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Exposure Draft on Revision in Premium Rates for Motor Third Party Insurance Covers for the Financial Year 2016-17
The Authority vide its order no. IRDA/NL/NTFN/MOTP/066/04/2011 dated 15th April 2011 notified that it would review and adjust the premium rates for motor third party insurance covers annually based on the formula as given hereunder:

P (t) = C1 (t) * CII (t-1) + C2 (t)
Where,
P (t) is the motor TP premium applicable to the financial year ‘t’,
CII (t-1) is the Cost Inflation Index for the year ‘t-1’ as notified by CBDT, and
C1 (t) and C2 (t) are the parameters applicable to the financial year ‘t’ whose values shall be determined and notified by the Authority in each financial year based on the experience measured in terms of average claim amounts, frequency and expenses involved in servicing the motor TP business. The values of the parameters C1 (t) and C2 (t) may vary according to the class of vehicle.

Accordingly, the Authority had reviewed and adjusted the premium rates for the FY 2012-13 vide its order no. IRDA/NL/NTFN/MOTP/076/03/2012 dated 27th March 2012, for the FY 2013-14 vide its order no. IRDA/NL/NTFN/MOTP/061/03/2013 dated 26th March 2013, for the FY 2014-15 vide its order no. IRDA/NL/NTFN/MOTP/098/03/2014 dated 27th March 2014, and for the FY 2015-16 vide its order no. IRDA/NL/NTFN/MOTP/054/03/2015 dated 31st March 2015. Further, the Authority vide its circular IRDA/NL/CIRI/MOTP/196/11/2015 dated 4th November 2015 set the premium rates for e-carts, e-rickshaws and Passenger premium for Motorised two wheeler Carrying Passengers for Hire or Reward for the FY 2015-16.

In view of the above, the Authority hereby issues this exposure draft on revision of premium rates for motor third party insurance for the FY 2016-17 and invites comments on the proposed rates from all the stakeholders concerned.


A. The Factual Data:
The Authority has made use of the data supplied by the Insurance Information Bureau of india (IIBI) for the experience period of the Underwriting Years (i.e. Policy Years) from 2007-08 to 2014-15 in respect of no. of policies, no. of claims reported and amount of claims paid up to 31st March 2015. The data is given in Annexure I.
B. The working of the Rate Revision:

Data Used
1. The paid claims data in respect of each of the underwriting years starting from the year 2007-08 to 2014-15 is given by the Insurance Information Bureau of India (IIBI). The claims paid data in respect of all the u/w years paid in financial year 2007-08 to 2013-14 was provided by the IIBI last year. The IIB has provided now claims paid data in respect of the above u/w years in the FY 2014-15, in addition to the claims paid in FY 2014-15 for the u/w year 2014-15
2. The paid claims data for a particular u/w year is in the form of that paid in the same financial year, paid in the next financial year and so on till financial year 2014-15.
3. The analysis has made use of the combined data (i.e. all types of claims paid in respect of all the causes of loss)
4. The claims data as mentioned above are provided by the IIBI for each of the vehicle category as per the classification maintained by it.

Basic Methodology
1. The ultimate claim costs for each u/w year are estimated using Chain Ladder Method (Development Technique) applied on Cumulative Paid Claims Data
2. The main characteristic of the technique is that ultimate claims for each u/w year are estimated from the recorded values to date, assuming that the future development of claims is similar to the claims’ development of prior years
3. Thus the basic assumption of the technique is that the past is indicative of the future and that the future development of claims is similar to that experienced in the past.
4. The selection of age-to-age-factors (ATAFs) is done after considering the various averages of ATAFs, like simple average, geometric average, volume-weighted average, medial average (excluding one high and one low value)
5. Selection of Tail Factor:
· It is observed that the ATAFs for the most mature development periods available are significantly greater than 1.00. However, this is not surprising considering the fact that the motor third party insurance is a long-tail line of business
· The effect of the above is to select a tail factor which will project the claims from the latest development period to the ultimate
· The selected tail factor depends on the type of vehicle
6. With the use of cumulative development factor (age-to-ultimate), and the latest cumulative paid claim amount for a particular u/w year, the ultimate claim amount is then estimated for each u/w year.
7. Trending: The ultimate claims for each u/w year are then trended for changes in claim frequencies, claim inflation etc to the level of u/w year 2016-17.
The projected ultimate claims are needed to adjust for any underlying trends expected to occur between the experience period and the projected period. The main factors to consider are: changes in economic inflation & other economic conditions, changes in social environment, changes in court awards etc. 
8. The pure premium for u/w year 2016-17 is then selected by taking average of these values for some/all the available u/w years (i.e., assigning different weightage to the value coming from different u/w years)
9. The trended pure premium (to the level of u/w year 2016-17) is then adjusted for management expenses to arrive at premium payable for u/w year 2016-17
10. The development technique is used for each vehicle category 

Assumptions
· The investment income has not been considered in the calculations
· The management expenses are taken at 15 % of premium (i.e. variable expenses)
· The loss trend is taken at 10 % pa for all the classes of vehicles
· The fixed expenses for private cars & two wheelers are taken at Rs. 25 per policy, whereas for commercial vehicles category of classes ‘A’ & ‘C’ (except C4), the same has been taken at Rs. 50 per policy. The rest of the classes may be assumed to have FE of Rs. 25 per policy. 
· Each category of vehicle has certain sub-categories. IIBI has treated the policy records as “Others” where there is no clear sub-category code. The “Others” sub-category has not been considered for the calculations for classes other than Commercial Vehicles where the proportion of this sub-category is low as compared to other sub-categories
· The business mix of subclasses within a vehicle class does not change substantially over the next year
C. Data Inconsistencies
1. For commercial vehicles where the sub-category “others” is a major proportion of the overall data, it is included in the workings. Other than commercial vehicles, where “Others” does not form a major proportion of the overall data, it has been ignored.
2. The data is not available for two classes: Class F (ii): Motor Trade Internal Risk only, and Class B: Trailers. As there was no data available for class F (ii), the Authority has assumed the same % increase for class F (ii) as that for the class F (i): Motor Trade Road Risk only. In case of trailers (Class B), the Authority is of the view that the premiums for this class be increased by the increase in Cost Inflation Index over the previous year, i.e. 5.57 %.
3. Data is very volatile in nature. 

In view of the above, the Authority had considered moderating the proposed premium rates for the FY 2016-17 based on the following factors:
· Data inconsistencies
· Adverse claim experience for some of the class of vehicles. 

The values of the parameters C1 (t) and C2 (t) and the premium proposed for the financial year 2016-17, i.e. for the period from 01st April 2016 to 31st March 2017 after the moderation are given in Annexure II. The parameter C1 (t) incorporates the frequency, severity and the variable expenses for the subclass; whereas the parameter C2 (t) incorporates the fixed expenses.
In view of the above, all stakeholders are invited to provide their comments on this draft exposure. Insurers may also like to give their specific suggestion on the quantum of discounts in premium rates for each class of vehicle in the event of issuance of electronic policy through the insurance repository system. The comments should reach the Authority, also by e-mail addressed to suresh@irda.gov.in and a copy marked to nmbehera@irda.gov.in, on or before 20th March 2016.

								
	(T.S. Vijayan)
							           	             Chairman


Encl: Annexure I, II
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