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The fairness and efficiency of any institution is
judged by the speed with which it responds to
grievances. While it makes commercial sense to
respond to grievances when goods are sold, the
benefits arising out of quick response to the
grievances of customers in the “Services Sector” are
somewhat intangible. Hence there is scope for
neglect of this area of business. The insurance
industry is traditionally known to respond slowly
to consumer complaints. It is often said that in the
case of insurance there is a gulf between sales talk
and post-sales service.

The Government, as the sole provider of
insurance through its life and non-life companies
was deeply concerned about the need for providing
relief to the policyholders and instituted the
mechanism of Ombudsman in 1998. The
uniqueness of this Institution is that the orders of
the Ombudsman are binding on the insurer while
the policyholders have the option to challenge them.

In this issue of IRDA Journal we take an
analytical look at the structure and working of the
institution of Insurance Ombudsman. You will read
the experiences of and suggestions from those
within the insurance industry and the grievances
redressal system. The Law Commission has made
recommendations on the grievance redressal
system which is also covered in this issue.

What emerges is interesting in terms of
suggestions on the working of the system, its
legalities and logistics, and the lessons that can be
learnt by the industry from past ‘mistakes’ that
reveal certain erroneous assumptions and point to
acts of omission and commission that can be
rectified.

This month we at IRDA bid goodbye to
Mr. P. A. Balasubramanian, our first Member
(Actuary), who has served the Authority admirably
for over three years. We are, however, glad that we
continue to benefit from his presence and expertise
as a Consulting Actuary of the Authority.

We are happy to welcome to the Authority
Mr. C. R. Muralidharan as Member in charge of
investments, accounts of insurers and
intermediaries and off-site monitoring of insurance
companies. He comes in from the Reserve Bank of
India bringing considerable expertise in regulatory
matters.

The next issue of the Journal will explore some
ideas on micro insurance. Being a topic important
to the mission of IRDA, of the development of
insurance and its spread among the weaker sections
of society, we hope the articles will help generate
interest in an area which the insurers have looked
at so far more as an obligation than as an

opportunity.
o
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The solution is always within, it is said. And that was the concept behind the Insurance Ombudsman as
an institution. Its strength has been that it is an accessible and user-friendly system for the consumer
without the costs and delays that the overburdened judicial system involves.

As the industry grows, so does the need for consumer access to remedies. So in this issue of IRDA
Journal we reflect on the institution of the Insurance Ombudsman. Mr. Gnanasundaram Krishnamurthy,
retired Chairman, L1C who was the Insurance Ombudsman at Mumbai writes from his experience on both
sides of the table about the advantages and shortcomings of the system and its functioning.

Mr. G. V. Rao’s article touches upon the effectiveness of the ombudsmen and suggestions on where
they can enhance their working within the current framework and with a little more empowerment from
without.

Ms. Yegnapriya Bharath, drawing on her experience handling IRDA’s Public Grievances Cell, talks
about lessons that could be learnt from the nature of complaints and the state of mind of the complainants.
Mr. G. Gopalakrishna, retired from LIC, gives us an idea of the various grievance redressal methods and
their relative place in the scheme of things. We also bring you the Law Commission’s final recommendations
on the grievance redressal machinery and some comments and observations on their direction

The next issue of the Journal will be about microinsurance — a vital tool to introducing and expanding
insurance coverage among the weaker sections of society. That makes it important to the mission of IRDA
and of interest to insurers and intermediaries who need to fulfil the social sector norms required by the
Regulations today and who, it is being increasingly noticed, will sooner or later covet business from these
sectors once initial barriers, both of the mental and material variety, are transcended.

We join the office of the Authority in bidding farewell to Mr. P. A. Balasubramanian who, as Member
(Actuary), shaped this discipline in the Regulator’s office and learnt a lot — in his own words — and stood
his ground through three years here. He will, we are sure, continue to fight the good fight to strike a balance
for the policyholders’ interest by ensuring soundness and sustainability of insurance products, this time
as Consulting Actuary to the Authority.

We also happily welcome new Member in charge of Investments, company accounts and
off-site supervision, Mr. C. R. Muralidharan, who will implant into IRDA his regulatory experience with
the Reserve Bank of India.




VANTAGE POINT

According to his Need....

K. Nitya Kalyani

“The objective of this section is to build a framework for poverty alleviation.
We start with a simple proposition. If we stop thinking of the poor as victims
or as a burden and start recognizing them as resilient and creative entrepreneurs
and value-conscious consumers, a whole new world of opportunity will
open up. Four billion poor can be the engine of the next round of global
trade and prosperity.”

The social objectives of the
Government have been embodied in the
Laws and subordinate legislations in
different fields. The rural and social
sector obligations of insurance
companies, which are part of licensing
conditions, is the insurance sector’s
version of the vehicle to fulfil these
objectives.

Forget that this is the Government’s
objective. Is there an enlightened self-
interest in reaching out to the markets
inhabited by the poor? Yes, is the
resounding answer from management
guru C. K. Prahalad. An equally strong
affirmative response, born of experience,
comes from the Indian banking sector.

For long — the decades between
nationalisation in the 1970s and
liberalisation in the mid-nineties — the
main metric of the banking industry was
deposit base and priority sector lending.

Priority sector lending was the
problem that bank chiefs liked to point
to. It was mandated at 40 per cent,
carried low rates and softer terms, and
took away from commercial lending
opportunities.

But came the competitive era,
when banks recast their balance
sheets according to prudential norms
stipulated by the Reserve Bank of
India (RBI), and they discovered
an entirely unexpected pot of gold

The Fortune at the Bottom of the Pyramid:
Eradicating Poverty Through Profits
by C. K. Prahalad

— the priority sector portfolio!

The Rol of this portfolio was better
not the least because the non-
performing assets were lower, and the
activity had led to rural awareness of

Is there an enlightened self-
interest in reaching out to
the markets inhabited by the
poor? Yes, is the resounding
answer.
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banking services, entrepreneurship and
buying power —something that benefits
the banking industry again indirectly by
creating demand for goods.

It is this market — termed the world’s
most exciting, fastest-growing new
market — that we want to take a look at
in the next issue of IRDA Journal.

IRDA, in its focus on spreading
insurance, especially to the weaker
sections of society, has imparted
momentum to the process of selling
insurance to them by drafting
regulations for enabling microinsurance.

Given the spread and success of
microfinance institutions and their
interest in selling insurance to both add
value to their constituents and to protect

their assets in the form of loans, they
are evolving into suitable insurance
intermediaries. Considering the
technical and legal requirements of an
insurance contract, the draft
regulations suggest a framework in
which the business needs to be done to
ensure healthy growth.

Specialised markets require not
only specialised channels but products
tailored to specific needs. They could
be simpler products with a lower ticket
value, and are usually group oriented
in coverage and mode of purchase, the
customers being aggregated through
groups like self-help groups and
cooperatives.

This said, the idea of microinsurance
needs to be a positive one. As in the
case of microfinancing, the target
market needs to be treated not as poor
needing charity but as those who can,
with a little help, contribute to the
economy.

This is a path that many insurance
companies are treading already,
perhaps a bit quietly and with a view
to explore in the beginning. But it is a
path that none can ignore except at their
own risk — that of missing out on what
could be the most sustainable and
rewarding of markets.
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A Hectic but Satisfying Time

K. Nitya Kalyani

He came in to look after the actuarial
side of work at IRDA when it had its full
complement of members. He wound up
taking on investments and accounts
also, as a consequence of all the other
members, and the Chairman too, retiring
in course of time.

Over the past three years,
Mr. P. A. Balasubramanian, Member
(Actuary), IRDA, who retired on May 31,
2005, has shouldered a colossal burden,
investment portfolios of companies and
their financial statements being the core
of what a regulator needs to track. The
actuarial aspects of the industry form
its very foundation, more so with the
Appointed Actuary being accorded a
central role in the scheme of things as
the eyes and ears of the regulator in the
company.

Within days of his taking over on
March 15, 2002, the Member in charge
of investments retired. Since
Mr. Balasubramanian had handled
investments in Life Insurance
Corporation of India (LIC) for eight years
as Secretary, Chief, and then as
Executive Director, it seemed natural
that he take on the responsibility. Later
on, company accounts too fell to his
lot, since it was integrated with the
actuary’s role.

“It was an attractive basket of
portfolios for me since all areas were
interconnected, but it was also a very
hectic time,” he says, looking back on his
days as Member, IRDA.

Going into details, he says that
initially they were not able to go into
sufficient depths on the actuarial side
since the regulatory mechanism was still
in startup mode. But his LI1C background
pointed out the gaps and grey areas, and
he tried to bring in corrective action from
the regulatory side. It became apparent
that the Member (Actuary) should be
involved in the final decision on
regulations even if separate members
are in charge of investments and
companies’ financial statements, he says

out of experience in dealing with the
intertwining of the disciplines.

He learnt a lot, he says refreshingly.
“With my background working in a
protected environment in a public sector
unit, 1 had limited exposure to global
actuarial practices and valuations.
Later, when exposed to new practices, |
had to become open to the learning
process and got more insight into
actuarial practices, which were reflected
in actuarial valuations and reports
submitted by different Appointed
Actuaries.”

Many aspects of a changing market
were reflected in the work he encountered
in these interesting times. And they
have led to lessons he has distilled from

“...the Regulator needs to
deal differently with old and
new players due to the
legacy practices of the
former. We need to keep a
balance.”
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them. One of them is that the Regulator
needs to deal differently with old and
new players due to the legacy practices
of the former. “We need to keep a
balance,” he says reflectively.

For example, with regard to
compliance on aspects like Solvency, the
Regulator has to keep in mind the

existing practices and cannot J

change things abruptly,
particularly since the f
ultimate goal is
policyholders’ interests.

This matter, as it 1
has been discussed,
decided upon and
reopened for
discussion, has
raised some
actuarial

e

issues, he concludes. Namely, the
liability of Solvency margin has to be
borne by the shareholders but a
company will charge for the same to
premiums. But in the case of the large
player this has been added to policy
liabilities. “This will affect the Surplus,”
he points out.

Normally solvency capital on a risk
is expected to be on the books till the
pertinent policy is on the books, and then
rolled over. In the case of LIC it actually
belongs to the policyholder so it has to
be returned to him when the policy exits
the books, he says in what is his take on
the complications of the issue.

These are features that a company
has developed for a number of years. So
their financials and need for solvency
margin have to be approached differently
— we have to look at it holistically and
see what various hidden reserves the
company may have created and their
implications for solvency requirements.

irda Journal, June 2005 5 -
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Speaking of an actuarial knot-typical
of a new-born industry - that he helped
loosen as a Regulator,
Mr. Balasubramanian says: “When new
companies were registered and some
launched participating policies, some
wanted to declare bonuses early on due
to competitive pressures even where
they had not yet gathered actuarial
surpluses, the reason being expense
overruns and new business strain.”

“lI could take the initiative for
addressing issues by working with senior
colleagues in the actuarial profession,”
he says.

They took the view that the
Regulator could not ask the
shareholders to meet the deficit that
arose in the policyholders’ funds but
could insist that, according to section 49
of the Insurance Act, bonuses could be
declared only out of actuarial surpluses
in policyholders’ funds. Therefore IRDA
could imply that they could build up the
inadequate policyholders’ funds through
an irreversible transfer of funds by
shareholders to enable compliance to
section 49.

“Thus we ensured that actuarial
best practices were followed. The
profession and the Regulator could come
to a reasonable, acceptable solution.”

The second intervention was with
regard to the review of actuarial returns
of insurance companies. The review
panel involving senior actuaries gave
greater insight into actuarial principles
and the management of insurance
companies. “Thanks to the participation
of Mr. K. P. Narasimhan and
Mr. N. K. Shinkar, to whom we are
deeply indebted, we could strengthen
actuarial practices specially with regard
to reserving,” he says.

“Such aspects as provisions for the
rider benefits and for policies lapsed but
likely to be revived, presentation of
actuarial returns and certain
modifications ensuring consistency have
helped improve the quality of actuarial
reports. We have found that more reports
are now meeting the expected standards.”

The third incident
Mr. Balasubramanian recalls is the
streamlining of provisions for IBNR
(incurred but not reported) and IBNER
(incurred but not enough reported). “This
is an area of challenge because it has to
be supported by adequate data,” he says,
adding that thanks to the initiatives of
Mr. C. N. S. Sastry, Advisor to IRDA,
there is a new initiative to standardise
the approach to data collection and
estimation.

Many initiatives were taken in the
areas of investment and accounting.
With a view to bringing in wholeness in
regulations and plugging gaps, especially
in the regulations relating to
investments and preparation of
financial statements, “thanks to
support by internal staff and feedback

‘Some critical areas are on-
site supervision and market
conduct, and these are
getting attention.’
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from insurers, we could issue quite a lot
of clarifying circulars to companies. It
was a pleasure and an education
working with Mr. T. S. Viswanath and
Dr. A. K. Bhattacharya,” recalls
Mr. Balasubramanian.

He is not without regrets though.
When, in 2002-03, the Regulator wanted
to give an impetus to the development
of pension products, a committee of
actuaries led by Mr. Shinkar created a
very good model of a standard pension
product that should have been given a
lot of thrust by the industry to introduce.
“| feel sad it was not taken to its logical
end, specially since the variety of
products in pension is confusing. This
would have been a good standard.”

A word about the current debate
with regard to unit linked insurance
products? Of late they have really
become popular, he says, but as an
investment product it is a risky one

for the insured, as he has to assume
the risk and needs to make an
informed decision.

“It is not clear whether proper
advice is being given and | fear
misselling,” he says, adding that the
responsibility is on insurance
companies to tender and document
proper advice. Given the nature of this
product, continued disclosures to the
policyholder related to investments
under the product should become part
of best practices in this industry.

On the ongoing work of the
Regulator, Mr. Balasubramanian says
that with robust regulations in place
the task of the Regulator now is to
ensure it is followed. Some critical
areas are on-site supervision and
market conduct, and these are getting
attention. “But the Regulator needs
resources and the insurers need to
provide comfort to the Regulator in
these areas and the sooner it is done
the better.”

And back to his native topic —
actuarial expertise development — this,
he says is a special responsibility of the
Regulator, since the Authority has to
supervise and monitor the performance
of the Appointed Actuary system.

And for that the Regulator itself
needs a strong actuarial team, he says.
At present, it is facing constraints of
actuarial personnel and other
limitations — something that needs
urgent handling.

Looking back he says, “I enjoyed
freedom in my area of work under both
Chairmen, Mr. N. Rangachary and
Mr. C. S. Rao, and benefited from the
depth of their experience which guided
me to a gentler management style!”

Post-retirement,
Mr. Balasubramanian would be
associated as Consulting Actuary
advising the Authority on all
actuarial matters.



Welcome..

K. Nitya Kalyani

From one regulator to another, it has

been a lateral shift for
Mr. C. R. Muralidharan who joined
IRDA from Reserve Bank of India (RBI)
in early May as Whole-time Member in
charge of investments, accounts of
insurers and intermediaries and off-site
monitoring of insurance companies.

IRDA already has members from the
insurance industry overseeing life, non-
life and actuarial matters, and a new
member with financial sector regulation
as core domain expertise brings a new
dimension into the composition of the
Authority. It underscores the
contemporary direction of the Regulator
in implementing regulations and
monitoring companies through on-site
inspections and by building a robust
offsite monitoring system.

Coming from the Reserve Bank of
India where he was in the Department
of Banking Operations and Development
(DBOD) for 10 years, the last four of them
heading it as Chief General Manager,
the 57 year old Mr. Muralidharan can
lay claim to the experience of creating
and implementing successfully the new

regulatory framework for banks in a
rapidly changing environment.

It was in this period that new
private banks were being licensed after
decades and on the cards were an entire
gamut of reform measures aimed at
moving the banking system to an era of
transparent balance sheets as per new
prudential norms.

The regulatory phases that the
insurance industry is going through and
that the IRDA is both initiating and
supervising, is similar in ways to what
happened in the banking industry a
decade ago.

A closed industry was broadbased
in both cases, the difference being that
private sector and foreign ownership
was never alien to the banking systems
unlike in the insurance industry.
Regulation was made explicit and
transparent once the industry welcomed
new players.

New rules of the game according to
Basle Core Principles for Bank
Supervision pointed to the new directions
in one case while IRDA’s regulations
based on best practices among world
regulators, distilled to fit Indian
conditions do the same in the other. In
both cases the existing public sector units
were a major factor in the market and,
as Mr. Muralidharan puts it, “sequencing
of reforms had to be done very carefully.”

That the RBI did it without retracing
its steps is something he recalls with
satisfaction. The DBOD steered the
industry through the entire process of
cleaning up the balance sheets, the
turnaround of the public sector and the
old private sector banks including three
public sector giants that turned sick and
also herding them through a couple of
mergers involving the old and the new,
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the public sector and the private sector.

This specialised experience in the
supervisory framework is what the new
member will bring into his work in the
insurance sector. “When the industry is
growing is the time to put a robust offsite
monitoring systems in place,”
Mr. Muralidharan says, following the
supervisory principles laid out by the
International Association of Insurance
Supervisors (1AIS).

In the last few months of his work
there, the RBI ushered in the second
phase of reforms with the release of the
discussion paper on ownership and
governance issues. “The entire initial
reforms moves dealt with balance sheet
items,” he explains, “now in the second
stage are those issues that transcend it.”

Just as in the banking industry, the
pattern seems to be falling in place in
the insurance industry also. Accounting
standards — a uniformity for which is
being felt in international supervisory
circles increasingly — is another area
that Mr. Muralidharan will be looking
after, contributing and participating in
debates as they evolve for the insurance
industry.

And what does he do for a hobby? “I
read non-fiction,” he says. And a recent
read of his — The Tipping Point by
Malcolm Gladwell — absorbed his
interest. The sociological bestseller on
what really brings about change may just
have a very practical bearing on what
Mr. Muralidharan is going to handle in
the next few years!

Counter point to that is his interest
in music — ‘the very tradition bound,
older, schools within Carnatic music.”
With that combination of affinity to the
old and the new, his work at IRDA is
bound to be interesting to all concerned!

irda Journal, June 2005 K -
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Actuaries Review Committee Reconstituted

IRDA has reconstituted the
committee consisting of senior actuaries
to oversee if the the work of the
Appointed Actuaries of insurance
companies is as per Regulations. The
circular issued by IRDA dated 17th
May, 2005 reads as follows:

Re : Reconstitution of the Actuarial
Review Committee

The Authority reconstitutes the
committee consisting of senior actuaries
to go through statements, documents
etc. relied by the Appointed Actuaries
in the course of their work to satisfy the

Authority whether the appointed
actuaries have carried out the
requirements of the regulations made
by it. This committee will, in addition
to the formats prescribed by the
Appointed Actuary Regulations made
by the Authority, design, formulate its
own method of satisfying itself about the
quality of work of Appointed Actuaries.
In pursuance of this, the Authority
hereby appoints the committee which
will consist of the following persons:

1. Shri P. A. Balasubramanian,
Member (Actuary), IRDA

2. Shri K. P. Narasimhan

3. Shri N. M. Govardhan

The Committee, in consultation
with the Authority, is authorised to
engage such other consultants and
actuaries in the course of its work as it
considers necessary from time to time.

Mr. K. Subrahmanyam, Executive
Director (Life Insurance and Actuarial),
IRDA will act as the convener of the
committee.

This circular supercedes our earlier
circular dated 29th May, 2002.

sd/- C.S. Rao - Chairman

IRDA REGASTS GUIDELINES FOR
ONLINE TRAINING INSTITUTES

IRDA had issued a notice dated
March 9, 2005 with draft guidelines
and instructions applicable for
approval/renewal of online agents
training institutes including in-house
training institutes of insurers. In
consideration of the comments and
suggestions received by the Authority
in response to this notice, final
instructions and guidelines have been
issued by

Mr. T. K. Banerjee, Member (Life)
under the duties, powers and functions
of the Authority and are to be complied
in conjunction with Section 42 of the
Insurance Act and Insurance Agents
Regulations made by the Authority.

The text of the instructions and
guidelines, placed on the website of
the authority (http://irdaindia.org/ati/
ati_final_guideline.pdf) reads as
follows:

May 24, 2005

STANDARD INSTRUCTIONS
AND GUIDELINES APPLICABLE

FOR APPROVAL/RENEWAL OF ON-
LINE AGENTS TRAINING
INSTITUTES (PORTALS) APPROVED/
TO BE APPROVED BY THE
AUTHORITY

These instructions/guidelines are
applicable to all the on-line training
institutes. These guidelines will be
effective May 25, 2005. Any violation,
non-adherence and breach of these
instructions shall be treated as
violation of provisions of IRDA Act,
Insurance Act and regulations made
thereunder requiring practical training
for the grant of licence to an insurance
agent and renewal thereof and met with
penal provisions including fine,
suspension, and cancellation of the
approval granted by the Authority from
time to time.

1. The applicant shall have to undergo
atleast 100 hours’ training in life or
general insurance business and the
time allotted for composite training
shall atleast 150 hours’, where such

applicant is seeking licence for the
first time to act as an insurance
agent. However, time for revision
test at the end of each chapter or
at the end of training shall not be
counted in 100 or 150 hours. The
approved on-line training
institutes (portal) will cover the
syllabus prescribed by the
Authority during this period.

2. The training duration should be
minimum 18 days for 100 hours’
training and 27 days for 150 hours
training with maximum 6 hrs per
day. Similarly, the training
duration should be minimum
9 days for 50 hours training and
5 days for 25 hours training at the
time of renewal with maximum
6 hours per day. The maximum
time permissible for completion of
training will be 30 days for
100 hours, 45 days for 150 hours,
15 days for 50 hours and 8 days for
25 hours. The total hours per
chapter may be decided by the



Institute according to the length of
the chapter.

. No product training/market survey

should be included into this 150/
100/50 hours’ training. However,
revision examination may form
part of the training. The product
training, if any, to be given by the
insurance company should be over
and above the minimum training
hours prescribed by the Authority.

. The attendance record (login and
logout time) of the trainees should
be maintained by the software
(system) itself. After the training,
the attendance record should be
available in hard copy as well as
softcopy at the Institute for
inspection purpose.

Every Institute should have
atleast one qualified permanent/
Part time faculty who is an
Associate or Fellow from the
Insurance Institute of India for
each stream to solve the on-line
queries of the students.

. The Training Institute should
have adequate arrangement in
place to incorporate changes in the
portal at short notice.

. The employment details of
the faculty/Web administrator
whether full-time or part-time with
payment made should be available
at the Institute.

. The sponsorship letter must be
available with the training
institute at the time of
commencement of training session
and thereafter kept for the record
and inspection purposes. The
sponsorship letter should contain
the photograph of the applicant,
his/her complete address and
signature and the seal and
signature of the sponsoring
insurance company.

Database should be maintained
by the Web administrator at the
training institute giving details of

10.

11.

12.

13.

14.

15.

candidates who have completed their
training, name of the faculty/
administrator who solved the online
user’s problem during the tenure of
the training. The record of test at the
end of each chapter or at the end of
the training on the basis of question
bank of the training provided must
be recorded in the database.

The fresh accreditation will be given
on need basis and depending upon
the availability of good
infrastructure in the Institute for the
purpose of hosting on-line training
portal.

The initial approval will be for a
period of one year and consideration
of further renewal depends on the
satisfactory = compliance of
requirements of accreditation and
the training conducted during the
period of approval.

The training institute must display
the certificate of accreditation to
impart training issued by the
Authority at the training institute
and also IRDA Registration number
should be made available in the
home page of the portal.

No marketing fee/consultancy fee
payment is permitted for getting the
trainees.

It will be the responsibility of the
Insurance Company to check the
status of the institute before
sponsoring any candidates for
training. If name of the training
institute is not displayed on IRDA
web-site, no insurer should sponsor
the candidate for training to such an
institute.

(i) The existing Institutes may
convey their willingness to abide by
these instructions on a simple form.
The information may include: Name
& Address of the Institute, Date of
Accreditation of the Institute, Expiry
date of validity of the Accreditation,
Accreditation granted for Life/
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General or both, Name of the In-
charge of the Institute.

(i) The above information must
reach the Authority within 15 days
from the date of issuance of these
guidelines. The consolidated list of
approved training institutes will
then be placed and updated from
time to time on our web-site so that
Insurance Companies can
approach them for conduct of
training.

16.Prior approval of the Authority
must be obtained if the Training
Institute intends to change any of
the particulars, details or
provisions already approved by the
Authority. All such changes would
be simultaneously incorporated on
IRDA web-site.

17. There must be an exclusive portal
for the on-line agents training and
on the portal no advertisement
should be displayed.

18. It is necessary to provide separate
user name/password to the IRDA
as a user (candidate) as well as
administrator to monitor the web
site

(on line portal).

19. All the training institute who wish
to apply the on-line training
accreditation, may be required to
make a live demonstration of the
portal at the Authorities
headquarters at Hyderabad.

20.The training completion
certificate must be issued by the
In-charge of the On-line training
institute under his seal and
signature and user applicant
should not be allowed to print the
certificate from the system itself.

21. A set of technical points (Annexure
1) must be incorporated for new/
renewal of the license for on-line
training institutes (portals).

CHAIRMAN
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Report Card:LIFE

Year starts with 44% growth for life companies

The life insurance industry underwrote a
premium of Rs.1,26,029.86 lakh in the first month
of the financial year 2005-06.

The total Individual premium and Group
premium underwritten were Rs.94,493.37 lakh
(74.98 per cent) and Rs.31,536.49 lakh (25.02 per
cent) respectively as against Rs.54,090.88 lakh
(61.59 per cent) and Rs.33,732.67 lakh (38.41 per
cent) underwritten in the corresponding period of
the previous year. The premium underwritten
towards individual single and non-single policies

stood at Rs.6,149.30 lakh and Rs.47,941.58 lakh
respectively accounting for 16,771 and 6,55,002
policies. The group single and non-single premium
accounted for Rs.30,883.99 lakh and Rs.2,848.68
lakh.

LIC underwrote a premium of Rs.1,02,297.47
lakh during the period i.e., a market share of 81.17
per cent, followed by ICICI Prudential and HDFC
Standard with premium underwritten (market
share) of Rs.7,168.37 lakh (5.69 per cent) and
Rs.3,036.56 lakh (2.41 per cent) respectively. The

number of lives covered under various group
schemes was 3,13,923 during April, 2005. The
private players covered 52 per cent of lives under
group schemes while LIC covered 48 per cent of lives.
Tata AIG covered 25.53 per cent of lives. The new
players underwrote first year premium of
Rs.23,732.39 lakh. In terms of policies
underwritten, the market share of the new players
and LIC was 16.01 per cent and 83.99 per cent as
against 13.38 per cent and 86.62 per cent
respectively in 2004-05.

First Year Premium Underwritten by Life Insurers for April, 2005

(Rs. in lakhs)
SI No. Insurer Premium % of Growth No. of Policies / % of Growth No. of lives covered % of lives Growth
Premium | (Per Cent) Schemes No. of | (Per cent) under Group covered under| (Per cent)
Policies Schemes group schemes
April, 04 April, 05| April, 05 April, 05 April, 04 | April, 05 April, 05 April, 05 April, 04 | April, 05 April, 05 April, 05

1 Bajaj Allianz 1,378.97 2,917.36 2.31 111.56 6,073 14,445 1.76 137.86 458 4,319 1.38 843.01

Individual Single Premium 28380 1,198.86 363 2132

Individual Non-Single Premium 1,089.82 157141 5,706 12,305

Group Single Premium

Group Non-Single Premium 535 147.09 4 8 458 4319
2 ING Vysya 221.32 198.08 0.16 -10.50 5,587 718 0.09 -87.15 309 0.10

Individual Single Premium 2732 031 4,022 46

Individual Non-Single Premium 194.00 186.96 1,565 669

Group Single Premium 715 4

Group Non-Single Premium 3.66 3 264
3 AMP Sanmar 230.25 847.65 0.67 268.15 2,215 3,995 0.49 80.36 1,045 16,121 5.14 1442.68

Individual Single Premium 54558 89

Individual Non-Single Premium 229.05 209.44 2213 3,093

Group Single Premium 2169

Group Non-Single Premium 120 70.95 yi b 1,045 16,121
4 SBI Life 1,118.96 1,315.74 1.04 17.59 4,413 2,547 0.31 -42.28 18,186 16,528 5.26 -9.12

Individual Single Premium 371.69 101.26 150 80

Individual Non-Single Premium 22852 28982 4260 2423

Group Single Premium 408.25 906.20 4963 8,016

Group Non-Single Premium 11050 1846 3 i 13223 8,512
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5 Tata AIG 1,751.72 2,745.75 2.18 56.75 16,752 23,485 2.86 40.19 19,318 80,131 25.53 314.80
Individual Single Premium
Individual Non-Single Premium 1,195.94 257241 16,747 23,458
Group Single Premium 5007 62.19 6,772 7541
Group Non-Single Premium 505.72 11056 5 277 12,546 72590
6 HDFC Standard 1,378.82 3,036.56 2.4 120.23 7,401 12,481 1.52 68.64 11,210 11,087 3.53 -1.10
Individual Single Premium 540.88 552.63 779 2434
Individual Non-Single Premium 766.60 1,884.78 6,600 10,029
Group Single Premium 733 3386 Y/ 13 11,210 5488
Group Non-Single Premium 565.30 5 5599
7 ICICI Prudential 5,401.22 7,168.37 5.69 32.72 32,589 37,483 4.57 15.02 1,919 5,642 1.80 194.01
Individual Single Premium 859.93 39499 693 274
Individual Non-Single Premium 3,492.72 6,170.10 31,882 37194
Group Single Premium 107 1548 1 9 24 4679
Group Non-Single Premium 1,047.50 587.80 13 6 1,705 963
8 Birla Sunlife 2,239.91 1,815.42 1.44 -18.95 6,985 7,412 0.90 6.11 953 904 0.29 -5.14
Individual Single Premium 86.40 12223 1,775 1,976
Individual Non-Single Premium 1,413.61 1,571.75 5,208 5,426
Group Single Premium 31.90 5092 268 357
Group Non-Single Premium 708.00 6453 2 10 685 547
9 Aviva 721.92 1,089.05 0.86 50.86 3,540 3,974 0.48 12.26 10,176 6,045 1.93 -40.60
Individual Single Premium 3096 1242 28 168
Individual Non-Single Premium 67105 1,048.33 3,507 3,806
Group Single Premium 9.61 0
Group Non-Single Premium 199 18.69 5 10,176 5955
10 Kotak Mahindra Old Mutual 507.03 642.42 0.51 26.70 1,253 3,131 0.38 149.88 21,325 5,353 1.71 -74.90
Individual Single Premium 070 4596 2 /i
Individual Non-Single Premium 124.00 54595 1,248 3,034
Group Single Premium
Group Non-Single Premium 38232 5051 3 5 21,325 5353
1 Max New York 394.20 1,601.82 1.27 306.34 2,506 19,360 2.36 672.55 4,655 4,128 1.31 -11.32
Individual Single Premium 2728 1392 3 16
Individual Non-Single Premium 354,64 1,538.69 2487 19,336
Group Single Premium
Group Non-Single Premium 1229 4920 16 8 4,655 4128
12 Met Life 174.61 347.11 0.28 98.79 688 2,029 0.25 194.91 12,147 12,659 4.03 4.22
Individual Single Premium 1.09 1684 4 3
Individual Non-Single Premium 117.63 2912 676 1,99
Group Single Premium
Group Non-Single Premium 55.89 101.15 8 16 12,147 12,659
13 Sahara Life 7.06 0.01 317 0.04
Individual Single Premium
Individual Non-Single Premium 7.06 317
Group Single Premium
Group Non-Single Premium
14 LIC 72,304.62 |1,02,297.47 81.17 41.48 5,82,443 | 6,89,055 83.99 18.30 2,64,535 | 1,50,697 48.00 -43.03
Individual Single Premium 3,919.25 34,079.96 8952 1,10,101
Individual Non-Single Premium 38,064.00 39576.59 572,903 578,338
Group Single Premium 30,321.37 28,640.92 588 616 264,535 150,697
Group Non-Single Premium
Total 87,823.55 [1,26,029.86 100.00 43.50 6,72,445 | 8,20,432 100.00 22.01 3,65,927 | 3,13,923 100.00 -14.21

Note: 2004-05 provisional data — In the case of LIC, the number of policies under ISP may be read as 16,25,292.
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Fitness For Al

—Howthefour main sakeholder scan benefit from health insurance

Insurers, the insured, hospitals and TPAs are unhappy with the current health insurance scenario,
points out G. V Rao, while also proposing a framework to improve the situation.

Ofthe lot, it's the healthiest. Health
insurance is the fastest growing
portfolio in the nation’s non-life
insurance sector, logging in a growth rate
of 27 per cent in 2003-04. With a
premium volume of over Rs. 1,200 crore,
out of the overall non-life premium of
Rs, 16,000 crore, it contributes over
seven per cent of the total.

It was only in 1988 that health
insurance covers were first introduced
in India. In about 16 years, the level of
popularity it has achieved is high; it has
surpassed other types of traditional
insurances, such as Engineering and
marine insurances, that began to be
transacted over several decades ago.
Health premium in volume today ranks
third, next only to the Motor (40 per
cent) and Fire insurance (19 per cent)
portfolios.

If there is some disappointment
expressed in some quarters, that Health
insurance is not rapidly progressing in
India, the criticism appears to be
misplaced; it probably shows an
unconcealed impatience that it could
have developed even faster. It is not that
the insurers or their distribution
channels have done anything
spectacular to push their sales or create
a special awareness for them in the
buyers.

It is simply because the customers
themselves are pressing the purchase
button, hard and extensively. Health
self-care consciousness has reached a
high level among the population that can
afford to pay the premiums. The public
health system having broken down, all
those who can afford to pay the premium
would want to buy health insurance; and
then begin to hope that their insurers
would pay up, if and when they are put
to test.

Types of cover
Health insurance covers include

annual covers bought by individuals for
themselves and their families, by the
corporations for their employees and
occasionally for their dependents, and
the overseas medical insurance for those
going abroad on short visits. Overseas
medical insurance has gained rapid
popularity on account of the high medical
costs in the countries to be visited, the
tendency of hospitals there not to
entertain patients without proof of
insurance cover or, in some cases, the
situation that visas cannot be obtained
unless one produces proof of an overseas
medical insurance policy.

But the tales of unsettled claims and

There has to be a minimum
amount of sentiment,
idealism and concern on the
part of all those involved in
this business —what is
desirable is less
commercialism and more
humane consideration.

3;,\:{,;&
the technicalities involved in getting
them settled are rising like a tide,

though not yet of the tsunami type.

Insurers are unhappy that they are
losing their financial health due to the
health covers. Hospitals grumble that
their claim invoices are unpaid, and that
they are unfairly questioned. The TPAs,
the special agents set up as expert
intermediaries, are indignant that
neither the hospitals nor the insurers
would listen to them. The claimant
customers are bewildered, and often
furious, as large chunks of claim
amounts are either chopped off their
claims altogether repudiated. No
wonder the offices of ombudsmen, the

adjudicators of personal lines’
grievances, are flooded with health
claims that constitute more than 80 per
cent of the total.

IRDA, which organises the market
environment and ensures fair play, is
perplexed that all the stakeholders,
without exception, seem discontented
with the system that has been created
to ensure fairness, equity and
satisfaction. Why have things gone
wrong for everyone?

Insurers’ arguments

Insurers claim that what they sell
is insurance — for diseases and
accidents that may be contracted or
happen in future — and that they are
not in the business of paying for the
treatment of chronic diseases and for
those diseases known to the client
before buying insurance. Hospitals
indulge in overcharging and subjecting
patients to unnecessary tests to keep
the meter running. What irks the
insurers is that hospitals often have
dual rates: one for the insured and the
other for the uninsured direct payers.

Customers’ arguments

Claimant customers complain that
no questions were asked of them before
they parted with their premiums; at
least they were not educated enough by
insurers on the limitations of the cover
at that point of time. The high medical
costs incurred should be tackled by
insurers with the hospitals directly and
not negotiated through them.
Hospitals, they agree, not only
overcharge but are also unresponsive
and often uncaring. Having received the
premium, claims should be paid by
insurers without questions and hassles.
Is that not the sole purpose for which
insurance is taken?

TPAs’ arguments
The TPAs feel that they have been



rendered irrelevant, both by the
hospitals and the insurers, and
occasionally by even the claimants, who
all resent their involvement in the entire
process designed to render fair and
prompt service to all the three
stakeholders. They cannot pay the
hospitals unless insurers provide them
with funds, which they delay. They are
always in deficit. Hospitals do not bother
to reply to their queries for justifications
of charges and medical tests. Hence
claims do not get paid in time. It is
indifference all the way.

Hospitals’ arguments

Hospitals claim they ought to collect
payments directly from patients; they
have no time either for TPAs or the
insurers. There is not enough business
flowing from insurers to justify hospitals
having to answer queries that touch a
raw nerve in them. Hospitals would,
therefore, not admit new patients till
their old dues are liquidated. They see
no need to provide supportive argument
for every diagnostic tests already
performed or the costs thereof, though
they do admit charging higher for insured
customers because of time delays in
receiving monies. They say that the
insurers, the patients and the TPAs need
the hospitals more than vice-versa.

Whither the solution

This merry-go-round has thus gone
on long enough. Most of the affected
parties ultimately try and find a way out
to beat the system, as it happens in every
other industry, to get their share of
benefits. The second time around it is
definitely not as bad as the first
experience was; one now knows where the
boundary ropes are located. But can't the
industry devise a better system that
causes less dissatisfaction and friction
among all the stakeholders?

To prescribe a system that
substantially serves that objective
requires more foolhardy courage rather
than downright wisdom. But it is
perhaps worth an effort to attempt doing
it to reduce the inequities and the
unfairness of it all for the rapid
promotion of this cover among many

more uninsured millions. One cannot
give up hope; nor should the stakeholders
attempt to make the situation a greedy
financial opportunity out of the
necessity of those inflicted with pain,
suffering and fear of survival. There has
to be a minimum amount of sentiment,
idealism and concern on the part of all
those involved in this business. What is
desirable is less commercialism and
more humane consideration.

The ideal system would have the
primary objective of giving consumers
more responsibility and control to
manage their healthcare costs in terms
of the premiums they pay and the claims
they receive. Increasing premiums will
lower the demand for health cover by

Reduction in medical costs
and in the resultant
premiums, and giving the
insured partial control or
participation in management
of the system, have a number
of advantages.

Sh
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making it less affordable. Consumers
must make insurers aim at reducing
premiums to make health insurance
more affordable for many. What can
consumers do to help insurers reduce
premiums and how?

Hospitals must endeavour to reduce
medical costs without sacrificing the
quality of care. They appear unconcerned
about both these aspects. They do not
inform the incoming patients about how
their systems work, and neither do they
bother to get feedback from the patients
when they are discharged. They are, in
the perception of most patients, medical
mercenaries whose patient-to-doctor
relationship is unsatisfactory.

The insured community must realise
that it is insurance they are buying, for
the fear of contracting future illnesses,

FOLLOW THROUGH

and not for regular medical treatment
of existing illnesses for which either the
government hospitals or their pockets
have to be searched. But for the large
number of people who regard health
insurance as a form of insurance, the
system must be made less cumbersome
and more equitable. What is wrong with
the present disposition? How can it
made be more equitable?

Equitable proposal

Medical costs for treatment vary
from place to place, and also from
hospital to hospital in each place. The
costs for diagnostic tests, surgeries,
treatments, medicines, consultations
etc. do vary depending on the place where
they are incurred and the category of the
hospital employed. Yet, the level of
premiums asked for from the insured
are the same, irrespective of the place
and the hospital employed, and the
medical costs are only defined as the
total limit chosen. In effect this would
mean that the insured persons living in
semi-urban and rural areas, whose costs
are comparatively less, are subsidising
the increased costs incurred for similar
treatments by the urban and city
dwellers. This is unfair.

The more equitable proposal would
be for insurers to define the maximum
amounts for each of the several items of
common treatment at the same levels,
irrespective of the residence of the
insured in India and irrespective of the
category of the hospital chosen. If the
insured chooses to go to a higher category
of hospital, he can do so but then he
would meet the difference in costs.

This single measure would involve
him in negotiating the hospital costs,
and put the hospitals and insured in
deciding on the costs and the necessity
of taking the test itself. Such defined
tables of benefits or costs should be
priced ensuring that they are reasonable
for a majority of the insured in a semi-
urban setting or even slightly lower. The
total limit as the sum insured can still
remain at present levels.

Another measure for insurers to
consider is the involvement of the
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insured as a co-insurer. Insurers should
reimburse only 80 per cent of the costs
payable under the policy, giving an
incentive to the insured to reduce
medical costs through his personal
involvement. Most of the insured do not
want a full service provider, but one who
will reimburse them substantially and
make the burden less onerous.

The cost-benefit analysis should be
self-evident. This will ensure active
participation of the insured in claims
management, as they are given an
incentive of lower premiums.

The point made is that those that
really need insurance and are genuine
in their approach should not be penalised
just because a few claimants highjack
the system. Reduction in medical costs
and in the resultant premiums, and
giving the insured partial control or
participation in management of the
system, have a number of advantages.

Insurers to shape outcome

Insurers should encourage value
creation — this means making the
consumer experience more positive and
less unpleasant, the outcomes less
uncertain, the premium prices more
affordable — as the benefits payable are
jointly negotiated. The table of
maximum benefits will provide a level
field to all the insured irrespective of

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

GOO

Send your articles fo:

Editor, IRDA Journal, Insurance Regulatory and Development Authority,

their residential addresses. But insurers
need to reduce premiums downwards
substantially to make the proposition
fair to both. Reducing premiums will
increase demand for health insurance.
Joint control on medical costs will breed
improved trust in each other.

The target group for insurers should
be those individuals in the lower middle

The leadership role to shape
a healthy market lies with
the insurers. Their basic
objective should be to
increase the number of
insured, and not just to raise
the premium volume.

Exi o

AT
class, and in the lower crust of the upper
middle class that do need affordable
health insurance. The rich and those
employed in corporates are well-placed
on this count, for they are getting lower
and subsidised premiums and as well
as hefty reimbursements. For this
situation, making health insurance less
than profitable, the insurers themselves
are responsible. They should provide
statistics of premiums and claims for

Parisrama Bhavanam, 111 Floor, 5-9-58/B, Basheer Bagh, Hyderabad 500 004

ore-mail us at irdajournal @irdaonling.org

individual customers, corporate
employees and overseas travellers in
the interest of transparency of
disclosure. That is the starting point.

The leadership role to shape a
healthy market lies with the insurers.
Their basic objective should be to
increase the number of insured under
medical insurance and not just to raise
the premium volume. For this desirable
outcome, out-of-box thinking and new
ideas should be tried out.

The framework suggested above
has more merits than demerits. It can
be modified. In addition to the present
schemes, it can be offered as an
alternative — as an experimental
measure — and tested. But not doing
anything at all, with each stakeholder
pointing a finger at the other, has gone
on long enough. There is no one speaking
for the consumer. As an informed
consumer and a concerned ex-insurer,
this is my proposal. What is your
reaction?

The author is retired CMD, The Oriental
Insurance Company.
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T he Small Man's Begt Friend

—What theInsurance Ombudsman meanstothelay policyholder

For insurance policyholders, the Ombudsman route to redress grievances is cost free and perhaps the speediest remedy
available in the present day scenario, writes G. Gopalakrishna while recapitulating the background

against which the Ombudsman operates.

Life insurance intrinsically provides an
alternate source of income when the first
source, viz., the insured’s working
capacity, ceases due to old age, death or
disability.

As a welfare dispensing scheme,
insurance must not only provide social
security measures to the needy, but also
ensure that the enforcement mechanism
is effective, and that the incumbents
have easy access to such mechanisms,
either judicial or quasi-judicial. The
dispute settlement mechanism and the
redressal machinery ought to preserve
and bring in the fruitful and beneficial
results in the matter of social security
of life insurance to the insured —
customers and the beneficiaries.

As social security is based on the
principle of social justice, which is the
mandate of the Indian Constitution, it
is the duty of the courts to take care of
the interests of those people who are the
beneficiaries of such concept, by
providing an “easy access to justice,” to
ventilate their grievances.

Several factors have put the present
day customer in the limelight — the
phenomenal growth of the services
industry, the encouragement of
competition by the Government in
various sectors that were nationalised
after Independence (such as banking and
insurance), the rapid growth of
consumerism and the influence of
consumer welfare legislation. The
insurance industry is therefore forced to
do a rethink on the customer, his needs,
his preferences and the solutions
necessary to serve him and satisfy him.

An insurance company typically has
three classes of customers: the external

customers viz., the policyholders, the
internal customers, namely, the field
force or agents, and the employees. Even
without the compulsions of competition
the public sector LIC has taken several
initiatives to take care of its external
customers over the past years. For
instance, a massive reorganisation was
undertaken in the 1980s, whereby the
entire servicing of policies, right from the
issue of policies to the settlement of

Though the concept is new to
India, the institution of
Ombudsman as a redressal
authority is gradually
gaining popularity. With the
entry of new players, both in
Life and Non-L.ife, the
awareness is bound to grow.
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claims, was decentralised to the branch
office. With a network of over 2,000
branches, this could take insurance
sales and service to nearly the doorsteps
of the customer. A thorough HRD
initiative and training for all classes of
employees was brought about, which
resulted in appreciable improvement in
the knowledge, skills and attitude of the
employees and instilled in them a
greater degree of customer orientation.

The LIC has set up several
mechanisms, such as the Customers
Affairs Committee, Zonal Advisory
Boards and Divisional Policyholder
Councils, which are meant to act as the
customer’s mouthpiece. Customers’

meets are organised for greater
interaction. All these measures have
greatly helped to build the image of LIC
as a customer friendly organisation.

Despite all these improvements,
there are bound to be instances of
perceived deficiency of service and
dissatisfaction in the degree of service
rendered. The insurance policy is a long-
term contract and involves many legal
issues, which in turn sprouts customer
grievances. Continuous monitoring is
hence required to maintain high
standards of efficiency and service.

LIC has complaints handling cells
that receive the complaints, register
them with a unique number, follow up
the matter with the operating units and
try to give a satisfactory reply and
compliance to the complainant.

Besides these arrangements, the
public is free to take recourse to
Government’'s highest grievances
redressal mechanism, at the
Directorate of Public Grievances (DPG),
and the DPG refers such complaints to
the insurer. There are other informal
mechanisms, such as helpline
programmes in the electronic media,
public complaints appearing in the print
media, customer meets addressed by
senior officers, etc.

The Malhotra Committee, 1994 was
set up to frame insurance sector
reforms. While recommending
privatisation of the insurance sector, the
Committee also acknowledged the need
to protect consumers’ interests, with the
establishment of Ombudsman. The
notification of the Draft of Redressal of
Public Grievances Rules, 1998 was one
of the concrete steps taken to implement
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these recommendations and, more
importantly, create a framework
capable of tackling the hazards of a
liberalised insurance sector.

The insurance Ombudsman

The Ombudsman can act as
counsellor and mediator for matters
within the terms of reference, if
requested to do so by the insurer and
the insured. The word ‘Ombudsman’ is
Swedish, meaning the right of
individuals to complain against public
authority/establishments/
administration.

In exercise of the powers conferred
by the Insurance Act, 1938, the
Government has framed the Redressal
of Public Grievances Rules, 1998, which
apply to life and general insurance.
These rules provide for the appointment
of an Ombudsman who may be selected
from those who have experience in the
judicial, civil and administrative
service, insurance industry etc.

The Ombudsman is empowered to
receive and consider complaints under
(a) any partial or total repudiation of
claims by an insurer, (b) any dispute in
regard to premium paid or payable in
terms of the policy, (c) any dispute of the
legal construction of policies in so far as
such disputes relate to claims, (d) delay
in settlement of claims, (e) non-issue of
any insurance document to customers
after receipt of premium.! The
Ombudsman has quasi-judicial
authority and his decision is binding on
the insurer and the complainant. Itcan
be contested only through a court of law.

Though the concept is new to India,
the institution of Ombudsman as a
redressal authority is gradually gaining
popularity. With the entry of new
players, both in Life and Non-Life, the
awareness is bound to grow. The unique
feature of the Insurance Ombudsman
Scheme is that the awards and orders
of the Ombudsman are binding on the

insurance companies while the insured,
if not satisfied with the award or order,
can go to other redressal fora. However,
a particular complaint that is already
before a court/consumer forum/
arbitrator, or was decided upon by any
such a forum, cannot approach the
Ombudsman.

Other Legal Remedies

The policyholders have an option to
approach civil courts or a high court
under writ jurisdiction in certain
circumstances. Some of the legal
remedies available to the policyholders
are:

It has been felt that the
MRTP Act has become
obsolete in certain respects,
and that there is a need to
shift the focus from curbing
monopolies to promoting
competition. So, the
Parliament has recently
taken steps to enact an Act
called the Competition Act,
2002.

S'i-,\:r_,gi

(a) Civil Courts

Before the setting up of the Consumer
Dispute Redressal Authority (CDRA),
under the Consumer Protection Act,
1986, the only legal remedy available to
the consumers of insurance service was
to file a suit in the civil courts. If we
take into account the unequal strength
of the parties, all the odds are against
the consumer. Therefore, only cases that
involved the interpretation of complex
legal provisions would be filed. The civil
courts seem to have leaned in favour of
the insurer on the basis of the principle
that a contract of business is a contract

of utmost good faith.

Most of the litigation with regard to
deficiency of service now takes place in
CDRA. These Agencies, however, do not
have the power to decide on the validity
of terms and conditions of the insurance
policy or validity of the rules framed by
the Corporation. For disputes of this
kind, the civil court will continue to be
the proper forum.

(b) Monopolies Restrictive Trade
Practices (MRTP) Commission

Economic liberalisation
necessitated sweeping amendments of
the MRTP Act in 1991. The Commission
is now an appropriate forum to ensure
that healthy forces of competition
prevail in the market place.

A recent significant development in
this direction has been the Parliament’s
move to overhaul many of its legislations
and introduce new bills to bring its legal
regime on par with that of the other
countries.

It has been felt that the MRTP Act
has become obsolete in certain respects,
and that there is a need to shift the focus
from curbing monopolies to promoting
competition. With the above objective,
the Parliament has recently taken steps
to enact an Act called the Competition
Act, 2002.

The new law seeks to establish a
Competition Commission of India with
the mandate to eliminate practices that
adversely affect competition, promote
and sustain competition and protect the
interests of consumers. The
Commission is expected to take suitable
measures for the promotion of
competition advocacy, creating
awareness and imparting training
about competition issues which are
relevant to today’s opened up insurance
sector.

(c) The Legal Services Authorities
Act, 1987 also provides for referring the



pending disputes before any court or
tribunal on a joint application to the Lok
Adalats for compromise or settlement.
The District Authority may refer such
disputes to the Lok Adalats for
determination.

The award of the Lok Adalats
thereafter will be binding like a decree
of the civil court and no appeal will lie to
a higher court against the award. This
award therefore differs from that of the
Ombudsman, as it is binding on both
the disputing parties. The Lok Adalats
further have all the powers of the civil
court in the matter of summoning and
enforcing of the attendance of any
witness and discovery and production of
any document. However, no court fee is
payable as in the case of proceedings
before the Ombudsman.

These factors reflect that for
insurance policyholders, the
Ombudsman route to redress grievances
is cost free and perhaps the speediest
remedy available in the present day
scenario. The ombudsmen all over the
country has been doing a commendable
job. By making the insured public more
aware about the existence of this entity,
by enlarging the jurisdiction of the
Ombudsman by including all types of
disputes relating to policies in Rule 12,
by providing an appellate body to whom
insurers can approach in case of their
non-acceptance of recommendations/
award of Ombudsman and by providing
an enforcement  agency  for
recommendation/award of Ombudsman
in the Rules itself, the Office of the
Ombudsman can perhaps be more
effective and inspire more confidence in
the general public as well as with the
insurers.

Protection through IRDA

The protection of consumers'’ interest
received a tremendous boost with the
enactment of the Consumer Protection
Act, 1986. It is not that the consumers

had no opportunity to receive redress for
their genuine grievances earlier. They
could always appeal to the higher
authorities of the company or
department against which they had a
grievance. They could also indicate their
options for having their grievances
arbitrated. And there were always the
courts as a last resort. All these fora
have their merits and limitations.

Under the Consumer Protection Act,
about 600 District Forums, more than
30 State Commissions and the National
Commission have been functioning with
the sole objective of resolution of
Consumers grievances. Consumers
nationwide have immensely benefited

The Insurance Regulatory
and Development Authority
(Protection of Policyholders’
Interests) Regulations, 2002
is of particular interest to
the small, isolated and
defenseless individual
policyholders against the
big, powerful and monolithic
Insurance companies.
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from these services for the past two
decades.

For bank customers and insurance
policyholders, specific grievance
redressal machineries were created in
the form of the Banking Ombudsman in
1995 and the Insurance Ombudsman in
1998. There are 15 Banking
Ombudsmen and 12 Insurance
Ombudsmen in the country. There is no
cost involved in taking the grievances to
the Ombudsman and generally the
decisions are very quick, unlike the
district forum where, due to heavy
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backlog of cases and certain unavoidable
court formalities, petitions are difficult
to be disposed of in quick time.

Pertinent in this context is the
Insurance Regulatory and Development
Authority (Protection of Policyholders’
Interests) Regulations, 2002. This new
piece of law is of particular interest to
the small, isolated and defenseless
individual policyholders against the big,
powerful and monolithic insurance
companies. These regulations also bring
in improved and useful measures
ushered in by the new law for protecting
the interests of insurance policyholders.

Insurance companies have been
instructed to inform policyholders about
the Office of the Insurance Ombudsman
along with the policy bond. The Insurance
Ombudsman has a mandate to redress
grievances within three months.

The Insurance Ombudsman Scheme
applies to all insurance companies,
whether private or public, and operating
in Life or General Insurance. As both the
sectors face vigorous competition in the
post Liberalisation Era, and may
overlook customer grievances in the race
to the top, effective legal mechanisms
and easy access to justice are a must to
preserve consumer interests.

As our learned forefathers said so
eloquently, Sarvejana
Sukhinobhavanthu (‘May all people
live in Happiness’).

The author is retired Senior Officer,
LIC of India.
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The‘Guard’ Father

— Themulti-faceted roleof thelnsurance Ombudsman

Disputes are a way of life, and the Insurance Ombudsman has a critical role to play in settling issues
between the companies and customers, writes Gnanasundaram Krishnamurthy.

Public administration is often seen as
a necessary evil. While it is needed to
keep the machinery rolling, it is often
rampant with abuse of power,
arbitrariness, misadministration,
unfair decisions, errors and negligence.
A neutral figure — the Ombudsman — is
therefore deemed essential to strike a
balance between the frayed
administration at one end, and
disgruntled citizens at the other.

The Indian Government has rightly
decided that sectoral Ombudsmen are
required to cater to the needs of specific
industries, and the banking and
insurance Ombudsmen came into being
in 1995 and 1998, respectively. This
writer had the privilege of working as
Insurance Ombudsman in Mumbai for
Maharashtra and Goa, and also was
placed in additional charge in Chennai
for Tamil Nadu and Pondicherry for a
while. The experience was rewarding, as
it surely must be for the industry as well
as customers.

The system confers certain benefits
on the customers — such as cost effective
and speedy resolution of disputes, scope
for mediation and absence of
cumbersome procedural formalities.
What makes it even more popular is that
the awards of the Ombudsman give
finality to the decisions, and companies
normally implement them. Little wonder
then that the grievance redressal
mechanism —a kind of Agony Aunt — has
found favour with the customers, albeit
with a slow start initially.

The institution is set up in such a
way that it enjoys the confidence of the
companies as well, as it is their own
institution, within the industry but
outside the organisation. Industry
officials assist the Ombudsman in
organising the work with their technical
knowledge, such as sorting out disputes,

o

and contribute to the system in their own
way. In the process, the learning
experience shared by both fine-tunes
justice delivery to the satisfaction of the
companies and the customers alike.

Theory and practice

But a gap between theory and
practice is not uncommon in any system.
Itis so, here also, as elsewhere. It starts
right at the head of the institution, viz.,
the Ombudsman. Though the selectors
largely ensure that a round peg fits a

The system confers certain
benefits on the customers —
such as cost effective and
speedy resolution of disputes,
scope for mediation and
absence of cumbersome
procedural formalities. Little
wonder then that the
grievance redressal
mechanism — has found
favour with the customers.

S
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round hole, credibility of dispensation
of justice can be ensured only by
maintaining integrity, transparency
consistency, and legal validity of
decisions. Particularly in a system
where appeal provisions are absent for
the respondents, these acquire greater
importance, lest the companies are
pushed to an unenviable position of
unfair disadvantage.

While, either on the established
principles of law or on the veracity of the
documentary evidence produced, the
verdict of the Ombudsman going against
the companies or complainants cannot
be grudged, instances are not wanting

where the Awards have been found
pronounced in direct contravention of the
principles which already stood decided
by the judicial forums. It has also
happened that on identical issues,
verdicts have differed from centre to
centre. The companies suffer
comparatively more in this process, as
they have little or no alternative but to
implement the Awards, despite
remaining unconvinced.

A blank commitment to accept the
Awards may not be in the interest of the
companies themselves, particularly
those in the public sector, dealing with
public money and entrusted with the
responsibility of holding it in trust. On
the other hand, any attempt by the
companies to thwart the process of
justice delivery, by going to judicial
forums on appeal in every case, cannot
also be allowed, as it will defeat the very
purpose of the establishment of the
institution of Ombudsman.

The Law Commission has
recommended the introduction of
provisions to establish a full-fledged
grievance redressal mechanism,
including the constitution of a Grievance
Redressal Authority (GRA) to replace
the system of Ombudsman.

The provisions would also pave
the way for appeals to the Insurance
Appellate  Tribunal and the
Supreme Court.

However, it is not known when this
recommendation will see the light of
day. Even if it does, the interest of
individual small policyholders cannot be
speedily taken care of by such a
mechanism, which the institution of
Ombudsman seeks to achieve. As a via
media, therefore, it is worthwhile
continuing the system of Ombudsman
for protecting the interests of individual
small policyholders, leaving the other



disputes to the GRA.

Need for Chief Ombudsman

Corresponding to the Insurance
Appellate Tribunal, a post of Chief
Ombudsman can be created, with
whom appeals of companies and
complainants can lie, solely on matters
involving law and not facts of the case.
The decision of the Chief Ombudsman
should be made final.

The Chief Ombudsman should also
look into contradictory verdicts on
identical, settled legal issues,
emanating from different Ombudsman
centres and take suo motu cognizance of
the same to set things right. The
appointment of Chief Ombudsman is
suggested because the Ombudsmen are
not infallible and any alternative
dispute resolution machinery should not
go without an appellate body in our
country.

More is also needed from the
Governing Body of Insurance Council,
where the companies are represented by
Board level officers, to strengthen the
institution of Ombudsman. The system
has passed its nascent stage and has
caught up with the imagination of the
public as a result of beneficiary reaction
and the awareness campaign conducted
by the GBIC and the IRDA. The number
of outstanding disputes has been
increasing every year, with more than
64 per cent crossing the time limit of

POINT BLANK

Aborted Claims

When GIC decided to allow expenses for abortion under its
Mediclaim policy, Exclusion clause 4.12 of the policy was
amended to excude ‘Treatment arising from or traceable to
pregnancy, child birth including caesarean section” and
‘voluntary medical termination of pregnancy within 12 weeks."

Inthe case of missed abortion, when company X' repudiated
the claim, treating it as arising from and traceable to
pregnancy, this writer passed an award allowing the claim
on the ground that the clause disallowed only maternity
benefits, as ‘pregnancy” relates to ‘living foetus’ and in view
of the fact that the clause itself was framed only with an
infention to allow expenses for abortion.

three months provided for in the
notification. It is not, therefore, out of
place to examine the appointment of
additional Ombudsmen at major
centres such as Ahmedabad, Delhi,
Bhopal, Kolkata and Mumbai, where it
is difficult for one Ombudsman to cope
with the work load. Delays in the
appointment of ombudsmen is also often

Instead of using the
opportunity to garner a
learning experience, the

Ombudsman is, more often

than not, seen as a
convenient tool for passing
the buck, haunted perhaps
by the fear of the three ‘C’s —
the CBI, the CVC and the
CAG. ‘Let the Ombudsman
decide’ is the philosophy.
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responsible for this state of affairs,
which should be avoided.

The GBIC ought to ensure the
adequacy of support staff, both in terms
of number and quality. So far, the public
sector companies have taken upon

The Chairman of the company lodged a protest stating that,
as per the company’s panel doctor, abortion cannot occur
unless there was pregnancy and therefore the claim was not
payable, as abortion was traceable to pregnancy. The
Chairman was put wise about GIC's decision to allow expenses
for abortion under its Mediclaim policy and, the import of
the wording of Exclusion clause 4.12.

Later, the clause was further amended, dropping the
exclusion, ‘voluntary medical termination of pregnancy
within 12 weeks.’

On Tipplers and Tippers

In a particular case, life insurer ‘X' repudiated a claim for
accident benefit on the strength of the report of a police sub-
inspector to the magistrate that the rider of the vehicle
(policyholder) was under the influence of alcohol.
Ombudsman ‘Y’ concurred with the life insurer, relying only
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themselves the responsibility of
providing staff at the Ombudsman
centres and, true to their functioning,
first-rate staff are rarely provided.
Moreover, hassles arising from staff
rules impede effective placements. It is
high time the private sector insurance
companies, having come of age, stepped
in to resolve the staffing problems.
Laxity in ensuring proper infrastructure
at the Ombudsman centres will sooner
or later make them go the consumer
disputes redressal forums way — it may
be recalled that in Maharashtra, the
High Court once had direct the State
Government to provide adequate staff
to the Forum, following a public interest
litigation.

The right perspective

The companies themselves can play
avery useful role in ensuring the success
of this mechanism. For this, they need
to develop a sound understanding of the
role of the Ombudsman. Right from the
initial stages, the Ombudsman has been
viewed as an unwanted intruder in their
functioning and as an outsider rejoicing
in their downfall. That he is their own
man and an appellate authority within
the industry has failed to catch their
imagination. That he is a counsellor and
mediator has failed to click with them,
with the result that disputes are mostly
resolved only through Awards.

Not much has changed even now.

on the report of the sub-inspector, although the daimant
alleged solicitation of bribe by the police.

According to section 185 of the Motor Vehicles Act, a person
is considered to be under the influence of alcohol only if
the percentage of alcohol in his/her blood exceeds 30 mg
per 100 ml. While this is the legal intoxication level so far
as motor vehicle riding/driving is concerned, a mere police
report that a person is under the influence of alcohol carries
no evidentiary value unless supported by a blood analysis
report specifying the percentage of alcohol in blood. This
was absent in the above case, and the police charge is
particularly suspect since there was an allegation of
solicitation of bribe.

A Question of Ratios

Clause 5.9 of the Mediclaim policy of public sector unit
(PSU) insurers stipulates that the policy may be renewed
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This writer recalls an instance where a
company lodged a protest over the
signature of no less a person than its
chairman, against an Award pronounced
on him. Though the company was put
wise that the protest was misplaced and
that the Award was in tune with the
decision of the industry, it was indicative
of the fact that even at the chairman’s
level, there was non-acceptance of the
role of Ombudsman. In yet another
instance, the same company again
lodged a protest against an Award
allowing ex-gratia payment on the
grounds that, as per the rules, the claim
was not payable, oblivious to the fact
that ex-gratia arises only when a claim
is not lawfully payable and that the
Ombudsman had full authority to grant
ex-gratia payment, of course, under
explainable circumstances.

The lower rungs at the operational
level are no exception. Instead of using
the opportunity to garner a learning
experience, the Ombudsman is, more
often than not, seen as a convenient tool
for passing the buck, haunted perhaps
by the fear of the three ‘C's — the CBI,
the CVC and the CAG. ‘Let the
Ombudsman decide’ is the philosophy.

Despite previous Awards being in
place under similar facts and
circumstances of the case, same
arbitrary and wrong decisions by the

by mutual consent. Thanks to this clause, insurers often
refuse to renew policies where the cases throw up adverse
claim ratios.

This writer once expressed the view that while the dause
does not confer a right on the insured for automatic
renewal, consent for renewal also cannot be withheld
except for good and sufficient reasons, and that adverse
claim ratio cannot be a reason for refusing renewal and,
on renewal, no loading or excess can be imposed nor
diseases excluded.

However, Ombudsman ‘X’ took the view that an insurer
was justified in not renewing a policy due to adverse claim
ratio, on commercial consideration. Ombudsman ‘Y" held
that, on renewal, the insurer could either load the premium
or restrict the liability for the particular disease.

same office are not uncommon. The
practice of referring cases, particularly
in mediclaim, to the panel doctor, panel
lawyer or panel doctor-cum-lawyer,
has scuttled the initiative and
capacity to take independent decisions,
even at fairly senior levels, and
a plethora of previous pronouncements
by ombudsmen and quasi-judicial
and judicial fora has failed to make
any perceptible impact due to
the deliberate unwillingness to
differ from the opinions of the panel
doctors / lawyers.

Some of the companies even
authorise their panel doctors (for an
avoidable fee) to represent them before
the Ombudsman in the hearings, losing
thereby an opportunity to interact with
and benefit from the mediation process.

In all these areas the GBIC can
contribute by educating their people to
develop the right perspective. Of late,
the GBIC has been bringing out a
compendium of Awards of all the
Ombudsmen, which is indeed
commendable. This can be carried
forward further towards truly building
up a cadre of officers in the companies
who are more sensitive to customer
interests.

The IRDA and the Central
Government also have their respective
roles to play in making the system more

Ombudsman ‘Z" held that as the disease was to result in
unending liability in future, it could be excluded on renewal.

Itis interesting to note that the Supreme Court had, in the case
of Biman Krishna Bose Vs United India Insurance Co. Ltd., held
that denying renewal cannot be arbitrary (CA No. 2296 of
2000) and renewal should be on the same terms and conditions.
Further, the Delhi High Court recently held in the case of Mukul
Lal Duggal Vs United India Ins. Co. Ltd. that a high claim ratio
cannot be the ground to turn down renewal (vide the writer's
artide ‘God proposes, Ombudsman disposes’ in The New Indian
Express dated April 11, 2005).

Birth Pangs

Under the Group Mediclaim policies for GIC and LIC
employees, maternity benefits are payable. Pursuant to this,
the PSU insurance companies took a decision that though as

customer friendly. The notification is
six-and-a-half years old and needs a
relook, especially the wordings. Several
suggestions made in the past in this
regard are still under consideration. An
early amendment to the clauses to
remove any ambiguity is necessary to
prevent company stalwarts from
spotting loopholes and scuttling or
delaying the process of justice delivery.
This writer was rather amused once, at
an argument put forth by the Senior
Manager of a company, relying on a
clause’'s wording, that if the company
does not give consent for mediation by
the Ombudsman, that seals the fate of
the complaint and that the Ombudsman
cannot move an inch forward thereafter.
Why give scope for such funny
interpretations?

The Insurance Ombudsman was put
in place after due deliberations, taking
a cue from the report of the Malhotra
Committee. Six-and-a-half years of
operations have proved to be worthwhile,
despite the shortcomings. The
Ombudsman needs to be nurtured in the
interests of customers and the
companies alike.

The author is retired Chairman, Life
Insurance Corporation of India and
former Insurance Ombudsman,
Mumbai.

per scheme rules the newborn child will be covered only
after a three-month period, the mother and child will be
treated as one unit in the event of hospitalisation for
childbirth. This was even incorporated in their Manual.

However, in a parficular case, the insurer allowed expenses
for the mother but disallowed expenses for treatment of
the child for jaundice on delivery. Ombudsman ‘Z' agreed
with the company’s decision in view of the scheme rules.

This is a classic example of a company not only not
following its own rules, but also failing fo bring to the
nofice of the Ombudsman the said relaxed rule, despite
the contention of the insured that the mother and the
child should be treated as one unit up to three months
after birth.



itch in Time...

— Insurersmust allay customer anxietiesat first go

Educating the customer about the terms of the policy and conveying the right attitude
during claims settlement will help insurers keep off the Ombudsman and the courts,

observes Yegnapriva Bharath.
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It the proof of a pudding is in its eating,
that of an insurer’s reputation is at the
point of claim. It is at this time that a
harried customer expects the insurance
firm to leap up in support — as was
promised by the friendly agent and the
attractive brochures during the purchase
— and feels cheated if the response is
either not quick or is plain inadequate.
The customer has paid money, and
expects value for it.

Having received and examined
nearly 2,000 written complaints
including e-mails and more than 1,500
phone calls relating to non-life insurance
over the past year, we at the IRDA’s
Public Grievances Cell have a feel of
what the average policyholder seeks of
his insurer when it comes to a claim. In
general, it would appear that claims
handling takes a beating as resources
are diverted to selling and marketing.
Every customer with a complaint
invariably has this charge to make —
that the insurer marketed the product
with an enthusiasm that somehow
flagged when the claim was made.

What | write here is based purely on
my experience as a complaints handling
officer at the grievances cell. It must be
remembered that the number of
complaints | have dealt with is just a
fraction of the claims that the insurance
industry disposes of. But it is definitely
representative of the pattern or nature
of complaints relating to claims that
arise from policyholders whatever be the
channel a complainant has approached
—an insurer’s complaints redressal cell,
the Grievance Cell of the Regulator, the
Ombudsman, the consumer court or
other judicial channel.

When a complainant seeks redressal
from a source external to the insurer, it

is almost always because he or she has
either no confidence in the insurer’s
redressal system, or has failed to evoke
a response from there, leave alone
getting the complaint resolved. A
customer’s dissatisfaction should be
contained within the company as far as
possible.

However, sometimes, the insurers’
staff just fails to recognise or
acknowledge that a customer is
complaining until the complaint is made
to an external source. When the
complaint is examined by the external
source, it is very clear that there is a
very unhappy customer whose grievance
has not been addressed. It is important
for insurers to not only have an effective
complaint redressal system with levels

Every customer with a
complaint invariably has
this charge to make — that
the insurer marketed the
product with an enthusiasm
that somehow flagged when
the claim was made.
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of internal reviews but also make known
this procedure to their policyholders.

Logical explanations

What we have been able to gather
from most complainants is that they
want an explanation as to why a
particular decision has been taken
regarding their claim, be it a case of
avoidance of claim or a reduction in the
quantum. Many people do not
understand how insurance practice
works, such as what warranties are, or

conditions and exclusions. It is
important for the insurer to
communicate the reasons for denying
liability under a policy or reducing the
claim amount.

Complainants are generally not
unreasonable — they need to be explained
to clearly about why a particular
decision has been taken by the insurer.
It is interesting to note that the most
aggressive, vocal and persistent
complainants are the ones that are most
receptive to a logical and clear
explanation of how and why the insurer
took a particular decision. Such
complaints could have been nipped in
the bud by the insurers through
transparency and clear communication.

We have come across hundreds of
complaints relating to claims where the
insurers are not liable under the terms
and conditions of the policy. The letter
of repudiation to the policyholder, simply
says—"'...we regret that your claim is not
payable as per the terms and conditions
of the policy and is hereby being
repudiated or closed as No Claim.’ Even
the most reasonable customer would
want to know under what terms and
conditions the claim is being repudiated
or closed. Such communications go out
to small and large customers.

Sometimes, insurers make arbitrary
deductions in claims. Many customers
do not have the energy or time to argue
with the insurers and forego the amount
unless it is substantial. But | came
across a customer who fought to be
reimbursed Rs. 49 deducted from his
Mediclaim policy without any stated
basis. He was not so upset about the
fact that the insurer denied him the
amount, as he was about the attitude of
the staffer who said that he ought to be
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glad he got the rest of the amount. The
gentleman stood his ground on principle.
He spent a lot of his time and energy as
well as mine. It was all well spent, as he
did win the battle. The customer had
half a mind to claim for interest for the
delay but | talked him out of it
successfully!

We receive quite a few complaints
relating to deduction of short-charged
premium from claim amounts. Insurers
sometimes try to rectify rating errors
when a claim is made under the policy.

There was a complaint where a
claim under a Group Personal Accident
policy was kept pending for three years
because the insured (a corporate group)
refused to pay the premium after the
expiry of the policy. The insuring office
demanded additional premium because
the insurer’s auditors had made a
remark that the premium charged under
the policy was not in line with the
company guidelines.

The sufferer was the family of the
deceased employee consisting of his aged
mother, young unemployed wife and two
little children. It required the
intervention of an external source for the
insurer to discharge its liability.

Underwriting to blame

There are quite a few complaints
relating to claims arising out of defective
underwriting. Not acknowledging the
defect in underwriting, those handling
the claims process them strictly as per
the wordings of the policy. There was this
complaint from a policyholder whose
claim for hospitalisation due to high
fever was denied because he had
disclosed in the proposal form that he
had once been admitted for a week in
hospital for fever and dehydration.
Under the head ‘Diseases excluded’ was
mentioned ‘fever and dehydration.’ This
complaint could have been contained
within the company! Such errors give

22 2

wrong signals to prospects who may end
up not disclosing facts which could be
material.

Also, many customers are not aware
that their policy may not give them the
coverage they expected because of
information they had not disclosed,
especially when they would not consider
that information to be critical to their
being insured. When their claim is
denied for innocent non-disclosure of a
material fact, they get agitated.
Educating a customer regarding a policy,
its terms, conditions and exclusions at
the point of sale is crucial. Half the
complaints relating to claims would not

The most aggressive, vocal
and persistent complainants
are the ones that are most
receptive to a logical and
clear explanation of how and
why the insurer took a
particular decision and
could have been nipped in
the bud by the insurers
through transparency and
clear communication.
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arise if insurers go through the process
of educating their customers about the
importance of a proposal form, the
details of the products and the claims
procedure diligently rather than just
leaving it to them to go through the
documents.

Probably, the most often heard
complaint is that of not being heard or
guided properly when a customer
approaches the insurer’s office with a
complaint. Several complainants send
us mails or call up to say that no one in
the office is willing to lend them their
ears or give them their time. Quite often,

once a claim is disposed of one way or
the other, the servicing office considers
the matter closed and is unwilling to
deliberate on it or re-examine it. The
claimant is also not apprised
sufficiently about the company’s
redressal system for complaints.

Insurers ought to ensure that their
complaints redressal system is visible,
so that customers know where and how
to complain, and accessible, so that the
customer is allowed to complain with
ease at any point in the process.

The various grievance redressal
mechanisms like insurers’ own
grievances cells — which is mandated by
IRDA Regulations — the Insurance
Ombudsman, consumer fora and IRDA’s
Public Grievances Cell, provide a
window not only for customers to get
their problems solved, but also give the
companies an opportunity to see what
in their product or process gave rise to
problems and continue to do so.

With the anatomy of the problem
readily available to examine and learn
from, experiences at these grievance fora
should be used as lessons to avoid such
problems in the future.

The author is Deputy Director, IRDA.
The views expressed here are her own.




ttle Heard, Little Seen

— Why theingtitution of thelnsurance Ombudsman languishesfor recognition

ISSUE FOCUS

G. V Rao discusses the effectiveness of the institution of the insurance Ombudsman, and
suggests steps to make it more purposeful and productive for the benefit of all the stakeholders.

The pressure is mounting on insurers.
The competition is fierce and their
bottom lines are getting squeezed. To
survive, therefore, they need to take
vigorous measures.

As a result, the insurers — sharp as
ever — are tending to be even more
contractual minded with their
customers than before. The inadequate
informational exchange at the point of
sale and the perceptual gaps between
what a cover provides and what it does

not are ever widening. The
dissatisfaction in the insured
community against the claims’

behaviour of insurers is growing. This
power imbalance in the bargaining
positions of each other in enforcing
contractual obligations, is sought to be
reduced not only by insurers themselves
through adoption of best practices but
by the intervention of the State through
a variety of assisting channels.

Since getting justice in courts isalong
drawn out process, both the insurers and
the Government, one in self-interest and
the other in public interest, have devised
alternate dispute mechanisms that are
less expensive and less time consuming.
But whatever machineries are set up, it
is ultimately the earnestness and the
sense of fairness that insurers bring to
making the systems work that will
ensure their success.

Alternate dispute resolution

The insured public now has a variety
of channels to have their complaints
redressed when insurers refuse to honour
their contractual obligations to pay
claims, or cause delays in giving their
decisions, or agree only to partially settle
their claims’ obligations. Disputes
between them could also arise on policy
issues of ratings, refunds, etc. The

numerous dispute resolution channels
now available to dissatisfied customers
include:

1. Insurers have set up internal
grievance redressal machineries, as a
matter of best business practice and in
self-interest to guard their reputation
for fair dealings. The Directorate of
Public Grievances is another agency set
up by the Government deal with public
grievances of all hues including delays

The Ombudsmen must
realise that their decisions
are required to be pragmatic
and consistent with the legal
provisions of the policy. If the
awards they pronounce are
to be obeyed by insurers,
they must give opportunities
to insurers to be engaged in
a consultative process at the
higher level.
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in claims settlements and other
insurance related matters. IRDA also
intervenes to speed up or facilitate
claims’ issues, though it does not
instruct insurers or deliver decisions on
claims. Where the quantum of claims is
in dispute, liability having been
admitted, arbitration is an option.

2. Consumer protection forums
deal at a judicial level with claims that
are delayed, as ‘deficiency in service.’ The
Civil courts serve as the arbiters of last
resort for disappointed claimants to
seek decisions both on liability and on
quantum. MACT Tribunals, Lok

Adalat forums and other bodies that are
exclusive judicially intervene to
determine compensation amounts
payable in respect of Motor Third Party
injuries and deaths.

With such a plethora of institutions
to deal with claimants’ disputes quite
active, it was yet felt that these were
insufficient to render speedy justice to
individual claimants. This was mainly
because of the inadequate bargaining
power they possessed, quite unlike the
corporate firms, which had both money
and premium clout to deal with insurers.

Functions and
ombudsmen

It was this particular concern of
wanting to protect individual customers
that led the Government to enact a set
of rules in 1998, under the Insurance Act
1938, to create the institution of
Insurance Ombudsman, for life and non-

life insurance related disputes.

powers of

The governing body of the Insurance
Council selects ombudsmen. They can act
only if both the disputing parties seek
their services to mediate in a dispute, in
writing. They are empowered to deal with
claims up to Rs. 20 lakh, and are bound
to give their decisions within three
months of reference of a dispute. They
can consider references only if there have
been any undue delays or they have been
turned down by insurers.

Ombudsmen, under the rules, act as
counselors and mediators in matters
referred to them that fall within the
terms of their reference. They have
powers under their mediation process
to bring about a settlement through
mutual agreement; where it is not
settled thus, they can pass awards,
which the insurers should comply within
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two weeks. They also have powers to
award ex-gratia payments.

The complainant is at liberty either
to accept or reject the award. Insurers
bear moral responsibility, but not legal
responsibility, to comply with the
‘awards’ made by their appointees, the
Ombudsmen, when mutually acceptable
solutions have not been reached
between the disputing parties.

Performance record

The appointed ombudsmen are
currently functioning from 12 centres,
three located in each of the four zones.
Out of 4,311 references made on non-
life insurance matters in 2003-04, 1,227
emanated from the Western zone, 1,099
from the Northern zone, 1,087 from the
Southern zone and 988 from the Eastern
zone. The data is a broad indication of
the premium distribution in each zone,
as well. Metro city wise, Mumbai has
the largest number at 764, followed by
Kolkatta with 714, New Delhi with 691
and Chennai with 480 complaints.

The number of recommendations
made for settlement (mutually
acceptable) for non-life insurance
complaints was 242 and that by way of
awards, 938. Five hundred and seventy
claims were found not justified; 1,175
claims were beyond the terms of
reference. It can be seen from the analysis
that the number of awards is quite
significant, showing either the obduracy
of insurers or the inability of
ombudsmen to persuade insurers to
accept their legal point of view.

In the case of life insurance, the
number of references to ombudsmen
was 3,404 in 2003-04, with the West
witnessing at 511 complaints, the North
1,075, the South 993 and the East 825.
Metro city wise, Kolkata had the largest
number with 622, followed by Chennai
with 378, New Delhi with 298 and
Mumbai with 280. The number of life
insurance recommendations made was
94 (mutually acceptable); 392 awards;
339 dismissed; 1,735 as beyond the

terms of reference. Here again making
an award has been found the easier way
to decide on issues.

Considering that there are 12
centres with full infrastructure and
elaborate offices set up with the sole
purpose of settling disputed claims, the
number of complaints received in both
the sectors of insurance is 7,715, a very
small number indeed. Out of this
number, settlements amount to 4.5 per
cent, awards 17 per cent, not
entertainable 38 per cent and the rest,
withdrawals. Thirty per cent of all
complaints are still outstanding. Fifteen
per cent of the total complaints
outstanding are beyond three months,
the time given to settle disputes.

The performance of the
Ombudsmen, as seen from
the relevant statistics, falls
far short of expectations in
terms of their public utility
and governance standards.
One of the possible reasons

could be that many
customers may not be aware
of the existence of the very
institution.

]
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The performance of the ombudsmen,
as seen from the above numbers, falls
far short of expectations in terms of their
public utility and governance standards.
One of the possible reasons could be that
many customers may not be aware of
the existence of the very institution. The
other could be that many ombudsmen
turn out to be poor persuaders of both
the parties and can be categorised more
as power-wielders than mediators. They
are untrained for the job and do not
bring the skills of negotiation to bear on
their primary tasks so very necessary.

Insurers too need to extend full
cooperation to the ombudsmen, their
own appointees, even when decisions go
against them. However, there are certain
operational problems to be addressed.

Operational problems

» In order to assist them in their
functions, the ombudsmen are
entitled to engage the services of
professional experts. It would,
however, seem that till now no
Ombudsman has availed of this
facility for some curious reason. In
view of this provision not having been
invoked, the ombudsmen have
missed out on a consultative process
of having their decisions questioned
internally by other professional
experts before passing awards.

» Itisalso unclear if there is any legal
backing for the awards passed for
their implementation. Such awards
cannot be characterised as ‘awards’
made under arbitration, as neither
of the parties has agreed to appoint
the Ombudsman as their sole
arbitrator. Both can challenge the so-
called award.

» The rules made thus are defective in
respect of enforcing the awards; and
this has led to the institution of
Ombudsman being denigrated by
insurers themselves, whenever they
decline to accept the award. Failure
to enforce their awards has belittled
their prestige in the estimation of
complainants. As it is the Insurance
Council that selects the ombudsmen,
it is expected that decisions made by
their own appointee will not be
faulted with as based on bias or
misguided or perverse.

» It should be inferred as a solemn
commitment by the insurers that the
decisions of the ombudsmen will be
honoured, unquestioned. The failure
of communication between the
insurers and the ombudsmen is so
obvious that the very purpose of



setting up this machinery is hardly
realised. There are mutual
recriminations between the two of
exhibiting unfair attitudes towards
each other.

» This challenge of awards of
ombudsmen by insurers poses a
particular threat to their mediatory
intervention. They have, however,
chosen not to confront this issue
with the Insurance Council till now
for specific guidance. The rules
are clear enough; but what is lacking
is the insurers’ cooperation. Insurers
should demand the appointment of a
panel of experts to guide the
ombudsmen, so that the process of
conciliation and mediation is
implemented in good faith.

What reforms are needed?

» The ombudsmen must realise that
their decisions are required to be
pragmatic and consistent with the
legal provisions of the policy. Further,
there is no appellate body to review
their decisions, short of insurers going
to courts. If the awards they pronounce
are to be obeyed by insurers, they
must give opportunities to insurers
to be engaged in a consultative
process at the higher level.

Often, claims are represented by
lower formations of insurers, which
lack the skill and knowledge to put
across the insurers’ point of view. In
such an event, the Ombudsman must
inform the insurers in writing of his
provisional draft award and ask the
insurers to explain their legal stand
on it. It is, after all, a mediatory
mechanism and there is no legal
disability in their doing so. After the
receipt of insurers’ comments, the
Ombudsman can either review his
earlier provisional decision or confirm

it. This will demonstrate a flexibility
of mind and a judicious approach to
resolution of disputes.

» Where the ombudsmen’s award is

required to be reviewed for any
reason, insurers must seek
permission from IRDA to challenge
it, based on the likely wrong legal
precedents such awards may cause
for future. No challenge to the awards
otherwise should be entertained as a
matter of routine. Insurers must be
barred from challenging
ombudsmen’s awards at their own
discretion. Such a practice exists in

In order to assist them in
their functions, the
Ombudsmen are entitled to
engage the services of
professional experts. It
would, however, seem that
till now no Ombudsman has
availed of this facility for
some curious reason.

s
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the banking industry.

» Ombudsmen must have a panel of

professional experts to choose from
to guide and advise them as
permitted under the rules. It must be
made compulsory.

» Meetings should be organised for

interactive sessions between insurers
and ombudsmen to discuss their
mutual concerns at least twice a year.
Such a communication process will
bring about a better understanding
and appreciation of mutual concerns.

» Insurers should comply with the

regulation to publicise the role of the
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machinery of the Insurance
Ombudsman machinery in personal
lines policy as a policy condition.
There is little publicity to what
ombudsmen can do for the individual
customers.

The Government proposal to abolish
the institution of ombudsmen in favour
of an exclusive Insurance Tribunal is yet
to take shape. Is the proposal made out
of the Government’s frustration that the
consumer forums and ombudsmen have
failed to make customers realise their
due? Itis nodoubt true that the affluent
section of the insured misuses consumer
forums meant for weaker sections.
Withdrawing insurance disputes from
its ambit is to be welcomed.

But it is important that the
institution of ombudsmen be encouraged
even by bringing in small firms with a
capital of Rs. 1 crore or less and
individual customers to have their
grievances redressed, by making the
setup a panel-based one, instead of a
single member.

As yet, ombudsmen are languishing
with no recognition of their worth in
solving the insurance problems of the
small man. Egos have to be unplugged
and realism and humility must mark
the process and decision making to carry
conviction that the system is beneficial
to the disputing parties. It is too much
to hope that this will happen any time
soon. But efforts to achieve it must never
be given up.

The author is retired CMD, The Oriental
Insurance Company Limited.
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Courting Change

— Theproposed new faceof theInsurance Ombudsman

The future of the Insurance Ombudsman seems to be to be replaced by or be morphed into a
Grievances Redressal Authority (GRA) as recommended by the Law Commission says K. Nitya Kalyani,
outlining other recommendations and tracing the history of this initiative.

The Insurance Ombudsman system,
set up to help the individual insured sort
out his dispute with an insurance
company, has been functioning from 12
centres for a few years now. In spite of
all its drawbacks and constraints it
represents an accessible and user
friendly forum with the advantages of
no fees for filing a complaint and time
bound decisions which are binding on the
insurer while allowing the insured the
option of taking the matter to consumer
or other courts.

If the final recommendations of the
Law Commission — given in October
2004 —were to be realised, then these
advantages, envisaged to right the
balance of power against the insured
battling the mighty corporation, are all
set to go. In fact, the basic objection of
the Commission to the present system
of Insurance Ombudsman is that it is
not satisfactory to consumers, and to
insurers since the latter “is not —
contrary to the principles of equality to
access to justice — permitted to question
the decision of the Ombudsman.”

Instead, it has recommended, the
Insurance Ombudsman should be
replaced by a Grievances Redressal
Authority (GRA) constituted under the
Insurance Act, 1938. The jurisdiction of
the GRA, according to these final

If the final recommendations
of the Law Commission were
to be realised, the
advantages of the
Ombudsman system,
envisioned to right the
balance of power against the
insured battling the mighty
corporation, are all set to go.

]

e
recommendations, would include all the
powers and functions of the civil court
and would involve adjudication of issues
of fact and law, its decision, or the final
decision on appeal, will be enforceable
by the GRA.

HOW IT ALL BEGAN

In April 2002 IRDA requested the Law
Commission to examine the Insurance
Act (1938) and make recommendations
for revision of the Act.

The reasoning was that the multiple
legislations governing the industry
needed to be unified and anomalies
and redundancies rectified.

The principal legislation regulating the
insurance business in India is the
Insurance Act, 1938. In addition are other
legislations like the Life insurance

Corporation of India (LIC) act, 1956, the
Marine Insurance Act, 1963, the General
Insurance Business (Nationalisation) Act,
1972 and the Insurance Regulatory and
Development Authority (IRDA) Act, 1999. The
provisions of the Indian Contract Act, 1872
are applicable to the contracts of insurance
and the provisions of the Companies Act,
1956 are applicable to the companies
carrying on insurance business.

Subordinate legislation includes Insurance
Rules, 1939 and the Ombudsman Rules,

The GRA will be geographically
widely present, will hear disputes
between the insured and the insurer
that pertain to personal lines of
insurance, disputes between an insurer
and intermediaries, disputes between
insurer and insurer and disputes
between the assignees of a policy as to
priority of assignment.

The IRDA will appoint Adjudicating
Officers/Investigating officers to
adjudicate/investigate violations of the
Act, Rules and Regulations by insurers,
insurance intermediaries and insurance
agents and levy penalties as provided
in the Act. Any person aggrieved by the
decision of the Adjudicating/
Investigating Officers can appeal to the
Insurance Appellate Tribunal (IAT).

The Commission has recommended
that each insurer will have an in-house
mechanism for grievance redressal
under the overall supervision of the
IRDA and that this will be the first
resort of the aggrieved.

It is not only the Insurance
Ombudsman that will be replaced by the

1998 framed by the Central
Government under s. 114 of the
Insurance Act, 1938 and the

Regulations made by the IRDA under
s. 114 of the Insurance Act, 1938 and
s. 26 of the IRDA Act, 1999.

Thirteen grounds of revision were
identified by the Consultation Paper
including revamping the grievance
redressal machinery. For this it had
suggested the setting up of an
independent grievance redressal
mechanism with an appeal to an
Insurance Appellate Tribunal and
further appeal to the Supreme Court
of India.



GRA. The consumer court system too, to
the extent that it handles insurance
related complaints, will be replaced by it
because the Commission has
recommended that all pending disputes
arising under Insurance Act, 1938 before
the consumer fora be transferred to the
GRAs by amending the Consumer
Protection Act, 1986 to provide that
disputes arising under the Insurance Act,
1938 will not be entertained under it.

Civil courts’ jurisdiction is also to be
excluded in such matters that come
under the jurisdiction of the GRA.
However, alternate dispute resolution
(ADR) by way of mediation or
conciliation would be encouraged.

An Insurance Appellate Tribunal
(IAT) is envisaged, which will hear
appeals from the GRA, appeals against
the orders passed by the Adjudicating/
Investigating Officers appointed by the
IRDA and appeals against any order
passed by the IRDA. There will be further
statutory appeal to the Supreme Court
from the decision of the IAT.

The expenditure of GRA and IAT, the
Commission has recommended, must be
borne by the Central Government since
they are to adjudicate disputes arising
under a central statute.

IRDA has referred the
recommendations to the newly formed

The document called attention to the
need for “an effective grievance
redressal machinery to deal with the
numerous complaints of policyholders,
which had hitherto not been
satisfactorily dealt with.” The remedy
under the Consumer Protection Act,
1986 did also not prove to be effective
given the large number of cases
pending decision.

It was therefore suggested that there
should be a composite, effective and
independent grievance redressal
mechanism modelled on the one set
up under the Securities and Exchange

K.P. Narasimhan Committee for
its comments, but here are a few
initial thoughts on the complexion of the
new system.

The problem with the suggested new
system is that it appears to be a parallel
to the court system, inaccessible and
intimidating to the consumer who is
already in distress. It also makes it
inconclusive for the insured in the sense
that the company could appeal the
decision.

The problem
with the suggested
new system is that

it appears to be a
parallel to the
court system.
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Instead, it would be more effective
to strengthen the existing Ombudsman
scheme in terms of infrastructure and
technical and legal support, and let it
continue to deal with consumer related
grievances.

This is because the system is simple
and easy to use for the complainant and

Board of India (SEBI) Act, 1992.
(Interestingly, SEBI, it has been reported
very recently, is going to appoint
ombudsmen for consumer grievances!)

The Consultation Paper proposed that the
present system of Ombudsman under the
1998 Rules be replaced by Grievance
Redressal Authorities constituted by
appropriate amendments to the
Insurance Act, 1938 itself. These would
then be statutory authorities exercising
statutory functions and other suggestions
relating to the constitution and jurisdiction
of the GRA.
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the time bound nature of its decisions
and its conciliatory nature is better
suited to the nature of complaints and
complainants. Moreover the system has
just begun to become familiar to
consumers and it replacing it with a
more complicated system would be
counterproductive at this point.

The non-consumer related disputes
on the other hand — as those between
insurers and those between insurer and
intermediaries and appeals against
IRDA decisions could well be handled
by an existing appellate tribunal like
the Securities Appellate Tribunal of the
Securities and Exchange Board of India
(SEBI) with a broad basing of its powers
and technical strengthening. This will
avoid replication of infrastructure and
institutions while providing the required
mechanisms for dealing with these kinds
of disputes which do not carry the
pressure of personal distress.

In making these changes to a system
created to help the consumer, his ease
of use and promptness of the system in
resolving disputes should be the main
consideration. If the existing system is
performing below par on these metrics
then that is what should be rectified
rather than throwing the baby out with
the bath water.

Following the circulation of its
Consultation Paper in June 2003 and
subsequent
suggestions from various segments, the
Law Commission awaited the response
of the Government of India as well as
the IRDA. In March 2004 it received a
brief letter from the Insurance Division

discussions and

indicating that they are in total
agreement with the proposals in the
Consultation Paper following which it
finalised its recommendations based on
both oral and written responses received
to the Consultation paper.
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Customer expectations are also closely connected with intermediaries.

Their performance becomes equally important, says the author.

Roll up your Sleeves - Arun Agarwal
Changing Horizons : A Professional Journey
Growing with the Customer - Shikha Sharma
It's pivotal to remain in continuous dialogue with the customer.
Not just once a year, not just to meet fargets, says the author.
With a Capital ‘C’ - lan J. Watts
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STATISTICS - NON-LIFE INSURANCE

Renort Card: GENERAL

April trends
G. V. Rao

The new financial year 2005-06 has
started off with three new players
showing larger premium accretions in
the month of April 2005 than any of the
established players, setting a new trend
for the year. National Insurance that
was the front runner on the premium
growth front, for the entire non-life
industry, for the first time, has recorded
a drop in its monthly premium,
indicating another change in trend. The
private players have raised their market
share to 27.34 per cent from 20 per cent
for the last year, a big jump indeed.

Considering that April is the month
in which a majority of the corporate
accounts are normally renewed, the
growth rate of the industry is just
12.17 per cent, which is less than the
growth rate of 12.7 per cent of the
preceding year 2004-05.

ICICI with an accretion of Rs. 87 crore
has marched ahead of all others
with the next player, Bajaj showing
Rs. 49 crore and IFFCO showing
Rs. 33 crore. For the established players
New India with an accretion of Rs. 31
crore ranks fourth among the 13 players,
including ECGC.

For those in the game of grabbing
market shares, 2005-06 is likely to prove
a difficult year after April. Growth in
Fire and Marine business will have to
come from business diversions from the
current players, as the market growth
is likely to be driven by Motor and
Health segments, for which even the
established players are showing less
appetite.

Performance in April 2005
The industry has recorded a

premium of Rs. 2,330 crore with an
accretion of Rs. 253 crore (12.17 per cent
growth) with the new players
contributing Rs. 209 crore (49 per cent)
and the established players Rs. 44 crore
(2.7 per cent).

Among the new players ICICI with
Rs. 87 crore, Bajaj with Rs. 49 crore,
IFFCO with Rs. 33 crore are prominent.
Royal Sundaram with Rs. 14 crore,
Chola with Rs. 13 crore , Reliance with
Rs. nine crore come in the next category.
Tata and HDFC have shown Rs. three
crore and Rs. 1.5 crore — a slow down
from their past better trends.

The four established players seem
to have hit a bad patch in April with an
accretion of only Rs. 46 crore and a
growth rate of 2.8 per cent. With
National Insurance recording a drop of

GROSS DIRECT PREMIUM (within India) APRIL, 2005

(Rs.in lakhs)
PREMIUM MARKET SHARE GROWTH %

IN YEAR ON
INSURER APRIL *05 APRIL *04 APRIL, 2005 YEAR
Royal Sundaram 5,074.37 3,701.00 2.18 37.11
Tata AIG 7,723.22 7,432.89 3.32 3.91
Reliance General 3,048.00 2,197.26 1.31 38.72
IFFCO-Tokio 9,660.00 6,372.07 4.15 51.60
ICICI Lombard 20,217.64 11,451.76 8.68 76.55
Bajaj Allianz 12,992.12 8,086.97 5.58 60.65
HDFC Chubb 1,396.29 1,253.18 0.60 11.42
Cholamandalam 3,571.10 2,294.25 1.53 55.65
New India 51,107.00 48,075.00 21.94 6.31
National 37,238.00 38,772.00 15.99 -3.96
United India 38,032.00 37,771.00 16.33 0.69
Oriental 39,959.00 37,111.00 17.15 7.67
ECGC 2,935.04 3,158.55 1.26 -7.08
TOTAL 2,32,953.78 2,07,676.93 100.00 12.17
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Rs. 16 crore, it is obvious that the
current year has set new trends for it,
and possibly for the entire group of four.
With United India showing Rs. two crore
accretion on its Rs. 380 crore renewals—
an improvement over its previous
consistent drop in premium—it is yet
another sign that consolidation is on.

With Oriental showing a growth of
7.8 per cent, and New India 6.4 per cent
over its massive renewal of Rs. 511 crore,
the signs are obvious that defending
renewals is the major concern, as
inevitably Motor (other than private
cars and two-wheelers) and Health
segments lean towards the established
players.

ECGC too has shown a fall in
premium with a couple of new players
competing on its turf. ICICI is breathing
down their necks.

The new players have been
relentless in waging their competition
against the established players and
must have made fresh inroads into the
renewals of the profitable corporate
accounts in April, hitherto held by the
established players. Has it been an easy
surrender by the established players?

The growth strategies of the two
sectors seem altogether different: one for
widening the market by acquisition of
new business in Motor and Health, the

Total

Note : I. Total for 2004-05 is for 12 month period.
2. Total for 2005-06 is for April, 2005.

other prising the existing profitable
accounts from the established players.
With Marine Hull going out of tariff
regime, one more weapon to compete on
subsidised rating of profitable segments
has been placed in the hands of players.
Growth in Hull premium will surely be
slow-paced from now on.

Future trends

With underwriting losses mounting,
and with a struggle on hand to retain a
majority of profitable corporate
renewals, and with staff looking to wage

STATISTICS - NON-LIFE INSURANCE

revisions and promotional
opportunities, and with the middle
management looking for directions and
instructions from above, with skills
developed more towards managing
insurance business than marketing
insurance, the established players have
huge challenges to overcome.

As yet, there is no clear sign of how
they propose to arrest the trends of a
faster slide down in their market share
and in profitability. Growth has to be
matched with profitability; and the
present market strategy of growth alone
is just not conducive to it. The internal
systems of monitoring growth on a
monthly basis and measuring
profitability at half yearly or annual
intervals are costing them dear.

With price controls continuing to
remain, they have the biggest problem
of meeting competition in profitable
segments to overcome other than those
pointed above. The new players have
taken full advantage of the current
situation and have exploited the
competitors’ weaknesses to the full.
Their success will enthuse them to go
after more of the same.

The author is retired CMD, The Oriental
Insurance Company.

i/ fwww irdaindia.org/irdajournal. him
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NEWS BRIEFS

RRBS ALLOWED TO

DO INSURANCE BIZ
ON REFERRAL BASIS

After permitting Urban Co-
operative Banks to conduct insurance
business on a referral basis, the
Reserve Bank of India has now
extended this facility to Regional
Rural Banks (RRBs) as well.

According to a press release from
RBI, RRBs will now be permitted to
perform insurance business on a
referral basis, without any risk
participation.

Under the referral arrangement,
RRBs can provide physical
infrastructure within some select
branch premises to insurance
companies for selling their products
to the bank’s customers. In return the
banks earn fees on the basis of the
premia collected.

The release said that RRBs wishing
to do referral insurance business
should comply with the Insurance
Regulatory and Development
Authority regulations and not force
customers to opt for the product of a
particular insurance company.

The period of agreement between
the bank and the insurance company
should initially be only for a period of
three years. After that the bank can
sign a longer-term contract, if it
wishes, with the approval of its board.

All publicity material distributed
by the bank should be displayed and
there should be no connection
between the banking services and use
of the products, the release added.

INSURANCE-BACKED HEALTHCARE

FOR BPL POPULATION SOON

The Kerala State Planning Board
will introduce an insurance-linked
healthcare scheme for those below
poverty line (BPL) in the State. As
much as 37 per cent of the population
could count itself under the BPL
category, by the State Government's
own admission.

Speaking to newspersons here,
Mr C.V. Padmarajan, Vice Chairman
of the Planning Board, is quoted saying
the proposal would be given a final
shape by September this year before
it could be forwarded to the State
Government for its consideration.

Traditionally, education and health
accounted for the greatest shares of the
State Government’'s expenditure.

Health sector spending continued to
grow even after 1980 during a time
when its fiscal deficit was growing and
the Government has had to look for
ways to control expenditure.

But growth in the number of beds
and institutions in the public sector
had slowed down by the mid-1980s.
During 1986-1996, growth in the
private sector surpassed that in the
public sector by a wide margin.

Answering a specific question, he
said the scheme would not in any
manner compromise the services being
offered by Government-run hospitals.
In fact, it would only go to complement
these services and help strengthen the
overall healthcare system.

Non-life insurers want cap on Motor

Third Party liabilities

Non-Life insurers have sought
Government intervention for capping
third party liabilities in a bid to make
the underwriting business viable, it is
reported.

Reports say that the capping of
third party liability was sought as an
alternative to hiking premiums. to
limit claims ratios to manageable
levels or below 100 per cent.

Currently claims ratios in Motor
Third Party risk covers are about 200
per cent. Insurers said that the
Government and the insurance
regulator had remained non-committal
about allowing increase in premium.

In fact premium hikes or loading is
capped at 100 per cent.

Reports quote sources that the
current structure of premia for Third
Party did not allow underwriting
business to become profitable. Besides,
since the liabilities could not be
accurately estimated, none of the non-
life insurers, both in the public and
private sectors, is in a position to make
provisions for unexpired risks. In fact,
some of the insurers have in the past
observed that the actual liabilities on
Motor Third Party losses were far in
excess of their provisions for unexpired
risks.



Mortgage insurer waits in the wings

Plans to set up India Mortgage
Insurance Company (IMIC) has hit a
roadblock with the government yet to
frame guidelines and decide on a
regulator for such companies in India.

P K Gupta, chairman, National
Housing Bank, has quoted saying, the
government needs to decide who will
regulate the mortgage insurance
companies - the Insurance Regulatory
Development Authority or the Reserve
Bank of India or yet another
independent body.

The National Housing Bank (NHB)
had taken up the task of floating IMIC
along with the International Finance
Corporation (IFC), the World Bank’s
investment arm.

Later, the Canadian Mortgage
Housing Corporation (CMHC) was

roped in as a third equity partner for
IMIC, which would have been the first
outfit to provide such cover for housing
finance activities in the country.

NHB was also looking at the option
of roping in other equity partners for
the company and had appointed IFC
to act as a facilitator and play the lead
role in attracting equity investors for
the mortgage insurance company that
would provide mortgage credit
guarantee on housing loans, it is
reported.

The proposed company would
provide guarantee to housing finance
companies that would cover the risk of
default by mortgage borrowers. To
induce housing finance companies to
expand the size and scope of their
lending operations.

FOREIGN BANKS A BOON TO PRIVATE INSURERS

The aggressive marketing culture of retail-focused
foreign banks such as Citibank, Standard Chartered
Bank, ABN Amro and HSBC has come as a big blessing
for private insurers. So much so, the risk firms say this
bancassurance route has given their sales the biggest
boost of all, it is reported. Standard Chartered Bank
mopped up Rs 170 crore in premium income, accounting
for 75 per cent of total premium (Rs 225 crore) collected
through the bancassurance channel. Bajaj Allianz Life’s
total premium income amounted to Rs 1,001 crore in
2004-05, of which 25 per cent came through its tie ups
with 5 banks.

The volume of life insurance policies sold by
Standard Chartered through its branches has become
a benchmark for bancassurance. Similarly, Citibank’s
contribution accounted for 50 per cent of the total
premium income generated through the bancassurance
channel for Birla Sunlife Insurance Company.

Forty per cent of total premium collections, which
amounts to Rs 240 crore, was through tie ups with 10

banks. Birla Sun Life pointed out that foreign banks
bring the same kind of aggressive zeal in all their
business segments and is not something unique in the
sale of life insurance products. Foreign banks in India
on account of their having a limited branch presence in
the country, have invested in sales people and have an
existing culture of sales orientation embedded. Sale of
risk products through bank branches, popularly known
as bancassurance, today accounts for an average of 30
per cent. In the case of Aviva Life Insurance and SBI Life
Insurance, about 70 per cent of sales come through
bancassurance.

At the same time, insurance companies are not
underestimating public sector banks. State Bank of
India for instance has contributed about 67 per cent of
the Rs 601 crore premium income of SBI Life in 2004-
05. The private insurer is extensively using the massive
reach of its parent SBI to ramp up business volumes.
SBI Life Insurance Company’s chief sales officer said
the bancassurance channel is also a cost effective way
of enhancing reach.

NEWS BRIEFS

Huge opportunity for
insurance sector

Rural India is hugely under-insured and this is
a tremendous opportunity for the insurance
sector. The information technology revolution
has made sure that the rural areas are now
better connected to the rest of the world and
this provides an incentive for the insurance
sector to jump in, according to Pradeep
Kashyap, Managing Director MART and a rural
marketing consultant.

Indian banks have already made headway in
rural areas, he said. While the traditional
method of saving in villages was real estate
and gold, there is now a demand for financial
instruments such as fixed deposits, mutual
funds and even stocks and shares. According
to a recent survey, the number of households
investing in such financial instruments was
exactly the same in rural and urban areasii.e.
6.2 million.

Kashyap was the keynote speaker at ‘Rural
Asia 2005, the two-day summit on rural
marketing in Asian countries.

Highlighting the various aspects of rural
marketing and key issues that need to be
addressed, he said, it was important to bridge
the gap between India and Bharat, culturally,
physically and emotionally.

The critical missing input was knowledge on
the subject. In India for example, not even a
dozen business schools offer rural marketing
as a core subject and a majority do not offer it
as an option at all. Most governmental
marketing agencies that handle marketing of
rural products do not employ professionals.
There is also a general lack of understanding
of the rural customer. Most research agencies
are using western techniques to map rural
consumers in South Asia.

He also pointed out the headway made by
several prominent Indian companies in
reaching rural consumers. The now-famous
e-chaupal initiative by ITC and the nascent
project Shakti by Hindustan Levers has reached
the villages in many parts of India. Most
villages are now connected through STD
facilities. Large format stores started by
companies such as ITC and Godrej are
empowering the rural consumer.

Haats or village mandis are another way
popular way that large companies are trying
to reach rural consumers.

He said that though large conglomerates are
making headway with the rural consumer, the
penetration leaves much to be desired. Unless
the governmental agencies and banking and
insurance sectors jump in, rural markets will
remain largely untapped.
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Prudential marches into eighth Chinese city

British insurer Prudential Plc has
received an operating licence for
Zhongshan, in China’'s Guangdong
province, it has been reported. This
mark’s the UK’s second largest
insurer’s eighth licence in China, and
provides Prudential with access to a
population of 2.5 million people.

As the Chinese Government
reduces social welfare benefits and the
nation’s 1.3 billion population is
increasingly turning to commercial
insurers for protection, insurers are
making a beeline for the exploding
market. Prudential, which expects to
secure regulatory approval for 10 cities
in China by the end of the year, now
has the same number of city licences

as American International Group Inc.
(AIG) in the country.

Prudential’'s expansion in the
region has not gone entirely as per plan,
however. The company replaced its
Beijing head, Mr. Choo Sin Fook, on
May 11 and closed two sales offices in
the city after China’s insurance
regulator said they were illegal. The
company was also fined 200,000 yuan
($24,165) for the breaches.

Prudential operates in the country
through CITIC Prudential Life
Insurance Co., a joint venture with
China International Trust &
Investment Corp. AIG owns 100 per
cent of its Chinese life insurance unit.

HSBC expands interest in China

HSBC bank is set to double its
stake to 19.9 per cent in leading
Chinese life insurance firm Ping An
for HK$8.1 billion, it has been
reported. The maximum allowable for
a single foreign investor is 20 per cent.

The move is part of HSBC's plan
to expand its presence in China
‘wherever possible’. Ping An has 20
million policyholders and 250,000
sales agents.

HSBC is already China’s largest
foreign bank, with 16 branches and
sub-branches in its own name and a

62 per cent share in Hang Seng Bank,
the Hong Kong-based group. The UK
bank also owns 8 per cent of the Bank
of Shanghai, 27 per cent of Fujian Asia
Bank, with Ping An holding the rest of
the bank’s shares, and 19.9 per cent of
China’s Bank of Communications.

HSBC already owned 10 per cent
of Ping An, which it bought for £318.7
million in October 2002. The further
9.9 per cent that the bank bought
recently was made up of shares held
by Goldman Sachs and Morgan
Stanley, the investment banks.

AON BAGS CHINESE
AGRICULTURAL

REINSURANCE CONTRACT

Aon Re China Ltd., a unit of Aon Corp., has secured
100 per cent placement of the first agricultural
reinsurance contract in China, it has been reported.
The contract was awarded by the Shanghai Anxin
Agricultural Insurance Co. Ltd. (AAIC), the first
specialised agricultural insurance company in the
country approved by the China Insurance Regulatory
Commission (CIRC) to serve the agriculture and
farming industries.

Under the agreement, Aon Re China, supported
by its global network spanning over 40 countries
around the world, will provide AAIC with advisory
services such as catastrophe information forecasting
and financial analysis to protect its crop insurance
portfolio. Reinsurance arrangements will also
reportedly maximise the economic benefit of its risk
transfer programme.

The founding of AAIC in September 2004 is
reportedly regarded as an important milestone in the
development of China’s burgeoning insurance
industry. Given the full backing of the CIRC, the
company was established to revive the agricultural
insurance business and better protect the agriculture
and farming sector from risks.

Aon'’s current global reinsurance projects include
crop schemes for Consorcio in Spain; Mauritian
Sugar Fund; Kiwi fruit production in New Zealand;
course, cotton, broad acre and horticulture in
Australia; and an agriculture insurance pool in Chile.

BRAINSTORMING OVER HURRICANES

Before the onset of yet another tough season, the
Lloyd’s Chairman, Lord Levene, had three important
lessons for insurance professionals, taken from the
2004 hurricane season.

Although the insurance industry has made a
number of improvements in responding to policyholders
compared with Hurricane Andrew, there is much work
to be done, Lord Levene has been quoted as saying. He
called for further improvements in disaster modelling,
disaster planning and claims handling.

Lloyd’s, the world’s leading specialist insurance
market, incurred the second largest loss from the
hurricanes of any carrier with a net loss of $2.3 billion
from the four storms.

Lord Levene’s first lesson was that hurricane
forecasting must be improved by investing in new
technology and research to improve our understanding
of risks and their impact.

Secondly, he suggested insurers and regulators must

work more closely for better disaster planning. “Part of

the process must involve insurance markets and their
regulators working together more closely on an ongoing
basis, sharing their respective knowledge and
expertise,” he said.

Lord Levene said the third key lesson is better
handling of claims. Pointing to the shortage of adjusters
on the ground during the 2004 season, he said that the
relationship between the adjuster and the insurer is
critical.
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UNEASE OVER JAPAN HEALTH

INSURANCE REFORMS

A political controversy is raging in
Japan over a proposal to revamp the
government-managed health
insurance programme for employees of
small and medium-sized companies
and their families by putting it under
prefectural supervision, say Japanese
media reports.

About 36 million people are
covered by the state-run programme.
Employees of participating companies
pay 4.1 per cent of their annual income
for the plan, while management puts
up an equal share. In addition, the
central government covers 13 per cent
of overall medical costs. Two years ago,
the government decided to reorganise
the health insurance system into a
prefectural-managed regime as a way
to curb ballooning medical bills.

The reform blueprint envisions a
new health insurance system for people

aged 75 or older to be established in
each prefecture. The national health
insurance programme, which is
targeted mostly at the self-employed
and currently operated by
municipalities, would be integrated
into prefectural units. The state-
managed programme for employees of
small businesses, meanwhile, would
be handed over to prefectural
governments.

However, there is concern that
reorganisation would lead to
significant regional differences in
insurance premiums as the degree of
utilising medical institutions differs
from one prefecture to another. That
may not be offset totally by
adjustments for regional differences in
factors like age and income.

According to an estimate by the
health ministry, the premium for the

programme would be 8.7 per cent (to be
split between employees and employers)
in Hokkaido, where the number of
hospital beds per head of population is
higher than elsewhere.

The reform could prove painful for
prefectures like Fukuoka, as well as
Hokkaido. Gaps in premiums among
prefectures could make both employees
of small firms and their employers more
sensitive to wasteful medical spending.
That could result in slowing the rapid
growth of medical expenditures.

The Japan Medical Association has
taken issue with the government’s
reform plan, arguing the premiums
should remain uniform nationwide.
The association says the central
government should bear the
responsibility of financing the
programme under the long-established
principle of universal care.

Online dictionary of insurance terms

The UK's Chartered Insurance
Institute (Cll) has come out with an
in-depth online dictionary of insurance
terms. Just two weeks ago, it launched
a similar dictionary of finance and
investment terms.

From ‘abandonment of events’ to
‘zillmerisation’, ‘accidental bodily
injury’ to ‘zero-beta asset’, the
dictionary  provides detailed
definitions of over 3,500 terms. The ClII
has described the new dictionary as
“covering all branches of insurance and
related subjects like pensions,
financial services regulation and risk

management.” It also includes many
legal and financial expressions
commonly employed in the industry as
well as many troublesome phrases that
can appear in policies - expressions like
“left unattended and pay on behalf of.”
It explains as well as defines and is
effectively a concise online technical
encyclopaedia for insurance
practitioners, claims CII.

“Terminology is central to
insurance,” says Mr. Robert Cunnew, CI|I
head of information services, “and no
practitioner can be expected to
understand every term they come across

in the course of their business. This
online dictionary ensures they will
always have the facts at their fingertips
- the latest offering in an ever-
expanding package of support services
offered by CII Information Services.”

The new service is available to all
Cll members and to corporate
subscribers to CIl Information
Services. Further information on
the dictionaries is available
at www.cii.co.uk/is/dictionaries.
For further information on
corporate subscriptions go to
www.cii.co.uk/is/subs.
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ROUND UP

Retired...

Mr. P. A. Balasubramanian retired as Member (Actuary), IRDA on May 31, 2005.

Mr. C. S. Rao, Chairman, IRDA gives a memento to Mr. Balasubramanian
during a formal sendoff function at the offices of IRDA on May 31.



...once in a generation opportunity

Mr. Andrew Cornish, Chairman, UK’s Association of Insurance
and Risk Managers about the recent changes in the industry
brought about by the New York Attorney General Elliot
Spitzer’s investigation.

The financial services industry as a whole has
already been left with a tarnished image in the
minds of consumers, regulators and commentators.
Lord Peter Levene while discussing the trial over the World
Trade Center claim dispute concerning whether its destruc-
tion by terrorists constituted one or two covered incidents
under the policies that were issued.

These proposals will move the insurance industry
toward increased accountability for their business
practices. One of the new requirements for approved
actuaries to produce an annual financial condition report,
as has been the practice in the life insurance industry
for many years.

Mr. Steve Somogyi, Member, Australian Prudential Regulation
Authority (APRA) announcing its new draft prudential
standards on a proposed strengthening of the
prudential supervision of general insurance
for risk and financial management.

It wouldn’t make sense to bend like a reed in
the wind and change our policy in response to calls
from some quarters for us to do so, no matter how

loud or authoritative the voices. The market is
welcome to use this opportunity and collaborate to

agree on a code of conduct on disclosure.
M. John Tiner, Chief Executive, Financial Services
Authority, UK on more disclosures by brokers placing
in context that the FSA had consulted extensively
before deciding its disclosure policy.

(AIG is) a black box run with an iron fist by a
CEO who did not tell the public the truth.

Mr. Elliot Spitzer, New York Attorney General on the TV
show “This Week with George Stephanopoulos”

There are discussions but they are highly
theoretical. People talk to us all the time. But
... we are not yet in a fit condition for sale.

M. Vanni Treves, Chairman, Equitable Life



VEN

RNI No: APBIL/2002/9589

12 - 14 June, 2005
Venue: Singapore
LOMA/LIMRA Strategic Issues Conference

27 - 28 June, 2005
Venue: Manila
Catastrophe Insurance in Asia

Philippines 4th Conference on Catastrophe Insurance in Asia

Theme: Managing CAT Risks in the Post-Tsunami Era

27 - 29 June, 2005
Venue: Pune
Management of Motor Insurance (OD) (Non-Life)
by National Insurance Academy (NIA)

30 June - 02 July, 2005
Venue: Pune
Actuarial Appreciation Prog. (Non-Life)
by NIA

30 June - 02 July, 2005
Venue: Pune
Programme on Networking (Life)
by NIA

04 - 06 July, 2005
Venue: Pune
Actuarial Practices in Life Insurance
by NIA

07 - 09 July, 2005
Venue: Pune
Multiple Distribution Channel Management (Life)
by NIA

07 - 09 July, 2005
Venue: Pune

Advanced Prog. on Claims Management (Non-Life)
by NIA

07 - 09 July, 2005
Venue: Pune
Latest Trend in IT Hardware & Software
by NIA

10 - 13 July, 2005
Venue: Hong Kong
Annual Seminar of the International Insurance Society

18 - 27 July, 2005
Venue: Pune

Programme on Advanced IT Security (Life)
by NIA

25 July, 2005
Venue: Sydney
Australia & New Zealand Insurance Industry Awards

26 - 27 July, 2005
Venue: Sydney
The New World of Liability Insurance

28 - 30 July, 2005
Venue: Pune

Management of Executive Stress (Non-Life)
by NIA





