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Property insurance likely to go up
IRDAI Advises Insurers To Peg New Rates To |IB Data

Rachel Chitra@timesgroup.com

Chennai: Insurers are likely
to increase their rates on pro-
perty/fire insurance post-Ju-
ly, after the insurance regula-
tor on Wednesday instructed
them to peg new rates to the
Insurance Information Bu-
reau's (IIB) revised data.

Theregulator also increa-
sed thelist of risk occupanci-
es from 90 to 109, effective
from July1, 2017.

How does the move affect
the industry? Till 2007, rates
were fixed when it came to fi-
re and property insurance.
The only differentiater an in-
surer could offer was the ser-
vicequality asratesfixed. La-
ter, when the industry wasde-
tarriffed, there was unhealt-
hy, cut-throat competition
among insurers as they fo-
ught over clients; offering
themlower andlowerratesas
incentives. “Charging lower

premiumsat some point star-
ted affecting the profitability
of that line of business and
the servicing of claims. Loss
ratios increased from around
30% before de-tarrifing to 60-
75% in recent years. And in
an effort to cut losses IRDAI
came out with the first set of

The guidelines are
to ensure that
insurers do not
charge premiums
that are lower than
prudent

regulations in 2015,” said an
executive from United India
Insurance Co.

Theregulator then set out
guidelines on how much an
insurer could charge on fire
policies. “IRDAI then in-
structed the IIB to come with

for different occupancies.
The way we insure a cinema
theatre or rice mill or hospi-
tal would be different from
how we'd Insure a godown
which had inflammable go-
ods. For instance, an I'T" office
would have a much lower 1n-

acquiring the new business,
management expenses
which is the “burning cost”
should be proportional to the
premium so that the compa-
ny doesnot make losses.

“The idea being that with

the new burning cost calcula-

surance/fire risk than a ma-
nufacturing unit. So IIB put

ted, you cannot make losses.
Of courseflre asaline of bu-

arate insurers could charge

together rates based on occu-

siness does not make as high

pancy. And now they’ve revi-
sed the rates in 2017, atter the

losses _as health and other
portfolios; but it still is better

2014 guidelines,” said an ex-

to be prudent,” said the ex-

ecutive ataprivate insurer.

ecutive.

The guidelines are to en-
sure that insurers’ do not
charge premiums that are lo-
wer than prudent.

“What the new guidelines
say is that you can take IIB's

internal assessment and set
your own rate. But your base

rate cannot be lower than 11B
rate,” said the executive.

The assumption 1S that
the base rate, plus the cost of

Another guideline the IR-
DAThasissued iswith regard
to IIB data on burning costs
does not include natural ca-
tastrophes such as strong
typhoons, flood, inundation
(STFT) risks and earthquake.
The regulator has instructed
insurers to use their own jud-
gement for pricing add-on co-
vers, apartfrom FLEXA risks
(fire, lightning, explosion,
aircraft (insurance).




