role will be limited
to analyzing the product he chooses to

take during the pre- sale process and
once a decision is taken to opt for a
particular product, he cannot claim to be
the owner of that product as the seller
will step in to prudently exercise his
choice of selecting the buyer.

Is underwriting essential?

Before entering into the intricacies of
underwriting, it may be worthwhile to

If all the individuals that are
joining the group to take life
policies happen to be below par
(sub-standard in underwriting
parlance) lives, it affects the

interests of the genuine joiners
of the group due to draining
away of the funds by way of
death claims.

place the rationale behind the
underwriting operations of a life insurer.
Business of life insurance is embedded
with an element of social responsibility
with its origin in a co-operative
endeavour of ‘one for all and all for one'.
It is expected that the group of
policyholders who have taken insurance
policies on their respective lives are
supposed to have come forward to
share the burden of compensating the
monetary loss of deceased individuals'
dependants to mitigate their monetary
strains. Hence, every individual who is
taking a policy of life insurance has a
stake on the lives of others who are
joining to take such life policies.

If all the individuals that are joining the
group to take life policies happen to be
below par (sub-standard in
underwriting parlance) lives, it affects
the interests of the genuine joiners of
the group due to draining away of the
funds by way of death claims. This is
referred to as 'adverse selection' in
insurance parlance. Here comes the
role of the insurer who manages the
life funds as part of his responsibility of
protecting the interests of genuine
policyholders. Besides, the life insurer
holds the social responsibility of
extending the life insurance coverage
at a fairly reasonable price to all
sections of the society. This can be
ensured if only healthy lives select the
insurer and constitute his portfolio.
Hence, the need for selection of lives
by assessing and classifying the
prospects through a process called
underwriting for a viable life insurance
business.

The manner in which a life insurer
designs the underwriting policy
depends on various factors like the
experience of the life insurer, the ability
to retain the risk and the type of products
offered etc. The underwriting of an
individual life is done in two stages. The
life insurance advisor/agent screens
the particulars of the life to be assured
before canvassing the policy. In view of
the nature of the business, the life
insurer depends on the agent/advisor
to ensure that the particulars revealed
by the life to be assured are true and
fair. Hence, an insurance intermediary
is hailed as a first line underwriter.



Once the application is submitted, the
underwriter of the life insurer assesses
and classifies the risk to be assumed.
For this function, an underwriter relies
on various documents submitted by the
prospect like proposal form, proofs of
income, identity etc. Based on the
disclosures in the proposal form, an
underwriter may exercise his discretion
of calling for a medical report or any
further diagnostic reports. Owing to the
fact that these are the documents that
determine whether or not the prospect
is entitled for a life policy and if so at
what premium; it is necessary for the
insurer to collect as much information
as possible; and the proposal form is
designed accordingly. Based on the
disclosures made by the prospect, the
underwriter determines if it is required
to call for any further information. Hence,
the proposal form should contain such
questions and in such a manner as to
draw the attention of the prospect to the
importance of revealing all the
information.

During the pre-nationalisation phase,
some insurance companies used to
classify all the Indian prospects as
substandard lives. Some Indian
insurance companies, however, started
rating the eligible Indians as standard
lives, not just based on the nationality of
the applicants. It is apt to mention here
that as per Section 2606 of insurance
law of New York, there shall be no
discrimination because of race, colour,
creed or nationality. Also as per Section
2607 of the same Act, there shall be no
discrimination because of sex or marital
status. It is praiseworthy to note that no
Indian life insurer did ever discriminate
at the time of underwriting a prospect's
life on factors that do not influence the
risk, though there is no statute that
prohibits the life insurers in doing so.
This indicates the true professionalism
of the life insurers' method of selecting
the lives from the very beginning of their
operations.

Underwriting is done by the life insurer
in two stages - the financial underwriting
and the medical underwriting. Financial
underwriting deals with determining the
eligible total amount of life assurance
coverage while medical underwriting
determines the types of the medical/
diagnostic reports to be called for based
on the type of product applied for and the
disclosures made in the application
form.

Despite having a prudent underwriting
policy, the life insurers still may face
certain areas of concerns while
accepting the lives. Existing life
insurance coverage on the life of a
prospect is one of the core issues that
affect the underwriting decision of a life
insurer. Even in the post-nationalisation

It is praiseworthy to note that no
Indian life insurer did ever
discriminate at the time of

underwriting a prospect's life on

factors that do not influence the

risk, though there is no statute
that prohibits the life
insurers in doing so.

period, this has been a critical issue as
it was very difficult to track if a prospect
takes a multiple number of policies from
various operational offices of the life
insurer. The absence of a developed
technology to track the number of policies
based on the name and date of birth of
the prospect was also an issue.
Absence of an industry level information
sharing system at least at the time of
settling early death claims may vitiate
the objectives of having in place a
prudent underwriting policy. Application
preferred by the sub-standard lives
whose policies were declined by other
life insurers is another area of concern.
To counter these problems the industry
should resort to developing a robust
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system to avoid a possible adverse
selection against life insurers. Internally,
every insurer should have a close
monitoring of the cases of early death
claims, and should check if any issues
in its underwriting policy are to be
plugged. Modifying the policies based
on one's own experiences will go a long
way in shaping a prudent underwriting
policy.

There are certain other issues that are
closely associated with the subject of
underwriting.

Mortality and Morbidity
Investigation Bureau (MMIB):
Continuous analysis of the data relating
to life insurance and pension business
is one of the key drivers of sustained
growth of the industry. The cost of
insurance and the annuity rates will not
remain unchanged. The developments
in the medical field, changing life styles
and advancement of medical technology
are a few factors that are to be studied
to monitor whether or not the mortality
and morbidity tables in use are in tune
with present day requirement. Studies
of this bureau, which was constituted
jointly by Life Insurance Council and
Actuarial Society of India, will help the
insurers tune their underwriting policies
for determining the extra mortality rates
for sub-standard lives and to ensure the
fair price to the standard lives.

Underwriting - A profession (?):
Though, it is widely accepted that
underwriting in insurance industry is one
of the technical areas, the underwriting
profession has neither evolved nor been
nurtured on professional lines. Absence
of an exclusive professional course
catering to the needs of the industry
could be one of the contributing factors.
In some of the advanced markets there
are such certificate courses (CLU -
Certified Life Underwriter & CPCU -
Certified Property and Casualty
Underwriter in USA) in underwriting for
both life; and property and casualty (non
life insurance) segments. Prescribing
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a manual-driven underwriting decision
may impair the objective assessment
of individual cases based on the
disclosures made in the proposal form.
Just as at times it requires lifting the
corporate veil to look in to the
management practices of the
companies; an underwriter could go
beyond the disclosures of the proposal
forms, especially in cases where moral
hazard is involved, for which technical
expertise in the specific area is
paramount. Post liberalisation, the
industry is gradually tapping the
services of the qualified medical
professions for their underwriting
divisions. Doctors being aware of the
consequences of various impairments
disclosed both in the personal and
family history will be in a position to
gauge the risk more meticulously. In
light of the developments taking place
in the industry, developing an exclusive
course may be largely beneficial to the
underwriters for furtherance of their
technical skills.

Need to educate the
intermediaries: Despite the
emergence of the other alternate
channels, a one-to-one interaction with
a prospect will be intact in the near future;
hence the role of an intermediary
remains pivotal in ensuring the prudent
underwriting policy of the life insurers.
With the introduction of mandatory
training requirements, though this need
would have been successfully met, with
the emergence of special classes of
businesses like micro insurance and
health insurance, there may be felt a
need to impart the fundamental
knowledge (surface level) of
underwriting issues of these classes,
say about the covariate risk in case of
micro insurance etc.

Effects of development in
medical technology: Progressive
development in the medical technology
is a boon to the human race. It is not
only reducing the pains of the suffering
individuals but also enabling them to

avoid a possible recurrence through
timely diagnostic services. Some of
these tests, like genetic tests, indicate
the probability of an individual's
exposure to the risk. While the fears of
insurance industry using these
advanced developments in rating the
individual's lives are making the rounds,
there is a possibility of prospects using
these tests leading to adverse selection.
Some markets placed a voluntary
moratorium against seeking information
pertaining to the genetic tests undergone
for clinical reasons, as the prospects
could be under the notion that this
information could eventually affect the
insurance decisions pertaining to their
near relatives. However, this issue has
no immediate significance in our country
due to unavailability of these tests.

Post liberalisation,
the industry is gradually
tapping the services of the
qualified medical professions

for their underwriting divisions.

Changing paradigms in
lifestyles - Affects on
underwriting decisions:
With increased urbanisation, most of the
habitats in urban areas are choked with
contagious problems like air pollution,
increased presence of carbon monoxide
due to increased vehicular traffic etc.
Lack of proper assessment of these
lives could lead to an indirect cross
subsidisation of the premium rates.
Assessing these factors based on
supporting data by institutions like MMIB
may ensure fair pricing in the long run
based on the life styles of individuals. In
the detariffed regime, a motor car would
be having a determinable rate based on
various factors that may affect its safety;

similarly, long term life insurance
coverage does deserve to consider the
related issues of the individuals for
charging a fair price. Occupation is
considered as one of the key elements
affecting the longevity of the lives in life
insurance. Stressful occupations may
be termed as additionally deleterious
to the current generation. While their job
itself is subject to stress, the biological
factors will further contribute to health
hazards. Researches have revealed
that stress will have serious adverse
effects like increased risk to cardio
vascular diseases, gastro-intestinal
problems, depression, sleeplessness
and more a dreaded disease like
cancer. Gauging the levels of stress
by a mere cursory look at the
occupations is next to impossible.
Continuous monitoring of the data
relating to various occupational matters
by the institutions like the one that is
referred above will enable the insurance
companies to devise suitable
underwriting policies. It is reported by
the World Health Organisation that
50% of world heart attacks will be from
India by the year 2012; and the
proneness of young Indians is likely to
be 12 - 15 times higher when compared
to other ethnic groups in the world.
(Source - Times of India 24.09.2006)

Though the concept of underwriting has
undergone a sea change over the last
few decades (like introduction of non
medical underwriting for high sum
assured, calling for mandatory special
diagnostic reports like Elisa tests for
high sum assured cases etc.), it is sure
to withess more developments in the
years ahead especially in the light of
the above referred issues to ensure a
fair price to the genuine policy holders.

*

The author is a Senior Asst. Director (Life),
IRDA. The opinions expressed in the
article are his own.




RESEARCH PAPER =

A Model for Health Insurance for the Poor in India - Part Il
- (Continued from the previous issue)

Debasis Bagchi asserts that a likely viable model for providing the poor an effective health

insurance must include building up awareness; and providing initial and

basic health service and referral activities as service provider.

lﬁzction VI - A Viable Model

The analysis given earlier points to
some basic reasons for failure. First,
the severe hindrances faced by the poor
in the access of quality health care
services coupled with failure of the
government to build up an affordable
health care infrastructure, stand out to
be big impediments in the way of
providing an acceptable level of health
care services to the poor. Second, a
large section of the poor would simply
avoid treatment due to their extreme
poverty, as they are unable to bear the
cost of treatment and although they
appreciate and feel the need for
alternate source of fund for meeting the
medical expenses, yet they are not
inclined to take cover under health
insurance. Even they reject the idea of
involving NGOs or reputed social
service organization to help them in this
regard. Under such conditions, a likely
viable model for providing the poor an
effective health insurance must include
building up awareness and providing
initial and basic health service and
referral activities as service provider.

As the circumstances suggest, the
insurers are required to be intimately
associated with the insured to provide
services at their doorsteps. Otherwise
lack of infrastructure and the basic
health care services would render
these people to reject the insurance
coverage since no benefit will accrue
to them at the time of their need. The
insurer at the start is required to adopt
a specific geographical area,
conveniently a village, for induction of
the scheme and gradually develop it.

Accordingly, the model envisages a two
dimensional approach, viz., the model
should be people centric and

community based. The scheme should
be simple, easily understandable and
least problematic for processing of the
claim. The model should ensure that
once medical treatment becomes
necessary for the insured, the service
provider should arrange for it. In such
cases therefore, service provider should
be a qualified allopathic doctor
employed for the purpose. He is
required to perform a dual role, (1) act
as a representative of the insurer and
(2) advise medical treatment of the
insured including referral advice. For the

Lack of health care services and
infrastructure, high illiteracy,
lack of trust on the health
insurance schemes stand out to

be most important factors that
impede the acceptance of health
insurance by the poor people.

proper administration of the scheme the
model involves the village elective
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council to play a major role.
Diagrammatically, the model can be
represented as below:

Conclusion

The health insurance for the poor could
be an effective alternate mechanism for
providing much needed health security
to the most neglected section of the
society. However, the government's effort
to introduce a universal health insurance
with a very low premium for the poor
meets with a complete market failure. In
order to find out the economic,
environmental and psychological factors
that are responsible for the failure, we
carry out a pilot survey of one hundred
households, predominantly belonging to
the poorest section of the society.
Analysis reveals several interesting
facts. Lack of health care services and
infrastructure, high illiteracy, lack of trust
on the health insurance schemes stand
out to be most important factors that
impede the acceptance of health
insurance by the poor people. The poor
servicing and incomprehensibility of the
health insurance by the poor people are
also partly responsible for the failure.
These factors finally culminated in the
ultimate rejection of the product by the
targeted mass. After assessing the finer
points of failure, a viable model for the
scheme is suggested that is developed
on a two dimensional approach, viz.,
employment of a service provider, who
should be a doctor and also involvement
of the village council to help in the
administration of the services to be
rendered. The coverage should be
specific and payment of claim should
either be cashless or be prompt. This
people centric and community based
approach is expected to yield the desired
results.
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Table - |
AGGLOMERATION SCHEDULE

Cluster Combined | Coefficients Stage Cluster Next ClusterCombined | Coefficients Stage Cluster Next
First Appears Stage First Appears Stage

Stage | Cluster 1| Cluster 2 Cluster 1 | Cluster 2 Stage | Cluster 1 | Cluster 2 Cluster 1 | Cluster 2
1 97 98 .000 0 0 2 49 16 42 .000 0 0 67
2 87 97 .000 0 1 5 50 4 41 .000 0 16 56
3 93 95 .000 0 0 96 51 31 40 .000 43 45 53
4 92 94 .000 0 0 5 52 38 39 .000 0 0 53
5 87 92 .000 2 4 7 53 31 38 .000 51 52 58
6 88 90 .000 0 0 920 54 1 37 .000 47 0 83
7 87 89 .000 5 0 91 55 29 36 .000 0 34 63
8 85 86 .000 0 0 9 56 4 35 .000 50 0 67
9 2 85 .000 0 8 11 57 33 34 .000 0 0 58
10 83 84 .000 0 0 11 58 31 33 .000 53 57 59
11 2 83 .000 9 10 13 59 31 32 .000 58 0 88
12 81 82 .000 0 0 13 60 7 8 3.000 0 0 76
13 2 81 .000 11 12 15 61 3 22 5.000 0 0 62
14 79 80 .000 0 0 15 62 3 21 5.500 61 0 72
15 2 79 .000 13 14 20 63 24 29 7.000 0 55 86
16 41 78 .000 0 0 50 64 13 14 9.000 48 0 68
17 74 77 .000 0 0 20 65 6 9 11.000 0 46 71
18 75 76 .000 0 0 19 66 11 12 13.000 0 0 73
19 1 75 .000 0 18 23 67 4 16 14.000 56 49 69
20 2 74 .000 15 17 29 68 10 13 15.167 0 64 69
21 71 73 .000 0 0 23 69 4 10 16.857 67 68 71
22 69 72 .000 0 0 25 70 19 20 18.000 0 0 79
23 1 71 .000 19 21 26 71 4 6 18.564 69 65 73
24 68 70 .000 0 0 26 72 2 3 19.667 44 62 76
25 31 69 .000 0 22 31 73 4 11 22.063 71 66 75
26 1 68 .000 23 24 47 74 27 28 24.000 0 0 77
27 44 67 .000 0 0 47 75 4 15 25.389 73 0 80
28 64 65 .000 0 0 29 76 2 7 25.711 72 60 87
29 2 64 .000 20 28 42 77 26 27 26.000 0 74 79
30 61 62 .000 0 0 31 78 25 30 27.000 0 0 84
31 31 61 .000 25 30 33 79 19 26 34.333 70 77 81
32 59 60 .000 0 0 33 80 4 63 35.895 75 0 83
33 31 59 .000 31 32 36 81 19 23 36.200 79 0 85
34 36 58 .000 0 0 55 82 5 17 37.000 0 0 84
35 56 57 .000 0 0 36 83 1 4 45.100 54 80 85
36 31 56 .000 33 35 43 84 5 25 46.500 82 78 86
37 49 55 .000 0 0 43 85 1 19 48.756 83 81 87
38 50 54 .000 0 0 42 86 5 24 55.625 84 63 89
39 52 53 .000 0 0 40 87 1 2 57.718 85 76 92
40 13 52 .000 0 39 48 88 31 46 60.000 59 0 93
41 43 51 .000 0 0 48 89 5 99 73.625 86 0 92
42 2 50 .000 29 38 44 90 18 88 75.000 0 6 95
43 31 49 .000 36 37 51 91 87 91 78.000 7 0 93
44 2 48 .000 42 0 72 92 1 5 80.503 87 89 95
45 40 47 .000 0 0 51 93 31 87 87.090 88 91 94
46 9 45 .000 0 0 65 94 31 96 |104.885 93 0 96
47 1 44 .000 26 27 54 95 1 18 |110.020 92 90 97
48 13 43 .000 40 41 64 96 31 93 |112.519 94 3 97
97 1 31 |129.460 95 96 0




Table - 1l :
INITIAL CLUSTER CENTERS
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ANALYSIS OF VARIANCE

Cluster Cluster Error F Sig.
Mean df Mean df
1 2 3 4 5 Square Square
Attribute 1 1.00 5.00 5.00 1.00 1.00 Attribute 1 26.681 4 492 93 54.209 .000
Attribute 2 4.00 4.00 5.00 5.00 5.00 Attribute 2 6.988 4 1.250 93 5.592 .000
Attribute 3 3.00 5.00 3.00 1.00 3.00 Attribute 3 11.217 41 1114 92 10.070 .000
Attribute 4 5.00 5.00 5.00 5.00 5.00 Attribute 4 5.631 4 1.385 93 4.065 .004
Attribute 5 5.00 3.00 5.00 5.00 5.00 Attribute 5 3.957 4 1.142 93 3.466 011
Attribute 6 3.00 5.00 5.00 1.00 1.00 Attribute 6 17.987 4 418 93 43.041 .000
Attribute 7 5.00 1.00 5.00 5.00 5.00 Attribute 7 44.320 4 594 93 74.640 .000
Attribute 8 5.00 1.00 5.00 5.00 5.00 Attribute 8 52.750 4 627 93 84.125 .000
Attribute 9 5.00 2.00 5.00 5.00 5.00 Attribute 9 11.488 4 911 93 12.607 .000
Attribute 10 1.00 1.00 5.00 1.00 1.00 Attribute 10 3.227 4 415 93 7.768 .000
Attribute 11 1.00 5.00 5.00 1.00 1.00 Attribute 11 62.905 4 .504 93 | 124.897 .000
Attribute 12 1.00 1.00 5.00 1.00 1.00 Attribute 12 9.561 4 576 93 16.588 .000
Attribute 13 2.00 4.00 5.00 1.00 5.00 Attribute 13 34.008 4 407 93 83.474 .000
Attribute 14 2.00 5.00 5.00 1.00 5.00 Attribute 14 22.451 4 557 93 40.283 .000
Attribute 15 5.00 1.00 5.00 5.00 5.00 Attribute 15 33.445 4 .854 93 39.167 .000
Attribute 16 1.00 2.00 5.00 4.00 1.00 Attribute 16 18.109 4 1.352 93 13.390 .000
Attribute 17 4.00 5.00 5.00 3.00 5.00 Attribute 17 5.498 4 897 93 6.131 .000
Attribute 18 1.00 5.00 5.00 500 | 1.00 Attribute 18 55.696 4| 7.7156-02| 93 | 721.932| .000
Attribute 19 1.00 5.00 5.00 5.00 1.00 Attribute 19 22.946 4 .b54 93 41.450 .000
Attribute 20 1.00 5.00 5.00 5.00 1.00 Attribute 20 22.798 4 502 93 45.446 .000
Attribute 21 4.00 5.00 5.00 3.00 1.00 Attribute 21 4.657 4 837 923 5.565 .000
Attribute 22 1.00 4.00 5.00 5.00 5.00 Attribute 22 6.226 4 .700 923 8.889 .000
Attribute 23 1.00 1.00 5.00 5.00 5.00 Attribute 23 26.643 4| 1553 93 17.159 .000
Attribute 24 3.00 1.00 5.00 1.00 3.00 Attribute 24 3.878 4] 1221 23 3.177 017
Attribute 25 3.00 5.00 5.00 100 | 3.00 Attribute 25 8.621 4] 636 | 93 | 13546| .000
Attribute 26 5.00 4.00 5.00 100 | 500 Attribute 26 2.373 4 318 | 93 | 7.451| .000
Attribute 27 1.00 5.00 5.00 1.00 5.00 Attribute 27 19.917 4 447 923 44,519 .000
Attribute 28 1.00 500 500 1.00 500 Attribute 28 19.199 4 792 93 24.230 .000
Table - IV :
DISTANCES BETWEEN FINAL The F tests are used only for descriptive purposes because
CLUSTER CENTERS
the clusters have been chosen to maximize the differences
Cluster 1 2 3 4 5
1 0.000 9.398 8.668 7.253 9.559 among cases in different clusters. The observed significance
2 9.398 | 0.000 6.265 1757 12.697 levels are not corrected for this and thus cannot be interpreted
3 8.668 6.265 0.000 7.512 10.177
4 7.253 7.757 7.512 0.000 11.553 as tests of the hypothesis that the cluster means are equal.
5 9.559 | 12.697 | 10.177 11.553 0.000
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Appendix - |

Questionnaire
Name: Age: Sex:
Occupation: Income: No of dependent family members:
Education:

1. Strongly agree

2. Agree

3. Can't decide

4. Disagree

5. Strongly disagree

Sl no| Questions (Attributes) 1 2 3 4 5
1 If you are sick you will go to the nearest town for treatment(3)
2 If you are sick you will go to the rural health center for treatment(2)
3 If you are sick you will go to rural private practitioner for treatment(1)
4 If you are sick you will depend on alternate medical treatment,

like homeopathy, which costs much less than allopathic treatment
If you are sick you will go to quacks for treatment(6)

You can bear your medical expenses comfortably(7)

You need to take loan for your catastrophic medical expenses(8)
You need to sell assets for your catastrophic medical expenses(9)

© 00 N o O

You will need charitable monetary help from your relatives or
acquaintances in case of catastrophic medical expenses(10)

10 You feel that the health center of your village is not well equipped and/or
that rural practitioners lack knowledge and experience(5)

11 | You want private nursing homes for your treatment

12 | You want alternative sources of money to meet your medical expenses
13 | You would like to join a health insurance scheme where you may be paid
up to Rs 30,000 for hospitalization

14 | You would like to pay Rs 165 annual premium for this purpose

15 | You are not able to pay even Rs.165 at a time

16 | You are able to pay the premium but the scheme has no credibility

17 | You would like to consult an informed person/family friend before you
decide to join such scheme

18 | You don't like to join any health insurance scheme because you perceive
poor servicing from the agent of the insurance company

19 | You don't like to join any health insurance scheme because you perceive
lot of hassles during settlement of claim

20 | You don't like to join any insurance scheme because in the past fraud

or misfeasance occurred in some other schemes

21 | You don't like to join any health insurance scheme because you would
then have to visit urban branches or urban nursing homes which you
cannot because of your own inconvenience

22 | You would like to take community initiative to health insure the poor people
of your locality for their economic upliftment
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insurance scheme

in the scheme

cash refund in case of no claim

23 | You would like to take initiative to health insure the poor people of your lo
cality, if you are given remuneration for this
24 | You want others to take initiative to enroll you in universal health

25 | You want the government to take initiative, like opening up rural branch of
insurance companies or appointment of rural agents to enroll you

26 | You want very famed charitable non profit organizations like, Ramakrishna
Mission, Bharat Sevashram Sangha etc. and other NGOs to enroll

you in the health insurance scheme

27 | You would be more interested in the schemes if you get some additional
benefits (like, out-patient expenses) from the scheme

28 | You would be more interested in the schemes if you get some
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Report Card: GENERAL

G. V. Rao

August Growth is 16.8 percent.

LO]—'here is a slight deceleration in

the premium growth momentum
in the month of August 2006, compared
to the high growth rates recorded in the
previous months of the fiscal. The
premium growth in August 2006,
nevertheless, is an impressive 16.8
percent with a premium accretion of

Rs.264 crore. But this lowered growth

rate, however, has brought the overall
growth rate, at the end of August 2006,

down to 20.3 percent.

The reason for the slight deceleration in
the growth rate is due to a lowered
growth rate, recorded by the established
players, of 5.9 percent. The new players
have recorded a growth rate of 43

percent, but lower than the usual: in

excess of the 50 percent growth rates of

earlier months.

There is an uneven scale of accretions
recorded among the established players
and the new players too, pointing out
that, with competition getting tougher, all
the players' marketing efforts seem to
be driven by

strategies quite

independent of each other.

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

(Rs.in lakhs)
PREMIUM 2006-07 PREMIUM 2005-06 GROWTH OVER THE
INSURER FOR THE UP TOTHE FOR THE UP TO THE CORRESPONDING PERIOD
MONTH MONTH MONTH MONTH OF PREVIOUS YEAR
Royal Sundaram 4479.30 24511.28 3900.00 19020.00 28.87
Tata-AlG 6236.67 34348.93 5030.99 25330.37 35.60
Reliance General 5933.74 27353.55 886.25 6609.82 313.83
IFFCO-Tokio 8224.13 57086.03 7518.48 48424.39 17.89
ICICI-lombard 24805.59 128452.44 13044.91 70454.83 82.32
Bajaj Allianz 12540.91 71356.78 12572.38 53863.69 32.48
HDFC CHUBB 1573.92 7651.63 1785.04 7765.68 -1.47
Cholamandalam 2377.78 12808.05 1612.44 10708.12 19.61
New India 36311.00 209307.00 36539.00 186958.00 11.95
National 27259.00 154231.00 25781.00 149465.00 3.19
United India 25993.00 148882.00 24367.00 138899.00 7.19
Oriental 28199.00 166744.00 24588.00 149378.00 11.63
SPECIALISED INSTITUTIONS:
ECGC 4721.99 23830.22 4145.43 21941.44 8.61
Star Health & Allied
Insurance* 34.06 89.55 0.00 0.00

* Commenced operations on 18th May, 2006



ICICI- Lombard with an accretion of
Rs.118 crore, Reliance with Rs.50 crore
and Oriental with Rs.36 crore lead the
premium league (77 percent of total
accretion) in August 2006. Surprisingly,
New India has dropped its renewal
premium by Rs.2 crore and Bajaj-Allianz
by a few lakhs. HDFC-Chubb too has

dropped its premium by Rs.2 crore.

Another feature of the August monthly
showings is that the premium of ICICI-
Lombard of Rs.248 crore is about 95
percent of the United India's of Rs.260
crore and 91 percent of the National
Insurance. The gap between the
established players and one new player
at least is fast closing. The gap between
ICICI -Lombard and the next ranked
Bajaj-Allianz is also widening to the point
that the premium of the former at the end

of August is twice the size of the latter.

Reliance is sprinting, fast catching up
with others for the earlier lost time. The
August month has shown it has recorded
Rs.50 crore in its accretion on its meager

Rs.9 crore renewal premium.

Up to August 2006:

At the end of August 2006, the non-life
market has recorded an accretion of
Rs.1760 crore at a growth rate of 20.3
percent. The overall market premium at
the end of August has crossed Rs.10,429
crore against the corresponding Rs.8670
crore. The established players have
achieved a growth rate of 8.7 percent and
an accretion of Rs.543 crore. The new
players have recorded an accretion of
Rs.1216 crore at a growth rate of 50.2

percent.

Among the private players, ICICI-

Lombard leads in premium accretion

STATISTICS - NON-LIFE INSURANCE

with Rs.580 crore accretion. New India
with an accretion of Rs.223 crore comes
next. Reliance with Rs.208 crore, Bajaj-
Allianz with Rs.175 crore and Oriental
with Rs.173 crore follow. These five
players together account for Rs.1359
crore of the total accretion achieved of
Rs.1759 crore.

The market share of the new players
continues to remain at 35 percent as in

the previous months.

Final word:

In the absence of the portfolio increase
analysis, one cannot gauge and
comment on the key drivers in the
market. But the premium growth of over
20 percent is quite impressive. With
detariffing scenario likely to emerge in
the next four months, it would be
interesting to observe if the premium
levels of each player would change.
Reliance has shown a market
aggressiveness not seen in recent

times.

The drop in the growth rate of the

established players in the month of

August 2006 to 5.9 percent is not a
particularly welcome sign. The run up to
the detariffing stage must show more
signs of activity on the part of the market
players, as a whole. With current rates in
fire, engineering and motor likely to drop,
as expected, there should be more
vigorous signs of persuading the fence
sitters among the consumers to take the
insurance plunge. More premiums in the
kitty mean more investment income.
Would the market see a new
effervescence in the marketing efforts in
the next four months? Market logic would
seem to suggest so; but the reality check
of inertia may call in a different tune. There
are bound to be interesting times ahead,

whatever happens.

*

The author is retired CMD, The Oriental
Insurance Company Ltd. He may be
contacted at gvrao70@gmail.com
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GROSS PREMIUM UNDERWRITTEN BY NON-LIFE INSURERS WITHIN INDIA

Rs. in Lakhs
Sl No. Insurer Fire Marine Marine Marine |Engineer- Motor Motor OD
Cargo Hull ing
1 Royal Sundaram 4,544.96 687.82 687.82 0.00 924.91 6,335.58 5,686.82
Previous year 3,552.00 494.00 486.00 8.00 645.00 5,184.00 4,624.00
2 TATA-AIG 6,445.42 1,890.25 1,890.25 0.00 998.25 7,132.91 6,544.43
Previous year 5,144.89 1,319.34 1,319.34 0.00 573.79 5,209.95 4,761.26
3 Reliance 7,244.94 486.06 423.24 62.82 1,648.60 3,346.70 3,341.98
Previous year 1,496.24 1,213.94 319.38 894.56 580.28 424.74 413.51
4 IFFCO Tokio 15,042.78 4,000.99 1,262.21 2,738.78 2,093.42 | 11,227.74 9,283.74
Previous year 11,565.73 978.46 861.08 117.38 1,729.02 6,305.07 5,504.92
5 ICICI Lombard 17,051.99 4,372.75 1,486.43 2,886.33 4,772.29| 23,373.30 20,948.08
Previous year 12,941.57 3,904.34 1,346.91 2,557.44 2,909.86 8,179.41 7,140.87
6 Bajaj Allianz 14,080.11 2,044.13 1,845.05 199.08 5,204.53| 15,583.65 11,969.76
Previous year 9,544.79 1,528.86 1,051.47 477.39 3,459.99| 11,309.50 7,539.67
7 HDFC Chubb 278.50 57.66 57.66 0.00 85.78 3,098.23 2,935.99
Previous year 106.19 14.65 14.65 0.00 69.29 3,168.68 2,998.92
8 Cholamandalam 3,200.15 625.56 608.37 17.20 747.62 1,562.40 1,440.22
Previous year 3,040.53 393.39 370.56 22.83 604.93 1,572.46 1,391.53
9 New India 30,829.73 7,359.26 3,839.19 3,520.07 5,755.42 | 52,990.00 35,300.60
Previous year 28,223.34 6,395.64 3,987.18 2,408.46 3,920.53 | 47,735.93 32,194.78
10 National 19,318.28 5,137.39 3,279.23 1,858.16 3,028.94 | 46,053.04 31,626.66
Previous year 16,945.21 4,570.79 3,702.72 868.07 3,059.83| 47,614.25 33,225.59
11 United India 25,016.65 | 10,279.83 3,806.01 6,473.82 5,264.68 | 28,597.18 19,267.38
Previous year 24,618.95 9,519.98 3,518.08 6,001.90 4,442.12| 27,834.14 17,279.89
12 Oriental 20,231.99 8,561.22 4,694.49 3,866.73 5,343.78| 39,816.28 27,703.29
Previous year 19,610.47 7,303.74 3,181.56 4,122.18 5,398.94 | 35,598.10 25,434.08
Grand Total 163,285.51 | 45,502.93| 23,879.95| 21,622.98 | 35,868.21|239,117.01 |176,048.94
Previous year 136,789.91 | 37,637.13| 20,158.93| 17,478.21 | 27,393.58 | 200,136.24 |142,509.03
SPECIALISED INSTITUTIONS
13 ECGC *
Previous year
14 Star Health & Allied Insurance**
Previous year

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

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

The Quarterly segment-wise business figures are being given in the Journal for the first time.
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h
(SEGMENT WISE) : FIRST QUARTER ENDED JUNE, 2006
Motor TP Health Aviation Liability Personal All Others Grand Total
Accident
648.76 1,905.68 0.00 345.01 603.81 180.38 15,528.15
560.00 1,161.00 0.00 287.00 581.00 131.00 12,035.00
588.48 1,142.39 0.00 1,996.70 1,971.11 639.47 22,216.51
448.69 963.43 2.22 2,000.97 1,390.59 291.45 16,896.64
4.72 1,665.30 187.04 230.80 463.94 1,145.72 16,419.10
11.23 187.41 174.77 97.53 186.61 412.08 4,773.60
1,944.00 1,452.34 39.64 361.18 357.33 1,876.25 36,451.67
800.15 1,091.66 0.00 327.53 272.30 1,358.62 23,628.39
2,425.22 17,212.37 606.08 4,101.34 2,806.30 7,077.54 81,373.96
1,038.54 5,420.86 1,213.00 2,771.77 2,079.83 2,918.40 42,339.04
3,613.89 3,856.05 57.76 890.86 653.09 2,595.97 44,966.16
3,769.83 2,658.83 78.16 489.46 320.99 2,513.73 31,904.31
162.24 217.43 0.00 111.56 275.46 313.70 4,438.33
169.76 93.07 0.00 30.20 256.96 503.28 4,242.32
122.18 752.76 0.00 313.74 229.61 536.04 7,967.87
180.93 501.68 0.00 247.18 303.54 502.56 7,166.27
17,689.40 19,660.28 2,050.60 1,755.17 2,237.19 13,764.94 136,402.59
15,541.15 15,680.04 542.26 1,673.49 1,997.01 11,738.68 117,906.92
14,426.38 9,614.74 1,517.32 996.70 1,567.18 9,775.42 97,009.01
14,388.66 8,474.54 1,119.10 1,079.41 1,431.19 9,892.58 94,186.90
9,329.80 10,149.12 31.37 1,850.52 1,567.58 14,358.80 97,115.73
10,554.25 8,094.66 73.80 1,485.45 1,463.25 12,159.50 89,691.85
12,112.99 11,202.57 2,382.66 1,476.54 2,008.06 11,988.61 103,011.71
10,164.02 9,201.06 3,947.62 1,131.11 1,754.29 9,367.75 93,313.08
63,068.07 78,831.04 6,872.47 14,430.12 14,740.65 64,252.84 662,900.78
57,627.21 53,528.24 7,150.94 11,621.09 12,037.56 51,789.62 538,084.32
13,710.24 13,710.24
13,435.87 13,435.87
16.82 16.82
0.00 0.00

We will be publishing Quarterly business figures henceforth as a regular feature.
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ROUND UP

INSURANCE REGULATORY AND DEVELOPMENT AUTHORITY (IRDA) ORGANIZED
'IRIS-CGAP MEETING ON MICRO INSURANCE' ON 30™ AUG.
AND 15 SEP. 2006 AT HYDERABAD.

Photograph shows (from L to R):
Ms. Martina Weidmaier-Pfister, GTZ, Germany; Mr. C.S. Rao, Chairman,
IRDA (India); and Mr. Arup Chatterjee, Member of Secretariat, IAIS, Basel, Switzerland.

Delegates from various countries

who attended the meeting.




ROUND UP

INSURANCE BROKERS ASSOCIATION OF INDIA (IBA1) ORGANIZED
THE THIRD ANNUAL CONFERENCE ON 19™ SEPTEMBER
AT MUMBAI. BOOKS AUTHORED BY SOME OF
THE MEMBERS WERE RELEASED ON THIS OCCASION.

h‘ll-:l Bk e devaasi e O s

RNATY T

B

Bl .q_. .‘-I

Photograph shows the release of two books authored by Mr. S.K.Jain viz.
Compilation of Legal Decisions in (1) Life Insurance and (2) General Insurance.
Photograph shows (L to R) Mr. Sohanlal Khadel, Director & VP, IBAI; Mr. S.K.Jain;
Mr.C.S. Rao, Chairman, IRDA; Mr. Bharat J.Boda, President, IBAI; Mr. Hari Padmanabhan,

Dy.MD, 3i Infotech Ltd.; Mr. Anirudh Prabhakar, COO, 3i Infotech; Mr. Nitin Dossa, Director & Treasurer, IBAI.

Chairman, IRDA releasing the book
'‘Best Guide to buy Health Insurance'
by Mr. Suresh K. Sethi.
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<« VI[EW POINT »

Insurers and customers have one common interest - to jointly contribute to the
assessment and evolution of risks; and thus agree on the mapping of risks. 7’

- Mr Patrick de la Morinerie, President,

International Union of Marine Insurance (IUMI).

o An effective regulator must keep up with the increasingly rapid pace of the integration

of global economies and financial markets. To sustain economic growth and promote

open markets, supervisors must require a sound, strong and efficient regulatory

framework 7’ - Mr. Alessandro luppa, President,

National Association of Insurance Commissioners (NAIC)

b We can avoid market uncertainty and disruption by developing good policy before we

get too close to the expiration of the existing TRIA (Terrorism Risk Insurance Act)
program. 77
- Mr. Howard Mills

Superintendent of the New York Insurance Department.

‘o The world over, detariffing is a step-by step process. We have been telling insurers to

continue the existing tariff conditions at present, as any alteration will add to the

confusion in the market. 7’

- Mr. C.S. Rao, Chairman,

Insurance Regulatory and Development Authority, India

. Your broad base of specialized knowledge allows you a more holistic view of the

insurance industry. By assimilating your understanding of the past and your knowledge

of the present, you can develop a vision for the future. 7?
- Mr. Peter L Miller, American Institute President & CEO,

addressing CPCU' 2006 class.

(11 . _ .
L ] State insurance officials share the commitment to combat those who prey on the ®

financial security of our military personnel; and to provide the men and women in the

armed forces with the highest level of consumer protection. 7

- Mr. Alessandro luppa,

NAIC President
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