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From the Publisher

or an insurance contract to be truly

successful, the role that the distributor plays

is very crucial. Being the first-line
underwriter, he is given to know the nuances of
the risk at the disposal as also the product that can
fulfill the needs of the prospect. Being the
intermediary, he is best equipped to identify the
need; and suggest a need-based solution.
Identifying the importance of the intermediary’s
role, regulations have been put in place to ensure
that the agent is a sufficiently trained one and also
that he is well qualified to fulfill the role of the
financial intermediary; and thereby sowing the first
seeds of best practices.

The distributor in general and the agent in
particular have been described as the face of the
insurer and as such is most instrumental in making
the deal a successful one - for all the parties
involved. In order to ensure that the agent really
acts as a true representative of the insurance
company, due care has to be exercised at the time
of recruiting the agent; training him/her properly
and comprehensively; monitor the performance on
a regular basis to ensure that all the requirements
associated with a successful completion of a sale
and the post-sale service are fulfilled in their true
spirit. If a company can claim to have adopted ‘best
practices’ during the course of their business, there
cannot be a better beginning.

Close on the heels of a well-trained, educated
distributor; the players should ensure that the rank
and file of their human resources is adept at role
fulfillment and obviating the need for any adverse
comments. Keeping a band of dedicated and
efficient workforce should be at the top of the
agenda for insurance companies. In a domain where
the supply of professionally trained personnel is
limited, organizations may have to look at the need
for generating their own comprehensive modules
and ensure that the associated values percolate to
the lowermost cadres. It needs no emphasis that
for achieving the implementation of best practices,
an organization needs to have a complete set of
efficient and motivated workforce.

‘Best Practices in Insurance’ is once again the focus
of this issue of the Journal. For an insurance
contract to be successful in its truest sense, the
information that flows either way must be of the
highest order in reliability. However, to what extent
it really happens is the million dollar question!
‘Asymmetry of Information’ will be the focus of
the next issue of the Journal.

J. Hari Narayan
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from the editor

== Best Practices N
- In Letter and Spirit

Insurance business in India has been growing in its stature — both quantitatively as well as qualitatively. Although
insurance itself made a late entry into the country, we are presently at a stage from where we can hopefully
look forward to achieving global standards in the not-too-distant future. Especially in the life insurance domain,
looking at the fact that we have made a transition from what used to be a protective shield from the comfort
of a joint family system to the intricacies of complex transactions of today’s business; it has to be appreciated
that the growth needs to be supported by practices of the best order. In the non-life domain, there is need for
identifying areas where we are lagging behind and emulate some of the practices being followed in the global
markets. Being an emerging market, to set benchmarks in various fields may be a tough ask; looking at some of
the well-developed global markets and adapting their practices to suit our own industry may not be a bad idea
at all.

One area that needs to be focused in particular is the number of decisions being challenged — both by the courts
as also several other alternate dispute resolution mechanisms. While it is a foregone conclusion that there is an
element of subjectivity associated with some of the judgments, the fact that some of the insurers have been
dragged into long-drawn legal battles calls for a close introspection. It should be appreciated that the general
awareness levels and the resultant proneness to a more litigious society have been on the rise, and thankfully
so. Hence the emphasis on the need for the highest order in professionalism. The literature that the insurers
use for promoting a product or to disseminate corporate information can set the trend of best practices by
being very transparent and without any hidden agenda.

Insurers should settle for nothing short of the best practices in generating a fully professional field force —
strongly supported by the mechanism of a genuine fulfillment of training requirements followed by qualifying
examinations. This is an area that needs the best attention of the managements if the controversies associated
with the domain are to be minimized. Similarly, the need for orientation/reorientation programmes for all the
elements of the human resources has to be reviewed from time to time, in order that the staff are equipped
with the best inputs at all times. In short, adoption of best practices has to be a complete exercise — in spirit;
and not limited to a mere display.

The focus of this issue of the Journal is on ‘Best Practices in Insurance’. As mentioned elsewhere, there may be
need for looking at some of the practices in vogue in more developed markets. And who could throw better light
on this than Mr. Rajagopalan Krishnamurthy and Mr. Stephen Cotham who have the first word on this debate?
Much has been mentioned about the day-to-day practices of life insurers despite their achieving several milestones.
Dr. G. Gopalakrishna takes a deep look into some of the areas that need to be specially focused. Mr. Rajesh
Khandelwala mentions that it is not merely the top-line growth or even the profitability that need to be looked
at but also the socially responsible investments, while assessing the quality and performance of an insurer. In
the last article on issue focus, we have an article by Dr. George Thomas that looks at the incidence of subsidization
being inherent in insurance, to some extent, and how best to live with that.

Sometime ago, we focused on ‘Risk Management for Insurers’ and no other time could have been more appropriate
than the present one for dealing with it. In the ‘follow through’ section, Dr. Annett Rittershaus emphasizes on
the importance of a proper risk management strategy being in place for insurers. The second part of the paper
on ‘Warehouse Management’ by Mr. Avinash Singaraju completes the coverage.

The success of the entire mechanism of insurance is dependent on the quality of information that is provided.
In India, as in several other emerging domains, the quality of information is however not of the highest quality.
‘Asymmetry of Information’ will be the focus of the next issue of the Journal.

U. Jawaharlal
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tatistics - life insura

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED JUNE, 2009

INDIVIDUAL SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Crore)

Sl PREMIUM POLICIES SUM ASSURED
PARTICULARS
No June 2008 June 2009 June 2008 June 2009 June 2008 June 2009
Non linked*
1 Life
with profit 52.35 268.08 2171 21154 84.95 562.65
without profit 38.65 11.52 52850 53298 771.31 517.12
2 | General Annuity
with profit 0.00 0.48 0 29 0.00 0.00
without profit 3.38 83.00 261 2807 0.35 0.17
3 | Pension
with profit 9.98 7.28 894 1029 0.77 2.54
without profit 21.54 0.00 822 0 0.00 0.00
4 | Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
A | Sub total 125.91 370.35 56998 78317 857.38 1082.49
Linked*
1 Life
with profit 0.00 0.00 0 0 0.00 0.00
without profit 1816.05 353.14 405204 76823 2976.34 1063.49
2 | General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 49 0 0.46 0.00
3 | Pension
with profit 0.00 0.00 0 0 0.00 0.00
without profit 829.40 2105.39 210342 618084 34.72 3.05
4 | Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
B | Sub total 2645.44 2458.53 615595 694907 3011.51 1066.54
C | Total (A+B) 2771.35 2828.88 672593 773224 3868.89 2149.03
Riders
Non linked
1 | Health# 0.00 0.00 0 0 0.00 0.00
2 | Accident## 0.00 0.01 0 0 0.03 0.34
3 | Term 0.00 0.00 0 0 0.07 0.00
4 | Others 1.69 1.29 0 0 0.00 3.58
D | Sub total 1.70 1.30 0 0 0.09 3.92
Linked
1 | Health# 0.01 0.00 0 0 0.27 0.23
2 | Accident## 0.15 0.05 60 23 115.15 42.00
3 | Term 0.00 0.00 0 0 0.02 0.00
4 | Others 0.00 0.00 0 0 0.00 0.03
E | Sub total 0.16 0.05 60 24 115.44 42.26
F | Total (D+E) 1.86 1.35 60 24 115.53 46.18
G | **Grand Total (C+F) 2773.21 2830.23 672593 773224 3984.42 2195.21

* Excluding rider figures.
** for policies Grand Total is C.

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

## Disability related riders.
The premium is actual amount received and not annualised premium.

o
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED JUNE, 2009

INDIVIDUAL NON - SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl PREMIUM POLICIES SUM ASSURED
PARTICULARS
No June 2008 June 2009 June 2008 June 2009 June 2008 June 2009
Non linked*
1 Life
with profit 2006.85 3287.24 3559180 5176357 34714.23 58964.16
without profit 38.14 65.71 340535 351261 5649.64 7764.33
2 | General Annuity
with profit 0.00 0.18 0 35 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
3 | Pension
with profit 9.06 19.27 10980 12035 130.10 238.14
without profit 3.63 28.16 2400 9185 0.33 1.21
4 | Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 29.60 21.70 114917 68029 8784.02 3364.38
A. | Sub total 2087.28 3422.26 4028012 5616902 49278.32 70332.22
Linked*
1 Life
with profit 0.01 -0.06 0 0 0.00 0.00
without profit 4783.32 3159.45 2440729 1731689 44546.18 31160.80
2 | General Annuity
$ with profit 0.00 0.00 0 0 0.00 0.00 $
without profit 0.00 0.00 0 0 0.00 0.00
3 | Pension
with profit 0.00 0.00 0 0 0.00 0.00
without profit 1312.74 847.82 371912 298900 1283.64 434.64
4 | Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 27.64 39.69 27977 29226 0.00 780.55
B. | Sub total 6123.72 4046.90 2840618 2059815 45829.82 32375.98
C. | Total (A+B) 8211.00 7469.17 6868630 7676717 95108.13 102708.20
Riders
Non linked
1 | Health# 0.47 0.73 28 39 323.26 243.24
2 | Accident## 1.22 1.51 344 635 1144.24 1336.47
3 | Term 0.26 0.32 10 13 64.79 65.46
4 | Others 0.31 0.66 1 6 6.77 9.02
D Sub total 2.27 3.22 384 693 1539.05 1654.19
Linked
1 | Health# 1.26 1.01 86 106 332.88 410.19
2 | Accident## 7.29 4.19 453 582 2255.68 2031.35
3 | Term 0.05 0.20 13 29 18.05 56.43
4 | Others 0.83 0.38 3 6 127.05 113.48
E | Sub total 9.43 5.78 555 723 2733.66 2611.45
F | Total (D+E) 11.70 9.01 939 1416 4272.71 4265.64
G | **Grand Total (C+F) 8222.70 7478.17 6868630 7676717 99380.85 106973.84

* Excluding rider figures.

** for policies Grand Total is C.

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

The premium is actual amount received and not annualised premium.
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tatistics - life insura

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED JUNE, 2009

GROUP SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl PREMIUM NO.OF SCHEMES LIVES COVERED SUM ASSURED
PARTICULARS
No June 2008 | June 2009 | June 2008 | June 2009 | June 2008 | June 2009 | June 2008 | June 2009
Non linked*
1 [ Li
a) Group Gratuity Schemes
with profit 0.00 2.00 0 1 0 199 0.00 0.02
without profit 502.28 1768.53 320 560 178840 206949 773.68 947.80
b)  Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 131 3.04 114 114 23465 84056 150.69 469.90
o L
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1.20 313 139 124 182514 183179 510.38 1385.40
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 576.03 211.00 2216 2787 2794940 3310547 17720.10 15921.42
2 | General Annuity
with profit 72.02 0.00 1 0 130 0 0.00 0.00
without profit 622.87 509.12 LY} 45 1250 1530 0.00 0.00
3 | Pension
with profit 0.00 5.00 0 1 0 0 0.00 0.00
without profit 617.88 673.96 62 38 28298 103900 0.00 0.00
4 | Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sub total 2393.58 3175.78 2894 3670 3209437 3890360 19154.86 18724.55
Linked*
1| Life
a)  Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 54.90 73.33 19 1 43676 2673 55.71 0.27
@ b)  Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
g L
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.25 0 1 0 477 0.00 0.05
2 | General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 | Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1022 7.90 3 1 n7 81 0.00 0.00
4 | Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. | Sub total 65.12 81.49 2 3 43893 3231 5571 0.31
Total (A-+B) 2458.70 3257.27 2916 3673 3253330 3893591 19210.57 18724.86
Riders
Non linked
1 | Health# -0.04 0.06 5 4 1947 1186 51.77 66.43
2 | Acident## 0.15 0.09 8 15 2021 1013 327.57 129.32
3 | Term 0.00 0.00 0 0 0 0 0.00 0.00
4 | Others 0.00 0.00 0 0 0 0 0.00 0.00
D. | Sub total 0.12 0.14 13 19 3968 2199 379.34 195.75
Linked
1 | Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 | Acident# # 0.00 0.00 0 0 0 0 0.00 0.00
3 | Term 0.00 0.00 0 0 0 0 0.00 0.00
4 | Others 0.00 0.00 0 0 0 0 0.00 0.00
E | Sub total 0.00 0.00 0 0 0 0 0.00 0.00
F | Total (D+E) 0.12 0.14 13 19 3968 2199 379.34 195.75
G | **Grand Total (C+F) 2458.82 3257.42 2916 3673 3253330 3893591 19589.91 18920.61

* Exduding rider figures.

**for no.of schemes & lives covered Grand Total is C.

# Al riders related to crifical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED JUNE, 2009

GROUP NEW BUSINESS — NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)

Sl PARTICULARS PREMIUM NO.OF SCHEMES LIVES COVERED SUM ASSURED
No June 2008 | June 2009 | June 2008 | June 2009 | June 2008 | June 2009 | June 2008 | June 2009
Non linked*
1 | Life
a)  Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 130.63 7353 26 50 208064 75545 185.93 159.30
b)  Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 6.58 26.13 0 0 45575 107449 358.14 597.94
o EDLI
with profit 0.08 0.1 63 59 52765 47324 610.75 617.73
without profit 1.14 2.62 60 121 129672 211822 985.09 2353.04
d) Others
with profit 1.28 0.00 95 0 125777 0 3761.19 0.00
without profit 391.06 440.45 310 556 1360155 4299482 14073.56 34280.87
2 | General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 | Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.65 0.69 0 0 0 0 0.00 0.00
4 | Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.12 0 0 0 7055 0.00 0.00
A. | Sub total 531.41 543.65 554 786 1922008 4748677 19974.66 38008.89
Linked*
1 | Life
a)  Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 8747 148.70 194 208 391625 320271 2501.96 2136.72
@ b) Group Savings Linked Schemes @»
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 9.48 8N 23 Ul 10447 20777 15251 275.54
o EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 13.88 41.66 7 4 578 567 -0.33 3.70
2 | General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.73 0.46 0 1 15 2 0.73 0.46
3 | Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 22157 147.07 97 67 34952 5907 0.00 0.00
4 | Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B | Sub total 333.13 345.99 3 351 437617 347524 2654.88 2416.41
Total (A-+B) 864.54 889.64 875 137 2359625 5096201 22629.54 40425.30
Riders:
Non linked
1 | Health# 0.66 0.63 8 12 8248 8473 518.59 760.89
2 | Acident## 0.27 0.24 18 16 12859 -4150 452.14 236.04
3 | Term 0.00 0.00 0 0 8 67 0.04 0.81
4 | Others 0.01 0.00 8 1 1114 200 367.15 59.48
D | Sub total 0.94 0.87 29 29 22229 4590 1337.92 1057.22
Linked
1 | Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 | Acident## 0.00 0.00 0 12 0 24 0.00 059
3 | Term 0.00 0.00 0 0 0 0 0.00 0.00
4 | Others 0.00 0.00 0 0 0 0 0.00 0.00
E | Sub total 0.00 0.00 0 12 0 24 0.00 0.59
F | Total (D+E) 0.94 0.87 29 4 22229 4614 1337.92 1057.80

* Excluding rider figures.

** for no.of schemes & lives covered Grand Total is C.

# I riders related to crifical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.

§ Reflects revised data submitted by ICICI Prudential Life Insurance Company Lid.
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CIRCULAR

September 2, 2009

To
CEOs of all General Insurance companies

Sub: Free Look Period in Health Insurance Policies issued by
General Insurance Companies

Under the provisions of Section 14 (1) and Section 14 (2) (b) of
the IRDA Act, 1999, the Authority issues the following instructions
on the subject of free look period for health insurance policies
issued by general insurance companies:

1. All health insurance policies which have a duration of three
years or more, will include a provision within the meaning of
section 7 (m) of IRDA (Protection of Policyholders’ Interests)
Regulations, 2002, that on the first inception of the policy, the
insured has a period of 15 days from the date of receipt of the
documents to review the terms and conditions of the policy.
Where the policyholder disagrees to any of those terms or
conditions, he has the option to return the policy stating the
reasons for his objection, when he shall be entitled to a refund
of the premium paid, subject only to a deduction of the expenses
incurred by the insurer on medical examination of the insured
persons and the stamp duty charges. In cases where the risk has
already commenced when the option of returning the policy is

CIRCULAR

Date: 09/09/2009

To
The CEOs of All Insurance Companies

Sub: The Prevention of Money Laundering (Amendment) Act, 2009

1.The Prevention of Money Laundering Act, 2002 (the Act) has
been amended vide the Prevention of Money Laundering
(Amendment) Act, 2009 (No. 21 of 2009) which has come into
force on 1t June, 2009 vide Gazette Notification No. S.O.
1338(E).

2.The amendments to the Act have been made with a view to
strengthen the legal framework for Anti-Money Laundering and
Combating the Financing of Terror (AML/CFT). List of offences
in Part A (offences without threshold value) of the Schedule to
the Act and Part B (offences with threshold value) have been
significantly expanded. The amendments, inter alia, specify the

CIR/41/IRDA/Health/SN/09-10/32

exercised by the policyholder, the refund of the premium paid
will also be subject to a deduction for proportionate risk
premium for the period on cover. Where only part of the risk
(e.g. only accidental hospitalization risk) has commenced, such
proportionate risk premium shall be calculated as commensurate
with the risk covered during such period.

2. Insurers can also voluntarily opt to provide such a free look
period even in health insurance policies of duration less than
three years. However, the terms and deductions admissible will
continue to be as provided for in the paragraph 1 above.

This circular shall take effect for all policies issued or renewed on
or after 15t of October, 2009. All general insurance companies are
advised to ensure due compliance with the provisions contained
in the circular as any failure to do so would render them liable to
appropriate action under the provisions of IRDA Act, 1999, the
Insurance Act, 1938 and the regulations framed thereunder.

Sd/-
(J. Hari Narayan)
Chairman

Ref: IRDA/F&l/CIR/AML/33/09/2009

time frame for retention of various records viz., CTRs / STRs
and client identity records.

3.While there is no need for any consequent change in the
stipulations of IRDA on Record Keeping by insurance companies,
it is clarified that records pertaining to CTRs / STRs as defined
in clause 3.1.6 to 3.1.8 of the Master Circular Ref: 022/IRDA/
MasterAML/Nov-08 dated 24" November 2008 on AML guidelines
shall be maintained for a period of ten years from the date of
transaction between the client and the insurance company

4.Insurance Companies are advised to ensure compliance and
effect changes to their AML policy at the earliest.

Sd/-
(C.R. Muralidharan)
Member (F&l)



CIRCULAR

September 2, 2009

Re: Transfer of Agency / Corporate Agency Agreement from one
Insurer to another

There have been instances where agents / corporate agents are
opting for transfer of agency / corporate agency agreement from
one insurer to another. In all such cases the policy holders are
experiencing difficulties with regard to service aspects of their
policies. Most often the policyholders are left to fend for
themselves or forced to switch the insurer, thereby losing the
benefits of the existing policy. The IRDA has examined various
aspects of policyholder protection policy arising in this context
and decided to issue the following instructions under Section 14(1)
of the IRDA Act. 1999.

All the insurers and their agents / corporate agents shall take the
following steps to ensure the policy holders’ interests are protected
before issuing ‘No Objection Certificate’ to the agent / corporate
agent who is leaving their organisation:

1.Every Insurer shall enter into the agreement with their agent(s)/
corporate agent(s) for a term not less than three years. (The
insurer may terminate the agreement in case of non performance
of agency or fraud by the agent / corporate agent.)

2.Every Insurer shall make adequate arrangements for servicing
of the policies earlier serviced / being serviced by the agent /
corporate agent(s) who wishes to leave the insurer, which shall
include:

a)Ensuring that the list of all the serviced policy holders along
with the policy details, contact details and other details
available with the agent are verified by the insurer and
confirmed in writing by the outgoing agent / corporate agent
and the changes, if any, recorded with the insurer.

b)ldentifying the officials for future servicing of the ‘polices of
such policy holders’ which were earlier serviced by the
outgoing agent / corporate agent.

3.1t is essential that all such policies are serviced by insurer as

Ref:31/IRDA/CA/CIR/SEP-09

per the service levels prescribed for agent / corporate agent.
Mere provisions of call centre facilities will not be sufficient for
fulfilling services at levels prescribed by IRDA.

4.Insurers and their agent(s) / corporate agent(s) shall inform in
writing, all such policy holders about the arrangements made
to service their policies which shall include contact details of
the officials of the insurance company who would be providing
the services in all such matters pursuant to such a transfer /
change of agency.

5.No insurer shall issue NOC to their agent(s) / corporate agent(s)
leaving their organization to tie up with another insurer unless
the policyholders have been informed in writing about the
change as specified at instruction no. 4.

6.The communication to policyholders by the insurer as described
under instruction no.4 shall inform that the policyholder is
entitled to continue with his policy irrespective of the change
of agents / corporate agents and service levels will be
maintained as agreed originally.

7.The insurer shall maintain a distinct cell / helpline to provide
services to the policy holders of the agents / corporate agents
leaving the insurer for a period of 6 months from the date of
granting NOC.

This is in addition to entrusting servicing of all such policies to
an official of the insurer.

8.Insurers shall submit to the authority a list of all such agents /
corporate agents for whom such arrangements have been made
every quarter.

9.The insurer shall not release renewal commission of agents who
have left them before completing 5 years of service.

Sd/-
(J. Hari Narayan)
Chairman




Asymmetry of Information

PrIMARY HURDLE TO SuccessFuL INSURANCE

‘FLOW OF TOTAL AND CORRECT INFORMATION THAT LEADS TO THE OBJECTIVE ASSESSMENT OF A RISK IS VERY DIFFICULT

TO BE ACHIEVED IN A DOMAIN THAT IS STILL EMERGING’ WRITES U. JAWAHARLAL.

nsurance operates on the premise of

uncertainty. For an insurer to accept

the risk, it must be so placed that while
the happening of the event is certainly a
possibility, it is essential that its occurrence
is uncertain. In life insurance where a
certain event viz. death is covered, the
uncertainty pertains to the timing of death.
In order that the insurer is enabled to take
a decision with regard to the coverage of
the risk, and the terms and conditions at
which it is to be accepted; it is very
essential that the information provided to
the insurer is factual and not tainted with
the desire to make a gain out of the event.
The success of the entire process of
insurance thrives on the veracity of the
information provided.

One of the projected ills of the Indian
insurance industry is that the information
provided by the applicant at the time of
seeking insurance is either not complete
or pre-meditated or both. While an
objective and wholesome designing of the
proposal form can overcome this limitation
to a great extent, there is no substitute
for the applicant being open and sincere

in his approach in answering the queries.
Another very pertinent point to make here
is that the proponent is on most occasions
not given to know the details called for.
The agent is believed to have filled in the
proposal form entirely, except for a few
seemingly innocuous personal details. This
leads to a situation where the policyholder
pleads that the details given were not
known to him or her.

Considering the fact that the success of
the insurance contract rests heavily on the
information provided, the insurer obtains
a declaration at the end of the proposal
form wherein the proposer gives an
assurance that all the information provided
is absolutely true; and further states that
should anything be proved to be otherwise,
all the rights in the policy are foregone.
While signing such an important
declaration, it should arouse the curiosity
of the proponent to venture into the details
of the proposal form and not blindly sign
the declaration. The argument that the
agent who represents the insurer filled in
the proposal may not hold much water as
the responsibility of filling in the proposal

was consciously delegated to the agent by
the proponent. These problems are
however inherent in a nascent market; and
the role of the distributor assumes a huge
importance to ensure that the queries are
well understood and then answered by the
proposer.

On the other hand, insurers have to be very
transparent in revealing the information
pertaining to their enterprise, the product
and its features; and all other aspects
pertaining to the contract in order that the
applicant takes a conscious decision. While
the earlier problem of the applicant not
giving sufficient and factual information
leads to an adverse or anti selection against
the insurer, the latter which leads to a
situation called ‘lemons problem’ is even
more detrimental to the industry. To avoid
such a scenario, insurers have to be
transparent and wholesome in disclosing
information. In an emerging market, the
need for openness is even more intense.

‘Asymmetry of Information in Insurance’
will be the focus of the next issue of the
Journal.

Trust -
A Two-Way Process

in the next issue...

irda journal (@) oct 2009

o



NN T 1]

Issue focus

Learning from Developing Practice

L
=i

i

0p)

INSURANCE DisTRIBUTION IN OTHER MARKETS

RAJAGOPALAN KRISHNAMURTHY AND STEPHEN COTHAM DISCUSS FROM GLOBAL EXPERIENCE SOME KEY DIRECTIONS IN THE

CONTROL OF INSURANCE DISTRIBUTION THAT WILL HELP TO ENSURE CUSTOMER PROTECTION AND INCREASE CONSUMER

SATISFACTION.

specially bright since the onset of

the financial crisis, there is a

spotlight globally on the way retail
financial companies treat consumers, and
how they deliver appropriate and value-
for-money products. Both in developed
economies as well as emerging markets,
regulators are re-assessing how the market
structures and incentives are designed to
deliver good value to consumers at every
stage.

There have been concerns for many years
in developed markets that there is

Even before the
current financial
crisis unfolded,
there was
focused
discussion on
market conduct.

something about the structure of the
market for saving and investment-related
insurance products, which produces
neither good value to consumers nor
sustainable economics for firms — with
accompanying poor persistency and high
costs across the system. Even before the
current financial crisis unfolded, there was
focused discussion on market conduct. In
the UK, when launching its Retail
Distribution Review (‘RDR’) in June 2006,
the Financial Services Authority (FSA)
recognised the need “to address the many
persistent problems we had observed in
what is now over 21 years of regulation of
the retail investment market. Insufficient
consumer trust and confidence in the
products and services supplied by the
market lie at the root of what we are

”

seeking to address.” There have been
similar discussions and initiatives in

other markets.

The financial crisis has brought many of
these issues to the fore, impacting
consumers in the West and in Asia. For
example, the sale of structured financial
products (whether as structured notes,
deposits or structured insurance products)
connected to Lehman Brothers caused a
substantial public outcry in both Hong Kong
and Singapore.

This article examines a few key aspects

irda journal @
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concerning the distribution of saving and
investment-related insurance products in
the light of these issues, and what lessons
India can learn as it continues the massive
task of spreading insurance penetration
and financial inclusion.

Key areas

Earlier this year, the Monetary Authority
of Singapore (‘MAS’) conducted a review
of the sales and marketing aspects
following the outbreak of the financial
crisis and, as one outcome, identified a
number of key areas that needed
treatment.

Product design and suitability: The review
by MAS had identified that processes for
product approval in many insurance
companies contained a number of
deficiencies.

In our experience, product approval,
whether from a manufacturer’s or
distributor’s perspective; often focuses on
the high-level characteristics of the
product without examining the range of
potential outcomes (for example, by
stochastic modelling), nor contextualizing
the characteristics and outcomes for
different customers to whom the product
may be marketed.

There are many dimensions to investment
product risk (eg market risk, manager risk,
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duration risk, concentration risk, gap risk
and so on) and a proper review should take
account of all relevant factors. But even
more important are the potential
customers — the same product will have
different risk characteristics for different
customers, particularly when their existing
portfolio is taken into account. Therefore,
an effective product approval process
(which would include selecting the
customer groups for whom the product is
suitable and those for whom it is not) must
include a comprehensive analysis of both
customer and investment factors.

Sales force competency: Insurance
companies must have clear processes to
review and assess the competency of sales
staff and sales managers.

We see that better companies have tools
for carrying out a structured analysis of
staff competencies; and identifying and
actioning their ongoing development
needs. Ideally, these tools would be
included in a pro forma “Assessment
Centre” — a concept which has already
been proven in Asia. Such tools are
particularly important to ensure consistent
standards of application over time and over
wide-spread geographies.

Sales process: Sales people and managers
must have full understanding of the
needs analysis process, and ensure that
the customer ends up with a product
wholly appropriate to their specific
circumstances.

As a part of the best practices philosophy,
we would expect quality companies to
continuously evaluate seller behaviour and
the reasons for seller non-compliance, and
develop internal and external monitoring
processes that ensure that seller behaviour
is consistently focused on a needs-based
approach. They would also have the
appropriate management controls to
ensure there are sufficient checks in place
to ensure ongoing compliance.

Better companies
deploy
experienced
marketers who
make sure that the
messages given to
customers provide
the necessary
information to
make a fully
informed choice,
and materials are
regularly audited
to ensure that they
comply fully.

Sales training and tracking: There is a
need for more effective training in
products and processes; for tighter
approval processes for training materials;
and for systems to track the level of
absorption of the participants in training
events.

In our view, the training programmes of
the best companies are regularly audited
to ensure that they meet world class sales
and sales management standards. This also
holds good for tracking and testing tools
to monitor progress. These tools save time
and enable companies to comply to new
requirements much more quickly.

Marketing messages: There is a general
failure to clearly identify the risks involved
in purchasing investment products in most
jurisdictions.
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Communicating product features and
technical information is a fundamental
element of the insurance business. Better
companies deploy experienced marketers
who make sure that the messages given to
customers provide the necessary
information to make a fully informed
choice, and materials are regularly audited
to ensure that they comply fully.

Post sale customer care: There is a
requirement to validate the reasons for
sales and customers’ understanding of the
products, plus a need to systemize the
follow-through with customers to reduce
post-sale dissonance and to keep them
informed of product performance. We have
come across some good quality bank
distributors who send a ‘welcome message’
to customers who have bought long term
investment products underscoring the
features of the product bought in brief,
and the risks and responsibilities that the
customer has undertaken by subscribing to
the product — a sort of post-sale warning!
This strengthens the underlying spirit of
the free look period given to the customer
as part of the buying process.

We believe that companies should develop
a post sale “Customer Pathway” that
provides proof of compliance, whilst also
ensuring sales made are cemented and
customer satisfaction improved.

Perspectives from India

The areas identified by the MAS as needing
treatment in Singapore, are similar to
issues that would be identified in most
other territories, including India. There is
a tremendous opportunity for newly
globalising markets such as India to
leapfrog in these respects and create
benchmarks in distribution practices.

A few other key aspects in this
regard are:

e Recruitment and selection of sales
people
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Getting the right type of agents in the
first place is clearly fundamental to
delivering a quality result in the longer
term. More focus needs to be given to
exactly the type of people that are
needed: whether primarily ‘hunters’ or
those with more ‘farming’ instincts; their
values, background and so on. And the
requirements of the role in terms of
competencies and activities need more
rigorous analysis.

Interviews are still the most common
form of selection process but, as years
of experience have shown, interviews in
isolation are a relatively poor tool.
Personality profiles have also shown
mixed results and, in our view, the best
results come (along with careful analysis

Rewarding
appropriate
behaviours in
providing financial
advice and
products, whilst at
the same time
motivating sales
people to deliver
results is a critical
challenge, and is
often seen as
contradictory.

of the type of individual needed as
above) by interviews combined with
behavioural assessment and competency
testing.

Sales management

Too often in our experience, sales
managers are a combination of a still
active seller and a recruiter. In the best
companies, neither of these roles should
be a significant part of a sales manager’s
role. There should be dedicated
recruitment resource with only limited
involvement from the sales managers,
and the sales managers should be
focused on coaching and developing their
sales team.

Compensation & Rewards
Compensation and rewards is becoming
an area of focus for the insurance and
financial services industry around the
world. Considerable attention globally
has been paid to eliminating sales
incentives that may result in product
bias, but there is increasing recognition
that any form of product sales related
compensation can result in an
unacceptable ‘product push’ culture.
Rewarding appropriate behaviours in
providing financial advice and products,
whilst at the same time motivating sales
people to deliver results is a critical
challenge, and is often seen as
contradictory. However, leading edge
companies are already implementing
more subtle and sophisticated sales
compensation schemes to deliver these
two goals in an effective manner.

Gatekeeping the quality of advice
The underlying concern of regulators
worldwide in regard to insurance
distribution is the quality and genuineness
of advice at the points of sale. In regard
to the quality of sales advice, three
practical steps used by reputed players are:

» Making a distinction between vanilla
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insurance products and complex
investment products, and assigning
different sets of sales personnel with
varying competency levels to handle
sales of the latter, with different
documentation requirements to fulfil.

o Reviewing sales advice and
recommendations provided by agents
and front end sales people by more
competent and experienced supervisors.

o Before introducing new products,
following a simple set of due diligence
steps to ensure that the distribution of
the product will meet certain criteria,
such as who are the target buyers of the
product and target distribution channels,
what is the remuneration for the product
and checking that the remuneration
structure will not lead to product sales
to unsuitable customers.

An extremely useful tool to ensure the
quality of sales process is to conduct
mystery shopping from time to time.
Mystery shopping is an effective and
popular approach to analyse customer
service qualities in retail operations,
especially through alternate platforms such
as bancassurance. The purpose is to assess
independently the quality of advice at the
point of sales under several parameters,
and to explore the level of customer
satisfaction. Regulators are also beginning
to appreciate the value of mystery
shopping with, for example, the Hong Kong
Monetary Authority now mandating the use
of mystery shopping as well as carrying out
its own mystery shopping programmes.

And the cost of not getting it right is heavy.
In Singapore, those firms found to have
been mis-selling structured products have
been banned from selling such products for
up to a year. In the UK, individual fines
for mis-selling of pensions and mortgage
related products have run into millions of
pounds, with the total cost to the industry
in the billions.
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Better companies
seek to create a
transparent
mechanism to
receive, record and
respond to
customer
complaints.

Best practices in bancassurance
There are two features that stand out
towards adopting best practices in
bancassurance.

o Firstly, best practices in bancassurance
distribution develop where the
relationship between the bank and the
insurer is of a long term nature, and not
based on a year-on-year renewal plan.
There is a substantial mutual
engagement of both parties in long term
partnerships to extend best practices to
cover products and processes.

Secondly, we see the best practices
evolving where the distributor bank

concerned develops a joint
‘bancassurance vision’ and assumes
ownership of the sales process. The
quality of attention paid by the bank
management to the comprehensiveness
of distribution, their intimate
understanding of the profit drivers of the
business and the customer satisfaction
levels are key to developing the best
practices in bank distribution.

A key approach is to develop dedicated
teams of sales advisors who are highly
trained in both sales and after-sales
service, including considerable training
inputs on behavioural aspects of
customers. We see that such a well trained
insurance sales team culture sits well with
bank staff and tends to positively impact
the general customer servicing experiences
in the banking business as well.

In the Indian context, special attention is
also required to be paid to sales of saving
and investment products to customers who
do not understand English. It is important
to ensure that the communication needs
of such clients are met, that the sales
documentation is made available in
understandable language, and that the
closure is done by a sales person who
speaks the local language and works in
compliance of the procedures laid down.

Maintaining transparency

IRDA has made recent moves to bring about
transparency in the charging structure of
investment products by requiring
companies to list the fees and charges
under a set of common parameters.

Better companies seek to create a
transparent mechanism to receive, record
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and respond to customer complaints. One
suggestion to encourage this is to introduce
a requirement for companies to publish
their own customer complaint figures along
with the data necessary to put their
complaint numbers into context.

In the context of India, where the regulator
has recently stated that about a third of
the total customer complaints received
relate to mis-selling of policies, the above
discipline would sound timely and relevant.

Much consumer protection work around the
world has been based on the presumption
that markets will work for consumers if
they are empowered with information. But
in practice that is not always the case.
What is clear is that consumer protection,
financial capability
intervention to protect consumers’ needs,
are all to be seen as part of a holistic
approach; and they need to be grounded
in an understanding of what role each
element plays in empowering consumers
and building their confidence.

and market

Rajagopalan Krishnamurthy is the former
CEO and Managing Director of SBI Life
Insurance Company. Stephen Cotham is
Director (Distribution Consulting Practice) of
the global firm Watson Wyatt Insurance
Consulting.
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Healthy Expansion of Insurance

ADoPTING BEST METHODS AND PRACTICES

DR. G. GOPALAKRISHNA ASSERTS THAT PROVIDING EFFICIENT SERVICES THROUGHOUT THE CONTRACT PERIOD GOES A

LONG WAY IN ENHANCING THE REPUTATION OF THE LIFE INSURER.

Introduction

nsurance is highly specialized or

technical; and a highly regulated

business. The regulations ensure that
the company has a high degree of financial
stability and permanence. The philosophy,
culture, aims and goals of the company
are articulated in the form of mission
statement. Generally the companies issue
a statement of objectives or a statement
of beliefs, which contain, in very brief
terms how the company proposes to serve
the society and how it will look after its
employees and their welfare. Thus a
company will aver that it will:

* become an advocate for customers;

» endeavour to reach all insurable persons;
e act as trustees of the insured public;
drive profitable growth;

meet the various needs of the society at
large;
» maximize returns to the policyholders.

Strengths of the Company
The strength of the company is reflected
in one or more of the following elements:

» geographic locations, size and spread;

« financial — equity base, working capital,
borrowings, debt equity ratio, margins,
assets, reserves and surplus, etc.;

» product and technology — need-based
product, product specifically developed
for a target market, their Unique

Selling Proposition (USP), the technology
used etc.;

marketing strengths — will include the
structure of the marketing organization,
its levels, its ability to satisfy customers,
how responsive, effective and efficient
is the servicing wing, the recruitment
and training standards and compensation
pattern for the field force.

Marketing Concept in Insurance
— Unique Features

The importance of marketing in the
present-day context in any field is not

The sacrifice of
the customer
(premium) is real
and immediate
whereas the
benefit is distant
and contingent.

merely a function. It is the whole business.
Under the modern concept of marketing,
the business process starts with marketing
research and sales forecasting to provide
a sound, factual customer oriented basis
for planning all business operations; and
the business function which has sales
responsibility now participates in all the
stages of the business planning process.

In the insurance industry the importance

of marketing becomes even more
pronounced due to the following unique
features of the business. It is often said
that insurance is almost always sold, hardly
ever bought. This is due to the fact that
the sacrifice of the customer (premium) is
real and immediate whereas the benefit
is distant and contingent.

It must be borne in mind that consumers
don’t buy products, they buy solutions to
their problems. In insurance, the
prospective customer may not be able to
immediately and clearly perceive his
problem (prospective hazards) and hence
may be reluctant to purchase the solutions
(insurance covers). Hence it may be said
that the marketing of insurance involves
the creation of demand.

Concentration of the population in rural
areas and their cultural tradition of
fatalism have led to a tendency for self-
insurance. This has added to the woes of
the insurance industry.
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There came about
tremendous
changes in the
industry in terms
of variety of
products,
competitive
pricing, unique
servicing quality
and organizational
upsurge.

Two centuries ago, Adam Smith, the father
of economic theory said that, consumption
is the sole end and purpose of all
production. The same sentiments are
echoed by modern management guru,
Peter Drucker, when he states that the
purpose of business is to create a customer.
The customer thus reigns supreme in any
business and insurance is no exception.

Indian Context

In the wake of the liberalization and the
globalization of the Indian Economy the
financial services has come to assume
significant importance; and life insurance,
being an essential constituent of the
financial services sector, will assume
special prominence. All financial
businesses deal with management of risk
but life insurance companies with their
special job of basic risk management, their

assets size and relative stability of cash
flow are likely to play a key role in the
future development of the financial
services industry.

Life insurance is usually a long term
contract and the term of the policy ranges
from 15 to 25 years. As such, large volume
of data and diverse operations on a
dynamic scale are the main characteristics
of life insurance. In India the insurance
industry had been under a nationalized set
up with a monopoly of selling and servicing
of insurance. With the opening up of the
industry, many new life insurance
companies came up competing with one
another. In view of these developments,
there came about tremendous changes in
the industry in terms of variety of products,
competitive pricing, unique servicing
quality and organizational upsurge.

An insurance executive will have to,
besides knowing the nuances of life
insurance, be aware of the legal aspects
of insurance, impact of technology on the
industry, corporate governance of private
insurance organizations, compliance with
regulatory requirements, investment
management and other related fields.
During the course of their business,
insurance companies will have to deal with
several stakeholders. It has also to reckon
with the Government regulatory body and
other organizations — like companies in
which the insurers would be investing and
so on.

Some New Developments in the
Organization

The traditional concepts of organization
have undergone several changes. A great
deal of flattening has taken place, as they
tend to shift the focus of decision making
closer to the customer. It resulted in fewer
layers of management, often accompanied
by an inverted pyramid philosophy. It
placed the customer at the top of the
organization with senior management at
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the bottom. Customer — Employee —
Management — Top Management is the
inverted pyramid philosophy.

Source of Satisfactioins to the
Customer

Regardless of what the product is,
customers feel happy when they
experience: recognition, courtesy,
responsiveness, sensitivity, competence,
reliability or credibility and ease of access.
Recognition is one factor more vital than
any other. If this is provided, then several
other deficiencies in service will remain
unnoticed. Recognition is explicit when the
other person shows courtesy. When a
complaint is taken seriously, there is
recognition. Recognition is strong when
there is willingness to help (responsiveness)
and sensibility (understanding) to the
requirements of the customer. The
competence of the person at the contact
point has to be satisfying. When the person
answers the query, the customer must
perceive it as accurate and reliable, not
as an off the cuff remark without
knowledge.

Reliability and credibility are the same as
trustworthiness. The person in contact
must reinforce the trust that the service
being bought will indeed be available, as
promised, after purchase. The insurance
agent who is available at the time of claim
is adding to the reliability. Candour is the
best way of attaining credibility.

Ease of access is another important factor.
Locations, telephone connections, hours of
operation, etc. make for ease of access. If
the services are made available where the
customer is, either through persons calling
on him or through the internet; access
becomes easier.

The Nature of the Problem

The buyer of any product is entitled to
reasonable service to ensure that he can
enjoy the product he has purchased and
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that he gets value for the money expended.
In many instances products such as
automobiles and electrical appliances are
sold with specific warranties, the terms
of which are precise and clearly described
at the time of purchase. When it comes to
life insurance, service is emphasized as
extremely important; but the precise
nature of service, who provides it, and how
it is paid for, are matters that are not
always clear. For several reasons, the
concept of service to life insurance policy
owners is complex and the performance
of such service presents a number of
challenges.

Changing Circumstances
The changing personal and financial

Improvements in
the nature and
quality of service
to policy owners
should follow when
the industry has a
clearer
understanding of
what services
policy owners
require and how
they are best
rendered and paid
for.

circumstances of policy owners result in
the need to review life insurance
programmes regularly and to make changes
or adjustments in specific policies.
External events such as new tax laws and
other changes in legislation also affect
existing policies and may make certain
alterations desirable. While it is essential
to react to these changing circumstances
it is even more desirable to anticipate
changes and make adjustments before
rather than after the fact. All these
considerations add to the complexity of the
service aspect.

Service Costs Money

Any process which requires the use of time,
knowledge, and administrative facilities
obviously costs money. The answers to
questions like how much, who pays for it,
when it is paid for, are fairly clear cut in
the case for service items such as TV sets,
furniture etc. The answers are less obvious
in the case of life insurance. If there are
weaknesses in the extent or quality of
service being rendered to policy owners
by agents, part of the explanation may lie
in the clarity as to nature of the service
itself.

Several Parties involved
Throughout the duration of a life insurance
policy several parties are likely to be
involved. The insurer, the insured, the
beneficiary, and the agent represent at
least four different parties. Furthermore,
the agent may retire, or leave the business;
the insured may move to another part of
the country or even another country; the
beneficiary may be changed; and the
insured may wish to involve other
professional advisors in his financial affairs.
These facts tend to complicate the service
process. Predominantly transient type of
agency system in our country compounds
the situation leaving many as orphan
policy owners.
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Product and Service Combined
Because life insurance should only be
purchased to fill a policy owner’s financial
needs, it is essential to look beyond the
policy as product and to consider the policy
owner’s personal situation. Service
includes selling the right policy to fill the
policy owner’s need, making sure the
policy owner understands the transaction
fully, arranging ownership and beneficiary
designation to best advantage, keeping the
premium within the buyer’s means and
making future changes as required. Thus
the product and the service are very much
interwoven. In the light of all these factors,
it is understandable that a number of life
insurance organizations abroad, especially
in USA and Canada are continuously
engaged in special research projects with
a view to understanding better the service
function. Improvements in the nature and
quality of service to policy owners should
follow when the industry has a clearer
understanding of what services policy
owners require and how they are best
rendered and paid for.

Nature of Service and its Delivery
The Service should be classified into two
categories: (1) Policy owner services and
(2) Service to Clients.

Policy owner services: It is the basic
responsibility of the life insurer to ensure
that the policy owner services inherent in
a life insurance policy are, in fact,
rendered. The responsibility flows logically
from the fact that such services are
essential to the carrying out of the
contractual provisions which the insurer
undertakes as a party to the contract.

While the insurer is ultimately responsible
for policy owner services, for all practical
purposes, most of these services can best
be delivered by a life insurance agent. In
order to do this job effectively it is
necessary however for the agent to receive
the cooperation of the branch office of the
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insurer. The agent must also have adequate
secretarial services and office facilities as
a base for his sales and service functions.

Service to Clients: Under this category,
the focus is on the policy owner as a client
to be given service, not on individual
policies per se. It is not sufficient to sell
life insurance in a vacuum unrelated to
specific needs and objectives. There is the
additional dimension of the agent
performing a professional service. The
purchaser must be viewed not only as a
purchaser or policy owner but as a client
who expects and is entitled to receive
competent advice and reliable information
on which he can base his decision to buy.
Furthermore, he is entitled to expect that
his policies will be serviced in such a
manner as to ensure they will continue to
meet his needs throughout the lifetime of
the contracts.

In its total concept, therefore, service
includes a sales function as well as the

As the agent
becomes more
established in the
business, the
service function
should merit
increasing
attention.

administrative procedures affecting
policies. Probably the most important
service that can be rendered to any policy
owner over the years is to sell him the right
kind of life insurance for his particular
needs, in appropriate amounts arranged
to maximum advantage, and increased,
decreased or rearranged as necessary to
adapt the programme to changing
conditions.

Joint Responsibility of Insurer and Agent:
The rendering of service to clients is,
therefore, the joint responsibility of the
life insurance companies and their agents.
A life insurance policy is a long term
contract between the insurer and the
insured, the future well being of the
insured and his beneficiaries may be
affected in ways which are far more likely
to be within the knowledge of the insurer
than the insured. Likewise, the agent has
a responsibility to give sound advice both
during the sale and afterward. The insured
puts his trust on the agent to give proper
advice and to keep the insured informed
of any matters which may affect his life
insurance programme.

If an agent and his insurer purport to
provide a policy owner with a reasonably
adequate life insurance programme, the
policyholder is for all intents and purposes
taken out of the market for more life
insurance at least for some period of time.
This result should be viewed both by the
insurer and the agent as imposing a special
responsibility to keep in touch with that
insured and render the best possible
service. The best solution to providing
service is to make the agent responsible
for the service function and to ensure that
he is adequately compensated for that
work.

Training: Service is an essential function.
To the extent agents are to render service
they should be trained to do so. It is
understandable that sales training is given
prime emphasis during the initial period
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after the new agent is first licensed. The
service aspect should however also be
given specific attention as early as possible
to establish proper understanding and the
right attitude toward service. As the agent
becomes more established in the business,
the service function should merit
increasing attention. Having this
responsibility in mind, the emphasis should
be on the total needs concept as the basis
for developing life insurance programmes
for individuals.

Relationship of Service to Policy
Lapses

There is a good deal of concern both inside
and outside the life insurance business
regarding what has been described as a
high rate of lapses of life insurance
policies. There is, however, very little data
available about lapses other than their rate
of occurrence. A major study is necessary
in order to analyze both the reasons for
lapses and its consequences.

It is difficult, therefore, to evaluate the
lapse picture until more is known about
lapse data broken down by types of
policies, duration of policies, circum-
stances of the policy owners, and reasons
for the lapses. The fact that the lapse rate
appears to be significantly higher during
the first two years after policy issue
certainly raises a suspicion that poor advice
at the time of sale may be a factor.

The National Quality Award (NQA)
sponsored by both insurer and agent
organizations throughout the USA and
Canada is designed to recognize those
agents who render quality service as
determined by a high standard of
persistency. Quality business has been
described by the sponsors of NQA as “The
right policy for a specific need, purchased
within the buyer’s means, which is
adequately understood by the purchaser
and which continues to serve his best
interest when regularly reviewed with him
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by his agent.” The NQA is awarded to
agents whose persistency of business
written is 90% or better based on policies
written in a particular year remaining in
force for thirteen months or longer.

Persistency Rater
LIMRA (International) has developed what
is known as the Persistency Rater. This is a

T The services to be
rendered by a life
insurance agent
should be
specifically stated
in his contract or
contracts with the
insurer

tool for measuring the likelihood of a new
life insurance policy remaining in force.
Some life insurance companies use the
Persistency Rater or a modification of it
as one procedure in screening new
applications for insurance particularly
those written by newer agents. Where this
procedure is used it helps reduce the rate
of early lapses. Life insurance sales
practices should include the requirement
that all individual applications for life
insurance must meet the acceptable
standards established by the Persistency
Rater (LIMRA) or its equivalent except for
those applications submitted by agents who
currently qualify for National Quality
Award.

Payment for Services rendered

It was noted earlier that service costs
money and the weaknesses in the extent
or quality of service may in some cases be
traced to lack of clarity as to what services
the agent is expected to provide and how
the agent is to be paid for those services.
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Some insurers have recently recognized
these problems and have entered into
specific service contracts with their agents
in addition to basic contract which spells
out how the agent is compensated for
sales. The services to be rendered by a life
insurance agent should be specifically
stated in his contract or contracts with the
insurer and the basis of compensation for
such services should be reasonable and
clearly stated.

Conclusion

If all the varied aspects are taken care of
in letter and spirit by the different players
in the insurance industry including the
state undertakings, there is every
likelihood of creating a sound reputation
for the institution and healthy expansion
of life insurance business more widely than
ever before.

The author is a retired Senior Officer, LIC of
India.
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Best Practices 1n SRI

VENTURING BEYOND THE Bottom LINE

RAJESH KHANDELWALA opines that it has becoming increasingly important for the insurance industry to adopt best

practices in SRI so that the world becomes a better place to live in.

he Socially Responsible Investment

(SRI) trend is furthered by two

important initiatives harbored by
United Nations: the Global Compact
launched by former UN Secretary-General
Kofi Annan at the turn of at the millennium;
and the United Nations Environment
Program. The “Who Cares Wins” initiative,
developed by the UN Global Compact in
partnership with twenty of the world’s
largest investment companies representing
six trillion dollars in assets worldwide —
including major banking institutions such
as Credit Suisse Group, Goldman Sachs,
HSBC, Morgan Stanley, and major insurers
such as AXA Group, seeks to make the
consideration of social, environmental and
governance issues, part of mainstream
investment analysis and decision-making.

The institutions involved also agree on the
importance of bringing other actors in the
financial world to join the program,
including stock exchanges and pension
funds, to reflect on how these dimensions
could become standard components in the
analysis of corporate performance (Global
Compact, 2004).

The “Who Cares Wins” Report, which states
the signatories’ willingness to better
integrate extra-financial considerations in
the practice of value analysis, asset
management and securities brokerage, is
endorsed by the following institutions: ABN
Amro, AXAS Group, Aviva, Banco do Brasil,
Bank Sarasin, BNP Paribas, Calvert Group,
CNP Assurances, Credit Suisse Group,
Deutche Bank, Goldman Sachs, Henderson
Global Investor, Innovest, ISIS Asset
Management, KLP Insurance, Morgan
Stanley, RCM, UBS and Westpac. A handful
of insurance companies appear in that list:
other must join shortly, not only for the
sake of being in the list, but also and
primarily to take part in the challenge of
changing the rules on the financial
marketplace. What is at stake here is the
inventions of new methods and practices
that will eventually bring about a sea
change in the financial industry as a whole.
In short, it is the achievement of a
methodological breakthrough. The industry
is expecting that breakthrough, and the
leading financial institutions worldwide are
now ready to unite their efforts to realize
it. Those companies that have joined the
group at the beginning to initiate and
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develop its reflections will later appear as
pioneers.

Another international initiative that strives
to fuel socially responsible investment
worldwide takes place within United
Nations Environment Program (UNEP).
Since early 1990’s, the UNEP, established
in the aftermath of the United Nations
Conference on the Human Environment
held at Stockholm in 1972, has launched
joint initiatives with a number of industry
sectors, in order to develop
environmentally sound practices in
accordance with the principles adopted at
Rio de Janeiro Earth Summit.

At the same time, it has undertaken to
work with forward-looking organizations in
the financial services sector, based on the
conviction that this sector had a valuable
contribution to make in protecting the
natural environment. These efforts have
resulted in elaboration of the “UNEP
Statement by Banks on the Environment
and Sustainable Development “in 1992, and
in the simultaneous creation of Banking
Initiative, renamed the Financial
Institutions Initiative (FIl) in 1997 to
broaden its scope. As regards the insurance
sector, the “UNEP Statement of
Environmental Commitment by the
Insurance Industry” was launched in 1995,
followed by the establishment of the
Insurance Industry Initiative (Ill) in 1997.
The signatories of the latter statement, a
group of leading insurance and reinsurance
companies as well as pension funds,
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pledged themselves to achieve a balance
between economic development, social
welfare and a healthy environment; they
declared their willingness to progressively
integrate the environmental dimension
into internal and external business
activities.

From 1999, both initiatives started to
collaborate on issues of mutual interest
and to form working groups on climate
change, asset management, and
environmental management and reporting.
Eventually in 2003 the Financial Institutions
Initiative and the Insurance Industry
Initiative decided to merge into one single
entity, labeled the UNEP Finance Initiative
(UNEP FI). To date, more than 200 financial
institutions from over 45 countries have
signed the statements, among which are
some 80 insurance companies from more
than 20 countries (UNEP Finance Initiative,
2004/1). The purpose of the UNEP Fl is to
create a forum where insurance, as well
as interested banks and asset management
companies, can exchange experiences,
stimulate each other in pursuing
sustainable development, in applying the
precautionary principle, and in striving to
identify and assess environmental risks.

Working groups have been set up to discuss

and produce reports on a variety of
subjects, including the impact of climate
change, the implication of international
environmental agreements, the
development of renewable energy (UNEP
Finance Initiative, 2002), the challenges
associated with water scarcity (UNEP
Finance Initiative, 2004/3), the materiality
of social, environmental and corporate
governance issues to equity pricing (UNEP
Finance Initiative, 2004/2), and the
definition of best practices. Leading
companies can thus blaze the trial for less
advanced companies, which will learn
more quickly how to deal with
sustainability-related issues.

Besides, the UNEP FI plays an important
role by fostering international dialogue on
the regulation of global risk and
environmental issues between the
insurance industry, governmental bodies
and financial regulators. Essential topics
such as the effects of global warming, the
risk associated with the transport of
hazardous goods, or environmental
reporting methods for the insurance
industry, are debated through the interface
of the Finance Initiative. Another positive
contribution of the network consists in the
knowledge transfer from industrialized
countries to emerging markets. In sum, the
combination of creativity, the sense of
environmental stewardship, cannot but
lead to the elaboration of pioneering
solutions which will eventually be adopted
by the whole industry, and help reverse
the trend of nature’s devastation.

Eventually, the UNEP Finance Initiative and
the Global Compact have decided to work
together in order to develop a set of
“Principles for Responsible Investment”,
with the participation of the world’s
largest pension funds. This collaborative
project also aims to elaborate tools and
strategies for the implementation of the
principles, and to provide policymakers
with suggestions to align investment
regulatory frameworks with these
principles.

It is thus coherent for Indian insurance
industry to get involved in both networks
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simultaneously; the insurance companies
should definitely take a proactive stance
in each of them, if they want to reinforce
the position as pioneer and keep pace with
most advanced competitors.

It is important for insurance companies to
communicate more specifically on their SRI
policy and practice, since there is a
growing expectation of various
stakeholders on this issue. A number of
investors, both individual and institutional
— albeit not the majority, but a significant
minority — are now increasingly looking for
SRI-focused investment products.
Insurance companies must provide them
with a brochure clarifying its offer in this
field. In particular, the efforts to integrate
the social, environmental and ethical
dimensions into its investments process,
including governance and human rights,
and its voting policy regarding companies
in which it owns shares could perhaps be
summarized in a leaflet and distributed to
those customers who find an interest in it.
Besides, financial analysts and extra-
financial rating agencies are also
interested in such documents, as the
integration of SRI by financial institutions
is becoming a matter of concern for these
publics.

The insurance industry’s choice to
participate in the “Who Cares Wins”
initiative, in addition to Global Compact
and to its involvement in the Globally
Responsible Leadership Initiative, is a very
important step and will be instrumental in
providing a positive direction for the
industry. Insurance companies must take
proactive stance in the UN Global
Compact’s “Who Cares Wins” initiative and
in the UNEP Finance Initiative’s working
group because a better consideration of
environmental, social and governance
factors will ultimately contribute to
stronger and more resilient investment
markets, as well as contribute to the
sustainable development of the societies.

The author is an industry expert and market
analyst; and is based at Hyderabad.
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Managing the Inevitable

BesT PRACTICES IN SUBSIDIZATION

DR. GEORGE E THOMAS OBSERVES THAT A CERTAIN ELEMENT OF CROSS-SUBSIDIZATION IS INHERENT IN INSURANCE BUSINESS;

AND AS SUCH INSURERS SHOULD LOOK AT PRACTICES THAT WOULD WORK TOWARDS BENEFITING LARGER NUMBERS.

thics has taught us that it is not fair

or equitable if one is put to loss for

the benefit of another. The entire
gamut of the insurance system, however,
works on the premise of the loss of a few
being borne by many others. The logic of
this apparent inequity of the insurance
system is best understood by identifying
the ‘others’ who have to bear the losses
of someone else. Fairness and equity in
insurance are based on identifying groups
comprising members who are similarly
placed with respect to an insured event.
In other words, from an ethical point of
view, insurance can be fair and equitable
only if all the members of the group are
equally exposed to the same perils and it
is only a matter of chance that someone
is affected by an event and the others
are not.

The concept, thus put, appears simple. But
one can argue that any insurable risk is
one of its kind. However, for the insurance
system to work, grouping is required and
insurers have to design groups having
rational levels of homogeneity. Any
grouping of risks is thus a compromise
decision that knowingly ignores certain
individual features of each risk. How much
of similarity is shared and how much of
differences are ignored contributes to the
fairness and equity of the particular
insurance product. The best fit in this

matter is a challenge to anyone who
designs an insurance product. A highly
selective system of grouping could make
the group smaller, more vulnerable to risk
and necessitate higher levels of premium.
A lenient grouping could cause a system of
totally disparate and non-comparable risks
getting pooled and the good risks cross-
subsidising a subset of bad ones. Both the
situations are of grave concern to the
regulator who wants insurers to remain
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healthy and to ensure that policy-holders
are protected from the negative impacts
of unfair groupings. In an ideal situation,
a regulator would like insurers to have
separate baskets to keep their fresh
apples, and the apples that come out from
the deep freezer. The regulator would be
concerned if someone carries freshly
picked apples in a basket containing rotten
mangoes and expects both the fruits to
share the same fate!! The regulator has to
ensure that best practices are followed by
the insurers in designing their groups and
putting in place rational systems of
subsidisation. But then, best practices are
never the easiest!!

Apparently, when insurance legislations
were drafted, Governments were seized
of the arduous task of the regulator in
causing best practices in the market and
had empowered regulators with ample
powers to gather information of every
possible nature from the industry. The
Indian insurance regulatory system speaks
about the regulator’s requirement of
information in unambiguous terms under
various sections of the relevant Acts.

Section 33 (8) of the Insurance Act 1938,
provides that the “Authority may prescribe
the minimum information to be maintained
by insurers in their books, the manner in
which such information should be



Issue focus

maintained, the checks and other
verifications to be adopted by insurer ...”
Section 44A empowers the Authority to
require from an insurer, principal agent,
chief agent, or special agent such
information ... as he may consider
necessary. Information would include any
book of account, register, document or
statement that may be specified. Section
64 UE provides that the Tariff Advisory
Committee may “require, by notice in
writing, any insurer to supply to it such
information or statements, periodical or
ad hoc, as it may consider necessary to
enable it to discharge its functions . . .
and every insurer shall comply with such
requirements within such period as may
be specified by the Advisory Committee in
this behalf, failing which the insurer shall
be deemed to have contravened the
provisions of this Act.”

Section 14 (2)(h) of the IRDA Act 1999 gives
the Authority powers like “calling for
information from, undertaking inspection
of, conducting enquiries and investigations
including audit of the insurers,
intermediaries, insurance intermediaries
and other organizations connected with

the insurance business”.

While at the higher levels of management
of insurance companies, there could be no
quarrel on the regulator’s need for
information; submission of data is still
perceived by many in the industry as a
necessary evil forced by the regulator on
the market. The regulator’s role in
stabilising and developing the market and
the necessity of the regulator to feel the
pulse of the market is yet to be
appreciated. It is the job of the regulator
to act like the personal physician of a VIP
and check the health of the entity
entrusted to him and ensure that all the
vital systems are working in the desired
manner. The checks have to be performed
routinely and regularly when the entity is
healthy and fit, to look for early warning
symptoms and prevent a health condition
from occurring or getting aggravated.
When an entity is sick and the physician is
administering doses for its recovery,
carefully monitoring and evaluating the
body condition is of course another matter.

This article would like to emphasise that
better information leads to the inculcation
of best practices in the insurance industry
and that in turn, best practices cause
better systems of subsidization. Replacing
‘right
subsidisation’ is, no doubt, one of the

‘cross subsidisation’ with

prime concerns of a regulator who wants
the industry to follow best practices.

How Subsidization Happens
Cross-subsidy is generally considered as a
bad word in matters dealing with
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economics and finance. However, cross-
subsidies are integral to the business of
insurance. Joseph M. Heyman, MD, of the
American Medical Association (AMA), in one
of his studies on individually owned health
insurance, distinguishes ‘pure insurance’
and ‘insurance with cross-subsidisation’ in
a most simple manner. He takes the
example of a homogenous group of insured
of which each individual insured faces a
20% chance of experiencing an illness
requiring $1,000 during the year. As each
insured would expect an average cost of
$200 at the beginning of the year, they
would prefer the certainty of paying $200
towards insurance premium to the
uncertainty of having to pay $1,000
towards medical expenses. As 80% of the
insured would be ‘lucky’ not to be incurring
any medical expense, the premium
revenues of both the lucky and unlucky
insured are used to defray the costs
incurred by the unlucky 20%. In other
words, 80% similarly placed insured of the
homogenous group subsidise the medical
expenses of the 20%. Heyman contrasts this
form of ‘pure insurance’ with ‘insurance
with cross-subsidy’. An example for the
latter form would be a group covering two
types of people in equal proportions; low-
risk types who face a 20% chance of
incurring a medical expense of $500 (Type
‘A’), and high-risk types who face a
20% chance of experiencing illness
requiring $1,500 of medical treatment
(Type ‘B’). The Type ‘B’ group is high risk
because they face a 60% chance of having
costs of $500. In this case, Type ‘A’ would
be willing to pay a certain cost of $100
only as against an uncertain cost of $500,
and Type ‘B’ would be willing to pay an
average cost of $300 towards insurance
premium (a certainty) rather than incurring
an uncertain cost of $1,500 towards a
possible claim. Now 80% of the low-risk
Type ‘A’'s would be subsidizing the expenses
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of the 20% type ‘A’s and 80% of the high-
risk Type ‘B’s are subsidizing the costs of
the 20% Type ‘B’s. Over and above this
subsidy, which is applicable in ‘pure
insurance’ as well, all the Type ‘A’s end up
cross-subsidizing all the Type ‘B’s by $100,
the difference between the combined
average of $200 and the group’s own
average of $100.

The Quest for Homogeneity

In essence, when the expectation of an
insured event occurring differs among
different segments of a group, or when the
financial impact of the event varies among
such segments, cross-subsidization
happens. In other words, ‘pure insurance’
would be possible only when the
expectations of frequency and severity of
losses do not vary within a group. Thus,
lack of homogeneity regarding the
predictability of frequency and severity
leads to insurance with cross-subsidy. Issues
like insurer’s costs and the risk averse
insured’s willingness to pay a premium over

the predictable averages are kept out of
the example to preserve the simplicity of
the concept.

However, the fact remains that the kind
of homogeneity is hard to find in practical
insurance situations. A simple shipment of
1000 identical tennis balls packed in a
corrugated carton can realistically be
taken as a homogenous group if one
overlooks the chances of rain water
damage to the top-most level of tennis
balls and the possibility of the balls at the
lowest level getting wet by surface
dampness or getting crushed by the weight
of the other balls.

When one deals with an apparently
‘homogenous’ group of small cars of the
800cc category, could it be assumed that
all the cars share the same predictability
levels in terms of frequency and severity
of accident exposure? Would the
predictabilities vary based on the other
physical features of the car like the
position of the engine, weight and center
of gravity level, crashworthiness, safety
features, provisions of air bags and seat
belts, reinforcements of the doors and
panels etc.? Would the predictabilities vary
depending on the management of the car,
the user’s driving skills, age, gender,
experience, maintenance of the vehicle
etc.? Again, would the exposure of the
vehicle in terms of the geographical terrain
(coastal / hilly / urban) where it is used,
the road and traffic conditions, distance
and time it is in use, the purpose for which
it is used etc. made a difference to the
accident proneness of the vehicle?
Conclusive replies as to whether and to
what extent these factors practically affect
the predictabilities can be found only when
information relating to all these aspects
are collected at granular levels and
analyzed to locate factors that distort the
homogeneity of the group of 80cc vehicles.
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Coming to health insurance, where the
divine hand has fashioned every individual
insured differently; where society,
traditions, economic conditions and
occupation have given people different risk
exposures, and to top it all with each
person managing his life style as per his
own liking; finding realistic patterns of
homogeneity in the predictability levels of
frequency and severity of medical
expenditure has been recognized as a
challenge.

Impact of Social and Public Policy
Compounding all these, there are the social
and public Many
governments and economic schools deem
increased cross-subsidization across risk

policy angles.

groups as socially desirable and across the
world, there are a number of public
policies that promote cross-subsidization
from low-risk to high-risk individuals. In a
debate on John Goodman’s views on the
future of healthcare, on the Town Hall
blog, Gestell was very forthright when he
pointed out, “Remember, the core
principle of insurance is cross-
subsidization, or the ‘socializing’ of risks.”
Mehr, Gustavson and Harrington argue that
since the law mandates a uniform
percentage discount on the PIP (Personal
Injury Protection) premium, a cross-subsidy
from those with comprehensive first party
coverage to those with shallower coverage
is implied. They point out that “such a
cross-subsidy may be inevitable, since even
if the law did not mandate a uniform
percentage discount, it may be infeasible
for auto insurers to verify differences in
health coverage and estimate actuarially
fair discounts off PIP premiums.” Horwitz,
in ‘The Irony of Regulatory Reform’ was
milder when he stated that the “quids pro
quo of economic stabilisation were the
equity based obligation to serve; and
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complex cross-subsidy arrangements”
which he felt were absolutely essential in
the establishment of universal service.

In the American context, debates have
been held on the so-called ‘Republican
push on hyper-individualism’ where the
individual would subsidize only himself,
paying during his healthy years for his
periods of sickness. Critics pronounced this
move “would undermine the concept of
social insurance, in which there is cross-
subsidization from the healthy to the
sick.” Cross-subsidization (by younger and
healthier colleagues) was cited as one of
the reasons due to which large group health
insurances were working relatively well,
and understood by many as an integral, or
even a defining, element of insurance.
Hennessey explains the situation, that if a
policy equalizes premiums between the
usually healthy and the predictably sick,
health insurance will become somewhat
more expensive for most (usually healthy)

people, and much less expensive for the
minority who are predictably high cost. He
explains that in “some cases, a market
without distortion won’t even sell
insurance to someone who is predictably
sick . . . Assuming we want to help the
person with cancer, if we do so by requiring
companies to sell him insurance and to
charge him the same premium as a healthy
person, then the cancer victim can buy
affordable insurance, cross-subsidized by
a large number of relatively healthy
people who will pay higher premiums.”
Dr. Heyman of AMA points out that to the
extent that increased cross-subsidization
across risk groups is deemed socially
desirable; there are a number of public
policies to promote cross-subsidization
from low-risk to high-risk individuals.
“Public policies can promote cross-
subsidization by manipulating insurance
markets, for example by acting on
premiums, terms of issue or benefits.”
Other examples of cross-subsidization cited
by Dr. Heyman include promotion of mixed-
risk risk pools, limiting individual ability
to switch plans and less-distortionary
policies like creating new opportunities for
group purchasing and providing direct
subsidies to high-risk individuals.

A Different Case of Subsidy

After the devastating bush fires in
Australia’s Victoria area last year, the issue
of funding the fire services is being debated
upon. Presently, a fire services levy on
insurance premium funds provides about
three-quarters of the annual budget for
Victoria’s metropolitan and country fire
brigades. The fire services levy is to be
raised this year from 20% to 21% for
metropolitan homes and from 24% to 26%
for rural dwellings. Insurers have taken the
stand that instead of insured people having
to fund the Fire Service which is a ‘public
good’ or public service, all property owners
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rather than those with insurance should
be funding it. The Victorian Government
and the insurance regulator would have to
take an appropriate view on funding the
costs and the level up to which subsidizing
is needed.

The Regulator’s need for
information to enforce best
practices

The current Indian scenario is encapsulated
in Jain’s report in ‘Mint’ as follows, “Since
2007, when premiums ceased being set by
the Tariff Advisory Committee, premium
rates have gone up substantially for group
policies. Earlier, before the removal of
tariffs, loss-making segments such as
group health insurance were cross-
subsidized by profit-making segments of
fire and engineering insurance.” One
needs to realize that the tariff system
could not create the best practices relating
to subsidization in the industry. But then,
today, in a tariff free regime, the insurance
industry needs to ponder whether it should
evolve such best practices voluntarily or
wait till best practices are forced on them
through consumer activism. For the
regulator to enforce right-subsidization in
the industry, a lot of transaction level
information and detailed analysis would be
needed. The research, efforts and thinking
required for this kind of an analysis would
be monumental and necessitating inputs
from various fields of expertise —
underwriting, claims, actuarial,
information technology, reinsurers, legal
practitioners — who are conventional
enough to preserve their books of
knowledge and their traditional wisdom
while being radical enough to burn the
books themselves if they are not found
relevant for the years to come. This
exercise can be possible only if all insurers
appreciate the idea and back up their
appreciation with unstinted co-operation;
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and it would be Utopian to hope that it
would happen in one go.

The regulator can only initiate a tiny spark,
a thought process that will be blown up
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have gone through and your suggestions.
Your insights are valuable to the industry.
Help us see where we are going.
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into a blaze when the time is ripe for the
same. Presently, one would feel that the
Indian regulator’s need for granular
information would perhaps be most
pronounced in the case of the health
insurance market which touches most of
the citizens directly. This market already
involves a good deal of subsidization and
the country’s public policy emphasizes on
the role of the insurers in supporting the
economically and socially marginalized
classes. The regulator would like to keep
a constant watch on the boundary lines
between ‘pure insurance’ or acceptable
levels of cross-subsidization (or ‘right-
subsidization’) on one scenario; and the
extreme scenario of ‘insurance with cross-
subsidy’ which had existed under the tariff
regime. The regulator needs to be armed
with relevant, timely and credible
information to ensure that insurers follow
the best practices in deciding the risk
segments and right-pricing each segment
so that cross-subsidization happens only
within acceptable levels of tolerance and
does not lead the market to a situation of
robbing Peter to pay Paul.

Editor, IRDA Journal, Insurance Regulatory and Development Authority,
Parisrama Bhavanam, Il Floor, 5-9-58/B, Basheerbagh, Hyderabad 500 004
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Integrated Risk Management

SAFETY Back IN FAsHION

DR. ANNETT RITTERSHAUS ARGUES THAT AS A PART OF THE PREPARATION FOR THE ROADMAP FOR THE FUTURE, INSURERS

HAVE TO CONSTANTLY IMPROVE THEIR RISK MANAGEMENT; WITH CONSISTENT IMPLEMENTATION OF ASSET-LIABILITY

MANAGEMENT.

o fully implement Integrated Risk

Management takes time,

knowledge and resources. The
methods and systems needed to steer an
insurance company effectively have to
involve more than a good understanding
of technical results. Corporate and risk
management at insurance companies is
becoming increasingly sophisticated. To
optimise a business and achieve the best
possible profitability, an integrated system
incorporating strategic planning, value-

To optimise a
business and
achieve the best
possible
profitability, an
integrated system
incorporating
strategic planning,
value-based
management and
risk management
is necessary.

based management and risk management
is necessary. The system should be linked
to pricing, to allow proper management
of risk and to cover the risk-capital costs
of an insurer.

Impact of the financial crisis

The financial crisis has demonstrated how
important it is for an insurance company
to have a tried and tested risk management
system. Increasing solvency requirements
may also accelerate a trend that has been
developing for some time and that is
becoming even more important in the light
of the financial crisis: if companies want
to actively manage their risks, the
traditional accounting-based approach
needs to be replaced by an integrated risk
management approach. This will enable
insurance companies to assess the extent
of risk and measure the related costs. It
will allow them to manage their business
much more precisely. They will gain insight
into the economic value contribution of
their activities and improve the quality of
risk evaluation and management.

The whole industry must face the fact that
returns of 20 percent or above are no
longer sustainable in competitive markets.
Only such realism will restore the urgently
needed sense of proportion which has been
partially lost. Ultimately, it is all about
entrepreneurship: take risks, but only
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those you understand. And safety is valued
more than ever. What was considered
boring a short time ago is suddenly in
demand.

To prepare for the future, insurers have to
constantly improve their risk management,
with consistent implementation of asset-
liability management — that means
matching investments with the structure
of their liabilities.

Solvency regulations in Asia

In Asia, especially in the rapidly developing
economies, there is some room for
improvement in risk assessment and
management at many insurers. They need
to manage risks more actively, for example
by making more use of risk transfer, in
order to comply with solvency regulations.

Many primary insurers in Asia have relied
heavily on investment income generated
through rising equity markets. This
alternative source of earnings is no longer
available. Declining equity markets lead
to a loss of capital by insurance companies.
A lower capitalization forces an
economically responsible insurer to reduce
its capacity. This can be done via lower
exposure, but would mean writing less
business. Other options are buying more
reinsurance/retrocession or issuing
insurance-linked securities (ILS). Therefore
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Solvency I, the
regulatory
environment
currently being
introduced in
Europe, is still a
distant goal for
many Asian
countries. The
financial crisis has
highlighted the
need for sound risk
and capital
management.

reinsurance is now one of the few
remaining possibilities for primary insurers
to swiftly obtain the capital they need. It
will consequently increase in significance,
and so will the importance of the security
and stability a reinsurer can offer.
Reinsurance could, for instance, grow in
importance for “niche” operators if
concentration risks become more
transparent but also for other companies
when a loss of capital leads to lower
capacity.

New regulations stipulating higher capital
requirements or other regulatory changes
in individual countries can contribute to
profitable growth. Amain driver of capital

requirements is in many cases the
insurance business itself, which means that
many companies cannot grow when capital
requirements are increasing. Reinsurance
allows these companies to transfer part of
their risks to the reinsurer, thus improving
their capital ratios.

How to start

A major hurdle for many insurers is finding
the right approach. It is vital to ensure that
the risk-capital costs for each business
segment are earned. Deciding what tools
are really needed, how they can be applied
to the company’s own portfolio and how
quick wins can be achieved relatively early
on in the process are some of the key
issues. Many companies in the region lack
the necessary experience and expertise.

It is important to adress a number of
financial issues such as performance
measurement, risk management including
risk modeling, asset-liability management
and accounting issues. This includes not
only methodology but also system
requirements and processes. In addition,
each insurer has to look at new regulations
and changes in solvency requirements.

Solvency regulations offer new
business opportunities

Solvency Il, the regulatory environment
currently being introduced in Europe, is
still a distant goal for many Asian countries.
The financial crisis has highlighted the
need for sound risk and capital
management. It reinforces the case for
Solvency Il in Europe, with its principle-
based, economic and risk-sensitive
approach. Implementation there will
encourage more Asian countries to look at
similar supervision approaches and lead to
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changes in the industry. We already see
increasing signs that the discussion on the
right amount of solvency capital is gaining
momentum in Asia, for example stricter
regulations in Malaysia. Objections tend to
disappear once insurers recognise that it
is not just a question of meeting
supervisory obligations, as changes in
regulatory regimes also bring additional
business opportunities.

PillarOne project
(www.pillarone.org)

In Europe, several organizations support
the PillarOne project. PillarOne focuses on
risk management: contracts, portfolios and
organisations. Driven by the new
requirements of Solvency Il, PillarOne
addresses all facets of risks. It provides a
sound foundation in enterprise risk
management. The PillarOne community
discusses, compares and benchmarks risk
management methods, and together
develops new and improved approaches.
All results are freely available — including
the state-of-the-art software implement-
ation, jointly led by industry specialists and
professional enterprise application
developers. This solution could be
transferred to Asia.

CFO network

Changing regulations, strong growth and
rising consolidation prompted a few
companies to set up a CFO network in Asia.
Their aim is to offer the customers expert
assistance and tailor-made solutions to
ensure that they are able to satisfy their
needs in an ever more complex world.

The author is Munich Re’s CFO for Greater
China and Southeast Asia.
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Warehouse Risk

HANDLE wiTH CARE

AVINASH SINGARAJU SAYS THAT WHILE IT IS NOT THE ENTIRE WAREHOUSE THAT IS ADANGEROUS PLACE, IT DOES CONTAIN

POTENTIAL HAZARDS THAT HAVE TO BE MANAGED EFFICIENTLY AND EFFECTIVELY.

Nature of Stocks — The focal point
When deciding on what fire protection is
appropriate for any given situation, it is
important to assess the types of fire hazard
that may be faced. The characteristics of
stocks that are stored in the warehouse
facility have to be clearly analyzed to
ascertain the hazard involved.

The properties that are of prime
importance to assess the risk can be listed
as follows:

The characteristics
of stocks that are
stored in the
warehouse facility
have to be clearly
analyzed to
ascertain the
hazard involved.

Commodity
» Both product and packaging

Combustibility
o Any material that burns, such as wood,
paper, plastics, and flammable liquids

Physical properties of the substance

» Heat release rate: Expressed as British
Thermal Units per minute (Btu/min) or
kilowatts (kW).

» Heat of combustion (Btu/lb or kJ/kg) x
burning rate (lb/min or kg/s)

» Exposed surfaces for burning

o How commodity reacts to application
of water

The materials are categorized into various
categories depending upon their
combustibility. To cater to the insurance
requirements in India, the Tariff Advisory
Committee has categorized the goods
based on the following parameters:

Non-Hazardous Goods

Goods of this category are basically non
combustible in nature (Typical examples
would be metals, metallic products, glass
products and other non combustible
products packed in fire resistant
corrugated cartons).
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(Continued from previous issue)

Category | Hazardous Goods

« Solids which are moderately or slightly
combustible

» Flammable liquids having flash point
above 65° C

e Inert or non combustible gases

« Highly toxic materials

» Wastes of Non hazardous materials

e These include non hazardous category
goods packed in slatted wooden crates,
wooden boxes, multiple thickness paper
board cartons or equivalent packaging

Category Il Hazardous Goods
» Pyrotechnic materials

» Flammable liquids having flash point
between 32° C and 65° C

» Moderate oxidizing agents and Oxygen

» Materials which evolve combustible
gases in contact with water

» Wastes of Category | materials

« Includes wood, paper, natural fiber cloth
or Group C plastics, limited amount of
A or B plastics

Category Ill Hazardous Goods

» Explosives

» Materials which are self ignitable

» Flammable liquids having flash point up
to32°C




Plastic content is
the single storage
characteristic most
likely to contribute
to a high-hazard
commodity
classification.

 Strong oxidizing agents
o Combustible gases
» Wastes of Category Il & Ill materials

« Materials containing an appreciable
amount of Group A plastics in ordinary
corrugated cartons. Category I, Il, and
IIl products in corrugated cartons with
Group A plastic packing, with or without
pallets.

In addition to the above mentioned
categories of goods, special attention
needs to be provided for certain specific
types of goods which have higher potential
to cause fire mishaps in warehouse
occupancies. These goods can be broadly
named as Special Hazards as they need
special precautions to be taken while in
storage. The most commonly available
types of goods that can be categorized
as “Special Hazards” can be enlisted
as follows:

Idle Pallets

Pallets are also one of the necessary evils
in warehousing industry that cannot be
done away with. They help in reducing the

risk exposure when used properly but their
storage in idle condition makes them more
risky than the stored stock itself. Pallets
are generally classified into two groups as:

Group I: All wood and other cellulosic
material pallets

Group II: All plastic pallets

Certain plastic pallets are so manufactured
to possess fire protection requirements.
They are approved by specialist agencies
like FMRC.

Plastic

Plastic content is the single storage
characteristic most likely to contribute to
a high-hazard commodity classification.
The classification is based upon the type
of plastic and the overall content,
measured by percent by weight for
unexpanded plastics and percent by
volume and weight for expanded plastics.
This is where operational changes such as
changing packaging materials from paper
based to polystyrene or changing from
wooden to plastic pallets can have a
substantial impact.

Aerosols

Technically, an aerosol is a suspension of
fine solid particles or liquid droplets in a
gas. The typical characteristics of Aerosols
that need attention when stored in
warehouses are as follows:

« Aerosol cans rupturing and rocketing due
to exposure to intense heat.

o Rocketing cans trailing burning
flammable liquids spread fire to adjacent
areas.

e Ordinary sprinkler protection becomes
inadequate due to rocketing conditions.

Typical examples of Aerosols as per their
hazardous nature are

Least Hazardous — Shaving Cream, Oven
Cleaners and Rug Shampoos.
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More Hazardous — Deodorants, hair sprays
and antiseptics.

Most Hazardous — Furniture polishes,
paints, lubricants and insecticides

Fire prevention / protection
methodology

Fire protection in broad terms involves the
study of the behavior, compart-
mentalization, suppression and
investigation of fire and its related
emergencies, as well as the research and
development, production, testing and
application of mitigating systems.

Structural fire protection is typically
achieved via three means:

« Passive fire protection (use of integral,
fire-resistance rated wall and floor
assemblies that are used to form fire
compartments intended to limit the
spread of fire, or occupancy separations,
or firewalls, to keep fires, high
temperatures and flue gases within the
fire compartment of origin, thus
enabling firefighting and evacuation)

o Active fire protection (manual and
automatic detection and suppression of
fires, as in using and installing a Fire
Sprinkler system or finding the fire (Fire
alarm) and / or extinguishing it)

Education (ensuring that building owners
and operators have copies and a working
understanding of the applicable building
and fire codes, having a purpose-
designed fire safety plan and ensuring
that building occupants, operators and
emergency personnel know the building,
its means of a passive fire protection,
its weak spots and strengths to ensure
the highest possible level of safety).

Passive fire protection includes assessing
the number of fire divisions and proper
smoke and heat venting. These features
play an important role in containing and
limiting the spread of fire.
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Active fire protection systems that are
commonly associated with the warehouses
are:

o Sprinkler systems

e Adequate and dedicated fire water
supply

» Automatic fire alarms

e Proper supply of portable fire

extinguishers

o Proximity of fire brigade

While the other forms of fire protection
measures have been in vogue for a long
time, sprinkler technologies are now
considered to provide cost effective
prevention and early suppression of fire.
A quick glance at the benefits and
applications of sprinkler systems to various
warehouse occupancies would be helpful
to understand the importance of having a
sprinkler system set up in any warehouse
from the fire safety point of view.

The sprinkler system needs to be set up
for each of the warehouse occupancies
considering certain criteria such as level
of protection required, flexibility in the
choice of storage arrangements and
methods, ease of retrofit etc always
keeping in mind the cost component
involved.

A few facts related to sprinkler system
installations are:

« Sprinklers detect, warn of and extinguish
fires

« Fires in sprinkled buildings tend to cost
80% less than equivalent fires in non
sprinkled buildings

 Less water / fire damage implies swift
return to business as usual

» Not all sprinkler systems in warehouses
need tanks and pumps if mains pressure
and flow are adequate

« Sprinklers discharge up to 15 times less
water than fire hoses.

The sprinkler system water flow rates in
general for each type of commodity are as
follows (based on 165 degree wet sprinkler,
20 feet maximum storage height):

Non hazardous Commodity — Water flow
rate - 1500 gal. per minute/3500 sq. ft.
Duration - 1% to 2 hours.

Category | Hazardous Commodity — Water
flow rate - 1700 gal. per minute/3500 sq.
ft. Duration - 1%z to 2 hours.

Category Il Hazardous Commodity — Water
flow rate — 2100 gal. per minute/3500 sq.
ft. Duration — 1%z to 2 hours.

Category lll Hazardous Commodity —
Water flow rate — 2900 gal. per minute/
3500 sq. ft. Duration — 2 to 2%2 hours.

Clearance from the top of the storage to
the sprinklers affects:

» The quantity of sprinkler water reaching

The key to
successful writing
of this class of
business revolves
around the
underwriting
criteria, risk
selection, and
understanding of
the public
warehouse
industry.
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the top of the burning array without
being blown away or vaporized by the
fire plume

 The size of the fire at the time sprinklers
first operate

Clearance of 3-5 ft (0.9-1.5 m) between
ceiling sprinklers and the top of storage is
favorable for most effective performance.
A minimum clearance of 3 ft (0.9 m) is
needed for proper distribution.

It is a common misconception that sprinkler
systems are designed to extinguish fires.
Although they can be designed to
extinguish fires, systems designed to meet
the minimum requirements are only
expected to help control the spread of the
fire until the fire department arrives to
extinguish it. The fact is, every year,
buildings with inadequate sprinkler

systems burn to the ground.

Underwriter’s view point

The key to successful writing of this class
of business revolves around the
underwriting criteria, risk selection, and
understanding of the public warehouse
industry. Due to the immense divergence
of operations, each risk must stand on its

own merits.

The following are some of the prominent
risk factors specifically associated with the
warehouse occupancies.

« Warehouse fire losses are of low
frequency but high severity.

Individual risks may accumulate to multi-
million rupees exposures in warehouses.

e The insured’s low hazard stock may be
stored alongside high hazard goods.

If stock is in one fire area, the full value
is at risk.

It needs to be understood that LOW
HAZARD goods become MEDIUM HAZARD
goods if packaged in cartons and HIGH
HAZARD if encased in polystyrene.




Underwriting warehouses during the recent
times has become a risky proposition
considering the high monetary values
involved. With a variety of factors other
than the subject matter itself viz., moral
hazard, neighboring occupancies,
prevailing local conditions (e.g. arson,
crime), additional hazards (e.g. crate
making), across firebreaks (e.g. fire doors
left open), natural perils and multiple
tenure occupancies which cannot be
envisioned to the fullest accuracy, the
underwriting task has evolved to be more
sophisticated relying mostly on physical
inspection of the facility to understand the
risk to the extent possible.

The need for Risk inspection

Generally, fire inspections are looking for
housekeeping-type hazards such as blocked
exits, blocked aisles, damaged sprinkler
systems, missing or neglected fire

extinguishers and exit lights,

All premises will
be protected by a
central station
alarm system
protecting all
openings as well
as motion or sound
detection
equipment.

accumulations of flammable debris, or
misuse of electrical equipment such as
extension cords. A fire inspector can’t
possibly inspect and evaluate the hazard
classifications of all the products stored
and verify the engineering specifications
of a sprinkler system on a walk through
inspection.

However, the minimum basic details to be
collected during a risk inspection of the
facility for underwriting considerations can

be enlisted as follows:
» Occupancy

e Building size, number of fire
compartments

Fire certificate information if available

Sprinklers installed or not

o The construction of the building frame,
combustibility of sandwich panel cores

Potential for rapid spread of fire and
flashover

Potential for collapse of racking, falling
stock, weakening of building structure

Collapse of building structure and fabric
of the building

Nature of the building contents, fire
load, hazards

Properties of stored materials

« High heat output / serious smoke
problems from packaging and materials
such as polystyrene and polyurethane
that may promote flashover

Difficulty in locating the seat of a fire

Water supplies and water pressures

» Use and type of smoke ventilation
equipment

o The internal / external facilities for

firefighting, fire engines and equipment

» Ease of accessibility, travel distances,
length of hoses

o Communication systems at the scene
particularly in dark smoky conditions

« Spread of fire to ancillary buildings

A prudent underwriter would analyse the
factors as mentioned above in the light of
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internal guidelines governing the
company’s risk appetite and the risk
preference.

Given below are the guidelines which
underwriters across the globe follow
before they actually write the business

« All warehouse buildings must have a

functional age of no less or no more than
10 years.

Buildings will be of non-combustible
construction (Other constructions can be
considered depending on commaodities,
protection, maintenance, and the
financial exposure).

o All premises will be protected by a
central station alarm system protecting
all openings as well as motion or sound
detection equipment. This can be
modified if the warehouse is 24 hour
operation /or has full time guard service.

Sprinkler systems that are evaluated at
no less than 75% of required standards.
All sprinkler systems will be on a
maintenance contract and have central
station or acceptable monitoring
systems. Modifications can be allowed
for 24-hour operations and / or guard
service. Allowances could also be made
for non-sprinklered facilities that contain
non-combustible products

Storage and stacking will conform to the
statutory norms including aisle widths
and ceiling clearances.

» Management will have at least 3 years
experience with consistently sound
financial status

Employee training procedures should be
in place including forklift operation
certification.

» Use of approved Warehouse Receipt or
other acceptable product tracking
document.

Beyond Compliance

As previously mentioned, compliance is
only intended to provide a certain
minimum level of safety. The following
initiatives would help in minimizing the loss
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It would be more
effective to
incorporate safety
procedures into
the specific task
procedures and
training.

during a untoward contingency both to the
life and property as a whole

Evacuation Plans: It is extremely
important to make it absolutely clear to
employees what they are expected to do
in the event of a fire or the sounding of
the fire alarm. Employees should be
informed that whenever they hear the fire
alarm they should immediately leave the
building unless they have been given
previous notification of an alarm test. It
should also be made clear that they should
leave through the nearest exit. Warehouse
workers are usually not stationary and so
assigning a specific exit rarely applies.
Also, if employees are required to perform
certain tasks prior to leaving the building,
such as shutting down a piece of
equipment, they should be given specific
instructions on the task and also under
what conditions they should perform the
task and under what conditions they should

immediately evacuate.

Fire Extinguisher Training: Employees

should be trained on the use and locations
of fire extinguishers. This is especially true
of employees working in areas where there
are known ignition sources.

Trash Accumulation: Large accumulations
of trash and debris can be a potential fire
hazard as well as a hindrance to
evacuation. Adequate containers should
be provided and specific duties assigned
for removing the trash as containers fill.
There should also be designated areas for
storage of pallets, crates, etc. It’s also a
good idea to limit the stack height of loose
pallets to six feet

Designated floor storage and staging
areas: Using tape or paint to designate
floor areas approved for storage or staging
of materials will make it easier to enforce
safety issues related to blocked aisles etc.

Incorporating safety training into the
regular operational procedures and
training: Safety procedures and training
are often handled as a separate issue. It
would be more effective to incorporate
safety procedures into the specific task
procedures and training. Issues related to
clear flue spaces, sprinkler clearance, aisle
clearances, evacuation plans, battery
charging and propane cylinder handling
should be part of the employee’s regular
training program

Maintaining open communication with
local fire department: It is necessary to
make sure the fire department is aware of
the additions of high hazard materials to
the warehouse or changes in storage
configurations. If there happens to be a
fire, it’s extremely important that the fire
fighters know what they are walking into.
It is to be clearly noted that the main
responsibility of fire brigade is LIFE safety.

Making sure that additional precautions are

taken during construction and

maintenance projects is extremely
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important. If contractors are working in
or around the occupancy, it should be made
sure that additional measures such as
additional fire extinguishers are used,
especially if work is being done on a roof
or other area where fire extinguishers are
not present. Also special plans should be
in place if the sprinkler system is under
shut down for any reason.
operations may have to be shut down,

Certain

supplemental fire protection be provided,
or 24 hr physical monitoring of the building
during this period be arranged in order to
deal with any exigency

To wrap up, a warehouse is not a dangerous
place, but it does contain many potential
hazards.

Fortunately, the safe way to run a
warehouse is also the most efficient way.
So following safety rules and guidelines
isn’t just a legal requirement — it’s
good sense.

The author is Deputy Manager -
Underwriting, Future Generali India
Insurance Company Limited.




“Yes, they will. When all the papers
are in order, they have to settle
within 30 days. It's the rule!”

“It's three weeks since | sent
all the documents for the claim...
| hope they send the money soon.”

The Insurance Regulatory and Development Authority (IRDA), the supervisory body of insurance companies in India,

protects the interests of policyholders. Here are some of the regulations laid down by IRDA:

A claim has to be paid or disputed by the insurance
company, giving relevant reasons within 30 days of
receiving all relevant documents.

The insurer shall fumnish the prospect, a copy of the
proposal form, free of charge, within 30 days of the
acceptance of a proposal.

Proposals shall be processed and communicated
within 15 days of receipt by the insurer.

In case of delay in settlement of claim after
submission of all necessary documents, the insurance
company will be liable to pay a stipulated amount
of interest.

A life insurance policyholder is entitled to a “Free Look
Period” of 15 days (from the date of receipt of policy)
to cancel the policy.

An insurance company shall respond within 10 days of
receipt of any communication fromits policy holders.

Issued in public interest by:
&t farframes i foremm e

Insurance Regulatory and
Development Authority

3rd Floor, Parisrama Bhavanam,
Basheerbagh, Hyderabad 500 004.

Website : www.irda.gov.in

SPREAD THE WORD...

The above advertisement is issued by IRDA in the Public interest.

Those wishing to publish it for spreading consumer awareness of Insurance may use this artwork for reproduction.
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Statistics - non-life insurance

Report Card: General

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF AUGUST, 2009
(Rs.in Crore)

AUGUST APRIL - AUGUST GROWTH OVER THE
INSURER 2009-10 2008-09¢ 2009-10 2008-09 COFSEEPSRPSV’\:SLNSGYE?OD
Royal Sundaram 74.05 64.08 359.99 321.95 11.82
Tata-AlG 58.21 69.65 397.96 438.11 -9.16
Reliance General 148.86 140.24 876.82 840.22 4.36
IFFCO-Tokio 91.16 89.98 644.15 618.19 4.20
ICICI-lombard 263.03 292.22 1375.30 1653.66 -16.83
Bajaj Allianz 190.08 231.08 1039.77 1203.38 -13.60
HDFC ERGO General 70.10 32.90 361.34 115.28 213.44
Cholamandalam 57.84 49.51 353.93 305.11 16.00
Future Generali 27.52 14.44 146.62 57.70 154.11
Universal Sompo 9.56 0.05 54.33 1.06 5036.78
Shriram General @ 31.26 1.53 111.29 1.80 6099.47
Bharti AXA General @ 17.60 0.00 79.65 0.00
Raheja QBE $ 0.18 0.00 0.26 0.00
New India 379.51 369.72 2541.41 2344.00 8.42
National 332.46 301.56 1847.28 1818.42 1.59
United India 418.93 340.56 2069.49 1778.56 16.36
Oriental 359.76 279.57 1956.89 1716.22 14.02
PRIVATE TOTAL 1039.44 985.70 5801.40 5556.46 4.41
PUBLIC TOTAL 1490.66 1291.41 8415.07 7657.20 9.90
@ GRAND TOTAL 2530.10 2277.11 14216.48 13213.66 7.59 @
SPECIALISED INSTITUTIONS
1.Credit Insurance
ECGC# 67.22 59.01 326.71 283.26 15.34
2.Health Insurance
Star Health & Allied Insurance 15.65 6.65 419.94 231.25 81.60
Apollo DKV 7.75 1.62 34.63 9.98 246.98
Health Total 23.40 8.27 454,58 241.23 88.44
3.Agriculture Insurance
AIC 280.95 99.76 513.63 213.92 140.10

Note: Compiled on the basis of data submitted by the Insurance companies
$ Commenced operations in April, 2009. * Figures revised by insurance companies.
# Erroneous reporting by ECGC in July, 2009.

Premium underwritten by non-life insurers Note 1 Total for 2008.06 i for 12 month pariod.
lote 1. Total for 2008-09 is for 12 month period.
up to August, 2009 2. Total for 2009-10 is up to August, 2009.
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GROSS PREMIUM UNDERWRITTEN BY NON-LIFE INSURERS WITHIN INDIA (SEGMENT WISE) :

SI. | Insurer Fire Marine Marine Marine Engineering Motor Mo
No. Cargo Hull
1 Royal Sundaram 14.64 5.68 5.68 0.00 9.69 132.99
Previous year 23.74 5.05 5.05 0.00 11.90 106.23
2 TATA-AIG 74.39 34.42 34.42 0.00 16.21 45.94
Previous year 72.21 38.99 38.99 0.00 14.60 64.55
3 Reliance 57.07 13.61 9.87 3.74 28.25 359.17
Previous year 40.67 12.22 9.81 2.41 23.78 275.46
4 IFFCO Tokio 103.44 39.97 23.81 16.16 38.23 157.39
Previous year 92.77 29.19 21.24 7.96 20.30 177.14
5 ICICI Lombard 102.95 57.66 30.68 26.98 56.90 306.87
Previous year 118.91 90.27 34.86 55.41 73.05 311.80
6 Bajaj Allianz 59.70 18.42 16.49 1.93 26.45 344.04
Previous year 74.45 32.52 26.81 5.71 40.38 416.92
7 HDFC ERGO 25.87 7.55 3.51 4.04 6.68 52.79
Previous year 3.74 0.95 0.95 0.00 1.87 32.80
8 Cholamandalam 29.10 11.37 11.32 0.05 6.64 106.52
Previous year 26.44 10.78 10.78 0.00 8.06 79.15
9 Future Generali $ 9.92 3.20 3.20 0.00 3.64 42.85
Previous year 4.16 1.10 1.10 0.00 1.45 9.00
10 | Universal Sompo * 8.70 1.05 1.05 0.00 1.48 5.60
Previous year 0.27 0.17 0.17 0.00 0.00 0.00
@ 11 | Shriram 0.34 0.00 0.00 0.00 0.17 61.71 @
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
12 | Bharti Axa 8.83 0.98 0.98 0.00 2.96 21.92
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
13 | Raheja QBE 0.00 0.00 0.00 0.00 0.00 0.03
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
14 | New India 299.57 115.54 55.35 60.19 74.86 504.58
Previous year 267.44 108.21 54.96 53.25 59.44 496.36
15 | National 144.84 63.09 38.53 24.56 36.50 519.64
Previous year 141.08 61.27 37.79 23.48 38.33 559.34
16 | United India 193.37 120.01 57.91 62.10 71.18 416.29
Previous year 195.20 101.70 62.31 39.39 67.89 373.95
17 | Oriental 173.01 87.36 46.35 41.01 63.74 381.86
Previous year 151.75 78.47 44.00 34.47 63.53 378.04
Grand Total 1,305.72 579.91 339.15 240.76 443.59 3,460.19 2
Previous year 1,212.83 570.90 348.82 222.08 424.58 3,280.73 2
SPECIALISED INSTITUTIONS
18 | ECGC
Previous year
19 | Star Health & Allied Insurance
Previous year
20 | Apollo DKV $
Previous year

Note: In case of public sector insurance companies, the segment wise data submitted may vary from the flash Nos filed with the Authority. As such,
the industry totals may vary from the flash figures published for the month of March-2009.

$ Commenced operations in November, 2007.

* Commenced operations in February, 2008.

Compiled on the basis of data submitted by the Insurance companies
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Statistics - non-life insurance

FOR THE PERIOD APRIL - JUNE 2009 (PROVISIONAL & UNAUDITED)

(Rs. Crores)

Or Motor OD Motor TP Health Aviation Liability Personal All Others Grand Total
Accident
.99 102.58 30.41 29.82 0.00 1.49 8.20 6.58 209.09
.23 85.05 21.17 31.22 0.00 1.91 6.89 3.57 190.51
.94 38.84 7.09 18.44 0.00 35.51 32.15 3.35 260.40
.55 54.75 9.80 2591 0.00 35.14 35.37 1.92 288.68
.17 283.23 75.94 60.03 1.63 9.49 15.25 12.99 557.48
.46 198.02 77.44 128.09 4.76 12.45 37.77 21.25 556.44
.39 108.62 48.77 30.82 7.01 20.16 4.92 23.99 425.94
.14 124.51 52.63 43.91 1.19 15.44 5.84 28.41 414.18
.87 209.99 96.88 205.83 25.21 30.31 32.86 33.68 852.25
.80 212.39 99.41 363.30 11.10 32.88 35.61 40.21 1,077.12
.04 245.62 98.42 97.26 8.20 17.74 16.93 45.93 634.67
.92 301.79 115.13 75.84 2.46 14.98 15.74 60.25 733.53
.79 35.13 17.65 45.13 1.90 18.75 6.02 16.69 181.38
.80 28.97 3.83 3.04 0.17 6.29 1.59 1.81 52.25
.52 81.53 24.99 57.04 0.00 3.97 8.12 10.02 232.77
.15 63.25 15.90 50.54 0.00 4.02 7.40 13.97 200.35
.85 31.00 11.85 22.13 0.00 1.86 Bi55 4.40 91.55
.00 7.47 1.53 9.81 0.00 0.62 1.28 0.40 27.81
.60 4.95 0.66 5.38 0.00 0.23 6.57 6.01 35.02
.00 0.00 0.00 0.00 0.00 0.00 0.47 0.00 0.91
7@ 30.21 31.50 0.00 0.00 0.02 0.13 0.09 62.48
.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
.92 17.13 4.79 4.06 0.00 0.40 2.04 0.38 41.58
.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
.03 0.03 0.00 0.00 0.00 0.00 0.00 0.00 0.03
.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
.58 283.81 220.77 467.88 12.27 37.52 24.38 112.53 1,649.13
.36 272.56 223.80 422.56 18.50 30.05 21.50 112.33 1,536.38
.64 325.95 193.69 247.82 12.41 13.95 23.31 90.48 1,152.04
.34 353.23 206.11 235.88 11.92 11.27 17.88 97.17 1,174.13
.29 241.11 175.18 284.29 0.35 20.94 19.81 141.47 1,267.72
.95 216.59 157.36 196.15 5.50 22.05 17.46 137.17 1,117.07
.86 205.81 176.04 250.82 25.95 30.80 30.36 128.76 1,172.66
.04 223.21 154.83 193.26 16.43 23.15 21.72 139.73 1,066.08
.19 2,245.55 1,214.64 1,826.74 94.94 243.16 234.59 637.35 8,826.19
.73 2,141.78 1,138.94 1,779.49 72.03 210.24 226.49 658.17 8,435.45
189.71 189.71
164.70 164.70
224.05 121 1.04 226.29
123.42 0.77 0.56 124.75
17.98 0.57 0.91 19.45
6.82 0.06 0.07 6.95
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Confederation of Indian Industry (Cll) organized the 3™ Health Insurance Summit
in New Delhi on Monday, 31t August, 2009.

The

recommendations of the working groups were well received by the delegates.

Mr. J. Hari Narayan, Chairman, IRDA who
was the Guest of Honour, speaking during
the inaugural session. Others seen in the
picture are (from L to R): Mr. Malvinder
Mohan Singh, Group Chairman, Fortis
Healthcare and Religare Enterprise, and
Chairman CII National Task Force on Health
Insurance; The Chief Guest Mr. B.K.
Chaturvedi, Member, Planning Commission;
Mr. A. Vaideesh, Chairman, Cll Health
Insurance Summit and MD, Johnson &
Johnson; and Ms. Shobhana Kamineni,
Executive Director, Apollo Hospitals Group
and whole time Director, Apollo DKV Health
Insurance.
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The reports of the working groups being
released: From L to R: Mr. A. Vaideesh; Mr.
Malvinder Mohan Singh; and Mr. J. Hari
Narayan.




15 - 16 Oct 2009
Venue: Singapore

21 - 24 Oct 2009

Venue: Rio de Janeiro, Brazil

28 - 31 Oct 2009

Venue: Nusa Dua, BALI

02 - 07 Nov 2009
Venue: NIA, Pune

06 - 07 Nov 2009
Venue: New Delhi

09 - 11 Nov 2009
Venue: NIA, Pune

14 Nov 2009
Venue: New Delhi

23 - 24 Nov 2009
Venue: NIA, Pune

24 - 25 Nov 2009
Venue: Singapore

07 - 08 Dec 2009
Venue: NIA, Pune

09 - 10 Dec 2009

Venue: Manama, Bahrain

Asian Motor Insurance and
Claims Management Conference
By Asia Insurance Review, Singapore

16 |AIS Annual Conference ®
By International Association of Insurance Supervisors

16" Indonesia Rendez-vous
By Asosiasi Asuransi Umum Indonesia

Effective Underwriting in General Insurance ®
By National Insurance Academy

6" India Health Summit
‘Taking Quality Healthcare to Masses’
By Confederation of Indian Industry

Marketing Strategies (Life) @
By National Insurance Academy

Insurance Summit ‘Towards Sustainable Growth’
By BIMTECH, Greater Noida

Seminar on Information Security Audit ®
By National Insurance Academy

Asian Healthcare Conference
By Asia Insurance Review, Singapore

Seminar on Terrorism Risk Insurance & Management
By National Insurance Academy

3rd Middle East Healthcare Insurance Conference
By Asia Insurance Review, Singapore
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view point

While insurance and banking securitization share some key features, there are
important differences between them which are important for supervisors to be mindful
of; especially during the current financial market situation.

Mr. Jeremy Cox
Chair of IAIS Reinsurance Transparency Group

Consumers often put off their plans to get insurance protection due to ignorance,
inertia or the belief that misfortunes would not befall them. Some also have the
misguided impression that it is costly to purchase adequate insurance protection.

Mr. Low Kwok Mun
Executive Director (Insurance Supervision), Monetary Authority of Singapore

The experience in other countries was that, as a result of the de-tariffication, price
@ competitiveness determined all sales; and prices were driven down to levels, which @
were unsustainable. India is going through a similar experience too.

Mr. J. Hari Narayan
Chairman, Insurance Regulatory & Development Authority, India

Post-mortems on the global financial crisis generally find no one single cause but a
complex interaction of macroeconomic and microeconomic factors.

Mr. John F. Laker
Chairman, Australian Prudential Regulation Authority

From a regulatory perspective, one of the lessons from events of the last two years
is the importance of a more joined-up framework for collecting and sharing
systemically important information to allow assessment and mitigation of risks to
financial stability.

Mr. Sally Dewar
Managing Director, Wholesale & Institutional Markets, FSA, UK

It is critical that regulators and legislators work together to protect safeguards to
policyholders through the already established, highly-coordinated network of state-
based supervision.

Mr. Roger Sevigny
NAIC President and New Hampshire Insurance Commissioner
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