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      Using this study text

      
      
      Welcome to the M92: Insurance business and finance study text which is designed to cover the M92
         syllabus, a copy of which is included in the next section.
      

      
      Please note that in order to create a logical and effective study path, the contents
         of
         this study text do not necessarily mirror the order of the syllabus, which forms the
         basis of the assessment. To assist you in your learning we have followed the syllabus
         with a table that indicates where each syllabus learning outcome is covered in the
         study
         text. These are also listed on the first page of each chapter.
      

      
      Each chapter also has stated learning objectives to help you further assess your progress
         in understanding the topics covered.
      

      
      Contained within the study text are a number of features which we hope will enhance
         your
         study:
      

      
      
         
         
            
         
         
         
            
         
         
         
            
         
         
         
            
         
         
         
            
         
         
         
            
            
               
               	
               
               	
                  
                  Activities: reinforces learning through practical exercises.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Learning points: provide clear direction to assist with
                     understanding of a key topic.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Be aware: draws attention to important points or areas that may
                     need further clarification or consideration.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Refer to: located in the margin, extracts from other CII study
                     texts, which provide valuable information on or background to the topic.
                     The sections referred to are available for you to view and download on
                     RevisionMate.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Case studies: short scenarios that will test your understanding of
                     what you have read in a real life context.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Reinforce: encourages you to revisit a point previously
                     learned in the course to embed understanding.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Consider this: stimulating thought around points made in the text
                     for which there is no absolute right or wrong answer.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Revision questions: to test your recall of topics.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Examples: provide practical illustrations of points made in the
                     text.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Sources/quotations: cast further light on the subject from
                     industry sources.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Key points: act as a memory jogger at the end of each chapter.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Think back to: located in the margin, highlights areas of assumed
                     knowledge that you might find helpful to revisit. The sections referred
                     to are available for you to view and download on RevisionMate.
                  

                  
               
               
            

            
            
               
               	
               
               	
                  
                  Key terms: introduce the key concepts and specialist terms covered
                     in each chapter.
                  

                  
               
               
               	
               
               	
               
               	
                  
                  Useful websites: introduce you to other information sources that
                     help to supplement the text.
                  

                  
               
               
            

            
         
         
      

      

      
      At the end of every chapter there is also a set of self-test questions that you should
         use to check your knowledge and understanding of what you have just studied. Compare
         your answers with those given at the back of the book.
      

      
      By referring back to the learning outcomes after you have completed your study of
         each
         chapter and attempting the end of chapter self-test questions, you will be able to
         assess your progress and identify any areas that you may need to revisit.
      

      
      Not all features appear in every study text.

      
      Note 

      
      Website references correct at the time of publication.

      
      
      
         
         
      

      
   
      Examination syllabus

      
      
         
         
      

      
      
         
         
      

      
      
         
         
      

      
      
         
         
      

      
   
      M92 syllabus quick-reference guide

      
      
         
         
            
         
         
         
            
         
         
         
            
         
         
         
            
            
               
               	
                  
                  Syllabus learning outcome

                  
               
               
               	
                  
                  Study text chapter and section

                  
               
               
            

            
         
         
         
            
            
               
               	
                  
                  1.

                  
               
               
               	
                  
                  Understand the structure of the insurance industry 

                  
               
               
            

            
            
               
               	
                  
                  1.1

                  
               
               
               	
                  
                  Explain the different types of insurance company, including proprietary,
                     mutual, captive, takaful and reinsurance. 
                  

                  
               
               
               	
                  
                  1A

                  
               
               
            

            
            
               
               	
                  
                  1.2

                  
               
               
               	
                  
                  Describe the Lloyd’s and London Market. 

                  
               
               
               	
                  
                  1A, 1B

                  
               
               
            

            
            
               
               	
                  
                  1.3

                  
               
               
               	
                  
                  Describe the operation of the international insurance market. 

                  
               
               
               	
                  
                  1B

                  
               
               
            

            
            
               
               	
                  
                  1.4

                  
               
               
               	
                  
                  Explain the different types of stakeholder and their interests. 

                  
               
               
               	
                  
                  1D, 1E

                  
               
               
            

            
            
               
               	
                  
                  1.5

                  
               
               
               	
                  
                  Explain the different distribution channels for insurance business. 

                  
               
               
               	
                  
                  1A, 1C

                  
               
               
            

            
            
               
               	
                  
                  1.6

                  
               
               
               	
                  
                  Discuss the reasons for company growth, including mergers and
                     acquisitions. 
                  

                  
               
               
               	
                  
                  1F

                  
               
               
            

            
            
               
               	
                  
                  1.7

                  
               
               
               	
                  
                  Discuss the reasons for using external service providers, including
                     benefits and drawbacks. 
                  

                  
               
               
               	
                  
                  1G

                  
               
               
            

            
            
               
               	
                  
                  2.

                  
               
               
               	
                  
                  Understand the management of insurance businesses 

                  
               
               
            

            
            
               
               	
                  
                  2.1

                  
               
               
               	
                  
                  Describe the role and responsibilities of the board of directors and
                     other senior executives. 
                  

                  
               
               
               	
                  
                  2A, 2B

                  
               
               
            

            
            
               
               	
                  
                  2.2

                  
               
               
               	
                  
                  Describe the key roles and responsibilities of managers, supervisors and
                     non-managerial staff. 
                  

                  
               
               
               	
                  
                  2C, 2D

                  
               
               
            

            
            
               
               	
                  
                  2.3

                  
               
               
               	
                  
                  Explain the importance of business planning, performance monitoring and
                     control. 
                  

                  
               
               
               	
                  
                  3A, 3B, 3C

                  
               
               
            

            
            
               
               	
                  
                  2.4

                  
               
               
               	
                  
                  Explain the importance and use of management information and management
                     reporting. 
                  

                  
               
               
               	
                  
                  3D

                  
               
               
            

            
            
               
               	
                  
                  3.

                  
               
               
               	
                  
                  Understand the main aspects of corporate governance 

                  
               
               
            

            
            
               
               	
                  
                  3.1

                  
               
               
               	
                  
                  Describe a generic corporate governance framework. 

                  
               
               
               	
                  
                  4A

                  
               
               
            

            
            
               
               	
                  
                  3.2

                  
               
               
               	
                  
                  Describe the main elements of a Memorandum and Articles of Association.
                     
                  

                  
               
               
               	
                  
                  4B

                  
               
               
            

            
            
               
               	
                  
                  3.3

                  
               
               
               	
                  
                  Describe the purpose and structure of the annual report and accounts.
                     
                  

                  
               
               
               	
                  
                  4C

                  
               
               
            

            
            
               
               	
                  
                  3.4

                  
               
               
               	
                  
                  Describe the three lines of defence principle – operational management,
                     risk management and audit. 
                  

                  
               
               
               	
                  
                  4D

                  
               
               
            

            
            
               
               	
                  
                  3.5

                  
               
               
               	
                  
                  Explain the importance of accurate record keeping and reporting to fulfil
                     regulatory requirements and best practice. 
                  

                  
               
               
               	
                  
                  4E

                  
               
               
            

            
            
               
               	
                  
                  3.6

                  
               
               
               	
                  
                  Explain the importance of the management and protection of confidential
                     data. 
                  

                  
               
               
               	
                  
                  4E

                  
               
               
            

            
            
               
               	
                  
                  4.

                  
               
               
               	
                  
                  Understand the role of common functions within insurance organisations
                        

                  
               
               
            

            
            
               
               	
                  
                  4.1

                  
               
               
               	
                  
                  Explain the role and significance of common functions within insurance
                     organisations, including: 
                  

                  
                  
                     
                     	
                        
                        Underwriting, including delegated authority. 

                        
                     

                     
                     	
                        
                        Claims. 

                        
                     

                     
                     	
                        
                        Risk management. 

                        
                     

                     
                     	
                        
                        Compliance. 

                        
                     

                     
                     	
                        
                        Actuarial, solvency and capital modelling. 

                        
                     

                     
                     	
                        
                        Sales and marketing/customer service. 

                        
                     

                     
                     	
                        
                        Investment. 

                        
                     

                     
                     	
                        
                        Legal/regulatory. 

                        
                     

                     
                  

                  
               
               
               	
                  
                  5A, 5B

                  
               
               
            

            
            
               
               	
                  
                  4.2

                  
               
               
               	
                  
                  Describe the role of other common functions within insurance
                     organisations, including: 
                  

                  
                  
                     
                     	
                        
                        Internal audit. 

                        
                     

                     
                     	
                        
                        Strategy and planning. 

                        
                     

                     
                     	
                        
                        Finance. 

                        
                     

                     
                     	
                        
                        IT and operations. 

                        
                     

                     
                     	
                        
                        Facilities management. 

                        
                     

                     
                     	
                        
                        HR/training and competence. 

                        
                     

                     
                  

                  
               
               
               	
                  
                  5A, 5B

                  
               
               
            

            
            
               
               	
                  
                  5.

                  
               
               
               	
                  
                  Understand accounting principles and practices and their application
                        

                  
               
               
            

            
            
               
               	
                  
                  5.1

                  
               
               
               	
                  
                  Explain the purpose and function of financial accounting. 

                  
               
               
               	
                  
                  6A

                  
               
               
            

            
            
               
               	
                  
                  5.2

                  
               
               
               	
                  
                  Distinguish between financial and management accounting. 

                  
               
               
               	
                  
                  6B

                  
               
               
            

            
            
               
               	
                  
                  5.3

                  
               
               
               	
                  
                  Describe the users of financial information and their information
                     requirements. 
                  

                  
               
               
               	
                  
                  6C

                  
               
               
            

            
            
               
               	
                  
                  5.4

                  
               
               
               	
                  
                  Apply the basic financial concepts and the accounting equation. 

                  
               
               
               	
                  
                  6D

                  
               
               
            

            
            
               
               	
                  
                  5.5

                  
               
               
               	
                  
                  Describe accounting for receipts and payments. 

                  
               
               
               	
                  
                  6E

                  
               
               
            

            
            
               
               	
                  
                  5.6

                  
               
               
               	
                  
                  Interpret a balance sheet and a profit and loss account. 

                  
               
               
               	
                  
                  6F, 6G

                  
               
               
            

            
            
               
               	
                  
                  5.7

                  
               
               
               	
                  
                  Explain the uses, format and presentation of cash flow statements. 

                  
               
               
               	
                  
                  6H, 6I, 6J

                  
               
               
            

            
            
               
               	
                  
                  5.8

                  
               
               
               	
                  
                  Explain the principles of management accounting. 

                  
               
               
               	
                  
                  6K

                  
               
               
            

            
            
               
               	
                  
                  5.9

                  
               
               
               	
                  
                  Interpret management accounts. 

                  
               
               
               	
                  
                  6L

                  
               
               
            

            
            
               
               	
                  
                  6.

                  
               
               
               	
                  
                  Understand the main characteristics of insurance company accounts
                        

                  
               
               
            

            
            
               
               	
                  
                  6.1

                  
               
               
               	
                  
                  Outline the main accounting standards that affect insurance company
                     accounts. 
                  

                  
               
               
               	
                  
                  7A, 7B, 7C

                  
               
               
            

            
            
               
               	
                  
                  6.2

                  
               
               
               	
                  
                  Explain the importance of accurate reserving. 

                  
               
               
               	
                  
                  8A

                  
               
               
            

            
            
               
               	
                  
                  6.3

                  
               
               
               	
                  
                  Describe insurance company reserving methods, including incurred but not
                     reported claims (IBNR). 
                  

                  
               
               
               	
                  
                  8B, 8C

                  
               
               
            

            
            
               
               	
                  
                  7.

                  
               
               
               	
                  
                  Analyse businesses using financial ratios 

                  
               
               
            

            
            
               
               	
                  
                  7.1

                  
               
               
               	
                  
                  Discuss the general uses and benefits of financial ratios. 

                  
               
               
               	
                  
                  9A

                  
               
               
            

            
            
               
               	
                  
                  7.2

                  
               
               
               	
                  
                  Interpret accounts through the use of various general ratios, including: 

                  
                  
                     
                     	
                        
                        Profitability. 

                        
                     

                     
                     	
                        
                        Productivity. 

                        
                     

                     
                     	
                        
                        Liquidity. 

                        
                     

                     
                     	
                        
                        Activity, including turnover. 

                        
                     

                     
                     	
                        
                        Gearing. 

                        
                     

                     
                  

                  
               
               
               	
                  
                  9A

                  
               
               
            

            
            
               
               	
                  
                  7.3

                  
               
               
               	
                  
                  Discuss the general uses and benefits of financial ratios in insurance
                     companies. 
                  

                  
               
               
               	
                  
                  9B

                  
               
               
            

            
            
               
               	
                  
                  7.4

                  
               
               
               	
                  
                  Interpret insurance company accounts through the use of financial ratios,
                     including: 
                  

                  
                  
                     
                     	
                        
                        Solvency. 

                        
                     

                     
                     	
                        
                        Liquidity.

                        
                     

                     
                     	
                        
                        Profitability, including return on equity, gearing, combined
                           ratio, commission ratio. 
                        

                        
                     

                     
                     	
                        
                        Claims. 

                        
                     

                     
                  

                  
               
               
               	
                  
                  9B, 9C

                  
               
               
            

            
            
               
               	
                  
                  8.

                  
               
               
               	
                  
                  Understand the financial strength of insurance companies 

                  
               
               
            

            
            
               
               	
                  
                  8.1

                  
               
               
               	
                  
                  Analyse the financial strength of insurance companies. 

                  
               
               
               	
                  
                  10A

                  
               
               
            

            
            
               
               	
                  
                  8.2

                  
               
               
               	
                  
                  Explain the role of rating agencies and the rating process. 

                  
               
               
               	
                  
                  10A

                  
               
               
            

            
            
               
               	
                  
                  8.3

                  
               
               
               	
                  
                  Explain the regulatory solvency requirements.

                  
               
               
               	
                  
                  10B

                  
               
               
            

            
         
         
      

      

      
   
      General study techniques

      
      
      You will need to put in time and effort if you are to master the contents of the course
         and apply it to different situations. This should not worry you, but you should
         recognise that your learning and examination preparation needs to be thorough. 
      

      
      
         
         	
            
            Drawing up a plan can help you to study regularly and systematically. Make a
               timetable covering when you will study and for how long, and try to adhere to
               it. Try to make up for any lost time as you go along. 
            

            
         

         
         	
            
            It is better to have frequent short learning sessions than periodic long ones.
               
            

            
         

         
         	
            
            Study in blocks of no more than 45 minutes, with a break of 5–10 minutes between
               blocks. Start the study session with the task you least want to do. Be strict
               with your use of time. 
            

            
         

         
      

      
      
      Use the calendar

      
      
      Know how many days you have available for studying, and allocate them according to
         the
         number of learning outcomes/chapters you have to study. Make a realistic timetable
         and
         stick to it! Break down your study programme into small, manageable units.
      

      
      
      Use the clock

      
      
      It is better to have frequent short learning sessions than periodic long ones. Study
         in
         blocks of no more than 45 minutes, with a break of 5–10 minutes between blocks. Start
         the study session with the task you least want to do. Be strict with your use of
         time.
      

      
      
      Use the study materials

      
      
      
         
         	
            
            Before commencing your studies, take a look at the overall structure and contents
               of the study text and the topics covered. Briefly scan the material to give
               yourself an idea of its scope. Now you will be ready to study the course chapter
               by chapter. 
            

            
         

         
         	
            
            Make your own notes on what you read. This makes it easier to remember. 

            
         

         
         	
            
            Use your course materials actively: write on them, draw on them or highlight
               them, do anything which will help with your revision. 
            

            
         

         
         	
            
            Study under conditions that suit you best and do what you know works for you!
               
            

            
         

         
      

      
      
      Wider reading

      
      
      Supplement your study with wider reading. See the Reading list at the end of the
         examination syllabus for suggestions.
      

      
      
      Use any support available

      
      
      
         
         	
            
            It is important for a practical subject like financial planning to recognise that
               in order to gain the most from your studies you need to build on your formal
               learning by drawing on the additional resources that are available, this may
               include talking to your colleagues at work, reading workplace publications and
               referring to professional journals and websites. 
            

            
         

         
      

      
      
      Revision

      
      
      
         
         	
            
            Make full use of your own notes. This means keeping them in an orderly way, and
               ensuring that you are able to find particular topics easily: perhaps by using
               different coloured markers. 
            

            
         

         
         	
            
            Go over material learned regularly, though quickly. This helps to fix it in your
               long-term memory. 
            

            
         

         
         	
            
            Write down important facts and carry them around so that you can test yourself
               when you have a few spare moments. 
            

            
         

         
         	
            
            Test your understanding by thinking the material through in your head and by
               talking it through with other people. 
            

            
         

         
         	
            
            Don’t leave revision until the day before the examination, and try not to do too
               much last-minute revision: it tends to confuse rather than help. 
            

            
         

         
      

      
      
   
      Insurance business and finance

      
      At this stage in your studies it is likely that you are already working in the insurance
         market and the broad scope of the Insurance business and finance Diploma in Insurance
         unit means that you may well already have an understanding of some of the more familiar
         topics covered.
      

      
      The aim of this unit is to provide you with an understanding of the core principles
         relating to insurance business and finance.
      

      
      Corporate governance, for example, is one of the most talked about topics in business
         today and the requirement to promote good corporate governance both within and outside
         of the financial services is receiving increased attention worldwide.
      

      
      One area that often causes concern to students is the financial accounting aspects;
         although these topics do form a significant part of the content, it is not the intention
         to convert you to accountants by the end of the course! Rather, you will have gained
         an
         understanding of the principles and practices of financial accounting, how this function
         relates to the other activities carried out in a business, together with an
         understanding of how specific aspects impact on insurance companies.
      

      
      
         
         
      

      
   
      1Structure of the insurance industry
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         Learning objectives
         

         
         
         After studying this chapter, you should be able to:

         
         
            
            	
               
               explain the different types of insurance organisation, including proprietary,
                  mutual, captive, Takaful and reinsurance;
               

               
            

            
            	
               
               describe the Lloyd’s and London Market;

               
            

            
            	
               
               describe the operation of the international insurance market;

               
            

            
            	
               
               explain the different types of stakeholder and their interests;

               
            

            
            	
               
               explain the different distribution channels for insurance business;

               
            

            
            	
               
               discuss the reasons for company growth, including mergers and acquisitions;
                  and
               

               
            

            
            	
               
               discuss the reasons for using external service providers, including benefits
                  and drawbacks.
               

               
            

            
         

         
      

      
      Introduction

      
      
      Insurance organisations have a valuable function to perform within
         society by insuring the wealth of the country. It will come as no surprise that no
         two
         insurance organisations are identical in their structure and outlook. However, within
         the UK, all insurance companies can be grouped into three broad types:
      

      
      
         
         
            
         
         
         
            
         
         
         
            
            
               
               	
                  
                  A composite company
                  

                  
               
               
               	
                  
                  An insurance company that transacts both long-term business (life) and
                     general business, such as motor, household, aviation and public
                     liability.
                  

                  
               
               
            

            
            
               
               	
                  
                  A life company 
                  

                  
               
               
               	
                  
                  A life assurance and pensions company that is only able to transact
                     long-term business.
                  

                  
               
               
            

            
            
               
               	
                  
                  A general insurance company 
                  

                  
               
               
               	
                  
                  An insurance company that is only able to transact general business.

                  
               
               
            

            
         
         
      

      

      
      
         
         We shall look at the London Market in more detail in section B1

         
      

      
      These three styles of company do not make one single large ‘market’,
         since the insurance marketplace refers more to the mechanism by which buyers and sellers
         come together, rather than a physical location. However, the one exception is that
         the
         transaction of insurance business within the London Market, including Lloyd’s of London,
         can be classified as a physical location.
      

      
      Structure and size of the UK insurance industry

      
      According to the Association of British Insurers (ABI), in
         2015, the UK insurance industry:
      

      
      
         
         	
            
            was the largest in Europe and third largest in the world;

            
         

         
         	
            
            accounted for 24% of total European Economic Area (EEA)
               premium income;
            

            
         

         
         	
            
            employed some 334,000 people;

            
         

         
         	
            
            was responsible for investments of £1.9 trillion – equivalent
               to 25% of the UK’s total net worth;
            

            
         

         
         	
            
            generated a tax revenue (2013/14 tax year) of £12bn;

            
         

         
         	
            
            contributed £29bn to UK GDP.

            
         

         
      

      
      The market for insurance

      
      Like any other market, the insurance market comprises of:

      
      
         
         	
            
            sellers: insurance companies and Lloyd’s;
            

            
         

         
         	
            
            buyers: general public, industry and commerce, and
               public authorities;
            

            
         

         
         	
            
            middlemen: insurance brokers and intermediaries.
            

            
         

         
      

      
      In other markets the buyers, sellers and middlemen come together to
         examine the merchandise that is for sale. With insurance it is not possible to bring
         a
         house, factory or ship to a marketplace, and in any event what is being insured is
         the
         financial interest in that asset which is at risk.
      

      
      
      The buyer is any person, company or organisation wanting to purchase
         insurance. This may be a homeowner spending a few hundred pounds purchasing home
         insurance or one single company spending many millions of pounds per year on insurance
         premiums. They may be faced with many different insurance companies to choose from.
         The
         buyer will often use an insurance broker or intermediary.
      

      
      
      An intermediary is an agent who is usually appointed by a party
         to seek the best cover and price and recommend an insurance company and/or insurance
         policy. They may even be authorised to purchase it on behalf of the client. Some
         intermediaries only offer the policies of one insurer and so do not have an obligation
         to seek out the best terms. As well as recognisable insurance agents, many other
         organisations sell insurance, such as major supermarkets, banks, travel firms and
         electronics goods retailers.
      

      
      An insurance broker is an individual or firm whose full-time
         occupation is the arranging of insurance with insurance companies. A high standard
         of
         expertise is expected of insurance brokers. The broker shall place the interests of
         their client before all other considerations. The client can obtain independent advice
         on a wide range of insurance matters from a broker, usually without direct cost to
         themselves as the insurer pays the broker a commission. For very large companies,
         the
         insurance price may be quoted ‘net’ (i.e. without any commission payable to the broker)
         and the client pays the broker a fee for the work done. From the insurer’s point of
         view, negotiations with brokers are easier and speedier because only the intricate
         points or special requirements require detailed discussion, thus saving time and money
         on routine matters.
      

      
      
         
            	
            	
               Activity

               
               To fully understand the significance of the insurance industry’s role in the UK
                  economy, visit the ABI’s website (www.abi.org.uk) and review the ‘Key Facts’
                  publication.
               

               
               What percentage of the net UK premium income is from overseas business? How much is
                  paid out every day for UK property claims?
               

               
               Also review the ABI’s priorities to ‘make the best of Brexit’:

               
               www.abi.org.uk/News/News-releases/2016/09/ABI-sets-out-five-priorities-to-make-the-best-of-Brexit.
               

               
            
         

      

      
      Lloyd’s

      
      
         
         Please see section A3 for more detail on Lloyd’s
         

         
      

      
      
      Lloyd’s occupies a unique position in the world of insurance. A
         society incorporated by statute, it provides premises, services and regulation to
         a
         marketplace (‘the Lloyd’s market’), which has been trading in insurance for over 300
         years.
      

      
      
         
         
         
            
            
               
            
            
            
               
            
            
            
               
            
            
            
               
            
            
            
               
               
                  
                  	
                     Key terms

                     
                  
                  
               

               
            
            
            
               
               
                  
                  	
                     
                     This chapter features explanations of the following terms and
                        concepts:
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Agents

                     
                  
                  
                  	
                     
                     Aggregators

                     
                  
                  
                  	
                     
                     Banks

                     
                  
                  
                  	
                     
                     Building societies

                     
                  
                  
               

               
               
                  
                  	
                     
                     Captive insurance companies

                     
                  
                  
                  	
                     
                     Company growth and mergers and acquisitions

                     
                  
                  
                  	
                     
                     Customer expectations

                     
                  
                  
                  	
                     
                     Customer focus

                     
                  
                  
               

               
               
                  
                  	
                     
                     Customer relationship management

                     
                  
                  
                  	
                     
                     Different sellers and distributors of insurance

                     
                  
                  
                  	
                     
                     Direct insurers

                     
                  
                  
                  	
                     
                     Ethical standards in insurance

                     
                  
                  
               

               
               
                  
                  	
                     
                     Ethics and organisational beliefs

                     
                  
                  
                  	
                     
                     Global perspective

                     
                  
                  
                  	
                     
                     Importance of other stakeholders

                     
                  
                  
                  	
                     
                     Importance of the customer

                     
                  
                  
               

               
               
                  
                  	
                     
                     Independent intermediaries

                     
                  
                  
                  	
                     
                     International insurance market

                     
                  
                  
                  	
                     
                     Internet

                     
                  
                  
                  	
                     
                     Lloyd’s

                     
                  
                  
               

               
               
                  
                  	
                     
                     London Market

                     
                  
                  
                  	
                     
                     Mergers and acquisitions

                     
                  
                  
                  	
                     
                     Mutual companies

                     
                  
                  
                  	
                     
                     Organic growth

                     
                  
                  
               

               
               
                  
                  	
                     
                     Outsourcing

                     
                  
                  
                  	
                     
                     Proprietary companies

                     
                  
                  
                  	
                     
                     Reinsurers

                     
                  
                  
                  	
                     
                     Retailers and affinity groups

                     
                  
                  
               

               
               
                  
                  	
                     
                     Self-insurance

                     
                  
                  
                  	
                     
                     Stakeholder management

                     
                  
                  
                  	
                     
                     Takaful insurance companies
                     

                     
                  
                  
                  	
                     
                     The State

                     
                  
                  
               

               
               
                  
                  	
                     
                     Travel agents and tour operators

                     
                  
                  
                  	
                     
                     Treating Customers Fairly

                     
                  
                  
                  	
                     
                     

                     
                  
                  
                  	
                     
                     

                     
                  
                  
               

               
            
            
         

         

         
      

      
      ADifferent types of insurance organisation
      

      
      
         A1Proprietary companies
         

         
         
         
         The majority of insurance sellers come under this heading.
               Proprietary companies have an authorised and issued share capital to which the
               original shareholders subscribed, and it is to the shareholders that any profits
               belong after provision for expenses, reserves and, in the case of life business,
               with-profit policyholders’ bonuses. The shareholders’ liability is limited to
               the nominal value of their shares (hence the term limited liability), but
               the company is liable for its debts and if the solvency margin cannot be met the
               company risks going into liquidation. The public can deal directly with
            these companies but often a broker or other intermediary is involved. In most
            classes of business there is keen competition among proprietary companies and also
            between proprietary companies and other sectors of the market.
         

         
         Most are composite companies (i.e. they transact both long-term
            (life and pensions) and general insurance business) or general insurance companies
            writing only insurance and reinsurance business. Insurance companies operate by
            charging relatively small premiums in comparison to the exposed risk to large
            numbers of the same type of customers – in other words, the losses of the few are
            paid for by the premiums of the many (risk transfer).
         

         
         
         
         
         Good examples of insurance and reinsurance classes are:

         
         
            
            	
               
               accident and health;

               
            

            
            	
               
               motor;

               
            

            
            	
               
               aviation;

               
            

            
            	
               
               fire and other damage to property;

               
            

            
            	
               
               liability.

               
            

            
         

         
         
            
            We will look at reinsurers in more detail in section A6

            
         

         
         Reinsurance companies operate in a similar way to
               insurance companies, as they transfer risk. They allow insurance companies to
               pass risk onto them in return for a premium. There are many types of
            reinsurance contract but this course does not expect you to have a working knowledge
            of the reinsurance market, other than having an appreciation of the diversity of the
            term ‘insurance market’.
         

         
         However, you do need to understand why the reinsurance market exists. Insurers purchase reinsurance for two basic
               needs:

         
         
            
            	
               
               To limit (as much as possible) annual fluctuations in the
                  losses that affect their underwriting account, often referred to as
                  ‘smoothing the underwriting result’.
               

               
            

            
            	
               
               To be protected in case of a catastrophe (both man-made
                  and natural).
               

               
            

            
         

         
      

      
      
         A2Mutual companies
         

         
         
         Mutual companies have been formed by Deed of Settlement or
            registration under the Companies Acts. They are owned by the policyholders, who
            share any profits made. Most mutual companies operate alongside proprietary
            companies in the long-term sector, offering their customers the full benefits of
            saving over a long period – often between 10–25 years. The shareholder in the
            proprietary company receives their share of the profit by way of dividends, but in
            the mutual company the policyholder owner may enjoy lower premiums or higher life
            assurance bonuses than would otherwise be the case, as profits are returned to
            policyholders.
         

         
         Many companies, which were originally formed as mutual
               organisations, have now registered under the Companies Acts as proprietary
               companies (a process known as demutualisation), although they may have
               retained the word mutual in their title. Others registered as companies
            limited by guarantee and without the word mutual in their title are actually owned
            by the policyholders.
         

         
         
         Mutual companies may transact life or general insurance business.
            A feature of mutual status is a difficulty in raising additional capital since they
            cannot issue additional shares in the way that proprietary companies can.
         

         
         Good examples of long-term business are as follows:

         
         
            
            	
               
               life and annuity;

               
            

            
            	
               
               permanent health;

               
            

            
            	
               
               critical illness;

               
            

            
            	
               
               pension fund management;

               
            

            
            	
               
               unit-linked investments;

               
            

            
            	
               
               endowment savings and assurance contracts.

               
            

            
         

         
         As with reinsurance, this course does not expect you to have a working knowledge of
            the life insurance business, other than having an appreciation of the diversity of
            the insurance market.
         

         
         
            
               	
               	
                  Activity

                  
                  The Association of Financial Mutuals (AFM), formed in 2010, now comprises 47
                     member companies serving the needs of over 30 million people in the UK and
                     Ireland, with an annual premium income of £15.9bn, and nearly 38,000 employees.
                     Visit the AFM web site (www.financialmutuals.org/)
                     and identify the UK mutual insurance companies.
                  

                  
               
            

         

         
      

      
      
         A3Lloyd’s
         

         
         
         Lloyd’s does not itself transact insurance, as this is the business of
               the underwriting members of Lloyd’s (both individual and corporate) who make up
               the Lloyd’s market. The members underwrite for their own profit and loss in
               administrative groups called syndicates. The underwriting members appoint
               independent companies known as managing agents to carry out the
               underwriting business (agree cover and price and pay the claims etc.) on their
               behalf. Since Lloyd’s was first established in the late seventeenth
            century, the Lloyd’s market has developed a strong worldwide reputation for its
            ability to provide bespoke insurance solutions for its customers. These customers
            generally instruct to act for them one of the firms of Lloyd’s brokers, all of whom
            have a good understanding of the Lloyd’s market and many of whom specialise in
            particular risk categories, such as marine or property. Lloyd’s has a unique ‘chain
            of security’ to protect insurance policyholders, should any member be unable to pay
            a claim. 
         

         
         
         A development in the modernisation and reform of Lloyd’s was the
               creation of a franchise structure, whereby Lloyd’s acts as the franchisor
               and the managing agents and the members for whom they act are the
               franchisees. The aim of this structure is to improve market
            profitability and allow monitoring and guidance of franchisees, with Lloyd’s (as
            franchisor) approving business plans and new syndicate applications and also having
            ultimate power to eject businesses that are unable to comply with Lloyd’s
            requirements. As franchisor, Lloyd’s now pursues a much more proactive role than had
            been undertaken previously. A franchise board with members drawn from both inside
            and outside the Lloyd’s market carries out the role of the franchisor. 
         

         
         
            
               	
               	
                  Useful website

                  
                  Visit
                     www.lloyds.com for more information about what Lloyd’s is
                     and how it works.
                  

                  
               
            

         

         
      

      
      
         A4Captive insurance companies
         

         
         
         Captive insurance is a tax-efficient method of transacting risk
            transfer, which has become more common in recent years among the large national and
            multinational companies. The parent company forms a subsidiary company to underwrite
            certain of its own or its group’s insurable risks.
         

         
         The main incentives are:

         
         
            
            	
               
               to obtain the full benefits of the group’s risk control
                  techniques by paying premiums based on its own loss experience;
               

               
            

            
            	
               
               avoidance of the direct insurers’ overheads; and

               
            

            
            	
               
               obtaining a lower overall risk premium level by purchasing
                  reinsurance at a lower cost than that required by the conventional or direct
                  insurer.
               

               
            

            
         

         
         Many captives are operated from offshore locations, such as Bermuda and Guernsey.
            Some companies are formed in European Economic Area (EEA) Member States, such as
            Ireland (Dublin) and Malta, to secure European passporting rights.
         

         
         
            
               	
               	
                  Useful website

                  
                  Passporting rights allow a UK company, subject to compliance with the relevant
                     directives, to conduct business in the EEA. Visit FCA www.the-fca.org.uk/passporting for further details.
                  

                  
               
            

         

         
         In some aspects, the regulatory environment may be more attractive to companies who
            wish to set up in offshore locations as the requirements are more straightforward
            and the regulators more accessible.
         

         
         
            
               	
               	
                  Activity

                  
                  Summarise the role of captive insurance companies.

                  
               
            

         

         
         This does give the captive certain fiscal advantages, but it also reduces the volume
            of paperwork associated with registering as an insurer and, because so many captives
            are in offshore centralised locations, allows them to tap into all the necessary
            ancillary services, such as investment management, banking and accounting.
         

         
      

      
      
         A5Takaful insurance companies
         

         
         
         Takaful is a type of insurance that has its roots in the
            Islamic financial services industry. The model has been developed over a period of
            time and is based on the rulings of Sharia law on financial and commercial
            transactions. It works on the principle that in any transaction risk and profit (and
            loss bearing) should be shared between the participants.
         

         
         The reason for this business development is to meet a specific customer group for
            both insurers and intermediaries with a need for products to meet their particular
            religious principles.
         

         
         Under Islamic (Sharia) law, traditional insurance policies
            are seen by Muslims to be contrary to some of the fundamental principles of Islam.
            This is because they involve:
         

         
         
            
            	
               
               Gharar (uncertainty) – Islamic law
                     forbids sales where there is risk to the buyer, unless the risk is of a
                     normal or reasonable proportion. Some believe that traditional
                  insurance policies do not remove uncertainty because how much and when, if
                  at all, a policy will pay out remains uncertain.
               

               
            

            
            	
               
               Maisir (gambling) – traditional
                     insurance policies are seen to be a sort of gambling because some
                     policyholders receive payouts whilst others do not. Gambling is
                  forbidden under Islamic law.
               

               
            

            
            	
               
               Riba (interest) – Islamic rules also
                     forbid making money from money, such as through interest.
                  Wealth can only be made through the trade of assets and investments. 
               

               
            

            
         

         
         To respond to the specific needs of these customers,
            Takaful insurance was developed.
         

         
         
         Takaful is an Arabic word meaning ‘guaranteeing each
            other’. Takaful insurances embrace the Islamic principles of:
         

         
         
            
            	
               
               mutuality and cooperation;

               
            

            
            	
               
               shared responsibility;

               
            

            
            	
               
               joint indemnity;

               
            

            
            	
               
               common interest; and

               
            

            
            	
               
               solidarity.

               
            

            
         

         
         Takaful ‘insurance’ products need to be approved by Islamic
            scholars to ensure they are compliant, and many providers consult special Sharia
            advisory committees during the development process.
         

         
         While Takaful insurance has been in existence for over 20 years, it was only
            in 2005 that a major high-street bank became the first to offer Islamic insurance
            policies for buildings and contents. This is a trend that has continued since, with
            an ever-increasing number of providers entering the marketplace.
         

         
         There is a significant potential market for products developed to meet the needs of
            those with specific religious preferences. In 2014 the global growth for the
            Takaful insurance market was estimated at 14%, and current estimates
            suggest that by 2017, the global Takaful financial services industry could be
            worth over US$20bn.
         

         
         
            
               	
               	
                  Activity

                  
                  Review two recent articles in the insurance press (for example, the online press
                     websites such as www.postonline.co.uk or www.insuranceage.co.uk). Research the challenges and opportunities
                     related to the introduction of Takaful insurances in the UK.
                  

                  
               
            

         

         
      

      
      
         A6Reinsurers
         

         
         
         In order to help spread the risks that insurers take on, they
            purchase protection for themselves called reinsurance. Organisations that
            underwrite reinsurance business may only transact reinsurance or they may have the
            capability of underwriting both direct insurance and reinsurance.
         

         
         Reinsurers are often major international corporations as the sums
            to be reinsured are generally quite significant. As with proprietary companies, many
            Lloyd’s syndicates underwrite reinsurance. The reinsurance market is very much a
            global operation in view of the very high values to be reinsured and spread among
            a
            great number of reinsurers.
         

         
         Reinsurance is a specialised area of business and requires unique skills and
            knowledge to underwrite. A direct writer of property insurance will have the ability
            to assess each individual proposal and set a price (premium) for the cover, taking
            into account all the positive and negative features of the risk. A reinsurer must
            assess the overall underwriting approach and philosophy of the direct insurer to
            have some assurance that risks are carefully assessed and priced.
         

         
         
         Reinsurance can be provided in various formats. The most
               common is a treaty whereby the reinsurer agrees to take a part of all the
               insurances that the direct insurer underwrites. A treaty is usually an
            annual contract agreed in advance and its terms are fixed. In this way, both the
            insurer and reinsurer have certainty over the reinsurance deal for the coming
            year.
         

         
         There are two main types of treaty:

         
         
            
            	
               
               proportional; and
               

               
            

            
            	
               
               non-proportional.
               

               
            

            
         

         
         A proportional treaty is where the insurer and reinsurers take a stated proportion
            of
            each risk and share the premium (and claims) on the same basis. Non-proportional
            business allows an insurer to retain the first part (or layer) of cover and transfer
            the balance to the reinsurers. 
         

         
         
         Another common form of reinsurance is known as facultative
            where each reinsurance requirement is negotiated individually. This format is used
            when the insurer wishes to transfer cover that is outside of the treaty
            arrangements, such as when an individual building value is very high.
         

         
         Reinsurers may underwrite treaty and/or facultative business but
            they require specific underwriting skills.
         

         
         
            
               	
               	
                  Example 1.1

                  
                  An insurer may provide fire insurance for a building valued at £10m but decides
                     to share 50% with a reinsurer on an equal basis (i.e. 50% of the sum insured for
                     50% of the premium and 50% of all claims). This is a quota share proportional
                     reinsurance.
                  

                  
               
            

         

         
      

      
      
         A7The State
         

         
         
         Following numerous terrorist incidents in the UK, Pool
               Reinsurance Company Limited (Pool Re) was established by statute in 1993 as
            a mutual reinsurance company.
         

         
         Insurers that participate in the scheme offer terrorism
               cover as part of the relevant commercial policies, which they issue when their
               policyholders request them to do so. Each insurer must pay losses up to
            a threshold, which is determined individually for that insurer. When losses exceed
            that threshold, the insurer can claim upon reserves accumulated by the insurance
            industry on a mutual basis within a separate company, Pool Re. Should terrorism
            claims exceed these reserves, Pool Re can, in turn, draw funds from the Government
            to enable it to meet its obligations in full, regardless of the scale of losses.
            Insurers in the Pool Re scheme are free to decide the price of the terrorism cover
            they offer their customers. As a result, different insurers may give different
            quotes.
         

         
         In the face of the rising flood risk to domestic properties, it is
            estimated that 350,000 UK households would struggle to obtain affordable flood
            insurance. 
         

         
         To enable insurance companies to pass on the flood risk
               element of home insurance policies, the ABI and the Government have agreed a
               Memorandum of Understanding (MoU) on a not-for-profit scheme,
               Flood Re.

         
         Flood Re was launched in April 2016 and ensures that
               flood-prone households will have the flood-related element of premiums capped,
               based upon the council tax band of the insured property. The scheme, which has
               detailed eligibility criteria, makes no difference to the way customers buy
               their home insurance. Claims will continue to be handled by the
            insurance companies themselves, and insurers will continue to set the premiums they
            charge to their customers, taking into account the Flood Re premium and other
            important factors such as the risks of fire, theft, subsidence and other costs. 
         

         
         Residential properties built since 2009 on flood plains, certain
            blocks of flats and small firms are excluded.
         

         
         
            
               	
               	
                  
                  Flood Re

                  
                  Visit www.floodre.co.uk for more
                     information about the eligibility criteria and how the scheme works.
                  

                  
               
            

         

         
      

      
      
         A8Self-insurance
         

         
         
         As an alternative to purchasing insurance in the market, or as an
               adjunct to it where the first layer or proportion of a claim is not insured in
               the commercial market, some public bodies and large industrial concerns set
               aside funds to meet insurable losses. As the risk is retained within
            the organisation there is no market transaction of buying or selling, but such
            arrangements have an overall effect on the funds of the market in general and on
            premium levels where the organisation is carrying the first layer.
         

         
         
         These organisations have made decisions to self-insure because they
               feel they are large enough financially to carry such losses and because the cost
               to them, by way of transfer to their reserve fund, is lower than commercial
               premium levels. This could happen where an organisation decides that it
            has an exposure to loss involving a large number of incidents, all of which are of
            fairly low severity. This high frequency and low severity profile implies that the
            losses are predictable. Were the organisation to insure such losses, there would be
            a kind of ‘pound swapping’ exercise with the organisation paying a pound to an
            insurer only to get it back when the losses, which both parties knew would occur,
            actually take place. The problem for the insuring company is that it would also have
            to recover its costs, and so the amount paid in premiums would exceed the cost of
            the predictable claims.
         

         
         
            
               	
               	
                  
                  Self-insurance versus non-insurance

                  
                  You should note the difference between self-insurance, where a conscious
                     decision is made to create a fund, and non-insurance, where either no
                     conscious decision is made at all, or where no fund is created.
                  

                  
               
            

         

         
      

      
      BThe global perspective
      

      
      As the world becomes more international, expansion and
            globalisation issues will become important factors within the insurance business
            environment. This will have an impact on how an organisation is controlled
         and managed along with its corporate strategy. As this is a very complex issue, all
         we
         will do in this section is gain an understanding of the differences between
         multinational and global companies.
      

      
      
         
         
            
         
         
         
            
         
         
         
            
            
               
               	
                  
                  Multinational

                  
               
               
               	
                  
                  A company that operates in a number of different countries but may still
                     have a home base. The aim of this approach is to have the ability to
                     respond to local demands, as the business is a series of
                     semi-independent operations all working under a global brand. National
                     subsidiaries are likely to solve their operational tasks and activities.
                     With this business approach, each of the various national and regional
                     markets will be separately identified from a strategic point of view. An
                     example of this type of organisation is Prudential plc.
                  

                  
               
               
            

            
            
               
               	
                  
                  Global

                  
               
               
               	
                  
                  This is where a company sees the whole world as one potential market.
                     Whilst some specialisation of the product or service will be made to
                     suit local markets, the aim is to be regarded as a global, singular
                     brand. They are very much centralised businesses; as the whole world is
                     viewed as one market, the competitive advantage comes from the common
                     global brand. An example of this (whilst not being a company but a
                     ‘Society’) is Lloyd’s.
                  

                  
               
               
            

            
         
         
      

      

      
      Advanced economies account for the bulk of world insurance. The USA and Japan, together
         with Europe, account for the greater part of world insurance premiums. However, the
         rapid growth of the BRICS (Brazil, Russia, India, China and South Africa)
         economies, as well as other regions and countries, will lead to a major shift in the
         global premium spend. As of 2015, the five BRICS countries have combined populations
         of
         three billion people, just over 40% of the world’s population.
      

      
      The main factor is that the BRICS and emerging countries have huge populations but
         the
         average wage is very low, and there is a limited awareness of the economic importance
         of
         insurance. With comparatively low insurance penetration rates for personal and
         commercial policyholders (i.e. the percentage of potential customers that have already
         purchased insurance), developing countries are a major target for the multinational
         or
         global insurers. This means that in many less advanced countries with growing economies,
         insurance markets are developing rapidly but they remain far less advanced than the
         developed world.
      

      
      
         
            	
            	
               Useful websites

               
               Visit the websites for QBE (www.group.qbe.com/Insurance.html) and Zurich Insurance (www.zurich.com) and review their global operations.
               

               
            
         

      

      
      
         B1The London Market
         

         
         
         The London insurance market is a distinct, separate part of the UK
            insurance and reinsurance industry centred in the City of London. It comprises
            insurance and reinsurance companies, Lloyd’s, and brokers who handle most of the
            business. In global market terms it accepts risks from all around the world. The UK
            leads the world in internationally traded insurance and reinsurance and is the
            leading global market for aviation and marine business.
         

         
         
         While there is no watertight definition of the market, there is general agreement
            that the core of its business is ‘internationally traded insurance and reinsurance
            business’, which would include the very large risks of UK companies, multinationals
            and overseas companies. The business traded is almost
               exclusively non-life (general) insurance and reinsurance, with an increasing
               emphasis on high-exposure risks.

         
         The main participants in the London Market are:

         
         
            
            	
               
               insurance companies operating from London establishments
                  that are members of the International Underwriters Association (IUA),
                  including branches or subsidiaries of foreign companies;
               

               
            

            
            	
               
               other insurance companies with London underwriting
                  offices;
               

               
            

            
            	
               
               the contact offices of foreign companies not authorised to
                  transact business in the UK;
               

               
            

            
            	
               
               P&I clubs – these marine associations (clubs) insure
                  liabilities for cargo, crew, passengers, and third parties;
               

               
            

            
            	
               
               pools – there are two in the London Market: International
                  Oil Insurers and the British Insurance (Atomic Energy) Committee. Both
                  operate on a net lines basis, i.e. insurers participating in the pool must
                  retain for their own accounts the business that they write and not seek to
                  transfer any to reinsurers;
               

               
            

            
            	
               
               Lloyd’s of London; and

               
            

            
            	
               
               insurance brokers – the introduction of the Legislative
                     Reform (Lloyd’s) Order 2008 removed the restriction that only
                  Lloyd’s-authorised brokers could place business with Lloyd’s syndicates.
               

               
            

            
         

         
         London Market business accounts for over one-third of the total
            non-life insurance and reinsurance business written in Great Britain by the UK
            insurance industry.
         

         
         To ensure that the London Market maintains and enhances its
            position in the international insurance market the London Market Group (LMG)
            was established to represent the organisations that make up the London Market. 
         

         
         In July 2016 the LMG established the Target Operating Model (TOM),
            which is a comprehensive programme of new and existing projects that are designed
            to
            make the market a more accessible and cost effective place to do business.
         

         
         
            
               	
               	
                  Useful website

                  
                  Visit the LMG website (www.londonmarketgroup.co.uk) and keep up-to-date with the latest
                     developments in this area.
                  

                  
               
            

         

         
         
         
            
               	
               	
                  
                  EU referendum

                  
                  On 23 June 2016, the UK voted to leave the European Union (EU). 

                  
                  Prime Minister Theresa May announced, in October 2016, that ‘Article 50’ of the
                     Lisbon Treaty would be invoked no later than the end of March 2017. In doing so, the
                     two year bargaining period which will result in Britain leaving the EU begins. This
                     means that, at the time of publication, the UK’s membership of the EU will cease on
                     a date no later than the end of March 2019.
                  

                  
                  Until this final ‘withdrawal agreement’ is entered into the UK will continue to be
                     a
                     full member of the Single Market, compliant with all current rules and regulations,
                     and firms must continue to abide by their obligations under UK law, including those
                     derived from EU law, and continue with implementation plans for legislation that is
                     still to come into effect. 
                  

                  
                  The longer term impacts of the decision to leave the EU on the overall regulatory
                     framework for the UK will depend, in part, on the relationship between the UK and
                     the EU that replaces the UK’s current membership, but this is unlikely to take
                     effect until the end of March 2019 at the earliest. 
                  

                  
                  Please note: The UK decision to leave the European Union will have no impact
                     on the 2017 CII syllabuses or exams. Changes that may affect future exam syllabuses
                     will be announced as they arise. 
                  

                  
               
            

         

         
         
          Leaving the EU may have implications for London’s reputation in the global insurance
            market and lead to profound changes to the UK’s legal and business environment. The
            extent to which this occurs will depend on the final negotiated settlement.
         

         
         As the outcome is uncertain, students are advised to keep abreast of developments
            by
            studying the technical press and announcements by the CII, ABI and Lloyd’s.
         

         
         
            
               	
               	
                  Activity

                  
                  Review recent articles in the insurance press (for example on the following
                     websites) to research the impact of the UK’s decision to leave the EU: www.postonline.co.uk and www.insuranceage.co.uk.
                  

                  
               
            

         

         
      

      
      
         B2Requirements for an international insurance market
         

         
         
         There are a number of factors that have allowed London to develop
            into a successful international centre for insurance and reinsurance:
         

         
         
            
            	
               
               political and economic stability;

               
            

            
            	
               
               geographical location;

               
            

            
            	
               
               quality transport system;

               
            

            
            	
               
               highly qualified personnel;

               
            

            
            	
               
               office space at competitive prices;

               
            

            
            	
               
               English is the business language;

               
            

            
            	
               
               stable legal and regulatory environment;

               
            

            
            	
               
               time zone;

               
            

            
            	
               
               foreign presence; and

               
            

            
            	
               
               developed financial centre.

               
            

            
         

         
         Please see the table below for more detail on each factor:

         
         
            
            
               
            
            
            
               
            
            
            
               
               
                  
                  	
                     
                     Political and economic stability

                     
                  
                  
                  	
                     
                     Both buyers and sellers of the product want to be sure that the
                        market will not change out of all recognition in the future. The UK
                        has a long history of stable government and a bias towards free
                        trade promoting economic growth, plus London has been a major
                        trading point for world markets.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Geographical location

                     
                  
                  
                  	
                     
                     For an international market to be successful it must have access to
                        not only its own internal insurance markets but also to other
                        markets worldwide.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Quality transport system

                     
                  
                  
                  	
                     
                     The market must be easily accessible by foreign insurers by air.
                        London has some of the best connected and busiest airports in the
                        world.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Highly qualified personnel

                     
                  
                  
                  	
                     
                     There must be a pool of specialised staff available to service the
                        industry. This means the underwriters as well as the support staff
                        such as claims and accounting personnel. London has an excellent
                        pool of talent to support the London Market.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Office space at competitive prices

                     
                  
                  
                  	
                     
                     There is no shortage of high-quality office space in or around the
                        ‘square mile’ in the City of London. Lloyd’s of London has proved to
                        be a magnet for other insurers and reinsurers, e.g. the Swiss Re
                        Tower and the London Underwriting Centre in Minster Court.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     English is the business language

                     
                  
                  
                  	
                     
                     The most common business language in insurance is English, so London
                        is again well placed as an international market.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Stable legal and regulatory environment

                     
                  
                  
                  	
                     
                     English law has built up a large background of developed insurance
                        and reinsurance law and is recognised as a choice of law for
                        disputes. The UK regulatory authorities have built upon a good track
                        record for sound decisions and being supportive to the UK insurance
                        market.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Time zone

                     
                  
                  
                  	
                     
                     London is well placed between Asia and North America, allowing some
                        overlap in the time zones between the relevant markets, so that
                        direct communication is available on some occasions.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Foreign presence

                     
                  
                  
                  	
                     
                     Domestic insurers do not solely dominate London. A strong foreign
                        presence allows the development of international insurance and
                        reinsurance business.
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Developed financial centre

                     
                  
                  
                  	
                     
                     London has a premier financial market (banking and currency
                        trading).
                     

                     
                  
                  
               

               
            
            
         

         

         
      

      
      
      CDifferent sellers and distributors of insurance
      

      
      Insurance is now sold through an extensive list of distribution
         channels which includes the following:
      

      
      
         
         	
            
            Direct insurers.

            
         

         
         	
            
            The internet.

            
         

         
         	
            
            Independent intermediaries.

            
         

         
         	
            
            Agents.

            
         

         
         	
            
            Building societies.

            
         

         
         	
            
            Banks.

            
         

         
         	
            
            Retailers and affinity groups.

            
         

         
         	
            
            Travel agents and tour operators.

            
         

         
         	
            
            Aggregators.

            
         

         
      

      
      
         C1Direct insurers
         

         
         
         
            
            See section C2 on the internet as a sales channel
            

            
         

         
         Use of the latest telecommunications, internet technology, and telesales techniques
            means that the ‘direct’ underwriters do not require extensive branch networks to
            service their business. Their administrative and underwriting centres may be located
            anywhere in the country (or indeed overseas) and contact by customers is made
            directly online or by the telephone.
         

         
         Cost of office accommodation and proximity of a suitable workforce may be the most
            important considerations in the choice of location. Direct insurers still, of
            course, have to settle claims and assess losses at a local level and their
            arrangements in this respect are similar to traditional insurers.
         

         
         The traditional composite insurers have established their own direct underwriting
            subsidiaries. The direct market continues to grow and, as members of the public
            become more and more familiar with purchasing and managing their financial
            arrangements online and by telephone, a wider range of personal and commercial
            insurance products and services is available.
         

         
         
            
               	
               	
                  Example 1.2

                  
                  The insurance sector was once described as the marketplace that never changed.
                     However, in the 1980s a new entrant – Direct Line – changed the rules of the
                     game in one simple move. That move was to bypass the traditional distributor of
                     insurance products – the insurance intermediary – and provide products directly
                     to the end customer. This now well-known case study is more than just a story of
                     cutting out the middleman; it is an example of examining the value chain in the
                     marketplace and removing duplication and zero value added costs:
                  

                  
                  
                     
                     	
                        
                        Duplication: Direct Line examined the activities that are carried
                           on in the value chain at quite a detailed level; for example, the
                           activity of keying in the customer’s name and address was focused on by
                           finding out how many times this was repeated. By doing this, Direct Line
                           saw substantial duplication costs in the value chain and created an
                           opportunity.
                        

                        
                     

                     
                     	
                        
                        Zero value adding: Direct Line developed a process map and, for
                           each activity, it identified the activity costs by contrasting the cost
                           with the value created. Direct Line then created a process designed to
                           remove many activities that did not add value and were just there
                           because they had been there historically.
                        

                        
                     

                     
                  

                  
               
            

         

         
      

      
      
         C2The internet
         

         
         
         
         The development of the internet has become a significant means through which
            insurance is transacted. In many circumstances, the internet can provide various
            options on cover and price that would be very difficult for a consumer to obtain
            elsewhere. Major UK insurers have been selling motor, home and travel insurance on
            the internet for some time. There is now a fast growing commercial insurance market,
            particularly for small or medium-sized businesses. Direct insurers face growing
            competitive pressure from new entrants, in particular, banks, online insurance
            brokers and well-known high street companies. These companies take advantage of
            their internet presence and brand name to add insurance products to their existing
            product range.
         

         
         
            
               	
               	
                  Consider this…

                  
                  Think about how someone can obtain a quotation for an annual travel insurance
                     policy via the internet.
                  

                  
               
            

         

         
         Over the past few decades, there has been a rapid and significant increase in the
            number of distribution channels available for personal insurance. A number of new
            indirect distribution channels, involving a chain of individuals and businesses in
            the distribution process, have been developed. Some of the most important are
            examined in the following sections.
         

         
      

      
      
         C3Independent intermediaries
         

         
         
         Independent intermediaries operate as full-time experts in insurance, and can offer
            various personal and commercial insurance products with a range of companies. They
            provide a personal service to their customers, enabling ease of access to products
            and giving advice and choice.
         

         
         
            
            See chapter 5, section A2A, for more on delegated authority in
               underwriting
            

            
         

         
         Independent intermediaries work on behalf of the client and recommend an appropriate
            insurer on the basis of price, product features, service and security, negotiating
            with the insurer on the client’s behalf. The intermediary normally collects the
            premium on behalf of the insurer and will often issue the policy documents. They are
            able to give advice and guidance to the customer when making a claim. Some may have
            delegated authority to handle and pay claims on the insurer’s behalf. The
            intermediary is usually paid commission on the premium by the insurer. This is often
            described as brokerage.
         

         
         These intermediaries may also have their own schemes underwritten by insurance
            companies or Lloyd’s underwriters, often offering broader cover as standard at
            competitive rates. They tend to target a specific sector of the market, such as
            members of a particular profession, club or society and are known as affinity
               schemes. In these cases, the intermediary will be responsible for both
            policy issue and claims handling, and so will receive a higher rate of commission
            for the extra work they do.
         

         
         
            
               	
               	
                  Useful website

                  
                  Visit the British Insurance Brokers’ Association website www.biba.org.uk for more information
                     about intermediaries.
                  

                  
               
            

         

         
      

      
      
         C4Agents
         

         
         
         These are intermediaries whose main business is not the transaction of insurance,
            and
            include estate agents and travel agents, and other professions whose clients may
            have a demand for insurance of a particular type. Other examples include electrical
            retailers who arrange extended warranty cover and veterinary surgeons who may act
            as
            agents for pet insurance.
         

         
         Agents will usually be appointed representatives and will be limited to offering
            policies from one particular insurance company.
         

         
      

      
      
         C5Building societies
         

         
         
         Traditionally, building societies provided mortgages, and their involvement with
            insurance came through mortgage-related life assurance products, household buildings
            insurance and mortgage guarantee business. However, they now have the freedom to
            engage in activities other than loans on property, including estate agency services
            and insurance intermediary activities.
         

         
         There is now little difference for the customer between a building society and a
            bank.
         

         
      

      
      
         C6Banks
         

         
         
         Banks are now a very powerful force in the personal insurance marketplace.
            They have the advantage of a large customer base and an extensive distribution
            network to develop new customers.
         

         
         While some banks have acquired or set up their own insurance companies, others have
            become intermediaries – forming partnerships with selected insurers or Lloyd’s
            syndicates for the provision of household, motor and travel insurance. Cover is,
            however, usually branded in their own name, in the same way as discussed for
            retailers and affinity groups in section C7. The types of personal insurance offered by banks include the
            following:
         

         
         
            
            	
               
               When agreeing a loan for a customer, a bank may provide creditor
                  insurance.
               

               
            

            
            	
               
               When a bank grants a mortgage, it may also offer household buildings and
                  contents insurance.
               

               
            

            
            	
               
               Banks have their own schemes for cover, such as household, motor, hospital
                  plans and travel. Special covers are also available, such as for articles in
                  safe custody, and for students and nurses living away from home. 
               

               
            

            
         

         
         
            
               	
               	
                  
                  Mis-selling of products

                  
                  Please note the publicity about mis-selling of products in the UK. In December
                     2013 a major banking group was fined a record £28m for the way it managed its
                     bonus scheme for sales staff selling insurance and payment protection
                     products.
                  

                  
               
            

         

         
      

      
      
         C7Retailers and affinity groups
         

         
         
         Retailers have the opportunity of marketing insurance products to a very large
            customer base as an additional service to their normal business. This distribution
            channel is sometimes called white labelling, where the organisation offers
            insurance products branded with their own name, but underwritten by an insurance
            company or with a Lloyd’s syndicate. Both retail organisations and insurers have
            recognised the broader commercial opportunities that can be developed through
            combining a retailer’s well-regarded brand name, and an extensive distribution
            network with an insurer that may not be so well known or have access to such a
            potential customer base. Retailers, utility companies (gas, electricity and water),
            the Post Office, trade unions and other membership groups, charities and consumer
            groups have all entered the marketplace. 
         

         
         Some offer a broad spectrum of the more commonly purchased personal insurance
            products, such as household and travel. Others offer products particularly
            associated with their own product lines, such as credit insurance in relation to
            store card and extended warranty insurance in relation to ‘white goods’ (cookers,
            refrigerators, washing machines etc.) and motor vehicles.
         

         
         
         Commercial insurances are also available through affinity groups. For example, the
            Institute of Chartered Accountants in England and Wales offers members an insurance
            scheme for professional indemnity and office contents.
         

         
         
            
               	
               	
                  Question 1.1

                  
                  Why are affinity groups an attractive target for insurers?

                  
               
            

         

         
      

      
      
         C8Travel agents and tour operators
         

         
         
         Other than the channels noted above there are three other distribution channels for
            travel insurance:
         

         
         
            
            	
               
               Travel and tour operators, as providers of package holidays, usually offer
                  travel insurance facilities to their customers. Generally, the cover is
                  offered on a package basis and is usually underwritten by an insurance
                  company. Many tour operators make it a condition that holidaymakers arrange
                  adequate insurance cover, but customers are not legally obliged to buy the
                  operator’s own policy. 
               

               
            

            
            	
               
               Rather than have a client purchase the tour operator’s policy, travel agents
                  have embraced the opportunity to sell their own scheme and earn commission
                  on the sale. Here, the client declines the tour operator’s policy as
                  detailed in the holiday brochure and purchases a policy under the agent’s
                  scheme. 
               

               
            

            
            	
               
               A further opportunity for distribution of travel insurance is at the point of
                  departure, particularly in airports. Travellers are able to purchase
                  policies in coupon form, obtained at a desk at the airport. 
               

               
            

            
         

         
      

      
      
         C9Aggregators
         

         
         
         
         As we have seen, direct insurers by definition deal directly with the public and,
            therefore, their products do not feature in the price comparison. An aggregator is
            an internet-based distribution channel, which relies upon the cooperation of
            insurers and intermediaries to access their pricing for different risks. Aggregators
            aim to deliver a service whereby the customer completes one set of questions and is
            provided with quotations from a number of insurance providers. The proposer can then
            approach that company directly, often through a link from the aggregator’s website,
            to complete the purchase of their insurance.
         

         
         Aggregators are now a well-established distribution channel. The simplicity of price
            comparison websites and the opportunity to save money are encouraging increasing
            numbers of consumers to purchase their insurance from these websites. The economic
            crisis and its impact on individuals’ disposable income – in addition to increases
            in insurance premiums – have driven consumers to look for better deals.
         

         
         These arrangements, however, continue to attract criticism in the marketplace. While
            many insurers and intermediaries are happy to participate in such sites, there is
            concern that only a limited number of questions is asked at the initial quotation
            stage, which may affect the accuracy of the quotation given or the willingness of
            the insurer to offer cover, once the complete facts are known. Often the aggregator
            will rank quotations solely in terms of price and not necessarily in terms of the
            cover offered. The results can be confusing as they are not always an accurate
            reflection of what the insurance product will actually cost once fuller details have
            been submitted to the chosen insurer.
         

         
         Despite these observations, the number of UK consumers using aggregators for purchase
            and/or research purposes will continue to increase. The vast advertising spend of
            the sites will encourage more non-users to visit, and as premiums continue to harden
            in most private insurance sectors consumers will increasingly shop around to reduce
            expenditure.
         

         
         
            
               	
               	
                  Consider this…

                  
                  Think about how aggregators promote their services – what advantages do they
                     offer?
                  

                  
               
            

         

         
      

      
      DImportance of the customer
      

      
      Owing to advances in technology and the use of the internet, many
         products and services are delivered without the customer and supplier ever meeting.
      

      
      Information about customers has become more plentiful as a result of
         these technologies, which not only facilitate trade, but also store information very
         efficiently. As information about customers increases and becomes more detailed, the
         customer’s needs and preferences become more clearly visible to the seller of goods
         or
         services.
      

      
      In this section, we look at the practices that financial services organisations use
         to
         interact with their customers.
      

      
      
         D1Customer expectations
         

         
         
         A key objective of any business is to make a profit and in most
            cases today this can only be achieved by winning and keeping customers. Every
            organisation needs to provide good service to its customers, as it depends on them
            for prosperity, salaries and jobs.
         

         
         Therefore, it is essential that, if a company is going to meet its customers’
            expectations, it knows those expectations in the first place. These expectations
            will usually be identified through market research. Having identified the
            expectations to be met, it is necessary for the company to measure itself against
            those expectations. This will mean returning to customers to assess the level of
            satisfaction achieved through customer surveys, and/or an analysis of the complaints
            received. Customer satisfaction and delivering a quality service also makes very
            good business sense as it costs, on average, five times as much to win a new
            customer as it does to retain an existing one.
         

         
         
            
               	
               	
                  Activity

                  
                  Visit the Institute of Customer Service website (www.instituteofcustomerservice.com) and view the latest
                     UK Customer Satisfaction Index. Identify from the survey which sector received
                     the highest customer satisfaction scores and how the insurance sector is
                     viewed.
                  

                  
               
            

         

         
      

      
      
         D2Customer focus
         

         
         
         We have already seen that customer demands are ever increasing and if companies do
            not deliver what customers want, in the way they want it, and with quality, they
            will take their business elsewhere.
         

         
         
            
            See section D4

            
         

         
         Marketing of insurance products should be carefully tailored so that they appeal to
            customers and are easy to understand. However, the sales methods should ensure that
            all the facts relevant to the insurance contract are made clear. Importantly, an
            insurer is required by the Financial Conduct Authority (FCA) to ‘… pay due
            regard to the interests of its customers and treat them fairly’.
         

         
         To ensure a true customer focus, this approach and
               attitude must exist through the whole organisation and start from the very
               top. It must apply not only to front-office staff who talk directly to
            customers, but also to support or back-office operations which often fulfil the
            promises made to customers by the front office. It must apply to all managers within
            the organisation at every level. All managers, supervisors and team leaders should
            be customer ‘champions’ and role models. If management is not customer focused, one
            cannot expect staff to be.
         

         
         Giving customers what they want and expect is key to excellent
            customer service and being customer focused.
         

         
         However, in any business things will go wrong from time to time. When this happens
            it
            will often generate a complaint from a customer. Analysing these complaints in a
            positive way to identify the root cause of what went wrong and why, is a good way
            to
            help improve quality. Often it highlights a fault in the process, or a training
            need, and if these are addressed it will help to avoid the same problem happening
            again. Positively analysing complaints to put the root cause right is a part of
            continuous improvement and an important part of being customer focused.
         

         
      

      
      
         D3Customer relationship management (CRM)
         

         
         
         Customer relationship management (CRM) is largely about getting
            closer to the customer and moving to a proactive environment. It is about trying to
            build relationships with customers by better understanding their needs and offering
            an array of products and services that meet those needs.
         

         
         Why is this seen as important today? Put simply, if a customer obtains only one
            product from a company it is very easy for that customer to move away to a
            competitor. If, however, the customer obtains several products from that company it
            is not so easy to move to a competitor. By selling further products to a customer
            the company will increase its revenue and profit.
         

         
         This approach means adopting a clear focus in the way business is
            done with customers as it entails:
         

         
         
            
            	
               
               offering a relationship rather than a transaction
                  focus;
               

               
            

            
            	
               
               a better understanding of buying patterns of customers to
                  expand business relationships;
               

               
            

            
            	
               
               moving to a proactive rather than reactive
                  environment;
               

               
            

            
            	
               
               communicating with customers in a variety of ways from
                  direct mail to face-to-face; and
               

               
            

            
            	
               
               enhancing/complementing additional revenue generation
                  efforts.
               

               
            

            
         

         
         The following characteristics are associated with the delivery of excellent CRM: 

         
         
            
            	
               
               reliability;

               
            

            
            	
               
               responsiveness;

               
            

            
            	
               
               accessibility;

               
            

            
            	
               
               safety;

               
            

            
            	
               
               courtesy;

               
            

            
            	
               
               consideration;

               
            

            
            	
               
               communication;

               
            

            
            	
               
               recognising the customer; and

               
            

            
            	
               
               competence.

               
            

            
         

         
         
         Expectation levels of customers are ever increasing. They now expect not only to be
            able to reach their insurer or broker easily by whatever means that suits them, but
            to be proactively informed of new products and services that could be of benefit or
            help them become more productive and profitable. Therefore, for those companies who
            can deliver increased levels of service, the rewards are considerable.
         

         
         However, probably the most challenging issue for companies in developing a CRM
            capability is how the disparate computer database systems that companies often have
            can be brought together to present a single view of the customer. Having done that,
            what is the information they currently have, how up to date is it, what further
            information needs to be captured, and where and how is the additional information
            to
            be stored? So developing effective computer systems to be able to support this is
            an
            important challenge.
         

         
         
            
               	
               	
                  Activity

                  
                  Identify how your company tries to generate more business from its existing
                     customer base.
                  

                  
               
            

         

         
      

      
      
      
      
      
         D4The fair treatment of customers
         

         
         
         A theme of the FCA’s regulation is the fair treatment of
            customers, which needs to be a central part of insurance business philosophy. As a
            result, firms should aim to act in such a way that:
         

         
         
            
            	
               
               The fair treatment of customers is central to the
                  corporate culture.
               

               
            

            
            	
               
               Products and services marketed and sold in the retail
                  market are designed to meet the needs of identified consumer groups and
                  targeted accordingly.
               

               
            

            
            	
               
               Consumers are provided with clear information and kept
                  appropriately informed before, during and after the point of sale.
               

               
            

            
            	
               
               Where consumers receive advice, the advice is suitable and
                  takes account of their circumstances.
               

               
            

            
            	
               
               Consumers are provided with products that perform as firms
                  have led them to expect, and the associated service is of an acceptable
                  standard.
               

               
            

            
            	
               
               Consumers do not face unreasonable post-sale barriers
                  imposed by firms to change product, switch provider, submit a claim or make
                  a complaint.
               

               
            

            
         

         
         Overseeing how a firm is treating customers and how it is monitoring success in this
            area is a key feature of the regulator’s supervisory activities.
         

         
      

      
      EImportance of other stakeholders
      

      
      Within the context of business management it is important to
         understand the impact that stakeholders have in a business.
      

      
      
      
      
      
      
         E1Defining stakeholders
         

         
         
         
         Stakeholders are people or groups of people who have an interest
            in the way a company acts. Principal examples of stakeholders are:
         

         
         
            
            	
               
               customers;

               
            

            
            	
               
               shareholders;

               
            

            
            	
               
               the Government;

               
            

            
            	
               
               regulators;

               
            

            
            	
               
               the public;

               
            

            
            	
               
               employees.

               
            

            
         

         
         However, there are others such as creditors/suppliers, consumer advocates, the law
            and unions.
         

         
         Stakeholders may or may not have any formal authority in a company
            but each does have some vested interest in the organisation such as an investment
            or
            employment. As a result, they will want something from the company and will often
            want to apply some influence in one way or another.
         

         
         The list shown below indicates the types of interest and expectations the various
            stakeholders can have in a business.
         

         
         
            
            
               
            
            
            
               
            
            
            
               
               
                  
                  	
                     
                     Customers

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Insurances that meet their needs.

                           
                        

                        
                        	
                           
                           Value for money prices.

                           
                        

                        
                        	
                           
                           Ease of access to the insurance market.

                           
                        

                        
                        	
                           
                           Good and fair claims service.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Shareholders

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           High rate of investment return.

                           
                        

                        
                        	
                           
                           Sustained and increased growth.

                           
                        

                        
                        	
                           
                           Increased share value.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Government

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Tax revenue.

                           
                        

                        
                        	
                           
                           Security for individuals and businesses.

                           
                        

                        
                        	
                           
                           Openness.

                           
                        

                        
                        	
                           
                           New job creation.

                           
                        

                        
                        	
                           
                           Introduction and adoption of new technologies.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     The public

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           A secure insurance infrastructure.

                           
                        

                        
                        	
                           
                           Ethical standards.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Employees

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Satisfactory salaries.

                           
                        

                        
                        	
                           
                           Staff benefits.

                           
                        

                        
                        	
                           
                           Job security and promotion opportunities.

                           
                        

                        
                        	
                           
                           Good working conditions.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Suppliers/creditors 

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Prompt payment.

                           
                        

                        
                        	
                           
                           Fair contractual terms.

                           
                        

                        
                        	
                           
                           Long-term company solvency.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Consumer advocates

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Fair treatment of customers.

                           
                        

                        
                        	
                           
                           Value for money.

                           
                        

                        
                        	
                           
                           Good service.

                           
                        

                        
                        	
                           
                           Product information.

                           
                        

                        
                        	
                           
                           Redress.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     The law

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Proper application of insurance and other regulatory
                              legislation.
                           

                           
                        

                        
                        	
                           
                           No corruption.

                           
                        

                        
                        	
                           
                           Fair competition.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Regulators

                     
                  
                  
                  	
                     
                     
                        
                        	
                           
                           Compliant operations.

                           
                        

                        
                        	
                           
                           Fit and proper management.

                           
                        

                        
                        	
                           
                           Achievement of their regulatory aims.

                           
                        

                        
                     

                     
                  
                  
               

               
            
            
         

         

         
      

      
      
         E2Stakeholder management
         

         
         
         The objectives of an insurance organisation will need to
               be derived by balancing the conflicting claims of the various stakeholders in
               the organisation. The firm has responsibility to all these groups and
            needs to provide satisfaction to them all. The difficulty is balancing the
            conflicting interests and differing degrees of power. For example, there may be
            conflicts of interest between an insurance company’s shareholders and its employees.
            If the strategy of the organisation is to truly
               reflect the interests of its stakeholders, the strategic planners will need to
               consider, and be influenced by, factors relating to them, for
               example:

         
         
            
            	
               
               composition and significance of each group;

               
            

            
            	
               
               power that each group can exert;

               
            

            
            	
               
               legitimate claims that each group may have on the
                  organisation;
               

               
            

            
            	
               
               degree to which these claims conflict and significant
                  areas of concern;
               

               
            

            
            	
               
               extent to which the organisation is satisfying claims;

               
            

            
            	
               
               overall mission of the organisation.

               
            

            
         

         
         Groups of the more powerful shareholders (including fund managers and pension funds)
            are also expressing their concerns in a more public way (mainly with regard to
            banking) and have, in some cases, been able to challenge high-profile board
            appointments and payment of bonuses to directors and senior staff. Such an outbreak
            of public disputes between investors and companies is unprecedented and both
            directors and non-executive directors are learning to pay more attention to the
            voice of the shareholders.
         

         
      

      
      
         E3Ethics and organisational beliefs
         

         
         
         Business ethics are the standards and moral conduct that a
            company or business sets itself in its dealings within the organisation and outside
            within the business and social environment as a whole. It concerns the application
            of moral principles and how individuals conduct themselves in social affairs.
         

         
         As a result, ethical issues now frequently play an important part
            in management for the following reasons:
         

         
         
            
            	
               
               Large organisations can have revenue income which
                     is often more than small nations. Therefore, how these
                  companies use their wealth can have implications for the well-being of the
                  countries in which they operate.
               

               
            

            
            	
               
               Responsibility and power are closely
                     interlinked. For example, senior managers in large companies
                  occupy positions, which can impact on promoting or affecting the interests
                  of large numbers of employees, and may take decisions that can affect whole
                  communities.
               

               
            

            
            	
               
               Consumers and consumer groups now increasingly judge
                  organisations by the way they handle ethical and environmental issues.
               

               
            

            
            	
               
               As strategic business decisions are partly determined by
                  the cultural influences of societies, cultural factors can affect the moral
                  thinking of managers.
               

               
            

            
         

         
         Today, therefore, it can be argued that no organisation
               can divorce itself from the society within which it operates. The
            stakeholder points mentioned earlier now often affect ethical issues and
            thinking.
         

         
         
         However, it should be noted that not all commercial organisations
            believe that they have a role beyond their own business. They take the view that
            society is quite capable of looking after itself and that the key responsibility of
            a business is to look after its shareholders. Such a view can mean that the
            company’s purpose is unlikely to include any actual comment on business ethics.
            However, this does not mean that this sort of company behaves unethically; it just
            means that it works with a clear shareholder focus.
         

         
         Other companies take the view that it is in their long-term interests, including
            those of its shareholders, to play a role in society beyond what is required by the
            law. Sponsorship and community projects are a good example of this. This approach
            is
            known as a stakeholder perspective, and this is the perspective that many
            financial organisations follow.
         

         
      

      
      
         E4Ethical standards in insurance
         

         
         
         The Chartered Insurance Institute (CII) considers that
            ethical standards within the insurance industry area are very important. Therefore,
            it is crucial that all those who work in insurance follow a set of ethical standards
            and in support of this the CII has developed a Code of Ethics for all its
            members to follow.
         

         
         The revised Code took effect in April 2014 and its headline
            requirements are:
         

         
         Members must:

         
         
            
            	
               
               Comply with the Code and all relevant laws and
                  regulations.
               

               
            

            
            	
               
               Act with the highest ethical standards and integrity.

               
            

            
            	
               
               Act in the best interests of each client.

               
            

            
            	
               
               Provide a high standard of service.

               
            

            
            	
               
               Treat people fairly regardless of:

               
               
                  
                  	
                     
                     age;

                     
                  

                  
                  	
                     
                     disability;

                     
                  

                  
                  	
                     
                     gender reassignment;

                     
                  

                  
                  	
                     
                     pregnancy and maternity;

                     
                  

                  
                  	
                     
                     marriage and civil partnership;

                     
                  

                  
                  	
                     
                     race;

                     
                  

                  
                  	
                     
                     religion and belief;

                     
                  

                  
                  	
                     
                     sex; and 

                     
                  

                  
                  	
                     
                     sexual orientation.

                     
                  

                  
               

               
            

            
         

         
         The Code represents a set of ethical principles for insurance and financial services
            professionals worldwide. Because the Code is ‘principles based’, it is sufficiently
            flexible to take account of the wide range of different roles undertaken within the
            sector.
         

         
         
            E4AScope and operation of the CII Code
            

            
            
            The Code has as its purpose the meeting of standards and maintaining the
               reputation of the CII through following its terms. It is concerned with attitude
               and behaviour, and therefore tends to have a wider application than the
               regulatory rules that will overlap many aspects of business life. Rather than
               setting a series of minimum requirements, the Code represents a positive
               statement of the core principles that must inform decision making, business
               relationships and a member’s more general behaviour.
            

            
            To assist members in the way that the principles can be applied in different
               situations, there is a section entitled ‘key questions to ask yourself’. This
               section tries to help people think about how the Code and the principles that
               underpin it affect them as an individual. The CII’s aim is to make the Code more
               of a ‘living’ document that individuals will read and consult regularly.
            

            
            Members are obliged to comply with the Code. If they do not, the CII may take
               disciplinary action against them. 
            

            
            
               
                  	
                  	
                     Activity

                     
                     You can access a PDF of the CII Code of Ethics by visiting: 

                     
                     www.cii.co.uk/about/professional-standards/code-of-ethics/.
                     

                     
                  
               

            

            
         

         
      

      
      FCompany growth and mergers and acquisitions
      

      
      
         F1Organic growth
         

         
         
         Organic growth is where a company develops and expands by
               increasing its sales, revenue and output through its own current businesses,
               activities, and effort, rather than through mergers or acquisitions.
            However, organic growth can only be achieved when a business has the financial
            resources to pay for the expansion.
         

         
         The following is a definition from Peter Drucker:

         
         
            
               	
               	
                  
                  Organic growth is the rate of business expansion through increasing output and
                     sales.
                  

                  
               
            

         

         
         
         Given this definition, the mergers and acquisitions route is known as non-organic
               growth.
         

         
         It needs to be remembered that organic growth can also be negative
            as this shows a business is contracting. Organic growth does not, however, include
            the impact of foreign exchange.
         

         
         
            F1AWhy should a company want to grow?
            

            
            
            There are many reasons why a company would want to grow and
               examples include:
            

            
            
               
               	
                  
                  increasing consumer incomes;

                  
               

               
               	
                  
                  ready availability of finance;

                  
               

               
               	
                  
                  low interest rates;

                  
               

               
               	
                  
                  buoyant markets;

                  
               

               
               	
                  
                  opportunities for product development;

                  
               

               
               	
                  
                  export opportunities;

                  
               

               
               	
                  
                  economies of scale through lower operating costs;
                     and
                  

                  
               

               
               	
                  
                  the opportunity of increased revenue, profits and
                     shareholder value.
                  

                  
               

               
            

            
         

         
         
            F1BCurrent growth trends
            

            
            
            In the 1990s and 2000s there was a considerable amount
                  of merger and acquisition activity; however, in recent years this has slowed
                  down particularly within the financial services industry. Consequently, a
                  key and viable strategic option is to grow a business organically and more
                  leading-edge companies are using this approach. This means that,
               from a growth standpoint, companies have to closely examine their own resources,
               assets and finances and to find ways to really use them effectively so that the
               business’s growth demands and goals can be achieved. The use of these approaches to grow businesses has been found to be less
                  expensive than a non-organic route as it can not only offer improved returns
                  but also forces a company to build a strong base for further
                  growth. However, it makes heavy demands on management, as
               creativity and innovation will be essential to achieve a high level of
               growth.
            

            
         

         
         
            F1COrganic growth drivers
            

            
            
            The following are key examples of organic growth drivers:

            
            
               
               	
                  
                  It is now a favoured approach of many
                        executives and investors, as it provides a sound means to measure
                        progress and success. This is because the growth figures
                     are not distorted by a merger or acquisition.
                  

                  
               

               
               	
                  
                  Organic growth is seen as a more profitable route with
                     a better investment return.
                  

                  
               

               
               	
                  
                  It enables executive management to demonstrate
                     long-term commitment to a business by building it through the effective
                     use of internal resources.
                  

                  
               

               
               	
                  
                  With the organic growth approach, management can fully
                     focus on growing the business and the achievement of goals, and not be
                     deflected from these as a result of merger or acquisition structural
                     changes and integration.
                  

                  
               

               
            

            
            An example of organic growth is the insurer, RSA. In 2001, they formed a bespoke
               subsidiary, MORE TH>N, to specialise in high-quality personal insurances,
               thereby taking a significant share of this market. Building upon a
               well-established brand, they now offer a wide range of life and general
               business, including commercial insurances. The initiative complements the RSA
               brand and brings together many of the customer relationship issues discussed
               earlier and embeds them within an organic growth plan.
            

            
            However, as far as organic growth is concerned within
                  the insurance industry, this needs to be put into perspective. Because of
                  the nature of insurance business, namely the lag between putting business on
                  the books and the emergence of the true pattern of claims, which disguises
                  the true underlying profitability of the business being written, business
                  growth within insurance must be handled by insurance managers with a true
                  understanding of long-term profitability. This makes insurance unusual, if
                  not unique, from a management perspective. It is a long-term
               business, yet many managers are under pressure to manage their business on
               essentially a short-term basis in order to give rapid returns to investors.
            

            
            Having a large market share of a profitable class of business
               is obviously a great asset to a company and will serve as an important platform
               for developing the business by organic growth.
            

            
         

         
         
            F1DBenefits of organic growth
            

            
            
            
               
               	
                  
                  Many key companies that have followed the
                        organic growth approach have found that it can deliver long-term
                        benefits and profitable relationships with customers.
                     Organic growth encourages a company to be innovative and to build a good
                     reputation from which further sales can be made, as in the MORE TH>N
                     example.
                  

                  
               

               
               	
                  
                  When there is a company merger or acquisition,
                        employees will expect staff reductions and cost savings.
                     This will introduce uncertainty among staff, the consequence of which is
                     often likely to be lower productivity.
                  

                  
               

               
               	
                  
                  Organic growth can be more economic compared
                        with acquisitions. When there is a company acquisition,
                     often a premium is paid above market value for the business and this
                     could reduce the real value of the acquisition.
                  

                  
               

               
               	
                  
                  From an analyst’s standpoint, this approach
                        has real benefits, as they can measure the business’s effectiveness
                        that has been achieved through its internal efforts without the
                        figures being distorted through any merger or acquisition.
                     It means that a check can be made as to whether the business’s growth is
                     real, sustainable or actually contracting.
                  

                  
               

               
               	
                  
                  For the reasons noted above, the organic growth
                     approach can also be a less risky one as many mergers have not yielded
                     the benefits expected.
                  

                  
               

               
            

            
         

         
         
            F1EDisadvantages of organic growth
            

            
            
            
               
               	
                  
                  With the organic growth route a business
                        usually needs more time to grow as it requires employees who can
                        handle the growth process along with other actions that are needed
                        to move the business forward. This can mean an enormous
                     commitment of time and resources as personnel may need to be found,
                     recruited and trained, premises and equipment acquired, sales conduits
                     established with extensive marketing to get products known in their new
                     field.
                  

                  
               

               
               	
                  
                  Building a business organically will take longer to
                     achieve than a purchase of an existing book of business, which may not
                     meet investors’ expectations.
                  

                  
               

               
            

            
            
               
                  	
                  	
                     
                     Be aware

                     
                     Where the strategy is to grow based on organic expansion, the time this takes
                        could mean that the business has insufficient income to disperse its fixed
                        overheads. Therefore, growth of the organisation (staff, IT, facilities)
                        should be matched to growth in premium, where possible.
                     

                     
                  
               

            

            
         

         
      

      
      
         F2Mergers and acquisitions
         

         
         
         
            
               	
               	
                  Consider this…

                  
                  What are the differences between a merger and an acquisition?

                  
               
            

         

         
         Non-organic growth is where a company merges with or acquires another company with
            the aim of rapidly growing its business and we will now look at mergers and
            acquisitions, what they mean and how they are used.
         

         
         Mergers and acquisitions are known as M&As. A merger
               only happens if two companies agree to join forces on a strategic basis, while
               an acquisition is where a company gains control of another company by purchasing
               a majority shareholding. This is not always seen as a welcome purchaser
            by the incumbent management or some of the shareholders.
         

         
         
         
         
         M&As can be divided into what is known as horizontal or
            vertical integration:
         

         
         
            
            
               
            
            
            
               
            
            
            
               
               
                  
                  	
                     
                     Horizontal

                     
                  
                  
                  	
                     
                     This is where the two companies are in the same market and the
                        integration is aimed at:
                     

                     
                     
                        
                        	
                           
                           improving a mediocre performance to a better market
                              position;
                           

                           
                        

                        
                        	
                           
                           achieving economies of scale;

                           
                        

                        
                        	
                           
                           improving competitiveness;

                           
                        

                        
                        	
                           
                           possible opportunities for diversification.

                           
                        

                        
                     

                     
                  
                  
               

               
               
                  
                  	
                     
                     Vertical

                     
                  
                  
                  	
                     
                     This is where a company, through the M&A, is attempting to
                        control a stage either closer to the source of the manufacturer or
                        closer to the source of the customer. Here the aims can be to:
                     

                     
                     
                        
                        	
                           
                           reduce costs, again through economies of scale;

                           
                        

                        
                        	
                           
                           gain more control over the market, including sources of
                              supply;
                           

                           
                        

                        
                        	
                           
                           add greater value to the whole customer proposition, such as
                              when an insurer acquires a back-office service company.
                           

                           
                        

                        
                     

                     
                  
                  
               

               
            
            
         

         

         
         
            F2AReasons for insurance M&As
            

            
            
            As mentioned earlier, M&As are often a rapid way for a business to achieve
               growth. An example of this is gaining access to new distribution channels, such
               as by the purchase of a locally-based insurance company in a target country for
               development for an insurer. Other reasons for M&As may include acquiring an
               advanced IT system, employee know-how or local licensing in an overseas
               country.
            

            
            Today, a key way to operate within a global market is
                  to be sufficiently large and this often means growing through
                  M&As. Many of the largest insurers are now considered to be
               financial service providers – more than just-risk takers and, as noted earlier,
               a number of the largest insurers in the UK have been acquired by banks as part
               of their growth and diversification plans.
            

            
            
            However, growth is not the only reason that companies merge
               with or acquire other companies. The following are examples of other reasons for
               M&As:
            

            
            
               
               	
                  
                  As duplication is removed, efficiency and improved
                     performance can be gained through synergy of processes or economies of
                     scale by lowering unit costs.
                  

                  
               

               
               	
                  
                  Overcoming the cost of IT by being large enough,
                     through the sharing of resources, which are becoming ever more expensive
                     if the latest IT platforms are to be used.
                  

                  
               

               
               	
                  
                  Provides investment opportunities if an insurance
                     company has spare capital.
                  

                  
               

               
               	
                  
                  Two companies joining together to spread
                        risk. For example, if one is based in the USA and one is
                     based in Europe, and the two books of business are uncorrelated, this
                     will give the new company greater diversification and therefore they are
                     likely to have a lower solvency capital requirement than if they
                     remained as separate companies.
                  

                  
               

               
            

            
            
            Overall, the main argument used for the majority of M&As is to increase
               shareholder value, since it is a way to increase the critical mass of an
               operation in order for it to compete successfully within a global market. Also
               the combined operation will cut costs through removing duplication and create
               barriers to entry for any new competitor. In fact every year a proportion of
               M&As fail as a result of being unable to deliver the promises to
               shareholders as laid down at the time of the deal – this includes insurance
               deals.
            

            
            
               
                  	
                  	
                     Activity

                     
                     Before moving on, note down the potential disadvantages of M&As.

                     
                  
               

            

            
         

         
         
         
         
         
         
            F2BDisadvantages of M&As
            

            
            
            It does, however, need to be remembered that there can be a number of
               disadvantages to mergers and acquisitions, for example:
            

            
            
               
               	
                  
                  Reduced customer choice through the reduction
                        in the number of organisations offering products to
                        customers. This means there can be a reduction in
                     competition. 
                  

                  
               

               
               	
                  
                  Impact on staff affected and cost of
                        redundancies. Staff morale can be impacted considerably,
                     especially if the whole change process is not managed effectively. Often
                     the cost of redundancies and/or staff redeployment is high with a
                     significant loss of valuable staff experience, skills and knowledge.
                  

                  
               

               
               	
                  
                  Clash of corporate cultures. If these
                     are very different from one another it may be difficult to agree on a
                     cultural approach that will enable the organisations to work together
                     effectively and move forward.
                  

                  
               

               
               	
                  
                  ‘Eye off the ball’ while change is taking
                        place. Often a merger or acquisition will consume a large
                     amount of senior management time. As a result, the organisation’s
                     energies may be directed towards the change process instead of growing
                     the business and delivering an effective service to customers.
                  

                  
               

               
               	
                  
                  Reduced customer service while changes are
                        being implemented. Any number of factors may impact on
                     customer service, such as reduced staff morale, lack of communications,
                     staff not knowing what is going on or what products they are to sell or
                     what they are to say to customers with a consequent increase in
                     complaints and loss of business.
                  

                  
               

               
               	
                  
                  Expected M&A savings not actually being
                        realised. Whenever a merger or acquisition is announced,
                     forecasts are made by the directors as to the costs that can be saved
                     and how shareholder value will be improved. Often these savings do not
                     come to full fruition or are not properly measured so the real value of
                     the change is not clearly evident.
                  

                  
               

               
            

            
         

         
      

      
      GOutsourcing
      

      
      
      Many companies within the insurance sector are outsourcing a number of
         their key functions, some of which (in particular, business-processing activities)
         are
         going offshore. Outsourcing is the use of a skilled resource outside the company to
         handle work that was previously performed by in-house staff. These external service
         providers are independent specialist companies who can offer a range of services.
         One of
         the earliest examples of outsourcing for the insurance industry was loss adjusting.
         However, the range of outsourcing services now available is extensive and includes
         IT
         and data processing, employee benefits administration and payroll processing, actuarial,
         risk management, audit, accounting, claims management, telesales and customer
         service.
      

      
      
         
         See section G5 for more on regulatory requirements and outsourcing
         

         
      

      
      The key benefit of outsourcing is that it frees the company so it can
         focus on its core activities, usually those that are revenue earning. However, regulated
         businesses are required to source and manage outsourcing in accordance with regulatory
         guidelines.
      

      
      
         G1Main features of outsourcing
         

         
         
         The working relationship is governed by a legal contract, whereby
            for an agreed fee the outsourced company promises to deliver an agreed service over
            an agreed period. Naturally if the outsourced company fails to deliver the required
            service, then the contract may be terminated and damages may be sought against
            it.
         

         
         
         It is imperative that the business has effective controls of the
            outsourcing relationship to manage the regulatory, operational and reputational
            risks inherent in these arrangements.
         

         
         The agreed service can either be run from an external site, or as often happens, the
            outsourced staff work alongside the in-house permanent employees.
         

         
      

      
      
         G2Advantages of outsourcing
         

         
         
         
            
            	
               
               Where a business change process is to be set in operation, for example in
                  establishing a new accounts system or building an actuarial pricing model
                  for underwriting, the firm can use external specialists to assist with the
                  task and only incur the costs for the work completed.
               

               
            

            
            	
               
               The business is guaranteed a certain level of service as
                  set out within the contract.
               

               
            

            
            	
               
               The business can budget for a pre-agreed fixed cost for
                  the agreed service.
               

               
            

            
            	
               
               Outsourced companies are normally specialists within their
                  area and will bring new skills and working methods to a company.
               

               
            

            
            	
               
               Many outsourcing contracts lead to new partnership
                  opportunities between the business and the outsourced company, as they learn
                  new ways of doing business processes.
               

               
            

            
            	
               
               The business may increase its capability to develop new products and their
                  speed to the market.
               

               
            

            
            	
               
               The businesses that do outsource have more time to focus on their core
                  business areas.
               

               
            

            
         

         
      

      
      
      
      
      
      
         G3Disadvantages of outsourcing
         

         
         
         
            
            	
               
               Any form of contract that allows the business to outsource
                  processes will mean that a certain control and direction will be lost.
               

               
            

            
            	
               
               Even if damages can be awarded for a poor service,
                     the business will lose customers and the firm’s reputation will
                     suffer. Customers will either not be interested or aware that
                  the diminished services are caused by a poor supplier of services.
               

               
            

            
            	
               
               
               Extreme care should taken with customers’ confidential
                  information and data should be protected equally well at outsourced
                  suppliers as it is within the firm. Care needs to be exercised when engaging
                  an outsourced service provider located overseas, as data protection law
                  restricts the transfer of personal data overseas in certain
                  circumstances.
               

               
            

            
            	
               
               If the business is too dependent on a limited number of
                  suppliers then it will be open to higher costs where competition may be
                  lacking.
               

               
            

            
            	
               
               
               If the outsourced company gets into financial problems the
                  business will be faced with problems of finding an alternative provider,
                  possibly at short notice.
               

               
            

            
            	
               
               Full understanding of customer behaviour and satisfaction
                  can be lost if communication between the business and outsourced company is
                  inadequate.
               

               
            

            
         

         
         
            
               	
               	
                  Activity

                  
                  Reflect on the following comments:

                  
                  ‘You have to take a view on how many sourcing partners you work with. If you go
                     with just one you can create an over-dependency on that supplier, but you don’t
                     want too many providers as this creates too many overheads.’
                  

                  
                  ‘It’s important to avoid getting trapped in a situation where you are dependent
                     on a particular supplier – so have an exit strategy. Make sure you can extricate
                     yourself if it doesn’t go well.’
                  

                  
                  Does this relate to the outsourcing activity in your company?

                  
               
            

         

         
      

      
      
         G4Basis for selection
         

         
         
         
         If the business is to outsource an area or a process, then
               senior managers must carry out a thorough investigation to determine the best
               option. Many companies will have a best practice process guide (or
            corporate policy) that must be followed to manage effectively their outsourcing
            activities. In many cases, there will be redundancies, but often these can often be
            kept to a minimum, as many staff will often transfer to the outsourced company.
         

         
         Crucial to the whole process, is the ability to implement the
            changeover smoothly and maintain high levels of service. In reality the process is
            one of delegation, but if done well, then the in-house permanent staff are free to
            concentrate on managing the core aspects of the business.
         

         
         However, a number of organisations have not found outsourcing to be the success they
            thought it would be and some insurers are now bringing back in-house certain
            outsourced functions. The reason for this is that they have found outsourced
            customer service standards are not as high, resulting in increased customer
            complaints, costs are greater and the expected gains in using dedicated technology
            have not been achieved.
         

         
      

      
      
         G5Regulatory requirements and outsourcing
         

         
         
         Regulated businesses are required to source and manage outsourcing
            in accordance with regulatory guidelines. The rules relating to this are in the PRA
            Rulebook and FCA Handbook in the High Level Standards, Senior Management
               Arrangements, Systems and Controls (SYSC), section 8.
         

         
         
            
               	
               	
                  
                  PRA Rulebook and FCA Handbook

                  
                  The SYSC sourcebook and, in particular, section 8 on outsourcing is now part of
                     both the PRA Rulebook and FCA Handbook; the PRA regulates this aspect for
                     insurance companies, and the FCA for insurance brokers.
                  

                  
               
            

         

         
         Essentially, the expectations of the regulators are that firms
            will take reasonable steps to ensure that:
         

         
         
            
            	
               
               there is no undue additional operational risk in
                  outsourcing an activity as opposed to retaining the function in-house;
               

               
            

            
            	
               
               the quality of internal control is not impaired; and

               
            

            
            	
               
               the ability of the regulators to monitor the firm’s
                  regulatory compliance is not hampered by any outsourced arrangements.
               

               
            

            
         

         
         Therefore, this means that if a firm outsources any aspects of its
            business, that part of the business cannot escape the requirements of the
            regulators. The Handbooks state that prior notification of ‘material outsourcing’
            must be given to the regulators. They also go on to require a firm to take all
            reasonable steps to ensure that suppliers deal in an open and cooperative way with
            the regulators, give them access to business premises (with or without prior notice)
            and give the firm’s auditors access to books and records.
         

         
         
            
               	
               	
                  
                  Material outsourcing

                  
                  The FCA and PRA define ‘material outsourcing’ as:
                  

                  
                  
                     
                     	
                        
                        PRA: services of such importance that weakness, or failure, of the
                           services would cast serious doubt upon the firm’s continuing
                           satisfaction of the Threshold Conditions or compliance with the
                           Fundamental Rules.
                        

                        
                     

                     
                     	
                        
                        FCA: services of such importance that weakness, or failure, of the
                           services would cast serious doubt upon the firm’s continuing
                           satisfaction of the Threshold Conditions or compliance with the
                           Principles.
                        

                        
                     

                     
                  

                  
               
            

         

         
         In addition to the requirements of the regulators, effective
            management of outsourcing is a key requirement within the governance aspects of
            Solvency II, which came into force in January 2016. The published
            requirements of the European Insurance and Occupational Pensions Authority
               (EIOPA) detail the expectations of insurers’ management of outsourced
            contracts. These include the requirements for the terms of an outsourced contract
            to
            cover the:
         

         
         
            
            	
               
               clearly-stated duties and responsibilities of both
                  parties;
               

               
            

            
            	
               
               service provider’s commitment to comply with all
                  applicable laws, regulatory requirements and to cooperate with the firm’s
                  appropriate regulator;
               

               
            

            
            	
               
               disclosure of any development which may have a material
                  impact on the service provider’s ability to carry out the outsourced
                  functions and activities;
               

               
            

            
            	
               
               notice period for termination by the service provider,
                  which must be sufficient to allow the firm to make alternative
                  arrangements;
               

               
            

            
            	
               
               access the firm, its external auditors and regulators will
                  have to all information related to the outsourced function; and
               

               
            

            
            	
               
               firm’s need to ensure the outsourced provider has
                  effective risk management and internal controls.
               

               
            

            
         

         
      

      
      
         
            	
            	
               Key points

            
         

      

      
      The main ideas covered by this chapter can be
         summarised as follows:
      

      
      
         
            
         
         
         
            
            
               	
                  
                  Different types of insurance
                        organisation

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        There are various corporate structures in the set-up of insurance
                           organisations, ranging from proprietary, mutual, captives,
                           Takaful insurance companies and Lloyd’s syndicates.
                           Each has slightly different priorities but they are similar in
                           the types of insurance they offer.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Reinsurers, the State and self-insurance all play a role in
                           meeting the needs of policyholders.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  The global perspective

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        Insurance companies may operate only in their home country or
                           they may have international operations, with branches around the
                           world. 
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        The London Market plays a key role in the global insurance market
                           place and is undergoing review in order to retain its global
                           position. 
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Global companies focus on a strong central headquarters, seeing
                           the whole world as a single potential market.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Multinationals operate in a number of different countries but may
                           still have a home base.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  Different sellers and distributors of
                        insurance

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        The range of insurance providers has expanded significantly and
                           now includes banks, affinity groups and high-street brands.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Insurances may be sold through various channels (‘distribution
                           routes’), with the internet being the fastest growing method.
                           Other ways of targeting customers are through direct dealing,
                           intermediaries such as insurance brokers, and affinity schemes,
                           such as block policies for university students.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        The distribution routes for insurance have expanded to include
                           online sales and aggregators.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  Importance of the customer 

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        Insurers must develop their customer relationship skills to
                           retain customers in an increasingly competitive market.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Insurers must be aware that the selling of insurance products is
                           regulated by the Financial Conduct Authority and the Prudential
                           Regulation Authority (in the UK) and as such, the FCA’s Treating
                           Customers Fairly is a key feature of managing clients,
                           particularly private policyholders.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  Importance of other stakeholders 

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        There are various interested parties associated with an insurer
                           in addition to the policyholder; these include the customers,
                           employees, regulators, the Government, the public and
                           shareholders. The focus of interest usually differs for each
                           party – for example, a fair deal is expected by the customer and
                           a good return on investment is the aim of a shareholder.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  Company growth and mergers and acquisitions
                        

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        As in many industries, insurers seek greater efficiency through
                           larger-scale operations, which can either be achieved by growing
                           the existing book of business or by merging with another
                           insurer. In certain circumstances an insurer makes a bid for a
                           competitor through the purchase of the share capital of the
                           target company.
                        

                        
                     

                     
                  

                  
               
               
            

            
            
               	
                  
                  Outsourcing 

                  
               
               
            

            
            
               	
                  
                  
                     
                     	
                        
                        Insurers often seek to transfer elements of their operations to
                           external firms, who may be able to carry out the work at lower
                           costs or have greater skills and resources to deliver the
                           task.
                        

                        
                     

                     
                  

                  
                  
                     
                     	
                        
                        Insurers need to carefully manage their suppliers to maintain the
                           appropriate quality of delivery.
                        

                        
                     

                     
                  

                  
               
               
            

            
         
         
      

      

      
      
         
            	
            	
               Question answer

            
         

      

      
         
            
               	
                  1.1

               
               	
                  Marketing insurance products to affinity groups offers insurers the opportunity to
                     reach a large
                     group of potential policyholders through existing communication channels. This
                     allows targeted products to be developed and sold with lower acquisition costs than
                     in the open market.
                  

               
            

         

      

      
      
         
            	
            	
               Self-test questions

            
         

      

      
      
         
         
            
         
         
         
            
         
         
         
            
            
               
               	
                  
                  1.

                  
               
               
               	
                  
                  Describe three main types of insurance company.

                  
               
               
            

            
            
               
               	
                  
                  2.

                  
               
               
               	
                  
                  What does limited liability mean in relation to a proprietary
                     company?
                  

                  
               
               
            

            
            
               
               	
                  
                  3.

                  
               
               
               	
                  
                  What types of business will mutual companies usually transact?

                  
               
               
            

            
            
               
               	
                  
                  4.

                  
               
               
               	
                  
                  Outline the key outcomes that the FCA expects from the treatment of
                     customers by insurers.
                  

                  
               
               
            

            
            
               
               	
                  
                  5.

                  
               
               
               	
                  
                  Describe the differences between organic and non-organic growth.

                  
               
               
            

            
            
               
               	
                  
                  6.

                  
               
               
               	
                  
                  What advantages would a company expect to achieve when outsourcing parts
                     of its business?
                  

                  
               
               
            

            
            
               
               	
                  
                  7.

                  
               
               
               	
                  
                  Provide a definition of ‘business ethics’.

                  
               
               
            

            
         
         
      

      

      
      You will find the answers at the back of the book
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Insurance business and finance

Purpose

At the end of this unit, candidates should be able to demonstrate an understanding of the operation of
insurance organisations in business and financial terms.

Assumed knowledge

Itis assumed that the candidate already has knowledge of the fundamental principles of insurance as
covered in IF1 Insurance, legal and regulatory or equivalent examinations.

Summary of learning outcomes Number of questions
in the examination*
1. Understand the structure of the insurance industry. 5
2. Understand the management of insurance businesses. 3
3. Understand the main aspects of corporate governance. 3
4 Understand the role of common functions within insurance organisations. 1
5. Understand accounting principles and practices and their application. 6
6. Understand the main characteristics of insurance company accounts. 2
7. Analyse businesses using financial ratios. 2
8. Understand the financial strength of insurance companies. 3

Plus 25 case study-related questions from learing outcomes 1to 8

*The test specification has an in-built element of flexibility. It is designed to be used as a guide for study and is nota
statement of actual number of questions that will appear in every exam. However, the number of questions testing each
learning outcome will generally be within the range plus or minus 2 of the number indicated.

Important notes

* Method of assessment:

Mixed assessment consisting of two components, both of which must be passed. One component is

a coursework assignment and one is a multiple choice examination. The details are:

1. an online coursework assignment using RevisionMate consisting of 10 questions which
sequentially follow the learning outcomes. This must be successfully completed within 6 months
of enrolment; and

2. a multiple-choice question (MCQ) exam at one of the CII’s online centres (paper based MCQs are
available in April and October for those sitting outside the UK). The MCQ exam consists of 25
MCQs and 5 case studies followed by 5 MCQs each. 9o minutes are allowed for this examination.
This exam must be successfully passed within 18 months of enrolment.

« This syllabus will be examined from 1 May 2017 until 30 April 2018.

+ Candidates will be examined on the basis of English law and practice unless otherwise stated.
« Candidates should refer to the Cll website for the latest information on changes to law and practice
and when they will be examined:
1. Visit www.cii.co.uk/updates
2. Select the appropriate qualification
3. Select your unit on the right hand side of the page
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RevisionMate

Make the most of RevisionMate,
your online study support service.

RevisionMate support typically includes:

- Study planner - build a routine and manage your time most effectively

- Online study text - for quick reference (permanent internet connection required)
- Student discussion forum - share common queries and learn with your peers

« Quiz questions - check understanding of the study text as you progress

- Examination guide - practise exam technique by downloading the latest examination guide
produced by the ClI’s Examination Department.

Log in today

To explore the benefits for yourself:
1. Visit www.revisionmate.com

2. Log in using your ClI PIN* as your username and your surname in lower case as your password
for first time access

*Your CII PIN is shown onyour product enrolment email’included with this study text (e.g. 012345678A).
onr
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