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VVednesday,l\priI25,2007

Dear Sir,

ICCC -Issues Paper -Insurance Industry -March 2007

Thank you for the privilege to participate in your survey. The comments below give my
best reading of the Issues Paper.

First I support the Treasury/ICCC initiative. There is room for carefully thought out
enabling measures to make the Insurance Industry efficient, user friendly and broaden
Government revenue base.

My short answer to the Issues Paper, is for Government to give total support to its
Office of Insurance Commissioner (OIC). That is to empower the Office to provide most
up-to-date standard of stewardship that serves the best interest of Insurance Industry,
Consumer and Government.

The OIC as structured at present evolved only in the recent ten years. Prior to this (with
government budget support) the Office operated as a one to two to man band; hardly
set up to meet mission performance requirements. This concern is the basis for my
statement in the paragraph above.

Thanking you once again and wish the Treasury/ICCC initiative every success.

Yours faithfully,

Darryl G. Natban
Former Chairman - Niugini Insurance Corporation
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25 April 2007

Mr. Thomas Abe
Commissioner & CEO

Independent Consumen( Competition Commission
P. O. Box 6394
BOROKO

National Capital District

TelepHOne (675) 325 2144
faesimile:(675) 325 3980

.-Email: salphonse@iccc.gov.pg

DearSir,

RE:REVIEWOFTHEGENERALINSURANCEINDUSTRY IN PNG

"ISSUE PAPER"

It gives me great pleasure to be able to participate in forwarding views and
opinions on some interesting aspects of a very critical link in our economic
structure.

Before I lose my way too much, let me commend the Independent Consumer &
Competition Commission and the Department of Treasury on this most worthy
assignment. This initiative demonstrates a sign of maturity in our bureaucracy
and the Government machinery and presents this great nation of ours with yet
another milestone in our development as a nation.

I note the great work undertaken which is reflected in the depth of the Paper and
it is very unfortunate that I am not qualified to offer a lot in terms of the many
very challenging scenarios we are faced with.

I would however, like to take this opportunity to touch on a few areas that the
Paper covers and which I believe may be of some worth in your endeavour to
find a way forward.

1. Open and Competitive Market
I am not convinced that a free and open market with many players will
achieve the desired result of increasing the insurance market revenue
base. It is unlikely that the Governments revenue base will be affected.
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If I were to advise G~vernment,I would go the other way because in a small and
tight market all you would be doing would be creating an environment for price war
and under cutting in the market, which would have an adverse effect on the quality
and professionalism levels of conducting Insurance business. The direction I would
take would be one that the Government could have incorporated into its annual
budget instantaneously, where direct revenue can be raised as part of its budget
exercise.

Likeyourselves, I believe insurance can be a tremendous catalyst to stimulate
economicgrowth, however your proposed strategies may be a little long-winded
when there are a lot of other very achievable and less cumbersome options in the
shorttermthat can achieve your desired objectives.

Additionally,I note the omission of some very critical components of Insurance
relevant to Papua New Guinean development needs. Before the Paper can be
considered to be complete I would recommend the inclusion of these components
(only if you consider them appropriate), which I will cover later on under
Challenges.

The Branch (or subsidiary operations as you refer to) of large foreign companies are
not responsible to develop the Insurance Industry. The Government must be the one
setting the pace for the rest of the Industry to follow - this is the single biggest
challenge to all Industry players to lift their acts. The Government can best achieve
this through ownership of a fully Government owned Insurance Company. GIO in
Australiais one classical example of an entity we can learn from.

Although the Government may appear to have interests in Pacific MMI, Papua New
Guinea as a country makes no real gain in terms of the economic stimulating effects
that are being referred to here in this Issue Paper.

2. Insurance Levy .

I note the issues raised surrounding this matter and obviously there are set
procedures to administer this aspect of the Office of The Insurance Commission. I am

) not sure as to the true inferenceto this matter.

If the question is whether the levy should be charged or not then one really
needs to lookbacktwelve (12) years ago and see what the situationwas then.

On the other hand if the question is, is the Office of The Insurance Commission
compromising its position with the Industry by collecting levies From the
Industry to survive, then perhaps we should closely monitor as to who is paying this
levy.

It is my learned opinion there is no conflict in this assumption as the Industry is
merely passing on a cost that consumers are paying. This levy, as you would be
aware, is not coming off the bottom line of the operating companies in the Insurance
Industry.

Avery brief background on the levy was that it was necessitated by the growth in the
Industry and the need to adequately fund the Office of the Insurance Commission.



Also at that time the Officewas fund~d by the Department of Financewith an annual
budget of approximately K40, 000 per annum and the Government was very seriously
considering closing down the Office.

In consultation with Industry friends abroad, concerned and responsible Papua New
Guineas put their heads together and proposed the levy concept to the Government.
This concept is not unique to Papua New Guinea - this was done to save a K200
MillionIndustry and safeguard the interest of ordinary policyholders.

If the levy is going to be touched in any way, then I would suggest you move it
upwards if we are to achieve the objectives proposed in 1 above.

3. Office of Insurance Commissioner
The Office of the Insurance Commission must be upgraded to efficiently perform. The
Insurance Commissioner's base salary and package level must be increased to
between Executive Level 4 and 6 in the Public Service Salary Structure to attract an
Insurance professional -as opposed to the current Grade 19 Level. This Office cannot
be played around with by placing Finance Officers in this post, which has now
become somewhat of an age-old tradition.

To be able to achieve your desired objectives, this must be done foremost. This way
the Office of the Insurance Commission can be properly structured to efficiently and
effectivelyperform its functions and be on par with global trends.

4. Reinsurance Capacity
The effect of your desired objective will naturally provide an opportunity to increase
capacity, however, with new players, worldwide experience is that the capacities
offered will be more facultative lines rather than treaties as parties will be going
through the phases of testing the waters before confidence can be gained to extend
the support base so the capacity increases will not necessarily be achieved in the
short to medium term. Indeed, the real gain in an open Papua New Guinean
dominated market will be the retention of higher net premiums on shore.

I note your reference of Pacific Reinsurance. Let me assure you that Pacific
Reinsurance was not established to increase insurance onshore capacity. The down-
sight of which, is evidenced now with this capacity problem despite the existence of
Clause 36 of the Insurance Act. Pacific Reinsurance is indeed an Insurance Scam
because it was merely established as a conduit to solicit funds in the vicinity of K60
Millionbelonging to the then Motor Vehicles Insurance Trust. Sure, there may have
been provisions in the MotorVehicles Insurance Trust Act, but this defied all common
sense, logicand insurance practices-and procedures.

The Industry was not in agreement with this distribution issue because of two major
legal considerations:

· "whendoes the position of guarantor become that of a beneficiary?"
· insurance is a business of ''INDEMNITY''not one "TOPROFrT'~

I guess this was a case where one can say, "the cream was in the pudding'~




