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LETTER FROM THE EDITOR

It has been a great one year, developing a communications forum for the industry and getting a feel of what
it thinks and does.

It is with that satisfaction that we bring you this annual special issue that takes stock of three years of
liberalisation. We have tried to bring you opinions and thoughts from every sector of the industry and a few
from outside it. We hope you will find it enjoyable, useful and thought provoking.

The Indian insurance industry has come to be characterised by an openness in expressing its views and
accepting and demanding debate as part of the process of doing business and being regulated. Not the
smallest contributor to this has been IRDA itself, which has taken the lead in creating opportunities to listen
to the industry and all stakeholders and taking on communication as a critical role of a Regulator charged
with a development function as well.

What this issue of the Journal does is to capitalise on that and take it forward. There was a moment of
delight when, in the course of inviting articles - and nearly everyone in the industry was invited – we suggested
they write frankly, and they wondered why they had to be told!

This to my mind is the strength of the industry and one that it will do well to preserve and grow.

Three years is hardly anything in the life of an industry that is based on large numbers and used to working
out decades of experience and projecting them for the future. But formative years are important and the
looking back has thrown up interesting points of satisfaction and equally remarkable points of unhappiness.
Not that some of them were unpredictable, but the willingness to talk about what is going wrong is always
significant.

So we have on the positive side the strong regulations, transparent entry and prudential norms and an open
environment. On the negative side issues are emerging relating to market conduct and a disappointing
market penetration and growth of the market size. Add to this issues that could be perceived very differently
like the constraints (prudence!) in investment Regulations or the oppression (safety!) of tariffs and we see the
characteristics of a market that is growing up (if not yet growing, exactly!). Read what industry members and
observers have to say. It’s quite some food for thought….. The issue is divided into sections that will give you
Overviews and Workings, in addition to sections on industry sectors. Overviews are usually by sectorwide
players or industry observers while the Workings section, life, non-life and reinsurance are company specific.
We hope you will be able to savour the range of opinions and thoughts we have tried to present to you.

As I said, it’s been a great first year, and I look forward to increasing and deepening the communications
method that we have created together. For nothing could have been possible without you readers – who are
part of an industry that thinks and works the way we do.

Thank you!

K. Nitya Kalyani

eflectionsR
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VANTAGE POINT

Our Daily Bread

Write to us!

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

K. Nitya Kalyani
It may be apocryphal, or may even be a
joke, when your friend tells you that his
son thinks that vegetables come from the
supermarket! But this could be so true.
There is the discomfort of the knowledge
that most of us in urban India have no
clue about the pains and problems of
raising a crop – specially a staple crop –
and making a living out of it.

Equally true is that most of us, even
in the insurance industry, hardly know
anything about farming and raising
crops,  the financial and emotional
hardships and risks involved in the
process that somehow, miraculously
ensures we get our daily rice or rotis.
We hardly know anything even about
their insurance!

By all accounts it’s a bad business
to be a farmer in India raising staple
crops. The smaller you are the worse it
is. Your inputs are controlled either by
the Government or by your own finances
or the weather gods. And your output is
bought up on the basis of administered
prices or by the all encompassing
middle man. You never quite get out of
the control regime, never mind we are in
the second decade of economic reforms
and there are 15 year olds who have
never heard the words ‘industrial
licence.’ It’s no surprise that someone

said if any industry were to be run with
the constraints that agriculture is
under, all the industrialists would shut
shop and go home.

That the Indian farmer
unquestioningly considers it his dharma
to continue to raise staple crops is the
only saving grace for the rest of us.

Food is a very emotional thing. That
we had to go abegging for it in the 70s
was one of the low points in Indian
contemporary history. And that we
worked to a passionate plan and set it
right determinedly is one of the
achievements of any economy, and
especially one that has the problems
that we have.

The next green revolution is waiting
to happen. It’s waited too long if you
really think about it. This time around
it should aim at making the job of
raising crops a financially viable one
supported by technology and the risks
managed with financial tools including
a proper and viable insurance scheme.
That security will be the nation’s prime
security.

Not that there is no insurance
scheme in place now. The pilot crop
insurance scheme in the early eighties
became the National Agricultural
Insurance Scheme in 1999 and is being

reborn as the Farm Income Insurance
Programme (FIIP) which promises to be
more extensive. In addition to yield
shortfalls it will also cover price
fluctuations. The Agriculture Insurance
Company of India has been registered
with the IRDA and is to soon commence
operations offering this and other
schemes.

But in many ways the crop insurance
initiatives suffered from problems
similar to the predominant health
insurance scheme. The product was not
actuarially priced and there was every
possibility of adverse selection (even
when the block model was followed). The
pricing was controlled and subsidised,
and in the case of the crop scheme, it
was a government scheme rather than
an insurance industry scheme. And
Political meddling never helps.

Any real protection – especially on a
sustained and reliable basis – will come
only from a commercially viable scheme,
and crop insurance is no different.

In the next issue of IRDA Journal
we take a look at the activity of raising
crops, the financial protection in the
form of crop insurance, and the
challenges in this activity.

If you want to write about it, you
know where to reach us!

��������	�
���
In our next issue...
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IN THE AIR

Mr. Mathew Verghese joined IRDA as
Member (Non-life) in early November.
The 1967 recruit to New India Assurance
Company as Regional Engineer in the
Chennai office, Mr. Verghese retired from
the company on deputation in Kenya as
Managing director and Principal Officer,
Kenindia Assurance Company Ltd. in
September this year.

Kenindia, a subsidiary of New India
was, like the insurance industry in Kenya,
going through one of its worst periods in
2001 when Mr. Verghese arrived in the
land of the lion safari.

The reason? Unhealthy competition.
Undercutting was rampant and
companies could not pay claims or collect
premiums. Having worked themselves
into a spiral of dwindling revenues and,
certainly, profits, the industry was in bad
shape to say the least.

His solution was self discipline.
“Being the largest company in the
market, if we did something the others
would have no choice but to follow, it
is inevitable,” he
reasoned. And
though this met
with stiff
resistance

�����
�
�

from his own executives, he set out
norms for premium quotation and
collection and for claims payments.

And it had a ripple effect. For one
thing Kenindia turned around to make
a profit in the very first year after he
took over . But what is more, the market
returned to stability with other
companies also following suit and “the
regulator’s job was easier,” he says.

Now, on the other side of the table,
Mr. Verghese is ready to apply the
experience again here.

Self discipline is the first thing that
comes to his mind when asked about
his agenda for the Indian non-life
industry. IRDA has made a good
beginning by putting out one of the best
Regulations. There are teething
troubles in the market and these will
be corrected as we go along.

Supervision and inspections go a
limited way he says. But the crux of the
Regulator’s job is to draw out the
maximum possible information,
evaluate it and advise the industry for
correction.

As for really healthy development,
“I think it’s better they believe in self
discipline,” is his stand. Problems of the
industry need to be sorted out by the
companies. And IRDA has to see to it
that the insurance companies run their

business in such a way that the latter
take on this responsibility.

What are his concerns about
the industry as he sees it

today? Rampant growth in
management expenses

and an unpreparedness
for detariffing,

which is around
the corner.

Containment of management
expenses is an area in which the IRDA
has a very important role to play
according to him. But right now it’s a
public sector problem and the cost cutting
that will result from voluntary
retirement scheme (VRS) is likely to be
able to take care of it.

As for detariffing he says, new
companies have been around for two
years on an average and they have
collected and mined their data. The
public sector companies which have not
done so yet have another 18 months or so
to do it. So all of them can have indicative
statistics to quote rates by when OD
detariffing arrives. But that may not be
a sufficient level of preparation. “We have
to get them to share statistics on an
industry-wide basis,” he believes.

This is part of his vision that public
sector companies should become more
transparent. The IRDA has to step in
immediately and get industry-wide
statistics developed at least in one state
and one metro to begin with on a pilot basis.

Meanwhile instances of breach of
tariff have to be dealt with severely, he
says. “A simple fine is not enough. The
penalty should be sufficient to stop them
from doing it again.”

Apart from that Mr.Verghese believes
in minimalistic supervision and more of
development work. “Our role is to spread
insurance coverage to reach everywhere.”
Health insurance is a case in point.

The 60 year old Mr. Verghese has a
homemaker wife who, he says, has
perfected the art of moving with him and
getting things going at home in a jiffy!
His two sons work in the financial sector,
one in Mumbai and one in the US. His
daughter, who is in human resources
development, works in Bahrain.

And when not working you could find
him playing a round of golf, a game he
learnt during his three years in Kenya.
Apart from his daily morning badminton
game of course!



An analysis of the performance of the
life insurers for the month ended 31st
October, 2003:

A synoptic view of the performance
of the thirteen life insurance players in
the industry is given below. The trends
indicated below are based on the first
year premium figures (including single
premium) of the insurers.

By October 2003, the life insurers
had underwritten first year premium of
Rs.6,66,833.97 lakhs towards
1,05,96,575 policies.  Of this, individual
business accounted for Rs.5,44,236.76
lakhs for 1,05,89,573 policies.  The
group business accounted for
Rs.1,22,597.21 lakhs for 7,002 policies.

The private insurance players have
captured 11.24 per cent of the total
market, where as the LIC  still enjoys
88.76 per cent share of the market.

Analysis of individual business
statistics further reveals that LIC
accounted for 87.63 per cent of the
business in terms of premium and 94
per cent in terms of policies.  As against
this, the private insurers captured 12.37
per cent of the premium and six per cent
of the policies.  In terms of group
business, LIC captured 93.74 per cent
of the premium and 93.84 per cent of
the policies.  The twelve private insurers
captured 6.36 per cent of the premium
business and 6.26 per cent of the policies
underwritten during the period for group

business.  Further, in terms of the
percentage of number of policies, up to
October, 2003 LIC tops the list with
94.23 per cent, leaving the twelve
private insurers accounting the
remaining 5.77 per cent.

A review of the performance of the
private players further reveals that
ICICI Prudential continued to lead with
a 3.70 per cent market share of the
premium underwritten and 1.29 per cent
of the number of policies, followed by
Birla Sunlife in terms of premium and
Tata AIG in terms of number of policies.
In terms of number of lives covered
under the various group schemes, SBI
Life led with 22.54 per cent, followed by
Max New York Life at 11.02 per cent.

First Year Premium – October 2003

1 Allianz BajajAllianz BajajAllianz BajajAllianz BajajAllianz Bajaj 1,105.01 5,822.72 0.87 13,403 80,859 0.76 6,277 24,548 1.46
Individual Single Premium 5.39 258.86 2.57 13 674 2.26
Individual Non-Single Premium 1,089.27 5,531.48 9.66 13,378 80,156 13.80
Group Single Premium 0.76 0.03 1 0.91 781
Group Non-Single Premium 10.35 31.62 0.64 12 28 8.72 6,277 23,767

2 ING VysyaING VysyaING VysyaING VysyaING Vysya 414.16 1,672.34 0.25 6,510 26,849 0.25
Individual Single Premium 0.15 18.99 0.19 22 2,795 9.39
Individual Non-Single Premium 414.01 1,653.34 2.89 6,488 24,054 4.14
Group Single Premium
Group Non-Single Premium

3 AMP SanmarAMP SanmarAMP SanmarAMP SanmarAMP Sanmar 151.23 807.19 0.12 2,785 16,342 0.15 7,310 37,383 2.22
Individual Single Premium
Individual Non-Single Premium 133.32 723.24 1.26 2,783 16,331 2.81
Group Single Premium
Group Non-Single Premium 17.91 83.95 1.69 2 11 3.43 7,310 37,383

4 SBI LifeSBI LifeSBI LifeSBI LifeSBI Life 1,146.12 4,428.88 0.66 11,393 26,705 0.25 48,293 3,79,782 22.54
Individual Single Premium 287.52 753.18 7.49 4,303 5,023 16.88
Individual Non-Single Premium 307.18 1,055.48 1.84 7,054 21,530 3.71
Group Single Premium 515.71 1,754.10 65.04 1 15 13.64 4,481 17,917
Group Non-Single Premium 35.71 866.12 17.43 35 137 42.68 43,812 3,61,865

5 TTTTTata AIGata AIGata AIGata AIGata AIG 1,619.54 7,923.68 1.19 17,993 81,298 0.77 17,196 87,702 5.20
Individual Single Premium
Individual Non-Single Premium 1,421.94 6,426.19 11.23 17,988 81,259 13.99
Group Single Premium 50.18 245.70 9.11 1 0.91 11,573 55,247
Group Non-Single Premium 147.43 1,251.80 25.19 5 38 11.84 5,623 32,455

Oct. Upto Oct. Upto Oct. Oct. Upto Oct. Upto Oct. Oct. Upto Oct. Upto Oct.

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

% of lives
under

Group SchemesInsurer
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6 HDFC StandardHDFC StandardHDFC StandardHDFC StandardHDFC Standard 980.14 7,598.72 1.14 8,742 79,909 0.75 2,497 24,414 1.45
Individual Single Premium 367.56 2,712.70 26.98 736 6,246 20.99
Individual Non-Single Premium 575.82 4,589.22 8.02 7,999 73,601 12.67
Group Single Premium 36.76 296.80 11.01 7 62 56.36 2,497 24,414
Group Non-Single Premium

7 ICICI PrudentialICICI PrudentialICICI PrudentialICICI PrudentialICICI Prudential 6,123.33 24,642.69 3.70 23,984 1,37,133 1.29 1,549 8,123 0.48
Individual Single Premium 1,436.00 5,241.00 52.13 1,088 5,377 18.07
Individual Non-Single Premium 4,592.00 19,205.00 33.55 22,888 1,31,725 22.68
Group Single Premium 95.33 196.69 7.29 8 31 28.18 1,549 8,123
Group Non-Single Premium

8 Birla SunlifeBirla SunlifeBirla SunlifeBirla SunlifeBirla Sunlife 1,643.93 9,885.19 1.48 11,906 48,997 0.46 11,226 22,269 1.32
Individual Single Premium 98.74 571.85 5.69 3,940 8,983 30.18
Individual Non-Single Premium 1,296.59 7,213.45 12.60 7,958 39,988 6.89
Group Single Premium 36.78 202.84 7.52 268 1,522
Group Non-Single Premium 211.82 1,897.05 38.17 8 26 8.10 10,958 20,747

9 AvivaAvivaAvivaAvivaAviva 575.12 2,789.42 0.42 4,773 31,936 0.30 6,038 26,348 1.56
Individual Single Premium 47.19 173.39 1.72 54 314 1.06
Individual Non-Single Premium 525.49 2,605.82 4.55 4,718 31,616 5.44
Group Single Premium
Group Non-Single Premium 2.44 10.21 0.21 1 6 1.87 6,038 26,348

10 OM KotakOM KotakOM KotakOM KotakOM Kotak 633.93 3,256.86 0.49 3,738 20,280 0.19 5,951 40,162 2.38
Individual Single Premium 15.66 208.52 2.07 20 144 0.48
Individual Non-Single Premium 613.51 2,599.60 4.54 3,715 20,120 3.46
Group Single Premium
Group Non-Single Premium 4.75 448.74 9.03 3 16 4.98 5,951 40,162

11 Max New YorkMax New YorkMax New YorkMax New YorkMax New York 896.20 5,264.12 0.79 8,184 51,444 0.49 2,755 1,85,706 11.02
Individual Single Premium 51.01 96.37 0.96 20 91 0.31
Individual Non-Single Premium 832.09 4,803.04 8.39 8,159 51,297 8.83
Group Single Premium
Group Non-Single Premium 13.11 364.71 7.34 5 56 17.45 2,755 1,85,706

12 MetLifeMetLifeMetLifeMetLifeMetLife 151.98 876.40 0.13 1,709 9,204 0.09 1,635 6,022 0.36
Individual Single Premium 2.33 18.51 0.18 20 115 0.39
Individual Non-Single Premium 143.95 842.70 1.47 1,688 9,086 1.56
Group Single Premium
Group Non-Single Premium 5.70 15.19 0.31 1 3 0.93 1,635 6,022
PPPPPrivate Trivate Trivate Trivate Trivate Totalotalotalotalotal 15,440.6915,440.6915,440.6915,440.6915,440.69 74,968.2174,968.2174,968.2174,968.2174,968.21 11.2411.2411.2411.2411.24 1,15,1201,15,1201,15,1201,15,1201,15,120 6,10,9566,10,9566,10,9566,10,9566,10,956 5.775.775.775.775.77

13 LICLICLICLICLIC 1,07,803.21 5,91,865.76 88.76 17,43,843 99,85,619 94.23 3,74,887 16,84,976 100.00
Individual Single Premium 5,036.93 28,562.85 73.97 7,145 45,184 60.29
Individual Non-Single Premium 83,188.63 4,48,371.97 88.68 17,35,344 99,33,864 94.48
Group Single Premium 19,577.65 1,14,930.94 97.71 1,354 6,571 98.35 3,74,887 16,84,976
Group Non-Single Premium
Grand TGrand TGrand TGrand TGrand Totalotalotalotalotal 1,23,243.901,23,243.901,23,243.901,23,243.901,23,243.90 6,66,833.976,66,833.976,66,833.976,66,833.976,66,833.97 100.00100.00100.00100.00100.00 18,58,96318,58,96318,58,96318,58,96318,58,963 1,05,96,5751,05,96,5751,05,96,5751,05,96,5751,05,96,575 100.00100.00100.00100.00100.00 3,74,8873,74,8873,74,8873,74,8873,74,887 16,84,97616,84,97616,84,97616,84,97616,84,976 100.00100.00100.00100.00100.00

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

Oct. Upto Oct. Upto Oct. Oct. Upto Oct. Upto Oct. Oct. Upto Oct. Upto Oct.

% of lives
under

Group SchemesInsurer
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Royal Sundaram 1,680.05 14,902.42 1,408.70 10,317.45 1.60 44.44

Tata-AIG 2,350.78 21,751.89 1,953.57 13,556.75 2.33 60.45

Reliance General 1,153.91 9,246.41 1,689.95 10,300.69 0.99 -10.24

IFFCO-Tokio 2,038.68 18,808.19 2,412.87 12,610.48 2.02 49.15
ICICI-lombard 4,073.67 27,559.29 1,650.22 8,926.56 2.96 208.73

Bajaj Allianz 3,973.81 25,780.37 2,579.21 15,366.34 2.77 67.77

HDFC Chubb 1,147.05 4,742.23 28.97 28.97 0.51 16,270.14

Cholamandalam 872.03 5,227.40 0.56
New India 30,584.00 2,25,616.00 31,450.00 2,23,926.00 24.21 0.75

National 26,360.00 1,93,263.00 21,752.00 1,66,400.00 20.74 16.14

United India 22,528.00 1,88,158.00 21,981.00 1,81,826.00 20.19 3.48

Oriental 22,696.00 1,72,788.00 22,966.00 1,69,935.00 18.54 1.68
ECGC 3,619.08 23,893.69 1,943.31 17,725.92 2.56 34.80

PRIVATE TOTAL 17,289.99 1,28,018.20 11,723.49 71,107.24 13.74 80.04

PUBLIC TOTAL 1,05,787.08 8,03,718.69 1,00,092.31 7,59,812.92 86.26 5.78

GRAND TOTAL 1,23,077.07 9,31,736.89 1,11,815.80 8,30,920.16 100.00 12.13

Insurer Premium 2003-04 Premium 2002-03 Market share Growth %
upto Year on

October, 03   YearFor the month Upto the month For the month Upto the month

(Rs. in lakhs)

Gross Premium Underwritten – October 2003

Report Card:GENERAL

Performance in October 2003
The performance of the general

insurance companies in the month of
October 2003 has hit a relatively new
low of 8.7 per cent growth (Rs. 96 crores
accretion) from the previous growth rates
of 13.2 per cent in September 2003
(Rs. 142 crores accretion) and 11.4 per
cent growth in August 2003 (Rs. 117
crores accretion). Both the public and
private sector players seem to be gasping
to push up stronger growth rates.

The public sector players have
increased their premium volumes by
Rs. 40 crores (3.9 per cent growth rate)
and the private sector players by Rs. 56
crores (48 per cent growth rate) in
October. While the quantitative
increases in each month can vary, the

growth rate in each month is an
indicator of the cumulative results of
the market to boost premium volumes.
What is more significant in the
performance of October is the apparent
slow down in the energetic performance
of the private sector companies one was
witnessing in the past. Hopefully it is
not likely to be a trend.

Sooner than later, the private sector
players will have to put in place
strategies aimed not at winning the
existing accounts of the public players
but at diversifying their market
penetration as a whole. Retention of
accounts won at a heavy cost and
administering and servicing them would
divert executive time from marketing.
The private players in future would have
to turn their attention to working in the
unorganised and underserved markets.

The growth rate of 8.7 per cent in
October 2003 has also to be evaluated

in terms of the host of bank tie-ups
announced by insurers, increased auto
sales, introduction of brokers/ corporate
agents to stimulate market demand for
insurance covers and sale of
Government sponsored Universal
Health Insurance Scheme. What has
happened to all these initiatives? Are
the insurers doing enough to raise the
levels of risk awareness or are they
merely content to compete in the
markets organised and established?

Among the public sector players,
National Insurance continues its march
with a growth rate of 21 per cent with
the aim of reaching the top slot of the
team. New India and Oriental have lost
further ground by dropping premium
volumes by a small margin in October.
They seem to be on a path of
consolidation.

Among the private sector players,
ICICI Lombard with an accretion of

G. V. Rao
Growth rates hit a low
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The author is retired CMD, The Oriental
Insurance Company.

Rs 24 crores is at the top of the heap
followed by Bajaj Allianz with Rs. 14
crores. IFFCO-Tokio and Reliance have
dropped on their monthly premiums of
October 2002. Royal Sundaram and
Tata AIG have moderate accretion levels
of Rs. three and four crores respectively.

ECGC
ECGC a public sector company has

done well by recording an accretion of
Rs. 16 crores on a base of Rs. 19 crores,
quite an impressive performance.

Performance up to October 2003
The slowdown of growth rate in

October 2003 of 8.7 per cent has brought
the overall growth rate at the end of
October 2003 to 11.6 per cent from the
previous level of 12.4 per cent at the end
of September 2003. Out of the total
accretion of Rs. 950 crores, bringing the
market level premiums to Rs. 9100
crores at the end of October 2003, the
public players have contributed Rs. 380
crores (five per cent growth rate) and the
private players Rs. 570 crores (80 per
cent growth rate). National Insurance
alone among the public players has
contributed Rs. 270 crores.

Among the private players ICICI
Lombard has so far recorded an
accretion of Rs. 187 crores, Bajaj
Allianz Rs. 103 crores, Tata AIG Rs. 83

crores, IFFCO-Tokio Rs. 62 crores and
Royal Sundaram Rs. 46 crores. The
private sector’s market share seems to
be stabilising at around 14 per cent.

ECGC has performed remarkably by
recording an accretion of Rs. 51 crores
with a growth rate of 35 per cent. Its
performance in October 2003 has
strengthened it further.

A Final Comment
Is the growth rate for the month of

October of 8.7 per cent likely to be a

future trend? Is the growth rate of 11.6
per cent at the end of October 2003, an
indication of very tough competition for
existing available business with
inadequate efforts made at market
expansion by the players? Was the
growth rate of 21.5 per cent in 2002 - 03
a flash in the pan due to external market
stimuli? What difference have the
brokers/ corporate agents made to the
market expansion?

The public sector players will surely
have their management costs at a much
higher level than in 2002 - 03 due to the
poor growth in premium volumes. The
private sector players will have tougher
task on hand to maintain the zooming
growth rates of the past. Their priorities
have to change to one of organising new
markets.

 The present competitive zeal among
insurers to fight for the renewals of each
other will have to yield place to the creation
of new markets in personal lines, rural
insurances and selling more to existing
customers. Marketing insurance covers,
and not merely competing for and
managing the available business, is the
need of the market.
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The Committee on Reforms in the
Insurance Sector (commonly known as
the Malhotra Committee) made a
major recommendation in its report
submitted on January 7, 1994: that
there was an urgent need to activate the
insurance regulatory apparatus even in
the then prevailing set-up of a
nationalised insurance sector. A strong,
effective, autonomous, compact and
highly professional statutory body with
independent source of funding should be
established.

Government (wisely) decided to do
so, even though the powerful trade
unions were opposed even to this move.

In a short span of four years as a
statutory body, IRDA can legitimately
clam to have achieved glorious success in
smoothly ushering in competition without
any controversies and creating a sound
and fair modern regulatory environment.
The transparent and impartial process
of licensing new entrants after decades of
Government monopoly straightaway
earned it great respect.

The Malhotra Committee (I was its
Member-Secretary, and also Special
Secretary, Insurance) envisioned IRDA
to be modelled on the Securities and
Exchange Board of India (SEBI), because
that was a recent regulatory model.

It was recognised that there was no
single “globally accepted model of
regulation. Each country has its own
laws and regulatory arrangements
depending upon its experience,
administrative capabilities and socio-
economic and political preferences.
These vary from tight regulations
controlling virtually every aspect of
insurance business to liberal off-site
supervision.”

 In our context it was clear that the
Indian regulatory requirements would
be stringent, at least to start with,
having due regard to the objectives of
creating a healthy, orderly and
competitive industry. In this respect too,
IRDA’s achievements are noteworthy.

Post liberalisation, the range of
insurance products has expanded. The

More Than Rocket Science!
M. P. Modi

unbundling of products allows consumers
to follow a modular approach. Unit linked
products are gaining fast popularity;
health related products are widely
available, customer service has improved
with information technology (IT)
induction. Insurers have been made to set
up internal grievance machineries and the
Insurance Ombudsman system has been
introduced. These are major positive
developments, facilitated and encouraged
by a proactive and accessible IRDA.

Consumer protection is central to
insurance regulation and supervision.
While maintenance of the insurer’s
solvency is a principal objective, there
are other aspects, such as fair premium
rates, equitable allocation of profits
between policyholders and
shareholders, and among different
groups of policyholders, good value for

money, and speedy claims settlement.
Sometimes the objectives might be
conflicting, as in the matter of
prescribing solvency requirements.
Herein lies the challenge and
opportunity for the Regulator to develop
a vibrant and solid industry having a
small number of players.

In this context there are several
aspects which merit IRDA’s
consideration; these include quality of
training of agents; solvency margins; data
building; taxation and unified insurance
legislation.

The last one – unified law – is a crying
need. There is a plethora of laws and
regulations generated by demands of

expediency to an extent, so widely
dispersed and out of date that many
provisions are inconsistent with the
requirements of a contemporary
competitive industry. While this falls
squarely in the province of Government,
there would be little progress without
IRDA’s determined pursuit. The
provisions for subordinate legislation
should be considerably enlarged.

Similarly, a great deal remains to
be done in the matter of taxation in
insurance industry. In life insurance, tax
laws are still based on the LIC model of
a single fund. In general insurance, there
are issues relating to reserving with tax
implications. Life insurance in
particular is a long-term business;
general insurance business can have
long-tail claims too. The need for a long-
term stable tax regime is self-evident.
Moreover, for unit linked products
appropriate tax provisions are necessary.
IRDA is well positioned to recommend
to Government suitable changes.

Prescribing solvency requirements
is a balancing act: low requirements
will not allow the Regulator enough time
to intervene; high margin requirements
will require high capital with higher
costs to consumers without any
additional significant protection. The
control level solvency margin
requirements (perceived to be high at
present) may be reviewed from time to
time in this perspective. This is entirely
within the domain of IRDA.

A great deal has been achieved in the
field of training of agents. They play a
vital role as intermediaries in facilitating
informed decision-making by consumers.
The number of new agents is slated to
grow rapidly. Many educational
institutions are offering a variety of newly
structured courses in insurance. The
quality of training and education needs
to be subjected to continuous scrutiny.
Development of alternate channels is
being encouraged, which would require
considerable nurturing.

Reasonableness of insurance
premium rates can be judged, inter alia,
on the basis of purity of data maintained

Prescribing solvency
requirements is a
balancing act: low

requirements will not
allow the Regulator

enough time to intervene;
high margins will require
high capital with higher

costs to consumers.
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The author is Director, ICICI Prudential
Life Insurance Company. The views
expressed here are his own.

by the insurance companies. Data
building suffered immensely during the
decades of state monopoly.

In general insurance, the situation was
pathetic. The data supplied by the general
insurance companies to the Tariff
Advisory Committee (TAC) was often
incomplete and outdated and, over the
years, the system has almost broken down.
In life insurance the time lag in bringing
out mortality tables was rather large.
IRDA deserved credit for revitalising the
TAC, and supporting measures for
continuous mortality investigation. This
is an area which would require focused
attention without interruption.

Even after three years of
liberalisation, rural and social sector

Vacancies!
A. K. Venkat Subramanian

The Government of India, in exercise of
powers conferred on it by Insurance Act,
1938, framed  the Redressal of Public
Grievances Rules, 1998, to provide a
forum for resolving disputes and
complaints from the insured public
against insurance companies.  These
rules came into effect on November 11,
1998.  To resolve the complaints of the
insured relating to settlement of claims
on the part of insurance companies in a
cost effective, efficient and impartial
manner, offices of the Insurance
Ombudsman were set up in 1999.   At
present, there are 12 ombudsmen
covering all parts of the country.

 On the basis of the experience gained
since establishment of the Insurance
Ombudsman Scheme, the Government of
India has also constituted an Advisory
Committee in April 2003, to review
the working of the scheme and advise the
IRDA in this regard.  The committee has
met twice so far.

 The unique feature of the Insurance
Ombudsman Scheme is that the awards

and orders of the Ombudsman are binding
on the insurance companies while the
insured, if not satisfied with the award or
order can go to other redressal fora.

  The only restriction in approaching
the Ombudsman is that only individual
policyholders who have taken insurance
on personal lines will be covered. Further
any complainant whose complaint on the
same subject matter is already before a
court/consumer forum/ or arbitrator or
was decided by any such forum cannot
approach the Ombudsman.

 Despite many attractive features
like cost effectiveness and speedy
disposal with certain finality, the
Ombudsman Scheme is not well known
to the insured public.  The total number
of complaints with the Ombudsman
during the year 2002-2003 was only
6,379, life insurance cases being 2,481
and general insurance 3,898.   Of these,

The author is Trustee, Catalyst Trust and
Chairman, Insurance Ombudsman
Advisory Committee.

the total number disposed was 4,414;
life cases being 1,917 and general cases
2,497.   A majority of the cases under
non-life relate to Mediclaim.

 It is seen that the Ombudsman
scheme needs further improvement.
There has been delay in filling up the
vacancies of Ombudsman as and when
they occur. There is also certain
avoidable rigidity in the procedure
adopted for filling up the vacancies.

The Advisory Committee has
suggested some remedial measures to
the IRDA to ensure that the post of
Ombudsman is not kept vacant unduly
for a long time.   The committee has also
requested the General Body of
Insurance Councils to bring out
brochures in regional languages
explaining the Ombudsman Scheme to
the insureds in ordinary, simple and
easily understandable terms.  

It is hoped that in the coming years
there will be greater awareness on the
part of insured public about the scheme
of Ombudsman and full use will be made
of this speedy and cost effective scheme
of redressal of disputes.

Despite many attractive
features the Ombudsman
Scheme is not well known

to the insured public.

insurance is not viewed beyond the
requirements of regulatory compliance.
The share of the private sector in terms
of premium and policies is still small.
Yet the public sector giants are feeling
the heat of competition; the critical issue
of ownership of these entities has not yet
been touched. Erosion in the value of these
enterprises is clearly visible. Regulatory
concessions may have to be made for
reasons of ownership.

If the transition to change is
prolonged, some of these entities have
the potential of becoming monumental
problems. IRDA could sound the
Government in good time; after all it is
has a responsibility to protect insurance
companies from drifting towards
unsustainable operations.

It has been said that guiding
(regulating) financial institutions,
including insurance companies, is a lot
harder than doing things like launching
spaceships which obey the laws of
Newtonian mechanics that are well
understood. The overall structure of all
but the simplest financial institutions
is very complex. IRDA has done well in
developing the insurance sector and has
amply fulfilled the expectations of those
who prepared the road map to
liberalisation.
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One of the key objectives of insurance
liberalisation was to deepen the insurance
markets by getting more and more
consumers under its fold and improve on
the product deliverable and customer
servicing aspects of the business to bring it
at par with international standards.

This would mean creating greater
awareness amongst masses about the
benefits and need for insurance. The general
perception in the pre-liberalised scenario was
that the seller rather than the buyer was
calling the shots, and that insurance
operations were not adequately customer-
centric. The hope was that the competition
in the market would move the consumer to
centre-stage.

Has that really happened....

Despite a decade of economic
liberalisation in India ‘consumer
awareness’, ‘consumer education’ and
‘consumer protection’ are subjects on which
a lot is talked, little is done and less
achieved!

It is my considered view that in order
to realise the promises of liberalisation, the
focus has clearly to be on the consumer - to
enable him take well informed decisions
and make the right choices. The concept of
risk management through the
instrumentality of insurance needs to be
sold much before an actual insurance
product is sold. An extensive, vigorous and
sustained consumer education campaign
could lead to a more rapid expansion and
deepening of the insurance market.

IRDA has already taken a lead by
involving Prasar Bharati in its campaign.
The industry leaders would do well to think
of ways and means they need to adopt in
order to respond to the consumers’ growing
appetite for more information and greater
transparency in their dealings with them.

It would be fairly normal to say that
induction of competition in this sector was
expected to lead to a much better market
penetration through development of newer
markets, bring about qualitative
upgradation and enrichment of the sales
process, higher levels of professionalisation
among the intermediaries, develop world
class systems and processes, provide to the
insuring public through convenient
channels of distribution a fuller range of

A Reality Check
Naren N. Joshi

customised products which address all their
perceived insurance needs to their
satisfaction, adopt best market practices,
be transparent and fair in dealings and keep
the consumers regularly informed about
the product details and other policy
conditions.

Has that really happened....

FORTE (Foundation of Research,
Training & Education in Insurance,
promoted by FICCI and ING Insurance), in
collaboration with IRDA, commissioned a
qualitative research study with a view to
developing an empirical base and some
meaningful insights into the consumer
experience prior to liberalisation, changes
in expectations after liberalisation and
perceived performance of insurance players
vis-à-vis these expectations. The study was
conducted in the five metropolitan cities of
Delhi, Mumbai, Kolkata, Hyderabad and

Bangalore. The trend revealed by the study
indicates that the insurance companies need
to do a lot more to come up to the
expectations of consumers in terms of
building trust and confidence.

The regulatory provisions protecting
the policyholders’ interests and the rules
governing investment of funds also need
to be highlighted to help build trust in the
new players.

The consumers want real time
response. They look for more
knowledgeable and highly professional
insurance agents and advisors. They expect
prompt dispatch of premium receipts and
policy documents, regular reminders about
premiums due and complete,
comprehensive and accurate information

about the terms and conditions of the policy.
And they do not want any devils in details.

They are quite unhappy about the claim
settlement and grievance handling
procedures. The level of dissatisfaction is
pretty high in respect of claims under Motor
and Mediclaim policies.

The good news, however, is that they
have already seen some improvement in
some of these areas of concern in so far as
the life insurance sector is concerned. But
the liberalisation does not seem to have
made any impact on the non-life side, at
least not at the retail level.

The Indian insurance sector has
witnessed a slow and steady change. Post
privatisation, one expected tremendous
improvement in:

■ Market expansion
■ Product development
■ Customer service
■ Distribution channels

There indeed has been positive
movement in almost all these areas. In fact
in these early years of privatisation when
the new players have started playing their
role in the insurance sector, they have done
relatively better than the new players in the
other infrastructural sectors like banks and
telecom companies.

Some of the specific areas that need
closer look are as under:

Market expansion
Let us take up the life insurance sector.

Thirteen companies are active in the life
insurance market including LIC.  The data
pertaining to new business in the life
insurance market is as follows:

The market seems to be expanding and
growing but only in depth and not the width
of coverage. Also, whether these kinds of
growth rates are sustainable in the long
run without reaching out to newer

The regulatory provisions
protecting the

policyholders’ interests
and the rules governing
investment of funds need
to be highlighted to help

build trust in the new
players.

ISSUE FOCUS - OVERVIEW

      Year New New
Premium Income Policies

(In Rs. crores) (In lakhs)

1999-00 499.90 172.10

2000-01 585.40 200.10

2001-02 747.50 235.50

2002-03 1,232.50 253.80

'~1¼,----
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markets, remains to be seen. There has
been no concerted effort on development
of new markets, the overall insurance pie
has not changed significantly.

The new players are not looking at
development of rural markets as viable
business propositions rather only for
meeting the statutory requirements.

In the non-life sector, the challenge
seems to be more daunting. Not only the
retail market has not been impacted in any
perceiveable proportion, the levels of
awareness and also the standards of
customer services, as perceived by the
general public, are pretty low. The
expansion in the rural sector also has been
driven solely by regulatory compulsion.

Product Development
There certainly has been a plethora of

new and innovative products offered by the
new players although some other
specialised products from their
international product stable are not
forthcoming e.g. health products.
However, the expanding range of products
can become meaningful only if
accompanied by a massive consumer
education campaign.

Customer Service
This is an area where new companies

are clearly ramping up by bringing in their
international best practices, operational
efficiency through efficient use of
technology etc. Customer servicing today
has clearly become the focal point of
insurance companies. There is a greater
sensitivity in dealing with the customers.
The public sector companies have also not
remained far behind and are fast gearing
up to these changes. However, a lot still
needs to be done in this area as is evidenced
through the FORTE survey. The real
response and turnaround times in delivery
of the services have to be got down to the
customer expectation levels in specific areas
like delivery of first policy receipt, policy
document, premium notice, final maturity
payment, death claim etc.

Advisors
The quality of advisors has certainly

undergone a change in terms of their
profile, education and approach to business,
being more professional. ‘Tax-based selling’
of insurance is slowly being replaced by
‘need-based selling’. However, as evidenced

from the FORTE study, there still exist
rampant unethical trade practices like
rebating, misrepresentations etc. The
advisor is expected to give complete
information on all products and not just
push high commission products, maintain
regular contact with client to give
information on new products/services, give
premium payment reminder and be actively
involved in assisting the claimants for death
claims settlement and lapsed policy revivals.

Bancassurance
There have been a number of

bancassurance tie-ups in India but the
model is still in its nascent stage of
evolution. The way bancassurance is
evolving in India, it seems to be heavily
dependent on the replication in some form
or the other of the traditional tied agency
arrangement. It has not, so far, led to sale
of insurance products off the shelf by the

banks. Both insurers and banks have not
done enough to evolve hybrid products for
the Indian market. Some analysts believe
that banccassurance could grow faster if
accompanied by active commoditisation of
insurance products.

Health insurance
The health insurance sector has not

really taken off due to a number of reasons
like high capital requirements, lack of
database for actuarial calculations,
inefficient TPA network etc. Some policy
initiatives on the part of the Government,
particularly in the area of minimum capital
requirements for companies providing
health insurance products on exclusive
basis seem necessary. It may also serve the
cause of health insurance further if life
insurance companies are allowed to offer
typical health insurance products including
hospitalisation and domiciliary treatments.

The author is Chief Representative, India,
ING Insurance International B.V and
Executive Director of FORTE.
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There has been no
concerted effort on

development of new
markets, the overall

insurance pie has not
changed significantly.

Conclusion
It would be fair to say that insurance

industry has registered impressive  growth
in new premium but the growth in spread
of coverage evidenced by number of policies
sold has lagged behind. The development
of new markets needs to be put on the
industry agenda strongly. More
importantly, the rural market needs to be
addressed squarely for ensuring
sustainable growth in the long run. There
has been noticeable improvement in the
quality of intermediaries, particularly the
advisors and agents. However there is
strongly felt need for improvement in the
claim settlement processes and also for
quicker responses to the policyholders’
grievances as also quicker turn around of
documents.

The need - and that too quite an urgent
one - for more comprehensive, clear and
credible consumer education campaign can
hardly be over emphasised.



The three years since the opening up of
the insurance industry have witnessed
a series of remarkable and impressive
developments in the sector.
A few important ones amongst these are
– the entry of a large number of
Indian and foreign private players in
both life and non-life business, greater
choice in terms of products and services
available to the consumer, the
introduction of new distribution
channels (brokers and bancassurance),
the introduction of a large number of
transparent and efficient legislative
instruments and the emergence of the
IRDA as one of the leading financial
regulators around the globe.

Having stated the above and having
given due credit to the Government, the
Regulator and the insurance companies
for the developments so far, the gravest
concern for the industry today is its
incommensurate size as compared to the
growth rate of the economy and the large
population of our country. The current
penetration level of about 1.87 percent
of GDP is one of the lowest in the world.

CII strongly feels that to address
this problem of the low spread of
insurance products in the market, there
is a need for a concerted effort by all the
stakeholders in the insurance industry.

Some of the immediate concerns that
need to be addressed are:
Pension reforms and life companies

The Government has recently
announced proposed reforms in the
pensions sector. It is imperative that
insurance companies are permitted to
take part in the new pensions market on
an equal footing as the new players. Given
the nature of the insurance business, CII
strongly feels that the insurance
companies are inherently suited for the
pensions sector and have a critical role in
the development of this important sector.
Amendments to insurance laws

In most jurisdictions, the principal
legislation provides for the guidelines
and the enabling provisions for the
regulatory authority to frame
regulations. The regulations contain all
the details. This enables the regulatory
authority to respond to the changing

Under Insuring!
situation quickly as the changes in the
regulations do not require prior approval
of the Parliament.

The regulations being subordinate
legislation have to be laid on the Table
of the House as soon as possible but the
notification does not require approval
of the Parliament. While the Law
Commission has adopted this approach
in respect of some items, many
important areas have been left out such
as investment pattern and foreign
equity participation. CII feels that is a
need to pursue adoption of this approach
for all issues.
Detariffing

Following the liberalisation of the
insurance sector in India there has been
a growing demand in the industry to
abolish the tariff system that governs
the rates and the terms and conditions

of the non-life insurance business. No
other market of significance, worldwide,
prescribes tariffs at all, and CII feels that
the true benefits of liberalisation will not
accrue to the consumer unless there is
competition in the pricing of the non-life
insurance products.  The current tariff
system in the general insurance business
is an anachronism and should be done
away with.
Spreading insurance awareness

One of the prime factors impeding
the growth of the insurance sector today
is the lack of knowledge about insurance
and insurance products amongst the
common man. There is an urgent need
to highlight the benefits of insurance
products to the majority of the
population. This measure is imperative
to ensure that there is an increase in

the penetration of insurance products.
Growing Health insurance

Despite a large number of health
insurance licensees in India, Health
insurance has not really taken off simply
because it is not profitable.
Deliberations on the factors impeding
its growth have revealed that there are
both regulatory as well as systemic
barriers. While the systemic barriers
have to be taken care of by the industry
itself (insurers, TPAs, medical
laboratories and other healthcare
providers) there are two primary
regulatory barriers that need to be
resolved. These are:
■ The 26 per cent cap on foreign

participation: In India Health
insurance is a poorly understood and
risky business (given the systemic
barriers). With this backdrop, it
becomes difficult for foreign investor
to participate in this sector without
adequate control over operations. CII
therefore suggests that the cap be
raised to 49 per cent.

■ High initial capital requirement of
Rs. 100 crores:  With such high entry
capital levels it becomes difficult for
the companies operating in India to
even break even. In the US a system
of risk based capital requirement
has been adopted, wherein the
capital that companies are required
to maintain increases with the risk
it takes on as the policy provider. CII
feels that a similar model needs to
adopted in India.

Tapping the rural market
There lies a large potential in rural

India, not only for crop and agricultural
products but also for lines of insurance
business related to life, motor and retail
products such as TVs, refrigerators etc.
Rural markets as they are today are no
doubt difficult to penetrate – given the
poor infrastructure, distance and low
average premium. These impediments
can be overcome only by the use of
innovative products (designed keeping
in mind the need of the rural
population) and by using new
distribution channels such as village
panchayats, rural banks and non
governmental organisations (NGOs).

The gravest concern for
the industry today is its
incommensurate size as
compared to the growth
rate of the economy and

the large population of our
country.

Confederation of Indian Industry
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The Indian insurance sector has come of

age. With the private sector companies
having made a foray into the market, the
scenario has begun to change.

As expected, liberalisation of this sector
has helped bring about several positive
developments.

■ The market size has expanded,

■ New products are entering the market,

■ Innovative channels of distribution are
being used,

■ Customer servicing has improved
tremendously

The insurance market is likely to grow
at a rate of 22 to 27 per cent, giving enough
room to all the players to grow. Of course,
ultimate success will be determined by
servicing and customer satisfaction.

However, consumer awareness level
is still off the mark. According to the
recently conducted FICCI survey on the
‘Present State of Indian Insurance Sector,’
of 147 respondents, the awareness levels
regarding insurance are still in the realm
of medium to low, as indicated by 58 per
cent of FICCI survey respondents. This
clearly indicates the onerous task that
companies have in creating awareness
about ‘need to insure’ and also  the
tremendous potential they have in
expanding the markets by getting more
customers into their fold by increasing
awareness levels.

Despite several positive developments
and the entry of several large private
players in the market, there are certain
areas, which need to be deliberated upon
in order to reap the full potential of
privatisation.

■ Although the market share of the
private sector has increased to almost
10 per cent market size, the moot
question is have new markets been
tapped? It’s time now to start looking at
the B and C population segments, as
the metro and large urban market will
saturate in three to five years time.  The
future success of the companies will be
determined by the insurers’ ability to

Remove Bottlenecks
innovate and distribute simple products
for BandC population segments.

Rural markets hold tremendous
potential, as suggested by several studies
and surveys. In fact rural share in both
FMCG and durables exceeds 50 per cent
of the market share. Also, the Rural
Market study conducted under the aegis
of the FICCI- ING Insurance Foundation
on Research, Training and Education
(FORTE) shows there is sufficient
awareness amongst A and B segments
of rural areas about insurance,
especially on the life side.

Companies need to work out appropriate
consumer awareness campaigns to
create ‘need to insure’ amongst rural
masses and develop appropriate
marketing strategy in collaboration with

some of the existing and well trusted
institutions such as bank branches,
cooperatives, panchayats and non-
governmental organisations (NGOs) to
tap this huge market.

■ The 26 per cent foreign equity in
insurance joint ventures continues to
be an issue of concern and needs to be
reviewed. This was suggested by almost
41 per cent of the survey respondents.
It is unnecessary to burden a local
partner compared to the or
international partner with an additional
23 per cent of capital because in the kind
of voting rights and control over
company the difference between 26 per
cent and 49 per cent holding is minimal.

■ Lack of clarity on the role of
intermediaries, such as brokers, was
identified to be one of the hindering
factors by almost 54 per cent of FICCI

survey respondents. Factors such as
restriction on foreign equity for brokers
ventures, notification of IRDA
withdrawing five per cent discount on
the premium for brokers for certain
segment of policyholders, non-payment
of brokerage on business emanating
from public sector units (PSU) etc. were
considered as factors hindering
development of this important channel
of distribution, by the FICCI survey
respondents.

■ The issue of rebating has been bothering
the Regulator as well as the players. This
needs be looked at seriously to ensure
regulated and sustained growth of the
insurance market.

■ Taxation issues on the life side continue
to bother the private insurance
companies.

■ Detariffing is another critical element
of insurance reforms. This, sooner or
later, will become a reality, as tariff and
liberalisation do not go hand in hand.
Worldwide, markets have gradually
moved to detariffing. It is therefore
important to chalk out a roadmap,
prepare all the stakeholders of its likely
impact, and make the process less
painful.

■ Health insurance has a great potential
in the country, but remains highly
underdeveloped in India. According to
some estimates, only three per cent of
India’s population is covered under some
form of voluntary health insurance
schemes. This segment needs the
Regulator’s focused attention for its
development.

■ Last but not the least, training and
education will play a critical role in the
sustained development of the sector.

IRDA has indeed done an excellent job
in building a strong foundation of Indian
insurance sector. Now, all the stakeholders
of the industry have to now work in
synchrony to ensure sustained growth of
the sector as also to achieve global
standards.  For this we look forward to the
continuous guidance and support of the
Regulator and the Government in creating
a conducive environment.

The companies have an
onerous task in creating
awareness about ‘need to

insure’ and also  a
tremendous potential in
expanding the markets.

Federation of Indian Chambers of Commerce and Industry
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Actuarial processes within a life and
general insurance office are key to its
financial management and thus the
viability and system of the Appointed
Actuary is an important tool in the hands
of the insurance Regulator.

While a number of actuarial the
certifications were mandated through
Insurance Act 1938 and Insurance Rules
1939 in respect of life insurance, actuarial
processes within general insurance were
unknown in India. The insurance world
outside India had moved miles and miles
in the period spanning the days of state
control in India of insurance business. The
Indian insurance industry was oblivious
to these developments. This was true for
life as well as general insurance the from
management perspective as well as the
regulatory perspective.

The setting up of IRDA heralded a
number of initiatives for defining and
setting up an appropriate framework for
the insurance industry to operate in the
new context. The initiatives within IRDA
and the Actuarial Society of India (ASI) so
as to ensure availability of actuarial input
to the insurance industry and with the
Regulator were one such, which has made
a mark of its own.

The decision to introduce the
Appointed
A c t u a r y
system was
a historical
moment for
IRDA and
was a
challenge of
sorts for the
ASI which
had to
prepare for
it. The
Appointed
A c t u a r y
system is
based on a
premise that
a financial
regulatory

role can best be performed by having one
single named individual actuary in
respect of an insurer and this role cannot
be thus performed if the individual were
working within the Regulator’s office.

Growing with the Industry
Liyaquat Khan

The system was introduced for all
insurers though with some differing
approach for general insurance as
against life insurance. Side by side, ASI
ensured that processes were put in place
for ensuring competence and
professionalism of such Appointed
Actuaries on an ongoing basis.

ASI’s policy of wanting its members
to be competent and professionally
prepared in a global context ensured that
new insurers had the benefit of having
qualified and competent actuaries
working in India from around the world.

This had a snowballing effect on
secondary actuarial services in the
consulting, information technology (IT)
and business process outsourcing. The
result is that ASI as of now has about
3,000 students at various stages as
against about 400 in the year 2000.

Two other aspects which were not

heard of around that time, and which are
key to ensuring a robust regulatory
regime, need to be mentioned.

Introduction of Peer Review system
mandated for the work of Appointed
Actuary in life insurance is one such.
Guidance Note 4 of ASI mandates this
and aims to ensure that an independent
opinion is available on the work of the
Appointed Actuary before the actuarial
report is signed off, thus ensuring higher
level of confidence with the Regulator as
well as the ASI that the interest of
policyholders is best served.

Second and equally important is
issue of illustration given to a prospective
life policyholder at the point of sale. The
Guidance Note 1 which is the regulatory
framework of ASI for regulating

The author is President, Actuarial Society
of India.

The actuaries need to
ensure business context

and should therefore have
in their mindset

appropriate business
orientation.
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professional work of the Appointed
Actuaries, amongst other things, requires
that an Appointed Actuary take all
reasonable steps to ensure that new
policyholders are not misled with regard
to their expectations, e.g. in connection
with illustrations at the point of sales.
In ASI, we have closely worked with IRDA
and the Life Insurance Council to put in
place Guidance Note 5: Appointed
Actuary and Principles of life insurance
policy illustrations, which defines a
framework within which the Appointed
Actuary has to perform this function.

Certification of liability and premium
for non-tariff products in general
insurance by the Appointed Actuary
within the framework of Guidance Note
21 of ASI is an important milestone in
actuarial management of general
insurance business.

The last three years have thrown
up requirements to design products to
serve needs of customers, which
are varying. This is true for life as well
as general insurance. Besides the
role of the Appointed Actuary to sign off
such products from Regulator’s
perspective, the design aspect of ensuring
continuing profitability to shareholders
is the focal point.

The actuaries, whether working on
product development, addressing asset
liability management (ALM) issues,
designing appropriate distribution
strategies or investment strategies, need
to ensure business context and should
therefore have in their mindset
appropriate business orientation.

To ensure this, in the year 2000, ASI
embarked upon new strategies of
actuarial education which is being
monitored dynamically so as to ensure
that actuaries possess, besides regulatory
aspects, an explicit business orientation
in other roles whatever that may be.

The three-year’s endeavours of both
the insurance industry and the actuarial
profession are a success saga without
hiccup so far.
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Three years is a brief period to conclude
whether the objectives of opening the
insurance sector stand fulfilled. The
agenda set for the industry when
Parliament voted the end of State
monopoly was tough: go for rapid growth
in the penetration ratio, commit to an
increasing share of business towards
rural households, develop new channels
of distribution, lower the cost of
customer acquisition, rapidly increase
customer awareness and education, and
implement the entire plan with
overwhelming Indian ownership!

On a balanced judgment, the country
has incontrovertibly stood to benefit
from the liberalisation. The new players
have brought a whiff of fresh air into
everything: product range, marketing,
intermediary education, technology and
customer service. The staid insurance
industry has suddenly started grabbing
centre space in every discussion.

But ask every CEO about his/her
candid view of what has been achieved
and what needs to be done. The to-do
list emerges longer than the completed
tasks. The unfinished work, both from
the insurers and the Regulator, looks
far more demanding than what has been
accomplished. It looks like we’ve just
reached base camp. The peak remains
an arduous journey to cover.

While there are several issues that
bother the new arrivals depending on
their business profile, partners’ vision
and other aspects, I would list three that
need attention from the macro
viewpoint.

First, the need to quickly revamp the
archaic insurance laws. Everyone in the
industry knows the inconsistencies and
the irrelevance of many provisions of the
1938 legislation, which has served us
well till now. While the effort to re-write
the law has commenced, given our record
of amending legislations, there is a
palpable impatience.

What we now need is a short and
simple piece of legislation that is more
facilitative than prescriptive. A
legislation that can serve the industry
moving into a new gear, taking into

After Three Years of Euphoria...
R.Krishnamurthy

account the rapid deregulation taking
place in every facet of the economy.

Second, we need to quickly look at
the prescriptive aspects of the
investment guidelines that govern
insurance companies’ investment of
funds. With rapid decline in interest
rates, customers today expect the
companies to work harder and increase
the total return on their funds.

The range of investment instruments,
drawn at a time when the fiscal system
was pre-empting the market resources for
supplementing the State’s borrowings, can
no longer hold good.

Investment is a function left to the
prudence and good judgment of the
insurance companies.  We see rapid
developments in new investment

instruments and tools, such as interest
rate derivatives, zero coupon bonds and
investment in overseas securities. The
rules should enable a wider investment
horizon, subject to the overriding
concern about safety and asset quality.
And insurers should be free to pursue
them whether through in-house
expertise or outsourced management,
subject to caution and professionalism.

Third, there should be an end to the
nagging issues on taxation, which have
been debated ad nauseam. We’ve had
expert committees that have gone at
considerable length into reasonable
levels of taxation of surplus
attributable to shareholders and
policyholders. The Government should
announce the final view to enable the
companies to plan ahead.

On taxation, there is also a need not
to tinker with the provisions concerning
insurance in the annual budgetary
exercise. Insurance is a long-term

contract. We should encourage the flow
of resources into this sector, whether by
way of single premium or regular
premium to increase the long-term
household savings through insurance
holding.  The insurance industry will
emerge as a catalyst for infrastructure
growth. We should not treat insurance
contracts as bank deposits or short-
term instruments from the taxation
standpoint.

On the part of insurance companies,
there is a big unfinished agenda. The
foremost is to become more transparent
and accountable. There is a lot that
remains to be done on accurately
describing policy benefits and giving
benefit illustrations in sales literature.
The level of knowledge and competence
of the intermediaries needs to increase
considerably.

On rural insurance, insurance
companies have yet to make serious
attempts, and the unrelenting stand of
the Regulator needs careful heeding.
The rural sector is becoming a bountiful
source of opportunity, and the first in
the to-do list of companies should be
clear strategies for time-bound rural
penetration.

The author is Managing Director and
Chief Executive Officer, SBI Life
Insurance Company.

It looks like we’ve just
reached base camp. The

peak remains an arduous
journey to cover.
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Since the issue of the first license to a
private insurance player in October 2000,
the life insurance sector has seen significant
changes. While these changes are most
welcome and will benefit the growth of the
industry and the customers, there are
several key issues that need to be addressed
immediately. I have focused here on three
issues which, in my opinion, are key.

Professionalism
The insurance industry particularly on

the life and pensions sector is dependent
heavily on distribution. The old adage
“insurance is not bought but sold” holds true
even in India.

Today the customers are asking three
fundamental questions; (1) Do I need life
insurance? (2) If yes, how much coverage
do I need? (3) Can you offer me a solution
that meets my needs and my pocket book ?
Therefore, the role of the intermediary is
changing very fast from a mere order taker
to an advisor.

The question now arises as to what the
industry is doing about this.

Not much unfortunately. The approach
has been one of mass recruitment of agents
without much attention to selection.
Furthermore, there is very little investment
in training and development. Therefore the
industry is today characterised mostly by
part-time agents. This has resulted in very
low agent productivity and poor persistency
of business. Who suffers? The
policyholders as well as all the stake
holders.

The customer finds that within a few
months of buying a policy the agent who
sold the policy has left the company and in
many cases has joined another company!
Now this agent may even be trying to
replace the original policy with a different
one from the new company! So the
policyholder has now become an ‘orphan’
and finds it hard to get any meaningful
service. Companies incur substantial
expenses because of agent attrition and
policy attrition – popularly called the
‘revolving door.’ These expenses will
eventually be passed on to the customers
in the form of re-pricing of products.

The solution is for changes in
regulations to allow for professionalism.
Today the laws and regulations do not allow

Venkatesh S. Mysore

Restructure!
companies to attract full-time agents
because of the limitations on compensation
payable to agents. Agents are on a 100 per
cent  variable compensation which is also
very low by international standards.
Appropriate changes to sec 40 A – 44 of the
Insurance Act is badly needed to facilitate
changes. Without this the industry is
headed for more of the same which cannot
be in the interest of customers.

Scalability
In a country as vast as India where

almost two thirds of the population lives in
rural areas, achieving scale is critical.
Building scale and reaching critical mass
requires substantial capital investment.
With the current limitation on foreign
equity at 26 per cent, it would be very
difficult for insurance companies to
increase scale in the proportion needed for

this market. While all players welcome good
sound regulation, there is no purpose
served in limiting foreign ownership. This
should change as early as possible to
facilitate growth. While foreign players are
committed to the Indian market and are
willing to bring the know-how, technology,
processes and best practices, the equity cap
currently is a limiting factor.

Market conduct and compliance
Consistent with the points I have made

under professionalism, one of the big
threats to the industry is in the areas of
market conduct and compliance. The
significant increases being seen in ‘feet on
street’ raises the need for substantial
training and sound compliance
programmes. With the low levels of
productivity being seen and the relatively
low level of average premiums, companies
are not investing in training and

compliance. This creates a situation where
customers are not getting the appropriate
type of advice and most importantly,
disclosure.

The so called mature markets such as
the US and the UK have seen major
lawsuits from customers related to poor
sales practices and lack of disclosure. This
has resulted in companies having to pay
substantial fines and restitution to
policyholders. If appropriate steps are not
taken today, the Indian insurance industry
will also face similar consequences.

One case in point is rebating. While
there is a law against it, everyone knows
that this is rampant in the market place.
IRDA needs to enforce this law strictly. The
industry has an obligation to enforce this
as well, rather than look the other way.

Replacement of business is another
area. Replacement of policies is generally
not in the interest of the customer. There
is no attention being paid to this aspect.
Proper disclosure to customers attains even
more importance in the context of unit
linked policies being marketed by many of
the companies. Do the customers
understand all aspects of this product and
ways in which the benefits may be affected
by market performance?

In conclusion, everyone is quite excited
about the opportunities for the growth and
development of the insurance industry in
India. This market has the potential to grow
into one of the largest markets in the world
within the foreseeable future. However, if
appropriate steps are not taken now to get
the structural aspects right, this industry
will potentially face many challenges that
will affect growth.

The author is Managing Director, MetLife
India Insurance Company.

If appropriate steps are
not taken now to get the
structural aspects right,

this industry will
potentially face many

challenges that will affect
growth.
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I was a stranger to the industry… just
two years ago I did not know, any  more
about life insurance than the common
man did. Now I represent one of the
fastest growing companies in the world’s
fastest growing market.  It’s amazing
how things could change rapidly for the
better if only the right thrust were given.

I share my thoughts here as I see
things from a common man’s
perspective.

Touching people’s lives
What delights me the most about

liberalisation is that I meet thousands
of confident and smiling individuals who
have made insurance their career and
are  leading decent lives as
entrepreneurs.  The insurance agency
profession has surely changed for good.
There are professionals and high society
individuals who now look at this
opportunity with interest. When we and
my industry friends together provide
career opportunities to thousands of
young men and women each month not
just as agents but as doctors, media
professionals medical diagnostic staff,
customer service executives etc., I  feel
happy that liberalisation has truly
worked for creating employment.

Life insurance has a strong
community development angle. When
small families are protected and people
imbibe the strong sense of savings, we
truly are touching  their daily lives. The
opening up of the sector has made
insurance more affordable, accessible
and  stroked a larger canvass more
deeply than ever before.

I feel happy about the path-breaking
product range with the best of breed
customer care now available. The
common man can choose from a variety
of insurance plans tailor-made to match
his needs and  with  price tags  and
payment options that don’t pinch his
pocket much.

A taxing thought
But the campaign has just started.

There are millions of homes still
uninsured, especially in rural India.

The Glass is Half Full...
Nani B. Javeri

What bothers me most is not just ‘un-
insurance,’ but under-insurance as well.
When thousands of those who already
bought insurance do not realise that
their insurance cover does not match
their lifestyle value and their families
are at great risk of compromising their
basic livelihood – there’s still a large
job to be done. As a member of the
society, I like to remind all not to buy
insurance as a mere tax saving tool but
as a first step in serious financial
planning.

We live long
I am  concerned that in India, as is

elsewhere, working lives are getting
shorter and  organic lives longer.
Increasing cost of healthcare is driving
families penniless. The industry must

address this colossal need with path-
breaking campaign to influence the
common man to shift  from the short
term saving mode to the long-term
saving mode and to plan for his
healthcare needs while he’s still
perfectly healthy.

At a different level I am
disappointed at the industry’s minimal
usage of technology –I  can’t see why
policies can’t be issued electronically in
digital  format and  why people can not
be empowered to find what’s best for
them in a non-obtrusive way through the
Internet and other electronic means.

Life is in the fast lane
The industry is  growing at a

phenomenal speed...To drive safely
ahead.. we must look back and learn
from  what happened elsewhere when
top line growth was relentlessly
pursued. Issues of rebating, unhealthy
competition and misselling are bound

to trouble us. We are in the business of
providing security – we cannot
compromise safety for speed.

It rings a bell
We want to  be seen as a fair player..

not just by the customer. But by the
Regulator, agents, employees and all.
BSLI was recently voted as the ‘Best
Place to Work’. Perhaps that’s a moment
of soul searching -  when I  see happy
people  sitting and working busily at
their desks around nine pm – I gently
remind them about  life outside the
office.

We put a bell in all our sales offices..
this bell is rung every time  a policy is
solicited. This is a symbolic reminder
not just to celebrate success but also to
remind ourselves about the
responsibility we have taken up.

Enduring customer value
When I joined BSLI, out of long habit

I used to inadvertently refer to the
company as ‘the bank.’ But I see truth in
the statement. At an abstract level
there’s no difference at all. Like banks,
we do take care of public money, are
conscious of our social obligations,
channelise savings into investment
avenues and, while banks deal with
accounts, we are truly  banking on life
itself.

Having achieved this much in such a
short time we must take each further
step with confidence and contentment
As I propose a toast to everyone in the
industry for their share of success, I see
the glass half full. Pension reforms,
usage of cutting edge technology for
customer care, value based selling and
cementing of the diverse building blocks
of the financial services pyramid to
produce enduring customer value would
make the glass full of spirit and success.

We are in the business of
providing security – we

cannot compromise safety
for speed.

The author is Chief Executive Officer,
Birla Sun Life Insurance Company.
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No shortcuts, no freespending...
James Walton
The insurance market worldwide has seen
some turbulence over the last two years,
with the general insurers taking some big
knocks with the WTC attack and the natural
disasters worldwide, while the life insurance
industry is trying to grapple with declining
interest rate regimes and negative interest
spreads. The life insurance industry in India
is still trying to come to grips with continuous
drop in interest rates and it will take some
time before the industry settles down to
conducting business in a somewhat stable
interest rate regime.

Since the privatisation of the industry
in 2000, we have seen 12 new private sector
insurance players set up operations with
more than Rs. 2,600 crores of capital
deployed so far. I am sure there will be
many more insurance companies who
would be interested in participating in this
market with huge growth potential if the
participation of foreign ownership is
increased from the current 26 per cent level
to 49 per cent.

Although it is too early to take a stock
of the private sector insurance players
(especially in terms of their profitability),
there have been some significant
milestones that have been achieved, and I
would like to mention a few of them.

The first one that comes to my mind is
the development of infrastructure by the
private insurers. In this short period, Allianz
Bajaj, ICICI Prudential and HDFC Standard
Life have been the pioneers in developing
a branch network to reach out the Indian
population. Concomitantly, the agency
channel has also developed significantly
(total agency recruitment by the private
life insurers is close to 1,50,000 with Allianz
Bajaj and ICICI having more than one third
of the agents).

Development of alternate channels of
distribution has been another area where
there has been progress. Although these
are early days to predict anything, the early
success of the bancassurance relationships
puts India as a serious contender for being
among the few countries in the world
where bancassurance can work. The wide
network of bank branches here also augurs
extremely well for the future of such
relationships.

One major change that has come
through post liberalisation, is a visible

change in the way insurance is being
attempted to be sold in India. From a
tax-incentive-driven sale, the focus has
shifted (at least in the private insurers)
to a need based selling approach.
This will take time and will help in
development of life insurance awareness
as well as growth in the medium term.
Awareness of life insurance has gone up
over the last few years, particularly in non-
rural areas. The efforts that have gone in
to advertising the basic need for insurance
have yielded positive results and we are
already seeing the industry move to the
next category of product specific
advertisement. The day is not far when
this market will see individual brands of
life insurance stand up on their own.

Better quality of service, especially
through appropriate use of technology, has
been another area where there have been

good improvements. For example, Allianz
Bajaj has invested heavily in its proprietary
IT software OPUS, through which we are
capable of issuing a policy (within certain
limits) at any Customer Care Centre in
India over the counter in five minutes.

Innovation in products: The initial
innovations came in the form of rider
benefits. Product innovations followed,
especially in the area of Children’s
Education on the traditional products side;
and whole life and retirement planning
products on the unit linked platform. As
the market matures, we will also see
innovative products especially for the rural
and group sectors, as well as in annuities.
We have also seen more willingness by the
customer to take on more risk and less

guarantees as evidenced by the upsurge in
unit linked policies.

The insurance industry will unfold
much the same way it has in the West but
faster, and will follow the wishes of the
customer. The existing products of
endowment and unit linked will evolve to
more sophisticated entities. Companies that
survive will either have a national brand
reach or will become boutique specialists
in areas like health, annuities, pensions or
high net worth customers. Companies that
try to be everything to everyone will run
into problems.

There are additional dangers that must
be constantly evaluated just to survive.

a) Companies that overspend with profit
projections out 10 years will never
reach that goal, as evidenced by the
large list of casualties throughout other
Asian countries.

b) Companies that try short cuts in quality
distribution, will stumble. “Insurance in
India is sold, not bought”.

c) Companies that get caught in price
wars in volatile negative interest
spreads are sitting on a time bomb, as
evidenced by the experience in Japan,
Korea, Thailand, etc.

d) Companies that think they are in the
investment and risk business rather
than insurance will have roller coaster
rides. European insurers with high
exposure on equities should not be our
examples.

In a market where more than 40 crore
of the insurable population is still not
insured, and many of those insured are also
not adequately insured, the potential for
growth is huge, partly reflected in the
phenomenal growth of the industry over
the past couple of years. The growth of the
private insurance players has been
phenomenal, but they will stabilise after
reaching a critical mass. IRDA has also
played an extremely positive role in the
regulation and development of the sector.
Overall, the result of three years of
privatisation has been extremely positive,
and the future looks very bright indeed.

The author is CEO, Allianz Bajaj Life
Insurance Company.

There is a visible change
in the way insurance is

being attempted to be sold
in India. From a

tax-incentive-driven sale,
the focus has shifted (at

least in the private
insurers) to a need based

selling approach.
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The life insurance industry has had a
brilliant take off by any (global)
standard.

Customers have tremendous choice
from a large variety of products from
pure term (risk) insurance to unit-
linked investment products. Advice and
need based selling is emerging
significantly through much better
trained sales forces and advisors. People
are buying products and services based
on their true needs and not only
straightforward money-back policies
which is actually not a very good product
to buy for long term protection and
savings. Also, other distribution
channels are developing such as
bancassurance, corporate agents and
brokers. Products and services has seen
dramatic improvement with almost
every product now available in the life
insurance space.

In short, multi-product market
segments through multi-distribution is
now easily available to the public.

But, the honeymoon is over….
The tax, legal and regulatory

environments need to improve
significantly. Many changes and
clarifications are required on the tax front
such as the policyholder tax which needs
to be reduced, loss carry-forward needs to
be further clarified and tax free return of
capital invested in the Policyholders’ Fund
needs to be enabled. The Insurance Act is
under review and all operational matters
have to be removed from the Act, such as
commission limitations which need be left
to the IRDA. Also on the regulatory front
quite a few matters need improvement
enabling the industry to grow better and
faster all benefiting the customer.

Even more importantly, the boys will
be separated from the men in the coming
three to five years. Most of the players
had a favorable experience setting up their
initial businesses. We see that several
players are now getting under strain
finding out that their distribution models
do not really work and are changing
strategies too often in this regard which
brings insecurity amongst employees and

You Ain’t Seen Nothin’ Yet...!
Yvo R. Metzelaar

advisors. Life insurance is a long term
game and at this stage the main challenge
remains to build a robust, large and high
quality tied agency sales force. Other
distribution channels will gain
importance but the foundations of any life
insurance company remains to develop
true sales professionals who understand
the needs of individual customers.

Other dimensions are also becoming
more important such as efficient
customer services and operations,
attractive products and services
retaining sound profitability, expense
management and asset-liability
management, to name a few.

We expect around five leading life
insurance companies to emerge, of which
ING Vysya Life will be one !

Pensions will be crucial for the
country……

Especially since social security is
almost absent in the country, it is of the
essence that a sound pension framework
and system be developed in the coming
say five to 10 years. The Government is
taking the first steps to develop a new
system starting with its own employees.
That is very commendable but there is
still a long way to go making pension
products and services available to the
larger sections of society. The biggest
challenge is to get the self-employed
community into the system.

…and ING Vysya is ready for it
ING Vysya Life has now established

itself in 20 cities where 40 large sales

teams are operating, daily establishing
contacts with thousands of people
explaining the value of life insurance
and the importance of it in life itself in
the spirit of our tagline “Adding Life to
Insurance”.

We will continue to build scale
maintaining and improving our quality
of services offering compelling insurance
solutions to customers. We are and will
remain a leading company in India
based on our strong foundations. ING,
the largest life insurance company in the
world, will provide global expertise and
knowhow and Vysya will bring in the
warmth and compassion in building
meaningful, lifetime relationships with
our customers by offering life, pension,
insurance and other financial services
through the ING Vysya Group.

The Indian life insurance industry
will soon be one of the largest and one of
the most vibrant in the world and has
truly gorgeous prospects for customers
in this beautiful and exciting sub-
continent called India.

The author is Managing Director and
Chief Executive Officer, ING Vysya Life
Insurance Company.

The Insurance Act is
under review and all

operational matters have
to be removed from the
Act, such as commission
limitations, and left to

the IRDA.
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India has transited from a monopolist
environment to a liberalised, dynamic
insurance industry with relative ease. The
IRDA has played the umpire with
pragmatism and more than a little
panache and the growth of the private
insurance companies is there for all to see.

What should be the regulatory
agenda as the insurance sector enters
its second phase? It is common ground
that effective self-regulation is the best
way forward. But for self-regulation to
work, it must be effective. It is easy to
persuade ourselves into believing that
everything in the garden is lovely. But it
isn’t. There are issues that need to be
sorted out and it is in the industry’s best
interests to see if it can prove to the
Regulator that it can do so itself.

The efforts of all  life insurers should
be channelled towards delivering a form
of self-regulation that is widely seen as
transparent, credible and, where
appropriate, tough. Self-audits show
maturity in sectors. Moreover self-
regulation is important because over-
regulation can hamper the growth and
development of the industry.

Self-regulation must have the
overriding objective of establishing,
promoting and monitoring high
standards of integrity, fair dealing and
competence. It must ensure that
proposed policies are suitable to the
needs and resources of customers and
that those buying the product are fully in
the know about the product and its price.

It is only logical that an insurance
agent will make a pitch to a customer
that persuades him or her to buy the
policy. However, in so doing, if the agent
indulges in unfair criticism of rival
companies it hurts the business and
leaves the customer none the wiser. An
insurance policy is not so much sold as
it is bought. If the buying is influenced,
as it often is, by extraneous factors such
as offering of rebates, the entire
industry suffers.

Rebating is rampant in the life
insurance business and law can only do
so much and no more. The industry

Do-it-Yourself
Anuroop ‘Tony’ Singh

should wake up to the reality of
malpractices and evolve its own code of
conduct for agents and companies to
follow. Anti-rebating provisions should
be made part of the agent training
curriculum.

An illustration document is a
tangible piece of paper vital in selling
life insurance. Max New York Life took
the lead in making detailed sales
illustrations available to customers
and it gives me pleasure to see that
today it has been made a mandatory
requirement from the Regulator’s side
with both optimistic and pessimistic
views having to be necessarily
illustrated. A sales illustration should
be seen as an article of faith between
the company and its customer.

While many other delivery
mechanisms are likely to take their
place under the sun in the future, the
interface between the agent and the
customer is likely to be the mainstay of
insurance selling in India. At Max New
York Life, we take pride in the time and
money we invest in training our Agent
Advisors. I believe that insurance
companies must evolve a code of conduct
for agents beyond the regulatory code of
conduct.

Restrictions on the commission due
to agents are also inimical to the
industry’s interests. Evolved insurance
markets—among them the US and the
UK, even Korea—have no caps on agent

The author is the CEO and Managing
Director, Max New York Life Insurance
Company

commission. The commission is what
drives an agent to sell a policy and serve
the customer. Given the rejections in the
sale process, it is critical that the
commission structure is attractive
enough for quality professionals to take
up insurance as a career.

Also, poaching on each other’s agents
and employees is a practice that should
be shunned by insurers. Rather than
expect the Regulator to play a role on
this, it would be ideal if the members of
the industry decided not to poach on
each other’s resource talent.

The best thing would be for insurers
to voluntarily decide on a set of dos and
don’ts and for IRDA to only supervise
oversights. Then everything in the
garden could indeed be lovely!
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The liberalisation of the life insurance
industry has been like a breath of fresh
air into what was once considered a dull
industry. The dozen new players, and
even LIC, have introduced numerous
new initiatives. Some insurers, such as
ICICI PruLife, have followed their
strategy to be a scale player in the mass
market, by introducing a complete range
of products to meet the needs of each
customer. Others have taken a more
focused approach, introducing select
products that they believe hold potential
and fill market gaps.

Undoubtedly, the biggest beneficiary
of the competition amongst life insurers
has been the consumer. A wide range of
products and professional advice has
become the mainstay of the industry,
and the Indian consumer forms the
pivot of each company’s strategy. Service
standards are being set and
implemented and a series of distribution
channels have thrown open new
opportunities. Whatever the case may
be, each life insurer has approached the
category with a fresh perspective. The
success of the efforts is noteworthy –
private players now have about 10 per
cent of new business premium income,
far exceeding initial expectations.

Sure, well begun is half done. But
the challenges ahead will test the mettle
of the finest insurers, and must be
addressed comprehensively by
Government, and more so, industry.

For instance, there has been little
done to address the concerns regarding
claims. After all, the primary reason
consumers purchase life insurance is to
receive money in the event of the
policyholder’s death.

However, just a fraction of customers
are actually aware about what they
must do should the need to make a claim
arise. This often leads to confusion and
longer time lags for the beneficiaries,
inability of the company to meet claims
quickly, and a general uncertainty about
the specific benefits of life insurance.
The onus is on life insurers to make
customers aware of their rights and

Insurer as Teacher
Shikha Sharma

responsibilities in such an event, and
work towards creating a more
transparent environment.

Possibly the biggest, most
challenging, opportunity is in the areas
of retirement solutions and pension
reforms. The need for progressive,
comprehensive participation in the
segment has been propounded
extensively; and it’s an area that has
been served by many public and private
organisations.

As I see it, it really boils down to
three issues; first: the absence of social
support for the huge section of
population not covered by pensions,
second: the burgeoning deficit due to
unfunded pensions in the Government
sector and third: the need for adequate

incentives for the common man to save
for retirement in the face of an
increasingly aging population.

The first issue – the need – is
undisputed. Government, companies
and even individuals are recognising
that efforts must be made to provide for
their future, and are taking steps in this
direction.  It is the apparent disparity
of these measures that brings us to the
next two issues. The gravity of the
situation and the sheer number of
people affected, demand Government
impetus and many more long-ranging
incentives that encourage individuals to
plan for their own future. The challenge
remains to devise a system that
encourages not just short-term, ad-hoc

provisions for retirement, but
systematic retirement planning over a
much longer period of 20-25 years.

This is really the core of pension
reforms, and unless this problem is
addressed holistically, funding their
golden years will remain a problem for
those who will retire a decade or two down
the line. Examples of countries such as
Chile, that have kick-started individual
planning for retirement, show that such
efforts have begun with a concerted
investor education campaign, and been
followed through by encouraging tax
breaks. Governments in such countries are
able to justify such tax benefits because of
their long-reaching favourable impact on
the development of capital markets and
stimulation of investment in
infrastructure and other long-term
projects.

Undoubtedly, there is scope for
much improvement and reform in the
system. However, the demographics are
compelling, so the sector will grow.
Given the lack of social security system,
the onus is on individuals to plan for
their own retirement, and it is the right
regulatory framework and appropriate
tax incentives that can help accelerate
the pace of growth.

The author is Managing Director and
CEO, ICICI Prudential Life Insurance
Company.

The challenge remains to
devise a system that

encourages not just short-
term, ad-hoc provisions for
retirement, but systematic
retirement planning over
a much longer period of

20-25 years.
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Three years in the life of an industry is
a very short period, but so much has
happened since the insurance industry
was opened up for private participation
that its impact cannot be ignored. It has
been a very exciting period marked by
competition, innovation, training,
distribution channel development and
creating increased awareness for the
consumer. In short, a period of intense
learning for us all.

It has also been a period marked by
the orderly development of a regulatory
framework. The significance of the
process of regulatory evolution in the
insurance industry can be fully
appreciated only in the context of the
turmoil created by regulatory issues in
other recently liberalised sectors.

Three developments that stand out
in the performance of the insurance
players during the last three years are
the innovation in product development
and consumer choice, the evolution of
distribution channels and the increased
emphasis on building consumer
awareness.

Competitive forces have brought to
the fore the best in product development
and feature differentiation. The choice
of features can now be decide by the
consumer as he is offered an unbundled
product with a wide variety of riders to
choose from unlike in the past when he
was offered a bundled product with
features he may not have really wanted,
but still had to pay for.

The awareness of the central role of
the customer in the scheme of things
and the desire to reach him when he
wants and where he wants have led to
the development of alternate channels
of distribution, including
bancassurance, brokers, the Internet
and direct marketing.

If, today, I have concerns about the
future development of the insurance
industry, it also has to do with the same
issues highlighted above.

Unfortunately, in the race to gain
market share and establish a presence
in the market place, certain practices
are creeping in which could adversely
affect the image of the insurance
industry in the long run. The sales
process is seemingly rewarding short
term gains at possible long term cost.
Circumvention of Regulations to reward
distributors in order to drive higher and

Deepak Satwalekar

Intense Learning
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higher new business sales may have long
term implications for the viability of the
players.

Another cause for concern is the delay
in the formulation of a unified Act
addressing all issues related to
insurance. The Insurance Act, 1938,
definitely needs amendment to keep up
with the changes that have happened in
the economy as well as in the markets.
Many restrictions enshrined in the Act
need to be removed from there and
reframed as regulations issued by the
Regulator, thus enabling a quicker
response to changing market conditions.

The last concern is the uncertainty
of how the newly constituted Pension
Regulatory Authority will interact with
the IRDA, in as much as life insurance
companies will be possibly regulated by
both. Initial indications in the media
have led one to believe that the
regulations regarding capital
requirements, foreign holding,
investment restrictions, etc are
weighted in favour of the pension
providers to be regulated by the new
authority. An early clarification would
go a long way in removing the
uncertainty prevailing in the industry,
and help the probable players to firm
up their plans, so as to give the
Government’s initiative a quick start.

The author is Managing Director, HDFC
Standard Life Insurance Company.

There is the uncertainty of
how the newly constituted
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Authority will interact
with the IRDA  as life

insurance companies will
be possibly regulated

by both.

http://www.irdaindia.org/irdajournal.htm

on the web!

�
�
�
�

• 
\.. Journal 



ISSUE FOCUS - WORKINGS

27
����  Jour Jour Jour Jour Journal, December 2003nal, December 2003nal, December 2003nal, December 2003nal, December 2003

�
�
�
�

As I look back at the progress the Indian
insurance industry has made over the last
three years, it brings to mind Robert Frost’s
words “…the woods are lovely, dark and
deep, … and miles to go before I sleep.”
Taking some liberties with those words I
would say, “..the woods are no longer dark
and deep, and we have miles to go before
we sleep.”

Indeed, the opening of the gates three
years ago gave the insurance sector as also
the economy a positive push towards
growth, and it couldn’t have come at a
better time.

The Great Indian Insurance Market
As a percentage of the gross domestic

product, the increase in contribution of
insurance premium from around 1.5 to 1.7
percent in 1998-99 to 2.5 to 2.57 percent
near the end of 2001- 02 confirms that this
sector is on a growth trajectory.

But it’s not just the numbers that are
looking better post liberalisation. The entire
approach to both buying and selling
insurance has been turned inside out. From
a completely seller dominated market, the
business is now pretty much driven by what
the consumer wants, what products he is
looking for and how he wants to buy them,
to the sheer range of options he can choose
from. In short, we are now officially a
buyer’s market. What’s heartening to see
is that awareness levels have increased to
such an extent that consumers are actually
looking at the product for the purpose for
which it was originally created.

In line with the increase in awareness
and the ability to bring products closer to
the consumer’s door, products themselves
are now tailored to meet exact market
requirements. For instance, Tata AIG now
offers Tata AIG HealthFirst – a unique,
first-of-its-kind health insurance plan
coupled with life insurance cover. The other
product innovation we are proud of is
MahaLife Gold – a unique whole life
insurance cover that doubles up as an
annuity plan and generates a guaranteed
annual tax-free income.

Historically, life insurance in India was
not sold by insurance companies – it was
bought by consumers as tax-saving
instruments. Seldom was it bought as a

Consumer Benefits
Ian J. Watts

risk-mitigating instrument. Consequently,
more often than not, the insured ended up
buying a policy that did not meet his specific
needs. It followed that after-sale service
was not a very high priority and the
consumer was invariably left running in
circles for issues like premium payments,
claims dispute and final settlement.

The new rules of the game
For the first time in Indian history, a

once unregulated market is being reined
in with regulation. The effects of discipline
have benefitted not just market players but
also consumers, with the establishment of
best practices across the process chain.

The IRDA plays a stellar role in
regulating and disciplining the market. The
IRDA also closely monitors products before
and after they are introduced to ensure
insurance companies meet basic solvency
requirements, and thus safeguard the
investor’s interests.

And the players are doing their bit,
lending support for the establishment of
these best practices and taking on the task
of educating the market. On its part Tata
AIG, through its Academy of Excellence
and its tie-up with the Association of
Financial Planners (AFP) India, has created
a dedicated programme to train its agents
as full-fledged financial advisors.

One significant characteristic of India’s
insurance market is its one billion strong
population, of which about 40  to 45 percent
is insurable. This attractively large market
is scattered across a huge geographical area
and is not easy to cover using single mode
of distribution.

Traditionally life insurers have relied
solely on the agency channel. Private
players have brought with them
international experience, new

technologies, new distribution channels and
of course, new products. The ground rules
of the insurance business are being
redefined. Public sector insurers themselves
are gearing up with their own responses to
this new found competition.

The mantra is innovation and
diversification. Distribution is more crucial
for the life insurer who needs to have a
mass retail base to minimise the chances
of being adversely affected by any casualty.

The road ahead
The opening up of the pensions

sector and the establishment of a new
pensions regulator are likely to further
stimulate Indian insurance. It remains to
be seen though, if these regulations allow
life insurance companies to participate both
in the accumulations and the annuity
phase.

I feel another area that needs to be
addressed is the capitalisation cap on the
foreign partner. Increasingly, foreign direct
investment (FDI) and foreign institutional
investment (FII) limits have been upped in
many growth sectors like banking and
telecom. We truly believe the Indian
insurance industry after three years of free
market rules, is now mature enough to be
extended that same increase in
capitalisation limits for the foreign partner.

Insurance is a long haul business and
relies centrally on the financial viability of
the insurance provider. Companies will
need to demonstrate a long term
commitment to the Indian consumer before
they start seeing any profits. It is only fair
from the Indian partner’s perspective that
the foreign partner be allowed to bring in
additional capital now rather than later,
when the business starts generating profits.

With a little help from our regulatory
system, I strongly believe the lovely woods
will be better lit, and insurers will gladly
venture into more virgin territories, taking
the fruits of insurance further and wider
into the Indian market.

Awareness levels have
increased to such an extent
that consumers are actually

looking at the product for
the purpose for which it was

originally created.

The author is Managing Director, Tata
AIG Life Insurance Company.



India is one of the very few countries
that has seen the insurance industry
move from total private enterprise to
total State ownership and again to an
open market with dominant players
from the state sector. The IRDA, when
it was set up, had a difficult and delicate
task on hand to oversee the transition
in an orderly and uncompromising
manner into a developed market with
its characteristics of freedom with
regulation, play of market forces,
development institutions, education,
research, and above all expansion of the
market. Its first priority was to set in
place the regulatory and legal
framework under which a new paradigm
will evolve. In this brief overview I shall
try and highlight some of the elements.

The most significant aspect of these
three years has been the transparent
consultative process adopted in framing
Regulations and amendments to law.
Instead of setting up expert groups
wrapped in secrecy, an open approach
with participation of all stakeholders
was universally adopted, arguably to an
unprecedented level. This ensured that
Regulations and guidelines were widely
accepted without an element of surprise.
This approach has come to stay.

It is singularly noteworthy that all
new Regulations, legal amendments,
setting up of institutions etc., were
introduced within the timeframe
announced in the first place. I do not
know of any other agency that has shown
such consistency.

There are many aspects of the
opening up that deserve to be
highlighted; I wish to take up a few of
the key elements for mention.

Introduction of the broker as an
intermediary is of far-reaching
significance though there have been
some issues relating to rates of
brokerage in general insurance. These
are being addressed by a committee.
The introduction of minimum
qualifications, training and
examination of agents is a good first step
and the  introduction of corporate agency
too is significant. There is a long way to
go; but it is clear that substantial

Seek Sustainable Solutions
S.V.Mony

penetration of insurance can be achieved
through these intermediaries.

A higher level of awareness of
insurance is a necessary condition for
development of this sector. The initiatives
of the IRDA to improve awareness
through interactive programmes on radio
and television are laudable.

Even though the share of the new
insurers is yet to grow, all indicators
point to steady growth and in due course
a good balance will be achieved. The
structural asymmetry in the market due
to the vast difference in size and style
of the erstwhile monopolies and the new
entrants will continue to cause widely
differing views and positions on key
subjects such as dismantling of rate
tariffs in general insurance, taxation
and expense limits. The IRDA will have
to tread carefully in achieving
sustainable solutions. The changing

stance in dealing with brokerage in
general insurance is a pointer.

The introduction of a series of
detailed regulations in a relatively
short time in a wide-ranging array of
subjects is likely to cause difficulties in
monitoring compliance. Agents’ training
requirements and rebating are
examples. It is important to explore
areas in which self-regulation can be
progressively introduced. Self-
regulation will lighten the monitoring
load on the IRDA even as the members
of the industry become more responsible
in their conduct. Monitoring of
intermediaries and loss assessors are
examples.

Pensions business is a scenario that
is still evolving. The role of IRDA and

the insurance industry will no doubt
become clearer in due course.

The last three years have been very
eventful. The new companies have
established themselves strongly though
they are yet to make significant inroads.

Most life insurance players have had
to inject substantial capital much
higher than the minimum prescribed,
which incidentally was initially objected
to as too high for that business! In AMP
Sanmar we, like the others, have
realised that it is by no means an easy
business. Establishing credibility and
brand image, recruiting and training
agents and other personnel, product
introductions, etc. have all been
challenges that were overcome.

The insurance industry is certainly
poised to grow in real terms. Service
takes centre-stage. Consumer
awareness, particularly of rights is on
the increase, competition is already
intense, and there is a host of
publications and correspondents
examining every move, every product
under the microscope and writing on the
subject, thus requiring the players to be
on their toes. Competitive insurance
market has truly arrived. The future
belongs to the fittest and that is but
appropriate. Monitoring the ‘healthy’
practices in the market will be a
challenge before the IRDA.

The author is Vice-Chairman, AMP
Sanmar Life Insurance Company.

Self-regulation will lighten
the monitoring load on the

IRDA even as the
members of the industry
become more responsible

in their conduct.
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Since 1991, the Indian economy and
industry have undergone significant
transformation, moving away from a
State controlled to a competitive
market economy.  The most remarkable
feature of this transformation has been
in the financial sector, particularly in
the Indian insurance industry, which has
been opened up to all competitors –
domestic and foreign – integrating the
financial services industry to the global
economy.

Liberalisation of the Indian economy,
and particularly the insurance industry,
has opened up tremendous business
opportunities to Indian and foreign
operators. The new market has also
thrown up several kinds of new
challenges to the Life Insurance
Corporation of India (LIC) as well as to
the other insurance companies.

LIC, since nationalisation, has
performed exceedingly well and
contributed immensely to the process
of economic development through its
multi-dimensional activities. As just

one example, the share of life insurance
funds in household financial savings has
gone up from 8.7 per cent in 1993-94 to
12.1 per cent in 1999-2000 (out of which
the share of LIC was 11.3 per cent in
1999-2000).  In terms of GDP, insurance
funds was 1.5 per cent in 1999-2000.

LIC today services over 12 crore
policies which is a record for any life
insurance company in the world. It
settled over 86.55 lakh claims including
Survival Benefit payments and
Maturity Claims during the year. There
is no other life insurance company in the
world that settles such a large number
of claims.

During the last few years, the Indian
insurance industry has been witnessing
a relatively better growth rate when
compared with many other countries of
the world.  During 2000 the Indian

insurance industry as a whole
witnessed an inflation adjusted growth
of 16.6 per cent as against 6.6 per cent
of the global growth rate.

The growth of the life insurance
market is also identified in terms of
insurance penetration i.e. premiums as
percentage of GDP.  In the year 2000, life
insurance penetration in India was 1.77
as against world penetration of 4.88.

In spite of significant growth of life
insurance business through  the
outstanding efforts of LIC, only 25-26
per cent of insurable the population has
been insured.  Therefore, joint efforts
need to be made by all insurance
operators for the market to extend the

coverage to millions of insurable people
who need and can afford life insurance.
While the market needs a wide range of
insurance products, we need to focus
more closely on single premium and unit
linked insurance, pension market,
health insurance etc.

The financial market has been
undergoing tremendous changes during
recent times due the entry of new
products and service delivery systems,
particularly in the insurance sector.  To
survive, insurance companies need to
create an environment of understanding
for the investing public by disseminating
information and educating them about
the relative benefits of life insurance.

Life insurance competes with other
savings products from mutual funds,
banks and the Government.  Since the
Indian market is led by personalised
selling and the brand name of LIC, there
is limited awareness about insurance
among the investing public.  However,
the scene has changed somewhat in the
last two years with the opening up of
the insurance industry.   With the
private insurers and the LIC going in
for aggressive publicity there is much
greater awareness about life insurance
today than before.  This has also
contributed to LIC performing much
better despite the entry of private
insurers in the market.

Changing products
Need is a changing phenomenon and,

in a market economy, products are the
offshoot of customers’ need. Time
relevant, customer need based, products
are to be developed in the background of
cost and intrinsic return. Product
challenges are therefore to develop
pension plans, health insurance, term
assurance, investment product (unit
linked insurance) and market segment
related products (like corporate/
institutional agency products).

At present there are 58 products
being sold by LIC.  However, some of
the products have been re-structured on
the basis of competitive needs and
emerging market demand. LIC has also

Strategies...
S. B. Mathur

Joint efforts need to be
made by all insurance

operators for the market to
extend the coverage to
millions of insurable

people who need and can
afford life insurance.
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initiated steps to introduce some new
products like Bima Nivesh, anticipated
whole life and critical illness plans.

There is no doubt that with the
Indian insurance market getting more
developed and sophisticated, term
insurance and pension plans, as has
happened in the West, will become
increasingly popular.  The demand for
pension products will be on the rise with
fewer employers – the decrease in the
importance of public sector – offering
assured pension to their employees.
Similarly, with younger people earning
much more than ever before, the
popularity of pure term insurance plans
will also inevitably increase.

We have observed the recent growth
in the global life insurance industry was
led by single premium and unit linked
insurance.  In fact, these are the two most
important growth drivers of the
insurance industry in recent times and
offer tremendous potential for growth in
India also.

Pensions
 The pension market all over the

world has been growing at a significantly
high rate and offering tremendous
opportunities to insurance companies
also.  The share of pension and provident
funds in household savings in India
during the year 2000-01 was 20.7 per
cent, which was much higher than the
share of Life Insurance Funds.

Even LIC has achieved significant
growth rate in individual pension
business.

The growth rate of first premium
income in respect of individual pension
plans during the year 2001-02 was
355.15 per cent and the growth rate in
respect of policies was 120.09 per cent.
Yet, the pension market in India mostly
remains untapped and this is probably
the most potential segment of the life
insurance market in India.

Distribution
One of the important challenges

before the insurance industry is to
promote innovative distribution

channels to meet the new generation
demand and distribution of products.

At present the product market
relationship is dominated by
personalised selling. But the emerging
market will be characteristically
different in future, particularly due to
information explosion and technology
led delivery system.

With the emergence of financial
conglomerates, universal banking and
the integration of the financial services
industry  and the changed the geometry
of financial products, existing market
intermediaries like agents need to gear
themselves to the changes in the product
market and consumer choice.

Channel management is going to be
a hard task in future and calls for
specialised channel managers who can
provide a new dimension to new

generation distribution of insurance
products.

Rural sector
Since the rural market for life

insurance distinctly differs in respect
of needs, preferences, disposable
income, seasonality of income, level of
financial literacy and penetration of
financial media, the approach, the
product and the distribution need to
have a different look than that followed
for the urban market.

While individual life products have
their own appeal among large sections
of the rural population having regular
income and capacity to pay premium,
there is a need for products which can
take into account people having seasonal
income.

Further, for low income people, low
premium risk cover will be desirable.
For this segment, group insurance
policies like Jana Shree Bima Yojana
have been launched by LIC which will
be attractive and useful.

Rural distribution
There is also a need for promoting a

different distribution channel, for
expanding the rural insurance market.

Distributors of life insurance
products in rural areas must have strong
local linkages.  These rural distributors
must be capable of educating and
motivating rural people about the
necessity of life insurance keeping in
view local constraints.  Towards this
need, LIC has been promoting Rural
Career Agents (RCAs) through
specialised training and financial
incentives.  This has also helped to
promote life insurance consciousness
and business for LIC.

In a country like India, having wide
disparities in the per capita income,
disposable income, different level of
education and media penetration,
expanding insurance market,
geographically and in the country as a
whole, is no doubt a difficult task. But a
consorted joint effort by LIC and other
insurance companies and various media
organisations can definitely provide
momentum to the growth of the life
insurance market.

As of now, penetration is quite low
in India compared to other similar
income countries and we need to have a
very structured approach to capture
various market segments in rural and
urban areas.

The strategies suggested above can
make a difference and assist further
market penetration of life insurance in
India.

The pension market in
India mostly remains
untapped and this is

probably the most potential
segment of the life

insurance market in India.

The author is Chairman, Life Insurance
Corporation of India.



The three year old, liberalised Indian
insurance industry has shown a
commendable growth and ability to
embrace change. The last three years
have been eventful and successful for one
of India’s fastest growing industries.

The private players have had been
busy devising specific strategies to reach
out to specific segments of the market,
with innovative products. Insurance
companies are now concentrating on
offering products on the lines of building
blocks, where in the consumers can
tailor-make a product by adding only
those features that he wants, from a
menu of features. Also, companies have
made attempts to educate the
consumers on the various products.
With the entry of private players into
the sector, the IT investments in back
office, front line customer service, etc has
increased significantly. Companies are
also emphasising on building a strong
distribution network at retail level as
well as at corporate level through tie-
ups with banks, NBFCs, distribution
companies, brokers etc.

The private insurers together have
created a pool of over one lakh well
trained Life Advisors in the last two
years. This is quite a significant
development in the last couple of years.

Insurance companies are today
investing heavily on the tied agency
force. The insurance salespersons are not
more just agents whose job is to sell you
any policy. They have transformed into
“Advisors”.

Most insurance companies realise
that the importance of advising the
consumer before selling him a product.
However, this trend is yet at a nascent
stage and many more improvements
can be brought about. The role of an
agent in the near future should move
from agencyship to advisorship. The
advisor should be capable of giving the
right advice to consumers, be it with
respect to the policy, or the sum assured
or be it planning for the various stages
of life.

The advisor is the bridge between
the company and the consumer.
Therefore, the insurance company will

Bridging Gaps
Shivaji Dam

need to ensure that the bridge is firmly
in place. Most companies have made
significant investments in training and
retention of advisors. The way forward
is to have specialised training programs
for advisors that are aimed at better
technical understanding of the
insurance products and also for better
relationship skills.

Finally, the insurance companies are
likely to come together and follow
certain standards:

■ Companies could ensure that
advisors across the company undergo
some basic training in personal
financial services instruments. They
should be able to evaluate the
consumers’ needs in conjunction with
other investments/ liabilities.

■ Companies could follow somewhat
standardised templates for

analysing consumer needs and
recommending products to meet
those needs. This kind of
standardisation would also help
consumers in taking a buying
decision, as they can easily compare
products from different companies.

As a last thought, insurance
companies should consider having a
common platform, focusing on the
development of the advisor force,
which in effect would benefit the
insurance consumer.

■ Another important development in
the Indian insurance industry will be
that of intermediated marketing.
Using banks is likely to be the big
emerging trend. Already most large
and private banks are busy
experimenting with the marketing of

insurance. It is conceivable in India
that the bancassurance model could
emerge as the eventual market
leader in sales volumes. Many factors
weigh heavily in the favour of
bancassurance including the branch
network and reach to individual
customers.

Finally, the ability to give the
customer comfort on the performance of
his insurance investment will make the
customers trust the new insurance
companies. This is likely to cause two
significant trends to emerge viz. focus
on investment management and focus
on information sharing.

The investment management focus
will result in the insurance companies
retaining the best fund managers and
create demand for really long term
assets – ranging from 25 to 50 years’
maturity. This thrust will give the entire
investment management scenario in
India a stable reputation that it sorely
lacks due to the temporary and volatile
nature of the markets.

The second focus, on information
sharing, will give customer the choice to
decide their investment portfolios and
again generate a sense of control and
trust. This will also improve the
accountability and responsibility of
fund managers.

In conclusion
Three very important trends that

will emerge to make insurance a robust
industry in the private sector are
movement of the role of the individual
agent to becoming a family advisor, the
role of the banks in reaching the entire
populace of India with the new insurance
products, and the role of investment
managers in earning the industry a
reputation for solid and reliable
performance.

The author is Managing Director, OM
Kotak Mahindra Life Insurance
Company.
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Stuart Purdy

Huge Opportunity
Since the liberalisation of the Indian
economy the opening of the insurance
industry has been a key landmark. The
Indian insurance industry is sitting on a
volcano of growth and potential waiting to
explode. Since the last three years that the
industry has been opened to private players
it has shown a renewed vibrancy resulting
in new opportunities in terms of
employment, savings, new channels of
insurance distribution, wider coverage to
rural areas and even to the economically
deprived sections of the society.

The vibrancy of the industry has also
been reflected in the growth of the
individual players. The private players have
managed to gather 11 per cent of the total
new business. At an individual level Aviva
has been successfully able to not only
establish its presence in the market but
has also to pioneer some new concepts in
the industry like the bancassurance model.
Aviva has also helped develop for the
industry a code of good conduct and sales
illustration rules to ensure that the
policyholders’ interests are protected.

One of the key contributors to the success
of the insurance industry has been the
presence of a strong and unbiased Regulator.
Key initiatives like opening new distribution
channels, encouraging players to be
transparent and entry of intermediaries like
brokers have helped the Indian customers.

However despite the launch of innovative
products the Indian market is still at a nascent
stage. There is a huge untapped potential
that has not yet been explored in the selling
of insurance in the country. Penetration of
life insurance in India is as low as 2.15 percent
of the GDP. Currently out of an insurable
population of around 30 crore people only
eight crores are insured. (Source: Swiss re,
Sigma, 2002) Given the sheer geographical
spread of the country there is a vast market
that remains untapped and there is plenty of
room for growth.

Most of the Asian countries with the
exception of Japan, South Korea and Taiwan
have low insurance penetration as compared
to the developed countries. Countries with
low penetration levels such as India and
China present a huge opportunity.

Equity
The recent report of comments made

by Mr. C.S. Rao, Chairman, IRDA,
recommending to the Government a hike

in the foreign investment limit to 49 per
cent from the current 26 per cent is a
welcome move. Insurance as a business
requires regular capital infusion. The
raising of the equity cap will not only bring
more money but also help in expanding the
industry. It will also allow the foreign
shareholders to demonstrate an even
higher level of committment to India.
Insurance has a long gestation period to
break even. It requires a long-term
committment on the part of the players as
well as a significant investment.

Pension
With the breakdown of the social

security system, India needs to evolve a
more mature and developed pension
system. The pension fund market

comprises over 240 million investors and
funds worth $40 billion (comparable to the
entire life industry). Pension is an area
where companies like us have significant
experience. We would like to use that
expertise in India also.

If we really want pensions in India to
be a success, we need to take them into
metros, cities, towns, district headquarters
and villages. Life insurers, with their one
million agents, and their bancassurance
partners can do this. Aviva, like many
insurers, also has the benefit of having
distribution partnerships with leading
banks.

To allow the development of the pension
market the Government has to not only
allow life insurance companies to participate
in the accumulation phase but it also cannot
afford to restrict the number of players in
the market. In many countries around the

world, life insurance companies are the
main mode for saving for a pension. We
look forward to the Government allowing
companies like us to operate freely and
competitively in the pension market. This
is also in the consumer’s interest.

Rebating
Though IRDA does not allow rebating

by the insurance agents, this is not the reality
in the market. The Indian consumer has
been used to his agent passing on a
percentage of the commission to him. Private
players have been lobbying for freedom to
vary commissions on insurance policies sold
by their agents. In fact agents’ commission
in India is amongst the lowest in the world.
Experience in other countries shows that
commission rates typically rise in the early
stages of deregulation and later find their
own natural levels. In the UK it is not
uncommon for an independent financial
advisor to invest his entire commission into
the product on behalf of his client and only
charge fees by the hour for the financial
advice rendered. This benefits the customer
significantly as the insurance company
invests the additional sum into the
Policyholders’ Fund.

Summary
The Indian insurance industry is set to

accelerate taking pensions, savings and
insurance products into the homes of
many more consumers. Insurance
companies build distribution and
harnessing that distribution power to
popularise pensions and insurance
products is a huge opportunity for
legislators to grasp. It is clear that the
revitalised LIC and its 12 private
competitors are rising to the challenge.

The author is Managing Director, Aviva
Life Insurance Company.
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In India’s recent economic history the
opening up of a sector to private players
has resulted in a sharp growth in the
size of the market.

The automobile and mobile
telephony industries are two cases in
point.

The year 1998-99 saw Hyundai, the
South Korean auto major, commencing
its operations in India, a year which also
saw Tata Motors (then known as Telco)
coming up with its own small car
offering. Maruti too responded with a
dramatic price reduction on its flagship
product the Maruti 800. The result was
a dramatic increase in sales in the
following year with sales going up from
4.93 lakh units in 1998-99 to 7.34 lakh
units in 99-00.

In the case of mobile telephony even
the mere prospect of the arrival of third
and fourth players saw the competitive
instincts of incumbents being triggered
to a point where a combination of price
cuts and promotion saw the market
doubling in fiscal 2001 and again in 2002
over the previous year. The tempo of
growth had been kept up in the following
year with the mobile connections going
up by another 75 per cent.

There is no doubt that the entry of
private players in the life insurance
industry over the last three years has
caused a sea change in the level of

Time for Some Soul-Searching
D.Sampathkumar

awareness in the public mind, about the
need for some kind of income security
against the risk of mortality. The energy
demonstrated by private players that
are so characteristic of any new entrant
into a market has certainly been an
important factor. Equally, the
competitive instincts unleashed in the
Life Insurance Corporation of India (LIC),
the public sector market leader, by the
advent of private players has been no
less significant in this context.

The increased awareness has, to a
certain extent, also translated into
expanded market size with a larger
percentage of the income-earning
population opting for some form of social
security for its dependents. But sadly,

the story of rapid market expansion
hasn’t quite repeated itself in the case
of the life insurance industry. The
growth in new business can only be
described as modest.

It could be argued that a life
insurance product is qualitatively

different from a traditional consumer
good, whether of the durable or non-
durable variety. But it could be argued
with equal force that an insurance
product is not all that much different
from a traditional consumer good.

Hedging a risk (of mortality) after
all, ought to instill a sense of well being
in a consumer’s mind given its
connotation to family welfare. There is
thus a value proposition of a current
consumption nature putting it on par
with a fast moving consumer good. It is
another matter that the industry has
sought to emphasise the savings
dimension in its marketing
communications.

But even if the comparison with
consumer goods is open to debate what
cannot be denied is that there is a huge
gap between the potential market and
the market penetration achieved by the
public and private players have been
woefully inadequate. This becomes clear
if one looks at the current levels of
household incomes in the economy,
which need to be secured against a
contingency of premature death for the
dependents in the household and the size
of the ‘life fund’ in the industry. A rough,
back-of-the-envelope calculation shows
that the level of market penetration is
only around 10 per cent when measured
by this yardstick.

Clearly the growth opportunity is
being missed by the industry for some
reason or  the other. Is this a problem of
marketing communication? Or has
ownership structure got something to do
with this?

There has to be some serious soul-
searching within the industry on some of
these questions. Perhaps this is an issue
where the Regulator can take the
initiative in setting forth a strategic
agenda so that the community can enjoy
the fruits of financial security at an
affordable cost that an expanded market
must necessarily offer.

The author is Corporate Editor, The Hindu
Business Line.
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Even as the initial euphoria is dying
down, it is now time for the second
generation of reforms in the liberalised
domestic insurance sector. The sector
has witnessed high drama in the
last three years and it would continue
to be exciting in future. In the last three
years 20 private sector companies
including some of the top names of the
Indian corporates  and multinational
insurers are changing the face the
sector. With higher performance and
expanding network thus far, each of
these companies has an enriching
experience to share.

The foreign companies are ready to
increase their stake and Indian partners
are pumping more funds and are
realising the value of their investment
in a short period of time. Some non-life
companies have already started making
profits. The convergence trend in the
financial sector - banks, insurance,
capital markets - is quite distinct.

The private sector companies may
not have written a huge business during
the last three years but have definitely
ushered in a competitive atmosphere in
the sector. And I wish they go public
much faster than what they had
projected in the beginning.

However it is time to go beyond the
battle for market share and a public and
private sector dichotomy. Social security
- in terms of life insurance, property and
casualty, including health insurance, and
pensions - are the dire necessities of India
and should be the focus of the market.

In 2000, after five years of countless
deliberations (Malhotra Committee
submitted its recommendations in
1994), the great insurance drama
unfurled with the unanimous view that
domestic insurance should be opened up
to the private sector for achieving
multiple oblectives.

Indian and foreign companies
were ready with their figures on the size
of the Great Indian Market waiting to
be tapped. Some pegged it at 250
million, others put it at 350 million
insurable people.

Time for Reforms Part II
L. P. Mehta

 Armed with statutory powers IRDA,
headed then by Mr. N. Rangachary,
moved with great speed to make the
liberalised industry operational. As the
industry moves fast forward, the
greatest threat to the free market is
unethical practices. The market before
nationalisation in 1956 and 1971 has
enough evidence to prove this.

Be it life or non-life, there is
practically enough, rather plenty, for
everybody. Let IRDA be given more teeth
to ensure an orderly functioning of the
market. A wholesome insurance market
is a virtuous proposition benefiting
citizens, both rich and poor, and the
country’s economic development, much
faster and wholesome way.

From among the range of issues like
regulations,  market conduct,

detariffing, the investment scenario,
profitability, consumer satisfaction,
professional development and
intermediation what warrants
Government and IRDA’s constant
actions  immediately are: increasing the
foreign direct investment  to 49 per cent
from 26 per cent , detariffing,
penetration of insurance and pension
market,  professional development and,
above all, customer service.  Only 10 per
cent of the 100 crore Indian population
has some kind of insurance, and the
total premia for both life and general
insurance is around two per cent of the
gross domestic product (GDP) compared
to four per cent of GDP in East Asia.

The neglected area of annuities and
pension schemes (with considerable

potential among the self-employed as
only 100 million people are covered by
provident fund or pensions) is now
getting its due attention. Health
insurance, house protection and
accident insurance have been neglected
in the past because it is easier to market
high-value general insurance policies
like fire or marine insurance to large
corporaes. As a result, non-life
insurance has remained  confined to
products like Fire, Marine and Motor
insurance.

In India, premium from retail and
personal insurance businesses has
remained stuck at eight to10 per cent of
total premium. In developed countries,
the figure is 70 per cent!

Health insurance with a base of over
Rs. 1,000 crores is virtually non-
existent today. Only 2.5 per cent of the
population is covered by health
insurance policies and the premium
rates have remained high and customer
service and healthcare infrastructure
continues to be extremely poor. In that
way the show has just begun and, with
appropriate debate, policy decisions
and products it is up to the Government,
the IRDA and market players to put
their acts together to take the course of
insurance liberalisation  forward.

The author is Editor, Asia Insurance Post.

In India, premium from
retail and personal

insurance businesses has
remained stuck at eight

to10 per cent of total
premium. In developed

countries, the figure is 70
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P. B. Ramanujam
Paleontology & Palingenesis

Reinsurance to GIC is what fish is
to water.  It was all along the sole, if
peremptory and prokeleusmatic,  mentor
for the Indian reinsurance market as a
whole.  It scripted the entire reinsurance
philosophy for all the four public sector
unit (PSU) insurers.  The reinsurance
programme was drawn up for the Indian
market, in its entirety, taking into
account the combined financial and
operational skills and strengths of the
four PSU companies on the principle of
Conjunctis viribus.

This had enabled it to become
monogenic in nature speaking with one voice
and operating with one objective, namely,
to maximise retention in the country. It had
controlled the obligatory cessions, market
pool arrangements, market surplus treaty
facilities and facultative placements of
direct insurers.  The property (large and
listed) risks were underwritten on a market
basis by the GIC and were communicated
to the companies for accounting and record
keeping.  It had arranged reinsurance

Role of GIC before opening up
Uncrowned Rex et Imperator of the Indian reinsurance world

protection both for self and subsidiaries.  In
other words, it was the only interface the
between the Indian insurance market and
the global reinsurers.

Hence, it had considerable brand
equity and reputation in the reinsurance
world on account of its enormous
financial strength, reinsurance
underwriting skills, academic excellence
and professional experience.  This could
ensure long standing, enduring
relationships with a number of leading
global reinsurers.  It used to operate both
directly as well as through a set of
established brokers having standing in
certain specialised global reinsurance
markets.  Moreover, the entire Foreign
Inward insurance was centralised at
GIC through what was called ‘SWIFT’
an acronym for  Single Window Inward
Facultative and Treaty.  Logic then was
that the gullible,  greenhorn direct
insurers on a standalone basis had
neither the Sophia Kai Phronesis
(knowledge and experience) nor networth

and market standing to provide
adequate market capacity and thus are
vulnerable to exploitation by global
giants.

In a nutshell, the performance of
GIC as a sole statutory reinsurer, as far
as Indian outward reinsurance
business was, measured in financial
terms, a net inflow of Rs.1,190 crores
from 1976 to 2000.

Even if this period is broken down
into five year cycles, except during the
1991-96 period, when there was a net
outflow of Rs.635 crores, the other time
cycles produced positive results.
However, the results of SWIFT i.e. the
foreign inward acceptance portfolio,
regrettably, have not been too flattering
for various reasons.  Concededly the true
purpose of centralising the entire inward
business was not accomplished at all.
Remedia sunt graviora pericula!  the
remedy was worse than disease.

With the re-designation of GIC as
the National Reinsurer by IRDA, the
character and the business profile of GIC
has undergone a change from the role of
gubernator to benefactor and enabler to
the Indian reinsurance market.  Some
of other significant changes are :

1. The Indian Market (Property) Pool
has been discontinued

2. The inter-group cessions in respect
of large and listed risks is now
confined to the four PSUs.

3. Indian reinsurers are accepting
inward business from India as well
as from abroad on their own strength
and standing either directly or
through brokers.

4. The categorisation of risks into

Role of GIC post liberalisation
Avanculus Maximus Benevolus - A new GIC reborn - a deuteromorphosis - What a
paradigm shift!

listed, medium sized and small have
been left to the companies.

Reinsurance knowledge is no longer
a zealously guarded monopoly of GIC.  If
you wish to multiply knowledge, divide
it!  An oxymoronic truth. Companies now
are at liberty to make placements
abroad if local terms are not suitable.
Brokers are being licensed and they play
an ever aggressive role in helping the
direct insurers in securing facultative
placements abroad especially in
aviation, energy risks, petrochemicals
risks and so on.

GIC currently extends the following
facilities to the companies in addition
to managing Obligatory Cessions:  Offer
to participate in companies’ surplus
treaties, market surplus treaties and

facultative acceptances, protecting their
net account through excess of loss (XL)
arrangements.

GIC is an active member in the
FAIR Property, Energy  and Aviation
Pool.  It is also a member in the Asian
Reinsurers’ Summit. All these are to
create further facility to the Indian
market. GIC has also set up a Terrorism
Pool on behalf of the Indian market
which is functioning satisfactorily with
a reasonable sized corpus of around
Rs.300 crores as on March 31, 2003. If
this trend continues, Indian market may
not be looking to international market
too keenly. Further, GIC has started life
reinsurance business besides promoting
a separate institution for the agriculture
insurance business.

GIC has extended its foreign
business frontiers in a big way.  There
is a quantum leap in foreign inward
business from $ 63 million in 2001-01
to $ 214 million in 2002-03.
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The author is Managing Director, General
Insurance Corporation of India.

GIC offers the following seven critical
services to the Indian Market.

■ Enhanced peak risk protection
through optional facility from
Rs. 1,500 crores to  Rs. 3,000 crores
PML and  CAT (EQ) XL from
Rs.850 crores to Rs.1300 crores

■ Protecting companies Net Account
with XL arrangement (which
contains Retro Cession business)

■ Motor Obligatory Cessions –
absorbing proportionate (20 per
cent)  losses from the market (it
might be a revelation to note that
overall obligatory cession portfolio of
GIC is a loss because of this
dimension)

■ Affording automatic facility through
Market Surplus Treaties (Marine
premium rates are deplorably low)

■ Offering terrorism protection over
the pool capacity –

 i) Rs 300 crores Xs Rs 200 crores
(stand alone risks)
ii) From ground up Rs 500 crores
(package policies)

■ XL covers for Motor/WC (That too
Motor deparment of all things !)

■ Enhanced Aviation capacity

GIC has however, to redouble its
efforts to develop the following new
business lines and  create capacity
which is no doubt a daunting challenge :

1. Oil and Energy

2. Telecom / cellular networks covers
3. Liability, D&O and Professional

Indemnity

4. Jewellers Block Indemnity

5. Credit insurance

6. Agricultural insurance
7. Life  reinsurance – annuities, financial

reinsurance, catastrophe reinsurance,
total permanent disability (due to
sickness) on group schemes

Matters of serious concern

While the Indian reinsurance
market is chugging  along comfortably,

all is not hunky-dory yet.  Some of the
anxieties are enumerated below –  these
are only illustrative and not exhaustive.

1. The pious and sublime dictum (or is
it a mere exhortation ?) of IRDA to
exhaust local capacity before
placement abroad is not strictly
followed.  Sequentia perdita are two
fold :

(a) Loss of precious premium and
foreign exchange

(b) Unutilised capacities created at
extra cost  goes down the drain – a
double jeopardy.

2. Companies are accepting risks at
premium rates which will make the
market surplus treaty unviable.
Errors of a few would lead to holistic
bereavement to all.

3. Companies are retaining only a
gossamer thin margin for
themselves while quoting rates for
businesses. This goes against very
spirit of copious reinsurance
commissions intended as a  cushion
against adversities.

4. The proclivities/propensities of
composite brokers would be to
corner the entire market because they
have the reinsurance edge over direct
brokers.

5. Brokers have to be categorised and
rated and regulatory inspection be
tightened further to prevent unfair
trade practices and also to ensure
prompter settlements of huge
balances at their disposal including
facilitating settlement of
commutation proposals.

6. The cascading impact of the cost of
direct broking on the reinsurance
commission structure, especially in
the context of overall loss experience
of the obligatory cessions portfolio.
In the case of Motor obligatory
cessions the loss is so huge as to wipe
out surplus in other non-motor
obligatory arrangements.

7. Insurance is risky; reinsurance is
riskier; retrocession is riskiest.

Hence, there should be separate
regulatory prescriptions regarding
reinsurance (including retrocession)
business especially  with regard to :

a) Solvency norms (Tis custodiet ipsos
custodes – who will guard the
guardians themselves?)

b) Foreign assets  allocation and
prudential diversification norms

c) Currency matching principle in
Asset- Liability management

d) Financial accounting and reporting
standards

e) Catastrophe and equalising
reserves and the tax concessions
thereon.

8. Intercontinental regulatory
harmonisation needed to facilitate
greater and smoother cross border
business flows.

9. Insurance and reinsurance
companies should be permitted to
do information technology enabled
back-office work.

10. All market conduct regulation be,
gradatim, dismantled while, in the
same breath, strengthening
financial condition regulations.

Piece de resistance

Finally, paradoxical as it may sound,
suggestion coming from me  (a kind of
ipse dixit) the Indian direct insurance
market deserves the competitive
presence of a few more reinsurance
players.  This would enable GIC to
rediscover itself. What I call auto
anagnorisis – a self revelation. The
market pie is too huge.  Come one, Come
all! There is enough and to spare.  vivo
et vivat – Live and let live !
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The purpose of reinsurance is to remove

volatility in an insurer’s results and the
reduce the negative impact on the
balance sheet and profit and loss
account. It also provides substitute
capital for an insurer, brings global
knowledge and technical expertise to a
local market and provides employment
in a local market.

Swiss Re appreciates that in the
first phase the authorities have
necessarily been preoccupied with the
primary insurance market because it is
this market which addresses the
insurance needs of the man in the street.
Much has been achieved by the
authorities over the past three years and
today the primary market has grown
significantly, stabilised and given the
Indian consumer a wider choice of

Derisking Reinsurers’ Entry
Dhananjay Date

insurance products and providers. The
compulsory tariff and mandatory
reinsurance cessions are the remaining
impediments to an open and competitive
market.

However, since insurance and
reinsurance are two sides of the same
coin, the time is now ripe to address the
reinsurance aspects. Swiss Re believes
that it will be in the best interest of the
Indian insurance market if the
authorities consider the following :

Business modelBusiness modelBusiness modelBusiness modelBusiness model
Amend existing Regulations so that

international reinsurers have the
freedom to choose, like in any
commercial activity, a suitable business

model for India. The present
Regulations only permit a joint venture
(JV) in India where the minimum
capital requirement is Rs. 200 crore and
the foreign partner’s equity is capped at
26 per cent.

Entry capitalEntry capitalEntry capitalEntry capitalEntry capital
International experience reveals

that even a capital base of  Rs. 500
crores (i.e. 2.5 times the present
prescribed amount) would be inadequate
for a reinsurer in India. There are
several Indian risks which have values
in excess of  Rs. 10,000 crores. Moreover,
India is vulnerable to natural

catastrophes like earthquake, cyclones
and flooding and these events have the
potential to destroy well over Rs. 500
crores.

A JV with the referred equity split,
or even a fully owned subsidiary for that
matter, would still be inadequate
because a subsidiary’s capital is
normally less than its parent’s.
Creditors of a “limited” company, as is
well known, can only recover what can
be salvaged from its limited capital. The
parent is not obliged, and seldom does,
reimburse a subsidiary’s creditors.

The branch wayThe branch wayThe branch wayThe branch wayThe branch way
International reinsurers should be

permitted to set up a branch in India.
Swiss Re firmly believes that this is best
for the Indian market. The branch model
has already run well in India in the case
of international banks. In reinsurance,
where huge risks and potential
catastrophic losses are involved, a
branch model makes sound sense ; the
parent’s balance sheet backs the
branch’s liabilities.

Allow an international
reinsurer to choose its own business
model; this will encourage the reinsurer
to bring its technical know-how and
international expertise to the local
market. It will also generate
employment and offer career
opportunities in the local market.

In many developed insurance
markets in the world, a noticeable trend
is that the authorities are encouraging
the branch model over the subsidiary or
JV because of the peculiar nature of
insurance/reinsurance  and because of
the simple but compelling advantages
that a branch operation has.

Allow an international
reinsurer to choose its own
business model; this will

encourage the reinsurer to
bring its technical know-
how and international
expertise to the local

market.

The author is Managing Director,
Swiss Re Services India Pvt. Ltd.
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Increase in penetration of Health
insurance was one of the express
objectives of opening up the insurance
sector to private players. Even as we
complete three years of this change, this
article takes stock of how Health
insurance has fared during this period.
It would be worthwhile to reflect on the

■ Growth of Health premiums –
crossing Rs.1,000 crores

■ The TPA experiment and
■ The path ahead

Public sector and private sector non-
life insurers offer a range of health
insurance products including
Mediclaim (Individual and Group) and
Overseas Mediclaim Policy (OMP)

The numbers
As per available figures, gross

Health insurance premium written in
2002-03 was Rs. 1,144 crores as against
Rs. 519 crores in 2000-01. This
represents a growth of over 120 per cent
in the three years of a liberalised
insurance regime. These figures can be
misleading in absence of a break-up of
the premium figures by types of policies.

Without doubt, the plain vanilla
offering of Mediclaim would account for
the lion’s share of the total. But a closer
look would reveal that premium
generated from Overseas Medical
Policies (OMP) is also included in the
more generic term of gross health
insurance premium. Clubbing of OMP
premium figures (with total health
insurance figures) projects an erroneous
picture since by no stretch of
imagination can this policy be seen to
be increasing health insurance
penetration in the country.

If and when the bifurcated figures are
made available, we might be surprised
to note that the dramatic growth in
Health insurance over the last few years
has largely been propelled by growth in
OMP premiums. It is interesting to note
that among the private sector non-life
players, during 2002-03, Tata AIG
clocked the maximum health premium
amounting to Rs. 32.82 crores. And Tata
AIG does not even have a Mediclaim

Miles to Go...
Aloke Gupta

equivalent policy ! No prizes for guessing
that all this came entirely from OMP.

To this if we add the premiums for
this policy from all insurers – public and
private – a not very happy conclusion
about the growth and penetration of
Health insurance in the country might
well nigh emerge. Other policies under
Health Insurance are not very popular
and will not account for a significant
share of the total.

Life insurance companies have been
selling critical illness riders, which are
an important component of Health
insurance. These riders, which are
benefit riders in nature as against
medical reimbursement policies,
provide a real fill-up in the product
range in Health insurance. Critical
Illness riders in fact, provide leverage

to a policyholder of optimising coverage
vis a vis premiums by ‘layering’ of
different types of health policies.

Critical illness premium figures,
lives covered and claims figures need to
be combined with the Health insurance
figures of the non-life companies to get
the correct picture of penetration of
Health insurance.

Third Party Administrators
Even one year ago, available Health

insurance policies (read Mediclaim)
were essentially indemnity plans,
without any facility of ‘cashless
hospitalisation’. There were no tie-ups
of health providers with insurance
companies. Mediclaim was marked by

adverse selection and resultant high
claims ratios, inadequate coverage
(confined to hospitalisation), stringent
exclusions especially pre-existing
diseases and rigidity of the premium
rates. An unregulated healthcare sector,
provider malpractices and lack of
standards, accreditation and quality
benchmarks further compounded the
problem.

Though most of these problems still
remain unresolved, the IRDA did take a
significant step forward when it
introduced Third Party Administrators
(TPAs) in 2002. The public sector unit
(PSU) non-life insurers empanelled 11
TPAs on a regional basis to provide
‘cashless hospitalisation’ to Mediclaim
policyholders all over the country.

A Third Party Administrator (TPA),
is a service organisation under contract
from an insurance company to
administer its health insurance policies,
by providing a bouquet of services to the
policyholders. A TPA performs the role
of a services integrator – a triage between
the insurer, the insured and the
healthcare provider. The range of TPA
services includes Enrollment and
Benefits Management, Claims
Management, Provider Network
Management, Medical Management
and Customer Service Management for
the Health insurance policyholders of an
insurance company.

TPAs have now been in operation for
two years. During this short period many
pertinent issues relating to their
operations as well as spread of health
insurance have been thrown up:

Insurer specific
Junior level functionaries of the PSU

operating offices see TPAs as a threat
to their jobs and are hence are
antagonistic towards them. The
managerial cadre on the other hand eye
TPAs with suspicion fearing a nexus
between TPAs and healthcare
providers. Hence, on an operational
level, the institution of TPA has started
operations with a handicap. Due to these
negative perceptions, TPAs have
experienced delay in periodic
replenishment of claim float leading to

The Indian healthcare
sector lacks any

widespread form of
accreditation, clinical

protocols and guidelines,
quality benchmarks and,
any uniformity of hospital

charges.
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a cascading effect of delay in claims
settlement to providers, providers
refusing ‘cashless hospitalisation’ to
policyholders ultimately resulting in
policyholder dissatisfaction.

Healthcare provider specific
The Indian healthcare sector is

unregulated. It lacks any widespread
form of accreditation, clinical protocols
and guidelines, quality benchmarks
and, as a result, any uniformity of
hospital charges. There is a plethora of
homegrown hospital information and
billing software in use and healthcare
providers do not follow the
internationally acceptable disease
coding system.

All these make it difficult for TPAs
to capture health diagnosis and expense
related information in a uniform manner
making archiving and mining of this
information near impossible. This
information which can be a critical input
for insurers and their actuaries to
develop adequate pricing and newer
products remains obscure and ‘un-
minable’.

Cartelisation by healthcare
providers in certain areas to resist price
negotiation has also been observed. This
form of collective bargaining, in the
absence of healthcare sector regulations,
spells disaster for the efforts of TPAs
and insurers to control claim costs and
provider fraud.

TPA specific
TPAs have generally not performed

up to the expectations of the
policyholders and insurers. There have
been complaints of delayed issuance of
ID cards and mailing of collaterals.
Dedicated call centres have really not
been ‘dedicated’ and policyholders
demanding ‘cashless hospitalisation’
have been turned away by healthcare
providers. Claims have not been settled
in 15 days, as promised, either to the
healthcare providers or policyholders
who decided to go out of the provider
network and hence did not avail of the
‘cashless facility’.

All these are probably transient
start-up troubles but what is disturbing

is the information about growing unholy
nexus between some TPAs and
healthcare providers resulting in
increased utilisations and ‘kick-backs’.
Insurers need to be vigilant of this
phenomenon since this could well shroud
the entire Health insurance industry in
doubt, distrust and despair.

A silver lining is however the decline
of incurred claims ratio after the advent
of TPAs. As per figures available from
GIPSA, the incurred claims ratio of
public sector non-life companies Health
insurance portfolio came down to 91.07
per cent in 2002-03 as against 99.21per
cent in 2001-02.

Accreditation of healthcare providers
Accreditation of healthcare

providers is a critical requirement for
enabling quality benchmarking of

services and healthcare facilities,
eventually standardising provider
charges. The services and facilities
provided at the diagnostic centres,
nursing homes, and hospitals need to
be standardised. The introduction of a
rating mechanism that is compulsory
for participation in insurance schemes
can fulfill this need.

The system of healthcare facility
grading is necessary to differentiate
healthcare organisations on a graded
scale based on their ability to deliver
quality patient care. The organisations
graded higher are expected to have
better facilities, superior quality levels
and consistency in service delivery, and
as a result, to provide quality healthcare
to the patients.

All efforts in the last few years to
promote a voluntary healthcare provider
accreditation agency have not borne fruit.
The health sector is divided over the issue.
A system of rating of healthcare providers
has been introduced by credit rating
agencies, ICRA and CRISIL. These
agencies have not met with much success
since only a few tertiary level hospitals
have got themselves rated, mainly to
source domestic and foreign funding. The
drawback with the rating process is that
it is voluntary, expensive and apparently
does not add value to healthcare
providers in the general apathy towards
quality. The accreditation process needs
to percolate down to at least secondary
level of care for it to make any significant
impact on the quality of healthcare
delivery in the country.

Realising the necessity of an
accredited healthcare provider network,
insurers recently decided to appoint lead
TPAs in metro regions to commence
empanellment of an accredited common
provider network. These TPAs were to
develop and apply some credentialing
parameters. In spite of initial setbacks
that it has suffered, this initiative needs
to be carried to its logical end.

Common standards
There is also a need to create

common standards and norms for coding
of diseases and for treatment
procedures. The exercise started by
public sector non-life companies’ in
2002, to develop standardised billing
formats from the healthcare providers

The drawback with the
rating process is that it is
voluntary, expensive and
apparently does not add

value to healthcare
providers in the general
apathy towards quality.
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seems to have derailed. The IRDA
should still press for standard formats
of crucial treatment related documents
for insurers, TPAs and providers

Some of the changes may call for
involvement of Indian Medical Council
and even changes in laws. The IRDA
should play the role of a coordinator and
drive the changes required in this field.

Entry of new players
Despite opening up of the insurance

sector, no global health insurance company
has shown interest in entering the market.
Government’s intent through legislation to
give preference to registration of those
insurers who intend to carry on Health
insurance business has not yielded the
desired result as the minimum capital
norm for exclusive health insurers is felt
to be on the higher side.

The experience of the public sector
non-life companies has also not been
encouraging with regard to coverage and
financial performance. As a result, no
initiative has been taken to introduce
new Health insurance products. The
private sector non-life companies have
introduced slight variations of the
existing Mediclaim and the private
sector life insurers have introduced
critical illness riders to their life policies.

Global insurance licensing practices
allow life insurers the freedom to offer
products that cover contingencies that
may affect a covered life e.g., life, health
and accident, and are termed as
employee benefits. For a life insurance
agent, Health insurance is an extension
of a life policy. The process of life policy
selling is more intense and often results
in a long-term relationship.

Life insurance agents report that
most life insurance prospects or
policyholders ask for a health insurance
product, and would be confident buying
it from them. But present regulations
restrict life insurers from selling
reimbursement type wider health
insurance covers and only allow them
to offer critical illness riders to life
policies.

Critical illness riders are useful
more as top up layers or as
supplemental covers to a wider health
insurance policy like Mediclaim and
sub-optimal solution as sole health
insurance cover.

Since comprehensive revision of
insurance laws is underway, it is an
opportune moment for IRDA to bring
about far reaching changes for
promotion of health insurance in the
country. Such changes relate to – (i)
Allowing life insurers to write all forms
of Health insurance (ii) Reviewing
capital requirement and related norms
for standalone health insurers.

The path ahead
Health issues are acquiring urgency

due to factors like medical inflation,

increasing life expectancy, increasing load
of lifestyle diseases and uncertainties in
individual employability and earnings.
Paradoxically, living long and dying young
are both creating new tensions in society.
With the virtual absence of a health social
security system and a high proportion of
national health spending being met by
households, the need for a widespread
Health insurance system is urgent and
pressing. Each set of players in the game
needs to play his part honestly.

■ Relaxation of entry norms for health
insurers needs to go hand in hand
with reforms to allow health
insurance to be freely written by all
players.

■ Hospitals desirous of coming up
with integrated health plans which

The author is a Health insurance
consultant.

combine healthcare financing and
delivery need to be encouraged and
supported.

■ Data capturing, archiving and
mining is critical for Health
insurance. Standard formats need
to be used to report to IRDA on
premiums, claims, and lives covered
for each type of policy.

■ New products are required to cater
to the changing needs of a dynamic
society. Products like dreaded
disease, organ transplant, mental
disease, etc. can be introduced on a
pilot basis.

■ Existing Mediclaim premiums can
be rationalised by introducing
pricing based upon the type of room
occupancy. This will widen and
deepen the reach of Mediclaim.

■ Insurers should re-look at the pre-
existing diseases clause which
causes maximum heartburn. This
calls for adequate pricing of
Mediclaim which remains the
benchmark product.

■ High claims being a weighty issue,
a technique like DRG based
contracting with providers is crucial
to contain spiralling medical costs.

■ TPAs also need to learn and
introduce claims costs
management techniques like pre-
admission testing, pre-
authorisation prior to admission,
utilisation and continued stay
reviews, etc.

■ Policyholders’ education programme
informing them about the changes
being introduced and the reason and
rationale for it will pre-empt
complaints about arbitrary and
unilateral action.

It is a long and difficult road ahead
but not a day too late to begin the
journey in right earnest.

For a life insurance agent,
Health insurance is an

extension of a life policy.
The process of life policy

selling is more intense and
often results in a long-

term relationship.
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Two Steps Forward, One Step Back
‘Health for all by 2000!’ was the
Government of India’s position on health
until the year 2000. ‘Health for all by
2020!’ is the Government’s latest
mantra. How will any of these
statements be possible without the
widespread use of a financial
mechanism like health insurance?

Since the 1980s, the nationalised
insurance companies have been selling
the Mediclaim health insurance policy.
With subsequent modifications the
number of policy holders increased and
so did the claims paid-out.

In 1996, the first Third Party
Administration (TPA) organisation was
launched, offering services such
as cashless hospitalisation, 24-hour
call centre support, enrolment and
claims administration. The TPA,
Sedgwick Parekh Health Management,
offered its services as a ‘wrapper’ to
any health financing plan – be it insured
or self-funded. The model was successful
and within a short span of three
years, over 75 major employers had
availed of these services.

The model was simple – a
specialised service provider that could
introduce significant efficiencies in
administration, services that catered to
the customer and controlled cost
through negotiated/contracted rates
with hospitals. The model required the
TPA to contract directly with the
employer. The insurance contract was
independent, and was drawn directly
between insurer and employer.

In 1999, the nationalised insurance
companies began to recognise that TPAs
(of which there were now three) were
able to add significant value to the
product but were unsure as to how to
work with TPAs. Threatened by the
TPAs’ relationship with their clients, in
May 2000, they quit formal
arrangements with with TPAs.

Simultaneously, TPAs had begun
discussions with the IRDA for the

Nimish R. Parekh
propagation of a Health insurance
model that would include TPAs and
would allow the average consumer to
access healthcare in a simple, cashless
manner. The IRDA warmed to the idea
and decided that it would be important
to ‘legitimise’ the TPA model by
introducing regulations to bring the
TPA under its ambit. A working group
was formed in 2001 and the Regulations
– Third Party Administrators (Health
Services) Regulations - were introduced
in early 2002. Twenty organisations
were granted licenses in early 2002.

Mediclaim pricing and costs
The average claim value per in-

patient claim in metros and semi-
metros has risen from Rs. 8,500 in 1995

to over Rs. 30,000 in 2002! But
Mediclaim premium has been revised
only in 1996 and then in 2002. The result
of this inherent underpricing is that
health insurance portfolios will
demonstrate inferior performance in a
year just prior to an increase in
premium.

The impact is further amplified
when taking the pure risk premium
(which today is just 58 per cent of total
premium, the rest being marketing and
administrative overheads) into account.
Even when a gross premium increase of
30 per cent is factored in between year
2000 and 2001, the loss ratio continues
to increase alarmingly.

Moreover, Mediclaim is often sold to
groups (employers) as one component
in a basket of non-life products and the
insurer typically  reduces the premium
on Group Mediclaim to accommodate
the client and give him a better deal.
This is a further discount on an already
underpriced product and the gross loss
ratio gets further amplified.

The state of Health insurance
In 2002, Mediclaim was operating

at a gross loss ratio of over 100 per cent
and covered approximately 50 lakh
people. Of this, most were employees of
organisations who had purchased Group
Mediclaim. In fact, a large segment of
the covered population was the
employees and families of the six
nationalised insurance and reinsurance
companies!

 Five years after the first major
modification to the Mediclaim policy
structure and premium, the insurers
were buckling under the losses
propagated by this policy. A decision was
made to increase the premium by five
to 30 per cent (depending on the age
band). In addition, the annual
maximum limit (sum assured) was
increased to Rs. 5,00,000.  There was
some resistance from policyholders but
the premium increase was generally
absorbed by the market.

‘Health for all by 2020!’ is
the Government’s latest
mantra. How will it be
possible without the
widespread use of a

financial mechanism like
Health insurance?
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Progress of the TPA model
In May 2002, TPAs were invited to

submit bids for the provision of TPA
services for the four nationalised
insurers, by General Insurance (Public
Sector) Association (GIPSA). The tender
did not even specify the detail of services
to be provided and still demanded that
a commercial proposal be submitted as
part of the bid. Most of the 23 licensed
TPAs submitted bids (after guessing the
commercials!)  and a selection was
made. The TPAs that had not been
selected raised several objections to the
selection process. At which point, the
GIPSA chose to have the entire selection
dissolved.

Meanwhile, private sector insurers
had conducted surveys and due diligence
reviews on TPAs and proceeded to select
one or two for their health insurance
products. Many had a Mediclaim
equivalent as they could not go against
what the market dominators offered in
terms of price.

In August 2002 the public sector
companies again went through a round
of selection and  - with no due diligence
and with the basis of selection being
unclear – selected 10 out of the 23 TPAs.

TPA fees for the nationalised
companies ranged from 5.2 to 5.4 per
cent of gross premium, depending on the
region selected. There was no clear
indication of the revenue realisation in
Rupee terms for any of the TPAs as the
insurers themselves did not have clear
information on the premium realisation
on a zonal basis.

After this round of selections, there
was a concerted effort on the part of the
TPAs to identify exactly what services
were to be performed. Several discussions
were held by the insurers and TPAs to
nail down the legal contract. The terms
were finalised in October/November
2002. The first Mediclaim policy
inclusive of TPA services sold in October

2002 to employers that renewed. Nine
out of the ten selected TPAs proceeded
to execute the contract in October and
November 2002 without even
understanding what income they were to
receive as they did not have information
on the premium realisation for the zone
that they were to cover.

Parekh Health Management, which
was selected for the West Zone by
Oriental Insurance Company, insisted
on accurate premium information prior
to contract execution, and got this
information in late December 2002. The
fee worked out to approximately Rs. 60
per member per annum. Parekh Health
recognised that working at these pricing
levels, the business was commercially

unviable and informed Oriental that
they were unable to work with them on
this product at the given pricing levels.
It was the only TPA to have refused to
accept this business.

State of the market today
Since the launch of the Mediclaim

policy with TPA services there has been
a lot of criticism of the product in the
media. Interestingly, network hospitals
have been the loudest in their criticism
primarily because they have not been
paid as per their agreements, with many
payments delayed beyond reasonable
time limits. Consumers too have shared

their experiences in delayed enrolment,
lack of response at call centres, non-
recognition of their ID cards at hospitals
among others.

All-in-all, the health insurance
market from the nationalised
companies’ Mediclaim point of view
seems to be in turmoil. An interesting
contrast is the experience with private
insurers and their version of Mediclaim.
They too have had their share of
problems, but not to the degree of
negative publicity as has been faced by
the public sector insurers and TPAs. In
fact, most employers who have
purchased private insurance with TPA
services seem to be satisfied with
services. The negative publicity may
primarily be due to the sheer volume
that the nationalised companies
continue to serve versus the private
companies; however, there are some
fundamental issues that exist that need
to be addressed.

TPA selection
Health insurance administration is

a specialised field and requires highly
skilled personnel and technology. The
TPA provides a critical service to the
industry in both customer facing and
back-office areas to an insurer. The
services form an integral part of the
successful delivery of a health insurance
product, which means that the TPA
must be selected with care and diligence.
TPA selection must include thorough
due diligence of infrastructure,
knowledge, experience, capacity and
technical capability. A political
selection process is not only insufficient
it is irresponsible!

Responsibility
The primary responsibility of the

state of health insurance lies with the
insurance company and NOT the TPA.
The consumer relies on the insurers’
capabilities to select the right service
provider particularly when he/she has

TPA selection must
include thorough due

diligence of infrastructure,
knowledge, experience,
capacity and technical
capability. A political

selection process is not
only insufficient, it is

irresponsible!
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no choice in selection therefore the
insurer’s primary responsibility to the
consumer cannot be vacated. The TPA
is responsible to the consumer indirectly.
Let me state categorically that it is
irresponsible of a TPA to solicit
business that it is not capable of serving
– either due to lack of capital or lack of
experience and know how. TPAs that
accept business despite their inability
or lack of capacity to handle the business
should have their licenses revoked by
the IRDA as they are doing a disservice
to the consumer and to the development
of a healthy market as a whole.

Now what?
The IRDA, insurance companies,

TPAs and medical providers will
all have to participate in the ongoing
development of the health insurance
market.

IRDA
The IRDA has taken a huge leap in

the health insurance market
development by introducing  regulations
for TPAs. It now needs to look ahead by
facilitating the development of other
important facets such as uniformity of
data and information, adoption of
standardised coding systems and
confidentiality of medical information.
It will also need to evaluate the need for
a distinct set of regulations governing
Health insurance. Finally, it will be
important for the IRDA to consider the
inclusion of life insurance companies in
the Health insurance arena. They should
be allowed to provide not just riders but
full-fledged Health insurance as, in
many markets, health insurance is
considered to be allied with life
insurance.

Insurance companies
Insurance companies need to take a

hard look at two major aspects of their
Health insurance aspirations:

a) Product design and pricing

b) Service provision capabilities of their
administration partners

In my opinion, Mediclaim is
the single biggest deterrent to
the innovation and development of
health insurance products due to its
pricing. It is critical that the
nationalised insurance companies
recognise that the long term
sustainability of portfolio based pricing
is low and that healthcare cost inflation
will mar any efforts to shore up a losing
portfolio as has been demonstrated in
markets all over the world.

Health insurance products will have
to be evaluated on their own merits

and the critical medical loss ratio
parameter will have to be brought into
the evaluation protocol. This is the
single most important aspect of health
insurance in India that will have to be
taken into consideration by the industry
if we wish for consuming Indians
to choose from a rich offering of varied
health insurance products that
are priced fairly and designed to suit
every need.

Insurance companies will also have
to view their TPAs as partners and not
vendors. TPAs will be the deciding factor
in the success or failure of each insurers’
health insurance aspirations. TPAs
that fail to perform or fail the due
diligence review or demonstrate a lack
of responsibility to the consumer in any
way must have their licenses revoked!

Finally, it will be
important for the IRDA
to consider the inclusion

of life insurance
companies in the Health

insurance arena.

TPAs
TPAs will have to mature very

quickly to ensure that they take on
business of a size that is commensurate
with their capacity. TPAs will have to
also ensure that they have easy access
to capital as their needs in a growing
market will demand constant increases
in capacity in a step function approach.
TPAs will have to recognise that they
are similar to the BPO/ITES
organisations in that scalability and
quality of service are the only yardsticks
that they will be measured on.
Adherence to Service Level Agreements
and unrelenting pursuit of customer
satisfaction (both insurer and
policyholder) will be the only path to
success.

Medical providers
Hospitals, diagnostic centres,

physicians, pharmacies and other
paramedical providers will all need to
reconcile themselves to the fact that the
payor (insurance company through its
TPA/s) will play an ever increasing role
in the financing of healthcare. With this
participation, there will be increased
accountability and demand for
information from them. They will also
need to recognise and react to the
leverage exerted by the payor in pricing.
Gone are the days of irrational pricing
by physicians. It will serve the consumer
best for this group of stakeholders to
engage the payors in productive
discussion and partnership to ensure
that the consumer is served best.

In conclusion, if we are able to take
these next steps prudently, I’m sure
that “Healthcare for all by 2020” will
become reality rather than an empty
promise.

The author is Chief Executive Officer,
United Healthcare India. The views
expressed here are his own.
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It is over three years since the general
insurance market in India was
liberalised by allowing the entry of
private sector players to provide
competition to the four public sector
players, operating under a monopoly
regime, since nationalisation of general
insurance in 1973.

Objectives of liberalisation
Insurers, in a liberalised market, are

expected to create new demands for the
insurance products that they market by
enhancing the levels of risk awareness
among the uninsured public. Instead of
being mere service providers, it was
expected that they would lead a
marketing revolution to widen the
market base by netting more and more
uninsured public to avail the benefits of
insurance. How have the insurance
players performed?

By creating a competitive
environment the standards and levels
of customer service were expected to go
up to benefit the insured public. In
keeping with the trends of the growing
economy and rising incomes, new
products to take care of the hitherto
unattended risk exposures were
expected to flood the market. The State
was to benefit by more investments
flowing into the financial system to help
the economy grow. How have these
objectives been met so far?

Gains of liberalisation
A quantitative and qualitative

assessment can be made of the
objectives to gain an insight into what
has been achieved and where the future
should lead us to optimise the benefits
of liberalisation. This article seeks to
examine market growth, customer
satisfaction levels, competitive trends,
and problems hindering the future
development of the market as a part of
the analysis from their annual financial
statements for 2002-03.

Market growth
There has been an impressive

growth in the volumes of premium

Advantage, Large Customers
G. V. Rao

income of the insurance market in
2002-03. The premium income has
grown by 21.5 per cent to record a level
of Rs. 14, 000 crores. The public sector
players have contributed Rs. 12,600
crores and the private sector players
Rs. 1,400 crores.

Fire business grew by 10.6 per cent,
Marine by 15.8 per cent and
Miscellaneous by 26 per cent. The
reasons for the impressive growth could
be to increased premium levels of mega-
sized risks wherein the rates are
dictated to by reinsurers, increase in the
Motor tariff premium rates and
increased auto sales and a customer-
led demand for medical insurance
schemes. The buoyant economy has also
assisted in the growth of business.

Public sector performance
The public sector players posted an

excellent growth rate of 14.4 per cent in
their gross premiums and recorded
Rs. 12,600 crores as income. But the
portfolio growth showed that it was the
growth in Marine segment at 12.7 per
cent (Rs. 1,145 crores gross premium)
and the Miscellaneous, usually a loss-
making portfolio at 19.5 per cent
(Rs. 8,954 crores gross premium) that
was responsible for this performance.
The Fire portfolio remained stagnant at
Rs. 2,500 crores.

Whereas the gross Fire premium of
the market grew by Rs. 284 crores the
share of the public players was only
Rs. four crores! In Marine they improved
their income by Rs. 130 crores out of a
total increase of Rs. 167 crores.
In Miscellaneous the growth was
Rs. 1,458 crores out of the market
growth of Rs. 2,016 crores.

The market share of the public
players dropped to 90 per cent from the
previous 96 per cent. The have missed
out on the growing size of the Fire
premium and this should be a matter of
utmost concern to them.

The earned premiums, a true
measure of growth, showed that the
growth rate was nine per cent, the same
as the year before. Their retention level
of business earned premiums  has fallen
to 73 per cent from the 77 per cent in the
previous year, showing a heavier
dependence on reinsurance support.
Another feature noted was that though
the Marine premiums grew by Rs. 130
crores at gross levels, at the earned
premium levels it showed a fall of
Rs.  seven crores! Evidently a good
portion of the Marine business increase
has come from risks that were reinsured
very heavily.

Their claims ratio on earned
premiums has dropped to 84 per cent
from the high of 93 per cent in the
previous year. The management
expense ratio on earned premiums has
risen to 32.2 per cent up from 30.4 per
cent in the previous year. The expense
ratio continues to be a matter of concern
as the public sector depends almost
entirely on the vagaries of claims ratios
rather than on cost cutting as a tool to
stay profitable. The present level of 32
per cent is unacceptably high from the
insuring public point of view.

The four public sector players have,
however, ample reasons to congratulate
themselves for turning out a
performance beyond the market
expectations. The combined profits
before tax have soared from a meagre
Rs. 36 crores in 2001-02 to Rs. 840
crores in 2002-03.

The significant contribution has
come from the reductions achieved in the
underwriting losses by Rs. 621 crores.
Though the industry continues to reel
under operational losses, the
underwriting loss in 2002-03 has
dropped to Rs. 1,441 crores against Rs.

In 2002-03,
the premium income grew
by 21.5 per cent to record a
level of  Rs. 14, 000 crores.
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2,062 crores of the previous year. The
investment and other income grew from
Rs. 2,098 crores to Rs. 2,282 crores to
produce a profit before tax (PBT) of Rs.
841 crores.

The Fire and Engineering businesses
did not witness any major losses. The
Motor business, a perennial   source of
concern, had a relatively lower loss ratio
than before due to increases in the tariff
rates that took effect from July 2002.
With the exception of United India,
whose underwriting loss went up from
Rs. 368 crores to Rs. 400 crores, the other
three insurers have managed to reduce
their underwriting losses. Oriental has
performed exceptionally well, and has
reduced its underwriting loss from the
massive Rs. 534 crores of the previous
year to Rs. 250 crores, the lowest among

the four insurers.

While the financial performance of
the public sector players has been
satisfactory on the overall, how have
they performed on other parameters of
growth, expenses and settlement of
claims? The following tables show the
performance figures.

Table A shows the earned premiums
of each insurer with their loss ratios in
brackets, Table B the underwriting
results, Table C the results of
investment and other incomes, Table D
profits before tax, and Table E the
management expenses and the ratios
on the earned premiums.

The outstanding losses in amounts
and their number as at March 31, 2003
are shown in Table F to demonstrate

that the insuring public should be given
a better deal. The outstanding losses
are mounting up at the rate of Rs. 1,000
crores per annum. The figures in
brackets show the number of
outstanding claims and it is significant.

Table A: Earned Premiums and Loss Ratios
(Rs. in Crores)

Company 2002 - 03 2001 - 02 2000 - 01

National 1,965 (83 %) 1,817 (95 %) 1,704 (86 %)

Oriental 1,855 (79 %) 1,821 (100 %) 1,684 (89 %)

New India 3,297 (82 %) 2,859 (89 %) 2,577 (89 %)

UIIC 2,110 (90 %) 1,973 (90 %) 1,822 (98 %)

Total 9,227 8,470 7,787

Table B: Underwriting Results
(Rs. in Crores)

Company 2002 - 03 2001 - 02 2000 - 01

National (301) (463) (245)

Oriental (250) (582) (275)

New India (490) (534) (446)

UIIC (400) (368) (420)

Total (1,441) (2,062) (1,386)

Table C: Investment and Other Income
(Rs. in Crores)

Company 2002 - 03 2001 - 02 2000 - 01
National 440 360 335

Oriental 425 358 350

New India 803 761 685

UIIC 614 610 429

Total 2,282 2,098 1799

Table D: Profits before Tax
(Rs. in Crores)

Company 2002 - 03 2001 - 02 2000 - 01
National 139 (97) 90

Oriental 175 (235) 75

New India 313 208 239

UIIC 214 157 8

Total 841 36 413

Table E: Management Expenses
(Rs. in Crores)

Company 2002 - 03 2001 - 02

National 646 (33%) 554 (31%)

Oriental 640 (34.5%) 585 (32.1%)

New India 895 (33%) 758 (29.3%)

UIIC 614 (29%) 525 (29%)

Total 2,795 2,422

Table F: Outstanding Claims
(Rs. in Crores)

Company 2002 - 03 2001 - 02 2000 - 01

National 2,253 (3,40,000) 2,124 1,867

Oriental 2,490 (3,12,000) 2,524 2,159

New India 3,929 (3,60,000) 3,384 3,022

UIIC 3,244 (4,35,000) 2,963 2,793

Total 11,916 10,995 9,841
Cumulative Total (14,47,000)
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The public sector insurers should not
only be concerned with the competitive
pressures generated by brokers and the
private players but deal with the issues
of how to cut their high costs and give
their customers a better deal. The
statistics shown above are to be seen in
the light of focusing their attention on
the areas needing their urgent attention.

The technical reserves, called the
policyholders funds, are Rs. 16, 944 crores
as on March 31, 2003. The net worth of
the four companies amounts to Rs. 6,744
crores. The industry’s investment income
of Rs. 2,300 crores is geared by 70 per
cent of policyholders’ funds.

Private sector performance
The private players have raised their

gross premiums to Rs. 1,340 crores from
the previous Rs. 466 crores. The
accretion has come from Fire by Rs. 280
crores, Marine Rs. 38 crores and
miscellaneous by Rs. 558 crores. They
have targeted Fire and Engineering
business as the strategic portfolios to
build their assault from. Their earned
premiums have gone up to Rs. 390 crores
from Rs. 40 crores. Their retention is 29
per cent up from nine per cent. Their
claims ratio on earned premium is 75
per cent down from the previous 102 per
cent. Their underwriting losses have
reduced from Rs. 127 crores to Rs. 98
crores. Their PBT showed Rs. 19 crores
as profit from a loss position of Rs. 68
crores in the previous.

Market and liberalisation
The private sector players’

performance has been impressive on all
counts. With no track record and with
limited financial resources and
constrained infrastructure they have
acquitted themselves well.

The market growth of 21.5 per cent
has been an outstanding achievement
testifying to the dynamism that prevails
at the market. That is a big plus point
in favour of liberalisation. The inability
of the public sector players to adjust to
the newly emerged competitive
environment is stark. What should be

worrisome to them is that there is no
attempt made even now of how their
future has to be shaped. In a tariff
environment the credit for reducing
claims ratios cannot be claimed as
solely due to the efforts of management.

Only when the insurers cut costs of
operations by raising their revenues per
employee, render acceptable claims
services and bring in new customers in
to their fold, can the managements
claim acclamation from the public or by
their investors.

How truly free is the market?
By encouraging competition with the

entry of private players and yet
retaining price and product feature
controls through a tariff regime, the
market has unwittingly served to

encourage unhealthy and undesirable
practices to flourish. By bringing in
brokers and corporate agents as a part
of distribution channels, there has been
a heightened awareness of competition
created. The competitive advantage one
has to demonstrate is not professional
expertise but extraneous
considerations. This has hurt the public
sector players more than anyone else.
The market has not been liberalised
enough for it to grow faster and for the
customers to experience the benefits of
price and product feature competition.
Continuation of this state of affairs will
damage the market and retrieval may
be very difficult.

It is now time to take the next step to
detariff the entire market and allow

enterprise and marketing skills to be
displayed and for players to be more
innovative and market savvy. Unless this
is done immediately, the market will be
subjected to rebating and kickbacks, the
bane of the previous regimes.

Who has benefited by liberalisation?
The immediate beneficiaries of

liberalisation have been the big-sized
corporate customers who are now
flooded with offers of service and advice
by a number of players. This has led to
their making demands outside the
control regime.

The individual customers that do
not have substantial premiums to back
them up have been served poorly. The
rising number of grievances, the
heightened apathy for customers and the
growing number of outstanding claims
testify to the fact that nothing has
changed for them. It is business as usual
for all the insurers. Whether it is the
public or private sector players, it is only
the big corporate customers that are the
attraction. Was this the objective of
liberalisation? The individual customer
remains uneducated on either risk
awareness or on the benefits of the
insurance bought. Not service but sales
seem to be the goal of insurers.

Conclusion
The urgent need now is to bring in

more competition to make the insurers
to work harder for procuring their
premiums. Detariifing will make the
customers more aware of the product
features and prices at which they are
made available. This kind of customer
involvement will generate a market that
bargains for mutual interests. Risk
management and underwriting skills
will come to the fore. Fight for survival
will induce creativity and more energetic
marketing efforts by insurers, keeping
the customer in focus. It is time for the
customer to come in to bat for himself.

The author is retired Chairman and
Managing Director, The Oriental
Insurance Company.

By encouraging
competition and yet

retaining a tariff regime,
the market has

unwittingly served to
encourage unhealthy and
undesirable practices to

flourish.
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Road Tolls
H. Ansari

Just as nationalisation had helped in
mobilisation and deployment of
massive financial resources together
with the spread of life and general
insurance business in the country,
liberalisation was expected to usher in
an era of plenty where the benefits of
insurance can be taken to the doorstep
of the consumers. Further, liberalisation
is also expected to bring about market
expansion and focussed penetration.

The CII Sub-committee on
Distribution and Intermediaries in
1999 had estimated that life insurance
premium in the country would increase
to Rs. 60,000 crores by 2005 and cross
Rs. 1,40,000 crores by 2010. Non-life
premium would aggregate closer to Rs.
20,000 crores by 2005 and touch Rs
40,000 crores by 2010.

As regards pension, the estimates
projected the premium to go up to
Rs.4 ,000 crores by 2005 and increase to
Rs. 14,000 crores by 2010. The consumer
mega-trends indicated that the early
years of the new millennium will witness
major social and economic shifts that will
change the way the consumers behave.
More than two thirds of the population
will become literate. Close to half the
people will be under the age of 20-25
years. Modern telecommunication will
spread far and wide. Information
technology will pervade our homes.
Personal computer penetration would
increase from one in every 500 persons
to one in every 50 by 2008.

These changes would give rise to two
developments; a new demand at the
lower end of the market spectrum and a
dramatic shift in the nature of demand
at the upper end of the market. The key
to capturing these opportunities would
be technology. Delivering value for
products will also require a cost effective
but multi-distribution network. The
growth will come from all those players
who would provide the best value for
their products at optimum prices.

The fear about the liberalised
scenario was, first and foremost, the
insolvency of the insurer. This feature
is not uncommon even in developed

markets with the US leading the pack
with nearly 300 insolvencies in the last
20 years. The other fear was that agents
would misinform customers. Further,
persons belonging to the same pool
would be treated differently. There
would be discrimination in settlement
of claims and also non-payment of
claims.

To overcome these fears, the capital
requirements for those wishing to enter
the market was pegged high i.e. at Rs.
100 crores. This is the highest capital
requirement for an insurance company
in this part of the globe. In addition,
the solvency margin to begin with was
kept much higher than the normal
international standards. The Regulator
had advised all insurers that their
assets at all times should be 150

percent of their liabilities. Further, out
of the total capital of a new direct
insurer of Rs. 100 crores, the solvency
margin was required to be not less than
Rs. 50 crores at any time. This was
consciously done to ensure that the
players remain both solvent and
functional in the market.

Let us now look at the realisation
from liberalisation. The new companies
are gradually settling down. Many of
them have become aggressive. The
existing companies are putting their
strategies and reform agenda in place.
The competition is gradually hotting up.

The market in life insurance up to
the end of March 2003 indicated that
the private sector had garnered 7.97 per
cent of the market with LIC’s share
being reduced to 92.03 per cent.

The non-life business in 2002-2003
grew 20 per cent as compared to 2001-

2002 financial year. Whilst the public
sector grew by around 13.5 per cent, the
private sector growth was an impressive
180 per cent. The public sector
companies’ share came down to 90.5 per
cent. The total non-life premium grew
to nearly Rs. 14,100 crores at the end of
2002-2003.

The trend in the current financial
year 2003-2004 is on expected lines. In
life insurance, LIC continues to lead but
with a reduced share of 89.05 per cent of
the market premium ending September,
2003. The share of private sector has
climbed upto 10.95 per cent. In respect
of non-life, the public sector companies
share has been eroded from 9.5 per cent
at the beginning of the financial year to
the extent of 13.70 per cent as on
September 30, 2003. They now
command 86.50 per cent of the market.
If this trend continues, the private
players may end up by capturing almost
20 per cent of the market on the non-life
side by the end of March 2004. The
overall non-life premium by the end of
March 2004 is likely cross Rs. 16,700
crores but with a lower rate of growth.

The current score card would indicate
that the estimates forecast earlier
appear achievable. The life insurance
premium as at March 31, 2003 has
already crossed Rs. 50,000 crores and
is well on course to crossing Rs. 60,000
crores by 2005. The Non-life premium
for the financial year 2002-2003 stands
at slightly over Rs. 14,000 crores and
would almost touch the estimates
predicted by 2005.

Though the market is on the move,
market conduct has been a casualty.
Whilst regulations for various
intermediaries have been notified, the
market behaviour of some of them is
unethical. The guiding criterion appears
to be snatching of business at whatever
cost. The level to which some of the
companies have lowered their
standards to garner premium has never
happened in the past. Hence the need
for all to cooperate and lay down proper
guidelines for implementation.
Competition is no doubt good. It is also
beneficial for the consumer. However,

There have to be ground-
rules in competition and

the Lakshman rekha
needs to be observed by all

players.
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there have to be ground-rules in
competition and the Lakshman rekha
needs to be observed by all players. The
Life Insurance and General Insurance
Councils are required to play a more pro-
active role in developing market conduct
for strict implementation.

Motor insurance continues to be the
fastest growing portfolio in the general
insurance business in the country. Though
it appears to be the simplest, the
experience of the Indian market on this
portfolio during the last 15 years, has
been anything but satisfactory. It controls
more than 38 per cent of the total general
insurance business in the country. As at
March 31, 2003 the motor premium of the
industry was around Rs. 5,000 crores.

Apart from being the fastest growing
portfolio, Motor also accounts for the
maximum number of documents. Nearly
60 per cent of all documents, issued and
60 per cent of claims reported emanate
from this portfolio. One of the primary
reasons for the continued underwriting
losses of public sector non-life
companies in India has been the higher
outgo – both for Own Damage (OD) and
Third Party (TP) liability claims under
this portfolio. Added to the claims cost
is the business acquisition cost and high
management expenses which makes
this portfolio highly loss prone.

With a road network of over 8.7
million kilometres, and a vehicle
population of around 50 million in the
country, Indian roads take a toll of more
than 85,000 victims every year with over
3.5 lakh accidents reported annually.
Our accident per thousand vehicles is
the highest in the world i.e. 31.80 per
cent and is more than twice that of the
UK and 2.5 times that of the US. Our
motor crash / accident ratio works out
to around 0.17 per cent per year.

As against this, in the US, with a
larger road network and with over four
times the vehicle population of around
220 million, the motor related accident
cases are only around 42,000. Their
vehicle population to motor crash /
accident ratio is 0.019 per cent per year.

This large loss to human life and
accident claims in the country translates

into a high cost to the insurers and the
society. All constituents need to
concentrate on motor road safety. Till
recently, the country had to contend with
a few models of vehicles on the Indian
roads – the likes of Ambassadors and Fiat
and few models of commercial vehicles.
The situation in the last seven years has
undergone a sea-change with high-tech
and high value vehicles with greater
acceleration and greater probability of
damages being now on the roads.

With greater numbers of newer and
costlier models vying for space on
congested Indian roads, the result is an
increase in number of accidents and road
related casualties. Road safety issues
are of critical importance and insurers
must pay attention to it. At present,

against every Rupee collected as
premium for insurance in the country,
the outgo in respect of damage to the
vehicle is around 70 to 80 paise with
over Rs. three incurred for death and
personal injury. This has made Motor
insurance unviable for Indian insurers.

The India Motor Tariff was revised
with effect from July 2002. The revision
however, can only improve the position
of OD claims. TP claims, in view of
inadequate premium coupled with court
awards will continue to bleed the non-
life insurers in the market. Our Motor
premium rate at around 3.5 per cent is
the lowest in the world. The world’s
average is six per cent and above. In
respect of TP there is an urgent need to
increase the premium and cap the upper
limit on compensation. The liability
cannot be unlimited. If railways and
airlines can have a limit of liability, then
why not motor? Alternately, any
liability beyond an upper limit of say

Rs. five lakhs can be taken over by the
state. It is wrong to expect an Insurer to
perpetually bleed and yet underwrite TP
business in the country.

Motor insurance in view of its large
volume, cannot be ignored by insurers.
It is the only portfolio which gives year-
round liquidity. The business however,
requires to be underwritten with
underwriting safeguards and control.
The leakages, which are rampant, need
to be plugged and complete statistical
data is to be maintained by all insurers
which will assist them in pricing their
products when the market is detariffed
in the near future.

Insurance in India continues to be a
“superior” good with demand growing
relatively with income. Traditional
insurance however, is outdated.
Customers have begun to switch over to
packaging and alternative products.
Technology will change the very
foundation of our working. It will erode
long term advantages.

Risk assessment, risk evaluation
and interpreting customer needs will
hold the key for future survival. India
has a large potential for insurance with
our middle class growing rapidly. All
players in the market have a
responsibility to shoulder. The market
was opened so that the customers will
have a better future. The players have
now to show results through product
innovation, improved servicing
standards, better marketing and sales
techniques and grater product
awareness. All this would result in value
addition and add to the bottomline.
This would not only help the consumer
but would also improve the image of the
insurer in this part of the world. The
Regulator as friend, philosopher and
guide and also as facilitator will have
his hands full to ensure that the
insurers live up to this high promise.

The author is Chair Professor, National
Insurance Academy, Pune, and former
Member (Non-life), IRDA.

It is wrong to expect an
insurer to perpetually

bleed and yet underwrite
TP business in the

country.
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Credit Insurance in India has been
prevalent in the export sector only as
far as trade credit goes.  Bank credit or
institutional credit was insured either
with the Deposit Insurance Credit
Guarantee Corporation (DICGC) or
Export Credit Guarantee Corporation of
India Ltd (ECGC), the latter for covering
export credits.

ECGC has been in existence since
1957 primarily as an export promotion
institution providing export credit
insurance and credit guarantees.
Originally it was exempted from the
purview of the Insurance Act 1938 and
also from provisions of General
Insurance Nationalisation Act 1972.

After prolonged correspondences
including with the parent Ministry,
(Ministry of Commerce) and legal
counsels it applied for registration with
the IRDA in 2001 and was granted
registration in September 2002.  Going
by the spirit of opening up of the insurance
sector, ECGC is also pitted against other
private and public sector insurers.

Export credit insurance is a voluntary
one unlike Marine insurance, an allied
cover which is mandatory as far as the
beneficiary is concerned.  Hence to make
the former self sufficient, comparatively
high rates of premium are attracted and
products are designed to ensure
reasonable spread of risks.

Government of India has launched
programmes like Focus Africa, Focus
LAC (Latin American Countries), Focus
CIS (Commonwealth of Independent
States) in order to push exports to these
regions which are laden with high
political risks.  Just as the Regulations
provide for obligatory contribution to the
rural sector for all insurers, the
corresponding area of concern, and hence
the need to introduce a mandatory
contribution, will be towards the
difficult markets in export credit
insurance.

Needless to mention that the best
outcome in the wake of three years of
liberalisation are the many positive
developments in ECGC. Earlier only
ECGC was doing credit insurance, but
now other non-life insurers both

One of a Kind!
Geetha Muralidhar

privately owned and those owned by
Government of India are also reportedly
starting to offer this cover.

ECGC now offers a range of products
in the place of a single scheme which
existed for 44 years.  The covers have
been tailored as per the exporters’ needs.
Rationalisation of the premium rates
have led to an overall reduction to the
extent of almost 40 per cent particularly
for transactions pertaining to Focus
countries.  Underwriting decisions have
been hastened.  Claim procedures have
been simplified and streamlined
resulting in quick disposals.

Adequate delegation and
discretions have been included in the
terms of cover to the exporter to enable
minimisation of losses.  No Claim

Bonus has been enhanced.  Upgradation
of information technology (IT) systems
has resulted in WAN (Wide Activity
Network) and e-connectivity to
customers.  The branch network is being
expanded continuously to reach out to
exporters.

Corporate agency arrangements
have been tied up with various banks.
Bancassurance in this sector of
insurance is only formalising an already
existing arrangement since insurance of
receivables is prima facie the concern of
banks.  ECGC has left no stone unturned
to provide the best possible products and
services to enhance the competitiveness
of Indian exporters.

Leading credit insurers are
diversifying into related services for
which they could charge fixed fees and
bolster income without increasing risk
exposure.  ECGC also provides many
other specialised services to exporters
by guiding them in export related

activities, providing information on
different countries with its own credit
ratings, assisting exporters in
recovering bad debts and offering
information on the credit-worthiness of
overseas buyers.  It is also offering
Maturity Export Factoring without
recourse to exporters.

In the recent past, credit insurers
worldwide have suffered due to high
insolvency related claims and scarce yet
expensive reinsurance.  Credit risk
issues have not been the cause of the
reinsurance losses.  But the trade credit
and political underwriters have had to
pick up a share of the tab.  However, they
have tried to contain the impact on
customers.

It is observed that however well they
manage their own operations and
exposure to credit and political risks
around the world, underwriters covering
international trade risk cannot escape
the impact of wider problems in the
global insurance market.  At the same
time, credit underwriters have seen a
surge in claims on business in key
western economies, reflecting the general
downturn in economic conditions.

Trade credit and political
underwriting operates on different risk
patterns from most of the rest of the
insurance market; its risk is widely
spread – in both geographical and
industry terms.  One area where credit
insurers’ offerings continue to score well
is in their inclusion of political risk
coverage.  Political and economic risks
are intensifying.  Companies are seeing
that the political risk map of the world
continues to change and the threat of
war and heightened anti-establishment
activity are difficult to evaluate.

In a protracted favourable climate
there is a general tendency to think that
customer risk management is an easy
discipline for a company, without any
economic consequences.  But the
prevailing world situation has reminded
exporters of the value of insurance, and
its unavoidable cost.  Thus it can be
concluded that there is an increased
worldwide acceptance of credit insurance.

The author is General Manager, Export
Credit Guarantee Corporation of India Ltd.

The best outcome in the
wake of three years of
liberalisation are the

many positive
developments in ECGC.
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Very few sectors of the new economy
have received such public scrutiny as the
insurance sector. Given this fact, the
general insurance sector seems to be
headed towards a credibility crisis.  This
is a strong statement by any standards;
however, when one views the current
situation as a concerned observer and
participant, one sees a sense of cynicism
creeping into the general insurance
market in India.

The liberalisation of the insurance
industry has happened in a most
admirable manner.  The Regulator
has won worldwide accolades for this
orderly transition and for the
transparent regulatory mechanism.
It is now the responsibility of the rest of
the non-life industry to ensure that the
regulatory expectations are fulfilled in
letter and spirit, which includes
conducting themselves in a highly
professional manner.

The industry consists of three
elements - the insurers, the
intermediaries and the customers.
There is a legitimate expectation that
the liberisation of the industry would
be beneficial to the consumer by
broadening and deepening the non-life
market and introducing better service
standards.  It was also expected that
the intermediaries would play a
complimentary role in promoting the
industry.  Above all, it was expected that
the new insurers would bring in global
best practices in the country.

Underlying these expectations was
the assumption that competition is good
for everyone.

However, the competitive spirit
seems to have expressed itself in the
form of a free for all.  All three parties
i.e. insurers, intermediaries and clients
seem to be contributing to this.  Insurers
are buying business by quoting
unrealistic prices and short circuiting
tariffs.  Intermediaries keep
pressurising the insurers to raise the
level of remuneration beyond what is
permitted by the Regulations and
insurers are abetting this by finding

Shore up Credibility
Shrirang V. Samant

ways and means to do it.  Large buyers
expect some of the intermediary
commission to be passed back in terms
of discounts or kickbacks.

There are several reasons for this,
but the primary reason is the
impractical combination of partially
tariffed regime and regimentation of
intermediaries’ remuneration.

Let us examine how tariff regime
contributes to the unhealthy practices.
Most of the Fire and Engineering
products are governed by tariff.  These
are the products normally bought by
large corporates.  Tariff based pricing
creates a presumption in buyers’ minds
that they are being overcharged and
consequently they have an expectation

that the insurer will compensate for the
high tariff rates by charging lower rates
in non-tariff products e.g. Marine and
other Miscellaneous policies.

In fact the existence of tariff, i.e. price
and form control, discourages brokers
from demonstrating any value addition.
The intermediaries therefore just
become one more element in the
transactional chain who, in fact, take
away value rather than add it.  They
effectively become rent seekers,
leveraging their relationship with the
buyer.

When the market was opened for
agents and brokers a number of people
saw the agency commission/brokerage
as a low hanging fruit ready to be
plucked, simply for positioning
themselves between the insurance buyer
and the company.  The rates fixed for
agency commission and brokerage
became the floor rates rather than
ceilings.  A common question one
encounters from the brokers today is

how much the insurer is willing to part
with over and above the statutory limit.

Since buyers also recognise that
brokers are not in a position to add
value and know that they receive
commission from insurance companies
they feel justified in asking for part of
the commission back either directly or
indirectly.  The big buyers have now
realised that insurance companies are
out to buy business at any cost.

It is quite evident that none of the
insurers, in both the private and public
sectors, has really contributed to
spreading the message of insurance
amongst the general public in the area
of non-life insurance. There are several
reasons for it.  In the mind of an
individual buyer non-life insurance is
equated with Motor insurance, home
insurance and Health insurance.

Motor insurance is statutory hence
it gets bought rather than sold.
Promoting home insurance in fact
requires investment in distribution which
is not cost effective for private sector
players because of the small ticket size of
an average home policy.  The need of the
hour is to bring out a simplified home
product which is easy to explain and
easier to administer.  There are structural
problems with the Health insurance
product viz. Mediclaim.  The corporate
clients use the group Mediclaim facility

The competitive spirit
seems to have expressed
itself in the form of a free

for all.
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as an employee benefit and have no
hesitation in asking the insurers to cross-
subsidise the adverse claim ratio in
Mediclaim product by premiums in other
classes of business from the same
corporates.  This precludes any form of
underwriting or claims control.

At an individual level too it is
difficult to introduce a medical product
which can be underwritten with
appropriate controls in the shape of room
charges and fees for procedures until the
public sector insurers change the
structure of Mediclaim policy which
provides a blanket cover across all
sections.  It is also worth noting that in
other parts of the world Health insurance
generally undertaken by specialised
health insurers.  IRDA’s recent
announcement that separate entry
norms might be considered for setting
up health insurance companies is a very
welcome direction in building the Health
insurance industry in the country.

The solution to the foregoing
problems, particularly the unhealthy
competitive practices, does not lie in
harsher regulation but in liberalisation.
Total detariffing can bring about
significant improvement in the situation.
A really free market is incompatible with
product and price control, which is what
tariff means.   The tariff stops the insurer

from product differentiation,
underwriting these on the merits of each
risk and pricing them appropriately.  In a
tarriffed market the buyer is the ultimate
loser.

Detariffing will also allow the
intermediaries to add value. In a really
free market the intermediaries,
particularly brokers, play an important
role by advising the buyers about the

products, coverages and price etc. Once
the market is detariffed, it is important
to allow the market process to determine
the intermediaries’ remuneration rates.
These will automatically find their right
level once the insurers learn to price the
product on a net basis and the
intermediary is able to demonstrate
value to the customer so that the customer

determines what level of intermediary
commission he is willing to pay.

To argue against detariffing on the
grounds of consumer protection is
anachronistic.  Regulation is all about
prudential regulation i.e. monitoring the
solvency position of the insurers.
Fortunately most of the private players
in India are backed by top ranking
international and domestic promoters
and hence their ability to maintain the
capital base is more or less assured.
The Regulator’s focus should be on
monitoring solvency, which will
automatically ensure that the insurers
charge adequate price and keep their
acquisition cost under control.

In summary, the only logical solution
to the current deteriorating market
conduct of some of the players in the
non-life industry is to do a complete and
swift de-tariffing, to remove restriction
on agency commission and brokerage
and continue to monitor service
standards and solvency position.  This
will enable the local non-life industry to
develop world class underwriting skills
and the ultimate beneficiary of the
whole exercise will be the consumer.

The author is Managing Director, HDFC
Chubb General Insurance Company.

To argue against
detariffing on the grounds
of consumer protection is

anachronistic.  Regulation
is all about prudential

regulation i.e. monitoring
the solvency position of

the insurers.
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It all seemed only yesterday that we were
basking under the joy of being one of the
newly licenced insurance players. We keep
saying ‘new player’ and we are already almost
three years young.  How fast time flies!

Looking back, I am happy that we
stayed our set path and didn’t stray and
hence have little regrets on anything. My
mission as we set out was:

■ To provide cutting edge customer delight
– 24 / 365

■ To “build” good strong distribution
channels – howsoever slow and tiresome
it may be, rather than “rent” or “buy”
distribution

■ To build a wholesome well balanced
portfolio of good quality business with
emphasis on retail growth

The above ideals were not achieved by
sudden flight.  In fact like the old saying goes
“but by toiling through the night” and burning
the candles at both ends.  We were the first
to set up a nation wide 24 hour call centre
with a toll free number manned by our very
own people and, right from the word go – it
was a runaway success. Not only were
queries of customers and agents catered to
at any time, but even claims could be lodged
from anywhere, at any time. We have set
industry standards in terms of contactability.

When it came to building distribution –
it required ‘sweat equity’ and I can say with
full confidence – hard work pays – in the
long run.

We were aware that in non-life insurance
- ‘selling’ products was indeed more
challenging than customers ‘buying’ products
for mandatory reasons. We went with the
tide, but ensured that we rowed too and kept
to the planned path. Today we have a well-
balanced portfolio and are working to grow
and maintain it that way.

Like the parents of a growing child, it’s
the environment  - Regulatory, Economic,
Social and Technological (REST) –  and the
market forces that are clear areas of concern.
We see that there is less concern on
underwriting losses and high acquisition cost,
sacrificing long term interests on the altar of
quick wins and short term goals and wonder
about its long term effect on the market.

Achievements - Industry
IRDA efforts and  industry initiatives

have allowed tremendous progress to

The Agony and the Ecstasy
Dalip Verma

accompany the opening of the sector. They
Include improvements in consumer
awareness, customer focus, distribution
channels and IT enabled services,
unbundling of savings and protection
products to serve customer needs better,
development of more professional sales
force through structured comprehensive
training processes and the expansion of
retail focus with the development of
additional distribution channels -
bancassurance, direct marketing, affinity
marketing etc.

Rural and social sector insurance needs
are being addressed and consumer
protection regulations have been
introduced. IRDA sponsored publicity
programmes were launched aimed at
increasing  awareness.

Achievements - Tata AIG
■ 24 /7 customer response centres and

improved service levels
■ Product innovation and enhanced

flexibility which gives customer more
options

■ Value addition through high quality
product literature and detailed sales
illustrations

■ Claims servicing - introduction of global
best practices to accelerate claims
handling

■ Positioning of insurance as a viable
career option - entrepreneurial
opportunities.

■ Continuation of ongoing initiatives in
product, retail and technological
improvements.

What more needs to be done
Regulatory reform
■ Review of capital requirements - toward

encouraging local, regional and niche
players

■ Health insurance - to be viewed in
isolation

■ Development of Health insurance
through  segment specific requirements

■ Ministry of Health support essential -
drive toward uniformity -
standardisation of procedures and
diagnostic codes - enabling data collection
across health care providers, TPAs and
health insurers

Distribution channel reform
■ Positioning of insurance as a viable

career option -  entrepreneurial
opportunities

■ Establishment of agents  / brokers as
professional financial advisors and
ensuring that there is a good value
proposition to attract and retain good
professionals.

■ For agents - creation of a career path to
promote professionalism and allowing
allow companies to experiment with
different models of agency structure

Other challenges
■ Insurance programmes, courses and

seminars across schools, colleges,
universities and workplaces.

■ Sharing of information and resources -
creation of central information registry.

■ Preparing the market towards
detariffing.

■ Increasing penetration levels cannot
occur in isolation. All concerned - state
and private insurers, Government bodies
and the regulators - must work in unison
toward achieving common industry goals

In summary
No generation has had the opportunity

as we have to build a great future for the
Insurance Industry. It is a wonderful
opportunity, but also a profound
responsibility. Keeping pace is simply not
enough. Competitive advantage lies in
getting ahead and staying ahead. In the
words of Victor Hugo:

- The future has many names

- For the weak it is unattainable

- For the fearful it is unknown

- For the bold it is opportunity

The author is Managing Director, Tata
AIG General Insurance Company.

Like the parents of a
growing child, it’s the
environment and the
market forces that are
clear areas of concern.
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Three years is a short time in the life of

a country or even an industry.  But the
last three years have been very
significant for the insurance industry in
India.  For more than two and half
decades, the position was stable with
the industry being a Government
monopoly.

The last three years have witnessed
the emergence of an open environment
with private players entering the
market.    The first step was taken by
separating the owner, Regulator and
service provider.  Earlier, the
Government had undertaken all the
three roles.  The setting up of an
independent regulatory authority and
allowing of private ownership marked

the end of the old era and the dawn of
the new one.

The Regulator has been active,  coming
out as it has with a host of Regulations,
covering a wide area of operations like
accounting, publicity, intermediaries and
re-insurance.  Practically, all operational
fields have been brought within the ambit
of the Regulations.  New concepts have
been introduced.

The attempts at professionalising
the intermediaries has started giving
results.  Compulsory training of agents
has forced the companies to organise
their training programmes and also
ensure that the new entrants have a

basic grounding in insurance.  The
refresher training envisaged in the
Regulations will ensure continuous
updating of standards.

Insurance, for long, has been an
industry neglected by the media.  The
debates during the liberalisation
process and the high visibility has had
a salutary effect in attracting
professionals to this industry as
intermediaries.  All this should go a long
way in improving customer servicing.

Eroding profits have been a cause for
concern.  As an industry, the profits have
been declining in the last few years and
this trend appears to be accelerating.
Fire and Marine, which have been the
profit making portfolios, have not been
growing to the desired extent, while
Miscellaneous (of which Motor

Expand the Pie!
V. Jagannathan

The author is Chairman and Managing
Director, United India Insurance
Company.

Eroding profits have been
a cause for concern.  As an
industry, the profits have
been declining in the last
few years and this trend

appears to be accelerating.

constitutes a major segment) has been
increasing its share.

It is common knowledge that the
insurance industry has been bleeding
heavily on account of Motor insurance.
The Government insurers account for
most of the Motor premium and unless
immediate and drastic steps are taken
to restructure the premium or
compensation or both, there is every
likelihood of the entire industry
becoming sick.  And this appears to be a
distinct possibility when viewed along
with the falling interest rate scenario.

A major cause for concern are reports
of unhealthy practices creeping into the
market place for business procurement.
With intensifying competition and with
high stakes, the temptation to cut
corners is high.  Unless this is nipped in
the bud, the chances of this malaise
getting institutionalised is real.   There
is no doubt that the Regulator would
take required steps to set things right
in this matter.

Ultimately, all the changes should
result in expansion of the market.  This
is one of the major objectives of the
liberalisation process.  This will be
achieved only if more people are drawn
into the insurance net.  Currently, the
focus of all the players is on getting a
share of the existing pie.  An attitudinal
change has to occur and all the players
have a responsibility in ensuring that
this goal is reached.

While concluding, I am sure that
there is a bright future for insurance
industry in India.  The road ahead is
nice,  there is a good car available and
all that matters is how the car is driven!

'~14' ---------
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Development of the insurance industry
over the last three years has brought
about a paradigm shift  in the way
business is being conducted. A Regulator
and the corresponding mechanism,
opening up of the industry to the new
players, new intermediaries,
liberalisation and globalisation of the
industry perspectives have caught the
imagination of everyone.

    This has substantially raised the
profile of the industry and increased the
mindshare of insurance among the
general public. There is considerable
interest in the media and industry
associations and groups are excited by
the prospects of the industry as well as a
gamut of new services that could add
value to their premium Rupee.

  The consumer has been the biggest
beneficiary not only in terms of choices of
providers and products but also in the
range of quality and service. The Indian
insurance industry has been
characterised by very low penetration.
The mindset on insurance and its
benefits have considerably improved and
the industry appears to be at a take-off
stage.

  The opening up of intermediation
through professionalised agents,
corporate agents, brokers and
bancassurance has dramatically
improved the visibility of the insurer and
their products and services. This coupled
with information technology (IT)
facilitation is going to make insurance
available at the doorstep of the customer
anywhere, anytime. Insurance premium
has been considered to be high and policy
terms and conditions rigid. This has led
to a movement in favour of detariffing
and pluralisation of rates and terms,
offering customers a diversified menu of
products and services.

There has been considerable stress on
professionalisation, which has generated
a host of insurance educational
progammes including professional
courses. Interest has also been generated

Mind-Boggling Prospects
H.S.Wadhwa

in areas such as actuarial studies and risk
management courses.

However there are grave concerns
that the freedom and opportunities which
are available to the new entrants, can
make them susceptible to take shortcuts
and fall for short-term gains. Immediate
stress has to be therefore placed on total
professionalisation of all the new players
and in their abiding in toto to the letter
and spirit of the Regulations
including those of the Tariff
Advisory Committee (TAC.)

Sharp practices in the area
of pricing and offering of
commissions etc. are going to
erode the credibility and destroy
the long-term prospects of the
industry. We acknowledge the

concerns the IRDA is showing in these
areas and would be happy if all players
of the industry join in upholding highest
standards of insurance professionalism
and conduct. The primary task of every
player is to widen and deepen the
market by attracting new customers and
enhancing the loyalty of old customers.
This can be achieved by high level of
dynamism and ethical conduct.

 As far as National is concerned we
have been on the fast lane in every area
responding to the initiatives taken by the
Regulator and the Government. We have
pioneered a series of tie ups starting with
leading auto giant Maruti which
transformed intermediation and has
given a new meaning to after sales

service to car owners in auto insurance.
In the area of bancassurance the largest
number of tie-ups have been entered into
by us. Similarly maximum initiative has
been shown by us in the recruitment and
training of agents with as many as 116
training centres countrywide.  Innovative
products like Sampoorana Suraksha
Bima, a seven in one package, has
received enquiries even from abroad.
More new products from the  National’s
Suraksha  series are in the pipeline.

Opening up of the insurance industry
has brought about a revolution in the way
people insure.  Simultaneously it has
opened new challenges before both the
old and the new players.   If the market
is developed properly, the premium
generation will be mind boggling.

We are sure that all the players will
rise to the occasion and make the Indian
insurance industry grow rapidly and
become a model for other countries in
ensuring customer protection as well as
social and economic betterment.

The author is Chairman and Managing
Director, National Insurance Company
Limited.

Sharp practices in the
area of pricing and

offering of commissions
are going to erode the

credibility and destroy the
long-term prospects of the

industry.
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I still remember the days of early 1990’s
clearly, when serious talks were on about
privatisation of the insurance industry in
India.  At a time when there were only a
few of us left who had had the opportunity
of working in a total private environment
prior to 1973, these talks of impending
privatisation appeared to be more out of
sheer inquisitiveness rather than out of any
real concern about the welfare of the
industry.  Then came the Malhotra
Committee and the rest is history before
you.

The insurance industry is not the same
now as it was when the Malhotra Committee
was formed, which was the first positive step
in the direction to invite private initiative in
insurance.  Nor will it be the same again at
any time in future.  The questions that we
ask ourselves at this stage are, whether
privatisation has taken the direction that was
intended for it, whether it has done good to
the industry in particular and community at
large, whether public sector insurers are
benefited or handicapped by such
privatisation and whether any further
regulatory steps are to be initiated by the
Regulator at this stage.

Privatisation is still in its infancy for us
to get an answer to the first question.  The
Government has considered all aspects of
the situation before embarking upon
privatisation.  Globally, greater competition
has brought out the best in every
competitor and we believe that this
generalisation would be true of
privatisation of insurance industry also.
Again, it is too early to say anything
significant about the impact of privatisation
on our industry and our community.  The
market has been used to dealing with public
sector insurers continually for over three
decades and the recent global events on
terrorism and spurt in natural calamities
have impelled a large segment of the
community to avail insurance covers.

Gone are the days when insurance was
talked of only to comply with a legal
requirement, or when there was an
external compulsion from a bank or
financial institution.  Insureds are
nowadays better informed and desire to be
so.  From this point of view alone, I may
say that there could not have been a better
timing for a larger number of players in
the field.

For most of us in the public sector, it is
the third question that is of greater
relevance to us.  What have we gained from
privatisation and what have we lost?
Competition was existent among the four
major players even before privatisation.
The public sector insurers  are, therefore,
not new to competition.  Even today, we
find that a public sector underwriter
competes as much with other public sector
units (PSUs) as with the private players.
The addition of a few more insurers in the
arena has enlarged the scope for such a
competition.  One major gain from the
privatisation for the PSUs would be the
change in their functioning from being
sheer output-oriented to technology
oriented.  There has been a tremendous
surge in the inflow of technology.  This is
almost certain to benefit the customer by
greater speed of issuing documents and
settling claims.

A second gain could be the change in
the outlook on market segmentation.  All
insurers have started looking keenly at the
requirement of the various customer
groups so as to coin new schemes to cater
to their needs.  From making available a
selected list of schemes for the public to
choose from, insurers have started probing
into market requirements.  The gain,
therefore, is the R & D that goes into the
efforts.

On the other side, the private players
have shown significant growth of their
portfolios.  Growth rate may not be a true
indicator on this, as their opening base is
quite small.  Nevertheless, every player in
the field has made a significant contribution.
I would, however, view this as an opportunity

rather than as a loss to the PSUs for two
reasons.  First, it has proved that market
penetration into unexplored areas is more
possible by PSUs. Second, our country has a
general insurance potential of over Rupees
one trillion, even according to a very
conservative estimate and the collective
efforts of all insurers put together hardly
sum upto even a small fraction of this.  The
cake is very large for the too few insurers to
share.

On the last question, full credit should
be given to IRDA for trying to ensure that
there is no growth of unwanted grass
where trees are expected to grow.
Traditionally, there has been no dearth of
laws, rules and regulations in our country.
Effective policing is the requirement of the
day.  One area where the Regulator should
be, and I am sure the Regulator would
already have been greatly concerned, is the
orderly growth of the industry.  It must be
ensured that in a tariff regime as it stands
today, intermediaries contribute effectively
to the customer service and not become a
device or tool to illegal rebating of premium
leading to unintended price competition.

The second area of concern for the
Regulator would be improving the lot of
policyholders and also the building of
safeguards in the Balance Sheet which
reflect IRDA’s anxiety on this.  The
successive Chairmen of IRDA have shown
great resilience in ensuring that there is
orderly growth of the industry.

Regulations Good, Policing Better
S. L. Mohan

The author is Chairman and Managing
Director,The Oriental Insurance
Company.
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The years leading up to the opening of
the insurance market were justifiably
full of expectations relating to the
introduction of newer practices on
products, processes, placement and
promotion of insurance precepts and
practices. The opening up of insurance
and the licensing of the new private
companies – with or without joint
ventures – has resulted in a virtual
explosion of ideas. They say “all
revolutions begin in the mind.”

The product range has dramatically
increased, not only through the
introduction of more generic versions but
also through more variations and add-
ons to the generic versions. The
momentum is only going to pick up
further pace with the gradual
withdrawal of tariff - allowing the
underwriters to evolve customer specific
covers resulting in buyers getting what
they want. It is only a natural corollary
that the concomitant processes work to
the facilitation and introduction of new
generation of products and ideas - Indian
IT has specially blossomed at the right
time to let this happen!

The Indian market had never seen
this kind of placement and promotion
of insurance products with virtually
every technique in the book of
distribution being employed – be it
traditional mode of one to one selling or
burgeoning of channels or through direct
marketing, bank assurances, broad

marketing, worksite marketing and so
on. The promotion techniques are
getting even more sophisticated and
refined with niche marketing being the
mantra of the day.

The Indian general insurance
industry is thus well poised on its
evolutionary journey. The increasing
competition, declining interest rates,
pricing deregulation and an evolving
regulatory frame work are the true aids
and hallmarks of an industry where the
sharpest and the keenest will survive
more in the eyes of the customer before

they get caught with the regulators. The
likely detariffing, which would definitely
catalyse changes in the pricing
environment, increase in the operating
leverage and re-pricing of investment
portfolios, likely increase in the
business sourcing costs and the
consequent and likely decrease in ‘float’
availability because of faster claims
settlement due to increasing
competitive pressures will result in the

The Market Speaks
Arun Agarwal

The author is Chief Executive,
Cholamandalam MS General Insurance
Company.

The Market has begun to
talk – it is a benefactor to

those who listen and would
be a destroyer to those who

ignore it.

industry’s behavioural profile getting
changed much faster – and the beauty
of it all is that it would happen at the
behest of the Market – with both
industry and the market saluting the
supremacy of the ultimate customer.

It is an important lesson and
recognition in the whole journey of the
Indian insurance industry, and perhaps
a more pronounced realisation is the
fact that the Market has begun to talk
– it is a benefactor to those who listen
and would be a destroyer to those who
ignore it.

There is a more important
recognition that the market can and
should never, ever, be policed. The
players can merely be enabled and made
to conform - to good governance, ethical
standards, legitimate consumer interest
and best of service standards.

It is then that the insurance industry
would subserve its true role - and aid
and a helper in the growth and
developmental processes of the society.

The upshot will be that the Market
and stakeholders (as opposed to just
shareholder’s values as in the West or
employees’ welfare as in the Far East),
together, will be richer.
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Staying Power Prime
Sandeep Bakshi
The Insurance Industry was nationalised
in 1973 and over hundred companies which
existed prior to nationalisation were
collapsed into four. These companies have
indeed done yeoman service to the Indian
insurance space.

The human capital of the Indian
insurance industry has come to be respected
all over the globe and that is seen in various
international assignments where they have
accredited themselves with aplomb.

The opening up of the sector three
years ago has seen eight new players come
in, each with a strong parentage and
having financial strength and/or powerful
international presence.

The task for the new companies was not
easy as the existing companies had forged
strong relationships, understood the risks well,
had powerful databases, a physical distribution
setup and an agency force which had been
built up over the years.

The new companies had a limited
distribution and therefore needed the support
of the intermediaries to get technical
evaluations and the databases. The limited
distribution has also forced them to look at
alliances like bancassurance besides focusing
on the intermediaries.

Further a specific effort has been made
to make the customers aware of customised
products as there is little perceived
differentiation in a tariffed product regime.
The new companies have used their local
and internal linkages, support from
intermediaries, customised products and
alliances/bancassurance partners to get a
share in the market which has grown from
four per cent in 2001-2002 to ten per cent
in 2002-2003 and about 14 per cent in the
first half year of 2003-2004.

In spite of the growth in penetration the
client companies continued to have
apprehensions about the ability of the new
players to pay large claims. While these
companies had been making a case with their
ability based on strong reinsurance
arrangements, this was not getting accepted
without being tested.  The last six months have
been very eventful in this regard as some of
the largest explosion, Fire and Engineering
claims have happened in risks being lead by
the new players.  The prompt and efficient
settlement has in fact built a huge credibility

for the new players regarding their claim
settlement ability.

One of the expectations which remains
unfulfilled in spite of the eight new players
is that of developing the personal lines.
Years of experience have demonstrated
that the low cost policies like householders
policies etc. cannot be sold through the
physical distribution channel as the friction
cost viz. acquisition cost and operations cost
in the policy issuance eat into a large chunk
of the premium.  The answer to this lies in
technology solutions.

India’s demographic profile is moving
towards a younger population which is
extremely comfortable with the virtual
technology platform.  One believes that a
robust virtual platform with the ability for
online policy issuance and secure payment
gateway is the way forward for the large

scale development of the personal lines
products.  The success of bank ATMs which
has increased the branch capacity tenfold
and increased the web trading of shares
gives us optimism that efficient use of
technology could lead to a quantum growth
in the personal lines.

Tariff was introduced in the Indian
market to achieve certain core objectives
of stability and managing policyholder’s
interest by ensuring that the companies
remain robust.  The purpose has been
served as we have an industry in a sound
state of health.  The time is probably
appropriate to look at detariffing as the
existing public sector companies have a
strong war chest on account of the gains in
their investment books and data profiles
while most of the new companies on the
other hand have international exposure in
operating in a detariffed regime.  While
the view may sound radical, detariffing
along with the freeing up of brokers’/agency
remuneration is the panacea for this sector.

These steps could result in an initial rate
cutting and some losses but in the long
run it would lead to optimum pricing of
risks and the companies emerging
stronger.

Liberalisation has produced different
results in different sectors and it remains
to be seen what the outcome in this sector
would be.  For example, after ten years of
liberalisation the penetration of new/
multinational banks/private banks is about
25 per cent while the penetration of the
new players in mutual funds is over 70 per
cent.  However strong growth has been
recorded in both the sectors and the
biggest beneficiary has been the customer.

Whatever be the scenario, the
distribution channel both physical and
virtual is to play a key role in the
development of the sector.    The insurance
distribution channel is offering huge
opportunities in the Rs.15,000  crores
business which is continuously recording
a double digit growth. We expect global
majors in broking to set up strong
distribution platforms.  Over the next
couple of years the companies are
expected to become carriers of capital and
risk with physical and virtual channels
contributing to the business inflows.

The industry is blessed to have a
Regulator which is managing the
challenges in the sector arising out of
opening up to private sector, changes in
tariffed regime, intermediaries,
policyholders’ interest, competition and the
social responsibility with great maturity.
In addition, platforms and industry forums
have been set up for the sectors.  One
believes that the right business conduct
and collaboration in the area of databases,
negative list, frauds and the like will be of
immense benefit to all the participants.
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The insurance sector in India has a
total investment corpus of about Rs.40,000
crores.  Insurance is largely seen as a
protection product and most of the offerings
are believed to be commoditised in a tariffed
regime.  New products in the area of
liabilities, credit insurance, performance
guarantee etc. are expected to take
insurance to the platform of business
facilitation.   This, coupled with the growth
in the personal lines where the retentions
are high, is expected to result in a sharp

The author is Managing Director and
CEO, ICICI Lombard General Insurance
Company.

increase in the investment corpus.  The
area of investment will only grow in the
future.

 We have seen the sector attracting a
lot of media attention.  The gross written
premium (GWP) numbers which are
reported so regularly for the private sector
have little relevance as the building up of an
insurance business is like a marathon and
we are all in the first few laps of that race.
The challenge for all the participants is to
maintain quality growth without fatiguing.

The insurance industry has undergone
an extensive change in the last three
years with the entry of some 20 new
companies in the life and general
insurance sectors. The change has been
smooth, courtesy of the regulator – IRDA.

The policies have been fair to all the
parties and whatever apprehensions
were there was resolved through
constant dialogue and deliberations. In
the past three years, almost all

companies after receiving the licenses
have been active in the market and
trying to capture a sizable share of the
insurance pie.

If we trace the events back, some of
the significant regulations introduced
by IRDA are – quick implementation of
insurance regulations, speedy, simple
and non-controversial licensing
formalities, compulsory training for
becoming an agent, and opening of new
channels of distribution for insurance
products like agents, banks, and, the
most important of all, heralding the
entry of brokers in the market.  These
measures had a catalytic effect to the
penetration of the insurance market
besides increasing the general
awareness about insurance.

With the major issues concerning the
insurance industry having been
addressed by a series of regulations over
the past three years, IRDA will have a
major role to play in the coming years.
Major issues, which need to be
addressed, are the smooth transition of
the market to a detariffed scenario.

With most of the companies in their
third year of operations, it will take
another two years to actually harvest
the fruits of liberalisation. Most of the
new players may not have the might and
learnings of the public sector insurance
companies. However, the new players

A Smooth Journey...
Sam Ghosh

The author is CEO, Bajaj Allianz
General Insurance Company.

in the industry have learnt to gradually
be on their feet. On the life and non-life
sides the new players have garnered
over 10 per cent market share, which is
significant considering that in some of
the mature markets the time taken to
achieve this was well over five years.

The Rs.14,000 crore general
insurance market has witnessed some
changes in procedures and systems
hitherto unheard of in the insurance
industry. The entry of new players had
its spillover effects in other sectors like
this industry and has given a fillip to
the employment market. Suddenly the
job market looked up after years of
downturn. The industry has created new
employment opportunities in both the
skilled and the unskilled sector.
Professionals like lawyers and chartered
accountants have taken to specialised
skills in insurance field. Actuarial
practice, an important insurance
profession, has a lot of new avenues in
the liberalised environment.

  Overall we are thankful that the
market has opened up quickly and in an
orderly manner thanks to the Regulator
and his team. We wish them all the best
for the future.

Let me conclude by saying that the
sector is extremely exciting for all the
players and we are fortunate to be a part of
this phase.  The opportunities are there for
all the participants and we can justifiably
look to the future with a degree of
optimism.
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Detariff
Antony Jacob
The Indian Insurance Industry has
grown tremendously since liberalisation
in 2000. The multi-channel distribution
pattern to improve insurance
penetration, increased focus on
customer service and innovative product
ranges to cater to the unique needs of
different segments of the society have
all contributed to the industry’s current
levels of growth.

This growth has been aided by the
unstinting support of the Government
and the IRDA. Last year’s increase in
rates under the Motor insurance tariff
followed by the introduction of the
broker and corporate agent regulations
were significant steps towards
streamlining the industry.

With a steady growth record over the
past few years, the outlook of the Indian
insurance industry is extremely
positive. There is scope for substantial
growth in the industry over the next five
years, as illustrated below. Within this,
health will be a major growth area,
besides the small business segment. In
essence, Retail will become ‘Red Hot’ for
insurers like Royal Sundaram.

One major area of focus for the future
is the proposed removal of tariff. We see
the transition being from a tariff and
‘rate card’ environment to that of sound
technical and differential pricing
models for the vast range of general
insurance products designed for specific
customer segments, in line with global
developed insurance markets.

Over the past few years, it is
heartening to note that the industry has
taken several strides towards tapping
the vast potential offered by the one

The author is Deputy Managing Director,
Royal Sundaram Alliance Insurance
Company.

billion population in the country.
Insurance companies - especially those
in the general insurance sector – have
made significant progress at improving
the penetration of insurance with their
multi-channel distribution of products
and services. Royal Sundaram’s
distribution strategy - through strong
bancassurance partnerships, brokers
and agents has witnessed the
impressive growth of its customer base
to over 4,20,000. As in other developed
insurance markets, intermediaries such
as banks, agents and brokers will soon
become drivers of innovative products
and contracts.

The development of the broker
intermediary channel will contribute
significantly to improving
professionalism within the industry,
besides catering to the need for proper
risk management. While brokers working
on behalf of the insurer help
customisation of insurance products and
promote better risk management
practices, agents working on behalf of the
insured enable the client to receive the
best advice on the most suitable
insurance products. Bancassurance has
also emerged as a key distribution
channel for both life and non-life
insurance.

Relationship management has
emerged a clear area of focus for the
industry, which is now looking at
customer retention as a sure step
towards building a loyal customer base.
At Royal Sundaram, excellence in
relationship management extends not
only to the customer but also to the route
to the customer, comprising the
distribution and marketing network.

As the overall
range of general
insurance products
and solutions tend
to closely converge
due to stiff
competition in the
industry, the sole
d i s t i n g u i s h i n g
factor for the
market leader
would be excellence
in customer service.
Royal Sundaram

believes that excellence in customer
service delivery is an integral
component in the achievement of
sustainable competitive advantage.

Accessibility to the customer
through toll free lines, simple policy
wordings for better understanding of the
product, easier buying procedures and
effective claims management are some
prerequisites to reach general insurance
to India’s potential customers. The
current emphasis should be on the
thriving retail and small business
segment, which remains largely
untapped.

Given the large rural spread in India,
insurance for the rural and social
segments is another focus area. Special
features such as simple buying
procedures, easy modes of remittance of
the affordable premiums, high level of
service standards, regular visits by
company officials for further guidance,
speedy and fair settlement of claims and
periodical review of operating systems,
as with Royal Sundaram go a long way in
taking insurance to this sector.

We are pleased with the direction
the industry is taking. There are a
number of challenges that lie ahead -
including the removal of tariff - but we
are confident that growth can be
sustained. With support and guidance
from an able regulator, the future of the
insurance industry in India is, I feel,
extremely positive with several more
milestones to cross!
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I would like to explain the broker’s
perspective on the progress made to
liberalise the industry and, in
particular, to comment on some of the
issues that have a direct bearing on the
brokers’ contribution to this initiative.

In the first instance, I would like
to preface these comments by reminding
the reader that, brokers have only been
in existence for approximately
12 months, a very short time frame to
be able to draw any meaningful
conclusions, but we can take a snapshot
of what has transpired to date
and perhaps comment on some
directional changes that may be
considered to optimise the broker
channel to enhance choice and
professional service to clients.

It would be useful to consider the
intention of introducing a multi-
channeled delivery system which
includes a prominent role for
professional insurance brokers.

In many developed markets, the
percentage of insurance business,
particularly in the non-life segment,
handled by brokers represents a high
proportion of the total, and there are
statistics to indicate that the growth
factor in such markets are superior to
those where brokers do not have a
prominent presence.

This indicates that brokers have a
valuable role to play in the development
of the insurance industry and the
distribution of products and services to
various industry segments and socio-
economic groups. The healthy
competition that is generated is
generally beneficial to the insurance
buyer and the industry as a whole.  It is
also an accepted fact that the role and
function of the broker generally takes
over some of the functions currently
performed by insurers, thereby reducing
the risk carrier’s acquisition costs.

Having said all this, there is
frequently a question that is posed, as
to the real ‘added value’ that a broker
can bring in to a tariff dominated
market. In the first instance, I would
mention that there is a vast difference

Risk Carrier as Competitor
Neil R.Mathews

in the professional services provided by
the broker as compared to an agent in
the critical areas of market selection,
risk management, portfolio
management, and claims services.

Professional brokers take a broad
view of their role, reaching well beyond
transactional intermediation of risk
into the area of strategic risk consulting,
which involves a review of the full range
of risks to which business is exposed
i.e. property/fire protection, health and
safety, environmental, business
continuity and technology risk, legal,
financial, etc.

Through the process of risk
identification and assessment, the
broker assists the client to develop risk

control strategies which are designed to
lower their overall costs of financing
these risks. The process is intensive and
helps to raise the standards of good
governance and risk awareness within
the client organisation.

The ability of a broker to deliver all
of these value-added services is
dependant largely on his ability to
derive revenue at a level consistent with
broker remuneration in other parts of
the world and be able to compete fairly
and equitably with other channel service
providers as well as the direct sales
networks of insurers.  There is therefore
a prerequisite for a level playing field
where all intermediary service providers
can compete in the market place to
deliver their services.

The current practice of direct
discounts to clients being offered
officially in the form of a five per cent
discount on major tariff classes and to
a greater extent the unofficial
discounting that is indulged in by
certain insurers with scant regard to the
Regulations, not to mention business
ethics and good governance, is a direct
and serious impediment in the path of
developing a comprehensive and efficient
broker delivery channel.

There are of course, matters in the
area of ethical business practices and
professionalism that need to be addressed
by the broker community itself and these
are currently being tackled by the brokers’
representative body, the Insurance
Brokers Association of India (IBAI).
Equally it is felt that the IRDA as
regulatory body needs to pay urgent
attention to the activities of some of the
risk carriers on the issue of rebating.

In the acutely price sensitive
environment that we find ourselves
promoting and successfully selling the
value proposition of a professional
brokerage service is, to say the least,
challenging. When this is compounded
by some insurers offering illegal
incentives, in certain cases as much as
22.5 per cent to clients direct, the
position for brokers becomes almost
untenable.  It is ironic that in the process
of liberalising the market and creating
fair competition, we find ourselves in the
invidious position of our erstwhile and
future business partners – the insurers
– taking the role of our biggest
competitors in their unprincipled
scramble to acquire market share.

In conclusion, I would like to share
with the readers my vision that despite
the current challenges and difficult
trading conditions, India will become a
major broker driven market which will
not only develop the insurance sector at
a significant rate but also help
distribute products and services widely
amongst all sectors of the community
within a finite period of time.

The author is Chief Executive Officer, Aon
Global Insurance Services Pvt.Ltd.

Through risk
identification and

assessment, the broker
assists the client to
develop risk control
strategies which are

designed to lower their
overall costs of financing

these risks.
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Evolution with Moderation
Bharat J. Boda
The presence of intermediaries other than
agents is of recent origin in the Indian
market. Without exception each type of
intermediary has been allowed to come into
existence, licensed and encouraged to find
space for their type of business in the
existing insurer driven market.

The types of intermediaries are
enumerated below:

■ Agents -  i.  Individual for life, general or
both;  ii. corporate for life, general or
both.

■ Brokers -  i. direct for life, general or
both;  ii. reinsurance for life, general
or both.
There were no brokers previously.

■ Bancassurance - a referral facility
provided by banks to insurers to their
own customers for which the banks
earn a fee.

■ Consultants are recognised by the
regulations but not regulated. They are
appointed by the client or by the insurer
and are no different than they always
were. They tend to be more visible now
due to emergence of the other
intermediaries as enumerated above.

The rationale in throwing open these
opportunities in intermediation was:

■ penetration and growth
■ improved efficiency in purchase of

insurance
■ increased awareness of risk issues and

insurance
Nationalisation in 1972 emphasised the

need to take the message of insurance to
the common man. Liberalisation in 1999,
27 years later, is repeating the same
message. Distribution is considered a key
area of attention now as against
consolidation 27 years ago.

The new regulatory environment is
geared to move towards solvency based
regulation of insurers rather than
managing their solvency through market
tariff and directed reinsurance. The India
Motor Tariff is under review by a committee
to detariff Own Damage (OD) premiums
by year 2005. There can be potentially a
movement towards partial, if not full,
detariffing, to enhance competition
between insurers. This can be expected to
bring improved values of risk bearing from
insurers to their customers.  Intermediaries

with professional expertise will mature in
that situation and enhance the quality of
insurance purchase and claim service.

 The IRDA has been issuing frequent
notifications regarding the levels of
commission payable to the brokers and agents.
There is also disparity between the levels of
commission and it has also been wrongly
linked with the level of paid-up capital of the
corporate client.  Thus, it would be observed
that the Indian market is still feeling its way
on the correctness of its rules of the game.

Intermediaries have come into existence.
Uncertainty prevails on the exact role they
have to play and the level of justifiable
remuneration.  This has probably been the
main cause of slow progress in development
of broking activities.  Added to this, the still
burning issue of the five per cent Special

Discount also needs to be quickly resolved.

Broadly there are three sets of
intermediaries - those that represent the
insurers, those that work for clients and
those that provide consulting.

Those that represent insurers have their
role cut out, responsibilities taken care of
but restricted to the single insurer option in
a competitive situation.

Those that work for clients have to
gain client acceptance, hold themselves
responsible for their actions and work
with a multiple insurer option in a
competitive situation.

The consultant can influence the work
and responsibilities of insurers and brokers.

The Indian client will need to
understand the above perspectives before
he can actively and efficiently start using
intermediaries. This process requires
attention by all concerned to make the
Indian intermediary accepted in the
insurance buying process. This is part of

market evolution and if properly catalysed
can enable earlier maturity of the Indian
intermediary.

As things are it is not necessary for an
Indian broker to go in for foreign
collaboration particularly for direct
business. He can use his own expertise and
experience in developing the direct local
business.  Joint venture in insurance
companies was introduced after a great deal
of thought and consideration. The equity
participation of the Indian and foreign
promoters are allowed to equalise at 26 per
cent after ten years of proven business
results.

Similar thought and consideration
appear to have prevailed in respect of
brokers as well. There is an exception in
that reinsurance broking can be transacted
by brokers based overseas without having
to be licensed in India. There are four
foreign brokers at present in joint ventures
in India. Many others operate as
reinsurance brokers from outside India
though not licensed by IRDA. The interface
of the foreign broker with the Indian
insurance market also requires a clearer
enunciation.

There is a perception that the Indian
insurance market has not added to its
premium. There has been diversion of
business from public sector insurers to the
private insurers. The ground reality is that
public sector insurers have to support and
come to terms with intermediaries – both
agents and brokers. The private sector
require to build a critical mass in premium
and they are aggressive directly and
through their agents  irrespective of the
services of  a broker.

The broker is portrayed as harmful to
healthy practice in the market. On the
contrary, with the in different approach of

The interface of the
foreign broker with the

Indian insurance
market also requires a

clearer enunciation.
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public sector insurers on one side and
aggression of private insurers on the other,
the broker is harmed against in his practice
as an intermediary and not allowed a
healthy opportunity. These evidence that
there can be hiccups as we go forward but
it should be possible to attend them fully
and emerge as successful intermediaries.

Insurers, particularly private insurers,
need to reach across the country.  By
allowing brokers to relate with individuals
and firms in different towns and cities, a

wider and immediate distribution network
is made possible.  Such network can be
made possible in two ways – (1) federate
the brokers as a mutual support system
and (2) create a network of sub-brokers.
While the first may not be much of an issue
for the Regulations, it is limited in scope.
The latter of course will require a further
liberalisation of broker Regulations.  This
opens up greater immediate access to
buyers across the country and is therefore
presented as a strong recommendation to
the IRDA for its consideration.

‘Regulator duality needs to be addressed’
Three years of
liberalisation have
seen significant
changes in the Indian
insurance industry.
Eight private sector
insurers have
entered the market
in the non-life side

and the competition is heating-up.

In keeping with the tenets of
liberalisation, the market is expected to
become a completely non-tariff market
within a time frame to be set by the
insurance Regulator. As of now tariff
products constitute an estimated 70 per
cent of the volume of the non-life insurance
business in India.

Prior to liberalisation, the last major
step in de-tariffing was taken in 1994 when
Marine Cargo insurance was de-tariffed.
This was when the market was under the
erstwhile oligopolistic setup where there
were only four public sector insurers.  The
only major class to be de-tariffed since
liberalisation is the insurance of  mega risks
(Fire and Engineering) with threshold
limits of Rs.10,000 crores sum insured or
Rs.1,054 crores probable maximum loss
(PML). This was done in December 1999.

Resistance to detariffing – the cradle baby
syndrome?

To a large extent, resistance to de-
tariffing appears to be from the insurers
themselves. A case in point is the transit
and allied insurances of tea, coffee,

K. K. Srinivasan
cardamom and rubber. This class of business
was not included when the Marine Cargo
business was de-tariffed in 1994 and hence
continues to be under tariff. The total
estimated volume of business of this class is
less than Rs.20 crores. The Workmen’s
Compensation (Insurance) tariff is another
example. The reason for this kind of
resistance is perhaps that tariffs give assured
premiums to insurers and takes away their
drudgery of pricing risks more scientifically.

With this kind of resistance, the market
can sooner or later expect to see more active
intervention of the insurance Regulator in
the de-tariffing process.

In 2002, IRDA appointed a committee
under the chairmanship of Justice T. N. C.
Rangarajan to examine the matter of de-
tariffing the Own Damage (OD) portion of
Motor insurance. Based on the
recommendations of the Justice
Rangarajan Committee, IRDA has
appointed a committee under the
chairmanship of Mr.S.V.Mony, former
Chairman of General Insurance
Corporation of India (GIC) and currently
Vice-Chairman of AMP Sanmar Life
Insurance Company Limited, to prepare
the roadmap for de-tariffing the OD portion
effective from April 1, 2005.

Stunted product development
Since customisation is difficult in a tariff

regime, the loser in a tariff market is the
customer who has to be content, largely,
with plain-vanilla tariff products. In other
words, product innovation and product
development are stunted in a tariff market.

The author is Secretary, Tariff Advisory
Committee (TAC). The views expressed
here are his own.

The author is President, Insurance
Brokers Association of India and
Chairman and Managing Director,
J. B. Boda and Company Ltd.

World markets witness considerable
share of insurance placements done by
brokers as amongst all forms of
intermediaries. This is clearly an evidence
of the direction for the Indian market too!

Future role of TAC
India is perhaps the only market in the

world where two statutory regulators
(namely, IRDA and Tariff Advisory
Committee (TAC)) in insurance have been
allowed to co-exist. Though IRDA is the
supreme Regulator and is mandated to
supervise the functioning of TAC, this
duality needs to be addressed. There are a
few other tariff markets in the world but
in these markets tariff administration is at
best a departmental activity of the
insurance Regulator.

In tune with the changes in the
economic environment, TAC is in the
process of re-aligning itself as the data
repository of the insurance industry. In the
non-life area, a beginning has been made
in computerising the data collected from
insurers. In the life area, a computerised
database on ‘declined lives’ for the exclusive
use of life insurers has been set up.

TAC is also expected to assist IRDA in
off-site and on-site supervision of insurers.
On-site inspection of exempted insurers for
the year 2002, has already been completed.
TAC is also actively involved with the
Bureau of Indian Standards in evolving
and updating safety standards. For
competency enhancement in data
management, actuarial and rate-setting
areas, TAC has recently entered in to an
agreement with the World Bank. In short,
TAC is gearing to face the future
challenges.
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The opening up of the insurance sector
has undoubtedly been a good move on the
part of the Government and once the
necessary legislation was approved by
Parliament, the change from a monopoly
system into a free enterprise system was
made as smooth as possible by the pragmatic
and transparent approach of the IRDA.

Three years have passed since the first
license was granted and specifically with
regard to non-life insurance with which I
have greater involvement, the questions I
ask myself are -

Is there greater consumer awareness?
Have any benefits of the opening up
reached the common man?
Has penetration improved?
and my conclusions are as follows:

Whilst the IRDA has initiated a
campaign for awareness through mass
media and the insurers have expended
lavish budgets on trying to create their own
brand names, the awareness in real terms
has not markedly risen.  No doubt there is a
greater general awareness that there are
more players in the market offering a
greater variety of products but that has so

Catch’em Young
Fali A. Poncha

far not led to a micro level awareness about
insurance, its benefits and the need for
various covers that could reasonably
adequately counter misfortunes striking an
average family.
Why is this so?

It is so because the insurers and their
field staff have largely targeted corporates
as the most cost effective way of improving
their bottom line.  These being commercial
organisations, one cannot not blame them
for doing so but at the same time one can
say that they are missing the woods for the
trees.  Ultimately, the real potential for
growth and penetration can only come about
if the purchasing base is substantially
widened and this can only happen when
serious efforts on the part of insurers are
directed accordingly.

In my view, the awareness can best be

brought about through practical information
on insurance being imparted at the
secondary school level.   This should be an
important part of broad based education that
eventually would go a long way in preparing
every individual to manage in future his/
her own personal risks.  As they say, "the
child is the father of the man".

Of course, the next hurdle would be how
to go about it because insurance still largely
continues to be bought and not sold. This is
even more so relating to personal lines
insurance. By and large the intermediary,
like the insurer, is only ready to invest his
time and effort on large corporate accounts
to maximise his ratio of earnings to time
and effort.

Perhaps, one way to address this is for
the Regulator to permit higher levels of
remuneration to agents and brokers, say
anything up to the maximum of 30 per cent
allowed under the Insurance Act for non-
life and selected personal lines non tariff
products. For life insurance, the first year
commission is, although not as attractive as
in many other countries, still reasonably

attractive to sales persons as it additionally
generates recurring income for many years.

Another suggestion worth considering
is whether personal lines insurance covers
could allow for a return of a percentage of
the premium (something in the nature of a
profit commission) if say for five years of
continuous coverage with the same insurer,
there has been no claim.

 I make this suggestion because one of
the typical drawbacks, one may even call it
a mental block, is that unlike in the case of
life insurance, the prospective buyer of non-
life insurance if he has made no claims, feels
disadvantaged as he has only paid out
premiums without getting any benefit back.
As an insurance person, I do not for a
moment suggest that this expectation is
justified but the ground reality is that  it
exists.  Industrial risks are eligible for
discounted premiums for good claims
experience so savings linked products is an
accepted concept.

One other area that needs to be
seriously addressed is for insurers to
streamline their claims service.  Claims of
large corporates always get priority in
processing over individual claims   Those
who have had an unsatisfactory experience,
justified or not, talk of their woes to as many
of their friends and colleagues in office as
they can, creating a cascade effect.

The fact that the insured has recourse
to consumer courts and ombudsmen is of
little solace to an average individual insured
who is ill equipped to get a quick resolution
of his problems.  What is required is an
overall attitudinal change.  Perhaps,
insurers could consider setting up
Assistance Cells for their insureds.  This
would benefit the PSU insurers who have
large surplus of manpower resources and if
such cells are dedicated to make the difficult
path of the insured easier, this alone could
bring about a greater spread of awareness
translating into satisfied customers and
increased purchase of insurance.
Additionally, an in-depth review by the
IRDA of the Policyholders’ Protection
Regulations needs to be considered.

Some or all of these, suggestions taken
as a package could bring about a win-win
situation for all concerned interests.

The author is Chairman, International
Reinsurance and Insurance Consultancy
Services Pvt. Ltd.

Awareness can best be
brought about through
practical information on

insurance being imparted at
the secondary school level.
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Accounting Non-Standards
P. S. Prabhakar

IRDA’s Regulations appear to have
approached the applicability of Accounting
Standards to the insurance companies
rather casually. Except for an ornamental
mention that the Accounting Standards
issued by the Institute of Chartered
Accountants of India (ICAI) would be
applicable to insurance companies, save a
specific few, there has been hardly an
attempt to import this all-important concept
seriously into the Regulations.

To study only a few points on this, let us
take the applicability of AS-3 (Cash Flow
Statements). Realising fully that the ‘soft’ aspects
of accounting, which include estimations and
provisions in a mega scale in an insurance
company’s accounting, the IRDA’s Regulations
very specifically provided that the Cash Flow
statements will have to be prepared only under
the Direct method. None of the insurance
companies listened in the first year. We still
have to wait and see what they are up to in
their second year.  An industry that is largely
dealing with public funds will have to come to
terms with the regulatory aspects of accounting
and cannot do only what is convenient to itself.

In AS-17 (Segment Reporting), for
reasons best known to the Authority, the
definition of ‘Segment’ itself has been
truncated to mean only portfolio
segmentation.  As the business is done in
the whole nation, it may perhaps be
necessary to include the geographical
segments also.

As there are Regulations to mandate
presence of the companies in social / rural
sectors also, it will only be fair that the
concept of Segmental Reporting is extended
sectorally also. After all, the basic premises
on which the concept of accounting
standards sits are transparency and
disclosure. With so much public funds at
‘risk’, is all this asking for too much?

In fact, IRDA should insist on a separate
comprehensive Accounting Standards for
the insurance industry. With so much
uniqueness, this industry certainly
deserves one. Perhaps a complete review
by an expert study group, jointly sponsored
by the IRDA and the ICAI, could be
constituted to evolve Accounting Standards
for general insurance industry to be made
mandatory for all companies.

At the cost of sounding uncharitable, it
has to be mentioned that the ICAI’s
guidance note on ‘Audit of General
Insurance Companies’ borders on
mediocrity.

Audit Requirements

Originally in the Insurance Act, mention
about Audit was a restricted one. Sec. 12 of
the Insurance Act which was titled ‘Audit’,
talked about audit of non-corporate
insurers only. (Sec. 11 was on Accounts).
Obviously, the Insurance Act intended,
wisely though, that the provisions of
Companies Act were adequate enough for
the industry’s statutory audit requirements.

Upon the nationalisation of life
insurance business and on the formation
of Life Insurance Corporation of India
(LIC), the audit of the corporation came to
be governed under Sec. 25 of the LIC Act.
In 1971, when the general insurance
business was nationalised, the General
Insurance (Business Nationalisation) Act
had no reference on this issue.

However, since all the general
insurance companies came under public
sector, Sec. 619 of the Companies Act came
to govern the statutory audit
requirements.  Besides this, the
Comptroller and Auditor General (CAG)
has been having its own inspections, which
are more of ‘propriety audits’ in nature.

IRDA Act inserted Sec.114A in the
Insurance Act, which facilitates issuance
of various regulations by IRDA. This section
grants powers to IRDA to make regulations
on various issues and methodically goes
section by section of the Insurance Act, in
seriatim, where all regulations thought of
had their spaces respectively.

Sec.114A (2) (f) mentioned “the
preparation of balance sheet, profit and loss
account and a separate account of receipts
and payments and revenue account under
sub-section (1A) of section 11”.  This sub-
section does not talk about audit at all.
However, the regulation on “Preparation
of Financial Statements and Auditor’s
Report of Insurance Companies” not only
has the audit in its very name but also in
the contents.  But, the legal sanction for
regulating audit function was perceptibly
missing.

While this is the statutory position, in
the current scenario where private
insurers have begun operating, the
appointment of auditors appears to have
come within the ambit of functions of the
IRDA, in terms of the Regulations referred
above. (Here, the IRDA Act does not make
any distinction between public sector and
private sector insurance companies.)

Accordingly, IRDA has started compiling a
panel of chartered accountants and for the

The author, who used to work with the
nationalised general insurance industry,
is a practicing Chartered Accountant. In
this series he deals with various aspects of
financial reporting, disclosure and audit
requirements of insurance companies.

purpose has also prescribed certain exacting
parameters for such empanelment.  In the
parameters only the longevity, size etc. of a
firm seem to be given importance rather than
the specialised qualifications in the field or the
domain expertise of the partners. This is rather
sad.

An industry that is so unique and
important cannot be ‘audited’ casually and
generally, when specialisation is the order
of the day.

Another question that is generally
asked is, in as much as the Statutory
Auditors of a company are accountable to
and only to the shareholders of the
company, who alone should be the
appointing authority, why is the Regulator,
who is primarily the custodian of the
policyholders, should have anything to do
with the same. One cannot rule the
question out as devoid of merits.

In the humble opinion of the author,
the IRDA should perhaps leave the
appointment of statutory auditors to the
respective companies’ general bodies but
arm itself with the responsibility and the
authority to conduct all encompassing,
comprehensive inspections (like the RBI
does for all banks) for all insurance
companies on a routine basis, with terms
of reference focusing on policyholders’
interests. For this purpose, the panel
created already, which also should be
augmented constantly, could be made use
of. ICAI’s newly introduced post
qualification course on insurance can be
perhaps thought of as a preferred
qualification to get empanelled. This way,
IRDA can and will ensure quality inspections
on matters of importance like Investment
Regulations, cost control, Treaty Quarterly
accounts checking, RI programmes
verification etc. on a thorough basis. While
the auditors would be reporting to IRDA,
the structured fees can be made payable
by the respective insurance companies.
This, of course, will require amendment to
IRDA Act.

When such rigorous IRDA inspections
are introduced as a routine, the CAG audits
presently in vogue for PSU insurers can be
dispensed with.
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National Re's Summit !
The General Insurance Corporation of India (GIC) held a two day Indian
Insurers' Summit on October 19 and 20 in Goa.

Mr. C. S. Rao, Chairman, IRDA, speaks at the Indian Insurers' Summit. Also in the picture are
Mr. P. B. Ramanujam, Managing Director, GIC and Mr. P.C. Ghosh, Chairman, GIC.

6 --
Organised by G IC ,of India, the lndi 
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The insurance market Lloyd’s has announced that it will move to annual accounting
for its statutory reporting by  adopting UK Generally Accepted Accounting Principles
(GAAP) from January 1, 2005.

After this initial move Lloyd’s will adopt International Accounting Standards (IAS)
when there is more clarity on the proposed standard on accounting for insurance
conracts says a press release from Lloyd’s which adds that this should minimise
the impact to the Lloyd’s market in terms of costs and new systems.

The move is in line with the commitment by the Lloyd’s Franchise Board for syndicate
accounts to be more transparent and comparable with the accounts of their global
industry peer group.

Lloyd’s has been hitherto following a three year accounting period and this move is
expected to create more transparency and comparability with its peers.

Lloyd’s moves to annual accounting

General Re, a subsidiary of Berkshire Hathaway Inc., announced that the China
Insurance Regulatory Commission (CIRC) has invited the company to apply for a
national reinsurance license to conduct both life and property/casualty business
throughout China.

It also announced that Chairman and CEO Mr. Joseph P. Brandon, has been
“presented with the prestigious Marco Polo Award, which is given to those
individuals and organisations who have made contributions to the Sino-U.S.
exchange of talent and expertise.”

The announcement noted that Gen Re has been active throughout Asia for many
years, with offices in Beijing, Hong Kong, Shanghai, Taipei, Seoul, Singapore and
Tokyo. It has also been doing business in China as an offshore reinsurer working
with all of the leading Chinese insurers. “However, once Gen Re has a national
reinsurance license in China, the Company will be able to accept premiums in
Renminbi, which will enable more efficient and convenient transactions for clients
throughout the region,” said the bulletin.

Gen Re to apply for China license

An Australian federal government plan to
ease the indemnity insurance crisis would
require doctors, lawyers and other
professionals to disclose more information
about their potential negligence.
The Australian Financial Review said the
government had accepted
recommendations from its own review
panel which was set up in response to the
HIH Insurance collapse, rise in litigation
and September 11 terrorist attacks.
Insurers would not have to pay claims
by professionals who failed to keep them
informed of circumstances that might
give rise to a claim, the Review said.
But insurance companies would have to
give professionals more time to reveal
potential problems - even after their
insurance policies expired.
“While the change has long been sought
by the insurance industry, the
government also plans to force insurance
companies to give professionals a 45-
day `grace period’ in which they can
disclose potential problems after their
insurance expires,” the newspaper said.
Assistant Treasurer Ms. Helen Coonan
said the government was trying to
balance the interests of insurers,
professionals and anyone who might rely
on indemnity policies for compensation.

Australia wants
more disclosure

Motordata Research Consortium
Sdn Bhd (MRC) said 38 insurance
companies have complied with Bank
Negara Malaysia’s (BNM) directive that
all vehicle claims use a standardised
database for motor parts prices and
labour charges when estimating repair
cost. There are 40 insurance companies
at present.
At a signing ceremony between MRC
and 38 chief executive officers of General
Insurance Association of Malaysia’s
(PIAM) members, its chief operating
officer,  Mr. Khaeruddin Sudharmin,

Common motor cost database for Malaysia
said BNM had instructed insurance
companies to use the database back in
October 2001.
He said the success and adoption of this
national initiative would benefit all
industries and individuals associated
with motor insurance claims, and instil
greater professionalism, transparency
and consistency in motor insurance
claims servicing.
The slow implementation prompted the
central bank to set June 30, 2003 for 60
per cent usage and end-2003 for full
usage.

Mr. Khaeruddin said that at present,
about 12,800 claims were referred to
MRC each month, representing about
85 per cent of the total number of claims
filed by insurance companies.
“Currently, our database has prices of
272 derivatives of 14 different vehicle
makes, which covers more than 89.7 per
cent (total industry volume) of private
vehicles on Malaysian roads,” he said.
On the processing fee payable to MRC
by insurance companies, Mr.
Khaeruddin said it had been lowered to
RM10 per claim, effective August 1,
2003, from the RM20 per claim agreed
in 1997.
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The Monetary Authority of Singapore
(MAS) has decided for now not to allow
second-hand insurance policies to be sold
to small investors because of the complexity
and risks of these products.
In a consultation paper, the central bank
said it favours restricting the distribution
of these instruments - known as traded
endowment and traded life policies (TEP/
TLPs) - to non-retail investors. These are
defined by MAS as investors with personal
assets of more than S$2 million or incomes
of not less than S$3,00,000 in the past 12
months, or corporations with net assets of
at least S$10 million.
‘In line with our disclosure-based
philosophy, MAS prefers not to be

�����������������������

Seven of Japan’s nine largest nonlife
insurers reported an increase in net
profits, as elevated stock prices helped
cover for limping sales.

Net premium — the equivalent of sales
— inched up just 3.8 percent on a year-
on-year basis to 3.5 trillion Yen, as
competition whittled away prices.

High exposure to stock prices worked in
non-life insurers’ favour this year,
elevating corporate worth. Unrealised
gains on domestic stocks shot up 65 per
cent from the end of March to 3.5 trillion
Yen.

Meanwhile, unloading of stockholdings
and bonds by major players helped rake
in a total 201.9 billion yen, up five
percent from a year earlier.

Insurers’ massive stockholdings keep
companies at the mercy of stock prices.
Companies learned this to their cost last
year, when they wrote off 75.8 billion Yen
in one-off costs for stocks whose prices
had plunged 30 percent or more from their
book prices.

This year, that cost was just 17.4
billion Yen.

Net profit growth was especially
prominent at the nation’s second-
largest non-life insurer, Sompo Japan
Insurance Co., which booked a net profit
of 36.3 billion Yen, compared with a 3.9
billion Yen loss the previous year.

Other large insurers saw huge growth
spurts.

Mitsui Sumitomo Insurance Co.’s net
profit rose 164.7 percent to 79.2 billion
Yen, while Aioi Insurance Co.’s net profit
saw 141 percent growth to 9.1 billion
Yen.

Nipponkoa Insurance Co.’s net profit
grew 79.7 percent to 18 billion Yen.

But the industry leader, Millea
Holdings Inc., booked a net profit of 56.3
billion Yen, down 36.6 percent from a
year earlier partly due to a one-off factor
linked to exchange-traded funds.

Fuji Fire & Marine Insurance Co. posted
a net profit of 4.9 billion Yen, down 8
percent from the previous year.

The remaining three firms are Nissay
Dowa General Insurance Co., Kyoei Fire
& Marine Insurance Co. and Nisshin
Fire & Marine Insurance Co.

Executives of the companies admitted
times are tough. They collectively sighed
over struggling revenues from their
mainstay, automobile insurance. That
sector has been hit by slow auto sales
and fierce competition.
“We expect conditions to continue to be
rough at home,” said Susumu Uchida,
managing director of Mitsui Sumitomo
Insurance Co. “That is why we are
strengthening our base overseas and
increasing revenues there.”
Net premium effectively grew 2.5
percent to 6.1 trillion Yen at Mitsui
Sumitomo, whose major revenues came
from unloading stocks at home and
cashing in on underwriting services
overseas.
Effective policy volume grew the most
at Mitsui Sumitomo and at Nissay
Dowa General Insurance Co., where it
rose 3.6 percent on a year-on-year basis
to 148.9 billion Yen.
Industry giant Millea saw effective sales
stall at 864.2 billion Yen, down 0.6
percent on a year-on-year basis. The
number of policies in force grew, though
revenue fell as the company was forced
to lower rates.

prescriptive in determining which products
are suitable for investors, so long as clear
and adequate disclosure of all pertinent
risks are provided,’ it said.
‘However, MAS notes that for TEPs and
TLPs, adequate disclosure alone may not
offer investors enough protection.’
MAS said those distributing such products
here should be licensed and supervised by
the central bank, and proposes to include
TEP/TLPs as a class of investment products
under the Financial Advisers Act (FAA).
Relatively new instruments here, TEP/
TLPs are whole life and endowment policies
sourced from overseas which are given up
by the original policyholders for a number
of reasons. There are two types of TLPs:

life settlements, which are policies given
up by the elderly, and viatical settlements,
which are those given up by the critically
ill. The investor buys a policy at a discount
to its future value or death benefit and the
return is realised when the insured dies.
On TEPs, investors buy an endowment plan
that was given up by the policy-holder before
maturity. The returns accrue when the
endowment matures.

While TEPs and TLPs may offer attractive
returns, ‘such products are complex and
bear significant risks,’ MAS said. These
products are currently unregulated as they
fall outside the scope of both the Insurance
Act and FAA.

Japan non-life insurers’ net profits rise



NEWS BRIEFS

����  Jour Jour Jour Jour Journal, December 2003nal, December 2003nal, December 2003nal, December 2003nal, December 200376

It is reported that Life Insurance Corporation of India (LIC) has totally banned
high potential secondary market transactions in any of its lapsed policies (policies
which are inoperative due to non-payment of premium).

The secondary market for tradable insurance policies (TIP) in the life insurance
segment is a new concept in the country where the original policy holder manages to
sell his lapsed policy to another buyer (who may be an individual or an institution)
at discount and the latter revives the policy and receives all the returns and benefits
of the policy the original buyer is entitled to.

Such revival would not help LIC today since older policies typically have higher
return rates, and in a falling interest rate scenario this would be an added burden.

Referring to the benefits LIC would have received by having the premium of the
lapsed policies, the official clarified that the institution is prepared to give all
support to original policyholders in case they want to revive the policies.
At present, the purchasers of the tradable insurance policies are not only high net
worth individuals but also institutional investors such as mutual funds and
provident funds which are looking for high-yielding instruments in the falling
interest rate regime.

The secondary market for life insurance policies is a big business in markets like
the US and UK. This market is growing at a rate of more than 30-40 per cent in
these markets.

LIC has obtained permission from its investment committee to invest five per cent
of the Varishtha Bima Pension Yojana in equities it is reported. The move comes
after the Government reportedly did not respond to LIC’s request for high-coupon
bonds with yields matching the high returns of the pension scheme.

The Varishtha Bima scheme, introduced earlier this year, assures a return of nine
per cent to senior citizens. Although it is administered by LIC it is a Government
scheme and the Government has committed to meeting the difference between the
returns LIC earns from the market and the assured return.

The scheme has so far collected close to Rs. 3,200 crores and the corpus that would
be invested in equities would be to the tune of Rs. 160 crores. But, with indications
that the scheme would be an ongoing one, the corpus would grow substantially over
the months. Until now LIC had invested bulk of the funds in government securities.

The diversification is due to the sustained fall in gilt yields was widening the gap
between returns earned by the fund and the promised return. The investments of
the Varishtha Bima Pension scheme are governed by the IRDA investment
guidelines for pension funds. The guidelines allow market investments up to 60
per cent.

LIC’s investments in equities had touched 10 per cent of its life fund a few weeks
ago it is reported.  This has come down to nine per cent on account of profit booking
in the recent rally in the stock markets.

Varishtha Bima’s market investment

Being constantly burdened with meeting
repatriation costs of out-of-job migrant
Indian unskilled workers through its
embassies, the Government has got non-
life insurers to come out with a
compulsory cover that will meet these
expenses. This cover — Pravasi Bharatiya
Bima Yojana — has been made
compulsory for all undergraduate workers
going abroad from December 25.

The Government — more particularly the
Ministry of External Affairs and the
Ministry of Labour — has been discussing
this cover with insurance companies for
several months. One reason for the delay
was that while the Government had
wanted the scheme to cover all
repatriations, insurers wanted to restrict
it to health grounds only. After much
discussion the Government and the
insurance companies have come out with
a standard policy that will be offered by
all the non-life insurance companies.

The scheme would offer insurance cover of
a minimum Rs. 2,00,000 payable to
nominee and legal heir in the event of death
or permanent disability of any Indian
emigrant going abroad for employment
purpose, an official release said.

It would also offer a medical cover of
minimum Rs. 50,000 as cashless
hospitalisation or reimbursement of
actual medical expenses in case of
accident or ailment of the emigrant.

Moreover, the policy would provide a
minimum Rs. 20,000 maternity benefit
for women emigrants.

The family of the emigrant consisting of
wife and two dependents would also be
entitled to a maximum Rs. 10,000
hospitalisation cover.

In the event of death of the emigrant, the
scheme offers cost of transporting the
dead body and one-way airfare of one
attendant.

Mandatory insurance
for workers going
abroad

LIC Bans Lapsed Policy trade
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Cost-cutting by outsourcing may be the latest mantra for most corporates, and
India may be the hottest destination today for business process outsourcing (BPO)
along with Russia, the Philippines and Brazil. Caution, however, is becoming the
catchword, and advice is being dispensed on taking adequate cover against the risk
in these regions — also the most politically and militarily explosive ones, with
India rated the highest in political and violence risk levels.

For, “the political perils aren’t new. The ability to cover countries like India isn’t
new. The ability to cover extra expenses isn’t new. What’s new is the ability to cover
extra expenses resulting from the termination of a service contract. Standard trade
disruption insurance covers extra expenses if goods are lost in transit — basically,
having to hunt for an alternative supplier of the goods, and that costs more,” warns
a leading US-based risk solutions provider, Aon Corporation, as it touts a new
insurance product it has devised.

A white paper explains how Aon Trade Credit placed a novel political risk insurance
programme for a Fortune 150 company, protecting against relocation expenses
resulting from the unexpected termination or abandonment of the company’s
overseas outsourcing contracts in India.

The paper also sports a chart in terms of current risk levels in the top emerging
markets for offshore BPO as identified by AT Kearney.

The risk ratings have been based on Aon’s Trade Credit and Political Risk Map,
ranging from low to moderate, medium, high and very high. India tops the rating,
owing to its regulatory environment which it dubbed “notoriously tricky”.

That said, BPO operations have the connections required (and generate enough
exports) to avoid many regulatory pitfalls. India’s democracy is essentially stable,
but troubled by frequent ethnic, religious and separatist violence, and the possibility
of war with Pakistan, Aon noted.

A new insurance for farmers will be
introduced soon to cover yield and price
fluctuations under a single policy.

The Farm Income Insurance Programme
(FIIP) will be introduced in 23 districts
of 18 states for the wheat and rice crop
in the Rabi season. The policy is an
improvement over the existing National
Agricultural Insurance Scheme which
covers yield discrepancies only. It will
be launched across the country from the
next kharif season.

Based on the results of the pilot project,
the FIIP will be fine-tuned for formal
launch in Kharif 2004, Union
Agriculture Minister Rajnath Singh
said. The newly registered Agriculture

Insurance Company of India (AICI) will
handle the policy.

Under the FIIP, a farmer’s yield and
price risk would be protected by
ensuring minimum guaranteed income.
A premium subsidy of 75 per cent is
proposed for small farmers, while others
would get 50 per cent.

The programme will be available in all
states and be compulsory for farmers
availing seasonal agricultural operation
loans. The NAIS will be withdrawn for
crops covered by FIIP, but would
continue to be applicable for others.

Over the past few years, average
agricultural production has outstripped

official consumption requirement and
increased procurement of wheat and
paddy is proving unsustainable. Stocks
were 65 million tonnes in 2001-02,
against a 25 million tonne requirement.
This takes its own toll on procurement
agencies. The Food Corporation of
India’s subsidy bill is nearing Rs 28,000
crore a year.

Under the new scheme, Government
estimates are that even in extreme
situations, gross claims would not exceed
Rs. 12,000 crores.

While this isn’t the first attempt at crop
insurance, it is the first to cover
production and price risks together. The
total area it may cover eventually is 45
million hectares under paddy and 25
million hectares under wheat. Premium
subsidy here would add up to Rs. 5,200
crores a year. There will be no subsidies
on claim settlement.

New crop insurance scheme

Covering Outsourcing
General Insurance Corporation (GIC), the
country’s national reinsurer, has doubled its
risk underwriting capacity to Rs. 3,000 crores
for any single project for reinsurance support
to large domestic companies.

This means that GIC is now capable of paying
up to Rs. 3,000 crores claims on any single
project from its own funds.

GIC’s move would help large domestic groups
like to place reinsurance deals of their mega
projects with GIC rather than looking to
international markets. This can also save
outflow of foreign exchange as GIC can be
paid in Rupees.

 General Insurance Corporation , which
enjoys a monopoly status in the country with
regard to reinsurance, is currently exploiting
its financial muscle to tap the growing
demands for higher capacities and retentions
so as to widen its clientele both in India and
abroad.

General Insurance Corporation also
manages an ‘Indian terrorism pool’ where
the maximum loss payable is Rs 200 crore
per risk. The pool is protected by an excess of
loss cover with an underlying of Rs 100 crore.

GIC doubles project
risk cap
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The IRDIRDIRDIRDIRDA JournalA JournalA JournalA JournalA Journal was launched in December, 2002, to serve as the forum for stakeholders of the insurance industry to make their views and experiences
known to the Regulator and to teach others. You have supported us with your views and suggestions on various aspects of what is happening in the industry
and your experiences and ideas. Where your support has been most visible and encouraging is in the steadily increasing requests for copies that arrive at
the office expressing interest in the contents of the Journal, encouraging us to take strength in the belief in which the publication was launched, which is that
the industry needs such a medium of communication to listen to its stakeholders.

Once again, as always, we want your opinion. This time on the Journal itself. The Journal is shortly to complete its first year of existence. To help us take
stock of where we have come and what needs to be done ahead, please answer the following questions and send it back to us by post to:
Editor
IRDA Journal
Insurance Regulatory and Development Authority
Parisrama Bhavanam, III Floor, 5-9-58/B , Basheer Bagh, Hyderabad – 500 004
Or e-mail us at irdajournal@irdaonline.org.
Please suberscribe your envelope with the words ‘IRDA Journal Survey’ or mention this in the subject line of your e-mail. Please feel free to use extra sheets
of paper if you need them.

Do you find the IRDA Journal useful in your day to day work?

What sections are the most useful and what can be bypassed in future when we revamp contents?

What new sections or types of articles (including topics) would you like to see regularly featured in the Journal?

Do you find the writing in the Journal easy to read and understand. Is the reading experience enjoyable?

What needs to be done with regard to writing, rewriting and editing?

Your comments on the design, layout and use of visual elements in the Journal.

Name : ...................................................................................................................

Address : ...................................................................................................................

  ...................................................................................................................

Company : ...................................................................................................................

E-mail : ...................................................................................................................

Dear ReadersDear Readers

Have your say!
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We would like to see CEOs in Malaysia
take greater initiatives to ...implement the

best corporate governance practices in
their organisations, improve customer
relationships in a manner that inspires

greater confidence in the insurance
industry and co-operate more effectively

through the industry associations to
strengthen the self-regulatory infrastructure

in Malaysia.

Bank Negara Malaysia on its expectations
 of an ideal insurance CEO

Insurers need to take a long hard look at
the structure of their cost base.

Inflexibility in cost structures (be they
attributed to staff, premises, systems
etc.) provides a perverse incentive to

write business at a loss. Other parts of
the financial services sector have already
had to face up to this challenge, but for

insurers it is perhaps only starting to
become a serious reality.

Mr. David Strachan, Director, Insurance Firms
Division, Financial Services Authority (FSA), UK

We expect conditions to continue to be
rough at home.That is why we are

strengthening our base overseas and
increasing revenues there.

Mr.Susumu Uchida, Managing Director,
Mitsui Sumitomo Insurance Company

Premium increases are necessary, because
we need to be able to look policyholders
in the eye and tell them that there will be

sufficient funds to cover claims
should disaster strike. And we can

only cover claims if there are
sufficient funds to do so.

Lord Peter Levene, Chairman, Lloyd’s of London

Deposit insurance schemes have adverse
consequences. They actually increase the

probability that a bank will collapse
because of moral hazard. The other

problem with deposit insurance is that the
cost of it is passed through to bank

customers in higher fees and charges.

Mr. David Bell, Chief Executive,
Australian Bankers’ Association

“ ”
The perception is that insurers are not

differentiated enough and the products
are viewed just as commodities, ... (so)

customers tend to buy on price and don't
investigate the full range of services and

products available.

Mr. John Sims, Head,
Chubb's European Personal Lines unit



Events

RNI No: APBIL/2002/9589

December 23-24, 2003
Venue: Pune
Boda Marsh Seminar on Natural Hazards and Catastrophic Losses

February 18-19, 2004
Venue: Delhi
Sixth Global Conference of Actuaries organised by the Federation of Indian
Chambers of Commerce and Industry (FICCI)in association with Actuarial Society
of India (ASI)

February 10-11, 2004
Venue: Korea
4th CEO Insurance Summit

March 2-3, 2004
Venue: Singapore
1st Asian Conference on Commutations & Run-Offs

December 1-9, 2003
Venue: Pune
Lateral Thinking & Decision Making organised by
National Insurance Academy (NIA), Pune

December 8-9, 2003
Venue: Hyderabad
Eighth Insurance Summit, 2003, organised by the Confederation
of Indian Industry (CII)
Theme: Realising the Growth Potential

December 8-13, 2003
Venue: Pune
Management of Change by NIA

December 16-17, 2003
Venue: Pune
Seminar on Geographic Information Systems by NIA

December 13, 2003
Venue: Kolkata
Insurance India 2003
National Seminar on:"Emerging trend in insurance sector"
organised by Merchant Chamber of Commerce, Kolkata and
Microsec Risk Management Limited.


