REGULATORY BURDEN 

Regulatory dilemmas with small funeral insurers and benefit societies in developing markets – The small insurers view by Deon van Staden - South Africa

1.
INTRODUCTION

I would like to present the small insurers view on the difficulties they face in complying with regulatory requirements in developing countries. My presentation will deal with small insurers that provide low benefit funeral insurance policies.  The same arguments would apply to other small benefit insurers such as credit life and health policies.  Small insurers have a major problem in providing funeral insurance products to the lower end of the market due to the compliance burden placed upon them by regulatory authorities.   As an entrepreneur I am totally against all this legislation that makes it difficult for me to deliver a good and well-needed service and for me to make a living.  My presentation will deal firstly with the importance of these products, secondly the providers of these products, thirdly the regulatory regime in which they are sold, fourthly the cost of compliance and lastly I would like to make a few recommendations.

2.
IMPORTANCE OF PRODUCTS

In developing markets it is usually only the small niche insurer that provides low benefit funeral insurance to the public.   The large insurers are not interested.  These insurance products are usually very costly to administer, because it is sold to rural communities at low premiums and in some instances insurers do door-to-door collection of premiums.  Large insurers do not have the infrastructure to sell these products.  It is only the small insurer that venture in this market and we must be compensated for this.

In a developing market there is a great need for low benefit insurance products such as funeral, credit life and customer protection insurance.  These insurance products are very important for the community and essential for sustainable economic growth.  It is the cultural beliefs of certain communities in South Africa, that a deceased person will be remembered by the funeral that was held for him.  In developing countries a major portion of the population do not have sufficient funds available in their estate to pay for the cost of their funeral.  It is therefore important that people make provision for their funeral costs. If not, the cost of the funeral will either be borne by the family or by the Government. However, first world regulatory standards impose administrative and cost burdens which are making it increasingly more difficult to provide these essential products to the public.  This is unfortunate because people need these products and rely upon them.

3. THE PROVIDERS OF THESE PRODUCTS

Basically there are two legal kinds of providers of these products. Typically funeral or burial assistance is provided either by mutual benefit societies or by funeral insurers.  Mutual benefit society (burial society) is basically a voluntary group of people that pool money for specified funeral benefits.  The society operates on a non-profit basis.  Members of the society will contribute extra funds if a shortfall occurs. Usually the burial society not only provides financial assistance, but provides additional services such as the funeral ceremony and moral support to the family. Most countries have some kind of law, which legalizes the operations of burial societies, which is sometimes referred to as friendly societies. 

The other providers of these products are of course the smaller and marginally capitalized insurance companies.   

Another provider of these products, which are a major dilemma, are the illegal operators.   They do not adhere to statutory requirements, because of the high cost of compliance.  Some of them deliver a honest service and feel that it is unnecessary to register and to comply with all the extra costs of compliance.  Yes, those who act fraudulently must be put behind bars, but the regulators are useless!  Nothing is being done to them and we have to compete with them.  The playing fields are not level and your legal operators are forced to become illegal.

4. REGULATORY REGIME

As mentioned above funeral assistance is usually legally provided by burial societies (or friendly societies), or by small niche funeral insurers. Usually jurisdictions or governments have a legislative framework to accommodate both kinds of product providers.   The problem is that friendly society legislation is usually restricted to non-profit – low benefit kind of insurance products with very low statutory requirements. On the other hand, jurisdictions usually have very strict statutory requirements for insurers.   

5. COST OF COMPLIANCE WITH INSURANCE LEGISLATION

I will now mention some of the costs and administrative burdens placed upon the small insurer by onerous insurance regulations.

5.1
-
The cost of capital
Regulators require large amounts of minimum capital to establish and operate a small insurer. The small entrepreneur does not have the capital and therefore has to borrow it at a high cost.

5.2
-
Systems
Regulators sometimes require state of the art systems, which is very costly to implement.  I developed my own system that have not failed me in so many years.

5.3
-
Suitably qualified staff
Regulators sometimes require that the insurer appoint highly qualified accountants or actuaries. These services can be provided by lower qualified experienced people at a lower cost.

5.4
-
Annual audit and actuarial fees 

Regulators require actuarial valuations of liabilities. In developing countries actuaries are scarce and very costly. Valuations of funeral insurance schemes could be done by auditors or other suitably qualified persons at a lower cost.

5.5
-
Insurance levies/taxes

Many jurisdictions charge a levy or tax on premiums to finance the supervision of the insurance industries. This places an extra cost burden on the small insurer.

5.6
-
Rendering of statutory returns
Regulators require audited annual returns and in some jurisdictions quarterly returns. These returns must be submitted together with audited annual financial statements.

This is a duplication of information and adds unnecessary costs to the small insurer.

5.7
-
Reserving and investment requirements
Some jurisdictions have onerous reserving and investment spreading requirements.



Adhering to all corporate governance requirements and other board duties are also problematic.  There are also the other non-insurance regulatory requirements such as labor and tax law that one needs to comply with

From the above, it is evident that it is impossible to provide low benefit insurance products to the public within a heavily regulated environment. However the dilemma is, how do you deregulate the market where consumers need the full protection of the regulator?

6.
RECOMMENDATION


Can I stick my neck out and make a few recommendations.  The supervisory framework should create an orderly and competitive industry.  In doing so regulators should take into consideration –

· cost of supervision

· cost of compliance

· consumer protection

Regulators prefer a few large and well-capitalized insurers as it makes their supervisory function much easier. However, you need competition for an efficient insurance market.  Remember your small insurers are your large insurers of tomorrow. Therefore entry barriers should not be too high.

As mentioned above, jurisdictions usually have a regulatory framework for either a friendly society type of operation or for a fully fletched insurance type of operation. If you are an entrepreneur of a small funeral scheme none of the aforementioned regulatory schemes are suitable. My proposal is for a third regulatory framework that will accommodate small profit insurers. My proposal is not for a total deregulated environment. The regulatory framework will however be less stringent to comply with.

 My proposal is for a self-regulatory regime. The regulators should introduce legislation that will enable self-regulation. An industry representative body should be given the responsibility and the authority to license these low benefit insurance providers. This will lower the cost of supervision.

The self-regulatory authority should be given the powers to act quickly and effectively.  It should have disciplinary powers.  The power to issue penalties and to use the media to name and shame the culprits.

I propose the following requirements with regards to reporting, entry and capital. 


-Entry

Stringent fit and proper requirements with regards to integrity should be put in place. High levels of qualifications should not be a requirement.

-Capital

The regulator should implement an insurance scheme that will pay in full or a portion of a policy in the event of failure of such a small insurer.  If such a scheme is in place capital requirements could be very little or none at all. The insurance scheme could be financed by a small levy on premiums.

-Reporting

No statutory annual returns only audited annual financial statements. Actuarial valuation should not be a requirement.

 Legislation should set a limit to the amount of benefit to be provided under such a funeral policy. The regulator should also establish a dispute resolution mechanism (ombudsman) to provide free or cheap claims settlement procedures to the public. To encourage compliance Government should provide tax and other incentives to these insurance entities. The regulator should also ensure that some consumer education takes place in this lower end of the market.

I trust that the above regulatory regime will be cost effective from a supervisory point of view as well as from a compliance point of view; whilst simultaneously providing for consumer protection 

I urge regulators of developing countries to consider this more cost effective regulatory regime for low benefit insurance products. 

