insurancetc "insurance"
tc ""
meaning of Insurancetc "meaning of Insurance"
It is a commonly acknowledged phenomenon that there are countless risks in every sphere of life. For property, there are fire risks; for shipment of goods, there are perils of sea; for human life there are risks of death or disability; and so on. The chances of occurrences of the events causing losses are quite uncertain because these may or may not take place. Therefore, with this view in mind, people facing common risks come together and make their small contributions to the common fund. While it may not be possible to tell in advance, which person will suffer the losses, it is possible to work out how many persons on an average out of the group, may suffer losses. When risk occurs, the loss is made good out of the common fund. In this way, each and every one shares the risk. In fact, they share the loss by payment of premium, which is calculated on the likelihood of loss. In olden time, the contribution by the persons was made at the time of loss.

definition of insurancetc "definition of insurance"
The term insurance  may be defined as a co-operative mechanism to spread the loss caused by a particular risk over a number of persons who are exposed to it and who agree to ensure themselves against that risk. Risk is, in fact, an uncertainty of a financial loss. Risk must not be confused with loss itself that is the unintentional decline in or disappearance of value arising from a contingency. The function of insurance include providing certainty, protection, risk sharing, prevention of loss and capital formation. Wherever there is uncertainty with respect to a probable loss there is risk. The insurance is also defined as a social apparatus to accumulate funds to meet the uncertain losses arising through a certain hazard to a person insured for such hazard.

nature of insurancetc "nature of insurance"
On the basis of the definition of insurance discussed above, one can observe its following characteristics:

Risk Sharing and Risk Transfer
Insurance is a mechanism adopted to share the financial losses that might occur to an individual or his family on the happening of a specified event. The event may be death, marine-perils, fire, theft, accident etc.

Co-operative Device
Insurance is cooperative device under which a group of persons who agree to share the financial loss may be brought together voluntarily or through publicity or through solicitations of the agents.

Risk Assessment in Advance
Insurance companies are risk bearers. Therefore, the risk is evaluated before insuring to charge the amount of share of an insured, herein called, consideration, or premium. The probability theory is used to evaluate the risks.

Compensation at the Occurrence of Contingency
The compensation is made at a certain contingency insured. If the contingency occurs, payment is made. Since the life insurance contract is a contract of certainty, because the contingency the death or the expiry of term, will certainly occur, the payment is certain.

Amount of Payment
On the occurrence of the contingency, the insurer is legally bound to make good the financial loss suffered by the insured. The amount of payment depends upon the value of loss occurred due to the particular insured risk provided insurance is there up to that amount.

Huge Number of Insured Persons
To make the insurance cheaper, it is essential to insure larger number of persons or property because the lesser would be cost of insurance and so, the lower would be premium.

Insurance must not be Confused with Charity and Gambling
The insurance is just the opposite of gambling. In gambling, by bidding the person exposes himself to risk of losing, in the insurance, the insured is always opposed to risk, and will suffer loss if he is not insured.

Insurance is not possible without premium. Charity is given without consideration. It provides security and safety to an individual and to the society although it is a kind of business because in consideration of premium it guarantees the payment of loss.

Investment Portfolio
Since insurers’ collect premiums initially and make payment later when (e.g., the insured person’s death) or if (e.g., an automobile accident) an insured event occurs, insurance companies maintain the initial premiums collected in an investment portfolio, which generates a return. Thus, the insurers have two sources of income: the insurance premium and the investment income, which occurs over time.

functions of insurancetc "functions of insurance"
Insurers provide insurance policies, which are legally binding contracts for which the policy-holder pays insurance premium. Under an insurance contract, insurance companies promise to pay specified sum contingent on the occurrence of future events. Based upon this, the functions of insurance may be discussed as follows:

Certainty
There are different types of uncertainty in a risk. The risk will occur or not, when will occur, how much loss will be there? In other words, there are uncertainty of happening of time and amount of loss. Insurance removes all these uncertainty and the assured is given certainty of payment of loss. The insurer charges premium for providing the said certainty.

Protection

The main function of the insurance is to provide protection against the probable chances of loss. The insurance guarantees the payment of loss and thus protects the assured from sufferings.

Risk sharing

When risk takes place, the loss is shared by all the persons who are exposed to the risk. The share is obtained from each and every insured in the shape of premium without which the insurer does not guarantee protection.

Assists in Capital Formation

The insurance provides capital to the society. The accumulated funds are invested in productive channel. The scarcity of capital of the society is minimized to a greater extent with the help of investment of insurance.

Prevention of Loss

The insurance companies assists financially to the health organization, fire brigade, educational institutions and other organizations, which are engaged in preventing the losses of the masses from death or damage. The insurance joins hands with these institutions in preventing the losses of the society because the reduction in loss causes lesser payment to the assured and so more saving is possible which will assist in reducing the premium.

types of insurancetc "types of insurance"
Insurance occupies an important place in the modern world because the risk, which can be insured, have increased in number and extent owing to the growing complexity of the present day economic system. It plays a vital role in the life of every citizen and has developed on an enormous scale leading to the evolution of many different types of insurance. In fact, now a days almost any risk can be made the subject matter of contract of insurance. The different types of insurance have come about by practice within insurance companies, and by the influence of legislation controlling the transacting of insurance business. Broadly, insurance may be classified into the following categories:

1. 
Classification on the basis of nature of insurance:

a)
Life Insurance,

b) 
Fire Insurance,

c) 
Marine Insurance,

d) 
Social Insurance, and

e) 
Miscellaneous Insurance.

2. 
Classification from business point of view:

a)
Life Insurance, and

b)
General Insurance.

3. 
Classification from risk point of view:

a) 
Personal Insurance,

b) 
Property Insurance,

c) 
Liability Insurance, and

d) 
Fidelity Guarantee Insurance.

why life insurance?tc "why life insurance?"
It Covers the Risk of Death

The risk of death is covered under insurance scheme but not under ordinary savings plan. In case of death, insurance pays full sum assured, which would be several times larger than the total premiums paid.  Under ordinary savings plan, only accumulated amount is payable.

It Encourages Compulsory Saving

After taking insurance, if the premium is not paid, the policy lapses. Therefore, the insured is forced to go on paying premium. In other words, it is compulsory. A savings deposit can be withdrawn very easily.

Easy Settlement and Protection Against Creditors

Once nomination or assignment is made, a claim under life insurance can be settled in a simple way. The policy money becomes a kind of trust, which cannot be taken away even by the creditors.

It helps to Achieve the Purpose of the Life Assured

If a lump sum amount is received in the hands of anybody, it is quite likely that the amount might be spent unwisely or in a speculative way. To overcome this risk, the life assured can provide that the claim amount be given in installments.

Insurance Facilitates Liquidity

If a policy-holder is not in a position to pay the premium, he can surrender the policy for a cash sum.

Loan Facility and Tax Relief

He can also take a loan for a temporary period to tide over the difficulty. Some times, a life insurance policy is acceptable as security for a commercial loan. By paying the insurance premium, the assured obtains significant reliefs in Income tax and wealth tax.

general principles of insurance contracttc "general principles of insurance contract"
Any agreement between two parties or more than two parties to perform or to abstain from performing an act, with an intention to create a legally binding relationship is termed as contract. The valid insurance contract, like any other contracts, according to Section 10 of Indian Contract Act, 1872, must hang upon the following principles:

Offer and Acceptance

The intimation of the proposer’s intention to buy insurance is the ‘offer’, while the insurer’s readiness to undertake the risk stated, is the ‘acceptance’. In insurance, the publication of prospectus, the canvassing of other agents are invitations to offer. When the prospect proposes to enter the contract it is offer and if there is any alteration in the offer that would be a counter-offer. If this alteration or change is accepted by the proposer, it would be acceptance. At the moment, the notice of acceptance is given to other party, it would be a valid acceptance.

Legal Consideration

In insurance contract, the premium is the consideration on the part of the insured. Premium being the valuable consideration must be given for starting the insurance contract. The amount of premium is not important to begin the contract, but the insurance contract cannot be initiated without payment of premium.

Competent to make Contract

Every person is competent to contract:

a)
who is of the age of majority according to law,

b)
who is of sound mind, and

c)
who is not disqualified from contracting by any law to which he is subject.

A minor is not competent to contract. The natural guardians can enter into a valid contract on behalf of the minor, till the minor attains 18 years of age. A person is said to be of sound mind, if at the time of making the contract, he is capable of understanding it and forming a rational judgement. An alien enemy, an undischarged insolvent and criminals cannot enter into contract. Only those insurers can grant insurance policies who have been issued licences by Insurance Regulatory and Development Authority (IRDA).

Free Consent

When both the parties have agreed to a contract on the terms and conditions of the agreement in the same sense and spirit, they are said to have a free consent. The consent will be free when it is not caused by: coercion, undue influence, fraud, misinterpresentation or mistake. When there is not free consent except fraud, the contract would be void.

Legal Object

The object of the agreement should be lawful. An object that is:


not forbidden by law, or


is not immoral, or


opposed to public policy, or


which does not defeat the provisions of any law, is lawful.

How to Translate General Contract into Insurance Contract

As stated above, insurance is a contract between (two parties) the insurer and the policy-holder, to perform a particular service. The practical aspects of the insurance contract are proposed to be dealt with here. The nature of insurance transaction can be represented by the following triangle:

At the apex of this triangle there is the risk insured against. The insured — policy-holder — is the person or company entering into the insurance contract and the insurer is the insurance company that has contracted with the insured to provide cover for the risk insured against.

Looking at this triangle from the insured’s side one could say that:


a)
the insured knows the nature of the risk;


b)
the insured has to describe the risk to the insurer. At this stage insured could more properly be termed the proposer as he, she or the firm is at the point of describing the risk to the insurer in order to obtain insurance;


c)
the proposer will look for acceptable protection. He may have a particular form of insurance cover in mind or want a special clause included or even excluded. The proposer knows, or should know, what he wants, and will get into the market place in an effort to satisfy the needs; and


d)
the important determinant in selecting an insurer will be price. The proposer will also, of course, be concerned with service and security, but price will be extremely important.

From the Insurer’s side, one could say that:


a)
it will be told about the risk by the proposer;


b)
in many cases the insurer will not rely on this source of information alone but will make its own inquiries. This may imply using skilled risk surveyors to look at proposals and make physical inspection or doctors to carry out medical examination for a life or permanent health insurance proposal;


c)
the insurer will decide on the level of cover which it is prepared to offer to the proposer; and


d)
finally, the insurer will have to determine the price to be charged for the cover it is willing to offer. This price will have to reflect a number of relevant factors.

However, the triangle does not reveal the whole story. At the ‘insured’ end of the triangle, there is intermediary. The intermediary — the agent or broker — will assist insured or proposer at various stages in the transaction of insurance. For any large industrial insured, the use of broker is almost essential as the role, he performs, is of crucial importance.

specific principles of insurance contracttc "specific principles of insurance contract"
There are certain specific principles, which are of paramount significance to the contract of both the life and non-life insurance. The specific principles of the contract of insurance consist the following:

1.
Uberrima Fides or Good Faith

Utmost good faith may be defined as a positive duty voluntarily to disclose, accurately and fully, all facts material to the risk being proposed, whether requested or not.

It is true that the underwriter can have a pre-survey for fire insurance or medical examination for life or health insurance, carried out, but even then there are common aspects of the risk which are not apparent at the time of pre-survey or medical examination, for example, the previous loss or medical history and so on.
The duty of full disclosure rests on both parties. Since the decision to ensure is taken on the basis of subject matter, the life to be ensured in life insurance, and the material facts are known by proposer, it is much more responsibility of the proposer to disclose the material facts. It is easier to see where the proposer might be in breach of the duty rather than the insurer.

2.
The Principle of Insurable Interest

Inspite of the popular belief that everything can be insured, not all risk are insurable. They must have certain characteristics. For example, they must be capable of financial measurement and there must be sufficient number of similar risks for rating purposes, they must be pure and particular risks. The occurrence of the event insured against must not be against public policy, the premium has to be reasonable and finally and importantly, there must be insurable interest on the part of the person insuring. It is not the house, ship, machinery, potential liability of life that is insured but it is the pecuniary interest of the insured in that house, ship, machinery, etc. which is insured.

The essentials of a valid insurable interest are the following:



There must be subject-matter to be insured.



The policy-holder should have monetary relationship with the subject-matter.



The relationship between the policyholders and the subject-matter should be recognised by law.



The financial relationship between the policy-holder and subject-matter should be such that the policy-holder is economically benefited by the survival or existence of the subject-matter and/or will suffer economic loss at the death or existence of the subject-matter.

3.
Principle of Indemnity

Next specific principle is that all insurance contracts except personal insurance are contracts of indemnity.  According to this principle, the insurer undertakes to put the insured, in the event of loss, in the same position that he occupied immediately before the happening immediately before the happening of the event insured against. In certain form of insurance, the principle of indemnity is modified to apply. For example, in marine or fire insurance, sometimes, certain profit margin that would have earned in absence of the event, is also included in the loss. In true sense of the indemnity, the insured is not entitled to make a profit of his loss.

4.
The Principle of Proximate Cause

According to the principle of proximate cause an insurance policy is designed to provide compensation only for such losses as are caused by the perils, which are stated in the policy. The liability of the insurer arises only if the loss is caused by a peril, which is specifically covered under the policy. However, the loss is not payable if it is caused by a peril, which is excluded under the policy or is not mentioned. In life insurance, the doctrine of Causa Proxima is not applied because the insurer is bound to pay the amount of insurance whatever may be the reason of death. It may be natural or unnatural. So, this principle is not of much practical importance in connection with life insurance.

5.
Doctrine of Subrogation

The principle of subrogation refers to the right of the insurer to stand in the place of the insured, after settlement of a claim, as far as the insured’s right of recovery from an alternative source is involved. If the insured is in a position to recover the loss in full or in part from a third party due to whose negligence the loss may have been precipitated, his right of recovery is subrogated to the insurer on settlement of the claim. The insurers, thereafter, recover the claim from the third party. The right of subrogation may be exercised by the insurer before payment of loss but not in marine cargo insurances. The principle of subrogation is just a corollary to the principle of indemnity. The insured can realize only actual value of the loss or damage to the property as per the principle of indemnity.

miscellaneous principlestc "miscellaneous principles"
There are certain miscellaneous principles for insurance that should usually be presumed in practice:

Contribution

Contribution is the right of an insurer of an insurer who has paid claim under a policy, to call upon other insurers liable for the same loss to contribute to the payment. As is the case of subrogation it also supports the principle of indemnity. There is, therefore, no contribution in personal accident policies under which insurers contract to pay specific sums on happening of a certain event. Such types policies are not contract of indemnity.

Contribution doctrine operate in the following circumstances:

(i)
The concerned policies must always cover the same perils which  caused the loss.

(ii) They must cover the same subject matter.

(iii) They must protect the same interest.

(iv) They must be enforced at the time of loss.

Principle of Assignment

Marine and life policies can be freely assigned but assignment under fire and accident policies are not valid without the prior consent of the insurers — except changes of interest by will or operation of law. Moreover, assignments under fire and accident policies must be made before the insured parts with his interest. Once he has lost the interest, the policy is void and can not be assigned.

Principle of Return of Premium

Ordinarily the premium once paid cannot be refunded. However, in the following cases the refund is allowed.

i) By Agreement in the Policy


The assured may pay full premium while effecting the insurance but it may be agreed to return it wholly or partly in the happening of certain events. For example, special packing may reduce the risk.

ii) For Reasons of Equity


Equity implies a condition that the insurer shall not receive the price of running a risk he bears. Thus, the contract does not come into effect in this case or it is held to be void ab initio. It is established by the following points:


a)
Non-attachment of Risk


b)
Undeclared Balance of an Open Policy


c)
Payment of Premium is Apportionable

Principle of Over-insurance by Double Insurance

If there is over-insurance by double insurance, a proportionate part of the several premium is returnable provided that if the policies are taken at different times and any earlier policy has at any time born the entire risk or if a claim has been paid. On the policy in respect of the full insured thereby, no premium is returnable in respect of that policy and when double insurance is effected knowingly by the assured no premium is returnable.

Legal Principles

Life Insurance is a contract and therefore, the provisions of the Contract Act, 1872 apply. Other enactment like Transfer of Property Act, Estate Duty Act, Indian Stamps Act, Law of Limitation, Succession Act, etc. also are applicable. All the essentials of contract have to be fulfilled in the insurance contract also.

Auxiliary Principles

Life Insurance contracts have the following additional principles. Life insurance contract is:

Indemnity Contract is not Applied

The indemnity principle is not applicable in life insurance contract because the value of loss at death cannot be ascertained. A fixed sum is paid which may be the sum assured and bonus if the policy is participating one.

Conditional Contract

Life insurance contract is conditional. It is due to the fact that the insurer shall pay the assured sum only when the contract is continuing by payment of premium.

Contract of Adhesion

Contract of adhesion means that the terms of the contract are not arrived by mutual negotiations between the parties as in the case of ordinary contracts. The proposer is not a position to bargain about the terms of contract because these terms are already determined.

Aleatory Contract

Aleatory contract refers that contract depends on chance. Thus, on the chance of death, higher amount is payable. It should be clear, here, that, this does not make the contract of wager because of insurable interest.

Unilateral Contract in Nature

Life insurance contract is unilateral because, here, only the insurer makes an enforceable promise. The proposer had already performed his duty of payment of premiums. If the first premium is paid, the insurer is bound to accept subsequent premium and to pay the amount claim when it arises except on the ground of fraud.

classification on the basis of nature of insurancetc "classification on the basis of nature of insurance"
On the basis of nature, insurance may be of the following categories:

1.
Life Insurance:

Life insurance may be defined as a contract in which the insurer, in consideration of a certain premium, either in a lump sum or by other periodical payments, agrees to pay to the assured, or to the person for whose benefit the policy is taken, the assured sum of money, on the happening of a specified event contingent on the human life or at the expiry of certain period. For life insurance, the risk ensured against is death. The life insurance company pays the sum assured to the insured in the event of death. There are several types of insurance products/policies, which have been already discussed.

2.
Fire Insurance

A fire insurance is a contract whereby the insurer, in consideration of the premium paid, undertakes to make good any loss or damage caused by fire during a specified period. Normally, the fire insurance policy is for a period of one year after which it is to be renewed from time to time. A claim for loss by fire must satisfy the following conditions:

i)
there must be actual loss; and

ii)
fire must be accidental and non-intentional.

Difference between Life and Fire Insurance

3.
Marine Insurance

A marine insurance contract is an agreement whereby the insurer undertakes to indemnify the insured in the manner and to the extent thereby agreed against marine losses. Marine insurance is an arrangement by which the insurer undertakes to compensate the owner of a ship or cargo for complete or partial loss at sea.

Marine insurance provides protection against loss of marine perils. The marine perils are collision with rock, or ship attacked by enemies, fire and capture by pirates, etc. These perils cause damage, destruction or disappearance of the ship and cargo and non-payment of freight. So, marine insurance insures ship (Hull), cargo and freight.

4.
Social Insurance

Social insurance has developed to provide economic security to weaker sections of the society who are unable to pay the premium for adequate insurance. Pension plans, disability benefits, unemployment benefits, sickness insurance, and industrial insurance are the various forms of social insurance.

5.
Miscellaneous Insurance

The process of fast development in the society gave rise to a number of risks or hazards. To provide security against such hazards, many other types of insurance also have been developed. The important among them are:


A.
Motor Insurance


B.
Accident Insurance



a)
Personal Accident Insurance



b)
Property Insurance



c)
Liability Insurance


C.
Duty Insurance


D.
Erection All Risks Insurance


E.
Contractor’s All Risk Insurance (CAR)


F.
Machinery Breakdown Insurance


G.
Product Liability Insurance


H.
Refrigeration Plant Insurance


I.
Machinery Loss of Profits Policy


J.
Cash Insurance


K.
Business Premises Burglary Insurance


L.
Office Protection Insurance


M.
Shopkeeper’s Insurance Policy


N.
Personal Package Insurance Policy for Executives/Businessmen



Section I 
—
Laptop Portable Computer



Section II 
—
Cellular Phone



Section III
—
Loss of Cash



Section IV
—
Baggage Insurance



Section V
—
All Risks (Jewellery and Valuables)



Section VI
—
Personal Accident Insurance



Section VII
—
Mediclaim



Section VIII
—
Personal Liability


O.
Rural Insurance



a)
Cattle Insurance



b)
Sheep and Goat Insurance



c)
Camel/Horse/Mule/Pony/Donkey/Yak Insurance



d)
Plantation/Horticulture Insurance



e)
Sericulture (Silkworm) Insurance



f)
Agriculture Insurance (Cultivation of Beehives)



g)
Hut Insurance


P.
House Holder’s Insurance Policy


Q.
Domestic Travel Insurance


R.
Rajeshwari Mahila Kalyan Bima Yojna


S.
Special Contingency Policy


T.
Sports Insurance


U.
Amartya Siksha Yojana Insurance Policy


V.
Engineering Insurance



a)
Advance Loss of Profits Policy



b)
Marine-Cum-Erection (MCE) Policy

classification from business point of viewtc "classification from business point of view"
From business point of view, insurance can be classified into two broad categories:

A.
Life Insurance

Life insurance may be defined as a contract in which the insurer, in consideration of a certain premium, either in a lump sum or by other periodical payments, agrees to pay to the assured, or to the person for whose benefit the policy is taken, the assured sum of money, on the happening of a specified event contingent on the human life or at the expiry of certain period.

B.
General Insurance

General insurance business refers to fire, marine and miscellaneous insurance business whether carried on singly or in combination with one or more of them.

classification from risk point of viewtc "classification from risk point of view"
From risk point of view, insurance can be classified into four categories:

I.
Personal Insurance

Personal insurance refers the loss to life by accident, or sickness to individual, which is covered by the policy. The insurer undertakes to pay the sum assured on the happening of certain event or on maturity of the period of insurance, and sickness insurance. Life insurance contains the element of investment and protection, while the accidental, sickness or health insurance contains the element of indemnity only.

II.
Property Insurance

Contract of property insurance is a contract of indemnity. Proof by the assured of loss is an essential element of property insurance. The policies of insurance against burglary, home breaking or theft, etc. fall under this category. The assured is required to protect the insured property. After the loss has taken place, the assured usually required notifying the police as to losses.

III. 
Liability Insurance

Liability insurance is the major field of general insurance whereby the insurer promises to pay the damage of property or to compensate the losses to a third party. The amount of compensation is paid directly to third party. The fields of liability insurance include: workmen compensation insurance, third party motor insurance, professional indemnity insurance.

IV.
Fidelity Guarantee Insurance

In this type of insurance, the insurer undertakes to indemnify the assured (employer) in consideration of certain premium, for losses arising out of fraud, or embezzlement on the part of the employees. This kind of insurance is frequently adopted as a precautionary measure in cases where new and untrained employees are given position of trust and confidant.

insurance intermediariestc "insurance intermediaries"
Insurance mediators or intermediaries are autonomous populace or firms who carry the insurer and the insured together and act as the mediator. Some groups of intermediaries also act as a distribution channel for bringing the product of the Insurance to the customers as in the case of brokers. An insurance intermediary acts either on behalf of the client or the insurance company. In India, the insurance intermediaries except surveyor were not in existence till 1999 but with liberalisation, privatisation and globalisation (LPG) of insurance sector, the distribution channels have also been widened and the IRDA act included the term ‘Insurance Intermediaries’ in the Insurance Act, 1938.

In India the insurance intermediaries have been defined in the IRDA Act, 1999 and section 2(1)(f) of the act states:

“Intermediaries or insurance intermediary includes insurance brokers, reinsurance brokers, insurance consultants, surveyors and loss assessors.”

Insurance Brokertc "Insurance Broker"
The insurance brokers are such individuals who contribute maximum share of insurance business. A high standard of professional skills and conduct is expected of the broker. The Insurance Broker can be issued license under section 42-D of the Insurance Act, 1938 but the regulations about their qualifications, capital and functions are yet to be passed by the parliament.

Any person, may be an individual, a partnership firm or a company formed and registered under the companies Act, 1956 can apply for grant of license to be a broker. The application is to be sent to the insurance regulatory and development authority in prescribed form and it can be made for any one of the following categories.

Category I

a)
Direct General Insurance Broker, or

b)
Direct Life Insurance Broker.

This means a person who is registered in respect of either general insurance business or life insurance business but not for reinsurance business.

Category II

Reinsurance Broker, which is different from Category I and is also called Indirect Broker.

Category III

Composite Broker, whose functions will consist of both that of Direct Insurance Broker and Reinsurance Broker.

Category IV

Others — Insurance Consultants, Risk Management Consultant or any other nomenclature as may be approved by the Authority. Such intermediaries create awareness among the people about the importance of insurance and also provide consultance as to how to invest in the insurance.

tc ""
functions of brokerstc "functions of brokers"
The functions of brokers are defined as follows:


1.
Obtaining a detailed knowledge of the client’s business and philosophy;


2.
Maintaining clean records of the client’s business so that this can be explained to an insurer and other parties;


3.
Provision to the client of technical advice and advice on developments in the insurance market and the law;


4.
Maintaining a detailed knowledge of available markets;


5.
Selection and recommendation of an insurer or group of insurers;


6.
Negotiating with insurers on the client’s behalf;


7.
Acting promptly on instructions from a client and providing written acknowledgements and progress reports;


8.
Collecting and remitting premiums and claims;


9.
Where appropriate and dependent on the size of both the client and broker, providing additional services such as Insurance consultancy services, risk management services and uninsured loss recoveries;


10.
Assisting in the negotiation of claims;


11.
Maintaining precise records of past claims; and


12.
Providing services such as Insurance Consultancy services, risk management services and uninsured loss recoveries.

tc ""
code of conduct for brokerstc "code of conduct for brokers"
The Code of Conduct is required to establish a recognised standard of professional conduct of which all insurance brokers should, in the interest of the public and in the performance of their duties, conform and in doing so they should bear in mind this objective and the underlying spirit of this Code in the matter of regulation of their professional standard.

Claims against Insurance Broker for compensation arising from acts or omissions amounting to negligence are matters for determination by the Courts. Nevertheless, acts of gross negligence or repeated acts of negligence may amount to unprofessional conduct and notwithstanding that the matters be the subject of legal proceedings, the Authority may still investigate the conduct of the Insurance Brokers.

insurance agentstc "insurance agents"
The business of insuring people against perils is done by insurance companies whose main business is to club people sharing the same risk, collect the share of contribution from all of them, and then pay out the compensation to the sufferers. The business of insurance companies both life and non-life is procured through an individual who is appointed as an agent. An agent is a person licensed by the IRDA to do insurance business. Agents are not the regular employees of the insurer; they work on commission basis in a freelance manner. There are some qualifications and procedural formalities, which have to be fulfilled for grant of a license of agent.

All agents, in order to obtain a license, have to go through a training programme and appear for an examination. The purpose of licensing course is designed to prepare an individual to work as an insurance agent. It provides a foundation of knowledge, terminology, and concepts upon which an individual can build a successful career as an agent.

Syllabus for Agent Training — Life Insurance

1.
Introduction to Insurance

2.
Fundamentals of Agency Law

3.
Legislative and Regulatory Matters

4.
Procedure for Becoming an Agent

5.
Functions of the Agent

6.
Company Profile

7.
Fundamentals/Principles of Life Insurance

8.
Financial Planning and Taxation

9.
Insurance Salesmanship: Selling Techniques

10.
Computation of Premiums/Bonuses

11.
Insurance Documents

12.
Life Insurance Products

13.
Options, Guarantees and Riders

14.
Group Insurance and Superannuation Schemes/Pension Plans

15.
Health Insurance

16.
Government Schemes/Programmes on Insurance

17.
Rural Insurance

18.
Claims

19.
Agency Commission Structure

20.
Personal Development

21.
Behavioural Aspects

22.
Feedback to Companies on Customer’s Requirements with regard to their Insurance needs 

and Miscellaneous Matters.

Syllabus for Agent Training — Non-Life Insurance

1.
Introduction to Insurance

2.
Fundamentals of Agency Law

3.
Legislative and Regulatory Matters

4.
Procedure for Becoming an Agent

5.
Functions of the Agent

6.
Company Profile

7.
Fundamentals/Principles of General Insurance

8.
Financial Planning and Taxation

9.
Insurance Salesmanship: Selling Techniques

10.
Proper Use of General Insurance Products

11.
Rating

12.
Insurance Documents

13.
Underwriting

14.
Health Insurance

15.
Government Schemes/Programmes on Insurance

16.
Rural Insurance

17.
Claims

18.
Provisions and Differences in Policy Contracts

19.
Agency Commission Structure

20.
Personal Development

21.
Behavioural Aspects

22.
Feedback to Companies on Customer’s Requirements with regard to their Insurance needs 

and Miscellaneous Matters.

surveyor and loss assessorstc "surveyor and loss assessors"
This category of intermediaries is related to only non-life business. Their main functions are to survey and assess any mis-happening or disaster and evaluate the financial loss to the insurance companies. The insurance companies make financial assistance on the basis of the evaluation made surveyor.

Eligibility for becoming Surveyor

Any person who holds any of the following qualifications can become a Surveyor and Loss Assessor:


1.
Degree of recognized university in any branch of Engineering;


2.
Fellow or Associate member of Institute of Chartered Accountants of India or Institute of Cost Works Accountants of India;


3.
Actuarial qualifications or holds a degree or diploma of any recognized university or institute in relation to insurance; and


4.
Holds a Diploma in insurance granted or recognized by the Government.

code of conduct for surveyor and loss assessorstc "code of conduct for surveyor and loss assessors"
Like the brokers and agents, every surveyor and loss assessor including the Company/Firm of Surveyor and Loss Assessors shall abide by the code of conduct specified by the Authority from time to time. In particular and without prejudice to the generality of the foregoing the code of conduct shall include the following:


a)
To exhibit the identity card and/or the license issued by the Authority while carrying out the job of survey and loss assessment and be physically fit to undertake the rigorous of the job.


b)
To conduct the survey job in a manner and behaviour which is transparent, honest, sincere, fair, objective and free from personal interest and ensure that the professional, technical standards of competence are upheld.


c)
To endeavor to keep abreast with professional standards and advancements by attending professional standards and advancements by attending professional courses, trainings, seminars, and workshops meant for upgrading the required skills.


d)
To uphold not only ethical behaviour but professional reputation and credibility while refraining from making remarks, comments or grievances in the public or to the press without exhausting internal professional and legal avenues.


e)
No Surveyor and Loss Assessor shall agree or take the work of survey and loss assessment where he or his family members are interested through shareholding or employment or business dealings.


f)
No Surveyor and Loss Assessor shall act as an insurer or an insurance agent or a insurance broker or an insurance consultant, owner or partner or otherwise connected with motor garage or workshop taking accidental jobs and be an employee or Director of any of these.


g)
Not to advertise or solicit directly or indirectly or through middlemen for work or receive remuneration from both insured and insurer simultaneously for the same work or seek any discount or trade commission or favour in connection with the discharge of professional work.


h)
Not to share and exchange with others the confidentiality of the information of the insured and insurer or other parties connected with the job, which is gained by him during the course of discharge of duties.


i)
Not to render professional services as a second surveyor for resurvey/reassessment unless and until it is called by the instructions of the Authority or its Designated Officer or by an insurer with specific written terms of reference to do so. The intimation and information of such jobs rendered must be furnished to the Surveyors and Loss Assessors’ Committee.


j)
To issue survey and loss assessment report including the annexures duly signed and stamped after due verification and satisfaction.


k)
Every licensed surveyor and loss assessor shall provide practical training to any aspiring applicant for the period not less applicant. The certificate issued on completion of training shall be in the form and manner specified by the Authority. The refusal to do so shall be deemed as misconduct unless and until the refusal is with valid and cogent reasons to the satisfaction of the Authority.


l)
To maintain a register of survey work containing the relevant information as specified in the prescribed form and keep important records of the survey reports, photographs and other important documents for a period of six years and furnish the same and such other specified returns as and when called for by the Authority or by any investigating authority or the insurer.


m)
Not to allow the use of his name, license number to any other person or lend his survey reports and other documents for direct or indirect use by the said person or to any other licensed surveyors whether for consideration or reward or for any other purpose.


n)
Not to suppress any material fact known to him in his capacity as a surveyor and loss assessor but disclose all the relevant facts and figures known to him in conduct of the survey and loss assessment work. The disclosures should be conductive to the purpose of loss assessment and not misleading or negligent in any form and manner in the conduct of professional duties.


o)
Any conduct of surveyor and loss assessor which is not: professional, proper, right, efficient, good behaviour, efficient or contains deliberate disobedience, unlawful behaviour, neglect of duty, conduct amiss, malfeasance, will include among other matters to be misconduct and violative of the code of conduct. The Authority, before imposing any penalty, fine or suspension or cancellation of a license because of misconduct shall cause an enquiry and provide reasonable opportunity to the license-holder of being heard.

tc ""
comparative environment of insurancetc "comparative environment of insurance"
The development of insurance industry is linked with the broad-spectrum escalation of industry, trade and commerce. The derivation of insurance services may be traced back to 14th century in Italy when ships carrying goods were covered under poles apart. The logical and orderly beginning of insurance industry tool place in UK at Lloyds coffee house at Tower Street in London. The insurance industry assisted the growth process of the UK economy in several ways. This prompted the rapid imitation of institutionalization of insurance  industry in other developed countries. The primary functions of insurance business being drinking of unforeseen contingent financial losses from business operations helped the smooth progress of trade and commerce in these countries. Later on, insurance industry also became an additional tool for mobilization of savings, promoter of investment activity, stabilizer of financial market and an agent to allocate capital resources efficiently. Although the insurance industry has grown rapidly in the insurance developed economies, its growth in developing countries has neither been satisfactory nor in tandem with the growth of other sectors of the economy. The 12 most industrialized countries in the world still account for 88% of global premium volume. The share of developing countries is extremely low. Regrettably, the Indian insurance industry has been lagging behind amongst the developing countries of the world.

Table depicts the share of life insurance premium in Gross Domestic Savings (GDS) of different countries of the world.

Life Premium as Percentage of Gross Domestic Savings (GDS)

Country









Life Fund 












as % of GDS

USA
25.40


Canada
15.70


Brazil
2.20


Germany
4.05


UK
55.40


France
27.50


Switzerland
28.20


Japan
27.10


South Korea
25.90


China
1.19


Malaysia
9.20


India
6.20


Philippines
4.10


South Africa
80.90

Source:
Calculated from the World Development Report, 1998-99, 1999-2000 and World Insurance in 1997; Booming Life Insurance but Stagnating Non-Life Insurance Business, Sigma-Swiss, No.3/1999.

Life Insurance Penetration in Various Countries

Country


        GDS Break up


    Services Break up 





        (as% of GDP)


        (as% of GDP)





Agri.
Ind.
Services
Others Services
   Insurance
USA
2
23
75
70.36
4.46

UK
2
28
70
66.66
3.34

France
2
26
72
69.09
2.91

Japan
2
38
60
57.55
2.45

Russia
7
39
54
52.90
1.10

South Korea
6
43
51
47.21
3.9

South Africa
5
39
56
52.52
3.48

Malaysia
13
46
41
38.81
2.19

Brazil
14
36
50
48.26
1.74

Philippines
20
32
48
47.20
0.80

China
20
51
29
28.36
0.64

India
27
30
43
42.44
0.56

Egypt
16
31
53
52.48
0.52

Pakistan
26
25
49
48.58
0.42
Source: 
Calculated from the World Development Report, 1998-99, 1999-2000 and World Insurance in 1997; Booming Life Insurance but Stagnating Non-Life Insurance Business, Sigma-Swiss, No.3/1999.
Insurance Density and Per Capita GDP in 1998 (US $)

Country





Per Capita GDP
Per Capita Premium

Switzerland
41,857
4,998



Japan
33,349
3,959

USA
28,903
2,454

Germany
25,610
1,672

UK
21,559
2,419

Russia
3,000
42

South Korea
9,630
1,485

Brazil
4,793
102

Malaysia
4,667
204

China
672
10

India
375
7

Indonesia
1,075
13
Source: 
Calculated from the World Development Report, 1998-99, 1999-2000 and World Insurance in 1997; Booming Life Insurance but Stagnating Non-Life Insurance Business, Sigma-Swiss, No.3/1999.
growth and regulation of insurance industrytc "growth and regulation of insurance industry"
Insurance constitutes as one of the major segments of financial market. Insurance services play predominant role in the process of capital formation of the country as mobiliser of savings and also financial intermediary. The insurance industry commands massive funds through sale of insurance products to a large number of individuals and organizations. During the process of conducting insurance business, insurers also create liabilities and commit themselves to compensate for the losses occurring to the policyholders on  a future date. The insurance business is unique in the sense that it is rewarded for managing the risk of other parties. And management of risk has inherent problem of asymmetry of information leading to adverse selection and moral hazard. Obviously, insurance business is more risky in comparison to other financial services.

Insurance Industry in UK
Insurance services in UK, grew as early as in 16th century, the sector was practically without government control and intervention till 1870, when Life Insurance Act was passed. The Act as such did not impose any restriction on the sector but simply made it obligatory on the companies engaged in insurance business to disclose their financial and other details to the public and get their finances evaluated by an actuary. The companies were required to be transparent in their dealings and make their accounts and evaluation reports available to the Board of Trade. It may be pertinent to mention here that no powers were delegated to the board to initiate any action against any company. Basically it reflected the policy political philosophy of UK, which believed in the policy of laissez-faire.

Some of the important developments in the insurance sector, after the post-war period in UK are mentioned as under:



Excessive competition for business led to decline of premium rates (price for insurance products) to inadequate level creating underwriting losses on long-term basis.



Return on investment in stocks/security market promoted cash flow basis for development of general insurance business. Investment income became the primary source of profit compensating underwriting losses arising from inadequate pricing.



Formation of captive, pools, self-insurance schemes, supported by global reinsures promoted shift from conventional to non-conventional insurance systems.



Concentration of business in limited number of mega-size companies. Medium size and small companies could not withstand the practice of competition and had to survive on limited volumes of business from their niche market sectors.

In UK, as many as 96% of the bank and the building societies deal with insurance.

Insurance Industry in USA
USA is the most developed and refined economy of the world and so is state of development of its insurance industry. But even in USA the industry is substantially regulated by the Controllers of Insurance Office. In the US, 3500 general insurance companies are in operation, but only 15 (0.4 percent) of them control 50 percent of the market. Six percent of the companies together control ninety-five percent of the market. Similarly, there are more than 1500 active life insurance companies of which top 10 account for 50 percent of the total assets in the Sector (Bedi, 2001).

USA depends primarily upon the private players in insurance business with a regulatory framework encouraging and ensuring free competition amongst the participants. Since 1982, above 370 general insurance companies have become insolvent while, one life insurance company goes into liquidation every month because of risky investments.

In health insurance sector in US, all the players are private companies covering around 70 percent of population. However, coverage is highly unequal as premium charged for health coverage depends on age, sex, and disease. Obviously premium differ from case to case basis and sometimes even reusal is also possible on the part of insurers. The important point to note in this connection is that there is minimal government regulation with the obvious implications on medical costs that are unusually high.

Insurance Industry in Japan
Japan has one of the most developed insurance sectors in the world. The insurance density was as high as US $ 3896 (Non-Life US $ 3092 + Life US $ 804). The insurance penetration is 11.87 percent (Non-Life 9.42 percent + Life 2.45 percent). The growth rate in real terms for entire industry was 0.8 percent in 1990s, while non-life business it was -4.0 percent and in life business at 2.1 percent. The share of the total insurance premium to world premium was 23.05 percent reflecting a disproportionately large share in world insurance business. In non-life business, share of Japan in world premium as 11.29 percent while it was 31.61 percent in case of life business.

The new regulatory framework put in place in Japan in 1995 has encouraged the competition in insurance sector. The analyses of the performance of the insurance industry indicate that the deepening and widening of the insurance services are positively correlated to the degree of competition and the number of firms in the market. The Japanese general insurance market has growth from US $ 0.15 billion in 1950 to US $ 80 billion in 1990. Thereafter it has shown fluctuating trend. The basis of sound growth of insurance sector in post-war has been the policy of maintaining the level of tariff ensuring underwriting surplus in the region of 0.5 percent to 2.0 percent.

The recent trends indicate the growing importance of foreign companies in Japanese market. Particularly big insurance companies from USA and Western Europe are making their presence felt.

Insurance Industry in India
In India, Manusmriti (200 BC) provides Indian version of primitive marine insurance stipulating that “The trader should be made to pay (taxes or duties) to the state for providing Yogakshema (risk and safety) taking into consideration the terms of purchase, sale, the length of journey, expenses and incidentals. But the Britishers introduced the modern concept of insurance in India. Their operation was through agencies. The Triton Insurance Company Ltd. was the first insurance company established in India in 1858 at Kolkata. It was fully owned by the Britishers. The first Indian insurance company was Indian Mercantile Insurance Company Ltd. in Mumbai in 1907. However, till independence around 40 percent of the insurance business was controlled by the foreigners.

The general insurance business was nationalized w.e.f. Jan 1, 1973 through the General Insurance business (Nationalization) Act, 1972. After nationalization in total 107 companies in business at that time were merged to form four companies, namely, the National Insurance Company Limited, the New India Assurance Company Ltd., the Oriental Insurance Company Ltd. and the United Insurance Company Ltd. with head offices at Kolkata, Mumbai, Delhi and Chennai respectively. In addition, the General Insurance Company was formed as a holding company in Nov. 1972. The main objectives of nationalization were to ensure the development of general insurance business in sympathy with the best interest and advantage to the country.

Since 1973, the insurance sector was totally under the control of Government of India. As a result of nationalization, revenue of both LIC and GIC, increased significantly over the years. The amount of savings pooled by LIC increased from Rs. 2704 crores in 1974 to Rs. 57,670 crores in 1994,  showing an annual growth rate of 16.53 percent. Similarly, premium underwritten by GIC rose from Rs. 280 crores in 1973 to Rs. 6500 crores in 1997 showing an annual growth rate of 25.18 percent. Today, LIC has become the leading investment institution of India. In order to reach to people in every part of the country, it has developed a vast service network, comprising 7 zonal offices, 100 divisional offices and 2048 branch offices which together employ 1,24,000 persons and 6,61,000 agents.

The growth in general insurance sector of its nationalization has equally been impressive. The Gross Domestic Premium Income (GDPI) in India, which was Rs. 184 crore in 1973, increased to Rs. 9522 crore in 1999-2000, recording an average growth rate of about 16.90 percent. Presently, although the total number of insurance products in general insurance industry are around 175, only 40 to 50 products have dominated the market controlling about 75 to 80 percent of total market. The rural and non- traditional business, which was practically nil in 1973, has gradually increased over a period of time. The premium collected through this business was about Rs. 425 crore in 1999-2000, constituting only 4 percent of the total gross premium income.

irda and insurance businesstc "irda and insurance business"
The Government of India realized the necessities of  setting-up Insurance Regulatory and Development Authority (IRDA) in 1999. The IRDA was set-up to provide for the establishment of an Authority, for protecting the interest of holders of insurance policies, to regulate, promote and insurer orderly growth of the insurance industry and for matters connected therewith or incidental thereto. With the birth of IRDA, the Government amended the Insurance Act, 1938, the Life Insurance Corporation Act, 1956 and the General Insurance Business (Nationalization) Act, 1972 for the sake of proper control at apex level.

Definitions

In this Act, unless the context otherwise requires:


a)
“Appointed day” means the date on which the Authority is established under sub-section (1) of section 3;


b)
“Authority” means the Insurance Regulatory and Development Authority established under sub-section (1) of section 3;


c)
“Chairperson” means the Chairperson of the Authority;


d)
“Fund” means the Insurance Regulatory and Development Authority Fund constituted under sub-section (1) of section 16;


e)
“Interim Insurance Regulatory Authority” means the Insurance Regulatory Authority set-up by the Central Government through Resolution No. 17(2)/94-Ins-V, dated the 23rd January, 1996;


f)
“Intermediary or insurance intermediary” includes insurance brokers, reinsurance brokers, insurance consultants, surveyors and loss assessors;


g)
“Member” means a whole time or a part time member of the Authority and includes the Chairperson;


h)
“Notification” means a notification published in the Official Gazette;


i)
“Prescribed” means prescribed by rules made under this Act; and


j)
“Regulations” means the regulations made by the Authority.

Words and expressions used and not defined in this Act but defined in the Insurance Act, 1938 (4 of 1938) or the Life Insurance Corporation Act, 1956 (31 of 1956) or the General Insurance Business (Nationalization) Act, 1972 (57 of 1972) shall have the meanings respectively assigned to them in those Acts.

Brief Profile of IRDA and its Functioning
Establishment and Incorporation of Insurance Authority is:


1.
With effect from such date as the Central Government may, by notification, appoint, there shall be established, for the purposes of this Act, an Authority to be called “the Insurance Regulatory and Development Authority.”


2.
The Authority shall be a body corporate by the name aforesaid having perpetual succession and a common seal with power, subject to the provisions of this Act, to acquire, hold and dispose of property, both movable and immovable, and to contract and shall, buy the said name, sue or be sued.


3.
The head office of the Authority shall be at such place as the Central Government may decide from time to time.


4.
The Authority may establish offices at other places in India.

Composition of Authority

The Authority shall consist of the following members, namely:

(a)
A Chairperson;

(b)
Not more than five whole-time members; and

(c)
Not more than four part-time members.

To be appointed by the Central Government from amongst persons of ability, integrity and standing who have knowledge or experience in life insurance, general insurance, actuarial science, finance, economics, law, accountancy, administration or any discipline which would, in the opinion of the Central Government, be useful to the Authority.

Provided that the Central Government shall, while appointing the Chairperson and the whole-time members, ensure that at least the person is having knowledge or experience in life insurance, general insurance or actuarial science, respectively.

Meetings of Authority

In IRDA:


1)
The Authority shall meet at such times and places and shall observe such rules and procedures in regard to transaction of business at its meetings (including quorum at such meetings) as may be determined by the regulations.


2)
The Chairperson, or if for any reason he is unable to attend a meeting of the Authority, any other member chosen by the members present from amongst themselves at the meeting shall preside at the meeting.


3)
All questions which come up before any meeting of the Authority shall be decided by a majority of votes by the members present and voting, and in the event of an equality of votes, the Chairperson, or in his absence, the person presiding shall have a second or casting vote.


4)
The Authority may make regulations for the transaction of business at its meetings.

Duties, Powers and Functions of Authority in IRDA are:

1.
Subject to the provisions of this Act and any other law for the time being in force, the Authority shall have the duty to regulate, promote and ensure orderly growth of the insurance business and re-insurance business.

2.
Without prejudice to the generality of the provisions contained in sub-section (1), the powers and functions of the Authority shall include:


a)
Issue to the applicant a certificate of registration, renew, modify withdraw, suspend or cancel such registration;


b)
Protection of the interests of the policyholders in matters concerning assigning of policy, nomination claim, surrender value of policy and other terms and conditions of contracts of insurance;


c)
Specifying requisite qualifications, code of conduct and practical training for intermediary or insurance intermediaries and agents;


d)
Specifying the code of conduct for surveyors and loss assessors;


e)
Promoting efficiency in the conduct of insurance business;


f)
Promoting and regulating professional organizations connected with the insurance and re-insurance business;


g)
Levying fees and other charges for carrying out the purposes of this Act;


h)
Calling for information from, undertaking inspection of, conducting enquiries and investigations including audit of the insurers, intermediaries, insurance intermediaries and other organisations connected with the insurance business;


i)
Conrol and regulation of the rates, advantages, terms and conditions that may be offered by insurers in respect of general insurance business not so controlled and regulated by the Tariff Advisory Committee under section 64U of the Insurance Act, 1938 (4 of 1938);


j)
Specifying the form and manner in which books of account shall maintained and insurers and other insurance intermediaries shall render statement of account;


k)
Regulating investment of funds by insurance companies;


l)
Regulating maintenance of margin of solvency;


m)
Adjudication of disputes between insurers and intermediaries or insurance intermediaries;


n)
Supervising the functioning of the Tariff Advisory Committee;


o)
Specifying the percentage of premium income of the insurer to finance schemes for promoting and relegating professional organisations referred to in clause (f);


p)
Specifying the percentage of life insurance business and general insurance business to be undertaken by the insurer in the rural or social sector; and


q)
Exercising such other powers as may be prescribed.

Power of Central Government to Issue Directions

The Central Government is empowered to take action without prejudice to the foregoing provisions of this Act, the Authority shall, in exercise of its powers or the performance of its functions under this Act, be bound by such directions on questions of policy, other than those relating to technical and administrative matters, as the Central Government may give in writing to it from time to time. Provided that the Authority shall, as far as practicable, be given an opportunity to express its views before any direction is given under this sub-section. The decision of the Central Government, whether a question is one of policy or not, shall be final.

Delegation of Powers

1.
The Authority may, by general or special order in writing, delegate to the Chairperson or any other member or office of the Authority subject to such conditions, if any, as may be specified in the order such of its powers and functions under this Act as it may deem necessary.

2.
The Authority may, by a general or special order in writing, also form committees of the members and delegate to them the powers and functions of the Authority as may be specified by the regulations.

Power to Make Rules

1.
The Central Government may, by notification, make rules for carrying out the provisions of this Act.

2.
In particular, and without prejudice to the generality of the foregoing power, such rules may provide for all or any of the following matters, namely:


a)
The salary and allowances payable to, and other terms and conditions of service of, the members other than part-time numbers under sub-section (1) of section 7;


b)
The allowances to be paid to the part-time members under sub-section (2) of section 7;


c)
Such other powers that may be exercised by the Authority under clause (q) of sub-section (2) of section 14;


d)
The form of annual statement of accounts to be maintained by the Authority under sub-section (1) of section 17;


e)
The form and the manner in which and the time within which returns and statements and particulars are to be furnished to the Central Government under sub-section (1) of section (20);


f)
The matters under sub-section (5) os section 25 on which the Insurance Advisory Committee shall advise the Authority; and


g)
Any other matter which is required to be, or may be, prescribed or in respect of which provision is to be or may be made by rules.

Power to Make Regulations

1.
The Authority may, in consultation with the Insurance Advisory Committee, by notification, make regulations consistent with this Act and the rules make thereunder to carry out the purposes of this Act.

2.
In particular, and without prejudice to the generality of the foregoing power, such regulations may provide for all or any of the following matters, namely:


a)
The time and places of meetings of the Authority and the procedure to be followed at such meetings including the quorum necessary for the transaction of business under sub-section (1) of section 10;


b)
The transactions of business at its meetings under sub-section (4) of section 10;


c)
The terms and other conditions of service of officers and other employees of the Authority under sub-section (2) of section 12;


d)
The powers and functions which may be delegated to committees of the members under sub-section (2) of section 23; and


e)
Any other matter which is required to be, or may be, prescribed by regulations or in respect of which provision is to be or may be made by regulations.

Rules and Regulations to be Laid before Parliament

Every rule and every regulation made under this Act shall be laid as soon as may be after it is made, before each House of Parliament, while it is in session, for a total period of thirty days which may be comprised in one session or in two or more successive sessions, and if, before the expiry of the session immediately following the session or the successive session aforesaid, both Houses agree in making any modification in the rule or regulation or both Houses agree that the rule and regulation should not be made, the rule and regulation shall thereafter have effect only in such modified form or be of no effect, as the case may be, so, however, that any such modification or annulment shall be without prejudice to the validity of anything previously done under that rule or regulation.

Power to Remove Difficulties

1.
If any difficulty arises in giving effect to the provisions of this Act, the Central Government may, by order published in the Official Gazette, make such provisions not inconsistent with the provisions of this Act as may appear to be necessary for removing the difficulty. Provided that no order shall be made under this section after the expiry of two years from the appointed day.

2.
Every order made under this section shall be laid, as soon as may be, after it is made, before each House of Parliament.
detarrifingtc "detarrifing"
The opening up of the insurance industry was done with the idea that this could help the Indian economy meet its growing insurance needs, initiate the substantial growth of rural areas and promote India as a regional reinsurance hub. The Indian Insurance Sector had shown rapid expansion over the past five years. Moreover the increasing demand for consumer and industrial products and services plus elimination of a few of the trade and investment barrio have been the main drivers behind an exponential growth of the insurance sector in India. By this time when the General Insurance Industry is going to open the tariff naught, Private General Insurance players have grown rapidly to capture more than one third of the market and helped pushing the industry growth rate to over 16% — creating mass awareness.

HISTORY OF TARIFFS







tc "HISTORY OF TARIFFS







"
There were Market Agreements in Fire, Marine and Accident Insurance for a very long time-even before 1950. Mandatory Tariffs were recognized for the first time in 1950 - but even then, Tariff Regulators were only industry representatives.

A tariff market is one where the premium rates, policy terms and deductibles are controlled and to be applied uniformly by all the underwriters. In India, about 70% of the market (property other than Mega Risks, Engineering, Motor and W.C.) were tariffed i.e. policy wordings and minimum rates are fixed and each company is free to quote the guide rate or higher. In other words, a tariffed market disturbed the fundamental component of liberalization i.e. free market, quality underwriting and open competition. As a result even after privatization‑

Premium was collected based on a pre-fixed rate-chart- both ‘good’ and ‘bad’ risks within a category pay the same premium rate.

 
Fire premium rates remain at artificially high rates in India for a considerable time when it was known to everyone that-Fire portfolio was always leading to super-profits for insurers, and cross subsidization of other loss-leading portfolios like Health & Marine Insurance.

 
Motor portfolio is not adequately priced (various pressure groups have ensured this low pricing of Motor OD and throw-away pricing of Motor Third Party (TP).

India is the only country in the World where such huge portion i.e. about 70% of the market was under Tariff/ Insurance Regulatory and Development Authority (IRDA)/ Tariff Advisory Committee (TAC) control - where Tariffs had been done away with in most markets around the world. In Indian Market General Insurers portfolio Mix on Tariff/ Non tariff covers during tariff regime.

 
Tariff Covers constitute 73.09% of the Overall Premium.

 
Non-Tariff Premiums constitute the rest of 29.91%, the major non-tariff portfolio being Health with Rs.274.64 crores which is 8.89% of the GDP.

Tariff is not updated for a long period in the absence of required data/information and initiation of TAC (mainly the Workers Compensation {W. C.} Tariff deals with a good number of obsolete occupations). Because Tariff rating was fixed - fixed classification of risk existed for a long time and it also lead to no application of mind by the underwriter.

Previous Escapades on Detariffing tc "Previous Escapades on Detariffing "
 
Marine Cargo Detariffing w.e.f. 1st April 1994 was a nightmarish experience.

 
Market has become more mature now, therefore, the Marine Hull Detariffing with effect from (w.e.f.) 1st April 2005 did not shake the market to that extent.

 
All Insurers (PSU or Private) keep an eye on profitability.

 
Fire, Engineering, Motor (OD and TP) and WC still continued as Tariff Business.

tc ""
Motor De-tariffingtc "Motor De-tariffing"
From Jan 1st 2007, a new era dawns on the motor insurance battle field in India. The Insurers will be free to price the OD section of the Motor Insurance premium based on facts and statistical analysis of risk…..

The Tariff Advisory Committee vide its circular ref. TAC/7/06 dated 4th December 2006 has decided that the rates, terms, conditions and regulations applicable to Fire, Engineering, Motor, Workmen’s Compensation and other classes of business currently under tariffs shall be withdrawn effective from 1 January. 2007. 

By virtue of the power vested in the Authority under section 14(2) (i) of the IRDA Act, 1999, it is hereby notified that the Tariff general regulations (other than those relating to rating), terms, conditions, clauses, warranties, policy and endorsement wordings applicable to the above mentioned classes of business as well as Marine Hull insurance business shall continue to be followed until further orders. The rates of premium may be varied subject to compliance with the Guidelines on ‘File and Use’ of General Insurance Products notified on 28th September ’06.

Detariffing brings with itself an opportunity to grow the Market, Business & your Retention. The Motor Insurance business in India as on date is governed by Tariff guidelines under the India Motor Tariff (IMT), which means that individual insurers could not change both the terms and conditions of the motor policies and the premiums.

In a detariffed scenario, the insurer can decide the premium, but without a change in the existing terms and conditions on the coverage’s. While Insurers will be able to apply risk based pricing on the Own Damage section of the policy, the Third Party insurance rates would continue to be governed by IRDA.

The rates of premium applicable to Motor Third Party insurance business shall be as set out in Annexure I. Insurers are advised to be mindful of the concerns expressed by vehicle owners about both the rates and availability of insurance. Considering the mandatory nature of Motor Third Party insurance, insurers are advised to ensure that Motor Third Party insurance is made available at all their underwriting branches and that requests for insurance are processed expeditiously and policies are issued promptly. The Authority will treat any complaint of non-availability of insurance or use of methods to put off the client seeking insurance, seriously. 

In respect of all classes of business where the rates applicable are now controlled by tariff, insurers are not permitted to cancel the current insurance policies and issue fresh policies covering substantially the same properties or interests, in order to alter the rates of premium offered to the client. The insured is free to cancel its insurance at any time as per the relevant policy conditions in which case, premium at short-period rates as applicable shall be charged for the period on risk. 

Insurers are advised to ensure that proper underwriting standards are maintained even after the tariffs are withdrawn.

Basic IRDA Guidelines on Detariffingtc "Basic IRDA Guidelines on Detariffing"

The insurers will be free to price the OD section of the motor insurance with effect from January 1,2007.


The rates of the TP section will continue to be governed by IRDA. However,


IRDA (in its circular dated December 4, 2006) has revised the TP rates that shall apply to different classes of vehicles.


No change allowed in the policy terms and conditions till March 2008.

Third Party Pool to be created- All the insurers would pool the TP premiums that they collect with the General insurance Corporation and all the TP claims shall be paid out of this pool.


All the rates proposed by the Insurers have to be filed with IRDA under File & Use guidelines and can be used post approval only. If the insurer plans to vary rates by > 20%, IRDA will look for a strong justification.


The Insurers are not allowed to do Cancellation/ Re issuance of the policies to extend the benefit or otherwise of detariffing to the clients. The cancellation Initiated by the Insured will be at short period rates.


For the motor insurance risks incepting in the month of January 2007, the Insurers can offer a maximum OD discount of 10% over the tariff rates.

DETARIFFINGtc "DETARIFFING"
The word “Detariffing” —

 
is a burning issue for a long period say, for the last four years.

 
Will bring change in industry structure.

 
Bring newer avenues for growth in Indian insurance market.

 
Customers would definitely benefit in the long run.

 
Paradigm shift in insurance business.

Detariffing process has two phases the first phase began on 1st January 2007 by change in pricing. The second phase will begin form 1st April 2008, which means that there will be a change of policy including policy wording, terms, tariff rules and regulations

Detariffing is the opening up of the market to free pricing and flexible policy terms and conditions. While the need for dismantling Tariffs has been acknowledged and supported by all stakeholders, IRDA had chosen to tread cautiously in Indian market so that in case the new-born private insurers have a hard time in the cut-throat competition to the bottom. IRDA, therefore, had to wait for 6 years after opening up of the insurance market as they felt that the players should have the maturity and the required shock- absorbing capacity.

It has, therefore, chosen to open-up in stages. Initially, IRDA allowed only the free pricing (from Jan.1’2007 to March 31’2007) with existing policy terms/conditions. Flexi-wordings is being proposed from April 2008.

Effects of Tariff Regimetc "Effects of Tariff Regime"
 
Cross subsidization of products prevailed;

 
Good customers paid for bad ones and better managed risks paid the same premium as their bad counterparts;

 
Underwriting skills of the  insures were smothered.

 
Complete lack of quality data.

SEPTEMBER 2005: ROAD MAP TO DETARIFFINGtc "SEPTEMBER 2005\: ROAD MAP TO DETARIFFING"

This was circulated trough circulation & web information in details. All insurers have given the road map to follow and remain fully prepared for de-tariff regime w.e.f. January, 2007 on its right earnest. Insurers are working overtime to gear themselves up to meet various deadlines. IRDA/TAC may check these plans to satisfy themselves about the companies’ seriousness.

IRDA DIRECTED AT “FULL DETARIFFING”- IRDA allowed full de-tariffing, hence not a single product is now under Tariff. All insurers are having their individual guide rates with their own scale of rating pattern and discount considerations.

·
Followed by ‘File a Use’ guidelines to be used after tariffs are withdrawn the ‘File And Use’ guidelines effective from 1st November 2006:

The guidelines on “File and Use” requirements for general insurance products have been reviewed based on experience gained with operation of existing guidelines. It also takes note of the present move away from tariffs and the comments of insurers on the earlier draft of these file and use guidelines.

Based on such review, these guidelines on “File and Use” requirements have been modified and are now being issued. The guidelines appearing now supersede all previously issued guidelines on “File and Use” and are issued under the authority of Section 14(2) (i) of the IRDA Act, 1999 and section 34(1)(c) of the Insurance Act, 1938. In these guidelines, an insurance product also includes a plan of insurance designed to meet the requirements of a client or class of clients.

IRDA requirements for review of productstc "IRDA requirements for review of products"
Insurers are advised to take note of the requirements of IRDA with reference to design and rating of insurance products and do an internal verification to ensure that the products that they will file have a good chance of not being queried by IRDA. The requirements of IRDA are as follows:

i)
Design and rating of products must always be on sound and prudent underwriting basis and should provide clear and transparent cover that is of value to the insured;

ii)
All literature relating to the product should be in simple language and should follow a similar sequence of presentation as far as possible, for easy understanding by the public; all technical terms should be sufficiently clarified for understanding by laymen.

iii)
The product should be genuinely an insurance of an insurable risk with a real     risk transfer. Alternate Risk Transfer or financial guarantee business in any form will not be accepted.

iv)  
The insurance product should comply with the requirements of the IRDA   (Protection of Policyholders’ Interests) Regulations 2002;

v) 
Insurers should use similar wordings for describing the same cover or the same requirement across all their products, such as clauses on renewal of 1 insurance, basis of insurance, due diligence clause, cancellation clause, arbitration clause etc.;

vi)  
The pricing of products should be based on support of appropriate data and technical justification;

vii)
The terms and conditions of cover shall be fair between the insurer and insured;

vii)  
Margins built into rates shall be consistent with the experience of the insurer in respect of commission, expenses of management, contingencies and profit; and insurer should confirm that they have taken the necessary steps to ensure that competition will not lead to unprincipled rate cutting and other improper underwriting practices


Other important directives given by IRDA‑


1.
underwriting guidelines with revised pricing to be filed;


2.
prohibition on variation of tariff coverage etc till 1st April 2008;


3.
IRDA requirements for consideration & review of products.


4.
Classification of products.


5.
Data support and active involvement vetting of rate by appointed actuary.


6.
Board approval for “Underwriting policy”


Process of preparation for the underwriters.... During phase ‘I’


Compilation and stratification of data


Data warehousing, analysis of data & sending of data to appointed actuary involving the

following:


1.
Various parameters of rating factors to be considered;


2.
 Extrapolation & adjustments on the working befitting to the exposure of their existing 


portfolio;


3.
Working of ‘raw rates’ from ‘incurred claims ratio’ and thereby meeting the cost of claims;


4.
Working of ‘average premium’ per policy on ‘actuarial basis’ with the help of the appointed 


actuary;


5.
Adequacy of peril wise premium by’ nature of loss’ analysis;


6.
Analysis for various discount parameters and possibilities;


7.
Checking accuracy and adequacy of data


Clouding for expenses and contingencies;


Allowable considerations/discounts for investment returns;


Preparation of internal guidelines (premium tables for in-house people);


Actuarial verification and approval by corporate underwriting committee/ Board


Training arrangement to underwriters


Arrangements of Checks and Audits


Continues review and updating.

Effect of De-tariffing                                                      tc "Effect of De-tariffing                                                      "
We understand that as much as Detariffing will change the financials of the company it would also affect the financials/commissions in following manner.


As per IRDA, no agency commissions/brokerage is payable on the TP premium.


On the OD front, IRDA commission structure largely remains the same. Hence, as of now, we do 

not see much change in the prevailing commission structures.                  


Competition in the market.


Risk bearing underwriting.

Motor Third Party Insurance VS De-tariffingtc "Motor Third Party Insurance VS De-tariffing"
- 
Whereas several complaints have been received regarding non-availability of motor third party insurance especially for commercial vehicles;

- 
And whereas insurers have been expressing difficulty to underwrite this business unless they are permitted to charge premium rates that they consider appropriate.

- 
And whereas considering the mandatory nature of motor third party insurance business it is necessary for the Authority to monitor the rates, terms and conditions of cover for the time being; 

- 
And whereas it is in public interest to ensure that all insurers registered to carry on general insurance business including motor insurance business actively participate in providing such cover to vehicle owners at rates as notified by the Authority from time to time; 

Now therefore, the Authority, after consultation with the Committee constituted under Section 110G of the Insurance Act, hereby directs that all general insurers registered to carry on general insurance business (including motor insurance business) or general reinsurance business shall collectively participate in a Pooling arrangement to share in all motor third party insurance business underwritten by any of the registered general insurers in accordance with the following provisions: 

1. Participation in pooling arrangement:

Every insurer registered to carry on general insurance business (including motor insurance business) or general reinsurance business shall automatically participate in the pooling arrangement to the extent set out herein. 

2. Underwriting insurers: 
Every underwriting office of every insurer that is authorized to underwrite motor insurance business for the insurer shall also be authorized to underwrite motor third party insurance business that will be shared among all insurers through the pooling arrangement. 

3. Pooling mechanism: 

The pooling of business among all insurers will be achieved through a multi-lateral reinsurance arrangement between the underwriting insurer and all the other registered insurers carrying on general insurance business (including motor insurance business) and general insurance reinsurers. 

4. Participation in motor third party insurance pooled business: 


The participation of General Insurance Corporation of India (GIC) in the Pooled business shall be such percentage of the motor business that is ceded to it by all insurers as statutory reinsurance cessions under Sec 101A of the Insurance Act. The business remaining after such cession to GIC shall be shared among all the registered general insurers writing motor insurance business in proportion to the gross direct general insurance premium in all classes of general insurance underwritten by them in that financial year. 

5. Underwriting of business: 


Underwriting offices of insurers shall follow the underwriting instructions of the General Insurance Council in the matter of procedures for underwriting and documentation and accounting and settlement of balances. The business shall be underwritten at rates and terms and conditions of cover as notified by the Authority from time to time. No vehicle owner shall be denied third party insurance cover in respect of his vehicle which is holding a valid permit for use on public roads except on grounds of attempted fraud. 

6. Claims processing and settlement: 

All claims in respect of third party death or injury or physical damage shall be processed for settlement in a speedy and efficient manner in accordance with the instructions of the General Insurance Council. For this purpose, the Council shall adopt a pro-active claims settlement policy adopting the most efficient claims processing practices possible. 

7. Administration of the Pooling arrangement:


The GIC shall act as the administrator of the pooling arrangement. It will act under the guidance of the General Insurance Council. For this purpose, the Council may establish such Committees of insurers as are necessary to operate the Pooling arrangement and process and settle claims in the most efficient manner. 

8. Remuneration: 

There will be no agency commission or brokerage payable in respect of motor third party insurance business. The underwriting insurer will be paid a reinsurance commission of 10% on the premium ceded by it to all the other insurers and reinsurers. The GIC as administrator shall be paid a fee of 2.5% of the total premium on motor third party insurance business in respect of the business underwritten for the pooled account. Each insurer shall bear the cost of hardware required to operate the pooling arrangement within its offices. The GIC will bear the cost of hardware necessary to administer the pooling arrangement in its offices. The cost of the operating software for the pooling arrangement shall be shared by all the insurers and re-insurers in the manner decided by the General Insurance Council. Each insurer shall bear the cost of travel of its executives to attend to the work relating to the pooling arrangement. However, any travel specifically to service a claim shall be recoverable as claims related expenses. 

9. Agreement: 

The insurers and GIC shall enter into a multi-lateral reinsurance arrangement to give effect to this pooling scheme. 

10. Review: 

The Authority will review the operation of the pooling arrangement and the need for regulation of the premium rates and terms of cover and will issue such directions from time to time as may be considered necessary.

Revised TP rates (Effective January 1, 2007)tc "Revised TP rates (Effective January 1, 2007)"
As per the IRDA notification, the Basic TP rates stand revised w.e.f. January 1, 2007 for all classes of motor insurance. The following are the revised TP rates for the private car/two wheeler policies. 

Class of Vehicle 



Current 
New Premium w.e.f 01.01. 2007
Private Cars (CC)

Not exceeding 1000 CC 
500 
670


1000 CC-1500 CC 
600 
800


Exceeding 1500 CC 
700 
2500


Two Wheelers

Not exceeding 75 CC 
135 
300


75 CC to 150 CC 
160
300


150 CC to 350 CC 
175
300


Exceeding 350 CC 
190 
620

(Excludes Service Tax)

Similarly the TP rates have been revised and specified for all classes of vehicles under the India Motor Tariff.

IMPACT OF DETARIFFING   (WHAT LIES AHEAD )tc "IMPACT OF DETARIFFING   (WHAT LIES AHEAD )"
The impact of de-tariffing will be different for each of the parties involved in Indian insurance market. The industry involves the insurer, the intermediaries and the Regulator with the pivot being the customer or the insured (mainly the corporate customers). 

For the customers:
Mainly for the corporate customers the initial picture appears to be rosy. When the curtains unfold, the market is expected to turn quite chaotic. The market definitely expects a storm, with the eye that remains calm being the customer. There is going to be flurry all around with insurers and brokers concentrating only on giving their customer the best (perhaps the lowest) price. There may be some degree of disappointment among large corporate houses on the delay in opening up with new policy wordings (which means invariable delay in new products development). Focus will be on negotiation with the insurers and brokers for the lowest price only. The logical step would be to showcase “sound risk management” to enjoy a tower premium rate. However, what we have to wait Et watch, in reality, to see what happens in reality. A full-blown price war among the insurers has already been started (for top-line growth) from 1st January, 2007, may sideline the actual importance of risk-management, at least initially. While there would be a drop in the Fire and Engineering Lines (subject to favorable loss ratios) invariably the health and Motor premium is bound to go up. During the mid-2008 when the restrictions on the Policy Wordings will be lifted, again the concerns of the customer will begin. Apart from prices, the intricacies of the policy coverage would definitely play a crucial role. The customer then undoubtedly need to be more aware of the product he is buying. At the same time he will, however, believed to benefit from a much wider choice of products in the baskets of various insurers. It may be convenient to the customer that time to avail even a tailor-made product very specific/ befitting to his requirement.

For the broker:
This de-tariff regime would certainly enhance his role. The will invariably need the service of the professional broker. While it might mean difficult days for the small time, frivolous players who have been in the market only as routing agents, allowing some discount in brokerage, the big ones with their expertise Et visible service benefits would be here in Indian market to stay. The brokers would not merely participate in the price war but would need to give quality submissions to the insurers conveying all the material aspects of the risk to be covered. The broker need to become the eyes of the insurer and the voice of the customer. He is certainly expected to assist the insurer in evolving a code of conduct for keeping the competition on sound technical footing, being the catalyst between the customer and the insurer and assist in guiding the tariff-free market competition along healthy lines and ensuring the sustenance of all the parties involved. Even there is a likely possibility that the market may shift from a commission-driven market to a fee model one and the broker may get a pre-decided fee from the customer. He will play the role of a consultant in true perspective and risk manager for his client in true sense.

For the Regulator:
It is highly required that IRDA should closely monitor the market behavior and may have to step in so that the methods of competition does not become harmful for the long-term advantages of the market. The regulator needs to be highly active to see that the industry flourishes in the this new de-tariffed regime. It is to be definitely ensured that there is prudence in underwriting with sound solvency margins and good corporate governance in running the business. A constant and consistence vigil should be required until the market matures and each of the players understands regulator’s rote. IRDA has given the directive that Policy wordings, terms, regulations of the tariff need not be deviated and even in the area of pricing IRDA has given a ceiling in reduction of tariff rates. The discounted the de-tariff rate should not be less than 40% for Fire a Engineering (for favourable features of the risk exposures along with the discount on claim experience) and for Motor Department 20% (the final rates after providing guideline discounts/loadings should not differ from the erstwhile TAC tariff final rate by more than 20%) of the overall discounted tariff rate (as enjoyed by the client in the tariff regime). This means even the possibilities of breach can not be disallowed totally even in this de-tariff regime. Again clear rules would be required to be laid down for handling of cases if (God forbid) an insurer approaches insolvency. Acquisition and merger rules would need to be in place.

The main implications for the regulators could be


1.
Implementation of timely a fair regulations for all stake​holders;


2.
Creating adequate infrastructure for‑



Monitoring and ensuring financial stability of the insurers; Monitoring and penalizing erroneous machinery; Defining respective authorities (including discretionary) of the respective people; Prudent product approval; Efficient Technical audit (Mainly for the first one year); Monitoring the data warehousing Et mining work (being conducted by TAC); Effective consumer redressal mechanism.

For the underwriters:
De-tariffing does not mean freedom in pricing but it means merit rating. Each insurer is now individually accountable for the rates offered by him. This de​tariffing will provide the opportunity to improve insurer’s efficiency through competitive pressures on pricing and service. Since fierce competition has started amongst insurers since January 1, 2007, and in various cases it was found that both Public and private sector players are quoting competitive prices and wining the situations. Whenever, the quote has not become Level 1 the insurer immediately started the introspection and revised the respective area of their guidelines to ensure no future defeat. There are apprehensions that, at least initially, premium (top-line) growth would dominate at the cost of viability or “risk rating” - which can affect solvency margins. Each proposal will need to be studied and rating to be done obviously on sound technical grounds. Underwriters & Marketing team, sandwiched between the internal guide book and competitive market trends, will need to be properly guided along the right lines. Decision making could turn a bottle neck with the head offices having to take crucial decisions of how much and to whom to decentralize and to what extent. Internal training of all the employees will have to be taken up in right earnest. On both technical and Information Technological aspects.

Inspection of risks above specified limits would become critical unless the broker takes on this role. Insurers need to set aside personnel for effective Et fruitful product innovation. Internal monitoring mechanism would need to become more stringent. Actuaries started playing a more vital role and we may see them soon turn into underwriters. While the top-line would see a plunge of about 25​35% initially (it will definitely start hardening after a couple of years), the bottom line may take a drastic hit. Insurers would spent more time on risk profiling through risk inspections and data collection. Particularly PSU insurers, with their 3 decades of experience, claim data and healthier reserves are expected to give private players a run for their money. The big boys will be able to stay and there could be a shake-out of the small time insurers and intermediaries. Imprudent underwriting in the long run could see some companies shutting their shop. On the other hand best company becomes the benchmark for others to follow. Low pricing is not the basis of creating the best company, it will be based upon Risk acceptance, Service delivery standards and commensurate remunerative pricing. We must note that “In an increasingly competitive marketplace, fools will compete on price. Winners will find a way to create lasting Value in the customer’s mind.” -Said Tom Peters.

So the need is to ensure fair pricing, balance between the interests of insurer, insured and other stakeholders. Since the price war is fierce there need to be a check of unmindful of viability for insurers. It is essential to moor pricing on sound technical base to prevent market going out of control. The insurers need to standardize their Misc. Policy terms Et conditions since no cross-subsidy is available now. It is the dire need of the insurers to enforce self-regulatory and governance norms.

GENARAL IMPACTtc "GENARAL IMPACT"
The market would begin to see the cycles of ups and downs with the market softening initially and subsequently hardening depending upon the demand and supply and the highs and lows of the risks. Insurers may begin to cherry pick not wanting to see their bottom line in the red. De-tariffing may lead to over regulation. With the past experience of marine de-​tariffing, the regulator needs to be more watchful. Liberalization is also expected to bring substantial market expansion and focused penetration together with technology up gradation fine-tuned to international standards. It is expected that new and innovative products would make their presence felt along with improved focus on customers, introduction of better service standards and specific risk underwriting.

It is absolutely clear that this big action of beginning of de-tariff regime in insurance in non-life sector, we will experience paradigm shifts over the next few years. With the liberalization of general insurance market, interest has been shown by U.S., U.K., Japan and European and other countries in the insurance sector in India. Again as the insurance sector is going to introduce Foreign Direct investment of up to 49 %, there is likely possibility of success in dealing with these changes.

Since Tariff free regime is the biggest ever challenge for the general insurance industry, we need to define our priorities between Growth vs. Profit as both may elude for some time. Our customer will become more demanding and the insurers will have to be in tune with the customer’s expectation. Now the insurers conduct will be under stress, since they can not take customer for granted and the customer, in this stage, will decide the insurers’ destiny. When the policies are up for renewal each year, but the decision is no more on your reputation or corporate values but on some other notes.

Company’s Point of View for De-tariffingtc "Company’s Point of View for De-tariffing"
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customer’s Point of View for De-tariffingtc "customer’s Point of View for De-tariffing"

This phase will see new products being launched


To launch new products with options to choose perils and add-on covers and considerations on “what is desired by the customers most?” Like the introduction of new concepts:

1.
Policies purely on first loss covers;

2.
Policies on selective perils basis;

3.
Policies considering agreed value covers; etc

Challenges to be faced by the insurers- the challenges ahead:

1.
Collection of risk-wise claims linked data is a Herculean task.

2.
Training of at least one underwriter each in existing above. 4500 underwriting/ Operating offices 

in India

3.
Strong Information Technology Support is essential

4.
Monitoring compliances.

Mainly Insurer need to Face

a)
Stiff competition and aggressive Marketing

b)
Adapting to new business environment

c)
Change of mindset of all in market



pricing befitting to survival in the market;



product innovation to suit market requirement;



reduction of response time;



remaining competitive-specially in profit making segments ;



consistent data capturing on multiple parameters and data accuracy;



regular data transfer to corporate office to form data base;



appreciation of underwriting factors and information;



study the company guidelines and be up to date;



inspection of all important risks for correct risk analysis;



Competitive pricing in the post de-tariffing regime;



There is need to create capacities for new emerging risk, like it related frauds           terrorism to minimize the dependence on reinsurance pricing (based on international claim experience).

Policy document to include signed proposal, risk inspection report, last three years’ premium and claims figures as also loss assessment reports and claims process including salvage disposal with time frames



Throw out impractical perceptions like utmost good faith, indemnity, etc to eliminate subjectivity, to ensure process objectivity



Continuously monitor relationship;



Address all limitations of tariff;



First loss/ EML/PML based covers may come to exist;



Long-term covers be introduced, to ensure mutual benefit;



“replacement value” only, not indemnity & “r i v” may be agreed upon at inception -these two steps will eliminate subjectivity in claims management;



Address salvage valuation/ disposal at cover inception;



Why portfolio-based covers? Why location - based sum insured? - why not a single enterprise-based cover?



Policy document wording to be simplified and to reflect changed environment;



May
address information asymmetry;



Insist insurer to think-”how to speed up claims settlement?”



Ensure loss assessor’s recommendations, with insurer’s concurrence, have the impact observations on policy



Conditions; likewise, risk control/improvement reports will get importance



Our industry needs to change.

FUTURE PRICING STRATEGIES tc "FUTURE PRICING STRATEGIES "
Basically two considerations:-

1. 
RATE BASIS:
CLASS RATES: Where risks of a Class have similar risk factors and individual variations are not financially significant — Motor Risks. INDIVIDUAL RATES: Where each risk has significant variation in risk factors and the financial magnitude justifies individual rating- Engineering Risks. BOTH CASES: Start with a base rate and apply loadings or discounts for risk factors - Fire Risks.

2.
PREMIUM FIXATION: 

Premium = Sum insured x Premium rate- MUST BE = Commission + Expenses + Claims cost + Margin for catastrophic claims + Profit margin.

(Pt. no: 1- 6 Still pending)
7.
NON- FINANCIAL IMPACT ON INSURERS
Finalize fresh underwriting guides and decide on new levels of risk acceptance Freshen up procedures for risk inspection Extensive training to employees on responsible Decide on new policy terms where required and premium ratings for various segments.

8. 
POST-DETERIFFING ROLE OF THE UNDERWRITERS
Continuously monitor under‑ writing standards to ensure that quotes are not given only under competitive pressures. Reporting to their respective Board and IRDA on deviations and remedial action taken. Role of   IT  in supervision.

9.
FINANCIAL CHALLENGES AHEAD AFTER DETARIFFING
Pressure on Underwriting Profitability and consequently on Solvency Margin - Will be further aggravated by reckless underwriting. Deep, Sudden and Temporary Financial Impact on Current Tariff Portfolios. Pressure on Underwriting Profitability and consequently on Solvency Margin -Will be further aggravated by reckless underwriting. Deep, Sudden and Temporary Financial Impact on Current Tariff Portfolios.

10.
LIKELY TREND OF THE MARKET
10.1. Sample Study based on 4 PUBLIC SECTOR INSURERS’ Figures for 2004-05:

For the purpose of evidence of paid up capital a copy of the latest Balance Sheet which is in public domain as per the requirements of the Companies Act, 1956 should be acceptable. In case of a balance sheet which is 2 years prior to the relevant year of placing insurance an auditor’s certificate must be produced. In case of sole proprietorship and partnership firms a certificate from a Chartered Accountant to the client should be acceptable.

 In respect of branches in India of a foreign company reference should be made to the paid up capital of the company in the country in which it is incorporated converting it into Indian Rupees at the current exchange rate on the date of insurance

 No payment of any kind, including “administration or servicing charges” is permitted to be made to the agent or the broker in respect of the business in respect of which he is paid agency commission or brokerage. 

This direction supersedes all existing directions on the subject and shall take effect in respect of insurances or renewals commencing on or after 1 January 2007. 

Supplementary Perspectives of De-tariffingtc "Supplementary Perspectives of De-tariffing"
It is the responsibility of insurers to take a robust approach to underwriting with pricing of covers aligned to the risk exposure. We have seen rationalisation of pricing in fire and engineering insurance with corporate customers re-evaluating their portfolios to optimise risk coverage. As the market stabilizes, we will see a distinct positioning emerging for insurance companies based on their strategic response to detariffing. One of the outcomes of detariffing has been the formation of an industry pool for third party liability for commercial vehicles, which will streamline the claims process and benefit the industry and customers. 

To retain customers in a competitive scenario, insurers will focus on customer service and product innovation as key differentiators. The increase in width and depth of insurance penetration will trigger the spread of customer service networks along with standardization of processes to ensure quality and uniform service delivery over a wider geography. 

Price Repositioning
Prices are now associated to risk and have seen a downward shift vis-à-vis tariff rates in fire and engineering. Flexible pricing has reduced cross-subsidisation and group health insurance premiums are more aligned to the claims history. Risk-based pricing of motor insurance has begun and insurers will continually refine their rating engines based on ongoing claims experience. 

Effects on Price and Renewals?
Overall, we have maintained our renewal volumes. Corporate customers are taking on additional covers to cover relevant risks. With a large investment pipeline, the need for risk management solutions is also growing. Insurance is being viewed as a tool to manage risk and not just as an expense head or as a mandatory requirement. 

It was also expected that the public sector would have advantages over the private sector after detariffing Public sector insurance companies have large risk capacities and deep customer relationships, which they would leverage to maintain and grow their market share. Risk management solutions and high service levels, facilitates customer retention. 

Swiss Re has said that detariffing after January 1 in the country may activate shake-out in Indian general insurance sector.

“After post detariffing, there will be premium instability, the need for the capital will be higher and the pressure on the profitability in the industry will make the survival of small companies difficult,’’ said Thomas Hess, chief economist, Swiss Reinsurance Company.

According to Hess, going by the global experience, the premium prices will fall with insurers opting for predatory pricing resulting the insurance companies suffering underwriting losses after the detariffing begins. “The price differentiation will have a social implication as those who can least afford the insurance premium will be excluded,” he said.

There will be substantial cross-subsidisation in the industry and the insurers will re-focus on underwriting/technical pricing, emphasis on data quality and there will be a need for internal control/ guidelines for the insurers. The re-insurers will be in the spotlight by helping to set rates and instill technical underwriting. Highlighting the role of the Swiss Re in Indian market, Yeung said his company will be transparent, consistent and will guard the financial health of he market. “The foreign re-insurers have not played a significant role in Indian insurance market as the state owned General Insurance Corporation is the sole reinsurance company in the country,” he said.

The detariffed regime has brought with it many opportunities to the insurers to grow and to serve. Along with these opportunities lie challenges too. Only time will tell how the insurers are going to avail themselves of these opportunities and tackle the challenges? The tariff rating structure applicable for the pricing of fire, engineering and motor insurance covers of the non-life sector has been freed from January 1, 2007, with one proviso that the rates for the statutory motor third-party insurance covers would be prescribed by the IRDA. The motor third-party business forms about 12% of the total market premium of Rs. 25,000 cr in 2006-07.

The losses/surplus, if any, arising out of the pool will have to be borne by the Insurers in proportion of their overall business size in all classes of Insurance. This means that a company with an overall Insurance Industry market share of 10% will have to share 10% of the losses/surplus of the TP Pool irrespective of the size of motor insurance business in the company’s portfolio.

What is it that is going to change in the Detariffed scenario?

Third Party Premiums (As defined by IRDA)

Own Damage Premium (Risk Based)


Rating Process (Multi Modal rating options put in place by TAIG as against a single excel based/manual calculation in the tariffed scenario)

What will be the Impact of Detariffing on the Own Damage rates?
With the detariffing of the OD rates, the risk will now be rated on the various relevant parameters decided by the respective Insurance Companies. Customers with good record are going to get the benefit of the detariffing so for e.g. customers with good claim experience can expect a rate reduction in OD premium. With the revision and freezing of the TP rates, the OD section shall be independent of the TP premiums/ claims experiences.

What Opportunities can Detariffing bring to my business?
Detariffing is essentially an acknowledgement of business realities and an attempt to differentiate the risk exposure. 
Free Pricing of the OD section would be beneficial to insurers who have strong statistical databases to be able to price the individual risks based on effective segmentation.

Subject to IRDA approvals:
1.
From January 01, 2007 every risk will be an insurable risk at the right price.

2.
Risk class changes due to ‘break in insurance’/ ‘driver age’ may not be relevant.

3.
No 0-0% restrictions.

4.
There may not be any moratorium vehicles.

5.
In coming times you may expect to see a Commercial Vehicle underwriting strategy.

6.
Further opportunity will present itself once there is freedom to the insurers to also change the terms and conditions of the policy from April 2008.

How to face the Detariffing challenge?
The following are a few of the preparations done to ensure that together with channel partners, we take up the challenge-

A)
Pricing and product price must be filed. To file a product with the regulator. 

B)
System Preparedness — We have made the necessary changes in the Systems to ensure that systems deliver the support to business in the front end. The testing of all the changes made is in progress on a continuous basis.

C)
Process Simplifications — No ‘break in insurance rating’, E CRS initiatives etc.

D)
Technology Solutions — Various technological improvements have been effected to ensure business simplicity. A few of them are



a)
WPOS enability to provide detariff quotes.  


b)
Multimodal Quote Issuance - WPOS/ SMS/Computation Template/ Call Center.


c)
Audatex tie up for online claims settlement leading to reduction in costs leading to an 


ultimate pricing advantage.

Intelligence Unit being created within the company to keep update with the market pricing movements enabling an instant adaptability to market/competitive conditions.

The impact of the TP Pool is being assessed to ensure a more stable business operation, as always.

What is a ‘preferred segment’?
‘Preferred Segment’ is a segment that TAIG will focus on because of favorable loss results of these segments on the portfolio. These are the segments where you will have price advantage over the competition for aggressive targeting of the customers. A few examples of ‘preferred segments’ will be- Select Executive segment vehicles, Premium vehicles, Luxury vehicles, Positive claims experience customers etc. Corporate fleets will also be a preferred segment for us.

How will I get the Rate Quote? Will my executive be able to close the case on the field?
There will be multiple modes through which channel can work on the motor proposal


a)
Webpos


b)
SMS Facility


c)
Call center

So incase the FOS is on field and in front of the customer an instant quote can be received by the SMSing the details or by calling up the call center/office. The above has been created to ensure that the agent/executive on the field does not have to depend on any body to get a quote and close the case.

Will Detariffing lead to different/complicated processes/ procedures?
Rest assured, the inherent strength that TAIG  has developed in the past few years on the Systems/ Processes and Dependable solutions for the channels shall remain unaltered.

Starting January 1, the only primary change that you would witness on the Process side is the Rating Mechanism. TAIG has ensured that knowing what premium to quote to the producer will be a simple process. There will be multiple and simple modes of rating.

Rest of the processes will to a large extent remain unchanged.

A few positive initiatives that you will see coming your way are:



Aggressive strategy on the 2 Wheeler segment.



More segments to target for business growth- ‘Break In Insurance’ segment,‘ Softened stand on Moratoriums’, ‘Possibility of a more aggressive outlook towards Commercial Vehicles’



1.
Process simplifications



2.
An aggressive roll over shoppe program for interested partners.

Training:

Training will be a very critical component in the de tariffed scenario. The scenario is comparable to the time when the tariff for motor insurance was changed in July 2002.

CONCLUSIONtc "CONCLUSION"
Definitely detariffing will lead to a sharp drop in premiums. At the same time several insurers are ignoring the risk factor while pricing their policies. There is need to change for the greater good of the industry and consumers. IRDA had allowed a maximum reduction in the ‘OWN DAMAGE’ premium of 20%, and insurers have done it by 15-20%. Third Party still remains tariffed and has been hiked by 70%. Overall, auto premiums have gone down, since the own damage component comprises 85% of the total premium. For two wheelers, though premiums have risen, as third party comprises 40% of the total premium.

Unfortunately, in today’s scenario, insurers are focusing on increasing market share, which might return to disturb them later on. So, we can say when the industry is completely detariffed, expect a further drop. Gradually, as they start aligning prices to risk, premiums will rise.

NEW PRODUCTStc "NEW PRODUCTS"
Firstly the provision of ‘Malice’ may be reintroduce, in which if a claimant make a claim after 3 to 4 years, the settlement of claim will be on its Original value rather depreciated value.

Secondly ‘complete damage compensation’ is going to be introduce which will pay more money to the customers to buy a new house (Only for those whose flat is completely destroyed).Simultaneously, the damaged house will be redeveloped, and the insurance company will take procession of it.

Eventually, we can conclude that the market needs to mature. Things will start looking a bit different by the end of 2008.The real picture, however is still three to five years away.

