Date: 20.2.2018

Publication: Mint

Page No.: 32

Edition: Mumbai, Delhi, Ahmedabad, Pune, Chandigarh,
Bangalore, Chennai, Hyderabad, Kolkata

DISRUPTION IN T

PANIEI

IPOs AND 1

« NON
BNOLOGY CANTEBNG

LIFE SECZOR THAT

FoTmpE

(Fromright): Rakesh Jain, Tapan Singhel, K.G. Krishnamoorthy Rao, Mayank Bathwal, and Gayathri Parthasarathy

ModiCare will raise insurance awareness
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The push to bring 500 million people under insurance umbrella will not only transform the insurance beneficiaries but the healthcare industry too

BY TEAMMINT MONEY

opic of the second panel
discussion was:  Disrup-
tion in the non-life insur-
ance sector that initial pub-
lic offerings (IPOs) and
technology can bring.

On the panel were: Gayathri Parthasar-
athy, head - financial services advisory,
KPMG India Pvt. Ltd; Mayank Bathwal,
chiefexecutive officer, Aditya Birla Health
Insurance Co. Ltd; K.G. Krishnamoorthy
Rao, managing directorand chiefexecu-
tive officer, Future Generali India Insur-
ance Co. Ltd; Tapan Singhel, managing
directorand chiefexecutive officer, Bajaj
Allianz General Insurance Co. Ltd; and
Rakesh Jain, executive directorand chief
executive officer, Reliance General Insur-
ance Co. Ltd. The discussion wasmoder-
ated by Deepti Bhaskaran, deputy editor,
Mint Money.

Deepti Bhaskaran: Three companies
in the non-life sector have listed. There’s
anotherone togo. How will IPOs change
the game for the industry? And I'm not
talking just about companies that are
listed or are going to get listed.

Rakesh Jain: I think structurally,
insurance iscomingofage. I'm heartened
to say that for the first time in 17 years—
from the Government of India and the
Budget—the most promisingannounce-
ment is an insurance scheme. It clearly
reflects that general insurance is coming
up tothisstature. Having said that, most of
the insurers have gone through theirown
stages of evolution. I think companies
have been, orwere planning to be, listed at
thispoint intime. Very often, the consum-
ersand investorsare going to be the same
set of people. So, for an insurance com-
pany, this is the right time to make the
right noise. Stature building is important
because the next leg of growth is not going
to be a function of just making a product
ordistribution. That phase is getting over.
‘What adds further (to stature building)
now istheaccountability, the responsibil-
ity and obviously when companies do
well, even the consumer perception about
the products goes up significantly. Forus,
thisis like agame-changing move;a move
which really propelsus in the bigleague.
It gives us an opportunity to really play
shoulder-to-shoulder withabank orany
other large-format financial institution.

Tapan Singhel: I'm super-excited
about listing. Because fora change, I see in
the market thingsare happening what the
regulator could not get done, nor could
promoters get done—which is the disci-
pline of underwriting. Look at the shift of
companies that are listed or are going to
be listed. Lookat theactions theyare tak-
ingintermsof cutting theirloss ratiosand
expenses. A good disciplined business
environment isalways good for consum-
ers. Listing is creating this environment;
people nowunderstand that they have to
getthe business right, otherwise the mar-
ket is not going to give them anything.

K.G. Krishnamoorthy Rao: I think
we should have expected listing because
any investor who hasinvested inan insur-
ance company aftera certain point of time,
would like tounlock the value. So the list-
ing has happened now in this market after
almost 17 years of operation. Underwriting
is also coming to notice. The companies
will start looking at their net combined
ratio, which is the measure of general

insurance industry’s health. Naturally,
customer will finally benefit because
unless companies realise that they need to
lookat the customers, they will not be able
to grow and that will determine their
health in the stock market.

Mayank Bathwal: The real value dis-
covery isin terms of where the value in the
business lies. Getting topline just for the
sake of topline, may not be as relevant as
probably it wasin the past. If you're mak-
ing money, if you're creating value for
your stakeholders or investors, I think
that's where the focus will shift. And asa
late entrant in this industry, we do hope
we make underwriting profits at a pace
faster than what we've seen so far.

Gayathri Parthasarathy: I think
everybody is looking forward tolisting for
various reasons. One is definitely being
customer-centric—how does one get
there—gettingthe right discipline, getting
the right amount of transparency and
accountability which really leads to being
customer-centric because then you
become accountable to your investorsand
then finally hundred percent to your cus-
tomers. So that's really a key theme.

Bhaskaran: From buildingan under-
writing discipline perspective, the game-
changing event happened more than a
decade ago when the industry got de-tar-
iffed. But that hasn’t happened and now
we are talking about IPOs building that
underwriting discipline. Tapan, give me a
perspective on why were the insurers not
focusing on underwriting?

Singhel: 1 think some people wanted to
capture the market share by thinking that
they could let go of the price and recover
later. That to me is a strategic mistake to
be made, because in general insurance it’s
a yearly contract. So you really cannot
capture market share by burning capital.
If the only value you bring is a price dis-
count, then the customer will go tosome-
body else who givesa price discount later.
In the general insurance industry, you
have tobe disciplined from day zero. You
have to be very careful on how you write
the business and understand risk. It's a
very technical business. Unfortunately,
lots of people take it like FMCG orbanking
industry. It's more complex than that.

Rao: If you look globally, most of the
markets, when they got de-tariffed, the
rates came down and then at some point
the shareholders started questioning the
management. And then there was pres-
sure on the managementsto correct their
bottom line. And that is how the rate
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pace; so the point it made was, if you are
efficient and pricing is right, why should

companies—publicsector cc

private sector companies. Mostly, the
public sector companies never concen-
trated on theirbottom line asthe mandate
was to grow. Maybe the government
looked at this as providing social secu-
rity—the mandate always was to grow at
whatever cost. The bottom line was never
in focus. Fortunately for them, there was
a large investment book that provided
enough returns for them to survive. So
because of that, when they were control-
ling around 70% of the market, it was
always that they could determine where
and how the market should go. Naturally,
others followed. Everybody wanted to
protect their market share. Maybe thisis
one of the reasons why this market has
taken timetolookat the importance of net
combined ratio and the importance of
generatingunderwriting profit.

Bhaskaran: Will IPOsand the focuson
underwriting lead to price correction?

Rao: The concept of insurance itselfis
pooling of premium. So if you don’t
charge the right premium based on the
risk exposure of the customer, naturally

body else is subsidizing that. Maybe
the customer who is not up to the mark,
who is giving lesser premium now hasto
be worried.

Singhel: If you remember,a couple of
months back we said that we will reduce
the motor price by 10-15%. If I look at my
growth, it is like 70% over the market
growth, which is happening at a good

[m excited
about listing.
Because for
achange, |
seeinthe
market
things are
happening: what the regula-
tor could not get done, nor
could promoters get done—
which is the discipline
of underwriting ”
TAPAN SINGHEL
MD and CEO, Bajaj Allianz
General Insurance

thep goup? Theissueisthat the
efficiencies and business mix have to
comeintoscale.Idon’t think the customer
should suffer. But yes, one could see price
correctionifyou have been operatingon
acombined ratio of over 100 for so many
yearsand are now tryingtobring it down.
With with the new Motor Vehicle Act
comingin, the pressure isvery high forthe
companies to come below 100. Because
thenthe reservesand the money made on
reserves is going to disappear very fast.
Bhaskaran: How can technology help
in keeping prices under control?
Parthasarathy: Efficiencies have to
playa huge role in terms of not increasing
the premium, and at the end of the day the
customers need not pay extra. Technol-
ogy can play a huge role in this. Look at
what is our online subscription? What is
the penetration? What's theadoption that
we have today, compared tothe expecta-
tionsorthe investments that go behind it?
Ithink we are farlow compared to what we
should ideally be. Online can be key for
customeracquisition and can bringina lot
of efficiency and also make the process
easy for customers. Pricing is a very
important aspect because if you price it
right, then you don’t need to worry about
the premiums, as they are interlinked.
Bhaskaran: Will the online space
bridge the information gap that exists
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insome cases. Now that'swhere technol-
ogy can come in. Now the data s transpar-
entlyavailable. You can make the process
efficient. You can bring down the cost of
thatadministration. You can use that data
for many other cases in the future, in
terms of how do you adjudicate claims.
You can bring in elements of standard
treatment protocols, elements of remov-
ing inefficient costing. Every 1-2-3% of
cost down isincreasing your underwriting
profit or giving an ability to pass on the
benefits to the consumers.

Jain: The biggest challenge for Indiais
awarenessand people really cominginto
the fold of insurance. Anywhere in the
world where penetration is deep, prices
are optimal. So in some sense, across the
different segments, even motor insur-
ance, we see only 50% of the vehiclesare
insured. If100% were insured, I can guar-
anteeat least from my side that the prices
will be far more optimal. The same goes
for health. Only 2% of the people really
buy health. What about the balance? They
getitinsome way or the other. So, struc-
turally we have tosee, does the online ena-
blean environment wherein people come
easily? Anywhere in the world, what we
have seen is, you start with simple prod-
ucts. Awareness is because products are
simple. It is aligned to the way the cus-
tomer acts or interacts in the e-comm
environment. You'll see simple things
happeningand people comingin the fold
ofi

between buyersand f ers?
Bathwal: In health, it is already hap-
pening. There is complete information
symmetry as faras the consumersare con-
cerned. They can go to the Policy Bazaar
website or they can go to any other web
aggregatorsite and they can compare any
offering.I don’tthinkit’san issue of availa-
bility of information. I want to bring in
transparency and efficiencies from
another perspective. What is it that makes
underwriting profits in a health insurance
company? What is yourlevel of efficiency
inexpenses and what is your efficiency in
ing claims? Let me pick one area of
claims. When I looked at it from the out-
side, I always heard that there is ineffi-
ciency in thisarea. When I visited my joint
venture partners, I saw that 97% of their
claims were actually processed with no
manual intervention and it was com-
pletely auto-adjudicated. I come toIndia
and not even 1% of claims happen like that.
I was shocked to see that information is
flowing from a hospital toan insurer,and
even in today’sday and age through faxes,

e. What will happen possibly
beyond that isthen insurance companies,
when they own the customer, will start to
thinkitasalifetime-value situation. You'll
start to really cross-sell, up-sell and cus-
tomize as per the needs of a particular
individual and that's where product inno-
vations take place. Today, there isa huge
arbitrage on the two sides. I don’t know
how many people realise, we still perhaps
don’thavea formal KYC. How much do we
know a customer? We are all shooting in
thedark. So online isagreat way toattract
consumers. I expect online to create a
spectrum of consumers to come in and
mostly the millennials who will eventually
lay down the foundation of insurance in
this country.

Bhaskaran: How are insurers looking
at ModiCare? Is it an opportunity or a
threat, given the premium estimates?

Bathwal: We don’t know what the
pricing is going to be at this stage. So I
think, let that get discovered. It's an
opportunity in two senses, whether you
participate in the processornot. Oneisthe

awareness. I don’t think that there could
be anything bigger than this in terms of
creating awareness for health insurance.
Second, the government is saying Rs5
lakh coverage fora family in that segment
of ourpopulation; then is there any reason
why we should sell any policy below Rs5
lakh at all going forward? This is a huge
opportunity, irrespective of whether the
insurance companies play in this or not.

Jain:[ seethisisabigopportunity. We
need to recognise that the minimum
healthcare cost in this country for many
thingsrunintoa few lakhs. Sothisislikea
realisation which really seepsinapointin
time. The government a few years back
had run a scheme—Rashtriya Swasthya
Bima Yojana (RSBY) but the format was
Rs30,000. And obviously we still see alot
of people not picking that up;and I think
it wasalso because Rs30,000 was not ade-
quate enough. Structurally, the health-
care infrastructure will evolve. The
moment 40-50% of India will seeka medi-
cal intervention on a daily basis, all of us
will go down there and create our own
opportunities. I also personally feel that
what we thinkas bottom-of-the-pyramid
are the potential buyers of high-end prod-
uctsin the future. Everybody in India will
grow economically too, and their needs
will multiply and most of the insurers will
be there tosupport them when they really
look beyond Rs5 lakh togointo RslO lakh,
Rs20 lakh or Rs30 lakh.

Singhel: With good health insurance
and good healthcare, the average life
expectancy of Indians will move up. It has
that powerful an impact. With execution,
and money coming in, infrastructure will
evolve. And the price is a challenge. The
industry and the healthcare have to come
up because you'll have 500 million people
coming in. Lookat the impact it will have
onthe countryand getting that right isthe
challenge. We should all, as an industry
alongwith the government, be super-ex-
cited toraise the average life expectancy of
Indians. We have the opportunity to do
that. If the business proposition is there
even in a village, why would the health-
care system not evolve, why will doctors
not go there? A simple example is crop
insurance. See the investment in the
claimstoday. People are lookingat satel-
lite imagery, they are looking at drones.
Giveit3to5years,you canactually insure
even a metre of crop. Otherwise, before
thisannouncement, nobody really looked
atitat that depth.

Rao: Thisisavery powerful thing. We
are covering 500 million people. First, all
the government’s insurance schemes
have only increased awareness about
insurance. Second, it is still not clear
whetherinsurance companies will be part
of it or states will have their own Trusts;
we don’t know what are the models being
proposed. The success of it willbe on how
the implementation is done because some
of the problems with the earlier RSBY has
been frauds that used to happen in some
of the places. How do we curtail that?
What control measures are put in place,
eitherby the insurance industry or by the
government? That becomes very impor-
tantasit'snot that the scheme only hasto
run for | year. It has to be sustainable,
properly priced, and proper control
mechanisms have to be in place; then it
can be sustainable and it will be good for
the industry as well as for the public.

View the full discussion on:
bit.ly/2GpPbRI




