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The Effectiveness of the Legal and Regulatory Framework

The Commission invites comments from industry participants and the wider
public on the following:

Does the current Insurance Act 1995 provide an appropriate legal framework for
the efficient operation of the industry?

The Act is too broad allowing loopholes to exist. In the past, it was common
practice for the Insurance Commissioner’s Office to issue Circulars to the
Industry to provide explanation or intent of the Act, however, these Circulars
have not been updated in recent years.

An example is Circular IC-96BRKR/0204 dated 2 April 1996 (refer separate
document - Attachment “A”’). This Circular provides clear direction that all
Business in PNG is conducted only by Licensed Brokers and Insurers. Current
trends indicated that this is not the case.

Are the current regulatory responsibilities of the OIC appropriate?

The current regulatory responsibilities of the Office of the Insurance
Commissioner (“OIC”) are appropriate as it relates to the Insurance Act.

Is the OIC sufficiently and appropriately resourced to carry out its
responsibilities?

The OIC is sufficiently, but not appropriately resourced.

Is the current reporting and provision of industry information by the OIC timely
and sufficient to meet industry and community needs?

No, as the Annual Statistics of the Industry are not produced in a timely manner,

nor has the Insurance Commissioner produced any Annual Reports for many
years. This also applies to the current non-accountability of the Insurance Levy.

1 04/05/2007



MARSH

The Commission seeks comments from stakeholders and the public on the
following:

What are the advantages and disadvantages of retaining an admitted market in
PNG? Is the retention appropriate for the PNG market?

(i) A key advantage of retaining an admitted market in PNG is that it fosters
the ongoing development of a viable insurance marketplace in PNG.

(ii)  Historically the intention was to support the growth of the Insurance
Industry corresponding with the subsequent retention of Capital in PNG.

However, current practice indicates there is limited retention in the
Country.

(i) Training & Growth of PNG Nationals to assume greater responsible within
the Industry.

(iv) Critical part of Finance Industry as well as providing genuine career
opportunities.

(v) On-shore Brokers & Insurers have a better understanding of risks.

The major disadvantages include:-

(i)  All local insurers need to decline to write the risk or charge a premium
which is more than 17.5% above the price at which the business can be
placed in an alternate markeiplace.

(ii) A secondary disadvantage is the high “operating costs” in PNG, which is
also additional to the cost of Insurance.

(iii) Admitted markeiplaces can inhibit competition and can lead to increased
insurance premiums and/or significantly inferior policy coverage for
consumers due to the lack of global competition.

Are current licensing arrangements appropriate (e.g. annual licensing, licensing
of loss adjusters, etc.) and whether these may potentially be considered as an
impediment to competition or the entry of new entrants?

The annual licensing process is onerous and time consuming and may detract the
OIC from performing other services to the industry and its consumers.

The Application of the Act needs to be strengthened and ongoing monitoring
conducted to ensure that prudent and ethical standards and adequate solvency
standards are continually maintained. This is especially important in respect to
Insurance Companies which have only a minimal Capital base.

We do not believe the licensing requirements create an impediment on new
entrants.
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e  Should the practice of issuing “provisional” licences continue?

Provisional licences should not continue, with licences only issued once all
licensing criteria have been met. A new licence should be provided for an initial
period of one year and renewed for subsequent periods based on satisfactory
performance and no licence breaches.

e Are there alternatives that could be considered for some or all categories of
participants?

An alternative approach would be to provide long established insurance or
related organisations in PNG with five year renewable licences. For newly
established organisations, a licence could be provided for one year initially, and
then renewed for three years with subsequent renewals for a five year period.
There would obviously need to be “on-going” monitoring process to enforce the
standards required by the Licence.

We believe that underwater “treaty” arrangements must be confirmed on their
expiry date by all Insurers as a condition of a granted licence.

e Should the current restriction on general insurers writing life or life related
business be relaxed and what would this mean for industry regulation?

We believe the restriction on general insurers writing life or life-related business
should be relaxed as this will foster increased competition in the market for life
products.

e To what extent does the Insurance Commissioner apply the licence requirements
uniformly for foreign and national companies?

There should be no distinction by the IC in relation to licences for foreign or
national companies.

Based on anecdotal evidence, the Insurance Commissioner appears to be more
lenient to National Companies (eg. Issue of Provisional Licences)

The Commission seeks comments on the following:

e  Are the minimum capital requirements and statutory deposits set at the
appropriate level for each category of insurance market participant?

Capital requirements for Insurance Companies need to be adequate for the level
of risk that they may underwrite. Currently, this is not the case and there is
evidence that Insurers are assuming risks well above their Capital requirements
and Reinsurance arrangements.
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e How do current prudential requirements impact new entrants?

Negligible, due to the very low limits required.

e Is administration and monitoring of current prudential guidelines in the industry
generally effective and even-handed?

Refer previous comments.

e Is the role and involvement of actuaries in the prudential supervision of licensed
insurers appropriate and sufficient?

We are not aware of any actuarial assessment in the Licensing process.

e  Would a risk-based approach to prudential supervision be more appropriate?

We would definitely welcome this initiative as we believe the Capital
requirements of Insurers are currently too low.

e  Whether the current arrangements in regard to offshore exemption business is
operating effectively (particularly the 17.5% price differential).

The current arrangements are cumbersome and currently lead to increased
pricing for consumers. If an overseas market is 17.49% cheaper than the local
market then the consumer is denied the ability to place their risks in the overseas
market leading to a higher insurance cost and potentially inferior coverage. The
exemption process is time consuming and creates unnecessary work for insurers,
brokers and the OIC.

In addition, there are many loopholes in the Act.

e The level of insurance, if any, written offshore in breach of Section 36 of the Act
and does not go through the exemption process

We are not aware of any significant level of premiums placed offshore which are
in breach of Section 36. The only areas that we can think of are where there are
subsidiaries of global companies working in PNG where these global
organisations have some unique policies covering all subsidiaries worldwide.
Examples could be Kidnap and Ransom, Extortion or Terrorism, Financial &
Professional Products and short term Contracts where the existence of these
policies can often be the subject of confidentiality agreements at Head Office of
the global firm.
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Also, this is one area in the Act that makes it very difficult to monitor.

e  The proposed introduction of the following:
- Insurance Contract Law
- Risk Based Capital requirements
- Insurance Complaints Tribunal
_ The impact of these measures on the current operation of the PNG general
insurance market

We would support all the initiatives mentioned as we believe that they will either
improve the Governance of how Companies operate or improve protection to the
Consumer.

Market Operation and Competition
The Commission seeks comments on the following:
e Is the PNG reinsurance market working effectively?

No, as it is very difficult to monitor Insurer activity and the re-insurance market
Capital is insufficient (K20m).

The issue of reinsurance is not adequately addressed in the current Act creating
opportunities for Insurers to take advantage of, especially in view of the fact that
“fronting” is currently prohibited by the Insurance Commissioner, but widely
practised. As Reinsurance is the cornerstone of the Insurance Industry in PNG,
this area is of great concern.

e Does Pacific Re Ltd offer viable reinsurance in-country?

No, insufficient Capital of Pacific Re reduces its capability to accept the large
risks, but the fact that Pacific Re may refuse an offer of reinsurance from a
Licensed Insurer, automatically allows the Insurer unlimited access to the
overseas reinsurance market.

Under the current arrangement, a Licensed Insurer need not offer any

reinsurance lines to other Local Insurers prior to accessing the International
Reinsurance Market.

e  What is the level of compliance with Article 36 of the Insurance Act in regard to
reinsurance?

As above.
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e s there sufficient competition amongst the existing insurance companies to
provide an effective and efficient general insurance market?

There are reasonably high levels of competition in the market and the recent new
entrants will stimulate further competition. Our concern is the security offered by
the new markets and their ability to meet claims in their formative years. Marsh
has global insurer security standards and a number of existing and new insurers
do not currently meet these standards.

Also, the small number of Insurers in PNG sometimes precludes competition,
especially where a panel of co-insurance is involved, or the local market already
participates to its maximum capacity by way of re-insurance.

In more established markets, there would be a greater number of Insurers to fulfil
this requirement.

Also, due to the smaller or limited number of Insurers in PNG, there is little
encouragement to provide enhanced levels of coverage and product options for
clients.

e How could the capacity of existing insurers be increased to limit the premiums
placed offshore?

The capacity of existing insurers is a matter for them to address and reflects their
desire to assume greater levels of risk in the PNG marketplace. If the PNG
marketplace is uncompetitive or lacks sufficient capacity then consumers should
be allowed to purchase their insurance requirements in overseas markets. The
ability for consumers to access overseas markets will force local insurers to
review their own positions and we believe this will stimulate further competition
and ultimately lead to a stronger self-sustaining local marketplace which wins
and retains business on its own merits.

e  Are the existing insurance brokers and loss adjusters adequately skilled and
experienced to meet the needs of the market?
We believe that international brokers, such as Marsh, which have access to their
global network, are more than adequately skilled to meet the needs of the
marketplace.

e s there adequate competition in the market for insurance brokers?
There are currently Seven (7) Brokers actively involved in the PNG marketplace
which we believe is providing adequate and, at times, fierce competition in the
PNG market.
The ratio of Seven (7) Brokers to Twelve (12) Insurers currently licensed creates

an excessively competitive environment which is not sustainable.
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e Is there adequate competition in the market for loss adjustors?

Loss adjusting is a specialised field and large losses will often necessitate the
involvement of international loss adjustors, particularly if the business is placed
in offshore markets. Loss adjustors are appointed by insurers and insurers also
have the option of adjusting claims themselves without the need for loss adjustors
depending on the quantum of the claims.

e Do premiums reflect risk or market concentration?

Premiums reflect risk and have regard for loss potential in the PNG environment.
The greater the competition for a piece of business, the lower the premium
ultimately paid by the client.

e  Are premiums for similar risk categories comparable to other markets?

The premiums charged in the PNG marketplace can often be more expensive than
in other markets — this can be reflective of the increased level of risk in PNG,
lower levels of fire protection and fire brigades as well as the natural hazards in
PNG, particularly earthquake and volcanic eruption as well as issues related to
law and order. In some cases, comparable rates for office blocks could be two to
three times higher than similar rates in Australia. As there is an increased
Country Risk (Law & Order), combined with a continuing negative perception
from overseas that in many cases will result in overseas Insurers refusing to
underwrite PNG risks resulting in the lack of capacity for risks, or higher
premiums.

e Are the terms of coverage offered by insurers considered appropriate?

No, too many exclusions or restrictions (eg. riots, floods, malicious damage).

e  Are there risks that are not insured by the general insurance industry?

Risks not currently insured by the general insurance industry in PNG include:-

- Financial Risks, Kidnap & Ransom, Extortion, Terrorism, Political Risk, any
coverage including USA or Canadian Jurisdiction, Major Construction,
Mining & Energy, Large Airline fleet or Specialist Liability covers.
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