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The Institute has notable achievements to its credit in ferms of, inter alia, a
wide network of Associated Institutes, committed administrative staff, I.T.
applications in the examination system, devoted support from insurance
professionals in service or in retirement and, now its own physical
infrastructure which is at an advanced planning phase.

On these solid foundations it should be easier to build a superstructure of
quality education for the decades following the Golden Jubilee.

Professional education demands strong academic underpinnings in terms
of appropriate syllabus reflecting the current readlities and likely tfrends in the
market and preparation of study material. There has been commendable
contribution from insurance professionals in the past but it is time to induct
younger professionals into the academic aspects of the Institute agenda.
[t may not be an exaggeration to say that there is abundant hidden talent
in the insurance industry, as is evident, for example, from the number of
entries to the S.K.Desai, D.Subrahmaniam and Technical Competitions. It is
encouraging to observe that for the first fime three entries have secured
prizes in the competition and this augurs well for the Institute.

Retired professionals should not be allowed to fade away but may be
entitled to guide the deliberations of various expert committees. There may
be many available who believe in Bacon’s dictum: “Every person is a debtor
to his profession.”

Another area which needs to be examined is the current Postal Tuition
Service introduced decades ago with laudable objectives. But in recent
years, there appears to be a large number of drop-outs amongst the
candidates who enrol for this service. Why this is so needs to be examined.
In any case, distance education is absolutely necessary in a large country
like ours and specially so, because Oral tuition facilities may not be available
in many centres and where available may not be availed of due to time
constraints or other reasons.

The demand for distance education is pronounced in university,
management and professional education. The Institute may address this
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issue to extend its reach to the large number of candidates whether in
urban or rural areas, who may not have the confidence to study on their
own but would welcome external aids. Distance learning is commonplace
in the U. K, the U.S.A., Canada and Australia. In India, nearly 25 percent of
Universities have in place distance learning systems. The All India

Management Association has plans to extend management education
even at the zila parishad level.

Advances In Information Technology have impacted all aspects of our lives
and, In education we have open universities, online universities, etc. Online
courses have become more accessible in many areas of education
including professional education.

According to President A.P.J. Abdul Kalam, quality education in remote
areas requires tele education. After visiting a number of laboratories last
year and interacting with the scientific and technological community, he
has identified education as one of the major areas where the influence of
Science and Technology will be strongly felt. In this context, he has made a
specific reference to the Indian Space Research Organisation'sEDUS AT
(Educational Satellite) which will be useful for Schools, Colleges, higher level
of education and non-formal education and will provide both-way
interactivity and collaboration between the students and the education
provider.

This may be in a long term scenario but the possibilities are infinite. The
Institute, which has I.T. applications in place in many of its activities, may
explore the possibilities of e-learning in insurance.

Innovation and creativity should be the mantra of the educational policy
and mobilisation of the hidden talent in the insurance industry its action
plan. With this two-pronged effort, we may strive for academic excellence.



Hon'ble Dr.M.Khajapeer, Vice Chancellor, Karnataka
University, Dharwad; Hon'ble members of the Council
of Insurance Institute of India; members of the Board
of Education and Administration Committee; Hon.
Secretaries of Associated Institutes; invitees,
distinguished guests; members of Media and my dear
colleagues from Insurance Industry.

| have great pleasure to welcome you all to the 49"
Annual Conference and the 96" Council Meeting of
the Insurance Institute of India. | am specially grateful
to Dr.M.Khajapeer, the Hon’ble Vice Chancellor of
Karnataka University for sparing his valuable time and
to be present at this august gathering as the Chief
Guest at this solemn function and to address the
distinguished gathering at this annual function.
Dr.Khajapeer, | am indebted to you for your presence
here.

This event is being hosted by Dharwad Insurance
Institute, one of the Associated Institutes of the
Insurance Institute of India. The Dharwad Insurance
Institute was established in the year 1967 and it has a
membership strength of over 4000. | am thankful to
the Chairman, Honorary Secretary and other Members
of the Dharwad Insurance Institute for organizing this
conference under their auspices. They have taken alll
efforts to place the members comfortably during the
stay at Dharwad.

Dharwad is a small town in the state of Karnataka and
it is known as an educational center. This is evident
from the fact that Dharwad Insurance Institute has a
membership strength of over 4000 despite being
geographically a small place. This is the first time that
the Dharwad Insurance Institute organizes the Annual
Conference and the Council Meeting.




Achievements during the year

During the year 2003-04 the Insurance Institute of India has shown satisfactory progress both in
terms of financial performance and examination activities. As members are aware, besides
the professional certificate and diploma examinations, the institute also provides regulation
related qualification both for agents and surveyors. The Institute in its objective of having its
own building, made payment for the cost of land in the Bandra - Kurla complex in Mumbai. As
per the decision of the Administration Committee of the Institute, the construction of the building
will be entrusted to LIC of India.

The Institute also brought out new text books covering the subjects of insurance broking and
insurance survey for the first time and these have been well received in the industry circle. The
Institute also revised the text books for Pre-recruitment examination for life and general insurance
agents. The examination based on revised syllabus for Pre-recruitment of agents however, will
be starting in case of life insurance from July , 2004 and for general insurance from October,
2004.

On the international plane | am happy to report that the Regulatory Authority in Nepal and Sri
Lanka now insist upon Associateship qualification of Insurance Institute of India for licensing of
brokers. Besides, the number of candidates appearing for Sri Lanka has crossed 300 mark for
the professional examination. Invitation also received from the Chairman, Insurance Association
of Pakistan for discussions on, inter-alia, of extending Insurance Institute of India’s services to
Pakistan Insurance Industry.

The Chartered Insurance Institute, London continues to provide exemptions for the associates
and fellows of the Insurance Institute of India (4 & 7 subjects respectively in their ACIlI ) and it is
under active consideration of the Chartered Insurance Institute to provide exemptions in some
subjects for candidates having passed Licentiate examination under their revised system of
qualifications. An agreement in this area is likely to be reached in a couple of months.

A proposal of the Australiaon and New Zealand Institute of Insurance and Finance (ANZIIF) to
permit Licentiate qualified members of the Institute to be become Associate members of ANZIIF
is under discussions. It is also expected that some progress will be made with the Canadian
Insurance Institute for providing cross credit to persons having L.I.I. qualifications.

With the cross credit already existing between USA and Indiq, it is expected that all the major
markets of the world in insurance will have cross credits in their qualification for qualified
professionals from Insurance Institute of India. The Institute will launch a global qualification of
Institute of Global Insurance Education (IGIE) co-founded by the Insurance Institute of America,
Canada and England in electronic form in a couple of months from now. Discussions with
LOMA ( Life Office Management Association, America) for incorporating Indian content of
Insurance Institute of India in their international qualification FLMI are likely to begin this month.

The institute is also taking steps to position itself as provider of insurance education for specific
needs of call centres and BPO organization and also planning to provide quadlification frame
work for regulatory compliance by these organizations as per regulatory requirements of Western
Europe and America and the scheme of co-operation will be discussed with the Insurance
Institutes in UK,USA, Canada, Australia and New Zealand.




The Institute will continue to build on information fechnology platform for wider reach and for
improvement in services to members and members can now view the journal of Institute on its
website regularly and very soon provision is expected to be made for issue of digital certificate
for IRDA examination.

Golden Era - 1955-2005

| am very pleased to inform this august gathering that the Institute has entered 50™ year of its
operations and it is time to both celebrate as well as to acknowledge the contribution made
by thousands of insurance professionals who worked without any reward for building this
institution. In particular, | would like to thank the contribution of, besides the Council members
and the members of the Board of Education and the Administration Committee, the various
office bearers of Associated Institutes in India and affiliated Institutes abroad for helping in the
development of this institution. My thanks to all of you for contributing so much to the present
status of the Institute.

The Challenges Ahead

So far,  have outlined all the good things and good news, let me now share with you the future
challenges. The growth in the operations of the Institute during the last 4 years has imposed
serious burden on the administration of the Institute. While | compliment the Officers and the
employees of the Institute for standing as a one man team to deliver the promises to the
Insurance Industry, it is time to set up systems and procedures to consolidate the growth achieved
so far. This does not mean that the Institute should not plan further growth. It is, however, important
to have proper balances and checks before further growth is achieved otherwise in the absence
of changes in the organizational structure, growth may be counter productive.

The Institute needs to expand both in terms of infrastructure facilities and human resources.
Enormous financial resources will be needed in the next 5 years for completing the building
project on time. To continue to enjoy the status of premier Institute in insurance education, the
Institute is examining the possibility of converting itself info an insurance university as a private
university.

In the context of changes in the insurance industry the role of Associated Institutes can no
longer be limited to public sector companies who do not employ new manpower and has
floated VRS schemes. The control over sale of study courses and the accounting needs to be
redefined in the light of observations from the auditors.

| am sure with the expertise that Institute has acquired it can address these challenges given
the support of the Associated Institutes and | hope that the details will be worked out during
the current year.

Professionalism — Key to Industry Development

Insurance, being a knowledge subject, the need for insurance education can hardly be
emphasized with an ever demanding customer on one hand and a vigilant regulator on the
other, in the competitive environment with a large number of players having enormous financial
resources, the key to success will lie with the quality of manpower with the individual organization.




While technical knowledge itself may not be very essential for some of the functions, possessing
the same always means an additional advantage.

The blurring of boundaries between insurance and banking and new methods of risk financing
and risk management are serious challenges for future managers in retaining the distinct identity
and the role for insurance industry. Demographic changes of vast scale, difference in life styles
and need for post retirement income besides the new type of risks that the community is facing
can be addressed by application of knowledge acquired through professional qualification.

The insurance industry has opened a flood gate of new opportunities and challenges in other
sectors of economy as well, particularly, for call centres and BPO companies. In order to satisfy
their customers, the call centres and BPO companies need to train their employees in the
domain knowledge of insurance. Theses companies will also have to satisfy regulatory
requirements of overseas companies.

The opportunities of self employment in the field of insurance selling, marketing, survey and
broking operation can provide self employment opportunities for career development to scores
of qualified people in India. Insurance education and qualification, therefore, will be required
in a greater measure and the Institute will have to reposition its courses to cater to the variety of
demands emanating from the new face of insurance industry.

Acknowledgement

In the first year of my association with the Insurance Institute of India being its President, | am
happy to note the progress made by the Institute during the year. | must extend my sincere
thanks to IRDA for keeping the Institute in high esteem for examination related activities. This
helps immensely for the progress and prosperity of the Institute. The members of Council,
Administration Committee, Board of Education and other sub-committee deserve my
appreciation for their contribution through their valuable suggestions and advices. My thanks
to the Editor of the Journal and some Board Members who have provided expert opinion on
administrative and accounts reforms. My thanks also to management of all insurance
companies in private and public sector for their support and co-operation.

Before | conclude my address, let me once again thank the members and volunteers of
Dharwad Insurance Institute for hosting this conference.

Thanking you.




Keynote Address
delivered at
the 49th Annual
Conference of Insurance
Institute of India at
Dharwad, on 12th
September, 2004

HISTORICAL BACKGROUND

Insurance in India has progressed
through several evolutionary phases in
its more than one and half century
history. The origins of the Indian
insurance industry can be traced way
back to the pre-independence era to
1818 when it was conceived as a
means to provide for English widows.
Interestingly in those days a higher
premium was charged for Indian lives
than the non-Indian lives as Indian lives
were considered more risky for
coverage. The first Indian Life
Company, Bombay Mutual Life
Insurance Society started its business
in 1870. It was the first company to
charge same premium for both Indian
and non-Indian lives. The Oriental
Assurance Company was established
in 1880. The first general insurance
company in India - Triton Insurance
Company Limited was established in
1850. Till the end of nineteenth century
insurance business was almost entirely
in the hands of overseas companies.

Insurance regulation formally began
in India with the passing of the Life
Insurance Companies Act of 1912 and
the Provident Fund Act of 1912.
Several frauds during 1920°s and
1930’s sullied insurance business in
India. By 1938 there were 176
insurance companies. The first
comprehensive legislation was
infroduced with the Insurance Act of
1938 that provided strict State Control
over insurance business.

The insurance business grew at a faster
pace affer independence. Indian
companies strengthened their hold on

INSURANCE REGULATIONS

IN INDIA AND FUTURE
DIRECTIONS

By : Shri T. K. Banerjee,

Member - Life, Insurance Regulatory and Development Authority,
Hyderabad.

this business. Life insurance industry
was nationalised in 1956 with the
merger of 245 private life insurance
companies, and the Life Insurance
Corporation (LIC) of India was formed.
The (non-life) insurance business,
however, continued to thrive with the
private sector till 1972 before it was
also nationalized, and General
Insurance Corporation (GIC) was
formedin 1972 by merging 106 private
insurance companies. GIC in furn had
four subsidiary companies.

It was expected that the nationalised
insurance companies would enhance
the spread of insurance to the hitherto
neglected areas of the country
besides improving security of assets
and quality of service to customers
and also aiding in mobilising savings
for the economic growth of the
country. It was also felt that the growth
of the insurance business would be
faster and consumers would have
access to insurance coverage of
world class standard. Although the
nationalized insurers contributed to
the development and spread of
insurance, there continued to be a
wide gap in terms of the market
potential which the country offered.

OPENING UP OF INSURANCE

In 1991 there was a paradigm shift in
government policy with the advent of
economic liberalisation. Financial
sector reforms in the mutual funds and
banking sectors allowed foreign direct
investment and foreign institutional
investment. In the insurance sector a
Committee on Reforms in the
Insurance Sector, popularly known as

Malhotra Committee in 1993, was
appointed by the Government to
review the working of the insurance
industry.

The Committee in its report submitted
in 1994 recommended opening up
of the insurance industry. The
key recommendations included
permitting private companies with a
minimum paid up capital of rupees
one hundred crores to enter the
industry, prohibition of composite
insurers and permitting foreign
companies to enter the industry in the
joint venture mode with the domestic
companies. Other recommendations
were introduction of alternate
distribution channels for improving the
insurance penetration, the setting up
of an insurance regulatory body and
making the Controller of Insurance
independent, and also amendments/
changes to the Insurance Act, 1938.

The Government responded by
establishing an interim Insurance
Regulatory Authority in January, 1996.
However, on the issue of opening up
of the sector an intense debate
followed for several years before a
consensus emerged that this step was
justified for increasing the penetration
of insurance in the country. And it
ultimately led to the passage of the
Insurance Regulatory And
Development Authority Act, 1999. It is
pertinent to mention that the word
‘Development’ was inserted in the Bill
at the lost stage as the legislators were
concerned that with competition both
the regulator and the regulated would
lose sight of the more important



aspect of the development of the
insurance market in India thereby
defeating the very objective of the
opening up of this sector. Today in
terms of its mandate and the number
of people to be served by way of
increased penetration of insurance,
the Indian insurance regulator is
perhaps the largest developer of
insurance business in the world.

Insurance liberalisation promises many
advantages which include better risk
management, product innovation,
and wider customer choice. However,
if implemented unwisely, it has the
inherent potential to generate
unprecedented inequalities with
destabilising effects on domestic
markets. In order to allay our fears after
considering the present state of
development of the Indian insurance
industry that more will be lost than
gained by a complete opening up of
the market, reforms have been
incremental in nature. As domestic
policymakers, we are also responsible
to ensure that government owned
institutions have been given a fair
chance to equip themselves to face
competition.

The economic reform process is
‘ireversible’” and the new insurance
companies are expected to hasten
the process of producing a strong and
efficient insurance market. The growth
of the debt market is also expected
to get a fillip as the funds from
insurance companies start flowing into
the coffers of the corporate sector.
Similarly, stock market investments will
further aid the growth of the capital
market and equity cult. The multiplier
effect will be enormous.

CHALLENGES

In India, our approach to reforms has
been built on the belief that
sustainable growth is only possible in
an environment which values and
promotes financial strength and
stability, management capability and
public accountability.

Reforms have included the setting up
of amodern well resourced supervisor,
the Insurance Regulatory and
Development Authority (IRDA). IRDA's

hallmark has been its belief in
openness and fransparency. It has
followed the practice of prior
consultation with various stakeholders
before notification of regulations, and
this has resulted in a broad
acceptance of the regulations.

To operationalise various provisions of
the IRDA Act and Insurance Act, so far
29 regulations have been notified
covering all aspects of insurance
business. Four broad areas of
operation have been carved by
regulations for the Authority to function
and these are:-(i) admission of insurers
including powers of on site and off site
supervision; (ii) functioning of the
infermediaries; (iii) control on rates of
premium , terms and conditions, and
(iv) policyholders protection. These are
intfer-related. The misunderstanding
that may develop in the functioning
of the various players are sought to be
settled by the Authority - initially by
persuasion, failing which, by issue of
directions.

The Authority has also helped in
establishing support mechanisms to
sustain the Insurance Ombudsman
system under the Settlement of Public
Grievances Scheme, 1998. Twelve
ombudsmen have been appointed in
the country. This has created a very
important grievance setftlement
machinery for customers. Complaints
of non-settlement or delayed
seftlements of claims received from
customers have been attended to.
Many a time insurers have been
penalized for breach of tariff terms
and conditions.

Today, to the credit of combined
efforts by both the regulators and
industry players, the benefits of
insurance are widely acknowledged,
public confidence in the industry has
been very much visible and the
industry on the whole is far more
relevant than it has ever been in this
country. The industry is expected to
significantly improve its public image
in years to come.

A healthy insurance market is an

important source of long-term capital
in domestic currency, especially for
infrastructure financing. Reforms in
insurance is therefore expected to
strengthen the capital market by
giving it greater depth or liquidity.

We are already witness to some
fundamental changes in the
landscape. The insurance industry has
been opened up, with a restriction of
26% on foreign ownership to Indian
insurers. Foreign participation has
enabled local players to form joint-
ventures with foreign insurance
partners, and benefit from transfer of
technical know-how and increased
financial strength. This has also
enhanced the local insurers” ability to
modernise, expand, and to become
credible players. Insurers are being
encouraged to form strategic
dllionces with other financial industry
players, in order to flourish in a
liberalised environment. Inspite of this,
the sector still has many features
characteristic of an infant industry.

REGISTRATION OF INSURERS

The Authority has fixed a strict criterion
for awarding registration. The criteria
for awarding direct insurance
registrations have been: financial
strength, track record and reputation
of the promoters. Other aspects
examined have been ftheir
compliance with law and regulations,
the strength of internal control systems;
and commitment to conftribute to
India’s development. IRDA has been
keen to see the industry develop in
terms of product innovation and the
use of alternative distribution
channels. Applicants with a strong
record in these areas, or in specialist
and niche fields, and who have also
undertaken upon themselves to
underwrite health insurance business
have received favourable
consideration.

The experience so far in India is that
the local partners are sound with an
excellent track record in their
respective fields, and their foreign
collaborators are very well established
insurance companies with vast



experience in both developed and
emerging insurance markets. We
have, thus, sound companies
presently operating in the Indian
insurance scene. What should be
ensured is that they remain healthy.
Adherence to regulations and
observance of sound principles of
governance should ensure that.

FINANCIAL HEALTH AND SOLVENCY

To guard against excessive insolvency
risk insurers are required to meet
certain financial standards and act
prudently in managing their affairs. The
statutes require insurers to meet
minimum capital and surplus
standards and financial reporting
requirements and authorise regulators
to examine insurers. Solvency
regulations involve various aspects of
insurers operations including:

() capitalisation

(i)  pricing and products
iii)
@v)
(v) reserving

(vi)

investments

reinsurance

asset liability matching

New companies have substantial
capital adequacy thereby
encouraging the market place to
unleash the forces that are important
to compete on the basis of solvency.
A rigorous scrutiny of the companies
at the entry level coupled with diligent
monitoring of their activities with
special reference to maintenance of
solvency margins and prudent
investment policy ensures that the
management of the companies is not
lax and that proper corporate
governance practices are adopted
by them.

FINANCIAL REPORTING

Our accounting standards are in
alignment with international standards
and regulations set out in detail the
manner in which the information is to
be furnished to the Regulator
alongwith disclosure norms. IRDA is
working with the professional

accountants’ institute in a bid to refine
the responsibilities of auditors and the
standards of audits, besides helping in
building the capacity of the domestic
actuarial profession, a crucial element
of the regulatory framework.

INVESTMENT

Prudential investment norms have
been nofified to further enhance the
financial flexibility —and  risk
management ability of insurers, and
for better management of investment
portfolios. In addition guidelines on
related-party fransactions to ensure
management integrity and public
accountability in the conduct of
insurance business are also in place.
The guidelines reinforce the fiduciary
duty owed by insurers to properly
manage insurance funds in an
independent and transparent manner
for the interest of policyholders at all
fimes.

REINSURANCE

The need to enhance local retention
capacity and conserve foreign
exchange reserves has been of
strategic economic priority. The life
reinsurance portfolio is very small.
In non life insurance the Indian
insurers, through carefully
designed reinsurance programmes
administered on a market wide basis,
have managed to retain within the
country as large a percentage of the
gross direct premium as is desirable
consistent with safety. As a National
Reinsurer the General Insurance
Corporation of India receives statutory
cessions of 20 percent from all general
insurance companies on all classes of
business.

TERRORISM AND CATASTROPHE
INSURANCE

The Terrorism Pool formed jointly by the
public and private insurance
companies and managed by GIC
remains a singular example of how the
market responded to the post 9/11
events. The contributing share of each
company was directly related to its
premium income. Terrorism Pool offers
insurance cover against terrorism for

a maximum of Rs 300 crores per
location. Those who seek a terrorism
cover for more than Rs 300 crores are
free to go to foreign insurance
companies, but the rates from the
overseas players are much steeper.

Although the net account for
catastrophic losses is protected by
Excess of Loss covers, a series of such
losses can erode an insurer’s net
account and its financial stability.
Indian insurers have not yet set up
specific reserve provisions for
catastrophes. Expert opinion suggests
that it shall be prudent for insurers to
maintain a Catastrophe Reserve at 2%
of net premium of individual
companies with a cap, based on a
stipulated percentage, to allow for
accumulation to take place in this
account for a specified number of
years. However, in the absence of
incentives to these funds in the form
of tax exemptions very little of paid
premiums shall become available to
meet future catastrophe claims
liabilities under the policies issued. This
is an area of concern and requires to
be addressed.

HEALTH INSURANCE

Though the Insurance Act 1938 and
the IRDA Act, 1999, prescribe that the
regulator would encourage the
setting up of health insurance business
on astand-alone basis, N0 one has yet
approached to set up an exclusive
health insurance business. Due to lack
of applications in this particular areq,
the Authority has encouraged both life
and general insurance companies,
old and new, to go in for rider policies
offering health covers. It is grafifying
to note that the new companies have
seized this opportunity and many of
them have gone in for riders offering
a variety of health insurance products.
Additionally, for balanced and rapid
growth of the health insurance
portfolio, with the intfroduction of Third
Party Administrators in this area
cashless hospitalization covers have
been infroduced for the first time in
India. A Health Insurance Working
Group has been formed to increase
the penetration of health insurance



and suggest ways and means to
remove the structural bottle necks.

RURAL AND
INSURANCE

SOCIAL SECTOR

Though the Government has tried to
promote insurance business in rural
India through Public Sector Insurance
Companies for nearly two decades
there still remains a vast untapped
potential considering that 74.3 per
cent of the total population lives in
rural India. At present in rural areas
insurance cover is low, and there are
few insurance covers, available on
affordable terms, for rural producers
and consumers. One of the priorities
for fostering expansion of domestic
insurance would be identification of
productive potential and specific
insurance needs in areas not yet
reached by insurance and enhancing
cooperation between insurance and
rural credit schemes and institutions.

MICRO INSURANCE

The potential of insurance as a tool to
reduce poor households’ vulnerability
to risk needs to be examined and
advanced. Insurance can play a
positive role in meeting the financial
services needs of the poor, and one
would need to examine the many
challenges involved in offering
insurance, through micro-insurance
agents simpler forms of insurance such
as property, personal accident health
and life insurance.

INSURANCE INTERMEDIARIES

The Indian insurance industry relies
heavily on the fraditional agency
distribution channel, with a large
number of agents of varying levels of
professionalism and productivity.
There is thus scope for developing
alternative distribution channels,
which are often more efficient, and
which can offer lower costs and better
benefits for policyholders. We need to
develop alternative distribution
channels, which cost less, and can
reach a wider target market.

Initially there was a demand from the
life insurers to have higher commissions
for first year’s premium in line with the

practices in developed market.
However, over a period of tfime this
demand has waned with the insurers
having realized that such high level of
commissions will result in the existing
unhealthy  practices geftfing
manifested manifold. In many
countries, the presence of professional
insurance brokers and independent
financial advisers who represent the
interests of the client is a major
motivating factor for insurers to raise
efficiency and give better value to
policyholders.

There has been some concern at
certain quarters on the appropriate
remuneration structure for insurance
agents and brokers, and also on the
practice of offering special discount
in lieu of agency commission or
brokerage in the area of General
Insurance. Perhaps this has arisen as
aresult of introduction of the insurance
brokers as an intermediary channel.
The role of an insurance broker does
not seem to have been properly
understood and appreciated
because of the primordial role of tariff
in the non life insurance. In addition
the brokers have also not been able
to deliver the value added services
expected of them.

Intermediaries and other practitioners
are subject to professional conduct
standards and a licensing procedure.
This involves the professionals passing
an examination, after completing a
required course. The idea is to make
sure the professional has basic
knowledge to protect the public and
to provide a mechanism to remove
the dishonest from business.

THE ROAD AHEAD

Most of these developments have
commenced only in the last few years.
In the near future the industry is
expected to grow both in stature and
strength. It has to come a long way
from the days when private insurance
was seen in the public eye as
something to be avoided as far as
possible and misconduct in various
forms was rife in the industry.

In the near future insurers, in particular,
shall be less financially vulnerable to
the vagaries of the market because
of the adoption of a prudential
regulatory regime, which has set very
high solvency requirements and
capital adequacy norms. Domestic
institutions, be they insurers or
intermediaries are expected to catch
up with their international counterparts
in ferms of efficiency, innovation and
customer service. Productivity levels
are expected to be as per
international best practices. The level
of market penetrationis also expected
to substantially improve.

DYNAMIC REGULATORY STRUCTURE

With the rate at which businesses
evolve, rules and regulations become
obsolete almost as soon as they are
formulated. Regulators have to keep
up with the burst of product
innovations, alternative distribution
channels, electronically-linked
payment systems, e-commerce,
investment avenues and alternative
risk transfers, just o mention a few.
These developments create intricate
links in a commercial chain which are
potentially fragile in the sense that if
one link snaps, the whole chain comes
apart. No member of the chain will be
spared from the domino effects of a
crisis anywhere along the chain.

With such complex and unique
interdependencies, it would be
virtually impossible to prescribe
regulations that deal with every
possible contingency. In the first place,
regulators may not even be aware of
the potential risk factors emerging
every day. Secondly, regulators may
be faced with constraints of
jurisdiction. The answer to this dilemma
is not deregulation but finding the right
regulatory structure.

In other aspects of regulatory reform
convergence of financial products will
also create the need for domestic
regulators to re-examine financial
sector regulation at a macro level.
One option would be to create
firewalls within financial group
structures to contain the spread of



infra-group exposures.

Instead of being watchdogs,
regulators should act more like
pacesetters, catalysts and navigators.
This approach recognises that the
industry is often best placed to make
decisions concerning the rapid
changes revolutionising insurance
markets. In an environment where
time is of the essence, greater reliance
should be placed on the inherent
knowledge and capabilities of the
industry fo adapt to these changes.

LEGAL REFORMS

Institutional and regulatory reforms are
already well underway in India. The
current statute was drafted in 1938
and has seen numerous amendments
and changes. Many of its provisions
have become outdated and some
have lost their relevance. New
developments have taken place in
the insurance world, which do not find
areflection in the law. Therefore there
is an urgent need to overhaul the
Insurance Act, 1938 in order to reflect
the new circumstances that exist
today. The Law Commission has in the
recent past submitted its
recommendations on the proposed
amendments to the Insurance Act,
1938. Even so, we must realise that
changes do not take place overnight.
The institutional and regulatory reforms
take time to accomplish. For this
purpose discussions have already
taken place and the suggestions
received from various quarters have
been sent to the Government. We
hope to see the new insurance
legislation in fimes to come.

DE-TARIFFING

The general insurance market has
been predominantly a tariff driven
market. Fire, engineering, motor and
marine hull insurance are under the
tariff, regulated by a statutory Tariff
Advisory Committee. The non tariff
lines of general insurance and all life
insurance products are subject to a
"file and use" process wherein the
insurers are required to file their
product to the Authority thirty days
prior to its launch. In case the Authority

has no reservations they can go
ahead with the marketing of the said
product.

All over the world it is well recognized
that deregulation and tariff cannot
exist fogether. Competition is a
process where no player achieves a
dominant position. Transparency and
information conditions are reinforced
to allow for "informed" decisions both
by buyers and sellers. Price fixing
mechanisms are changed, away from
coordinated systems; rates as well as
product design, are determined by
market forces. Price controls on
insurance should not be justified with
consumer protection. There has been
a heavy cross subsidy from property
classes to motor insurance and fo
motor third party insurance in
particular. Market based pricing
should lead to lower and more risk
sensitive premium rates over fime and
ensure that databases become
aligned with key rafing factors.

However, in order to ensure that
dismantling of tariffs does noft result in
rate wars and insurers are able to rate
the risks they underwrite in a scientific
manner based on historical data, the
initial step in regard to detariffing of
the motor own damage premium has
been proposed with effect from 1st
April, 2005. To consider the alternatives
available, to have a free market
availability of the products in this
regard and to suggest to the Authority,
the measures to be taken in thisregard
including adoption of differential
rating, the Authority had formed an
expert group to recommend the road
map which has recently submitted its
report. The detariffing of the other
portfolios will be considered thereafter.

CORPORATE GOVERNANCE

Another area of reforms is the process
of corporate governance. Today
corporate governance is strictly
applicable to listed companies and
none of the insurance companies in
India are so far listed. The IRDA
recognizes that weak corporate
governance and lax management
within the companies undermine the
credibility of the general public in the

companies as well as the Regulator
and cause severe setback to the
growth of the industry. This problem
has been addressed through a
rigorous system of scrutiny of
applications for setting up insurance
companies coupled with stringent
norms relating to solvency. They are
further reinforced with appropriate
regulations on investment of funds by
the companies. Guidelines have been
set that clearly enunciate the role and
functions of directors and Appointed
Actuaries of life insurance companies,
so that they can provide greater
professional stewardship to protect
and enhance the interests of
policyholders.

With greater competition in the
marketplace, enhanced standards of
corporate governance investment
management and market conduct
are necessary to protect
policyholders’ interests. Regulations
need to be infroduced to strengthen
the corporate governance of
insurance companies in line with
intfernational best practices.

INSURANCE AWARENESS & MARKET
CONDUCT

Enhancing consumer information
about insurers’ prices, products and
financial strength is a critical function
given the heavy reliance on
competition to ensure good market
performance. IRDA would also move
away from merit-based regulation to
a disclosure-based regime. IRDA, for
instance, will look fo market institutions
and intermediaries to ensure that
prospectuses contain all the relevant
information necessary to enable the
potential policyholder to make an
informed decision. Through regular
checks and reviews of practices of the
market institutions and through
punitive action against the
recalcitrant, the IRDA will ensure
compliance with a prudential regime.

Market discipline will also become a
more prominent feature in the
regulatory infrastructure. However, the
keys to effective market discipline lie
in public disclosure and consumer



education. These will become
important aspects of the regulator’s
role in the years ahead. Informed and
educated consumers are often the
most effective means of commercial
discipline as they can exert significant
influence over an institution’s business
decisions and practices, as well as
pricing policies.

SHIFT IN FOCUS: FROM REGULATION
MAKING TO COMPLIANCE

With the insurance regulatory
framework now in place the focus of
the regulator is shifting towards the
compliance aspects of the
regulations. In this process the
regulator will adopt a proactive and
dynamic aftitude and will be setting
an example in terms of certainty of
regulatory action. To enable this, there
is need to develop suitable systems
and procedures and devise analytical
techniques based on key
performance indicators. This will also
help to develop a basis for the level
of regulatory response for a given
situation besides providing a
consistent approach which responds
to the seriousness of the problem.
Action can be escalated or de-
escalated as the severity of the
situation increases or decreases. This
will enhance the efficiency of
supervision and provide both the
supervisor and the regulated entities
with enhanced certainty of law.

SELF REGULATORY ORGANISATIONS

Ineffective market discipline is one of
the issues identified by the
International Association of Insurance
Supervisors as a threat to the emerging
markets. This is an issue that has to be
effectively tackled for the healthy
growth of the insurance market. The
Regulator has arole to play in ensuring
market discipline, the role played by
the insurance companies in bringing
about discipline in the market place
cannot be ignored. The key to
effective market discipline lies in public
disclosure and consumer education.
Informed and educated consumers
are often the most effective means of
enforcing commercial discipline.

As our market develops, the role of the
Self-Regulatory Organisations (SROs)
will fake on greater significance. The
empowerment of the SRO essentially
gives greater rights and responsibilities
to market participants who, for their
part, must be capable of ensuring
effective regulation and must be able
to meet these challenges. Failure to
regulate effectively will lead to a
deterioration of market integrity and
stability and, ultimately, the
intervention of the IRDA as supervisory
regulator with oversight responsibilities.
We also expect that, in time, much of
the current developmental role
currently played by the IRDA will be
taken over by the SROs. In an
environment of growth and
expansion, it is the SRO who can best
facilitate innovation and adaptation
to seize competitive opportunities and
meet challenges. The Life Insurance
Council and the General Insurance
Council are presently performing the
role of an SRO in a limited manner by
setting up market conduct standards
for insurers. An exercise is already on
to grant the Actuarial Society of India
a statutory status on the lines of the
Institute of Chartered Accountants of
India. A similar exercise has also been
initiated to set up a self regulatory
body for insurance surveyors and loss
Qassessors.

INSURANCE
RESEARCH

EDUCATION AND

One of the spin-offs of liberalisation of
the insurance sector has been the
demand for insurance education,
fraining and research. The Insurance
Institute of India’s role appears to have
been confined to the professional
examinations conducted by it, and
which has been recognized as
acceptable quadlification insofar as
professional competence in the area
of insurance is concerned. What has
perhaps been ignored is the tapping
of the vast potential by way of
infroduction of new subjects in tune
with the demand and expectations of
an evolving market after a thorough
review of the existing courseware.
Examples of such subjects are Health
Insurance, Unit Linked Insurance, and
Insurance Regulations. These areas

today require to be dealt in much
greater detail than what is being done
at present.

Similarly research in insurance remains
a neglected area in this country and
there is need for a concerted effort to
develop and define areas of focus for
research in tune with the requirements
of the industry. Without a research
focus no institute can expect to make
tangible contribution in terms of value
addition and meeting the
expectations of its members and the
industry.

Although one is witness to a lot of
institutions offering insurance courses
there is need to develop an initiative
to set up a nodal body for accrediting
various courses to lend an element of
credibility and standardisation in the
arena of insurance education.

The Insurance Institute of India may
consider seizing this initiative and lead
from the front by creating a research
wing and a standardization body with
the involvement of ofther insurance
education service providers.

CONCLUSION

The insurance industry will face greater
competition from other financial
service providers along all aspects of
their value chain. Insurers, for instance,
with their significant and growing asset
base, shall have to develop asset
management capabilities and
expertise on par with professional fund
managers, otherwise they will face
pressure to farm out their funds for
professional management.

IRDA will monitor the progress of the
industry and make further changes
where necessary. It will continue to
consult industry representatives in
developing a conducive regulatory
environment, and formulating
incentives to enhance the operational
capabilities of insurers, for instance, in
product development, distribution
and asset management. Such
partnership and dialogue will be vital
for the growth of the industry, and for
meeting the challenge of making
India a regional insurance hub and an
international financial center.
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1. CONCERN FOR HEALTH:

Health has always been a matter of
critical concern for all. This is especially
tfrue for persons who earn solely from
manual work, as their bodies are their
prime assets. Even for others, health
significantly affects both productivity
as well as quality of life as good health
gives a feeling of general wellness and
vitality. Good health, thus, has a
profound impact on the overall value
and capability of human capital.
liness, disease, accident on the other
hand not only creates pain and
suffering, but also erodes financial
security and reduces productivity and
well being. It also increases costs for
the society and the counfry in
innumerable ways. Organised
medical and health care systems,
which began to evolve about 100
years ago, have become an effective
boon to improve healthcare all over
the world by its increasing reach and
capability in combating diseases and
disability. As a result, longevity has
increased, prosperity and general well
being have gone up, and people are
experiencing new frontiers of wellness
and freedom from disease.

In this scenario of improved health
outcomes, the cost of healthcare is
seen to be ballooning to become
prohibitive and unaffordable. As
health is a valuable asset and an
essential part of the human capital,
the large and unpredictable risks
affecting it needs financial protection,
from the point of view of all
concerned, namely individuals,

HEALTH PROTECTION
FOR ALL

By: Shri P.C. James,
National Insurance Co. Litd., Kolkata.

families, employers, the society and
the country. Assured paying capacity
is also a benefit that is looked forward
to and gives stability to the health care
providers who need the financing o
sustain their capital spending, skill
upgradation, and their rising research
and service costs.

The physical integrity and dignity of the
individual is now a well-recognised
right in law and fact. Healthcare is thus
an important right for all. Therefore,
denial of access o healthcare owing
to geographical, infrastructural, social
or financial limitations is noft
appropriate and needs to be rectified
by all concerned as a part of social
engineering and a necessary
component in upholding basic human
rights. In fact, it is seen that such a
denial perpetuates the vicious cycle
of poverty, malnutrition, low
productivity and early mortality. Thus
lack of access to healthcare is not only
a cause for individual trauma and
fragedy, but it also stunts the progress
of the society on both economic and
social planes. Conversely the ability to
have access to healthcare has
proved to be a powerful weapon
against poverty as also against social
and economic inequality.

The health of a person is subject to
wide variety of risks, which trigger both
predictable and unpredictable costs.
Risks fo the health of any person
seldom occur in isolation but are the
result of both proximal and distal socio-
economic causes. These risks affect
health not only at the individual level
but also at the society level. At the
level of individuals, it was thought that
they are mainly responsible for
handling their own health risks

because many risks, which become
evident, appear to be rooted in their
behavioural characteristics. This has
led to the lifestyle approach in health
promotion. However, there are also
issues beyond the individual level
which require regulatory intervention
such as in food and drug quality,
health and safety aspects at work or
on the roads and so on. There is also
the need for international safety
standards in  areas such as
environmental and chemical risks, use
of agro chemicals, food additives etc.
Thus the concern for health has
implications at individual, community,
national and international levels.

In a different dimension, good health
is not only a concern for the poor but
also for the rich. Poor people are
driven to disease and disability due to
factors such as undernutrition, as well
as their unhygienic surroundings,
which affect the quality of water they
use as also their general living
conditions. These lead to poor health
conditions, giving rise to many
communicable diseases that often
lead to higher morbidity and mortality
rates. The rich in their turn are not
spared from health hazards caused by
problems related to overnuftrition,
obesity, sedentary and stressful
lifestyles. These generate what are
called lifestyle diseases. Thus while
poor countries have to deal primarily
with  the consequences of
communicable diseases, the rich
countries have to grapple with the
fallout of the more expensive lifestyle
diseases. Countries in between are
said fo be compelled to carry a
double burden of both the "old"
communicable diseases as also of the
"new" lifestyle diseases.



The concept of good health is also
broadening from a fraditional
platform of merely treating disease or
injury, to one where promotive,
preventive and rehabilitative care is
also given increasing attention, even
though the curative freatment still
dominates the mindset of healthcare
stakeholders. The potential of
preventive care is yet to be fully
explored and the savings therefrom is
yet to be completely understood.

Health risks thus affect all sections of
the society. Statistics starkly reveal the
deep dichotomy between the
conditions of the rich and the poor.
Undernutrition and related conditions
affect no less than 170 million poor
children worldwide and about 3.4
million of them die as a result of this
each year. On the other hand among
the well to do, there are one billion
adults who are overweight and at
least 300 million of them are clinically
obese. There is also the phenomenon
of risk fransition due to changes in the
pattern of living arising from migration
from the rural to the urban, from
underdevelopment to the
development stage and from
agricultural occupations to the
industrial or the service sectors.

2. HEALTH CONCERNS OF THE POOR

For the poor their bodies are most
often their only asset and therefore
apart from issues of physical integrity
and dignity, good health is directly
related to their daily earnings. In sharp
conftrast to this, there is often an
inevitable denial of access to
healthcare to them, which is one of
the reasons why ftheir lives are
fundamentally linked to poverty. At
the same time it is seen that while lack
of access to healthcare perpetuates
poverty, access to healthcare is a
powerful weapon in economic
empowerment.

Developmental economics show that
there is a health-wealth connection.
A healthy workforce is the key fo
higher productivity, less absenteeism,

less expenditure on curative care and
so on. Worldwide, it has been seen
that ill health disproportionately affect
the poor, and they bear a higher
burden of both morbidity and
mortality. Il health friggers a chain of
adversities for the poor which may
consist of loss of work, deprivation of
earnings, expenditure for medical
freatment, sale of essential assets to
defray the costs and falling prey to
loan sharks leading to unaffordable
borrowings and indebtedness.

In the Indian context it has been
established that the poorest 20% have
more than double the mortality rates
compared to that of the richest 20%.
They suffer disproportionately more
than others from pre-fransitional
diseases like Malaria or TB. To add to
all as an NCAER (National Council for
Applied Economic Research) study
reveadls, the richest 20% enjoy three
times the share of public subsidy for
health as compared o the poorest
quintile.

In the area of health expenditure,
figures show that while the rich need
to spend around 2% of their income
on healthcare, the burden on the poor
is far higher at 12%. Hospitalisation
offen means the liquidation of their
meagre assets and not infrequently
permanent indebtedness. Thus, the
threat of financial disaster prevents the
poor from seeking tfreatment, and the
percentage of people avoiding
freatment due to potential financial
ruin have increased in the decade of
1986-96 from 15 to 24% in the rural
areas and from 10 to 20% in the urban
areas.

A recent analysis of the World Bank is
illustrative of the plight of the poor. It
says that a hospitalised person in India
spends more than half of his total
expenditure on hospitalisation, and
more than 40% of those hospitalised
have to borrow money or sell assets
to cover their expenses and 35% fall
below the poverty line owing to this.
The study also suggests that such out
of pocket medical costs alone may
push 2.2% of the population below the
poverty line in one year.

3. THE INDIAN HEALTHCARE SCENE :

Healthcare has been recognised as
an essential social sector investment
since independence. In the initial
days, therefore, it was envisaged that
health services in government
institutions, which were to play a major
role in healthcare, would be provided
free of cost to all. However, the
increasing expectations regarding
healthcare could not be matched
owing to escalating costs and
unaffordable expenditures.

The health spend in India, currently is
around Rs.103, 000 crores or 5.2% of its
GDP. Over the last five decades India
has built up a vast health infrastructure
and manpower in the primary,
secondary and terfiary care areas,
involving government, voluntary and
private sectors. However, even now
the extent of access as also utilisation
rates varies between states and
regions, between the urban and the
rural, and between the rich and the
poor.

The public infrastructure is fairly
extensive both in the rural and urban
areas. In the rural areas, the
government has set up a vast network
of sub-centres, primary health centres
and community health centres.
Despite this, it is seen that patients
often turn to private providers for their
needs, as doctors and medicines are
more easily available there and the
patients perceive a better quality of
care. However, the utilisation of private
care puts a serious strain on personal
finances on the one hand, and on the
other, offen puts the patient to risk due
to the large numbers of unqualified
practitioners especially in the rural belt.

In the urban areas, the public sector
infrastructure consists of urban health-
posts, taluk hospitals, district hospitals
and medical colleges having tertiary
facilities. In the private healthcare
areq, there are private practitioners,
for profit hospitals and nursing homes
as also charitable institutions. However,
even here, there are deficiencies in



the delivery of healthcare as it is
largely unregulated, leading to the
mushrooming of sub-standard facilities
and malpractices such as over
diagnosis and over treatment. Thus
there is a general perception of limited
availability of facilities, combined with
poor delivery.

4. PROFILE OF THE INDIAN HEALTHCARE
EXPENDITURE:

It is estimated that 61% of the private
healthcare spending is on outpatient
care, and over 55% of the outpatient
expenditure is on acute infection such
as fevers, diarrhoea and
gastrointestinal diseases. The inpatient
expenses are mainly towards cure of
acute infections, accidents and
injuries, cancer, heart diseases and
maternal care. The ClI-Mckinsey
report on healthcare in India estimate
that healthcare spending willincrease
from the present Rs.86, 000 crores
(2000-0T) to over Rs.200,000 crores in
real terms in 2012. Private healthcare
will grow faster from today’s Rs.69, 000
crores to Rs.1, 56,000 crores and this
could rise by an additional Rs.39, 000
crores if health insurance cover
becomes available to the rich and the
middle class.

Given the gigantic needs of the
country there is a crying need for a
large amount of investment in health
infrastructure, skills and capabilities.
The indicative factors for these
include:

a. The overall number of beds,
physicians, and nurses is low

compared with other
developing countries and world
averages.

b. The quality levels in most

healthcare centres are poor,
and many lack essential
equipment and instruments.

c. The number of beds in hospitals
is generally low. The majority of
private hospitals have less than
30 beds.

d. There is overcrowding and over
utilisation especially in public
hospitals.

e. Private providers are allowed to
function in an unregulated
environment and reports
indicate that many run practices
and tfreatment without minimum
standards. There is no all India
regulation for provider standards
and treatment protocols.

As per experts the future of healthcare
in the country is expected to move in
the following directions:

1. As the country progresses in the
developmental index, the share
of communicable and other
"old" diseases will drop to be
replaced by lifestyle diseases, of
which cancer and heart
diseases will be fthe most
prominent.

2.  Outpatient freatment care
which now constitute the major
part of the health spend will
decrease and the inpatient
freatments will increase, though
through technological
improvements day care
freatment also will rise.

3. The healthcare market will show
rapid growth due to higher levels
of awareness and concern. It
could even reach a level of
Rs.2,70,000 crores by 2012 in view
of the changing demographics,
disease profiles and due to
medical inflation.

4.  Allthe above will necessitate the
need for rapid spread of risk
financing and risk transfers
through insurance and
alternative channels, as the
increasing cost of medicare will
not be affordable even to the
well to do classes.

5. WHY HEALTH INSURANCE?

Insurance and development are

critically linked, and wherever risks exist
which gives rise to unforeseen financial
losses, insurance has a place as
indemnifier. Health insurance has
become an essential requirement for
everyone for the following reasons:

1) Healthrisks are pervasive among
human beings across all ages,
classes, social groups and
economic categories. Morbidity
condifions can affect anyone at
any time in a sudden and
unforeseen manner.

2)  Medical costs are rising and can
be very high. Research,
technology, skills and capital are
all costs associated with
healthcare and their combined
costs are ballooning, making
medical costs vulnerable to
rapid rise, and the term
"mediflation” has come into
vogue characterising the regular
rise of medical costs.

3) Health risks have a frequency
level that is high requiring
continuous cash flow or cash
availability. Such being the case
risk transfer to a cash rich entity
is logical and essential, to avoid
falling intfo a debt trap and
facing impoverishment.

4)  While diseases per se may not be
increasing newer and better
cures and treatments are rapidly
becoming commonplace in
view of the increasing
requirements of wellness and
good health. The freatment
value chain keeps expanding
both vertically and horizontally o
include not only curative, but
also rehabilitative treatments
and includes pain management,
diet advice, physiotherapy,
preventive care and so on.

5) Disease patterns are changing
due to economic and social
changes. The widespread
prevalence of communicable
diseases is being replaced by the



more insidious lifestyle diseases
which brings on critical ilinesses
that raises expenses of
catastrophic dimensions for the
patient and the need for lifelong
care. Lifestyle disease conditions
such as diabetes is becoming
pandemic in India. A survey
done insix Indian cities show that
12% of the population could be
diabetic and more worryingly
another 14% could be pre-
diabetic.

6) Development and economic
well being is raising expectations
of good health and fithess. It is
seen that as people move up the
income ladder, they begin fo
spend disproportionately larger
sums on healthcare. A survey
conducted by NSSO (National
Sample Survey Organisation) in
1999-2000 found that out of the
12 types of households classified
based on their monthly per
capita expenditure (MPCE), the
top class has an average per
capita expenditure of about 12
times that of the bottom class,
but in the case of healthcare
expenditure the difference is
about 28 times.

7)  Human morbidity conditions not
only affect everyone, but also
tends to increase and
accelerate with aging, needing
lifelong protection, which should
ideally start from the cradle.

8) Health and disability losses have
great immediacy as it involves
curative and rehabilitative
expenses, trauma and pain and
any delay in tfreatment owing o
inability to pay can affect future
health and destroy a person’s
income and wealth.

Risk fransfer mechanisms thus need to
come into the daily lives of everyone
and into the mainstream of the
economic landscape as quickly as
possible.

6.HEALTH INSURANCE AND ITS
CHARACTERISTICS:

Health Insurance is a method of risk
tfransfer, by which an insurer assumes
responsibility for costs that arise due to
covered illness, disease and/or
accident. Health Insurance is thus a
method of financial protection in the
form of a contract containing terms,
conditions, warranties and exclusions
by which in the event of a covered
loss taking place, the insurer
indemnifies the insured by paying the
costs incurred, to the insured or the
medical provider as the case may be,
directly or through a Third Party
Administrator.

The basic benefit of health insurance
is that all those covered get
protection, by paying a small price or
premium for the protection and the
few who incur unforseen but insured
medical costs are paid for the same.
Therefore, through the medium of
insurance a known and affordable
cost of protection is incurred every
year to cover against the unknown,
and often unaffordable costs of
health, which may also include
catastrophic losses. Thus by means of
insurance, an insured person is given
the necessary "deep pockets' to pay
for unforseen health costs. Insurers
bring to the public by this an assurance
of "affordability”, which is very critical
in medical care, where the cost
overhang, especially in the fertiary
care is very forbidding, and requires
risk fransfer. In addition in medical
insurance insurers can also add the
service of "assistance" through Third
Party Administrator (TPA) Service.

Broadly Insurance of persons can be
through two types of indemnification:

a) Reimbursement of Expenses

b) Benefit Payments

Generally health covers are in the
form of reimbursement of necessary

and reasonable medical costs, andin
order to avoid the burden of sourcing

the money first and then the insurer
reimbursing the costs, insurers provide
"cashless” service through their TPAs in
hospitals that have been networked
by the TPAs. Benefit payments are on
the other hand, amounts which are
fixed at the time of taking the
insurance, and on the happening of
the contingency, paid in full or as
agreed, to the beneficiary. Health
insurance, though popularly is of the
reimbursement of cost type, is seeing
an increasing use of critical illness
policies as also disability policies,
which are in the form of benefit
payments.

Unlike life insurance, which deals
primarily with mortality, health
insurance deals with the complex
phenomena known as morbidity.
Whereas in conventional life insurance
there will generally be one claim,
health insurance risk typically involves
the possibility of multiple claims and
hence the health underwriter’s task is
to gauge the morbidity level consisting
of both frequency and severity.
Human morbidity conditions cannot
be measured or defined exactly and
their manifestation depends on the
combination of a variety of factors
such as age, sex, heredity,
environment, lifestyle, occupation,
food habits, economic status and so
on. Morbidity conditions are also not
reported on a regular basis, and the
data that may be gathered in this
regard cannot be universalised.
Furthermore, morbidity conditions also
indicate an evolution as new disease
strains and new cures are coming into
vogue over the course of time.

Health Insurance is different from the
insurance of all other assets, which are
generally insured, in as much as health
coverage deals with human beings
and with the less understood and
complex phenomena of human
morbidity. The following features
therefore, tend to stand out:

1. A market value cannot be
placed against a human being
and hence in health indemnity



policies it is difficult to place a
ceiling on health coverages
based on strict value or cost
parameters.

Ageing brings on more risks.
Rejection of coverage
particularly at renewals due to
age and/or aggravation of risk
factors are often neither possible
as in other asset insurances nor
may be permitted by law or
courts in the absence specific
social security schemes and such
other safety nets. Rejection of
high risk coverage being difficult,
there is an implicit cross subsidy
in all health schemes whereby
the young subsidises the old, the
rich subsidises the poor and
healthy persons those who are
often ill.

Unlike many otfher insurance
covers, health insurance is claim
infensive, that is, the frequency
of claiming is high. Empirical
evidence shows that out of 100
persons covered an average of
4 to 5 persons claim. Stafistical
analysis also shows, as seenin the
ClI-Mckinsey study, that there is
a link between development
and hospitalisation, that if in 2001
when the per capitaincome was
around US$ 2100 there were 31
hospital admissions per thousand
people, thisis expected torise to
39 hospitalisations in 2012 when
the per capitaincome is likely to
be USS 3600.

Cost-push factors are generally
likely to be high and can be
unaffordably pushed higher in
medical insurance owing o the
following two factors.

a.  Moralhazard. Moral hazard
problems arise when the
policyholder demands all
kinds of medical facilities
and services regardless of
cost. This coupled with
medical providers who do
not have any incentive to

lessen costs, recommend
the costliest freatments,
even if they are of little
value to the patient. They
are also found to be prone
to charge more merely
because the patient is
insured.

b. Adverse Selection. Adverse
selection can take place
when people with high risk
are likely to buy health
policies, rather than persons
with medium or low risk.
Another aspect of adverse
selection manifests when
individuals take the policy
without family members or
if they are included in the
coverage the sum insured
chosen for family members
who are covered, is often
skewed in favour of those
with the highest risk.

Morbidity conditions as already
stated before are difficult to
comprehend and relevant
authentic researched data is
hard fo come by. Its range,
scope and extent have
variations depending on age,
sex, living conditions, lifestyles
and so on. Hence, health
insurance has traditionally
followed a rating pattern based
on experience basis.

Medical costs are continuously
displaying inflationary
tendencies and the beneficiaries
of policies show increasing levels
of ufilisation. These fwo
phenomena always combine to
put pressure on premium levels.
Hence, premium rates need
frequent revisions, and the rates
are generally perceived by the
insuring public to be high. In view
of the resistance from the insured
in paying higher premiums and
the various other characteristics
of health coverage as
7explained elsewhere, health

insurance business is hormally
characterised as a high volume,
low margin business.

Control on selection and control
on costs are the two vital factors
that can assure health insurance
of long-term success and
sustainability. Since health
insurance coverage is for human
beings, screening out persons
from coverage would not be
easy and there could be actual
or potential regulations
prohibiting discontinuance of
insurance coverage. Therefore,
the right method would be to
expand the base by covering
more of the population, through
well-distributed groups so as to
balance the portfolio. As the
pooling conceptin health implies
a certain amount of subsidy from
low risk to high-risk sections of the
population, it is important to bring
in balanced groups.

This fies in with the concept that
health insurance is ideal from
cradle to grave. A mix of covers
are available to take care of
lifecycle requirements and the
habit of insuring everyone from
young age helps to ensure not
only protection for all but also
long term sustainability of health
schemes.

Control on costsis an area where
the insurer needs to work with the
providers and insureds, to ensure
fairness and adequacy of
freatment on the one side, but
at the same time to prevent over
utilisation of facilities and
services, and limit the cost of
freatment within agreed or
reasonable cost bands. Historical
evidence shows that medical
costs tend to balloon over time
and headlines will continue to be
made such as: "Biggest car
maker spends more on
healthcare than steel for cars".
(Business Standard, Kolkata
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edifion, 20.8.03) Therefore, the
financing of healthcare involves
certain amount of oversight and
interference on the part of
insurers and their facilitators
through various methods of
utilisation review, agreements
with providers, case
management methods and so
on. This may be perceived as
restricting of choices and
freedom for insureds. However a
frade off is required between
premium paying capacity and
the availability of choice levels.

To offset complaints against
insurers regarding impeded
access to care, the problems of
"risk selection” by insurers to
aftract and retain only healthy
persons, rejection of renewal of
policy orincrease of sum insured
etc. courts, regulators and
governments are often forced to
stepin. In the US a draft Patients’
Bill of Rights confains the
following rights for patients:

° Information disclosure

° Adequate choice of
Providers and Plans

° Access to emergency
services

° Parficipation in tfreatment
decisions

° Respect and non-

discrimination

° Confidentiality of health
care information

° Complaints and appeals

Insurers are bound to fake
cognisance of customers voice
and rights in the area of health
care more than in any other
category of insurance.

Health Insurance, as already
indicated, can generate high

emotional responses from customers. Not only is good health a matter of
concern, the frequency of claims, the controls and the "gag" clauses
supposedly or actually contained in the policy wording, the service and
administrative failures in assisting the patient and settling the bills, easily
touch araw nerve in insureds. Medical care also involves pain and trauma,
affect issues of human dignity, confidenftiality of health information,
adequacy and quality of freatment etc. Therefore, in health insurance,
insurers and their related service providers need 1o be highly responsive
and proactive and many assistance services will have to be offered to
reassure and satisfy customers.

7. HEALTH INSURANCE PLANS:

Health insurance customers have a variety of coverage needs and aspirations
with regard to care and have varying capacity to pay. From the insurers
viewpoint also covers need to be graded and fine-tuned to reduce insurer
risks and ensure sustainability on the one side, and competitiveness on the
other to attract and retain customers. It is, therefore, inevitable that there should
be multiplicity and plurality in health insurance covers and that both general
and life insurers should offer as many plans and schemes as possible to
individuals, families and groups, whether annual or long ferm, reimbursement
or benefit, for hospitalisation or for disability, or through combinations of various
options and so on.

Every country or market has its own uniqueness and pattern of moving up the
protection value chain. In the Indian context, the following types of plans
adlready exist or are likely to be infroduced in the near term:

Health Insurance Plans

Indemnity/Reimbursement Benefit

Accident Hospitalisation only Critical illness covers
Surgical only Disability Income
Hospitalisation cover only (Hospital Cash)
Hospitalisation with limits on benefits Long Term disability
Group Policies with tailormade features

Maijor diseases covers with or without
basic cover

Hospitalisation with outpatient covers

Covers, which can be utilised for
hospitalisation after retirement
Long-term care.

All over the world, healthcare plans are structured based on parameters of
choice and cost, that is as choices widen and options increase, the premium
cost goes up and vice versa.



Cost
Max.choice
More choice
less cost
Max.cost
Least cost
More choice

less cost (good

Leqst features)

choice
Choice

7.1 Health Insurance Benefit Covers:

Benefit covers are policies where on
the occurrence of covered losses, the
agreed amounts are paid,
irrespective of the costs incurred.
Benefit policies are popular because
the policies are simpler and the
formalities and documentation
required to settle the claims are fewer
and evidences of expenses incurred
are not required. However, the
economic status of the beneficiary
and the moral hazard of the proposer
become important considerations,
particularly as the sum insured or the
benefit amount rises higher and
higher.

7.2 Critical lliness Cover

Among the more popular benefit
policies is the Ciritical liness Cover, also
known as Dreaded Disease Cover. In
a world where lifestyle diseases are
increasingly dominating, this cover
becomes more and more essential. It
can be sold both by general and life
insurers. It is said that in foday’s world,
the white collared, highly driven
executive, working round the clock,
with non-negotiable deadlines and
erratic eating schedules is an
accident waiting to happen. The worst
hit segments in this regard are people
in the productive 30 to 65 age group,
according tfo experts. The
consequences of a critical illness can
be manifold:

° Possible loss of employment

° Physical disability
° High medical expenditure
° Need to change lifestyle

° Dependency on others in day-
to-day life.

Expenditures that can arise from the
above are difficult fo quantify and
reimburse, and therefore, it makes
eminent sense to offer a benefit cover
for a sufficiently high sum insured
based on income levels. Since a
criticaliliness can affect employment,
companies can ideally take annual
critical illness policies for their
employees, especially executives.

The criticalillinesses generally covered
are the following: stroke, coronary
artery surgery, cancer, kidney failure,
surgery for a disease of the Aorta,
heart valve replacement, organ
tfransplant, paralysis, total blindness,
multiple sclerosis, myocardial
infraction.

7.3 Hospitalisation Covers :

The commonest form of health
indemnity policy is the hospitalisation
cover. Hospitalisation cover can be for
illness, disease and/or accident, for all
procedures or only named ones, for
an all-encompassing care or only for
named major illnesses. The charges
payable are generally listed. The
Mediclaim Policy, for instance, lists the
following:

a.  Room, boarding expenses
b.  Nursing expenses

c. Surgeon, Anaesthetist, Medical
Practitioner, Consultant,
Specialist fees.

d. Anaesthesia, Blood, Oxygen,
Operation Theatre Charges,
Surgical Appliances, Medicines
and Drugs, Diagnostic Materials,
and X-Ray, Dialysis,
Chemotherapy, Radiotherapy,

Cost of Pacemaker, Artificial
Limbs and cost of organs and
similar expenses.

Any hospitalisation cover, and
generally all health covers have
certain exclusions, more in the line to
define the cover more clearly, than to
restrict the benefits, and the severity
of such clauses wherever they are
existing are diminishing and will
diminish further in the future. The
principal exclusions specifically
relevant to health as exemplified in the
largest selling health policy in the
country, which is the Mediclaim Policy,
are:

a) Pre-existing iliness exclusion. This
is considered an essential part of
any health policy, unless it is
forbidden by law, as is said to be
the case in some countries
where health covers would
possibly be compulsory or
commonly bought by everyone
from a young age. This condition
is now being increasingly
mitigated by insurers and in
certain types of group policies
altogether removed by payment
of additional premium. Pre-
existing disease clauses are
however very relevant in our
country where the entry age
could be up to 75 years of age
because the insurer could be
saddled with known claims,
especially in cases when
proposers can seek cover after
clearly knowing that treatment
involving major expenses are
impending.

b) Along with generic exclusions of
pre-existing conditions, certain
illnesses may also be excludedin
the first year or for an initial period
as these diseases can be
postponed for a period once the
diagnosis is made. These
diseases include cataract,
hysterectomy, hernia, hydrocele,
congenital internal diseases,
fistula, piles, kidney and gall
bladder stones etc.



c) Circumcision unless necessary for
tfreatment of a covered disease
or due to accident, vaccination
or inoculation, change of life or
cosmetic or aesthetic treatment
of any description, plastic surgery
other than necessitated due to
accident or illness.

d) Dentaltreatment unless requiring
hospitalisation, cost of
spectacles, contact lenses, and
hearing aids.

e) Convalescence, general
debility, run-down condition, rest

cure, congenital external
disease or defects or anomalies,
sterility, venereal disease,

intentional self-injury or use of
inftoxicating drugs or alcohol,
AIDS and related syndromes.

) Charges primarily for diagnostic
or laboratory examinations not
related to a specific illness or
injury. Expenses for vitamins or
tonics unless part of freatment of
disease or injury.

g) Pregnancy and childbirth
(coverable under group policies)

h)  Naturopathy treatment.

In line with the above exclusions there
could be variations depending on the
requirements of the policy.

In hospitalisation policy, the definition
of hospital is given, and the minimum
duration of stay in the hospital is
specified. However, as a new line of
surgeries called day care surgeries
have emerged, the same are being
increasingly covered. Along with
hospitalisation pre- and post
hospitalisation for a fixed number of
days are also covered.

Oufpatient or ambulatory care is not
usually offered in hospitalisation
policies, but in certain cases limited
care is allowed to certain well-
approved clients for additional
premium. With the advent of

managed care, preventive and
promotive care will be increasingly
covered and the market awaits the
infroduction of such benefits in India.

8. COST REDUCTION AS THE KEY TO
SUCCESSFUL HEALTH INSURANCE:

Morbidity and heightened concern for
health particularly when a cover is
available brings in frequency of claims
and the utilisation rates of covered
freatments can go up. This coupled
with the inflationary tendencies inbuilt
in medical care, can make for run
away costs, leading to unaffordable
premium increase or unsustainability of
an otherwise beneficial cover.

There are two very important aspects
of cost control. The first is on the part
of the insured. Ideally a good health
insurance cover should be co-created
with the insured, suited to the unique
requirements of the customer, priced
as per the affordability of the
customer. At the same time the
customer will have to accept the
need for sustainability and agree 1o
regulate the costs/utilisation in such a
manner, that while the cover is
beneficial and confributing to
maintain good health, it should also
be made sustainable over as long a
period of time as possible. Such co-
created covers, also called
tailormade covers, are common in
group policies, but even in such
policies the cost reduction issues or
limitation of benefits as is required, is
seldom worked upon. The second is
on the part of the insurer, who through
understanding of the risks and careful
underwriting brings in safety factors to
keep the premium-claims ratio stable
which is further aided by keeping a
frack of provider costs, through various
managed care techniques.

8.1 Underwriting:

The beginning of fashioning a
sustainable and affordable health
cover begins with discerning and
careful underwriting. Successful
underwriting and rating creates a

balance between adequacy and
equity of rates and at the same fime
keeps the competitive requirementsin
perspective. Rates should be high
enough to generate sufficient
revenue to cover all expenses and
yield an acceptable return on equity.
At the same time the rate should be
attractive enough to generate large
volumes.

An insurer often faces the twin risks of
adverse selection and moral hazard,
and to counter this the insurer will try
to balance the risk and to improve the
risk by strict scrutiny and screening. In
this endeavour the underwriter looks
info the following aspects:

1) The chance of adverse selection
decreases as the size of anormal
group increases. Hence, apart
from encouraging group
insurances, the underwriter will try
to increase the volume of family
covers vis-o-vis individual covers,
which are generally
symptomatic of selection.

2) Balance the age profile of those
covered. It is generally
accepted that the younger
population constitute a better
risk than those old. Similarly
based on age insurers can insist
on pre-insurance health
screening to avoid catastrophic
pre-existing conditions or
diseases from being claimed.

3) The costindex of health facilities
that the insured population need
to use can be an important
consideration. Costs, in metros
for instance, will be higher than
non-metros, and therefore to
contain costs limits can be
placed on usage based on
locations or the premium can be
loaded as may be necessary or
the level of sum insured could be
fixed at a much higher level in
case of locations with high costs.

4)  Even more insidious can be the
variations in ufilisation rate of



healthcare facilities. It is seen that
among those who are more
aware and where health
facilities are easily accessible,
the usage rate generally rises.
Therefore, there can be
difference in the utilisation rates
between the rich and the poor,
the urban and the rural, and
areas where health facilities are
plentiful and areas where such
facilities are not easily available.
The underwriter willneed to keep
utilisation rates under control by
relevant underwriting tools.

Keeping in mind the above
broad parameters, the
underwriters  will examine
individual cases based on the
undernoted criteria.

a) The health status of each
person to be covered. This
can be determined by:

i Physical examination of the
person to be covered
along with necessary tests
and/or attending physician

statement

i, Individual medical
questionnaire as can be
seen in the individual

mediclaim proposal forms.

ii. An employer disclosure
listing major health
conditions.

iv. Medical cost experience
(large groups)

b) The type of coverage
required. The extent of
coverage that can be
allowed will depend on the
magnitude of risk that the
underwriter perceives
based on facts and
experience. Normally risks
are categorised into
standard and sub-
standard. Sub-standard
risks can be dealt with by

loading the premium, and/
or by restricting the
coverage or by declining
the risk altogether.

c) Assurance of renewal.
Underwriters will fend to
view suspiciously covers in
the first year, as the risk is
highest from the point of
pre-existing diseases and
moral hazard. Therefore, in
health insurance coverage
particularly, consistent and
timely renewals are
considered essential both
for the insurer and the
insured. Health insurance
policies in the first few years
can have more 'gag"
clauses for the customer
due to the chances of
higher risks inherent in such
proposals due to non-
disclosure or incomplete
disclosure. There is also
considerable risk for the
customer that can arise
from a break in the policy
or discontinuation of the
policy in that if the insured
takes a policy at a later
date after a break, the
earlier covered illnesses
could face exclusions due
to conditions or illnesses
that were contracted
before or during the break
in policy. This is because
such conditions or diseases
could become a new pre-
existing condition if the
same are manifested as
likely to generate further
claims at the time of taking
a fresh policy after a break.
Therefore the right strategy
for any health insurance
customer is to have the
cover from cradle tfo grave
without any break.

Health Insurance as noted before is a
most complex subject given that
people continuously age and have a
host of differentiating risk patterns

based on their age, gender, heredity,
lifestyle, lifecycle, environment and
living condition, occupation, access
to healthcare, especially preventive
care and so on, apart from various
subjective moral hazard factors.
Therefore, in addition to individual
profiles, the underwriter would also
keep in mind the larger ma