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C.S.RAO

Reinsurance, which takes on the risk that insurers
have taken on, has been a global business by its very
nature. Sharing cross border risks makes high demands
on technical expertise and knowledge of the local
market, and of course capital.

India, when it liberalised its insurance industry and
allowed private capital both Indian and foreign, had the
primary objective of introducing competition into a
sheltered industry so that the real demand in the economy
for security in the form of insurance is met and consumer
satisfaction maximised. Beyond that were also the social
objectives of enabling the growth of health insurance and
insurance coverage in the rural areas and for the socially
weaker sections. And there was the economic objective
of making India a regional hub for reinsurance.

Where we are in this quest and what companies are
doing in terms of reinsurance in various ways is brought
out in the collection of articles in this issue of IRDA
Journal.

While the General Insurance Corporation of India
is reinventing itself as the national reinsurer, the market
also awaits the entry of new players. Global reinsurance
companies have been showing interest and suggesting
alternate terms of entry. Suggestions have been made
that internationally renowned companies would like to
operate a branch here rather than go in for a joint

From the Publisher

venture with an Indian partner and various reasons
have been advanced for it including that of the safety
of funds since branches would be backed by the parent
companies’ balance sheets.

While we are awaiting the entry of new players,
the market needs are, however, being met now, as
before, with the GIC offering domestic capacity and
absorbing the compulsory 20 per cent cession and with
global reinsurance companies operating as before and
interacting with all Indian companies in the market.
Hence there does not appear to be a sense of urgency
for the entry of any new players as far as today’s market
needs are concerned.

But happen it must and the appropriate market
and regulatory mechanisms for it will be arrived at in
consultation and in the best interests of the industry
and the policyholders. With that and the continued
interaction between the industry members and the
Regulator, we should work towards making India a
centre for reinsurance activities in the Afro-Asian
region in the next few years.

The next issue of the Journal will be about
something that excites all our minds and worries us
too. It will focus on gauging customer expectations. We
hope to track the changes in customer attitudes and
expectations and present to you what promises to be
an interesting evolution.
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he Invisible HandT
Protection for the protectors is what this issue of IRDA Journal looks at. The activity, which is a hidden

behind the scenes sheet anchor for the insurance industry is yet to occupy centre stage in the business scene

within the Indian insurance industry. Why and what is expected to happen in the future can be seen through

the articles in this issue. We have the new proposal of the National Reinsurer, General Insurance Corporation

of India (GIC) for an earthquake pool and suggestions and appraisals from the broker fraternity including

Mr. Salil Das of Aon Global, Mr. Bharat H. Boda and Mr. K. L. Naik of J. B. Boda & Company. We also have

an articulation of Munich Re’s position on entering the Indian market, which is a proposal to change the

current entry norms. This position reflects the position that Swiss Re has taken in the past, notably in an

article in the First Anniversary issue of IRDA Journal. Mr G. V. Rao outlines what the Indian direct insurer

does and should do.

The column Keeping Count by Chartered Accountant Mr. P. S. Prabhakar first tracked various accounting

and reporting issues in the general insurance industry and has now taken up a short series which is meant to

be a primer on reading the balance sheets of general insurance companies. In this issue, coincidentally, he

deals with ratio analysis of the reinsurance business as well.

The stock taking in the Anniversary issue has brought forth an impassioned and well thought out response

from Ms. Nirmala Ayyar of AMP Sanmar Life Insurance Company. In part one of her analysis we bring you

what she thinks of the product development situation in the life insurance market. In the next issue we will

bring you her suggestions for tackling the rural market. The Journal was meant to provoke and inspire such

independent thought by every member and stakeholder of this industry and we look forward to more frank

and insightful pieces from our readers.

Our next issue will track changing customer expectations. We hope to bring you snapshots of what the

customer has become, and what companies are doing to keep pace with his requirements and expectations.

Sounds interesting? We at the Journal are looking forward as eagerly as you are to what the industry recounts

for us in this regard!

K. Nitya Kalyani
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It’s What They Want...
K. Nitya Kalyani

It’s what we do…. The comfortable
attitude of the telephone services provider,
the banker, the corner provisions shop, the
insurance company. We are here to serve
you… take it or leave it… What kind of a
choice was that? Usually we took it.

Not any more. In what has been a well
commented on and an eye-opening
decade, the Indian customer has been
somewhat installed in a position where
he can get what he wants. From one service
provider, or the other. And that virtually
seems to have been the key.

Competition was thought to motivate
sellers into treating their customers right.
The interesting thing is that competition
elsewhere in the economy also seems to
move service providers to shed this
complacency.

So, insurers are under pressure
because of hard-selling personal bankers
or telecom companies. Or white goods
manufacturers from vehicle
manufacturers. Last week the
salesperson in a government handloom
emporium even offered to carry my bags
to the parking lot! So where did all this
come from?

In this quest to keep pace with the
needs of the customer, technology has
helped. In fact it plays a huge role in
tracking and serving customers and serves
as input for creating new products for the
future. But surely there were delighted
customers before technology arrived? And
even today there are businesses not
dependent on technology keeping their
customers happy and, more realistically,
keeping their customers.

So it’s an attitude and a compulsion
of the service provider who realises that,
in the scheme of things, his customer is
not his customer. He or she is A customer.
Who could vanish to the nearest
competitor, unless….

The new attitude came from the same
old people. In the collective. So just as
money flows to where it is most needed,
customer service or an effort to satisfy
the customer, happens only where needed.
And when needed.

Is the answer for customers to be more
demanding? It is true that today they are
indeed more demanding. But being
demanding without the right enabling

The Player: We’re more of the love, blood, and rhetoric school. Well, we can do you blood and love
without the rhetoric, and we can do you blood and rhetoric without the love, and we can do you all three
concurrent or consecutive. But we can’t give you love and rhetoric without the blood. Blood is compulsory.
They’re all blood, you see.

Guildenstern: Is that what people want?

The Player: It’s what we do.

- From Tom Stoppard’s play, Rosencrantz and Guildenstern are Dead

circumstances is hardly an effective
strategy.

And enabling them are consumer
centric legislations like the Consumer
Protection Act, 1986, and regulator led
initiatives like IRDA’s Protection of
Policyholders’ Interests Regulations.

These are only so many pieces of
paper if the beneficiaries, the customers,
did not use them as effective tools. And
for that he has to arm himself with
knowledge. Who is responsible for
imparting that awareness? Consumer
groups? The regulator? The press and
other mass media? Service providers
themselves?

We try to track some of these
questions in our next issue of
IRDA Journal. While on one side we will
try to give you impressionistic views from
the side of the companies of how
customers seem to have changed, we will
also try to track the thinking and the work
of consumer groups in creating awareness
as opposed to dealing with complaints and
with litigation and find out from their
experience how consumers have evolved.
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TRACKINGTRACKINGTRACKINGTRACKINGTRACKINGCUSTOMERCUSTOMERCUSTOMERCUSTOMERCUSTOMEREXPECTEXPECTEXPECTEXPECTEXPECTAAAAATIONS...TIONS...TIONS...TIONS...TIONS...
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Sahara India Life Insurance
Company Registered
Sahara India Life Insurance has received
the registration certificate for
commencement of insurance business –
the R3 licence – from IRDA. This is the
final approval for the registration of an
insurance company by the IRDA and the
company is expected to commence
operations shortly.

The company is part of the Lucknow-
based Sahara India group, and is

The Reserve Bank of India (RBI) has announced that non-banking finance
companies (NBFCs) registered with it might take up insurance agency business
on a fee basis and without risk participation, without its approval.

However, the permission comes with the following conditions, stated a
circular issued by RBI to all non-banking finance companies and residuary
non-banking companies:

■ The NBFCs should obtain requisite permission from the Insurance
Regulatory Development Authority (IRDA) and comply with the IRDA
regulations for acting as ‘composite corporate agent’ with insurance
companies.

■ They should not adopt any restrictive practice of forcing customers to go
in only for a particular insurance company in respect of assets financed
by them. The customers should be allowed to exercise their own choice.

■ As the participation by an NBFC customer in insurance products is
purely on a voluntary basis, it should be stated in all publicity material
distributed by it in a prominent way. There should be no ‘linkage’
either direct or indirect between the provision of financial services
offered by the NBFC to its customers and use of the insurance products.

■ The premium should be paid by the insured directly to the insurance
company without routing through the NBFC.

■ The risks, if any, involved in insurance agency should not get transferred
to the business of the NBFC.

However, NBFCs intending to set up insurance joint ventures with
equity contribution on a risk participation basis, or making investments in
insurance companies, would require to obtain the prior approval of RBI.

 IRDA has asked general
insurance companies to ensure that
their reported premiums reflect only
their share of coinsurance premiums
and are net of service tax collected
from insureds.

Easier Insurance Agency for NBFCs

IRDA circular on
non-life premium
reporting

venturing into the insurance business
alone, becoming the second wholly
Indian owned insurance company after
the Reliance group’s general insurance
and life insurance companies.

Mr. N. C. Sharma, former Managing
Director of Life Insurance Corporation
of India (LIC), has been approved by
IRDA as the CEO of Sahara India Life.

The Tariff Advisory Committee (TAC) board has adopted a voluntary
retirement scheme cleared by the Government along the lines of that offered
in the public sector general insurance companies. The scheme will be open
to all cadres of the statutory body upto the level of assistant general manager.

At the board meeting of the TAC held in Hyderabad on February 16 it
was also decided to shut down the divisional offices at Lucknow and Bangalore.
Further, the TAC will slowly phase out regional offices as well. On the tariff
side, the tea tariff which was not withdrawn when the Marine Cargo business
was detariffed in 1994 has now been withdrawn.

The TAC, which has about 220 employees on its rolls is a statutory body
charged with the responsibility of setting rates and terms for the general
insurance business. About 80 per cent of the general insurance business by
value is under the tariff regime today and the industry and the Regulator
are looking at dismantling them in the near to medium term future.

The VRS scheme is aimed at pruning manpower in the organisation that
is thought to be overstaffed in an era where its role is going to be progressively
minimised with the impending detariffing of the general insurance industry.

Meanwhile, the Ministry of Finance is reported to have cleared the VRS
of the National reinsurer, General Insurance Corporation of India (GIC)
along the lines of the public sector general insurance companies. In its new
role as National reinsurer the 550 people strong GIC is also overstaffed since
it no longer conducts the direct business of Aviation insurance and does not
administer the crop insurance scheme following the setting up of the
Agriculture Insurance Company of India recently.

TAC to go in for VRS
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H.K. Awasthi

Some Consumer Case Rulings

With an increasing number of cases
against the medical practitioners in the
consumer fora, doctors have started
taking insurance covers for huge
amounts.

The complainant in medical
negligence cases is entitled to get the
money from the insurance company to
the extent of coverage. Such a case came
up before the National Commission
in a Revision Petition filed by
Dr. C.C. Choubal against Mr. Pankaj
Srivastava, IV (2003) CPJ III (NC).

Mr. Pankaj Srivastava filed a
complaint before the District Forum
against Dr. C.C. Choubal for medical
negligence. Dr. Choubal filed an
application to implead the insurance
company as co-respondent. This
application was dismissed by the
District Forum and the State
Commission also dismissed the appeal
against the said order. Hence

Dr. Choubal filed the revision petition
before the National Commission.

While disposing of the petition the
Commission observed that the
insurance company may not be a
necessary party but it is certainly a

proper party in as much as claim
against the doctor would be covered if
there is any medical negligence found
against him. Subsequently if the orders

Medical Negligence
are passed against the doctor there
would be no difficulty for the
complainant to get the amount of
compensation to the extent of amount
of the policy from the insurance
company.

Therefore, the National
Commission instead of issuing notice
to Mr. Pankaj Srivastava who was the
complainant allowed the application of
Dr. Choubal and set aside the order of
the District Forum and the State
Commission. Thus the insurance
company shall be impleaded as a co-
respondent and the complaint will be
disposed of in accordance with law after
notice to the parties and hearing their
submissions.

Therefore in any complaint of
medical negligence the Insurance
company has to be impleaded for
payment of compensation to the
complainant, if so decided by the
consumer fora.

In any complaint of
medical negligence the

insurance company has to
be impleaded for payment

of compensation to the
complainant, if so decided

by the consumer fora.

New India Assurance Company Ltd.
failed to give explanation to the National
Commission as to why it took more than
six years to repudiate the claim of M/s
Gammon India Ltd. It in itself was gross
deficiency on the part of the insurance
company. In addition, the insurance
company failed to explain why it was
thought necessary to appoint a second
surveyor and why the report of the first
surveyor was not accepted.

These were the observations of the
National Commission in the complaint
filed by M/s Gammon India Ltd. against
New India Assurance Company Ltd
(I (2004) CPJ 10 (NC)). In another case of
National Insurance Company Ltd. Vs. New
Patiala Trading Company, Revision
Petition No. 488/1998, the National
Commission had already held that a
second surveyor cannot be appointed as a
matter of course.

Delay Costs
In this case M/s Gammon India Ltd

took an insurance policy from New India
Assurance Company for insuring the P3
well foundation for the Road Bridge across

the river Siang at Ranaghat (Passighat,
Arunachal Pradesh). The policy was for a
sum of Rs. 32 lakhs for a period from July
20, 1991 to April 19, 1992. On account of

flash floods on August 9, 1991 the P3 well
got tilted and shifted.

The company said that further
rectification of the well was carried out
incurring a total expenditure of
Rs. 26,21,631. This loss was notified to
the insurance company on August 10,
1991. The insurance company appointed
surveyor Mr. D. K. Borah to assess the loss.
In spite of several letters from October 30,
1991 to December 26, 1994 from the
complainant company, the claim was not
settled. Therefore a complaint was filed.

On receiving notice the insurance
company denied the claim in a written
statement and also filed a report dated
July 1, 1994 of Mr.D. K. Borah assessing
the loss at Rs. 18,35,938. The insurance
company did not furnish this report to the
complainant. Thereafter, the insurance

Insurance companies which
have competent legal cells

need to act and advise
the officials concerned to
settle the claims without

delay so as to avoid
financial liability.
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It has become common between insurers
and insured to believe that the other side
is abusing the claim investigation process.
In fact there is an air of mutual mistrust
when it comes to the finalisation of claims.

There is too common a belief that
insureds are conspiring and hiding critical
information in an effort to perpetrate
insurance fraud whereas the insured
generally holds that insurers are merely
attempting to create evidence in
supporting denial or trying to frame
charges of suppression of information
material to the claim. At times the
insured takes insurance for making
profits in a collusive manner by
fabricating evidence and false bills/
vouchers for more than the actual loss in
the assumption that if the claim is settled
for even half the amount of  his claim, he
stands to gain.

Last year the National Consumer
Disputes Redressal Commission decided
a Revision Petition filed by Mr. R.P. Garg
against New India Assurance Co. Ltd.

Mr. Garg insured his vehicle with the
insurance company for the period March
13, 1999 till March 12, 2000. The vehicle
met with an accident on August 23, 1999.

Mr. Garg lodged an FIR and sent the
vehicle to the workshop of M/s Arun Singh
and Raja Denter and incurred a total

expenditure of Rs.2,05,905.95. The
insurance company appointed the
surveyor who assessed the actual loss to
be Rs.35,379. The insurance company also
deputed an investigator to enquire into
the  authenticity of the bills. On enquiring,
the investigator found that the bill of
Rs.38,000 towards denting works was
fabricated because the denter himself
stated that he charged Rs.8,000. There
were other discrepancies in the bills.

In view of the discrepancies and
exaggerated claims made by Mr. Garg and
the surveyor’s and investigator’s reports,
the insurance company assessed the loss
to be Rs.35,599. Both the District Forum
and State Commission accepted the
version of the insurance company and
recorded the finding that the complainant

fabricated the bills and submitted a false
claim.

In the revision petition Mr. Garg
contended that the insurance company
relied on the surveyor’s report and the
investigator’s versions without checking
the photographs which were taken on the
spot and without assessing the actual of
repairs although all the bills of spare parts
were produced by him. The cost of repairs
was Rs.1,57,599.95.

The National Commission on
perusing the records and orders of the
District Forum and State Commission
and hearing the Revision Petition did not
believe his version as he did not come out
with clean hands.  It was established the
claim was highly exaggerated and bills
were fabricated.

The Commission did not appreciate
the conduct of the petitioner who had
submitted fabricated bills and made a
false claim and further sought justice by
filing complaints and going to the State
and National Commissions on appeals.
Hence the National Commission
dismissed the Revision Petition (IV
(2003) CPJ 107 (NC)).

Merely because no court fee is payable
for lodging a complaint before the
consumer forums, complainants have a
tendency to exaggerate their claims and
misuse the provisions of the Consumer
Protection Act, 1986.

False Claims

Merely because no court fee
is payable for lodging a
complaint before the

consumer forums,
complainants have a

tendency to exaggerate
their claims and misuse the
provisions of the Consumer

Protection Act, 1986.

company appointed another surveyor,
M/s Inder Chadha and Associates who
gave their report on February 14, 1996.

After receiving the report of the second
surveyor, the insurance company by letter
dated July 18, 1997 repudiated the claim
of M/s Gammon India.

The insurance company took all this
action during the pendency of the complaint
before the National Commission. After the
parties had filed their affidavits, the
National Commission did not find any
explanation as to why it took more than
six years for the insurance company to
repudiate the claim. The insurance
company failed to explain this delay.

The commission held this delay in
itself a gross deficiency in service on the
part of any insurance company. Moreover
there was no explanation from the
insurance company as to what the
necessity of appointing second surveyor
was and why the report of the first
surveyor was not accepted.

Therefore, the insurance company
could not refuse to act on the report of the
first surveyor, Mr. Borah. The complainant
company was prepared to accept the
report of the first surveyor and therefore
prayed for being awarded compensation
along with 18 per cent interest per annum.
Under the circumstances the National
Commission directed the insurance

company to pay Rs. 18,35,938 with interest
@ 17.5 per cent from April 1, 1992 till
payment to the complainant company and
cost of Rs. 10,000.

It is a clear case of inaction on the part
of the insurance company in not responding
and settling the claim of the company. This
will cause financial liability of Rs. 18,35,938
plus interest @ 17.5 per cent for about 14
years. In fact the insurance companies
which have competent legal cells need to
act and advise the officials concerned to
settle the claims without delay so as to
avoid financial liability to the insurance
company. IRDA  may consider issuing
suitable directions to all the insurance
companies for settlement of claims.
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The author is Manager (Legal) VOICE.
He can be reached at cvoice@vsnl.net.

Exclusion clauses in the insurance policy
are the most often repeated plea of
insurance companies to refute the claim
of the insured. Many times, the words used
in the exclusion clause have been
interpreted by the courts in the practical
and correct sense of the terms which
upheld the claims of the insured and saved
them from pecuniary losses.

In a recent case decided by the apex
consumer court, the word robbery has been
interpreted as an aggravated form of theft.

The National Insurance Company
was directed to pay Rs. 99,816 with cost
to the complainant, Mrs. Premlata
Agarwal who owned a proprietorship
concern, M/s Associated Enterprises,
having a branch office at Jamshedpur. The
firm is an authorised transporter of
TISCO, Jamshedpur, and the branch
office kept cash in hand for payments to
be made to truck drivers for purchase of
fuel and to meet other expenses.

She took an insurance policy dated
August 13, 1998 covering losses up to Rs.
one lakh from the National Insurance
Company. It was alleged that in the night
intervening April 19/20, 1999 at about two
am some miscreants looted a total
amount of Rs. 99,816 from the safe and
table drawer of the branch office. An FIR
was lodged with the police regarding the
incident. The insurance company was also
intimated about the occurrence on April
20, 1999 and again on April 22, 1999.

Since the insurance company did
not pay the claim amount,

Mrs. Premlata Agarwal filed a complaint
before the District Forum. The insurance
company resisted the claim on the ground
that in view of the exclusion clause in the
policy it was not liable to pay the amount
allegedly robbed as it was her employee
who was involved in the incident. Moreover
the policy did not cover claims arising out
of the offence of criminal breach of trust
under section 406 IPC for which a
chargesheet had been filed against her
employee, Mr. Manoj Kumar. Further the
policy in question covered the risk of
burglary and house-breaking and not theft.

At the time of admission of the
Revision Petition, the insurance company
pleaded that the theft had not been proved
by Mrs. Agarwal, the complainant/
respondent. The FIR showed that a case

was registered under section 392 IPC
against unknown persons on the basis of
the statement of the manager
(Mr. Deepak K. Agarwal) of the firm at
Jamshedpur.

However, the police filed a charge
sheet under section 406, IPC
against Mr. Manoj Kumar, an employee
of the firm, in the court of the Judicial
Magistrate, First Class, Jamshedpur.
The court acquitted Mr. Manoj Kumar
on merits. Mrs. Agarwal filed an
affidavit before the district forum for
the loss of Rs. 99,816 and also
contended that the police did not
conduct a fair and impartial
investigation and falsely implicated Mr.
Manoj Kumar by filing a charge sheet u/
s 406, IPC.

Against this backdrop, the National
Commission observed that the
respondent (Mrs. Agarwal) could not
have done anything to prove the incident
of robbery except to file a copy of the
FIR and her own affidavit in support of
the averment made in her complaint.

The National Commission did not
find any reason to disbelieve these facts
and therefore did not agree with the
submissions of the insurance company.
The commission dismissed the revision
petition by noting that robbery is
an aggravated form of theft and it
necessarily includes theft. (National
Insurance Company Ltd & ors vs.
Mrs. Premlata Agarwal, I (2004) CPJ
5(NC).

Theft is Robbery

In a recent case decided
by the apex consumer

court, the word robbery
has been interpreted

as an aggravated form
of theft.

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

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

GOOD
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First Year Premium – December 2003

1 Allianz BajajAllianz BajajAllianz BajajAllianz BajajAllianz Bajaj 1,364.391,364.391,364.391,364.391,364.39 9,389.479,389.479,389.479,389.479,389.47 0.840.840.840.840.84 15,73415,73415,73415,73415,734 1,25,4921,25,4921,25,4921,25,4921,25,492 0.700.700.700.700.70 26,49226,49226,49226,49226,492 54,93854,93854,93854,93854,938 1.261.261.261.261.26
Individual Single Premium 4.89 274.37 6 703
Individual Non-Single Premium 1,334.47 9,049.29 15,724 1,24,746
Group Single Premium 0.76 1 781
Group Non-Single Premium 25.03 65.05 4 42 26,492 54,157

2 ING VysyaING VysyaING VysyaING VysyaING Vysya 867.51867.51867.51867.51867.51 3,835.343,835.343,835.343,835.343,835.34 0.340.340.340.340.34 8,8768,8768,8768,8768,876 50,81050,81050,81050,81050,810 0.280.280.280.280.28 8888888888 1,0841,0841,0841,0841,084 0.020.020.020.020.02
Individual Single Premium 0.01 19.00 1 2,796
Individual Non-Single Premium 867.42 3,814.29 8,874 48,012
Group Single Premium
Group Non-Single Premium 0.08 2.05 1 2 88 1,084

3 AMP SanmarAMP SanmarAMP SanmarAMP SanmarAMP Sanmar 249.14249.14249.14249.14249.14 1,835.951,835.951,835.951,835.951,835.95 0.160.160.160.160.16 2,4182,4182,4182,4182,418 33,73833,73833,73833,73833,738 0.190.190.190.190.19 6,7056,7056,7056,7056,705 53,21753,21753,21753,21753,217 1.221.221.221.221.22
Individual Single Premium
Individual Non-Single Premium 179.29 1,653.05 2,417 33,725
Group Single Premium
Group Non-Single Premium 69.85 182.90 1 13 6,705 53,217

4 SBI LifeSBI LifeSBI LifeSBI LifeSBI Life 2,088.502,088.502,088.502,088.502,088.50 9,369.049,369.049,369.049,369.049,369.04 0.840.840.840.840.84 7,8727,8727,8727,8727,872 53,94253,94253,94253,94253,942 0.300.300.300.300.30 45,01945,01945,01945,01945,019 5,18,5455,18,5455,18,5455,18,5455,18,545 11.9111.9111.9111.9111.91
Individual Single Premium 400.38 1,576.76 285 5,593
Individual Non-Single Premium 462.44 2,234.90 7,522 48,038
Group Single Premium 865.39 3,817.98 4 22 9,182 38,909
Group Non-Single Premium 360.29 1,739.40 61 289 35,837 4,79,636

5 TTTTTata AIGata AIGata AIGata AIGata AIG 960.45960.45960.45960.45960.45 11,533.0011,533.0011,533.0011,533.0011,533.00 1.031.031.031.031.03 11,04311,04311,04311,04311,043 1,20,6221,20,6221,20,6221,20,6221,20,622 0.680.680.680.680.68 20,95420,95420,95420,95420,954 1,44,2561,44,2561,44,2561,44,2561,44,256 3.313.313.313.313.31
Individual Single Premium
Individual Non-Single Premium 802.00 9,386.70 11,036 1,20,568
Group Single Premium 59.73 385.60 1 7,474 77,603
Group Non-Single Premium 98.71 1,760.70 7 53 13,480 66,653

January Upto Jan. Upto Jan. January Upto Jan. Upto Jan. January Upto Jan. Upto Jan.

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

% of lives
under

Group Schemes

At the end of ten months of the financial
year 2003-04, the thirteen players in the
life insurance industry collectively crossed
the ten thousand crore mark for the first
year premium at  Rs.11,14,516.61 lakhs
towards 1,78,57,660 policies.  The overall
growth in business over cumulative
premium underwritten upto December,
2003 was 14.74 per cent.  While the growth
in premium underwritten by the private
players over the business numbers as at
December, 2003 was 19.15 per cent, in the
case of LIC it was 14.15 per cent. In terms
of number of policies, the growth was 17.01
per cent.

The premium underwritten by the
private players in the month of January,
2004 was Rs.1,36,468.05 lakhs, taking the

share of these players to 12.24 per cent of
the total premium underwritten during the
ten month period.

As against this, LIC underwrote
premiums of Rs.9,78,048.56 lakhs in
January, 2004.  The market share of LIC
during the current financial year thus stood
at 87.76 per cent, recording a decline of
0.45 per cent as against December, 2003.

In terms of number of policies
underwritten, the market share of the
private players stood at 6.09 per cent as
against 93.91 per cent of LIC. The market
share of LIC in terms of policies declined
by 0.08 per cent as against April to
December, 2003.

The premium underwritten by the
private players for individual policies stood

at Rs.1,21,275.99 lakhs, towards
10,85,999 policies during the period
April to January, 2004 with group
premium accounting for Rs.15,192.07
lakhs towards 768 schemes.  The
number of lives covered by the private
players under the group schemes stood
at 13,07,390.

In comparison the premium
underwritten by LIC under the
individual schemes stood at
Rs.7,74,698.01 lakhs towards
1,67,60,234 policies, and premium under
the group schemes was Rs.2,03,350.55
lakhs towards 10,659 schemes.

Until January, life insurers have
underwritten 66 per cent of the single
and first year premium procured during
the financial year 2002-03.

Report Card:LIFE
New business growth over December drops to 14.75%
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6 HDFC StandardHDFC StandardHDFC StandardHDFC StandardHDFC Standard 2,051.642,051.642,051.642,051.642,051.64 12,784.8712,784.8712,784.8712,784.8712,784.87 1.151.151.151.151.15 15,04515,04515,04515,04515,045 1,48,7111,48,7111,48,7111,48,7111,48,711 0.830.830.830.830.83 6,0796,0796,0796,0796,079 41,61841,61841,61841,61841,618 0.960.960.960.960.96
Individual Single Premium 461.98 4,280.76 1,111 34,593
Individual Non-Single Premium 1,096.47 7,586.58 13,922 1,14,028
Group Single Premium 493.19 917.53 12 90 6,079 41,618
Group Non-Single Premium

7 ICICI PrudentialICICI PrudentialICICI PrudentialICICI PrudentialICICI Prudential 8,610.938,610.938,610.938,610.938,610.93 46,455.1846,455.1846,455.1846,455.1846,455.18 4.174.174.174.174.17 53,27553,27553,27553,27553,275 2,60,7602,60,7602,60,7602,60,7602,60,760 1.461.461.461.461.46 5,6445,6445,6445,6445,644 23,75423,75423,75423,75423,754 0.550.550.550.550.55
Individual Single Premium 959.00 8,353.00 439 8,096
Individual Non-Single Premium 7,599.00 37,774.00 52,828 2,52,622
Group Single Premium 28.93 147.18 7 37 5,356 22,901
Group Non-Single Premium 24.00 181.00 1 5 288 853

8 Birla SunlifeBirla SunlifeBirla SunlifeBirla SunlifeBirla Sunlife 3,116.113,116.113,116.113,116.113,116.11 19,504.7619,504.7619,504.7619,504.7619,504.76 1.751.751.751.751.75 16,07016,07016,07016,07016,070 92,71892,71892,71892,71892,718 0.520.520.520.520.52 26,94826,94826,94826,94826,948 1,76,5961,76,5961,76,5961,76,5961,76,596 4.054.054.054.054.05
Individual Single Premium 163.32 997.18 2,793 18,248
Individual Non-Single Premium 2,325.41 13,526.54 13,264 74,378
Group Single Premium 37.93 322.60 311 2,512
Group Non-Single Premium 589.45 4,658.44 13 92 26,637 1,74,084

9 AvivaAvivaAvivaAvivaAviva 911.13911.13911.13911.13911.13 5,063.765,063.765,063.765,063.765,063.76 0.450.450.450.450.45 5,8795,8795,8795,8795,879 50,55350,55350,55350,55350,553 0.280.280.280.280.28 5,8035,8035,8035,8035,803 40,67840,67840,67840,67840,678 0.930.930.930.930.93
Individual Single Premium 111.12 378.95 89 575
Individual Non-Single Premium 790.22 4,656.57 5,787 49,965
Group Single Premium
Group Non-Single Premium 9.79 28.24 3 13 5,803 40,678

10 OM Kotak MahindraOM Kotak MahindraOM Kotak MahindraOM Kotak MahindraOM Kotak Mahindra 797.23797.23797.23797.23797.23 6,039.396,039.396,039.396,039.396,039.39 0.540.540.540.540.54 3,7363,7363,7363,7363,736 34,18634,18634,18634,18634,186 0.190.190.190.190.19 -6,621-6,621-6,621-6,621-6,621 37,17637,17637,17637,17637,176 0.850.850.850.850.85
Individual Single Premium 5.60 261.23 11 219
Individual Non-Single Premium 780.10 5,220.47 3,723 33,945
Group Single Premium
Group Non-Single Premium 11.53 557.69 2 22 -6,621 37,176

11 Max New York LifeMax New York LifeMax New York LifeMax New York LifeMax New York Life 748.86748.86748.86748.86748.86 9,097.719,097.719,097.719,097.719,097.71 0.820.820.820.820.82 12,78912,78912,78912,78912,789 98,65098,65098,65098,65098,650 0.550.550.550.550.55 1,2991,2991,2991,2991,299 1,99,1221,99,1221,99,1221,99,1221,99,122 4.574.574.574.574.57
Individual Single Premium 14.88 146.61 19 160
Individual Non-Single Premium 730.62 8,554.25 12,768 98,409
Group Single Premium
Group Non-Single Premium 3.36 396.85 2 81 1,299 1,99,122

12 MetLifeMetLifeMetLifeMetLifeMetLife 227.69227.69227.69227.69227.69 1,559.591,559.591,559.591,559.591,559.59 0.140.140.140.140.14 2,2812,2812,2812,2812,281 16,58516,58516,58516,58516,585 0.090.090.090.090.09 1,2921,2921,2921,2921,292 16,40616,40616,40616,40616,406 0.380.380.380.380.38
Individual Single Premium 5.20 32.68 32 204
Individual Non-Single Premium 215.59 1,498.80 2,248 16,376
Group Single Premium
Group Non-Single Premium 6.90 28.11 1 5 1,292 16,406
PPPPPrivate Trivate Trivate Trivate Trivate Totalotalotalotalotal 21,993.5621,993.5621,993.5621,993.5621,993.56 1,36,468.051,36,468.051,36,468.051,36,468.051,36,468.05 12.2412.2412.2412.2412.24 1,55,0181,55,0181,55,0181,55,0181,55,018 10,86,76710,86,76710,86,76710,86,76710,86,767 6.096.096.096.096.09 1,39,7021,39,7021,39,7021,39,7021,39,702 13,07,39013,07,39013,07,39013,07,39013,07,390 30.0230.0230.0230.0230.02

13 LICLICLICLICLIC 1,21,254.231,21,254.231,21,254.231,21,254.231,21,254.23 9,78,048.569,78,048.569,78,048.569,78,048.569,78,048.56 87.7687.7687.7687.7687.76 24,26,68124,26,68124,26,68124,26,68124,26,681 1,67,70,8931,67,70,8931,67,70,8931,67,70,8931,67,70,893 93.9193.9193.9193.9193.91 6,76,7846,76,7846,76,7846,76,7846,76,784 30,47,70630,47,70630,47,70630,47,70630,47,706 69.9869.9869.9869.9869.98
Individual Single Premium 10,269.42 53,454.02 30,901 1,03,246
Individual Non-Single Premium 85,186.67 7,21,243.99 23,94,353 1,66,56,988
Group Single Premium 25,798.14 2,03,350.55 1,427 10,659 6,76,784 30,47,706
Group Non-Single Premium
Grand TGrand TGrand TGrand TGrand Totalotalotalotalotal 1,43,247.791,43,247.791,43,247.791,43,247.791,43,247.79 11,14,516.6111,14,516.6111,14,516.6111,14,516.6111,14,516.61 100.00100.00100.00100.00100.00 25,81,69925,81,69925,81,69925,81,69925,81,699 1,78,57,6601,78,57,6601,78,57,6601,78,57,6601,78,57,660 100.00100.00100.00100.00100.00 8,16,4868,16,4868,16,4868,16,4868,16,486 43,55,09643,55,09643,55,09643,55,09643,55,096 100.00100.00100.00100.00100.00

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

January Upto Jan. Upto Jan. January Upto Jan. Upto Jan. January Upto Jan. Upto Jan.

% of lives
under

Group Schemes

Note: LIC’s business figures do not include Varishtha Pension Bima Yojana.

-----------
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Quarter Three, 2003-04

Total Individual business
 Individual business of private insurers

accounted for Rs.1,02,018.56 lakhs for
9,16,567 policies and sum assured of
Rs.21,23,478.13 lakhs, i.e., 89 per cent  of the
business underwritten by them.

Individual Non-linked business
 The premium underwritten by the

private players in this segment was
Rs.53,347.45 lakhs for 6,98,381 policies and
sum assured of Rs.16,19,118.78 lakhs.  Life
“with profit” policies contributed 84per cent
of the entire business underwritten, with
premium of Rs.44,644.84 lakhs for 5,43,789
policies and sum assured of Rs.8,50,491.99
lakhs.  As against this, life “without profit”
accounted only for Rs.3,652.20 lakhs for
1,21,586 policies and Rs.2,81,301.51 lakhs
sum assured.

Pensions “with profit” accounted for
premium of Rs.3,522.14 lakhs towards 26,814
policies and sum assured of Rs.53,526.14
lakhs, with a nominal Rs. four lakhs premium
for 5 policies underwritten towards pensions
“without profit”.

 Under the General annuity segment, the
“with profit” policies were preferred as against

“without profit”. This segment captured
premium of Rs.131.52 lakhs for 984 policies
and sum assured of Rs.2,209.22 lakhs.

The health segment garnered “without
profit” business with premium of Rs.126.47
lakhs for 5,203 policies and Rs.8,253.75 lakhs
sum assured.

Individual linked business

An overall premium of Rs.48,671.11 lakhs
was underwritten for 2,18,186 policies and
sum assured of Rs.5,04,359.36 lakhs in this
category.  In contrast to the non-linked
business, “without profit” policies were more
popular than “with profit” policies.  Life “with
profit” captured a premium of Rs.2,013.32
lakhs for 18,399 policies and sum assured of
Rs.32,528.97 lakhs whereas, life “without
profit” garnered a premium of Rs.39,227.75
lakhs for 1,47,494 policies and Rs.3,75,921.52
lakhs sum assured.

Pension “with profit” policies garnered
premium of Rs.143.02 lakhs for 1,467 policies
was underwritten, as against which business
underwritten for Pension “without profit” at
Rs.7,064.67 lakhs for 50,826 policies and sum
assured of Rs.16,940.06 lakhs.

The re-grouping of the individual
business underwritten by the private players
in terms of single and non-single, further
reveals that premium of Rs.14,201.90 lakhs
towards 52,074 policies was underwritten in
the single premium category as against
Rs.87,816.65 lakhs for 8,64,493 policies in
non-single premium category.

Total Group business

The private players underwrote premium
of Rs.12,508.14 lakhs for 656 policies covering
11,68,726 lives, under the group category.

Group Non-linked business

Premium of Rs.12,266.81 lakhs towards
641 schemes was underwritten in this
category.  Life “without profit” schemes
contributed 94 per cent  of the business
underwritten in this category, with premium
of Rs.11,530.92 lakhs for 626 schemes.  As
against this, life “with profit” accounted only
for Rs.74.68 lakhs towards five policies.

Under this category the pension “without
profit” policies contributed a premium of
Rs.232.32 lakhs towards four policies.

The General Annuity “without profit”
premium underwritten was Rs.331.64 lakhs
for six polices.

Group linked business
The total premium underwritten in this

category was Rs.241.32 lakhs towards six
policies.

Most of the business underwritten was
in the life “without profit” category. The
premium garnered was Rs.227.32 lakhs
towards four policies.

A premium of Rs.14 lakhs for two
policies was under written in the pension
“without profit” category.

PUBLIC SECTOR

PRIVATE SECTOR

Based on the first year premium (including
single premium) statistics furnished by the
insurers for ninemonths, an analysis of the
performance of the private players and LIC
has been carried out.

The total premium underwritten by the
insurers during the nine months period was
Rs.9,71,321.03 lakhs towards 1,52,61,435
policies, of which LIC underwrote a premium
of Rs.8,56,794.33 lakhs for 1,43,44,212
policies capturing 88.21 per cent  and 93.99
per cent,  respectively of the market share.
In comparison, the private players
underwrote premium of Rs.11,4526.70 lakhs
for 9,17,223 policies, i.e., market share of
11.79 per cent  and 6.01 per cent  respectively.

Broadly the business underwritten is
categorised into individual and group.
Further, both these categories have been
classified into non-linked and linked
businesses with each having sub
classifications of life, general annuity, pension
and health business, further broken up into
“with profit” and “without profit” respectively.

Total Individual business
Life Insurance Corporation of India

underwrote individual premium of
Rs.6,79,241.92 lakhs for 1,43,34,980 policies
with a sum assured of Rs.1,04,45,187 lakhs,
i.e., 79 per cent of the entire business
underwritten by them.

Individual non-linked business
Premium of Rs.6,73,372.15 lakhs was

underwritten in this category for
1,43,07,967 policies and a sum assured of
Rs.1,04,26,241.91 lakhs i.e., 99 per cent of
the business underwritten in the individual
category.

Maximum business was underwritten
in the life “with profit” category contributing
a premium of Rs.5,91,123.70 lakhs for
1,32,90,698 policies and a sum assured of
Rs.85,82,513.02 lakhs, i.e., 88 per cent of
the individual non-linked business.  Life
“without profit” premium underwritten was
Rs.50,095.63 lakhs for 7,94,274 policies and
a sum assured of Rs.15,47,834.65 lakhs.

Pension “with profit” and “without
profit” premiums were Rs.9,258.31 lakhs
for 61,091 policies and Rs.11,160.85 lakhs
for 13,338 policies respectively.

Similarly, the health premium
underwritten in the “with profit” and
“without profit” category were Rs.1137.15
lakhs towards 28,182 policies for a sum
assured of Rs.33,862.01 lakhs and
Rs.10,596.51 lakhs towards 1,20,384 policies
for a sum assured of Rs.2,62,032.23 lakhs.

Individual linked business
Premium of Rs.5,869.77 lakhs towards

27,013 policies for a sum assured of
Rs.18,945.09 lakhs was underwritten in this
category, all of which was from life
“without profit”.
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Total group business

Total group premium of Rs.1,77,552.41
lakhs covering 23,70,922 lives for a sum
assured of Rs.8,86,013.30 lakhs under 9,232
schemes was underwritten by LIC.  The
entire business under the group segment
was underwritten as non-linked business.

Group Non-linked business:

“without profit” schemes of life and
pension were more popular in this class of
business.  No health policies were
underwritten in this category. Life “without
profit” schemes accounted for a premium
of Rs.71,012.13 lakhs for a sum assured of

Rs.8,84,607.70 lakhs for 8,903 schemes.
Pension “without profit” schemes
accounted for a premium of Rs.33,573.85
lakhs for a sum assured of Rs.1,405.60
lakhs under 303 schemes.  General annuity
“without profit” premium underwritten was
Rs.39,370.68 lakhs as against general

SINGLE PREMIUM NON-SINGLE PREMIUM

INDIVIDUAL NEW BUSINESS (INCLUDING RURAL & SOCIAL)

(Rs. in lakhs)

Non linked*Non linked*Non linked*Non linked*Non linked*

11111  Life Life Life Life Life

with profit 14,833.25 28,783 17,747.87

without profit 19,090.56 61,681 37,716.20

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity

with profit 20.48 16 35.49

33333 PensionPensionPensionPensionPension

with profit 3,901.33 11,542 490.48

without profit 11,164.85 13,343 1.00

44444 HealthHealthHealthHealthHealth

AAAAA ..... Sub totalSub totalSub totalSub totalSub total 49,010.48 1,15,365 55,991.03

 Linked* Linked* Linked* Linked* Linked*

11111  Life Life Life Life Life

with profit 132.25 137 133.57

without profit 7,333.25 8,186 7,525.70

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity

33333 PensionPensionPensionPensionPension

without profit 886.85 731 325.56

44444 HealthHealthHealthHealthHealth

B .B .B .B .B . Sub totalSub totalSub totalSub totalSub total 8,352.35 9,054 7,984.84

C.C.C.C.C. Total (A+B)Total (A+B)Total (A+B)Total (A+B)Total (A+B) 57,362.82 1,24,419 63,975.87

Riders:Riders:Riders:Riders:Riders:

Non linkedNon linkedNon linkedNon linkedNon linked

11111 Health# 5.95 31 104.20

22222 Accident## 12.52 763 1,087.60

33333 Term 0.61 23 16.55

D.D.D.D.D. Sub totalSub totalSub totalSub totalSub total 19.08 817 1,208.35

LinkedLinkedLinkedLinkedLinked

11111 Health# 2.59 16 31.05

22222 Accident## 0.90 34 48.97

33333 Term 1.11 6 16.50

EEEEE ..... Sub totalSub totalSub totalSub totalSub total 4.60 56 96.52

FFFFF..... Total (D+E)Total (D+E)Total (D+E)Total (D+E)Total (D+E) 23.68 873 1,304.87

G.G.G.G.G. **Grand**Grand**Grand**Grand**Grand
Total (C+F)Total (C+F)Total (C+F)Total (C+F)Total (C+F) 57,386.50 1,24,419 65,280.74

 S.No. S.No. S.No. S.No. S.No. ParticularsParticularsParticularsParticularsParticulars PremiumPremiumPremiumPremiumPremium PoliciesPoliciesPoliciesPoliciesPolicies Sum AssuredSum AssuredSum AssuredSum AssuredSum Assured
(Rs. in lakhs)

Non linked*Non linked*Non linked*Non linked*Non linked*
11111 LifeLifeLifeLifeLife

with profit 6,20,935.29 1,38,05,704 94,15,257.14
without profit 34,657.27 8,54,179 17,91,419.96

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
with profit 111.04 968 2,173.73

33333 PensionPensionPensionPensionPension
with profit 8,879.12 76,363 53,035.66

44444 HealthHealthHealthHealthHealth
with profit 1,137.15 28,182 33,862.01
without profit 10,722.98 1,25,587 2,70,285.98

AAAAA ..... Sub totalSub totalSub totalSub totalSub total 6,76,442.86 1,48,90,983 1,15,66,034.48

Linked*Linked*Linked*Linked*Linked*
11111 LifeLifeLifeLifeLife

with profit 1,881.07 18,262 32,395.40
without profit 37,764.27 1,66,321 3,87,340.91

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
33333 PensionPensionPensionPensionPension

with profit 143.02 1,467
without profit 6,177.82 50,095 16,614.50

44444 HealthHealthHealthHealthHealth

B .B .B .B .B . Sub totalSub totalSub totalSub totalSub total 45,966.17 2,36,145 4,36,350.81

C.C.C.C.C. Total (A+B)Total (A+B)Total (A+B)Total (A+B)Total (A+B) 7,22,409.03 1,51,27,128 1,20,02,385.28

Riders:Riders:Riders:Riders:Riders:
Non linkedNon linkedNon linkedNon linkedNon linked

11111 Health# 394.89 64,569 40,390.78
22222 Accident## 532.42 3,24,806 3,47,575.80
33333 Term 107.13 24,153 18,120.90
44444 Others 212.75 44,849 16,039.36

D.D.D.D.D. Sub totalSub totalSub totalSub totalSub total 1,247.18 4,58,377 4,22,126.83

LinkedLinkedLinkedLinkedLinked
11111 Health# 61.41 7,682 23,030.22
22222 Accident## 47.31 23,999 40,516.98
33333 Term 69.50 7,669 14,491.90
44444 Others 39.54 7,027 833.18

EEEEE ..... Sub totalSub totalSub totalSub totalSub total 217.76 46,377 78,872.28

FFFFF..... Total (D+E)Total (D+E)Total (D+E)Total (D+E)Total (D+E) 1,464.95 5,04,754 5,00,999.11

G.G.G.G.G. **Grand**Grand**Grand**Grand**Grand
Total (C+F)Total (C+F)Total (C+F)Total (C+F)Total (C+F) 7,23,873.97 1,51,27,128 1,25,03,384.39

 S.No. S.No. S.No. S.No. S.No. ParticularsParticularsParticularsParticularsParticulars PremiumPremiumPremiumPremiumPremium PoliciesPoliciesPoliciesPoliciesPolicies Sum AssuredSum AssuredSum AssuredSum AssuredSum Assured
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Sl No.Sl No.Sl No.Sl No.Sl No. ParticularsParticularsParticularsParticularsParticulars PremiumPremiumPremiumPremiumPremium No.ofNo.ofNo.ofNo.ofNo.of LivesLivesLivesLivesLives SumSumSumSumSum
SchemesSchemesSchemesSchemesSchemes CoveredCoveredCoveredCoveredCovered AssuredAssuredAssuredAssuredAssured

          Non linked* Non linked* Non linked* Non linked* Non linked*
11111 LifeLifeLifeLifeLife
a)a)a)a)a) Group GratuityGroup GratuityGroup GratuityGroup GratuityGroup Gratuity

SchemesSchemesSchemesSchemesSchemes
with profit 4.20 2 217 26.95
without profit 4,845.13 41 13,812 6,419.56

b) Group Savings
Linked Schemes
without profit 495.29 23 1,44,305 3,02,353.80

c) EDLI
without profit 341.16 58 2,02,218 1,50,146.93

d) Others
without profit 1,878.02 381 6,50,727 9,59,993.41

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
without profit 331.64 6 378 331.64

33333 PensionPensionPensionPensionPension
without profit 232.32 4 333 0.00

44444 HealthHealthHealthHealthHealth
AAAAA ..... Sub totalSub totalSub totalSub totalSub total 8,127.76 515 10,11,990 14,19,272.30

Linked*Linked*Linked*Linked*Linked*
11111 LifeLifeLifeLifeLife
a) Group Gratuity

Schemes
without profit 1.31 1 127 40.69

b) Group Savings
Linked Schemes

c) EDLI
d) Others

without profit 83.01 1 48 90.63
22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
33333 PensionPensionPensionPensionPension
44444 HealthHealthHealthHealthHealth
B .B .B .B .B . Sub totalSub totalSub totalSub totalSub total 84.32 2 175 131.33
C.C.C.C.C. Total (A+B)Total (A+B)Total (A+B)Total (A+B)Total (A+B) 8,212.08 517 10,12,165 14,19,403.62

Riders:Riders:Riders:Riders:Riders:
Non linkedNon linkedNon linkedNon linkedNon linked

1 Health# 15.95 19 3529 9,878.93
2 Accident## 13.71 24 13422 53,220.61
3 Term 2.02 3 451 804.00
44444 Others 0.58 3 8177 1,024.24
D.D.D.D.D. Sub totalSub totalSub totalSub totalSub total 32.27 49 25579 64,927.78

LinkedLinkedLinkedLinkedLinked
FFFFF..... Total (D+E)Total (D+E)Total (D+E)Total (D+E)Total (D+E) 32.27 49 25,579 64,927.78
G.G.G.G.G. **Grand**Grand**Grand**Grand**Grand

Total (C+F)Total (C+F)Total (C+F)Total (C+F)Total (C+F) 8,244.35 517 10,12,165 14,84,331.41

Sl No.Sl No.Sl No.Sl No.Sl No. ParticularsParticularsParticularsParticularsParticulars PremiumPremiumPremiumPremiumPremium No.ofNo.ofNo.ofNo.ofNo.of LivesLivesLivesLivesLives SumSumSumSumSum
SchemesSchemesSchemesSchemesSchemes CoveredCoveredCoveredCoveredCovered AssuredAssuredAssuredAssuredAssured

Non linked*Non linked*Non linked*Non linked*Non linked*
1 Life
a) Group GratuityGroup GratuityGroup GratuityGroup GratuityGroup Gratuity

SchemesSchemesSchemesSchemesSchemes
without profit 51,052.52 1,246 2,01,067 1,48,001.34

b) Group SavingsGroup SavingsGroup SavingsGroup SavingsGroup Savings
Linked SchemesLinked SchemesLinked SchemesLinked SchemesLinked Schemes
without profit 638.93 584 54,370 66,897.39

c) EDLIEDLIEDLIEDLIEDLI
without profit 222.94 649 2,19,123 93,757.68

d) OthersOthersOthersOthersOthers
with profit 70.48 3 8,974 61,787.18
without profit 23,069.06 6,547 19,68,176 95,39,59.81

22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
with profit 33,595.75 26 7,523
without profit 39,370.68 9,715

33333 PensionPensionPensionPensionPension
without profit 33,573.85 303 57,233 1,405.60

44444 HealthHealthHealthHealthHealth
AAAAA ..... Sub totalSub totalSub totalSub totalSub total 1,81,594.21 9,358 25,26,181 13,25,809.00

 Linked* Linked* Linked* Linked* Linked*
11111  Life Life Life Life Life
a) Group GratuityGroup GratuityGroup GratuityGroup GratuityGroup Gratuity

SchemesSchemesSchemesSchemesSchemes
without profit 143.00 2 506 1,338.00

b) Group SavingsGroup SavingsGroup SavingsGroup SavingsGroup Savings
Linked SchemesLinked SchemesLinked SchemesLinked SchemesLinked Schemes

c) EDLIEDLIEDLIEDLIEDLI
d) OthersOthersOthersOthersOthers
22222 General AnnuityGeneral AnnuityGeneral AnnuityGeneral AnnuityGeneral Annuity
33333 PensionPensionPensionPensionPension

without profit 14.00 2 89
44444 HealthHealthHealthHealthHealth
B .B .B .B .B . Sub totalSub totalSub totalSub totalSub total 157.00 4 595 1,338.00
C.C.C.C.C. Total (A+B)Total (A+B)Total (A+B)Total (A+B)Total (A+B) 1,81,751.21 9,362 25,26,776 13,27,147.00

Riders:Riders:Riders:Riders:Riders:
Non linkedNon linkedNon linkedNon linkedNon linked

1 Health# 28.58 27 4,687 31,433.77
2 Accident## 19.11 28 5,064 35,369.10
3 Term 17.29 20 6,186 31,318.35
D.D.D.D.D. Sub totalSub totalSub totalSub totalSub total 64.98 75 15,937 98,121.22

LinkedLinkedLinkedLinkedLinked
FFFFF..... Total (D+E)Total (D+E)Total (D+E)Total (D+E)Total (D+E) 64.98 75 15,937 98,121.22
G.G.G.G.G. **Grand**Grand**Grand**Grand**Grand

Total (C+F)Total (C+F)Total (C+F)Total (C+F)Total (C+F) 1,81,816.20 9,371 25,27,483 14,25,268.22

(Rs. in lakhs)(Rs. in lakhs)
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annuity “with profit” premium
underwritten at Rs.33,595.75 lakhs for 26
schemes.

Overall Analysis

In terms of the total business
underwritten by the life insurers, individual
premium accounted for 80 per cent of the

market share and 99.9 per cent of the
number of policies for the nine-months
ended December, 2003. The group business
accounted for the remaining nominal
market share in terms of both premium
and number of policies.

SINGLE PREMIUM NON-SINGLE PREMIUM

GROUP NEW BUSINESS (INCLUDING RURAL & SOCIAL)
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As with most other things in the real
world, opening up has its advantages
and disadvantages. Rewards and
challenges.

One of the challenges – which has
not yet become urgent in the market –
is that of reinsurance. And the level of
rewards of meeting that challenge
depends on how well we meet them and
acquit ourselves.

Reinsurance has been the preserve
of the General Insurance Corporation
of India (GIC) alone for many years as
far as operating on Indian soil is
concerned. Earlier as the owner of the
general insurance industry it ran the
outward reinsurance programmes of its
four subsidiaries. Now that the delinked
companies do their own placement, GIC,
as the designated National Reinsurer
has turned its attention to the Inward
side of the business. It accepts the 20
per cent compulsory cession from all
Indian insurers and also reinsurance
from other markets.

While it is in its initial period of
acquiring new customers and market
share, only time will tell if the portfolio
it is accepting is sound. And lucky.

Other market players are redefining
this activity for themselves too. The four
public sector general insurers are
learning to place their own programmes
outside India directly to the Swiss Res
or Munich Res of the world. So are the
fledgeling private sector companies.

Going by their impressions and the
interest shown in expanding in the
market by Swiss Re and Munich Re (in
the form of an alternate stand at this
point, asking that they be allowed to
operate in India as a branch rather than
as a joint venture with an Indian
partner)  a promising buildup of
business seems to be in the offing.

Some factors emerge in informal
conversations with companies. The
larger companies have a wider base to
place with reinsurers who are familiar
with their portfolios, underwriting
standards and past claims ratios. The

new companies are making up for their
infant portfolios with better
information and the sharing of it.

There are many issues to be
grappled with in this area of
reinsurance, which actually defines the
profitability of a direct insurer. Market
entry related issues like structure –
which has been defined already in the
statute books but which is being
reopened for debate by prospective
market entrants – will have be decided
based on market needs but correlated
to the requirements of the economy and
its development plans as a whole.

Another point is the compulsory
cession of 20 per cent of all business to
the National Reinsurer, GIC. This is
being looked upon as an anomaly by
most direct insurers. But there is an

upside too. They give away 20 per cent
of their Motor portfolio, which must
surely feel good!

But the GIC is the one at the
receiving end on this issue and, as it
rightly says, let things be made clear if
compulsory cession is going to be done
away with (or shared with future
reinsurers entering the market) so that
“we can plan our capacities”.

As it is they are unhappy that they
have been made to create capacities
which are being ignored beyond the 20
per cent cession. While IRDA holds that
Indian insurers should first exhaust
Indian reinsurance capacity before
placing their business abroad, the latter
argue that they would do that if GIC
retained these placements on its net
account.

GIC is faced with larger challenges
that it must surely start preparing for.
It has lost the crop insurance portfolio
with the advent of Agriculture Insurance
Company of India (AICI). It manages
and shares about 30 per cent of the risk
in the Terrorism Pool and has now
mooted an earthquake pool as well.

A Motor pool could be looming
somewhere in the background with the
Justice Rangarajan Committee having
suggested quarantining of the portfolio.
Such a ‘festering wound’ as GIC top
management admit in private
conversation, cannot be managed
without  State support, or better still a
cess on vehicle fuel sales.

Then there is the question of
reinsurance for crop insurance.
Commercial crop insurance is being
eagerly awaited with AICI’s plans but
if and when this protection achieves its
potential in India, its reinsurance
needs would be tremendous, especially
as it would include natural peril,
disease as well as price risk covers. More
so because reinsurance for crop related
covers is not available in the global
market in any reasonably wide manner.

If all farmers (leave alone
plantation farmers) were covered, a
move up from eight million farmers
today to 100 million farmers, and other
rural business also thrown in, we may
well find the GIC called upon to take on
the entire reinsurance burden aided by
its crop cell specialists who have chosen
to stay behind!

The future sounds promising to
Indian reinsurers and that is evident
by the interest being shown by the
reinsurers who have been silent
hitherto. It would be interesting to see
how the GIC evolves and grows to find
its own place in what must surely be a
competitive market place 10 years
hence, as also those who may enter the
market anew.

Into Reality !
K. Nitya Kalyani

Then there is the question
of reinsurance for crop

insurance, which when it
achieves its potential in

India, will have
reinsurance needs that are

tremendous.
-~ 
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Whither Indian Reinsurance?
The world leaders in reinsurance are
gathering in New Delhi in the second
week of March 2004 to discuss the future
developments in reinsurance trading in
the Asian Region. The extent and type
of financial security and the relative
costs at which the global reinsurers are
now prepared to offer reinsurance to the
primary insurers in this region in a
changing uncertain global environment,
will be debated.

The cost of risk, the availability and
extent of reinsurance covers and market
security or the rating of reinsurers have
become issues of great concern to the
primary insurers. The recent failures of
quite a large number of insurers and
reinsurers and the downgrading of quite
a few others have been attributed,
according to detailed surveys carried
out, to management failures to risk
manage scads of variables including
formidable externalities concerning the
global operative environment.

Having to respond to claims neither
expected nor intended to be covered
(terrorism) for which inadequate or no
premiums were collected have shown
quite a few managements of insurers /
reinsurers in poor light.

This article seeks to examine the
recent changes in the world reinsurance
markets with particular reference to
how they have affected the Indian
insurance market and what the future
portends are likely to be in the context
of continuing changes here and abroad.

Reinsurance and globality
Reinsurance has always remained

a global business of interdependence
with a majority of large-sized and mega
local risks reinsured in markets outside
their location particularly in Europe and
the UK. Adequacy of reinsurers’ capital
and surplus, underwriting expertise
based on evolving risk models, PML
assessments of mega value risks,
studies on country specific risks,
tracking claims experience of risks
accepted based on global data, futuristic
projections of likely losses man-made
and nature dependent, assessment of

G.V. Rao
trends of past and future course of
natural perils like floods and
earthquakes due to climatic changes
have all formed important sources for
rating purposes and for fixation of terms
and conditions of reinsurance covers.

The recent events post 9/11 have
however shown that All the Expertise
and experience so far acquired by
reinsurers have proved to be inadequate
to successfully manage the global
reinsurance business. With investment
income from stock markets dominating
the decade of the nineties, reinsurers
pursued objectives outside their core
business. The post 9/11 situations were
traumatic proving almost all the
reinsurers wrong in their business
assumptions and wiping out a capital
of about $ 200 billion or so out of an

estimated total of $ 700 billion. The
incoming fresh capital to replace it is
estimated at about $ 30 billion, hardly
what was expected despite the
hardening of rates.

The investment community is shying
away from providing capital to
reinsurers as it perceives the balance
sheets of reinsurers as ‘encumbered’ due
to uncertain provisioning of losses apart
from the nature of the business. The
sustainability of profit generation by
reinsurers to inspire confidence in
investors is proving to be a daunting
proposition.

While the respective Governments
regulate their domestic markets,

reinsurers operating on a global scale
are not regulated, and are subject to
evaluation only on the security rating
grades the international rating agencies
give them.

Not only have the recent
developments caused reinsurance
capacity to become scarce, leading to
hardening of the insurance rates and
terms in the global markets, but the
downgrading of the financial security
ratings that many reinsurers hitherto
enjoyed has played an unsettling role in
the reinsurance scenario, leading to
greater uncertainty in the availability
of reinsurance covers, its relative costs
and financial security of reinsurance
providers for many primary insurers.
The market turbulence thus generated
is still to settle down.

Reinsurers, dealt a powerful blow by
the recent events due to huge losses and
downgrades, have begun to rethink on
the risk management of their
acceptances by more stringent scrutiny
of underwriting information, insistence
on more transparency of disclosures,
improved methods of computing
accumulations, putting limits on their
future losses, enhancing claim
deductibles and imposing short tenure
cancellations etc on the offers of
reinsurance they receive.

The availability of proportional
treaties, popular among many primary
insurers, has become scarce with
reduced reinsurance commissions.
Primary insurers are now compelled to
consider seeking non-proportional
excess of loss covers and facultative
placements for many risks. These
initiatives are meant to put greater
pressure on the primary insurers to
improve their underwriting skills to
raise the rates for insurance covers they
offer and to rethink  terms and
conditions of the initial acceptances.

The liability market in particular
has been the worst hit. It is a market
with a limited number of participants
and an even a smaller number of
potential leaders. It has seen rate

Primary insurers are now
seeking non-proportional
excess of loss covers and

facultative placements for
many risks. This puts
greater pressure on
primary insurers to

improve their
underwriting skills.
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increases and reduction in coverage
more substantially than other
portfolios. Cover for terrorism is almost
extinct and covers for nuclear, biological
and chemical attacks are non-existent.

The last two years since the 9/11
have witnessed a revival of the stock
markets and the global scenario in
respect of occurrence of natural and man-
made disasters has seen fewer major
losses, improving the financial
performance of reinsurers. But yet the
reinsurance markets hit by liability
losses of asbestos, Directors and
Officers Liability and under
provisioning of losses due to the earlier
period and losses on the stock valuations
continue to struggle for solvency and
acceptable ratings from rating agencies.
The number of reinsurers in the US
market has dropped from 112 in 1980
to 30 in 2003. During the same period
the Policyholders’ Surplus has risen
from $ 3.5 billion to $ 45 billion as
investors earlier believed the
reinsurance business in US tobe
profitable. The loss reserve
developments have, however, had an
adverse impact on their investments.

Reinsurers are now tough in their
bargaining stance. Collectability of
reinsurance recoveries from a few
reinsurers is proving problematical.  The
non-performance of reinsurance is an
aspect that a primary insurer has to
confront apart from the financial
soundness of the reinsurers. The earlier
pleasing “bedside manner” of reinsurers
has almost disappeared and they are
demanding access to the underlying risk
profile of primary reinsurers. The contract
language of reinsurance is being literally
interpreted.  Continuity of reinsurance
arrangements and reinsurers’ willingness
to maintain relationships can no longer
be taken for granted.

How have these harsh global realities
impacted the Indian market? With a
pronounced tariff structure for substantial
reinsured business how did it cope?

Indian Market
The Indian market, shielded as it is

by a strong tariff structure has escaped
the global rate increases and other
restrictive regimes of conditions at the
customer levels but the hardening
terms imposed by reinsurers have
affected the margins of the primary
insurers.

In not responding to these
developments and wanting to compete
more vigorously for domestic business,
the insurers have not only dropped their
margins but are operating at costs
higher than what reinsurers are
reimbursing them.

This trend of short charging
themselves in terms of margins for the
sake of building premium volumes
speaks for the wrong priorities the
insurers in India practice.

Reinsurance management at the
level of primary insurers has long been
a neglected area. The responsibilities
for reinsurance placements were taken
over by the GIC in the pre-liberalisation
era. Reinsurance management either
at the GIC level or at the level of
primary insurers was based more on
placement of reinsurance covers on the
profitability of the business ceded
rather than in working out appropriate
reinsurance programmes based on data
collection and its evaluation at a
professional level.

Accuracy of data and the timeliness
of its collection may have improved
slightly but it is still less than what an
international professional would
expect. The Indian insurance market

in terms of professionalism and
expertise is considered still
underdeveloped and not yet mature.
Not only in data collection but also in
terms of risk assessments and building
risk profiles and their presentations,
it has still a long way to go in the
international arena to get professional
recognition.

The Indian market, constrained as
it is by tariffs, is now regarded as a
less than satisfactory reinsurers’
destination as the present tariffs are
considered inadequate from the
reinsurers’ perspective. Lack of
collection of timely data due to
insufficient computerisation of
insurers’ systems has not helped the
situation either. Though India does
claim to have a pool of talented
insurance professionals by
qualification, it does not have expertise
in the field of reinsurance or in risk
management techniques of
underwriting even at the primary level.

Indian insurers are also regarded
as tough bargainers for rate reductions
on a seemingly endless quest without
making it clear what it is that would
satisfy them. Nor do they negotiate
terms based on expertise or logic.

The Indian market has so far utilised
brokers, domestic and international,
essentially for placement of reinsurance
rather than to leverage their talent for
suggesting acceptable programmes. The
national retention capacity available is
not fully utilised and it is progressively
dropping. The new private players have
not begun to raise their retentions
despite being in business for three
years.  They are acting more as fronts
for their promoters by retaining less for
their net accounts in Fire and
Engineering portfolios.

Facultative placements are placed
outside India without exhausting
national retention capacity available.
The game of competition is played with
a destructive element in mind and not

The trend of short
charging themselves in

terms of margins for
the sake of building
premium volumes

speaks for the wrong
priorities the insurers in

India practice.
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India has to sell itself
as a reinsurance

destination closer to
Africa and Asia in terms
of its location, its  laws,
and the availability of

professional talent.

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

for the primacy of the consumer. There
is a greater need for collaborative efforts
among the primary insurers and the
GIC, the national reinsurer. They need
to forge a better reinsurance market in
India. Lack of leadership and
adversarial operation among the
players is evident at the market level.

Though India is prepared to give a
licence to other reinsurers to open shop
here, so far no major reinsurer has
shown interest in it. It is understood that
Munich Re and Swiss Re are prepared
to open branches but do not wish to form
companies. India has to sell itself as a
reinsurance destination closer to Africa
and Asia in terms of its location, its
laws, and the availability of
professional talent, business and office
acumen and for other business
opportunities.

GIC, designated as a national
reinsurer, has still not reconciled to the
loss of its supervisory power over the
public sector general insurance
companies. Marketing reinsurance
needs brokers and account executives
and not only technical officials.

Availability of reinsurance capacity
is no substitute to acceptability as a
reinsurer. Nor is an acceptable rating
by rating agencies a market promoter.
Reinsurance is still a relationship-
oriented business as between two
partners and it is this spirit that GIC
has to interact with its customers. GIC
needs to strengthen its position before
another reinsurer sets up shop here. It
should more actively cultivate the Asian
and African markets.

Obligatory Cessions

The Insurance Act, 1938 provides for
obligatory cessions to the GIC that is
currently 20 per cent of every risk
underwritten in India. This has enabled
more retention of reinsurance within the
country and has enabled GIC to emerge
as a dominant reinsurer in the Asian
region.

With liberalisation of the market and
competition as its main plank there is
now a rethink on the need to impose
cessions as obligatory. The Expert
Committee on remuneration to Brokers
has recently recommended that the
obligatory cessions should be brought
down progressively and be replaced by
voluntary arrangements.

It is likely in the near future for this
to happen and both the primary insurers
and the GIC need to make their business
plans taking this factor in to account.

Detariffing

With the insurance market
liberalised, there is a felt need to do
away with a price regime of the tariff

structure. It is not clear yet how the GIC
that takes in obligatory cessions and the
international reinsurance markets
would view such a scenario. Will the
rates go down in India because of
competitive pressures? Will it affect the
primary insurers significantly by
reinsurance capacity becoming scarce or
their margins dropping? It is difficult to
speculate.

Conclusion

With the turbulence in the
international markets unlikely to
stabilise for another two years, even if
there were no big losses, the Indian
market needs to address itself more
seriously to the reinsurance model it
wishes to adopt to improve market
cooperation and enhance national

retention capacity by cooperation and
by formation of pools. The private
players with a miniscule capital of
Rs. 100 crores and no surplus will take
years to improve their retention levels.
Competition for market business
without the spine of adequate retentions
will prove self-defeating, as they will
depend on the sweet mercies of
reinsurers and their promoters for years
to come.

The public sector insurers need to
use the instrument of reinsurance to
better understand of their risk profiles
for generating improved operating
profits and for enhancment of
retentions. Designing excess of loss
covers in respect of profitable business
needs expertise and they should not
hesitate to seek professional advice
from reinsurers and brokers.
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Terrorism – Vis Hominis

The indelible impact of the 9/11 horror
on the Indian insurance market was the
abrupt and unceremonious withdrawal
of international reinsurance protection
to Indian risks.

As direct insurance for terrorism
peril was governed by tariff regulations,
insurers are precluded, by implication,
from denying cover. Having granted this
cover, they have to fend for themselves
as they could not get protection from
abroad as it just not available the way
they wants.

While this anomalous situation
continued for a year or two the Regulator
relented, finally, and based on the
market consensus, it was agreed to set
up a Terrorism Pool in the Indian market.

The four public sector general
insurance companies took a lion’s share
in the pool and  private companies
assumed a relatively miniscule share
having regard to their technical and
financial capabilities.

The Tariff Advisory Committee
(TAC) stepped in not only to stipulate
minimum eligibility norms for granting
covers but also to put a cap of Rs.200
crores per risk, per location.  The General
Insurance Corporation (GIC) was
appointed Manager for the pool and, in
addition, participated therein to the
extent of over 28 per cent.

Paraphrased, while GIC did not have
any stake at the underwriting level, it
willingly gave its shoulder to bear, in the
event of named occurrences, losses to the
extent indicated.

As luck would have it, there were no
major losses and the pool has been able
to build up its corpus to the extent of
about Rs.350 crores which is growing.
GIC, deferring to the wishes of the
insurance market, had also created an
optional facility to those direct insurers
who sought higher cover limits to the
extent of about Rs.500 crores, of course,
at a level of price prevailing in the
international market.

GIC: We also Reinsure...
P. B. Ramanujam - After the Terrorism Pool , it’s time for Earthquake

Now that the pool has been working
satisfactorily with a robust corpus, it is
seeking to enhance covers to one and all,
subject to the approval of the IRDA.

Given the trend of nominal claims
experience, coupled with Indo-Pak
relations easing, higher limits of covers
could be thought of.  GIC has, thus,
made a virtue out of necessity.  In three
to four years, deo volante, the Indian
insurance market need not look to
foreign insurers’ support for terrorism
cover in individual risks.  What is a loss
to the foreign market is a gain to India.

Earthquake – Vis Major

Like the terrorism peril, earthquake
is also an optional peril cover under the
tariff policies.  Based on seismological
studies, TAC in consultation with the

Geological Department of India and
other related institutions, has
developed tariff classification of
earthquake zones according to relative
earthquake propensities.

This classification, however, is not
based on long term experience so as to re-
affirm the correctness of premium
collected under the earthquake policies.
The companies have been granting covers,
in accordance with the tariff, based on the
comfort of reinsurance protection from
GIC.  GIC having enjoyed a monopoly
status and having also been the presiding
deity of the TAC till recently, could not
but grant the reinsurance for earthquake
perils to direct insurers. It has its own
reinsurance protection on Excess of Loss
(XL) basis.

The Indian market having enjoyed
the benefit of the law of large numbers,
monopolistic hegemony, Government
control and support and huge financial
resources at its command did not make
enough efforts at an analytical
examination of the impact of a potential/
portentous loss occurring.  Should a loss
occur, the Government was there to lend
its hand in support.

To be fair to GIC it did attempt to
undertake a catastrophe (Cat) mapping
exercises by calling upon the direct
insurers (PSUs) to indicate the pin code
of the location of the risk in each policy
and accordingly, track accumulation of
total exposures based on the pin codes
which would be useful for analysing loss
potential from the earthquake zone
point of view.

However, the enormity of such an
exercise, covering the length and
breadth of the country, precluded the
companies from carrying out this job.
The gravity of random occurrences
involving catastrophic loss has not
dawned on the Indian market yet.  Now
that the situation is different what with
the regulatory mechanism in place and
private operators in full flow, it is time
to take a look at the situation afresh.

GIC’s exposure on various risks are
as follows :

1. GIC, under obligatory cessions
accepts 20 per cent of each and every
policy issued by direct insurers,  subject
to certain quantum restrictions in the
case of Fire, Hull and Engineering
policies.  The accumulations could be
stupendous under this arrangement.

2. GIC has been participating in
surplus treaties of companies and also
in market surplus treaties at various
levels/ percentages.  This adds to the
exposure profiles of GIC.

3. For large corporates and peak
risks, GIC has been  granting
reinsurance Facultative covers even
under non-tariff policies for the simple
reason that direct insurers cannot afford
the price of reinsurance protection,

The gravity of random
occurrences involving

catastrophic loss has not
dawned on the Indian

market yet.
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especially for earthquake, from abroad.
To cite a typical example, in the mega-
petrochemical policies of one of unit
alone the total exposure of GIC would
be around 70 per cent of Rs.26,000
crores (Rs.21,000 crores in Property and
Rs.5,000 crores on Loss of Profit (LOP).)
If an earthquake should occur in that
area where the petrochemical factory is
located, not only will the GIC have to
pay 70 per cent of Rs.26,000 crores but
it would also incur losses on its other
exposures in that locality which are
placed with GIC under Obligatory and
treaty cessions.  Thus, all in all, this is
a tinder-dry situation with a low flash
point.  GIC is sitting on a silent volcano.
Though till today there has been no
eruption history of great magnitude,
random occurrences cannot be excluded.
Should, Deus Avertat, one such
earthquake. occur even companies four
times the size of GIC would not be able
to pay claims.

While GIC has arranged reinsurance
protection in respect of property covers
on Risk XL basis to the extent of
Rs.1,500 crores which is based on
Probable Maximum Loss (PML,) it has
also sought to obtain additional covers
to the extent of another Rs.1,500 crores.
(It also secured reinsurance protection
for Cat perils, including earthquake, to
the extent of Rs. 1350 crores).  While
this cover is amply adequate in respect
of Fire and Explosion perils for which
PML assessment has been done
scientifically, even thumbrules of PML
assessment do not hold good for Cat
perils.

This is an anomalous situation  as
GIC, on the one hand, cannot refuse
reinsurance protection being the sole
Nnational reinsurer, acting under the
dictates of IRDA which states that
capacity of GIC should be utilised by
the direct insurers, on the other hand,
paradoxically it has not been able to
obtain full reinsurance protection for
itself from abroad.  If such covers
are available, restrictive limits or caps
are imposed.  GIC is, thus, caught in
a cleft stick.

The only solution to this explosive,
tinder-dry, extremely delicate situation
is to form a market pool for earthquake
covers alone. This will ensure that, India
being seismic prone, corporate houses
are not deprived of earthquake covers.
It will also mean that GIC is also
spared, at the same time, of exposures
to hazards of facing a holocaust and
thereby the mortification of not being
able to settle claims.  The pool, of course,
must have the following protection/
facilitation.

1. The tariff must be suitably amended
to put an overall cap while granting
covers to the direct insurance covers.

2. GIC can participate therein to the
extent of say, 30 per cent apart from
acting as  its Manager.

3. Cat reserves must be created which
should have a tax benefit.

4. Investments made out of pool funds
should have tax exemptions.

5. In respect of income and capital
gains, the methodology of utilisation
of Cat reserves, the manner/
quantum/time etc. have to be
exclusively laid down by IRDA.

Like the Terrorism Pool, Member,
IRDA could be Chairman of this pool
trust, while GIC can manage the day to
day affairs including audit etc.

The Pool can arrange suitable
reinsurance protection from abroad on
XL basis.

An insurance pool operates on the
principle of “Conjunctis Viribus,”

formation of an Earthquake Pool
will  eventually result in the following
distinct, tangible advantages to one
and all :

a) Despite non-availability of
reinsurance protection, direct
insureds will continue to enjoy the
benefit of insurance protection
though subject to certain
limitations.

b) Insurance companies, especially the
smaller and younger ones can
continue to offer this cover to the
insureds  while at the same time,
not being exposed to the disastrous
consequences.

c) The National Reinsurer hitherto
was carrying, like the proverbial
Atlas, the entire burden on its
shoulder. The pool considerably
lightens the burden in as much as
the National Reinsurer can
participate as well as manage this
collectivisation process, on a market
basis.

In view of the pooling facility,
reinsurance protection on XL basis may
be available at higher levels rather
than GIC obtaining protection  at the
individual level.  The pool, progressively,
based on the claim experience, can
gather momentum and its growing size
may in due course, enlarge its capacity.

There may be precious saving of
premium/ foreign exchange and also
reduction in abject dependence on the
foreign reinsurance market.  In due
course, even for the XL protection
dependence can be reduced.  Finally,
based on this experience, as India is
aiming to achieve a reinsurance hub
status, it may offer the facility of pooling
such perils at the South East Asian or
Pan-Asian levels.

The author is Managing Director, General
Insurance Corporation of India. The
views expressed are his own.

An insurance pool
operates on the principle
of ‘Conjunctis Viribus’.

Formation of an
Earthquake Pool will
eventually result in

distinct, tangible
advantages to one and all.
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Insurance - it’s economic importance
in India

India has already claimed its position
in the map of fast growing economies of
the world and is marching ahead, though
rather slowly, towards globalisation in the
true sense. More importantly, a
significant portion of its huge population
is increasingly recognising the ‘feel good
factor’ and becoming self confident as has
been revealed by various pre-election
media surveys.

Whereas the importance of insurance
in this growth process of the Indian
economy could only be repeated, this
article deals with some proven solutions
as to how  reinsurance could best
complement the growth of insurance and,
in a broader sense, the Indian economy.

The graph below depicts how during
the last three decades global insurance
penetration as a percentage of the gross
domestic product (GDP) has more than
doubled from around 3.5 per cent in 1970
to 7.3 per cent in 2002. The insurance sector
thus has grown more strongly than the
overall economy.

This is especially true for life
insurance, where social security reforms
among others resulted in a continued
boom in life assurance and pension
products. This is also true for non-life
insurance, where increasing standards of
living and rising property values – but also
rising global loss trends (due especially
to a rise in complexity, natural

catastrophes and man-made disasters)
– fostered premium growth above GDP
growth.

Economic development in emerging
markets like India requires the use of
large  capital resources for financing
infrastructure projects, production
facilities etc. As these projects need risk
management and insurance for a whole
range of risks, the protection offered by
insurers plays an integral part in the
development process and thus fosters
economic growth. Moreover, the capital
needed is partly accumulated via the
insurance industry (especially life
insurance) through the collection of
premiums. Insurance therefore also
supports the establishment of financial
markets in emerging markets.

In order for insurance to deliver these
tasks to society in the best possible

manner, the way the insurance industry
is organised and the way it functions are
of special relevance. A key element in this

regard is the
efficiency of the
insurance sector.
An efficient
insurance industry
offers risk-
adequate and cost-
a t t r a c t i v e
protection against
risks, and this also
leads to a fair
assessment of the
economic value
offered by
insurance to
society.

The following aspects play a key role
if the beneficial effects of an efficient
insurance market to society are to be felt:

Detariffing and reasonable market
competition

Functioning markets play an
important part in enhancing the overall
efficiency of the insurance sector by
advancing transparency and by
disseminating know-how (e.g. best
practice standards). An ample degree of
reasonable competition is a prerequisite
for a functioning market. Therefore,
competition helps to make insurance work
efficiently. In addition, in this market
environment the expertise and know-how
of insurers to price in a risk-adequate way
will finally make the need for tariffs
obsolete.

In this context, supervisory and
regulatory authorities have a natural role
as a safeguard against adverse market
trends detrimental to the economy as a
whole but also to protect the interests of
consumers. If society as a whole is to
benefit, however, there has to be a clear
distinction between meaningful
regulation and over-protection designed
to preserve certain vested interests.

Insurance and (international)
reinsurance as partners

Insurance and reinsurance
complement each other naturally in
providing risk protection to society. By its
very nature, reinsurance is a truly
international business, since reasonably
managing the risks ceded by direct
insurers requires making use of
diversification advantages through global
risk spreading.

International reinsurance, based on
its worldwide experience, is also strongly
transferring know-how to domestic
insurance markets that thereby can
participate in the positive dynamics of
global market trends. Through the effects
of international reinsurance
diversification, international reinsurers
are able to offer cost-attractive security
to domestic insurance companies,
providing them with access to a global
market worth around $ 155 bn in
reinsurance premium volume (in 2002).

Reinsurance in ‘Shining India’
Sanjib Chaudhuri

Today, India’s industry
and the general public

have a choice of insurers
and India’s insurers in
turn need a choice of

reinsurers!

World direct premiums as % of GDP 
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How does this relate to the Indian
insurance market?

Insurance in India has undergone
significant change during the last years
with increasing growth in premium.
However, in an international context, the
Indian insurance market still has
significant potential, as especially in non-
life business the penetration ratio is
comparatively low.

Therefore, India can expect to see its
insurance sector grow further in the next
years. As a result, this will continue to
support overall economic development
and especially investments.

However, the development of the
primary insurance market needs
significant steps towards liberalisation
(e.g. a non-tariff market environment) as
well as an efficient reinsurance
arrangement (e.g. no compulsory cessions).

Why India will benefit from the
presence of international reinsurers

Today, India’s industry and the
general public have a choice of insurers
and India’s insurers in turn need a choice
of reinsurers! Fair competition between
local and foreign reinsurers will enhance
the services provided and thus benefit the
local insurance industry.

The presence of international
reinsurers is necessary to

■ Make additional capacity available
■ Relieve Indian insurers of partial and/

or entire risks that are too large for
their own capital base

■ Provide Indian insurers with proven
international expertise in assessing
complex risks and handling large,
complex claims

■ Support local and foreign direct
investment

■ Transfer international insurance and
reinsurance-specific know-how to the
local market
Opening up the Indian market to

international reinsurance in a selective
way under the control of the authorities
(e.g. full market access to those reinsurers
with a long-standing reputation in India),
would thus prove beneficial to the Indian
insurance market as such.

“Branch” for reinsurers - the best
solution

Issuing a branch license to selected
international reinsurers offers India’s
insurance industry the best of both worlds:

■ On the one hand, an entirely
unregulated market is not in India’s
best interest.

■ On the other, a local (joint venture)
reinsurance company – no matter how
well capitalised – will always be only
a part of an international reinsurer.

Only a branch office offers
■ Full access to the international

reinsurance market
■ Full access to additional capacity
■ Full access to international know-how

and expertise
Indian authorities can be selective in

deciding which reinsurers are to be
granted licenses for a branch office.

Indian authorities can control such
branch offices, their management, their
capitalisation and their business
practices according to Indian regulatory
requirements.

The freedom to conduct their core
business on the basis of their own
expertise and business model – i.e. not in
a joint venture – will encourage
international reinsurers to invest capital
in India, transfer know-how and provide
training and employment to local
personnel.

Reinsurance is by its very nature a
global business. Branch offices of global
reinsurers benefit from their
international spread, which in turn helps
to reduce the cost of reinsurance.

The branch concept is tried-and-tested
internationally, and has proven to be in
the best interest of the insurance industry
in many previously fully regulated
countries around the world.

Munich Re in India
Munich Re can look back over five

decades of dedicated cooperation with the
Indian insurance market and its
participants.

Since 1953, Munich Re has been party
to a first partnership agreement designed
to develop new insurance and risk-
assessment concepts in engineering,
followed by other classes of insurance.

Since 1973 Munich Re has enjoyed the
privilege of close cooperation with the
General Insurance Corporation (GIC) and
its four subsidiaries, as well as with the
Life Insurance Corporation (LIC).

Since the opening of the Indian market
in 2001, Munich Re has been building up
business relationships with select private
and public sector insurance companies.

In five decades, Munich Re provided
exclusive scholarships for high potential
Indian management trainees. Hundreds
of participants at numerous insurance
seminars and workshops were trained in
Munich and locally in India.

For more than five decades, Munich
Re’s representatives and experts have
been committed to the Indian insurance
industry and identified with the
subcontinent.

In 1998 Munich Re established the
first consultancy office in Mumbai,
replaced later on by representative offices
in Kolkata and Mumbai.

In 2004 Munich Re is establishing a
service company to further strengthen its
presence in the Indian market.

Munich Re, the world’s leading
reinsurer has been a reliable partner to
India’s insurance industry for over 50 years
and is sincerely looking forward to
establish it’s  Indian Branch in the
happening process of ‘India Shining’.

The author is Chief Representative,  India
Representative as Office, Munich Re.

Opening up the Indian
market to international

reinsurance in a selective
way under the control

of the authorities would
prove beneficial to the

Indian insurance market
as such.
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The author is Chairman, J. B. Boda Group,
Mumbai.

We know a risk when we see one.  We
seek the comfort of being safe and playing
safe. The best safety we achieve is to transfer
the financial burden of loss from a fortuitous
event. The insurer receives such transfer.

Insurers receive risks from across India
and build up a cumulative exposure
equivalent to a potential financial catastrophe!
In turn they reach out to each other to spread
and share the accumulated exposures.  Their
concerns are claims paying ability and
solvency as a going concern.

In reaching out to each other, insurers
spread and share their risks across a country’s
borders.  Their efforts result in a local risk
directly and indirectly protected by the world
insurance community. Reinsurance makes
this happen and to reinsurance the world of
risks is one.

Prior to liberalisation, India was sharing
a premium equivalent to $ 200 million
annually on a gross Indian business of
$ 1.6 billion.  In the last two years more
premium is shared with overseas insurance /
reinsurance companies by way of reinsurance
in view of the new insurance companies’ lower
financial ability to keep more of the risk to
themselves.

The restructuring of the General
Insurance Corporation (GIC) and its
emergence as a national reinsurer has
created new opportunities in reinsurance
management for the country   in respect of
the terms of reinsurance which are more
automatic and financially favourable to the
Indian insurance industry.  This year the GIC
has enabled an increase in automatic
reinsurance facility to Rs.3,000 crores of value
for any property / project insured in India.
For values not supported by this limit the
need is to find insurance / reinsurance
companies overseas who will be willing to
receive and share the excess of risk.

There are certain types of risk that need
concerted support and sharing in the world
insurance market. War is one such risk. This
risk is addressed in world insurance interest
by the International Underwriting
Association and guidelines for rate and cover
are provided. This becomes a basis for
reinsurance rating and cover to insurance
companies.

When the terrorist attack took place on
WTC on September 11, 2001, the world
reinsurance reaction was to immediately
withdraw the cover in respect of risk of

terrorism prospectively. India suffered the
consequence of this withdrawal but the Indian
Government provided interim support.

The world business community sought
insurance for this exposure as an additional
contract and for a separate high premium.  The
IRDA and GIC found a solution for Indian
property owners by creating a Terrorism Pool
to protect against losses from acts of terrorism
upto Rs.200 crores in any location in India.  GIC
stepped forward to assist the Terrorism Pool of
the Nepalese market as a reinsurer.  War and
terrorism risks are examples of need for risk
sharing through world reinsurance support.

Offshore oil exploration risks, launch of
satellite, electronic banking and depositories,
call centre and BPO operations are examples
of high property value and legal liability
exposures.  Agriculture and farm insurances
are examples of widespread catastrophic loss
exposure.

Many of these Indian businesses simply
cannot be fully insured locally or through

support of automatic reinsurance
arrangements. These require to be informed
to insurance companies overseas on a case by
case basis for building up reinsurance support.
Thus a risk sharing reinsurance programme
is stitched and put in place to cover these high
exposures. At the business level what is seen
is just one policy document from an insurance
company. Behind this document insurance /
reinsurance companies worldwide sit
reinsuring the risk.

It is interesting that what goes out goes
around, and even comes back. This  happens
when reinsurers retrocede what they do not
retain.  Thus acceptance of risks from an
insurance company gets reinsured again... and
again with the world‘s reinsurance companies
– called retrocessionaires. This constant global
interchange between reinsurance companies
underpins the unifying nature of world
reinsurance.

In as much as we aim  to spread and
share risks out of India, the Indian insurance
companies are permitted to reciprocate by
receiving and sharing the risks located
worldwide.  At present the GIC alone is
actively pursuing this rationale.  In fact the
GIC is reaching out through new offices and
relationships to receive more risks by way of
accepting reinsurance from the world’s
insurance companies. It has spread its wings
to London and Moscow and is seeking to
actively spread further.

TanzIndia and the proposal to set up
operations in Dubai to cater to the Middle
East market are specific instances. One can
see GIC working towards integration with
the underlying community of world
reinsurers. GIC is also moving into the Indian
market promoting its reinsurance support
services. It is actively seeking life insurance
companies to utilise its services as a reinsurer.

There is an emerging compulsion in the
Indian market for the local insurance
companies to share through reinsurance local
Indian risks prior to their being reinsured
overseas.  GIC has supported and provided
its capacity for this.

It is expected that a new trend of
insurance companies providing mutual
reinsurance support would emerge. This
opens up new possibilities in local inter-
insurer facultative market and deepens the
reinsurance capabilities of the Indian
insurance market.

The future holds potential for emergence
of new reinsurers on Indian soil. Leading
reinsurers such as Munich Re, Swiss Re and
Berkshire Hathaway are exploring the
feasibility of setting up their business in India.
It appears that the world of reinsurance
is converging upon India as a new centre
and a hub.

Bharat J. Boda

It is expected that a
new trend of insurance
companies providing
mutual reinsurance

support would emerge.

One World of Reinsurance
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PML Sums
Insured

Treaty 4.00 10.00
Facultative 20.00 50.00
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Indian Market’s liberalisation from
April 1, 2001 made the General
Insurance Corporation (GIC) the
National Reinsurer. This date has
unique significance because of the
losses of the Gujarat Earthquake
(January 26, 2001) and WTC  attacks
(September 11, 2001). GIC’s emerging
role as National Reinsurer  stood this
Test of Terrorism and soon GIC  became
the administrator of the Indian Market
Terrorism Pool !

It is truly said that a loss due to a
natural or a man-made catastrophe
brings back sanity in rating, writing and
underwriting risks.

IRDA’s dream  is being realised  by
GIC as national, regional and
international reinsurer in the post WTC
attack loss scenario of global
reinsurances.

Insurers need capacity, reinsurers
provide capacity. So reinsurance is
creation of capacity. And capacity is
coverage of all perils +  confidence in
security + continuity after a loss.

Today the Indian  economy is set for
speedy growth with 8.1 per cent in 2003-
04 as against  four per cent growth a
year back ! Agriculture and industry,
oil and energy, supply of gas, electricity
and water - all sectors are growing fast.
GDP growth for the year 2003-04 is
expected to be 7.5 to eight per cent.

The insurance sector is the
parameter of this growth and the
reinsurance sector is the creator  of
capacity for the insurance sector.

Today after thirty four months since
April 1, 2001, let us review the role
played by the Indian reinsurance
market.

Current  reinsurance market
scenario  after WTC attack losses

Almost all global and regional
reinsurers of the West have been
weakened under the impact of the WTC
attack losses which are around $ 80
billion. However, GIC as National

K.L. Naik

What We Must Do
Reinsurer has been affected for less
than $ five million.

Crises of confidence and contraction
of capacity have resulted in hard and
harsh market conditions in global
reinsurance.

More  transparency is required in
underwriting information.

Risks of sabotage and terrorism are
excluded.  Insurers of Afro-Asian
markets face unacceptable limitations
imposed by global reinsurers.

Underwriters who become
undercutters of rates are asked to go
‘back to the basics.’

GIC is now emerging as a viable
alternative to provide capacity and
quote  for the reinsurance programmes
of  Afro-Asian insurers as leader. GIC
also plays a significant role as
supporting reinsurer.

GIC’s Status

National Reinsurer : To receive 20
per cent obligatory policy cessions from
all domestic companies and to have the
right of first refusal on facultative
reinsurances of all domestic companies.

Mission : To become reinsurer of
priority for the Indian, Afro-Asian and
global markets.

Philosophy : To build long term
reinsurance relationships.

Financial strength : Net financial
worth in 2002-03 was  $ 683 million.

Capacity

Creative approach

 GIC has supported the creation
of a Terrorism Pool in Nepal acting as the
Big Brother when global reinsurers left
them.

Future Challenges

The future is not to be predicted – it
is to be invented with GIC’s

� Innovative and creative approach
� Expertise and experience
� Aggressive approach for expansion

Promptness in response
� Patronage of domestic reinsurance

brokers

Besides the four public sector
insurers acting as reinsurers, private
sector professional reinsurers may enter
the market.

Conclusion

� IRDA’s dream of making India  a
reinsurance centre for Afro-Asian
reinsurance is being realised.

GIC has to

� Cater to each company’s reinsurance
programme.

� Provide capacity to ECGC, LIC and
Agriculture Insurance Company of
India.

� Patronise training centres.

� Patronise indian reinsurance
brokers

� Provide  retro protection to the
inward   reinsurance portfolio of
Indian insurers acting as reinsurers.

International  reinsurance
demands  are  to be satisfied by Afro-
Asian reinsurance centre of the Indian
Market.

The author is CEO, J. B. Boda & Company,
Mumbai.

# US/Canada very insignificant
* GIC maintains bottom line profit.

$ in millions

Reinsurances/ Net Premiums/
Markets Contribution %
Domestic market 610
*Foreign inward 214
Total 824
*Asia and Middle East 56%
Africa 14%
# Rest of the World 30%

Net Premiums of  GIC  in 2002/03
after retro protection  cost

$ in millions
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Life Reinsurance - A Perspective
Graham Watson

The Indian life insurance market
displays many essential characteristics
of an emerging vibrant and dynamic
market – a relatively high level of
awareness of life insurance, a growing
pool of technical expertise (distribution,
actuarial, underwriting,
administration), and  regulations that
are not too onerous.

Notwithstanding its long history of
growth and expansion, the competitive
market place is only three years old.
During this period the market has
matured further, and has already seen
innovations in product design, pricing
and distribution approaches. The pace
of change has been swift, and in some
areas the market has become extremely
competitive at a fairly early stage of
market development.

Life reinsurers are playing an
important role in the growth and
dynamism of the Indian market.
Reinsurers have been closely involved
with all new companies in developing
business plans, products and
underwriting standards, and providing
reinsurance support. By drawing on  the
experience in countries with more
developed insurance markets,
reinsurers are assisting insurers in
developing and pricing products. Strong
international reinsurance support will
be essential for further development of
risk products in India.

Global life reinsurance trends
New individual protection products

in markets such as the US and the UK
are heavily reinsured, whereas
reinsurance is relatively underutilised
by life insurers in Asian markets. A
study by Swiss Re suggests that
reinsurance cessions in Japan, the
second largest life insurance market in
the world, are just one per cent. China
and India have cession rates that are
estimated to be less than half that, and
in Southeast Asia the rate is still a low
five per cent.

Why reinsure?
An annual study was published by

Mercer Oliver Wyman using a

“shareholder performance index” to
measure the relative midterm
performance of the world’s largest 400
quoted financial services companies, by
indexing value creation with the amount
of risk taken to achieve it. The study
drew the following conclusions
concerning the winners that will be of
interest to us:

� They all have a flexible value-focused
strategic outlook. They concentrate
on their core competencies and are
positioned to be able to use the best
resources from other parts of the
value chain in areas where they do
not themselves excel.

� The winners are able to recognise
value-growth trends and adapt their
resource allocation and business
model accordingly. These/are

companies without heavy
infrastructure and overhead, who
utilise outsourcing, offshoring and
smart vendor management to
contain costs and improve speed to
market.

What does this mean for life
insurers?

The functions and competencies that
together comprise the value chain that
is a life insurer can be outsourced to
various suppliers. For instance,
distribution to banks and brokers;
underwriting to reinsurers; capital to
banks and reinsurers; administration
to third party specialists; and fund
management to third party fund
managers.

Of significance to reinsurers in
established markets is the tendency to

outsource mortality. This is why life
insurers in established markets use so
much reinsurance.

Globally we are witnessing the
dramatic impact of information moving
at electric speeds. The consequence for
life insurance premiums in established
markets is that the sophisticated
consumer, and broker, can easily select
against the life insurer by age, gender,
band, smoking and preferred status
when choosing which product to buy, and
from which company to buy it.

To stay competitive life insurers
have outsourced their mortality and
morbidity needs to reinsurers.
Reinsurers consolidate mortality risk
and have become experts at mortality
pricing and risk management, and
maximising returns for the risks taken.
Most new business mortality risk is
transferred to reinsurers. Of new
individual protection sold in the US in
2002, 61 per cent was reinsured, in the
UK that number was an estimated 75
per cent in 2003, and in Canada in 2002,
it was a whopping 79 per cent.

In the US and the UK, over the past
decade the price of mortality and
morbidity reinsurance has reduced
dramatically, as reinsurers have sought
to improve the competitive positions of
their clients, and, indeed, to attract new
ones. Reinsurance rates for the
mortality risk in the UK, for instance,

How can life reinsurers
price the mortality so low?
They do this by giving up
future mortality gains of

medical advances,
improving lifestyle etc.
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have fallen a staggering 30 per cent in
the past 12 months.

In the UK, the US, and Canada,
reinsurance rates for mortality have
fallen to a point where it no longer
makes sense for insurers to retain the
mortality and morbidity risk. Indeed,
because of the huge reserves required to
support premium rates based on
mortality assumptions which are below
experience, life insurers cannot afford
to retain as much as they did hitherto.
Those that can afford to support their
own business, can think of much better
ways of using their capital than by tying
it up to support business that is already
on the books.

Are reinsurers under-pricing
mortality? Absolutely not. For life
reinsurers, mortality is their business.
RGA has over one trillion dollars of
mortality risk on its books (measured
by sums assured) which gives us spread.
We know what we are doing. And, like
any other company, we have
shareholders that won’t be happy if we
lose money, so we price risk to make
money.

How can life reinsurers price the
mortality so low? They do this by giving
up future mortality gains of medical
advances, improving lifestyle etc.

By reflecting these improvements in
their pricing, they are implicitly locking
in these mortality gains for the ceding
companies who are passing off a large
portion of the mortality risk to the
reinsurer. The insurers’ tied capital is
freed up from reserve and solvency
requirements to be used for other
purposes, on a risk adjusted basis, at
virtually no cost.

Additionally, this removes future
income uncertainty for the life insurers
and exchanges a variable profit stream
for fixed profits. The ceding company is
effectively immunised against the
results of the business it is retaining.

In these markets, life insurers and
reinsurers are therefore jointly

optimising the use of global capital for
spread of mortality and morbidity risk
protection business.

These changes that have taken place
in established markets will be seen in
the emerging markets. Eventually, life
insurers that will prosper will be those
that understand what their strengths
are, and those who stop trying to do
everything.

Indian Scenario

India is underinsured, and there is
a challenge for the industry and
regulators to increase market
penetration. There is almost a burden
to justify the logic of opening up.
Industry and regulators face a huge task
of increasing penetration, with optimal
use of capital – a commodity that will

be in ‘short’ supply in a rapidly growing
Indian economy. Life reinsurers can be,
and should be seen as, partners in
meeting this challenge.

I am tempted to ask the question –
are reinsurers needed?

In India, the life insurance market
has grown at over 20 per cent annually
in real terms in the last five years, and
the business of new entrants has grown
at well over 50 per cent in the last two
years.

While the focus is on top line growth,
once a critical mass is achieved
stakeholders are likely to ask the key
question – what has been, and will be,
the economic value creation moving The author is CEO, RGA International.

A lack of local presence,
while increasing the cost
of supporting the Indian

business, also inhibits
development of local

talent, which in the long
run can only benefit the

Indian market.

forward? And companies that respond
best to that question will emerge the
long term winners in the Indian market.
The value of reinsurance and reinsurers
is likely to be better utilised at that
inflexion point.

Notwithstanding the rapid growth
in life insurance premiums in the past
few years, life reinsurance premium has
been relatively small. Retention levels
are high compared to the average size
of policies, and quota share treaties are
rare.

Nevertheless, reinsurance
premiums will grow with rising
business volumes, albeit on a very
small base. Under present regulations,
it does not make commercial sense to
set up operations in India, especially
for a reinsurer like RGA that is focused
on life. A lack of local presence, while
increasing the cost of supporting the
Indian business, also inhibits
development of local talent, which in
the long run can only benefit the Indian
market.

Earlier in this article, I touched upon
how the life insurance industry in
established markets has benefited by
outsourcing mortality to reinsurers.
India, which is rapidly emerging as the
outsourcing destination to the world,
has the potential to move up the
learning curve much faster within the
emerging markets.

We remain confident. We see India
operating from strength to capitalise
on its large and growing foreign
exchange reserves, to optimally
leverage the local and global capital
sources and balance sheets of insurers
and reinsurers. The eventual winner
will be the Indian consumer with easier
access to world class products at future-
ready prices.
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After the opening up of the insurance
sector in In’dia in 2001, reinsurance of
general insurance business is regulated by
the Insurance Regulatory and
Development Authority (IRDA).

In order to ensure that the reinsurance
programme of general insurance
companies are ready  in time, the
Authority stipulates that each company
has to submit to the IRDA the reinsurance
plan at least 45 days prior to
commencement of the treaty programme
(which is normally to coincide with the
financial year commencement i.e. April 1)
to the IRDA.

The advance intimation of the
reinsurance plan may enable IRDA to
examine the arrangement vis-à-vis the
overall objective of reinsurance as set out
in the regulation i.e. optimum retention of
premium within the country, adequate
balance sheet protection and also to
provide necessary guidance, if required, for
suitable modification in the programme.

Another provision of the Regulation is
to ensure that the programme is fully
placed in time and with the reinsurers as
per guidelines and hence each insurance
company will have to submit to IRDA a
copy of the cover notes within 30 days of
the inception of treaties.

The financial strength of reinsurers
supporting the reinsurance arrangements
is another factor which needs to be
monitored and hence the reinsurer has to
satisfy a minimum financial rating for the
preceding five years by a leading
international rating agency. We presume
that filing the cover note will enable IRDA
to monitor this aspect. The cover note will
also provide an opportunity to IRDA to
ensure that the domestic capacity has fully
been utilised.  According to us the domestic
capacity for reinsurance is sum total of
the following:-

� Lead insurer’s and co-insurers’ total
retention.

� Obligatory cession to the National
Reinsurer, the General Insurance
Corporation of India (GIC)

� Utilisation of non-participating
companies’  net retained capacity

� Retained  portion of  surplus treaties
by other domestic companies

� Facultative capacity

Give & Take !
S.R. Das

The retention of each company is
mainly dependent on financial strength,
premium and profitability of the portfolio
and also the risk appetite of each company.
Thus retention on similar risk and size
may vary considerably between
companies.

 The second most important factor
which helps to improve retained premium
is to retain risk on PML basis instead of
Sum Insured. This may help the writing
company basis to keep a moderate share
of large risks and protect retention through
risk excess of loss. Such underwriting is
common amongst Indian general
insurance companies. In addition, to
improve the retained premium by adopting
underwriting on PML, the company may
also reduce dependence on Surplus treaties
and Facultative arrangements.

However as the PML is the
underwriter’s educated estimate, the
methodology/ criteria may vary from

company to company and hence it may be
difficult to convince the participating
reinsurers on PML underwriting.

Quota share reinsurance, which is the
simplest and oldest form of treaty
arrangement, is still being used by
insurance companies even for established
classes of business, which is not by choice
but by compulsion. As per law each general
insurance company is obliged to cede a
desired percentage of premium and
liability under each policy issued by them
with a cap on monetory liability for various
classes of business to Indian reinsurers.

This is an age old provision being
continued in India. The utility of obligatory
cession as a method of risk transfer is that
it was not necessary to discuss premium

retention considering the conditions
prevailing prior to opening the market. As
most practicing reinsurers have  preached
that the quota share treaty do not allow
full utilisation of the capacity of writing
companies, continuation of such form of
reinsurance may have to be discussed.

On obligatory policy cession, one school
of thought suggests that such cession must
be continued to help the National
Reinsurer to generate adequate premium
base during the initial years which may
help it to improve risk retention capacity
over the years after which it may be
gradually reduced. The reduction in
obligatory cession will help the writing
company to improve their retention.

Recognising the main objective of the
country’s reinsurance programme of
retaining maximum premium within the
market, the insurers may not be against
obligatory cession to the National Re so
long as their retention capacity is fully
utilised for all risks.

However it is felt by most of the
insurers that the existing provision of
quota share obligatory cession on each
policy may not allow the insurers to utilise
their underwriting capacity fully. Thus,
instead of quota share (a fixed percentage)
the writing company may prefer obligatory
cession on surplus basis after retention
capacity is fully utilised for any risk.

The Insurance Act, 1938 has made
provision for obligatory cession of risk
on surplus basis for Fire but the insurer
has to ensure that obligatory premium
cession to Indian reinsurers is
maintained at the desire percentage of
gross premium for the class.

It will be difficult to achieve desired
premium cession on quota share while
ceding risk on surplus basis. Thus such a
provision has never been attempted by any
insurance company.

The National Reinsurer is not a new
entity and has a strong financial base. It
may not be necessary for it to depend on
obligatory policy cession and it may be
willing to accept the risks from the market
on a commercial basis. However in order
to ensure that the domestic capacity is fully
utilised the insurers must offer surplus
risks on compulsory basis to the National
Re but acceptance by the National Re  will
be on the  merit of each case. National Re

It will be difficult to
achieve desired premium

cession on quota share
while ceding risk on

surplus basis. Thus such a
provision has never been

attempted by any
insurance company.

- Reinsurance in India - Present and Future
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may not be happy to accept obligatory
cession for some classes of business and
obligatory cession in the present form for
the remaining classes may not be liked by
insurers. Hence the aspect of compulsory
policy cession may need separate attention
of the proper authority.

 Inter-company cession (to utilise
retention limit of non participating
companies) is being practiced mainly by
the public sector insurance companies to
improve market retention. This tool will
work well so long as parties involved have
similar underwriting and rating
philosophies.

While it works for tariff rated products
it may not be in the interest of all parties
in respect of non-tariff class of business or
when the tariff is discontinued.

The concept of inter-company cession
must be extended to other insurers and a
common mechanism needs to be worked
out to take forward the concept. This will
help improve retention further, especially
of tariff rated business.

Utilising domestic capacity
(acceptance Treaty and Facultative are
mainly from National Re) is compulsory
for all reinsurance (Proportional Treaties,
Excess of Loss Treaties and Facultative)
arrangements before they are offered to  the
international market.

Market Surplus treaty is another
vehicle to dispose of surplus risk by the
writing companies after the risk has
utilised Obligatory, Retention, Inter
company cession and the writing
company’s Surplus Treaty. National Re
retains the major share on Market
Surplus Treaties to improve market
retention. Generally a Market Surplus
Treaty may be for those risks which have
utilised the total market capacity
(retention other than treaty cession)
available for very large risks. But existing
Market Surplus Treat is available for all
risks beyond the writing company’s own
available automatic capacity.

IRDA has issued guidelines for use of
quality overseas reinsurers by Indian
companies and minimum rating level of
the reinsurers by international rating
agencies. This rating criterion is not
applicable to the domestic reinsurer. For
placement of the reinsurance some of the
insurance companies have their own

guidelines such as minimum rating (which
is higher than the IRDA stipulation)
reinsurers, maximum business that can
be placed etc. If this system is adopted by
most of the insurance companies, then
domestic capacity may not be fully utilised.

If a company has to follow in toto all
the provisions of the reinsurance
regulations such as  obligatory cession,
placement of  Surplus and Excess of Loss
Treaty, and Facultative reinsurance with
one reinsurer, it may lead to over
dependence on one reinsurer and such a
situation may not be in the interest of the
company in the long run. Thus provisions
for reinsuring within India may have to be
reviewed.

A most frequently discussed topic is
the monopoly of reinsurance, especially
when insurance is open to competition. The
question is whether reinsurance of Indian
business is the monopoly of the Indian
reinsurer?

Yes, monopoly to the extent that each
risk will have to be offered to the National
reinsurer before placing it with overseas
reinsurers. There is nothing wrong  with
this provision so long as the Indian
reinsurer keeps the business in his net
account without resorting to retroceding the
risks. Though there is no restriction on
setting up of another reinsurance company,
no joint venture company or Indian
company has come forward to set up
reinsurance operations, even after three
years of opening of the market.

Overseas reinsurers have continued to
provide capacity and protection to the
Indian companies and the volume of
business for them has also increased.
Hence reinsurance of Indian insurance

business may not be termed as  a monopoly
of the Indian reinsurer.

The objective and necessity of
reinsurance is mainly to get capacity to
write large risks and protection against
large loss, product development, flow of
international market news and improved
risk management advices considering ever
changing risk factors.

The first two services i.e. capacity and
protection are currently available to the
Indian insurers from the overseas
reinsurers without much problem, other
services such as product development,
market information and risk management
are now being made available through
professional brokers and also joint venture
partners of insurance companies.

It may be necessary for a detailed
study whether there is a necessity to open
the market to overseas reinsurers to set
up a branch office or a separate subsidiary
company only for Indian business. But in
order to develop the regional reinsurance
market there it will necessary to allow other
professional reinsurers to set up offices in
India. There are regional markets in
Singapore, Labuan/ Kuala Lumpur and
Hong Kong, and it may be necessary to study
these markets before opening the
reinsurance market in India.

The reinsurance broker is an integral
part of most reinsurance transactions and,
in order to control the activity of the Indian
reinsurance broker, IRDA has set the rules
and regulations. However no such
regulation is applicable to the overseas
reinsurance broker who is free to operate
in the market and who, without any
financial commitment or set up in India,
is placing Indian reinsurance business in
the overseas market.

Whether foreign or Indian, a
reinsurance broker needs to be treated at
par and should there be a common set of
rules and regulations applicable to all.
There are a number of views and, in order
to provide right direction and to maintain
discipline, it is necessary to study this
aspect further.

It may be necessary for a
detailed study whether

there is a necessity to open
the market to overseas
reinsurers to set up a

branch office or a separate
subsidiary company only

for Indian business.
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Recent major developments, at both the
Organization for Economic Cooperation
and Development (OECD) and the US
Internal Revenue Service (IRS), have
increased the importance and visibility
of transfer pricing for multinational
companies, including insurance
companies.

Given this increased importance of
transfer pricing, and the fact that major
changes are likely in the near future, it is
important that insurance tax
practitioners have an understanding of
how transfer pricing rules apply to
insurance companies.

Introduction
Several recent major developments

have pushed transfer pricing to the
forefront of tax compliance and planning
for the insurance industry. While the focus
of this article is on the application of US
transfer pricing rules to insurance
companies, other countries such as
Canada, Mexico and Argentina have
similar rules.

In early 2003, the IRS Commissioner
for Large and Mid-Sized Business
(LMSB) sent a memorandum to LMSB
executives, managers and agents
emphasising the priority of the compliance
initiative regarding transfer pricing. The
memorandum emphasised that transfer
pricing documentation should be
requested at the beginning of each audit,
and that transfer pricing documentation
must be in place at the time of tax return
filing, or else penalty protection should
be denied.

OECD recently issued a series of
discussion drafts relating to the
attribution of profits to permanent
establishments. These guidelines would
result in dramatic changes in certain
areas, especially in the treatment of

capital. The OECD is currently working
on guidelines specifically for insurance
companies.

The proposed regulations pertaining
to intercompany services represent the
first wholesale modification of transfer
pricing for services in over 30 years. As
the majority of transfer pricing issues
faced by the insurance industry relate to
the provision of services, the proposed
regulations should be closely examined
to address the potential implications
once the regulations become effective as
law. Major deviations from existing
regulations include significant
limitation of existing cost safe harbour
rules and the emphasis on the rendered

service’s contribution of value and the
application of the Profit Split Method
(PSM).

US transfer pricing regulations
Internal Revenue Code (IRC) Section

482 and the regulations thereunder
require that related parties set transfer
prices at ‘arm’s length.’ In the US, in
addition to IRC Section 482, the IRS also
has the power to make adjustments,
under IRC Section 845(a), between
related parties in reinsurance
arrangements to properly reflect the
income source and character. In addition
to the arm’s length standard, key concepts
that guide intercompany pricing include
the best method rule, comparability and
the arm’s length range.

Treasury Regulations
Treas. Reg. §1.482-1(b)(1) states that

‘the standard to be applied in every case
is that of a taxpayer dealing at arm’s
length with an uncontrolled taxpayer.’ In
other words, a controlled transaction
meets the arm’s length standard if the
results of that transaction are consistent
with the results that would have been
realised if uncontrolled taxpayers had
engaged in a comparable transaction
under comparable circumstances.

There are many methods that can be
used to establish that intercompany prices
are arm’s length. The regulations require
that the ‘best method’ be used to
determine the most reliable measure of
an arm’s length result.

In general, two transactions do not
need to be identical to be comparable. For
cases with inexact comparables,
adjustments must be made to account for
differences between the controlled and
uncontrolled transaction. Several factors
determine comparability, including
functions, risks borne, contractual terms
, economic conditions and similarity of
property or services.

The IRS will not make an income
allocation if the taxpayer’s results fall
within an ‘arm’s length range’ derived
from two or more appropriate uncontrolled
transactions. Use of the interquartile
range, the 25th to the 75th percentile of
results, is a statistical method (and the
method most often used by the IRS) that
can increase the reliability of the arm’s
length range.

Transfer pricing methods
The arm’s length character of a

controlled transaction must be
determined by applying one of the
methods specified for controlled
transactions. 1 Some of these methods, i.e.

‘Arm’s Length Price’
Barry L. Dessin and Hsin Hung - Transfer Pricing in the Insurance Industry

The OECD is currently
working on guidelines

specifically for insurance
companies.

As is known widely, the Income Tax Act, 1961 (The Act) has a separate code
on Transfer Pricing (TP), as per which, all “international transactions” between
“associated enterprises” shall be computed at an “arm’s length price.”

This article gives an international perspective on Transfer Pricing methods
and regulations.
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Resale Price and Cost Plus methods, are
seldom applied in the context of an
insurance company. 2 We describe below
other more commonly applied specified
methods for insurance/reinsurance
transactions.

Under the Comparable Uncontrolled
Price (CUP) method, the arm’s length
price for the transfer of tangible property
between related parties is determined by
the price paid for the same or similar
property in a transaction between
unrelated parties.3

The Comparable Profits Method
(CPM) evaluates the arm’s length
character of a controlled transaction
based upon objective measures of
profitability (known as profit level
indicators) derived from uncontrolled
taxpayers that engage in similar business
activities under similar circumstances.

The PSM evaluates whether the
allocation of the combined operating profit
or loss attributable to a controlled
transaction is arm’s length by reference
to the relative value of each controlled
participant’s contribution to that
combined operating profit or loss,
determined by the functions performed,
risks assumed and resources employed
by each participant in the relevant
business activity.

Transfer pricing rules of special
interest to insurance/reinsurance
companies

Most intercompany transactions in the
insurance industry deal with the transfer
of services. Intercompany loans or
advances, as well as transfers of
intangible property, are also commonly
observed among multinational insurance
companies.

The IRS issued proposed regulations
pertaining to intercompany services and
intangible property ownership in
September 2003. These proposed
regulations would implement numerous
significant changes in the transfer pricing
treatment of services. However, as these
proposed regulations are proposed and not
final, the following discussions are based
on the existing regulations.

Intercompany services
The regulations permit adjustments

to transfer prices if an entity renders
service for the benefit of, or on behalf of,
a related entity for charges deemed not
to be arm’s length. In general, the
regulations provide that no allocation of
costs is allowed if the service provided
duplicates a service that the recipient
performs for itself, or is of a type for
which the recipient would not be expected
to pay when dealing at arm’s length.

For beneficial services, distinction is
made between ‘integral’ and ‘non-
integral’ services. ‘Integral’ services are
typically required to be compensated at
arm’s length market returns, rather
than just cost reimbursements. ‘Non-
integral’ services may be allocated
among the service recipients at cost
without any markup.

Intercompany loans
The regulations give the IRS authority

to make appropriate allocations to reflect

arm’s length charges for direct or indirect
intercompany loans or advances. Treas.
Reg. §1.482-2(a)(2)(i) defines an arm’s
length interest rate as ‘a rate of interest
which was charged, or would have been
charged, at the time the indebtedness
arose, in independent transactions with
or between unrelated parties under
similar circumstances’.

Transfers and development of
intangible property

Valuable intangible property is
usually needed to successfully conduct an
insurance/reinsurance operation. The
arm’s length standard requires the
beneficiary of such intangible property be
charged an arm’s length price, royalty or

license fee, unless the affected members
engage in a qualified cost sharing
arrangement (CSA) to jointly develop, and
effectively own, the intangible property.
A qualified CSA limits the IRS’s ability
to reallocate income; that is, only costs in
relation to the anticipated benefits can
be reallocated.

Important insurance/ reinsurance
intercompany transactions

We summarise below some examples
of transactions typically encountered in
multinational insurance and reinsurance
operations that may have transfer-pricing
implications.

Reinsurance
Member companies often write

reinsurance contracts with other
members of the insurance group. Such
transactions are generally complex in
nature, and premiums paid for the
controlled transactions can be difficult to
benchmark as each insurance and
reinsurance contract has specific risk
levels, actuarial assumptions and
coverage.

Brokerage/underwriting
Brokerage and underwriting services

are integral functions of the industry.
There are many providers that specialise
in insurance underwriting and brokerage
services, and financial data from
published industry resources may be
readily available to test the intercompany
transactions. However, such data is often
reported at such an aggregate level that
comparability cannot be readily
established.

Asset management
The return earned on investing the

premium collected contributes to the
ability of insurance companies to meet
their claim obligations.

To the extent that such investment
and asset management capabilities are
concentrated in certain parts of the
overall group, an arm’s length charge must
be made for the services provided to other
members of the group. Specific factors that
may influence the pricing of such services
include the type of assets managed, level

Most intercompany
transactions in the

insurance industry deal
with the transfer of

services.



of activities carried out, risk involved,
volume of transactions, expected returns,
and expenses of providing such services,
etc.

Provision of financial guarantees
and services

The provision of financial guarantees
is an important aspect of insurance
transfer pricing. Such guarantees can
include claims guarantees, loan
guarantees, net worth maintenance
agreements, etc. Pertinent factors that
need to be considered include the type of
security or collateral involved, the credit
ratings of guarantee providers and
recipients, market conditions, and type
and timing of the guaranty.

The nature of the industry may require
a large volume of intercompany lending
and advances. Careful analysis should
also be performed to ensure that the
interest or fees charged are arm’s length.
Factors to consider include the amount of
the loan, duration of the contract,
underlying currency, the applicable
market interest rates and borrower’s
credit standing.

Administrative support
Administrative services typically fall

under the category of ‘non-integral’
services, often charged out at cost. The
major challenge is allocating the direct
and indirect costs associated with those
services that benefit more than one
specific affiliate. Generally, the IRS will
respect the allocation factors if they are
reasonable, follow sound accounting
practice and are consistently applied.

Provision of intangible property
Insurance companies use valuable

intangible assets such as proprietary
pricing and risk analysis/management
programme, internally developed claims
tracking systems and other company-
specific industry know-how. Marketing
intangibles, such as trademarks and
brand names, are also becoming
increasingly important for insurance
companies.

The very nature of intangibles – the
uncertainties involved in development and

the lack of exact comparables – makes
their valuation and the determination of
associated arm’s length charge difficult.

Penalty provision and
contemporaneous documentation
requirement

To the extent that additional income
results from IRS transfer pricing
adjustments, the IRS may impose two
different penalties on these amounts:

Net adjustment penalty – if total
overall IRC Section 482 adjustments
exceed the

� lesser of $ five million or 10 per cent of
gross receipts – 20 per cent of
underpayment of tax

� lesser of $20 million or 20 per cent of
gross receipts – 40 per cent of
underpayment of tax; and
Transactional penalty – if the value
claimed on the return for a specific
transaction was

� 200 per cent or more (50 per cent or
less) than ‘correct price’ – 20 per cent
of underpayment of tax

� 400 per cent or more (25 per cent or
less) than ‘correct price’ – 40 per cent
of underpayment of tax.

The penalties can be avoided if a
taxpayer (i) reasonably applied a
specified or an unspecified transfer
pricing method (i.e., CUP method, CPM
and PSM, etc.) and (ii) must have
contemporaneous documentation
supporting the transfer pricing
methodology and provide such to the IRS
within 30 days of request.

Other Country Rules
Although this article addresses

intercompany pricing mainly from a US

perspective, other nations in the
Americas have similar rules and
regulations, following the general
principles of the OECD Transfer Pricing
Guidelines for Multinationals and Tax
Administrations.

In some instances, the
requirements are more stringent than
prescribed.

For example, the Canada Customs
and Revenue Agency obligates each
taxpayer to annually complete the
Information Return of Non-Arm’s
Length Transactions with Non-
Residents (Form T106) and indicate on
it whether contemporaneous
documentation has been completed and
the transfer pricing methodology
applied.

In Latin America, Mexico requires
filing Information Return for
Transactions with Related Parties
Abroad (Form 55), and Argentina
requires two information returns
(Forms 742 and 743) be filed each year,
submitted to the tax authority along
with the general income tax return, copy
of financial statements and
contemporaneous transfer pricing
documentation – each page signed by
an independent public accountant.
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The very nature of
intangibles makes their

valuation and the
determination of

associated arm’s length
charge difficult.
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It was indeed a pleasure to go through
the December 2003 special annual issue
of IRDA Journal. The spotlight was on
various interesting topics ranging from
pricing to prospects. It was an interesting
journey from first page to last.

A tally is always between the positive
and the negative. A reckoning, on the other
hand, is the ability to face facts. One gets
the impression that in the final reckoning,
the usual hype has effortlessly overtaken
the willingness to face facts. There is a
good deal of repetition of the Malhotra
Committee’s stand, as if there have been
no further developments since then.

Nobody can deny that opening up the
sector to privatisation has brought in a
breath of fresh air into the stale attitudes
within and without the industry. Nobody
can deny that foreign investments and
new perspectives are good for the health
of the industry. But then, we need to have
the courage to look closely at both sides of
the coin if we are to really benefit from
the bold steps taken by the country so far.
The intention here is to look closely at
some of the myths relating only to the life
insurance industry, and like the new
generation of psychologists, to let the
myths be turned to good account for
strengthening the psyche of the industry.

The first myth is regarding products.
This is a crucial aspect of the entire gamut
of action. The accusation against LIC was
that it did not have products to suit the
needs of the people. As per the statement
of its Chairman, as on date it has 58
products on the table. This is the
remainder after the withdrawal of at
least an equal number as not appealing
to people.

Certainly quite a few of the new plans
are old ones metamorphosed into new
names, with no variations in basic
structure. But when you consider also the
plans that failed, there are practically no
permutations and combinations that
have not been tried by LIC in traditional
insurance.

What it had not offered and what are
value additions from the new players are

the investment-linked plans and health
benefits.

The legitimate accusation against
LIC in this area could be why it could
not have made this small addition much
earlier since it was very well aware of
world trends? Even today, as all insurers
are aware, there is not adequate data
in this area to build on. Morbidity rates
are not available for select lives. The
erstwhile GIC companies did not make
much headway with Mediclaim.

The experiment is new even for
western countries. The difference is,
countries like the UK and the US have
the advantage of a National Health
Service kind of system which could
provide them with reliable data and
reliable service.

The medical scenario in India, in
terms of administration, is not something
that reassures either old or new players.
These are unchartered waters and the

only consolation is that everybody is in it
together.

Earlier, medical help/relief was not
widely available but, where it was, it was
affordable. The enormous cost increase in
health services is a comparatively recent
phenomenon, synchronising with
advances in the field of medicine, which
has created a good demand for these
health products.

The only present addition is the
enormous market created for Term
Assurance. Certainly Term Assurance
offers pure risk cover and is therefore
true insurance. All the same, a Whole
Life policy which is only slightly costlier
is a win-win policy, since both the insurer
and the insured benefit.

On the other hand, term insurance,
especially if it combines long term with
excessively high sums assured, is a lose-
lose policy. If there is a claim, the insurer
loses. Whether there is a claim or not, the
life assured loses. Is creating this huge
competitive market for Term Assurance,
with furious undercutting, in anybody’s
interest?

Possibly, the need may not be for a
fancy bouquet of high sounding products
which neither the agent can explain nor
the prospect understand. A set of
independently structured riders that can
be attached to a basic plan as per the
selection made by the prospect, and thus
provide the satisfaction of a customised
product, is more likely to meet a variety
of needs.

The number of products sold should
not be a criterion to judge the success of a
company. The Life Fund build-up and the
popularity of its available products should
provide better evidence. The true need of
the hour is the right sales strategy. The
innovative genius of the companies has a
huge playing field in this area. The lack of
attention to this crucial area is manifest
in various phenomena. One such vital area
is  rural business.

When the Government stipulated that
the insurers should contribute to the
growth of insurance among the rural
population, there were two mandates
inherent in that. One is to take the benefit
of insurance cover to the rural population,
and the other was to prevent a drain of
the metros by the new players, forcing LIC
to provide philanthropic support in rural
areas, which is not consistent with the
demand to provide a level playing field.
And so we move on to a consideration of
the next myth: Rural business.

(To be continued)

In Retrospect
Nirmala Ayyar

The author, after retirement from LIC as
Chief (Data Control and Purification), is
Consultant, Software Implementation
and Back Office Processes, AMP Sanmar
Life Insurance Company.

The need may not be for a
fancy bouquet of high
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Report Card:GENERAL

Royal Sundaram 2,463.61 21,133.35 1,954.41 15,173.88 1.60 39.27

Tata AIG 3,146.82 30,049.40 2,031.27 18,481.10 2.27 62.60

Reliance General 821.71 14,521.74 466.34 16,658.10 1.10 -12.82

IFFCO-Tokio 2,837.23 26,532.34 1,752.05 17,331.77 2.00 53.08
ICICI Lombard 5,358.20 40,362.62 3,384.60 17,427.62 3.05 131.60

Bajaj Allianz 4,745.03 38,502.49 2,923.07 23,498.77 2.91 63.85

HDFC Chubb 1,244.26 8,393.92 173.28 394.03 0.63 2,030.26

Cholamandalam 900.33 7,645.05 95.72 636.45 0.58 1,101.20
New India 31,117.00 3,22,949.00 31,522.00 3,21,722.00 24.38 0.38

National 31,318.00 2,83,911.00 25,654.00 2,36,824.00 21.43 19.88

United India 23,341.00 2,57,883.00 23,283.00 2,49,389.00 19.47 3.41

Oriental 24,391.04 2,41,717.15 27,048.35 2,37,305.61 18.25 1.86
ECGC 3,686.23 30,974.29 3,492.27 24,394.24 2.34 26.97

PRIVATE TOTAL 21,517.19 1,87,140.91 12,780.73 1,09,601.72 14.13 70.75

PUBLIC TOTAL 1,13,853.27 11,37,434.44 1,10,999.62 10,69,634.85 85.87 6.34

GRAND TOTAL 1,35,370.46 13,24,575.35 1,23,780.35 11,79,236.57 100.00 12.32

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

January, 04   YearFor the month Upto the month For the month Upto the month

(Rs. in lakhs)

Gross Premium Underwritten – January 2004

Performance in January 2004

January 2004 has recorded a market
increase of Rs. 116 crores (9.5 per cent
growth) in non-life premium to reach a
monthly premium level of Rs. 1,354
crores.

While the growth rate of 9.5 per cent
is below the average recorded so far of
12.3 per cent up to the period in the
current fiscal, what is more revealing is
the fact that with the exception of
National Insurance that has recorded
an increase of Rs. 58 crores in January
2004 premium, the other three public
players have recorded a fall in their
monthly premiums: Oriental by Rs. 26
crores, New India by Rs. four crores and
UIIC by Rs. 0.5 crores making it
a net combined growth of
Rs. 28 crores. For the first time

National Insurance has recorded a
higher monthly premium of Rs. 313
crores compared to New India’s Rs. 311
crores.

Against the monthly accretion of
Rs. 28 crores (2.5 per cent growth rate)
of the public players, the private players
have recorded an impressive accretion
of Rs. 87 crores (70 per cent growth rate)
demonstrating that they are the
dominant sector in the expanding
market.

Why are the public players not
shining – with National Insurance as
the sole exception – in the competitive
environment wherein the entire country
is made to feel good with the stock
market moving northward? How will the
Special Voluntary Retirement Scheme
(SVRS) now introduced impact the

growth prospects of the public players
in the next two months, and more
importantly in the next financial year?
What makes the private players so
dominating in gobbling up the quantum
increases – perhaps at the expense of
the public players? Should the tariff
rates, now proving to be burdensome
in their application for public players,
be done away with? What do public
players now under pressure want as the
criteria for a level playing field?

The ranking among the private
players has stabilised with ICICI
Lombard, Bajaj Allianz, Tata AIG,
IFFCO-Tokio and Royal Sundaram
leading the group. HDFC Chubb is
catching up fast.

The trends now emerging show that
the strategy of private players to
acquire market share is to whittle
away the existing corporate accounts
of the public players than to make
efforts to really widen the market base

G.V. Rao

January Premium Growth Dips to 9.5 %
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that is more expensive. The
infrastructure of the private players is
still urban oriented and focused mainly
on acquisition of corporate accounts. It
is not clear yet when the private players
will start expanding their infrastructure
for the uninsured public to experience
the benefits of private sector
competition. It is now time they moved
on to wider pastures and are held to
greater account for current competition
to stay healthy and beneficial to the vast
uninsured public.

Performance up to January 2004
The non-life premium at the end of

10 months in the fiscal has shown a
growth rate of 12.3 per cent and an
accretion of Rs. 1,450 crores to reach a
premium level of Rs. 13,250 crores. The
contribution of the four public players
to this increase is Rs. 612 crores with
National Insurance contributing Rs. 412
crores (20 per cent Growth), UIIC Rs.
85 crores (3.4 per cent), Oriental Rs. 45
crores (1.9 per cent) and New India
Rs. 12 crores (0.4 per cent). ECGC has
recorded an accretion of Rs. 66 crores
(27 per cent).

The private players have contributed
Rs. 775 crores (71 per cent growth). The
quantum increase by private players is
higher by Rs. 163 crores over the
increase achieved by the public players.
ICICI Lombard has recorded an
increase of
Rs. 230 crores (132 per cent), Bajaj
Rs. 150 crores (64 per cent), Tata AIG
Rs. 115 crores (63 per cent) and IFFCO-
Tokio Rs. 92 crores (53 per cent). Royal

Sundaram, HDFC
Chubb and
Cholamandalam
have also
performed well.

The market
share of the public
players is running
at 86 per cent
and it could well
be that this
may go down
by another
couple of

percentage points if the current trends
continue for the next two months.

Prospects
How will the growth prospects of the

players shape up in the next two
months? How will the year end for the
non-life industry as a whole? With the
stock markets rising, investment and
other income will assuredly go up putting
a gloss on the overall profits. Costs
would, however, rise due to poor growth
rates,  increased expenses and rising
claims.

The effect of SVRS in the next two
months and beyond on the public players
will be that more executive time will be
spent in dealing with staff related
issues and less on marketing and
customer related issues. The
momentum that has already slowed
down in the current fiscal for three of
the public players will come under
greater strain resulting in more efforts
required to be made for business
retention.

Unlike public
sector banks
w h e r e i n
customers are
linked to the
institutions, in
the case of non-life
insurance, they
are linked to the
individual staff.

The same
policies have to be
resold every year

to the same customers and the
individual contact between the
particular staff member and the
customer becomes a central point to
build trust and confidence in each other.
The severance that will occur in this
relationship as a consequence of SVRS
may have a more keenly felt negative
impact than expected unlike in the case
of banks with which parallels are often
drawn.

Interesting times are ahead for the
non-life industry. It is hoped that with
costs cut and staff at more manageable
levels the public players will gain more
dynamism to give competitors a tougher
fight.

How will the private players exploit
the manpower exit in the public sector
in terms of diversion of business,
acquisition of new staff and widening
their infrastructure? Will they grab the
opportunity to expand their range of
operations?

The next two months will throw up
interesting trends of how the next fiscal,
2004-05, will shape up.

Hopefully the insuring public will
benefit. Will they?

The author is retired CMD, The Oriental
Insurance Company Ltd.
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been provided to help intermediaries
work out whether they are doing
insurance intermediation ‘by way of
business’.

Greater flexibility on professional
indemnity insurance (PII)
requirements: The PII requirements
apply to individual firms. However, some
policies are designed to cover more than
one party, for example a group policy. The
rules have been amended to recognise
policies covering more than one firm.

Clarification of client money
rules – mixing funds: The September
2003 rules required intermediaries to put
safeguards in place to ensure that client
money is adequately protected. Where
client money is segregated, client money
only may be held in the client account.
This means that insurers’ money cannot
be mixed with customers’ premiums.

A transitional rule is being
introduced to allow intermediaries to
treat insurers’ money as client money for
a period of 12 months. The rule requiring
segregation will then come into effect
unless the FSA concludes in the mean
time that there is a case for re-consulting
on the issue.

Clarification of agency
relationships : The client money rules
have also been clarified to indicate what
might constitute an agency relationship.
For example, a binding authority is an
agency relationship with the
intermediary acting as agent of the
insurer. In such circumstances,
customers’ premiums must, therefore, be
regarded as insurer’s money. As a result,
some smaller firms may find that they
will not be subject to client money
requirements and as a result, are subject
to the lower capital and PII
requirements.

Final rules for Appointed
Representatives: The Appointed
Representative regime is unchanged from
the near-final rules. FSA has introduced
some additional guidance to clarify the
role of the lead principal

RGA - Fourth Quarter 2003 results
Reinsurance Group of America Incorporated, a leading provider of life
reinsurance, reported net income for the fourth quarter (October to December)
2003, of $56.1 million, a 48 per cent increase on a per-share basis over the
same quarter in the previous year. In the same period, net premiums
increased 60 per cent to $942.4 million from $590.6 million in 2002. Net
premiums in the quarter include $246.1 million associated with the recently
completed transaction with Allianz Life.

Premiums in the US increased $277.2 million, or 68 per cent over the prior-
year quarter. Approximately $246.1 million of that increase is from the
Allianz business. For the year premiums increased 28 per cent. In the
Canadian operations, net premiums increased 25 per cent for the quarter
and 18 per cent for the year. Other international operations continued their
strong growth, with net premiums increasing 46 per cent to $197.5 million
in the fourth quarter.

The Financial Services
Authority (FSA), UK, released

the final conduct of business rules for
the general insurance industry. Insurers
and intermediaries now have a year to
prepare for the start of general insurance
regulation on January 14, 2005.

Ms. Sarah Wilson, Director of High
Street Firms, FSA, said in a press note:

“The regulatory regime for general
insurance is now in place. Insurers and
intermediaries need to get cracking on
their preparations for regulation.

“Insurers will also need to satisfy
themselves that all the links in their
supply chain affected by regulation
become either authorised or an
Appointed Representative. Insurers
will not be able to continue doing
business with unauthorised
intermediaries. Importantly, this
includes so-called “secondary
intermediaries” - such as motor dealers,
retailers or vets - that sell insurance as
an adjunct to their main business.

Conduct of business for general
insurance: The new regime will
implement Insurance Mediation
Directive (IMD) requirements and
improve consumer protection. The final

rules contain a number of changes aimed
at clarifying and increasing the flexibility
of proposals set out earlier. For example:

The amount of information that
intermediaries need to provide about
themselves to customers, known as
status disclosure, has been significantly
reduced where they are only doing the
regulated activity of ‘introducing’, for
example, passing on customer details to
a provider and not making the sale itself.

Firms will now be able to renew
contracts without the prior consent of the
retail customer as long as their contract
with the customer specifically allows
them to do so.

Timescales for notifying commercial
customers about renewal terms, or that
the insurer does not intend to invite
renewal, will not be prescribed. The rules
require notification to be provided ‘in
good time’ or before the policy expires.

Final prudential rules: The FSA
has also published the prudential
requirements for mortgage and general
insurance firms, published in
September 2003, which have been
subject to minor technical change. Key
points are: New guidance on ‘by way of
business’ test. Additional guidance has
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Creditors of the collapsed HIH group
have scored another win with the early return
of $300 million owed under two of the
reinsurance contracts that were used to
forestall Australia’s biggest corporate collapse
it is reported.

The New South Wales Supreme Court
approved a deed to annul two reinsurance
contracts written in 1999 with Hannover Re,
returning to HIH creditors their $200 million
premium and with interest and capital gains.
The deal is the latest in a series of recoveries
for creditors in the $6.2 billion collapse of HIH,
now in the third year of what is expected to
be a ten-year winding up.

Only last month the same court
sanctioned a deal for $120 million to be paid
to liquidator Mr. Tony McGrath by German
insurer Allianz, for the 2001 purchase of
HIH’s general insurance business.

Judge Reginald Barrett said the money
would be spread around six HIH entities: HIH

Insurance, HIH Underwriting and Agency
Services, HIH Casualty and General
insurance, CIC Insurance, FAI Insurances
and FAI General Insurance.

It has been nearly three years since the
liquidator approached Hannover Re - one of
the five largest reinsurance groups in the
world - to end the deal five years early.

The chief agent at Hannover Re’s
Australian branch office, Mr. Ross Littlewood,
blamed the delay on the liquidators quibbling
over how funds would be distributed.

Mr. Littlewood said he could not put an
exact figure on the amount being paid to the
liquidators because the HIH group funds
were held in a managed fund.

The Hannover Re deal was described in
the royal commission into the HIH collapse
as “a loan dressed up as reinsurance”.

Under the contracts, Hannover was to

provide HIH with $450 million over 10 years
for a $200 million up-front payment.

But the deal was ended prematurely
because Mr McGrath believed it was better
to have “a bird in the hand” – according to
one legal source – rather than leaving it with
Hannover until 2009.

The commission found the transaction
was one of seven episodes where the
directors of HIH were kept in the dark, and
which ended up collectively costing HIH more
than $700 million.

Justice Neville Owen, who headed the
Royal Commission that probed the collapse
of the insurer, said the directors were not
told the reinsurance contract was not genuine
reinsurance. The contracts were used as a
tool to effectively buy profits and lift reserves.

They added $450 million in reserves to
HIH’s balance sheet for a downpayment to
Hannover of $200 million, and gave the
impression HIH had a greater ability to pay
claims than it really had.

 China’s medical insurance system had
covered nearly 109 million people by the
end of 2003, and the figure was expected
to exceed 115 million this year.

According to a recent national
workshop on medical insurance, over 81.3
percent of the country’s major cities have
issued specific regulations to guarantee
urban residents having no fixed jobs enjoy
medical insurance, and some five million
such people have participated in the
system.

Mr. Wang Dongjin, vice-minister of
Labour and Social Security, said China
would further expand the coverage of
medical insurance this year, trying to
include more workers in private and
mixed-ownership businesses, needy
workers in state-owned enterprises and
retirees.

 “We would also explore the medical
insurance problem for over 100 million
migrant rural workers,” Mr. Wang said.

Earlier Xinhua reports said that about
49 percent of the workers in state-owned
factories, which used to be poorly managed,
had taken out medical insurance by last
November.

Mr. Wang said that the country has
roughly completed the transformation of the
welfare medical care system to a medical
insurance system.

The welfare medical care system was
established since the founding of the People’s
Republic of China in 1949, under which
citizens’ medical expenses were mostly paid
by the enterprises or institutes they worked
for. However, with China’s economic reform,
medical fees have become an increasingly
heavier burden on the state-owned
enterprises and government. In 1998, China
started nationwide reform of the medical care
system, in an attempt to lessen the
government’s burden and establish a medical
insurance system.

The new system requires contributions
more from individuals but less from the
government so that a funding pool is built up
to cover treatment costs at certain ratios.

 The workers in state-owned enterprises
are the first group of beneficiaries of the
medical insurance system, and the country
is planning to extend the scope of the system
to non-state-owned and mixed-ownership
entities  within three or five years.

Meanwhile, the government is also
promoting a cooperative medicare system,
similar to the medical insurance, among
rural areas on a trial basis.

In the countryside of Jiangyin City, east
China’s Jiangsu Province, each farmer
contributing 10 yuan a year to a local
cooperative can get 20,000 yuan (2,500 US
dollars) for treatment.

Anhui Province in east China started
to operate the medicare cooperative system
in 1999, which requires each farmer
participant to pay 10 yuan annually and
the government to contribute 20 yuan to
form the funding pool.

With average income only one-third of
urban dwellers, farmers were more likely
to suffer a financial crisis caused by illness,
because they had to pay almost all their
medical bills themselves, said Mr. Chen
Xiwen, deputy director of the Development
Research Centre of the State Council.

An effective medicare system in rural
areas has a very important bearing not
only on the health of all Chinese farmers,
but also on the realisation of China’s goal
of eliminating poverty, said Prof. Fan
Hesheng with Anhui University.
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A.M. Best Co. affirmed the “A”
(Excellent) financial strength rating of
General Insurance Corporation of India
(GIC) and of New India Assurance
Company Limited (New India). The
outlook for both companies is stable.

A.M. Best said GIC’s rating reflects
the company’s excellent risk-adjusted
capitalisation, its leading business
profile in the Indian reinsurance
market and excellent operating
performance as a result of consistently
high returns from its investment
portfolio.

Offsetting factors include the
company’s reliance on its domestic
investment and insurance markets and
continuing weakness in the company’s
underwriting performance, particularly
in the Indian Motor market.

GIC’s high exposure to the domestic
equity markets and its reliance on
investment income were cited as
offsetting factors. GIC continues to
suffer from weak underwriting
performance, particularly from its Motor
account (25 per cent of gross premium
written in the year to March 2003).

A.M. Best expects the company’s
combined ratio for this class to remain
high at over 110 percent at year-end
March 2004 (116 percent at year-end
2003), despite recent increases in tariff
rates.

Life Insurance Corporation (LIC) is reported saying that its Varishtha
Pension Bima Scheme will continue next year also but the interest rate and
other terms and conditions will be decided by the Government.

LIC also plans to withdraw its single-premium policy Bima Nivesh Triple
Cover and relaunch it in March, its Chairman Mr. S.B. Mathur is quoted saying.
The insurer will launch a new unit-linked scheme on the lines of Bima Plus, as
part of efforts to meet its target of Rs 11,300 crores in first premium income
and retain over 90 per cent market share by March end.

Finance minister Jaswant Singh had earlier said that the two schemes –
Varishtha and Dada-Dadi bonds — will co-exist, but there was apprehension
that the terms and conditions of the pension scheme might be changed.

The centre hiked the subsidy to Rs 150 crores for Varishtha scheme for
2004-05 from Rs 45 crores estimated for 2003-04 considering the overwhelming
response from over 2.6 lakh pensioners contributing Rs 4,800 to 5,000 crores in
premium so far. LIC targets to mop up about Rs 6,000 crores in premium from
the pension scheme by the end of this fiscal.
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A.M. Best anticipates that failure
to improve underwriting performance
significantly may put downward
pressure on GIC’s rating.

New India’s rating reflects the
company’s excellent risk-adjusted
capitalisation, consistent returns from
its investment portfolio and favourable
growth opportunities in the Indian
market.

Offsetting factors include New
India’s reliance on the Indian
investment and insurance markets,
continuing weakness in underwriting
performance and increased competition
arising from the admittance of
international companies to the Indian
market.

A.M. Best believes that New India’s
underwriting performance at year-end
2004 will be weak due to the inflexible
nature of the tariff system in India.
Seventy percent of business is priced
on a tariff basis (mainly Motor and Fire
business), and this is unlikely to change
in the near future. A.M. Best expects
the combined ratio at year-end 2004 to

remain at the current high level of
approximately 110 percent.

New India’s market share is expected
to decrease further following a reduction
at year-end March 2003 to 24 percent
from 32 percent the previous year.
Competition has increased in India with
the entrance of international companies
following the liberalisation of the
insurance industry three years ago.

However, A.M. Best expects
competition to be offset by the overall
growth of the insurance industry in
India, anticipated to be in line with the
26 percent growth recorded in 2003. In
addition, A.M. Best believes that net
written premium from New India’s
foreign operations will continue to grow
rapidly – a 28 percent increase to Rs.
8,574 million ($ 189.42 million) at year-
end March 2003.

A.M. Best said New India needs to
improve its underwriting performance
significantly and reduce its reliance on
investment income, to avoid future
negative implications for the rating.
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The Securities Exchange Board of
India (Sebi) has awarded private
insurers - both life and non-life- the
status of qualified institutional bidders
(QIBs), bringing them on a par with
financial institutions (FIs) in case of
public issues.

The move is expected to fuel public
issues and IPOs as private insurers are
now expected to bid more aggressively.

Thus far, Life Insurance Corporation
of India (LIC) and public sector general
insurers enjoyed the QIB status.

Prior to the permission, private
insurance companies had to apply as
non-institutional bidders meaning they
had to pay up the margin money upfront,
losing out on the return on investment
for the period.

In addition, reservation for non-
institutional bidders is 25 per cent of the
issue size against 50 per cent kept aside
for QIBs.

The balance 25 per cent is kept for
retail investors.

In case of over-subscription and
proportionate share allotment there is
a significant difference in the allotment
pattern for FIs and other bidders.

Prime Minister Mr. Atal Bihari Vajpayee  launched a Workers Social Security
Scheme for the unorganised sector in his parliamentary constituency of Lucknow.
The scheme will be implemented in 50 districts of the country on a pilot basis.

Launching the scheme at a function organised by the labour ministry, the
Prime Minister said there were 40 crore people who earned a living by doing
physical labour, of which 37 crores were not members of any union. Of these the
maximum were in the unorganised sector doing jobs like construction work or
working as agricultural labourers. His Government, he is reported saying, was
committed to giving this unorganised sector its due.

Terming the scheme a revolutionary step and one aimed at changing the
existing system, the PM said the scheme would cover all the workers in the
unorganised sector whose income was not more than Rs 6,500 per month.

The scheme would be financed by the contributions from workers at the rates
of Rs 50 per month in the age group of 18-35 years and Rs. 100 per month in the
age group of 36-50.

The contribution from the employer would be Rs. 100 per month and the
Government contribution would be at the rate of 1.16 per cent of the monthly
wages of the worker, he said.

Elaborating, the PM said the scheme provided triple benefits to the worker
by way of old-age pension of Rs 500 per month and total disablement pension
besides family pension in case of death of the worker.

Personal accident insurance of Rs one lakh was also provided for under the
scheme, in addition to health insurance at a cost of Rs. 558 per annum for a
family of five and Rs. 365 per annum for a family of three members.

British bank Lloyds TSB Group Plc
plans to hire 150 workers in India for its
general insurance business as it tests
the benefits of cheaper labour.

The bank will move 107 UK jobs to
India from Bournemouth, England, and
the Welsh city of Newport. It will also
hire 43 Indian staff for work not already
done in the UK.

None of the British workers will lose
their jobs this year, a spokeswoman for
the country’s fifth-biggest bank said.

Lloyds TSB plans to have 1,500
workers in India by the end of 2004.
British banks are trying to cut costs by

hiring in India, where they can pay
graduates as little as $200 a month to work
in administration and to answer customer
calls.

The bank said in November it would
shut a call centre in Newcastle, northeast
England, and move 750 jobs to India. The
insurance jobs will give Lloyds TSB about
1,150 jobs in India.

Moving jobs abroad is “a key part of
our plans to ensure the success of our
business”, the bank said in a statement to
staff.

Lloyds TSB had previously said it would
hire only 50 general insurance workers in

India for the pilot scheme, finance trade
union Unifi said.

“LTSB sees this pilot as a way of
proving that they can make outsourcing
to India work, rather than an open-ended
test of whether the India proposition is
good for the bank, its staff and its
customers,” Unifi said in a statement.

The insurance jobs leaving the UK
include claims, telephone helplines and
sales positions. The cuts are on top of 90
insurance job cuts in Bournemouth and
Newport announced last month. The
bank employs about 1,900 people in
general insurance.

The company said it does not plan to
shut the Newport or Bournemouth
insurance service centres.

Private insurers are
institutional bidders now �������!��%���0�!� ����*���&��1��!
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Commissions and Omissions
P. S. Prabhakar - General Insurance Financials - A Primer

In this, the
second part, let
us analyse the
import and
impact of the
C o m m i s s i o n
Ratios of a
g e n e r a l
i n s u r a n c e
company.

Direct Commission Ratios
It is wisely said that there is nothing

called a free lunch. This is of pronounced
significance in the insurance business.

Insurance, as a product, is never
bought but only sold. To procure insurance
business, it costs. Hence, the word
‘commission’ has a very honourable
import in this industry. How an insurance
company has positioned itself in the local
(direct) market can be gauged by not only
the volume of the business it generates
but also by the ‘segmental’ effect of it as
well as the costs incurred to procure it.

For example, if an insurer’s pie of
business has a larger slice of Motor
business, and that too at a cost that is
considered ‘tall’, then it is possible to infer
that the insurer’s marketing efforts in the
profitable areas is not that good and that
he is making losses.

In the three decades plus of the
monopoly existence in the business, the
public sector’s marketing efforts depended
entirely on captive business of the
erstwhile units, banker-driven insurances
(for which cut-throat competition would
exist amongst the  development officers)
and also mandatory insurances like
Motor and Workmen’s Compensation
(WC).

The percentage of the ‘true agency-
force’ procured business was indeed
miniscule. Almost every development
officer had a posse of ‘benami agents,’ the
commission payments to whom were
shared by many interested parties, after
the customary – albeit illegal – rebating’.

Things began to change, however, after
IRDA started professionalising the agency

force. Hence, it really makes sense to look
at ratios of this important procurement
cost now.

As the Fire and Marine portfolios are
essentially business community-centric,
where parameters like paid-up capital of
organisations and bank funding play an
important role in the allowability of
commission, the average rate of
commission paid will always be low.

For example, for the year 2002-03, the
Commission Paid ratios of National
Insurance in Fire and Marine were 2.7
per cent and 2.1 per cent. In the case of
United India Insurance, they were 3.3 per
cent and three per cent.

Comparing the same with the other
portfolios like Motor and Miscellaneous,
we get the following picture: In National,

they are nine per cent and 7.5 per cent
and in United India, they are six per cent
and 7.8 per cent respectively. (The figures
of other two companies are not available).

The commission paid ratios will have
to be necessarily compared between
various companies to find out which
company incurs lower procurement cost
and scores better in this respect. Only such
comparisons will induce the companies
to perform better than the rest.

Commission rates (on Direct
Premium) are almost structured across
the industry as of now but with the entry
of brokers the rules of the game are about
to change. How this will affect and
influence the commission ratios, and
consequently the bottomlines, are yet to
be seen.

The other variants like referral fee,
brokerage etc. paid to the various
middlemen will all come under the
common terminology of ‘Commission.’
Though at present the ratios are in single
digits, the emerging tough competitive
scenario might soon push them up.

Reinsurance Commission Ratios
As said earlier, long before the term

‘globalisation’ was even coined, insurance
became a truly global business. It is the
concept of reinsurance that multiplies the
risk-bearing capacities of the insurers
several times over, gives truly global
character to the business and enables
spread of risks across nations, weaving
an unseen, incomprehensibly massive,
web of business network.

The practice of paying commission is
not restricted to the procurement of direct
business but is internationally prevalent
among insurance companies for the
reinsurance businesses they accept and
cede. (In India even, the obligatory
cessions to GIC are on ‘commission’ basis).
Besides, the ‘brokerage’ payable to
international reinsurance brokers also
come under this broad term ‘Reinsurance
Commission.’

An Indian insurance company will
receive commission from the reinsurance
companies for the placements (cessions),
and will pay commission for the
reinsurance acceptances to the reinsurers.
Both the cessions and acceptances will be
on predetermined annual contracts,
known as treaties and also on specific
placements known as Facultative
transactions.

Unlike the direct insurance
commission, Treaty reinsurance
commissions are highly unstructured and
are entirely dependant upon the security
rating the reinsurance companies enjoy,
the spread of portfolio on the table,
negotiating skills of the parties etc.

There are certain insurances (like
Motor and WC) for which reinsurance
treaties will not even be available on  any
terms, except the Obligatory Cessions and
Excess of Loss treaties.

Commission rates (on
Direct Premium) are

almost structured across
the industry as of now but
with the entry of brokers
the rules of the game are

about to change.
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As far as Facultative placements are
concerned, the commissions are discussed
and negotiated like the other terms and
conditions and are generally decided on a
case to case basis.

In the profitable segments and more
specifically in the profitable lines (bands)
inside those segments, the Treaty
reinsurance commissions on cessions will
be very high.

In the international markets, we can
see ratios at even upwards of 40 per cent.
In the same breath, in a few facultative
businesses, the insurers might even be
happy to place reinsurances for very low
commission percentages.

As the financials will reveal only the
overall and ‘average’ picture, it will not be
possible to discern how exactly
reinsurance operations, which is, in fact
the backbone of the insurance business
and the final determinant of the
profitability or otherwise of an insurance
company, influences the bottomline.

In addition to the commission and
brokerage normally payable, there are
also ‘over-riding commissions and ‘profit
commissions. The former will arise as an
added incentive when the business volume
exceeds expectations and the latter will
depend on the performance of specific
treaties.

Though the reinsurance regulations of
IRDA require the companies to give their

reinsurance programmes and  treaty slips
and also lay down certain procedures for
making reinsurance arrangements, they
maintain a stony silence on the terms of
such arrangements including commission
aspects.

And as for major Facultative
placements, it appears that no

information is mandatory. In many cases,
what kind of reinsurance arrangements
are entered into, with what companies,
with what countries, on what terms etc.
are not for public consumption. In fact
such information is generally kept among
a few senior executives and do not even
percolate to the functional heads.

The public sector companies have
ceded over Rs.4,400 crores and have also
written an inward business of Rs. 580
crores in the financial year 2002-03. On
an average, 20 to 25 per cent of these
amounts are commissions.

The author, who used to work with the
nationalised general insurance industry,
is a practicing Chartered Accountant.  In
this series he will discuss the process of
analysing the balance sheet of a general
insurance company.

Calculation and analysis
of the ratios of reinsurance

commissions will throw
light on how efficiently
and carefully this all-

important area is handled.

Calculation and analysis of the ratios
of reinsurance commissions received the
reinsurance premiums ceded portfolio
wise and reinsurance commissions paid
to the reinsurance acceptances made and
comparison within the industry will throw
light on how efficiently and carefully this
all-important area is handled.

Though the commission ratios will
have to be separated and analysed for
direct and reinsurance operations to
assess the respective performances in
these areas, the IRDA regulations,
however, require the companies to disclose
only the ‘Net Commission Ratio’ in the
ratios section of the financials.

This ‘Net Commission Ratio’ means
the proportion the net commission
(meaning the direct commission paid plus
reinsurance acceptances commission paid
less reinsurance cession commission
received) bears to the net premium.

This might give an overall picture but
specific aberrations could get submerged.
Depending upon the necessity to project
the ‘feel-good’ factor, companies may
decide to disclose the ratios.

����  Jour Jour Jour Jour Journal,  Januarnal,  Januarnal,  Januarnal,  Januarnal,  January 2004y 2004y 2004y 2004y 2004
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L to R: Mr. Chinubhai R. Shah, Vice President, Gujarat Chamber of Commerce
& Industry (GCCI), Mr. C.S. Rao, Chairman, IRDA, Mr. Shreyas Pandya, President,
GCCI and Mr. Kamesh Goyal, CEO, Bajaj Allianz General Insurance Company.
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L to R: Mr. Liyquat Khan, President, ASI, Mr. C.S. Rao, Chairman, IRDA
and Mr. S.B. Mathur, Chairman, LIC at the Sixth Global Conference of Actuaries.
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(Reinsurance) placements abroad should
be allowed by IRDA only after an insurer

has satisfactorily demonstrated that it has
exhausted the domestic capacity.

Mr. P. B. Ramanujam,
Managing Director, GIC

Certainly, 2003 was a good year for the
Lloyd’s market. We finally seem to be

getting it right. The economics of
insurance are suddenly making sense

again for our shareholders. But despite
all this good news, it is my firm

conviction that 2004 will be the real
test, not just for Lloyd’s, but for the

entire insurance industry.

Lord Peter Levene, Chairman,
Lloyd’s of London

In a liberalised market there should not by
any stipulation regarding the statutory

cessions to the GIC.

The A. C. Mukherjee Committee report

...a loan dressed up as reinsurance.

The Royal Commission report on HIH Insurance collapse
describing HIH’s arrangement with Hannover Re. I am disappointed that products meant for

rural areas and to meet the special
requirement of socially disadvantaged

sections have not come up in a significant
way...there is an enormous appetite for

savings instruments in rural areas and most
of the rural branches of commercial banks

are flush with deposits.

Mr. C. S. Rao,
Chairman, IRDA

“ ”

Take-out financing offers higher coupon
rates than picking up corporate debt

paper. At the same time, as these
projects are near completion and inflows

have started coming in, there is
negligible project risk....Security is

paramount for us and hence we look at
projects which are near completion.

Mr. S. B. Mathur,
Chairman, LIC



Events

RNI No: APBIL/2002/9589

March 2 - 3 2004
Venue: Singapore
Asian Conference on Run-Offs, Commutations &
Exit Strategies by Asia Insurance Review

March 7 - 10, 2004
Venue: Delhi
14th Insurance Congress of Developing Countries
organised by the Association of Insurers and Reinsurers
of Developing Countries
Theme: Towards a more Dynamic and Responsive
Insurance Environment

March 8 -13, 2004
Venue: Pune
Finance Appreciation Programme
by National Insurance Academy (NIA), Pune

March 8 -13, 2004
Venue: Pune
Reinsurance Management (Non-Life) by NIA, Pune

March 12-13, 2004
Venue: Pune
F.A.I.R. Seminar on Risk Management and
Loss Prevention organised by NIA, Pune

March 15 - 17, 2004
Venue: Pune
Succession Planning (Non-Life) by NIA, Pune

March 18
Venue: Mumbai
Seminar on ‘Emerging Issues in Risk Management and
Corporate Governance in Insurance
Industry’ organised by the Insurance Committee of the
Bombay Chamber of Commerce and Industry.For further
details contact Mr. N. Sharath, Tel. 2261 4681-84 Ext.
446 Email : vn@bombaychamber.com.

April 18 - 22, 2004
Venue: San Diego
RIMS Conference

April 20 - 21, 2004
Venue: Taipei
Pan-Asia Conference on Beating the Negative Interest
Spread and Managing Investments for Best Returns by
Asia Insurance Review in conjunction with ABeam
Consulting, and together with the support of the Insurance
Commissioner and the Ministry of Finance, Singapore.

May 27 -28
Venue: Hong Kong
5th Conference on Alternative Risk Transfers in

       Asia with Captives Workshop


