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Project synopsis

Project Title:
Advisory Services to the Russian Insurance Industry

Project Number:
FINRUS 9803

Country:
Russian Federation 

Project Objectives
Making a meaningful and measurable contribution towards an open, competitive and modern insurance industry in Russia by improving the legal framework for insurance, developing and reinforcing the competence and role of both ARIA and NADZOR and delivering consultancy services for the benefit of individual Russian insurance companies and working groups of insurance companies.

Planned Outputs
Direct recommendations on amendments to the fundamental Russian “Law on Insurance” and to the Civil Code (Chapter 48) and on the drafting of new legislation will be given as a result of five legislative sub-projects in the fields of:

 insurance supervision, company reserves and solvency;

 development of a mutual insurance sector;

 personal and life insurance;

 compulsory motor insurance;

 insurance companies active in the field of compulsory insurance;

 tax incentives for insurance.


The organisation and management of NADZOR and ARIA will have been strengthened, including the provision of:

 an improved IS system for both NADZOR and ARIA;

 improved insurance statistics gathering and processing methodology;

 improvements of the federal and regional organisation of both NADZOR and ARIA;


Direct consultancy services on Financial Management and business planning will have been given to insurance companies, and thematic working groups will have been held on themes that have been identified as currently important to the insurance market as a whole.

Project Activities
Specific sub-projects have been identified and organised around the project components:

Preparatory work (all components)


Component 1    Policy advice

Sub-project 1.1:
Insurance supervision and solvency standards enforcement


Sub-project 1.2:
Solvency and capital requirements


Sub-project 1.3:
Compulsory motor TPL insurance


Sub-project 1.4: 
Competition and compulsory insurance


Sub-project 1.5: 
Mutual insurance


Sub-project 1.6:
Consumer protection


Sub-project 1.7:
Tax incentives for insurance


Component 2    Institution building


Sub-project 2.1:
Institutional strengthening of ARIA


Sub-project 2.2:
Institutional strengthening of NADZOR


Sub-project 2.3:
Early-warning system (Statistics and analysis)


Component 3:    Direct support to insurance industry


Sub-project 3.1
Direct consultancy services in finance and business planning


Sub-project 3.2: 
Thematic Working Groups 


Cross-Component Activities concerning promotion of an insurance culture and regional aspects

Target Groups
The project’s sole beneficiary is ARIA. Besides ARIA, NADZOR will directly benefit from policy advice and institutional strengthening measures provided by the project.  Furthermore, all eligible insurance companies will be end beneficiaries of consultancy services and working groups.


Indirectly, all domestic and foreign investors will benefit from advanced insurance market conditions in Russia. Insurance clients will benefit from an increased variety of insurance products and services, more reliable financial insurance data and improved policy and contract conditions. 

Project Starting Date
13 September 1999

Project Duration
originally 24 months, until September 2001 / extended until December 2001 by the European Commission
Summary of Project Progress since the Start

During this period, good progress has continued to be made in all component of the project. Efforts of different components were combined, where thematically appropriate and useful, to achieve synergy effects and a wide discussion of the topics among the Russian insurance companies.

In Component 1, Policy advice, work was continued on all sub-projects. After the reassessment of the project’s priorities in the area of Policy advice due to the appointment of a new deputy head of NADZOR responsible for relations with the project in Autumn 2001, it was agreed upon with ARIA and NADZOR that the first priority should be to support ARIA during the Duma discussions on the introduction of Motor TPL planned for October 2001. Preparatory work could be done immediately. The project has also been able to integrate the work of the Thematic working groups on Claims assessment and Motor Insurance into the policy advice on Motor TPL given to ARIA. Other issues of high priority were the law on Supervision, and a possible law on Mutual insurance supervision. In addition, the general issue of the legislative framework for life insurance, which includes elements from the sub-projects Solvency / Capital requirements and Taxation, was dealt with by the project. Other sub-projects were of lesser importance in terms of the allocation of resources. Nevertheless, the project could continue to provide support on these issues to the counterparts through the provision of information, through detailed discussions with international experts and through study tours, where appropriate. 
In Component 2, Institutional Strengthening of ARIA and NADZOR, work with ARIA was concentrated on the development of an agency to combat insurance fraud (ISA), the regional development of the Association and the development of its statistical capability. The project has given ARIA advice on the institutional development of its insurance security agency both by providing international experts and by organizing a study tour to Germany, Belgium and France of ARIA key officials responsible for ISA to discuss and foster international cooperation in this field. Work under this sub-project continues to be integrated with the work of the thematic working group on insurance fraud. 

The regional development of ARIA was further supported by the assessment of the First Regional Study Tour which took place in March 2001 and by the organization of the so-called Second Regional Study Tour which is scheduled for the first days of October, bringing representatives of the regions together with their colleagues in Germany and France. The statistical needs of regional insurance branches will be another topic of discussion during the study tour. In addition, the team leader visited the St Petersburg and the Rostov ARIA offices to assess the project of their work. As for the development of the ARIA IT master plan, ARIA has defined its IT requirements supported by an outstanding expert from GDV, who travelled to Moscow to assess the plan. It was decided that 10 lots of IT equipment will be purchased in a simplified procedure, three are intended for the ARIA headquarters in Moscow, the remaining for the seven ARIA regional offices. Given the budget available, the IT equipment provided by the project to ARIA will only cover the basic and most important technical devices necessary for the offices to keep them going. Since the international contacts of ARIA are important in terms of discussion on WTO and PCA negotiations, the project supported the visit of the project’s president to counterparts in Europe.

The work with NADZOR has continued through a programme of study tours where key members of the organization could discuss detailed issues with colleagues in other European countries. The discussions covered topics such as the institutional development of insurance supervision, pension insurance, the work of insurance auditors as well as early warning / statistics for supervision purposes. In addition, three NADZOR officials were supported during a study tour to an international conference of insurance supervisors in Bonn, during which they held meetings with supervisors from a number of European countries. Discussions were held with NADZOR and a detailed specification of their IT needs was provided. This is now evaluated with the help of the project and once the evaluation is complete the purchase procedure will begin. 

The issue of insurance statistics became extremely important for ARIA after the decision of NADZOR not to provide ARIA with statistical data anymore. International experts visited ARIA and worked with them on the development of the ARIA statistics system. In addition, a study tour of members of the ARIA statistics committee was carried out to several counterpart organizations in Europe to inform them in detail about how the system of statistics collection, analysis and distribution operates in European markets. The thematic working group of underwriting statistics also discussed the issue and is drafting recommendations on this area. Work on an early warning system concentrated on the strengthening of the capabilities of NADZOR. A study tour to the Netherlands was partly devoted to this issue, another study tour by the head of Department and key officials was organized by the project, during which they discussed these questions with their British counterparts.

Component 3, Direct Support to Insurance Companies, the experts began work in Moscow and in a number of regions of Russia with seven insurance companies, which were visited at least once during the period. Additional international experts for the work with the remaining 13 insurance companies have been identified, briefed and included in the programme. They will start to visit the companies in October. The first internship of a representative of AVIKOS insurance company took place. He visited a Cologne insurance company in August to complete a detailed internship and information programme embedded in the direct consultancy provided to AVIKOS.

The work of the thematic working groups went on successfully and is now nearly completed. It appears that the work of these groups has been a success. Attendance has been satisfactory, especially from the regions. Thus, the project overall goal to foster the regional development of Russian insurance industry, has been achieved. The concrete output from the groups will be produced during the coming reporting period. Even so, a number of the groups have already contributed to the development of the market.

Summary of Project Planning for the Remainder of the Project

During the current period a request for project extension was made and approved by the European Commission. This application was made mainly to allow the project to carry out work in areas that were not initially part of the planning, but which experience has shown were of importance to the overall objectives of the project. Accordingly, three additional sub-project have been included in Component I, the budget for the purchase of IT equipment for ARIA and NADZOR was increased and ten additional insurance companies will be able to receive individual consultancy through project experts.

In Component I, the work on all seven previous sub-project will be continued during the extension period. As all these legal issues remain very important for the Russian insurance market, recommendations on them shall be continued to be compiled, anticipating future legal initiatives in these fields. One of the highest priorities will be the promotion of the law on Motor Compulsory TPL, the second Duma reading of which is scheduled for October 2001. It has to be noted that the sub-projects Solvency and Capital Requirements as well as Tax Incentives for Insurance will be merged into the new sub-project Framework for Life Insurance. To promote new solutions for life and pension insurance in Russia, international experts shall assess EU best practice and prepare proposals and recommendations in close cooperation with local experts. The findings of the project expert group are expected to be presented to a conference held by ARIA on life insurance and long-term investments later in the year. A study tour is also planned to inform ARIA officials about the practices in EU member states.

Component II will be dedicated to the regional development of ARIA and the purchase of IT equipment for ARIA and NADZOR. It is expected that further regional offices will be opened in Samara and possibly in the far East, which the project is going to assist. Most of the documentation on which the procurement of IT equipment is to be based, has been completed, technical specifications are being drafted. It is planned to purchase the hard- and software by the rules of the simplified procedure and to convene the evaluation committee at the end of November to deliver the devices until the end of the year. As for the IT procurement to NADZOR, the process of producing and assessing the various plans for the purchase will be completed in November and the purchasing process will be started afterwards. Further study tour are planned both for NADZOR and ARIA to foster their international links to European counterparts as well as to provide them with information about core areas of their activity. With ARIA, work on the development of an in house training system and on the drafting of a regulatory framework for insurance brokers and insurance intermediaries is planned to be done by international and local experts. ARIA will be provided with further expertise on insurance statistics, NADZOR will be supported in the development of a Russian early warning system.
In Component III, a large programme of work lies ahead. At least three major events (conferences, workshops) are planned for Autumn 2001 and it is also planned to include another 10 companies in the direct consultancy. Unfortunately, in the aftermath of the September 11 events in New York and the ongoing war in Afghanistan, we had to learn that some experts are reluctant to fly. This could lead to some delays especially in Component III which heavily draws on international expert short time missions.

All ten thematic working groups will complete their programme by the end of the year. A final event of all working groups is scheduled for the middle of December. During this conference, draft recommendations of value to the market by all working groups will be discussed. The individual consultancy of the first group of 20 selected companies will go on as planned and shall be finished by the end of the year, unless more and more experts are unwilling to fly to Russia or to the Far East. Another 10 companies are being selected, and after the approval of ARIA and the European Commission, a workshop on investment financing is organized in Autumn as a starting event to inform the companies about the guidelines and investment rules of international financing institutions like for instance the EBRD. Following this workshop, international experts will work individually with each company to assist them in completing a request for investment based on their business plans.

1. Project Progress in Reporting Period 

1.1  Achievements in Comparison with Planned Results 

1.1.1 Project management

During this period good progress has continued to be made in all components of the project. The flexible approach has again shown its advantages, as the project has been able to concentrate its resources on those issues that have become more important as a result of circumstances in the insurance market or in the legislative arena. An example of this was the way in which the project was able at very short notice to supply expert support into two high level conferences dealing with the vital question of life insurance and investment of savings. A further advantage of our integrated approach was the input from the thematic working groups into these conferences: in this way our technical support to insurance companies was able to help the process of policy advice. 

In a similar way the project has been able to integrate the work of the claims and motor working groups into the policy advice we have been giving to ARIA on the law on the introduction of compulsory Motor Third Party insurance (TPL). Again at short notice and at the request of our partner organisation, we were able to help organise a successful seminar dealing with a number of complex issues where European experience was of great value. This advice was supplied in conjunction with our working group on insurance claims handling.

At the same time, the project has been continuing to follow the detailed plans set out in the inception report and in past progress reports. These plans required a heavy load of work on all components. In particular, the administrative workload needed to implement component III was seen to be large and this has proved to be correct. Despite this heavy administrative load, the project has been able to make good progress on all components. Component III has been particularly successful with the result that a large number of insurance companies from all parts of Russia have participated in the project’s activities. 

In this period, our work with NADZOR on both component I (Policy advice) and component II Institution building continued after our review of the project with the new head of supervision.  Successful study tours to study key issues have already had an effect and has allowed us to plan further work with NADZOR based on these experiences.  This is a further example of the value of a flexible approach to providing technical support.

We will continue to adapt what we do to circumstances and ensure that our resources are effectively used to achieve the best results for our partner organisations and towards achieving the overall objective of the project.
1.1.2
Component 1: Policy Advice
It will be remembered that at the advice of our partners, it was always intended that our policy advice would be timed to coincide with the introduction of legislation in to the Duma. Our original planning was based on a legislative timetable that was published in 1998 and at the time the inception report was produced (November 1999), this timetable was still in force.  However in 2000, the Government changed considerably following the election of President Putin, and legislative priorities changed considerably.  As a result, few of the legislative projects planned in 1999 have been introduced by 2001.

In addition, in Summer 2000 a new head of NADZOR was appointed and in Autumn 2001 a new deputy head was also appointed with responsibility for relations with the project.  These changes meant that it was important to reassess the project’s priorities in the area of Policy advice.

After discussions with both ARIA and with NADZOR, it was decided that the first priority should be to support ARIA during the Duma discussions on the introduction of Motor TPL legislation. The second reading is planned for October 2001 and preparatory work could be done immediately.

Other issues of high priority were the law on Supervision (component 1.1) and a possible law on Mutual insurance supervision.  In addition, the general issue of the legislative framework for life insurance (which includes elements from ‘Solvency issues’ (1.2) and Taxation (1.7)) has become important and we were asked to plan for this.

Other sub-projects were of lesser importance in terms of the allocation of resources. Nevertheless, we would continue to provide support on these sub-projects to the counterparts through the provision of information, through detailed discussions with international experts and through study tours, where appropriate. 

1.1.2.1 Insurance Supervision and Solvency Standards Enforcement

It will be remembered that this component is of importance to NADZOR as this organisation believes (with justification in the view of the project) that it is vital that the supervisory organisation’s powers are defined more clearly and improved in line with European practice. We have produced general advice to NADZOR, and through study tours have ensured that lines of communication between Russia and their European colleagues remain open. However since the required legislation is at present being examined within the Governmental structure, we were advised by NADZOR that high-profile seminars and conferences could well be counter productive.

We understand that the law is at last about to be introduced into the Duma and NADZOR have asked us to be ready to provide a higher degree of support. We are already planning activities in support of this legislation, but it should be noted that the problems in the insurance industry following the New York terrorist attacks have meant that our partners in Europe are reluctant to commit their time at present. This issue will be dealt with in this report in more detail when we consider future planning. 

In April and in August 2001, study tours of NADZOR officials took place, which was, amongst others, related to this sub-project. Important issues relating to the powers and functions of the Supervisory authority was discussed with colleagues from the United Kingdom and the Netherlands. This will be a valuable  basis on which we can continue this work. For further details, please see section 1.1.3.2.

1.1.2.2 Solvency and Capital Requirements

In our discussions with our partners, it was realised that whilst detailed regulatory or legislative changes were not expected in the area of overall solvency of insurance companies in the near future, there would be important discussions concerning the investment instruments available to insurance companies that would be an important part of the capital reserves. As a result, work was carried out by the project with the assistance of the Life insurance Thematic-working group (component III) and this work was discussed in a high-level conference held with the support of the project in May 2001. 
Following this work, the Russian Government is proposing to issue investment vehicles that cater for the specific requirements of insurance companies.

1.1.2.3 Motor Third Party Liability

This issue is of the highest priority as it is at present being discussed in the Duma and there are chances that it will become law.  The project has concentrated its advice in three areas:

1 Analysis of the draft law

2 Advise on practical implications for the Insurance Association and insurance companies following the introduction of the law;

3 The development of promotional material to advise the general public about the law.

The analysis of the law was begun when the project translated the draft law and circulated it widely amongst insurance associations and other interested parties (such a reinsurance companies). Channels of communication between these interested parties and their Russian counterparts were set up and useful feedback has been received. More analysis will follow during the vital discussions of the law in the Duma.

It is important that many practical issues are discussed concerning the way the new law will operate. Two such issues are the co-operation of insurance companies in settling liability claims and the development of a fair and sensible tariff for the compulsory insurance. Our experts have produced advice on both these areas. On the former, the thematic working group on claims settling (and its European expert) gave advice to ARIA. It also contributed to an important seminar in July 2001 where our claims expert was joined by an expert from the German Insurance Association (DGV) on the development of tariffs.

During the period, experts on the project drafted promotional material for ARIA on the subject and gave it to the Association for editing. ‘Questions and Answers on compulsory motor insurance’ was based on similar literature produced by European insurance Associations and provided by these Associations during the study tours that the project has organised.

1.1.2.4 Competition and Compulsory Insurance

There have been no legislative initiatives in this area and it is of lower importance to the legislative bodies at this time. During this period, however, the question of the provision of Pensions gained importance. The issues involved in the Provision of Pensions in Russia are similar to the issues generated by the operation of the other areas of ‘Compulsory insurance’ as in Russia, ‘compulsory insurance’ is identical to ‘social insurance’ in western Europe.

The reform of the Pension system has raised important questions of competition, which have now become important to our partner. During Mr Yurgens’ study tour to the UK, discussions were held with the UK insurance supervisor and with the ABI, which concentrated on the all-important issue of a ‘level playing field’ from a taxation point of view.  Further advice is planned to be given in this area in the future with the objective of ensuring that the new pension system does have an element of free competition between insurance companies and the state system.

1.1.2.5 Mutual Insurance

Mutual insurance is at present unregulated and it seems that it is possible that legislation will be introduced in the area.  We have provided advice to ARIA on this subject during the study tours and an international expert has provided a detailed commentary on the current situation and European experience. 

1.1.2.6 Consumer Protection: The Development of Standard, Indicative Policy Wordings

Our partner is continuing to work on the creation of standard wordings.  The resident team leader has reviewed many of the most important of these wordings and has raised a number of issues based on experience in the London market. In addition we have supported ARIA during a study tour “Insurance Statistics” to Berlin, Munich, Dusseldorf and Paris in August 2001 (for more details see section 1.1.3.3.). Continuing to integrate the work of our thematic working groups in this area and when their recommendations are finalised, it is likely that there will be advice on a number of areas. 

1.1.2.7 Taxation and Insurance

During this reporting period, the Russian Government announced substantial changes to the ways in which insurance premiums are treated for taxation purposes.  These changes are in line with the changes that we have been advising are normal in Europe and are a great step forward for the insurance industry, particularly in the area of Commercial property and liability. The project cannot claim all the credit for this change, of course, but its advice to ARIA about the position of insurance premiums for taxation purposes in the European Union has allowed ARIA to maintain its pressure on the Government to amend the law to bring it into line with standard world practice. 

We believe that these changes substantially achieve the objectives as set out in the inception report in the area of property and liability insurance.  They also provide a step forward in the area of Group Medical insurance.  Work still needs to be done in the area of life insurance and private pension provision.

We will continue to work to improve the tax treatment of life insurance premiums and claims as part of its continuing work on the legal framework for life insurance. 

1.1.3
Component 2: Institution Building

1.1.3.1 Institutional Strengthening of ARIA

The project has continued to devote considerable resources to the institutional development of ARIA.  During this reporting period, work was concentrated on the development of an agency to combat insurance fraud, on the continuing regional development of ARIA and on the development of its statistical capability.

In April 2001, ARIA set up its Insurance Security Agency (ISA) systematically to organize the combat against insurance fraud in Russia. The fight against insurance fraud has been a major concern of ARIA and one of the priorities of the assistance provided since the start of the project. During the reporting period, the project continued to work with ARIA on this subject and on the institutional development of ARIA’s insurance security agency. In addition, the process of combating insurance fraud has an important international dimension – insurance associations are co-operating to share information, which is one of the main methods of preventing losses from fraud. 

ARIA has already had preliminary discussions with a number of associations with the assistance of the project and, as a result, concrete steps have been taken by ARIA and its members to found an organisation with the specific task of fighting insurance fraud. Now that this organisation, the Insurance Security Agency (ISA), has been formally launched at a recent meeting of the ARIA Presidium, the current priority tasks are:

· To acquire know-how about experiences and current operations of its European counterparts against insurance fraud

· To obtain advice about institution building aspects related to the Agency development needs, in particular, in legal matters and correlation with law-enforcement agencies;

· To establish concrete links and co-operation agreements between ARIA’s Agency and a number of its European counterparts, in particular, in information exchange

A delegation consisting of three ARIA key officials responsible for ISA and an ISA Council Member from a Russian insurance company visited Germany, Belgium and France in June 2001 by invitation of the project to foster the institutional development of ARIA’s Insurance Security Agency and to discuss international cooperation in this field. The study tour involved meetings with the German Insurance Association GDV, the Belgian Insurance Association, the Belgian Agency for combating insurance fraud DatAssur, the French agency to combat insurance fraud ALFA and the Federation of Frensh insurers. It was not only directly linked to component II of the project but also to component III, working group on insurance fraud (for further details, please refer to Annex 1).

It is important to note that work under this component continues to be integrated with the work of the thematic working group on insurance fraud which continued to meet during this period and involves experts from insurance company members of ARIA in the struggle against fraud.

The regional development of ARIA, another major topic of the project’s work since the beginning, was further supported. The March “Regional study tour” was assessed by the project, a second regional tour has been planned to base on the achievements of the first one. It is scheduled to take place in October 2001 (Annex 2). In addition to this work, the resident team leader visited St Petersburg branch for a press conference to mark the first anniversary of the office and continued to encourage the develop the production of regional insurance statistics. He also visited the Rostov branch to assess the progress of its work and to address a conference of over 80 regional insurance representatives about the project.

As for the development of the ARIA IT master plan, Mr Thomas Fischer, Head of GDV IT Department, held discussions with Vassily Balog in August 2001 to assess the requirements of ARIA and its regional offices and to propose adequate solutions, based on the ARIA IT and the regional development plan. Mr Fischer is keeping close contact with Mr Balog to support ARIA in drafting its IT plan on which the procurement documents will be based. It was Mr Fischer’s task to find out what will be realistic and to bring in international expertise. As a result, it was decided to develop two phases of IT procurement. First, the IT equipment for the ARIA headquarters and for the seven regional offices, that will meet the basic requirements of these offices, shall be purchased. Given the budget available for the ARIA IT equipment, it will be possibly to acquire the most important technical devices to enable the ARIA offices to fulfil their tasks. In a second phase, it would be necessary to develop the network between the offices to permit ARIA to provide services and data for the affiliated companies. 10 lots for simplified procedures of equipment purchase have been already defined. The work on this part of the project is going on as described in the planning part of the report.

The project remains convinced that international contacts are important in terms of discussions on WTO and PCA discussions.  In April 2001 the project supported a visit to London by Igor Yurgens, the President of ARIA which allowed him to continue the work of mutual exchange of ideas with the Association of British Insurers (ABI) and with Lloyd’s and the London international insurance and reinsurance market. It is clear that as a result of these visits a clear dialogue is taking place and it is planned to increase this dialogue in the future. It is noteworthy that ARIA now has publicly announced that the legal barriers to foreign insurance companies underwriting life insurance should be removed. 

1.1.3.2 Institutional Strengthening of NADZOR

Our work with Nadzor has continued through a programme of study tours where key members of Nadzor’s staff could discuss detailed issues with colleagues in other European countries.  The project strongly believes that these tours are of considerable value both in the short term and in the long term.  In the short term, they have a noticeable defect on the confidence and knowledge of the staff that go on these tours.  They see that their colleagues have similar problems and they also see that there are different ways to tackle these problems and they can therefore apply lessons to Russia.

From August 15-19, 2001, three NADZOR key officials visited Amsterdam with the aim to get acquainted with the Dutch pension and insurance supervision, the organisation and activities of the Dutch Insurance Association and the organisation of the profession and work of insurance auditors in the Netherlands (see Annex 3). This study was related also to Component I of the project, sub-project “Insurance Supervision and Solvency Standards Enforcement” and to the early warning / statistics sub-project of Component II. The NADZOR representatives received information about all principles and legislative regulations concerning insurance supervision. In their mission report they mention the principle to scrutinize the personal reputation of every candidate for chairmanship of an insurance company, which is applied in the Netherlands but fully unusual in Russia. They evaluate this principle as highly sensible. During the meeting at the Dutch Insurance Association, the delegation and the Association’s experts discussed the overall structure of the Dutch insurance market as well the cooperation between the Association on the one hand and the Insurance Supervisory Authority and the Pension Fund on the other hand. Mr Fokke van der Tol, STE of the project, accompanied the delegation in the Netherlands and provided additional expertise. As a result of the study tour it was stated by NADZOR that the Russian and the Dutch Insurance Supervisory Authorities have many problems in common which might best be solved in joint work. A further cooperation between the two national insurance supervision departments was discussed and will be worked out during the next months to define concrete issues for collaboration. The participants describe the study tour as both very informative and highly useful.

A further study tour took place in September 2001. Three NADZOR officials were supported by the project on a tour to Bonn where the international conference of insurance supervisors was taking place. Meetings were held with supervisors from a number of European countries (Germany, Britain, France), with Lloyd’s and with the European Union. The objective of these meetings was to see how a dialogue between the Russian insurance industry and important European insurance industries could be achieved so that each side fully understood the position of the other in terms of removing barriers that at present hinder European insurance companies operating in Russia. It was considered important that those involved in negotiating WTO issues relating to insurance were aware of the views of those actually affected by the barriers – the insurance industries.  It was clear that both sides saw that the establishment of such a dialogue was of great importance and it was agreed to plan meetings to do this.

These meetings would involve on the Russian side Mr Morgunov, from NADZOR, who is responsible for advising the Government of Insurance issues and senior representatives of Insurance companies that are members of ARIA.  It was appreciated, however, that few European insurance organisations would have the resources to devote to this issue before the New Year, given the difficulties facing the industry following the New York events.

In the long term, the value of international contacts is clear since it is through personal contacts that long term co-operation in a number of areas  - important both to Russia and to Europe –can be achieved. It is noticeable that the level of the discussions during NADZOR’s study tour in September 2001 to Bonn was very high on a number of issues. It is intended that these tours will continue. 
As part of the institution building component for Nadzor, the procurement of IT equipment has been kicked-off in the report period. Since the required IT equipment will have to be tendered in one lot, the associated contract value will be in the range of between Euro 30.000 and 150.000. Therefore, the local competitive bidding (LCB) procedures as described in the ‘Practical Guide’ have to be followed.

Progress to date include two meetings with the Deputy Head of Nadzor and the Head of Division of International Co-operation, respectively. Besides, the Department of Insurance Supervision’s own IT experts have been involved in this process. As a result of this, a suitable IT supply project has been identified which reflects both the Department’s most immediate IT equipment and software needs, and also satisfies the project’s objective to deliver a  meaningful and inclusive IT package. Technical Specifications for all IT, software and training items have been identified and are in the process to be completed along with the preparation of the related Tender Dossier. The items to be procured will include both high-performance and upgradeable servers and workstation for document scanning, as well as software and related training.

An implementation schedule for the IT supply project has been drawn up which reflects the formal steps to be followed in accordance with the ‘Practical Guide to EC external aid contract procedures’. The plan indicates that the procurement of IT under the LCB procedure, and installation  of and training for IT items, will last until end of March 2002. Therefore, a necessary condition for the successful completion of the IT supply project will be to obtain a time extension for the Tacis project as a whole.  
1.1.3.3
Early Warning Systems/ Statistics

The issue of insurance statistics became extremely important for ARIA after the decision of the Russian Insurance Supervisory Authority not to provide ARIA with received statistical data anymore. ARIA is now in the position to establish an own system of collecting and analysing statistical data. ARIA must provide companies with relevant statistical information about the whole market as well. ARIA has set up a committee to design and implement a system of statistics collection from its members and the project has provided technical assistance to the committee through the work of experts from the French Insurance Association and the German Insurance Association.

In June a representative of the French insurance Association, Mr Jerome Cornu advised ARIA on the development of a system of statistics collection and in addition made a presentation to a conference on Insurance statistics in Rostov on Don.

Mr Bartenwerfer (GDV), another project expert on insurance statistics, visited ARIA in July to provide expertise on the further development of the association’s statistical system. To provide members of the ARIA Statistics Committee with the opportunity to discuss the organisation and problems of the ARIA statistics system with experts from EU countries, an extensive study tour was carried out from August 20-29, 2001 (see Annex 4). This study tour was also linked to component I, consumer protection The four delegation members from ARIA travelled to Berlin, Munich, Dusseldorf and Paris to meet the national Insurance Associations GDV (German Insurance Association) and FFSA (French Association of Insurers) and private insurance and reinsurance companies. During their visits at the insurance associations the ARIA representatives were informed in detail how the system of statistics collection, analysis and distribution operates in these European insurance markets. During the meetings with member companies of these associations (private insurance and re-insurance companies) they gained a view of those who provide and use the statistics and how they perceive the process. Mr Bartenwerfer partly accompanied the delegation and will assess the meetings held jointly with the ARIA Statistics Committee members during his next visit to Moscow. The result is aimed to be a development concept for the ARIA statistics system.

In September, the Thematic working group on Underwriting statistics discussed a report from the ARIA statistics committee and this working group will make recommendations on this area when it completes its work.

Work on an early warning system has concentrated on work with NADZOR. It is important that the supervisor is aware of the techniques used by European supervisors to assess the financial strength of insurance companies and have early warning of failure. The study tour to the Netherlands was partly devoted to this issue. In addition, a study tour to London in April 2001 by the head of the Department and by the officials responsible for this area led to important input form the Financial Services Authority (FSA) in London.

The project feels that it is important that NADZOR has a wide experience of the various methods used by supervisory authorities to prevent insurance company failure. In particular, NADZOR is seeking advice as to how supervisors implement ‘fit and proper’ rules which ensure that only honest and experienced individuals are permitted to act as directors of Insurance companies. Such rules are included in the draft law on insurance regulation (Component I). ‘Fit and proper’ rules are a central part of the UK system of insurance supervision and of the Dutch system and much valuable data was received about methods used.  

1.1.4
Component 3: Direct Support to Insurance Companies

1.1.4.1 Direct Consultancy Services

During this reporting period, our experts began work in Moscow and in a number of regions of Russia with insurance companies based on the projects that had been jointly agreed between them. Terms of reference (TOR) were agreed with all the companies and detailed plans have been made to ensure that each company receives a qualified expert in the area on which the company requires assistance (Annex 5). Work has begun on stage two of this component with seven companies. The individual consultancy of the companies could not be expanded to additional companies so soon as expected since it turned out difficult to identify the appropriate experts ready to make three short time missions to Russia each. The identification and selection of experts who are generalists and practitioners with special knowledge in one or more field of insurance management took some time. The project has gained the impression confirmed by the Russian companies themselves, that the companies prefer consultancy by senior experts, and to find those who are willing to travel to Russia is getting even harder after the September 11 terror attack in New York. 

The experience of the experts in this area of work is being continually assessed and as part of our flexible approach we are trying to ensure that lessons learnt are used in future planning. (See below)

In the previous report we presented the plans of the project to invite qualified representatives of the Russian insurance companies involved in the direct consultancy sub-project to carry out internships at European insurance companies.

The first internship of that kind took place during the reporting period. Mr Jurii Volodin, Head of the Private Health Insurance Department of AVIKOS Insurance Company visited Cologne for two weeks in August 2001 and stayed at DKV (Deutsche Krankenversicherung) Insurance Company. A detailed hospitation programme was worked out by DKV and implemented with the support of several departments of this company. Mr Volodin’s stay was directly linked to the objectives of the direct consultancy provided to AVIKOS earlier this year. He was informed about the product development of DKV and the marketing of private health insurance products. By participating in the day-to-day work of the DKV insurance company’s different departments, Mr Volodin has gained stimulating insight into the organisation of a big German insurance company and their long-term development strategy. Due to the kind support of DKV insurance company, several practitioners from DKV were ready to answer the questions of AVIKOS and give broad information and assistance to its Russian counterpart, amongst them Mr Jan Boetius, Chairman of the Board of DKV Insurance Company. After receipt of Mr Volodin’s mission report, the internship will be evaluated, taking into account also the experience gained by DKV during this visit. Forthcoming internships will be based on the results of this evaluation.

1.1.4.2 Thematic working groups

The work of the thematic working groups was the main administrative burden during this reporting period.   Between March and September 2001 20 two-day meetings of these groups were held. Taking holidays into consideration, this is nearly one two-day meeting of a working group every week, bringing representatives of over 50 insurance companies to Moscow from every region of Russia.

This clearly was very difficult from an administrative point of view and justifies our decision to stagger the work of these groups. All of the groups are now working and five out of the ten have completed their planned programme.

It appears that the work of these groups has been a success.  In the first place, all groups have maintained a programme of meetings, which requires strong input from insurance company representatives. Attendance has been satisfactory and the feedback from the members has in general been very good.  In particular, regional companies have shown a very good attendance record and have made it clear that they are happy that technical assistance has been provided to companies outside the capital.  Helping the development of regional companies was one of the main overall objectives of the project, and these working groups have helped in this field.

The concrete output from the groups will be produced during the coming reporting period. Even so, a number of groups have already contributed to the development of the market.  Examples of such a contribution are the Life Insurance working group participating in the debate on investment vehicles for insurance company and the co-operation between the working group on Insurance Fraud and ARIA’s new organisation. These are real outputs and more are expected.

A third area where the working groups have been a success has been in the way in which the European experts have gained a deeper understanding of the problems of the Russian market.  This understanding is now being used by a number of the experts who are working on the direct assistance component of the project.

The project will build on this success during the next reporting period. In addition, it is intended that the work of these working groups will continue after the project ends, having been integrated into ARIA's own committee structure.  A future Tacis project could find value in continuing to support these groups once they are more fully integrated into ARIA’s structure.

1.1.5 Cross-component activities
The project continues to provide publicity for insurance issues and on its work. Articles have appeared in a number of insurance magazines and journals and as noted above advice has been given to ARIA concerning informational leaflets about compulsory motor TPL insurance. 

Regional work is an important cross-component activity and this has been strongly supported both through ARIA’s developing network and through direct assistance to regional insurance companies in component III of the project. The project remains convinced that it is having an important impact on the technical development of insurance in the regions.
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	TIME FRAME 2001
	INPUTS

	
	Months
	Personnel 
EU Consultant
	Local Experts
	Equipment and Material
	Other

	No.
	MAIN ACTIVITIES
	April
	May
	June.
	July
	Aug
	Sept
	Planned
	Utilized
	Planned
	Utilized
	Planned
	Utilized
	Planned
	Utilized

	Inception Period, Preparatory Work and Project Management
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	0.1
	Project management
	
	
	
	
	
	
	
	
	
	
	
	
	55
	55
	10
	10
	
	
	
	

	0.1.1
	Ongoing management and reporting
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	0.2
	Collection and translation of briefing documents
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Component I:    Policy Advice
	
	
	
	
	
	
	
	
	
	
	
	
	109
	84
	46
	0
	
	
	
	

	I.1
	Insurance supervision and solvency standards enforcement
	
	
	
	
	
	
	
	
	
	
	
	
	19
	15
	5
	
	
	
	
	

	I.2
	Solvency and capital requirements
	
	
	
	
	
	
	
	
	
	
	
	
	22
	18
	6
	
	
	
	
	

	I.3
	Compulsory motor TPL insurance
	
	
	
	
	
	
	
	
	
	
	
	
	5
	5
	5
	
	
	
	
	

	I.3.1b
	Study Tour for Duma members to Europe
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	I.4
	Competition and insurance
	
	
	
	
	
	
	
	
	
	
	
	
	17
	13
	5
	
	
	
	
	

	I.5
	Mutual insurance
	
	
	
	
	
	
	
	
	
	
	
	
	20
	15
	0
	
	
	
	
	

	I.6
	Consumer protection
	
	
	
	
	
	
	
	
	
	
	
	
	16
	13
	10
	
	
	
	
	

	I.7
	Tax incentives for insurance
	
	
	
	
	
	
	
	
	
	
	
	
	10
	5
	5
	
	
	
	
	

	Component II:    Institution Building
	
	
	
	
	
	
	
	
	
	
	
	
	72
	56
	29
	0
	
	
	
	

	II.1
	Institutional strengthening of ARIA
	
	
	
	
	
	
	
	
	
	
	
	
	25
	20
	10
	
	
	
	
	

	II.1.3
	Implementation of changes with ARIA
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.1.4
	Development of IS master plan
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.1.5
	Study tours for ARIA officials
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.2
	Institutional strengthening of NADZOR
	
	
	
	
	
	
	
	
	
	
	
	
	26
	20
	10
	
	
	
	
	

	II.2.3
	Support to implementation of changes 
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.2.4
	Study tours for NADZOR officials
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.2.5
	Development of IS master plan
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.3
	Early Warning System / Statistics
	
	
	
	
	
	
	
	
	
	
	
	
	21
	16
	9
	
	
	
	
	

	II.3.1
	Working group on industry statistics
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	II.3.2
	Working group on early warning
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Component III:    Direct Support to Industry
	
	
	
	
	
	
	
	
	
	
	
	
	508
	286
	138
	67
	
	
	
	

	III.1
	Direct consultancy services
	
	
	
	
	
	
	
	
	
	
	
	
	250
	126
	34
	
	
	
	
	

	III.1.6a
	Consulting services for selected companies
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.2
	Thematic Working Group (TWG) 
on motor insurance
	
	
	
	
	
	
	
	
	
	
	
	
	12
	21
	5
	
	
	
	
	

	III.2.3
	Meeting of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.3
	TWG on commercial lines insurance
	
	
	
	
	
	
	
	
	
	
	
	
	30
	20
	12
	
	
	
	
	

	III.3.3
	Meeting of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.4
	TWG on life insurance
	
	
	
	
	
	
	
	
	
	
	
	
	11
	6
	3
	
	
	
	
	

	III.4.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.5
	TWG on internal training methods
	
	
	
	
	
	
	
	
	
	
	
	
	35
	23
	15
	
	
	
	
	

	III.5.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.6
	TWG on marketing and agent relations
	
	
	
	
	
	
	
	
	
	
	
	
	23
	15
	8
	
	
	
	
	

	III.6.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.7
	TWG on claims assessment
	
	
	
	
	
	
	
	
	
	
	
	
	37
	22
	15
	
	
	
	
	

	III.7.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.8
	TWG on reinsurance policy
	
	
	
	
	
	
	
	
	
	
	
	
	23
	16
	11
	
	
	
	
	

	III.8.3
	Meeting of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.9
	TWG on organisation and IS
	
	
	
	
	
	
	
	
	
	
	
	
	37
	15
	15
	
	
	
	
	

	III.9.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.10
	TWG on underwriting statistics
	
	
	
	
	
	
	
	
	
	
	
	
	30
	20
	11
	
	
	
	
	

	III.10.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	III.11
	TWG on combating insurance fraud 
	
	
	
	
	
	
	
	
	
	
	
	
	20
	2
	9
	
	
	
	
	

	III.11.3
	Meetings of working group
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cross component activities
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	IV.1
	PR activities and  publications
	
	
	
	
	
	
	
	
	
	
	
	
	10
	10
	0
	0
	
	
	
	

	
	Total
	
	
	
	
	
	
	
	
	
	
	
	
	744
	491
	217
	77
	
	
	
	


Resource Utilisation Report

	Project title:
 Advisory Services to the Russian Insurance Industry
	Project number:
FINRUS 9803
	Country:
Russian Federation
	Page:   1 of  6

	Planning period:   April - September 2001
	Prepared on:  October 2001

	EU Consultant:  KPMG / CEA-TTF

	RESOURCES / INPUTS
	ORIGNIALLY PLANNED

(Contract)
	PERIOD PLANNED
	PERIOD REALISED
	ADDITIONALLY PLANNED (Project Extension)
	TOTAL PLANNED

(including extension)
	TOTAL REALISED
	AVAILABLE FOR REMAINDER


	PERSONNEL

International man-days

Local man-days
	   1.550 

      600 


	   744

   217
	   491,-

    77,-
	   740

   350


	  2.290

   950
	   1.124  

      482
	   1.166

      468


	EQUIPMENT AND MATERIAL
(in EURO)
	 300.000,–


	 289.859,63
	0,-
	  50.000,-
	350.000,-
	  10.140,37
	 339.872,01,–

	OTHER OUTPUTS 

Study Tours

Training and Seminars

	   200.000,–

   178.880,-


	  70.000,-   

  70.000,-
	   55.914,94

   53.317,06


	   50.000,-

       0,00,-
	  250.000,-

  178.880,-
	  73.322,83

  95.359,52
	  128.002,50

   83.520,48

	Sub total
	   500.000,–
	 140.000,-
	 109.232,-
	  100.000,-
	  778.880,-
	 178.822,72
	  551.394,99
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	OUTPUT RESULTS
	DEVIATION ORIGINAL PLAN  (+ or – in %)
	REASONS FOR DEVIATION
	COMMENTS 

	Component I:   Policy advice

	I.1 Insurance supervision & solvency standards enforcement
	0%
	
	

	I.2 Solvency and capital requirements
	0%
	
	

	I.3 Compulsory motor TPL insurance
	0%
	
	

	I.4 Competition and compulsory insurance
	-10%
	No legal initiative in this area under way, the project has provided advice on this issue, amongst others, during a study tour.
	

	I.5 Mutual insurance
	-30%
	The Russian legislative bodies have not yet addressed this issue. The project has provided support and information about mutual insurance in Europe.
	

	I.6 Consumer protection & draft standard policy wordings
	0%
	
	

	I.7 Tax incentives for insurance
	0%
	
	

	

	II.1 Institution building ARIA
	
	
	

	Implementation of changes with ARIA
	0%
	
	

	Development of IS master plan
	-15%
	The IT procurement process could not yet be begun, since the drafting of the IT master plan was not completed in time.
	Since the It equipment will be purchased in 10 lots to be awarded in simplified procedure, the procurement can be completed by the end of the project.

	Study tours for ARIA officials
	0%
	
	

	II.2 Institution building NADZOR
	
	
	

	Support to implementation of changes
	0%
	
	

	Study tours for NADZOR officials
	0%
	
	

	Development of IS master plan
	-15%
	The IT procurement process could not yet be begun, since the drafting of the IT master plan was not completed in time.
	

	II.3 Insurance statistics / Early warning system
	0%
	
	

	

	III.1 Direct consultancy services
	
	
	

	Direct consultancy services to companies
	-40%
	The consultancy of seven companies has already begun and is continued. The individual consultancy could not be expanded to further companies, since it turned out difficult to identify the appropriate senior experts ready to make three short time missions to Russia each. The September 11 terror attack in New York was the reason of serious deviations, as the experts hesitated to fly during the weeks after.
	Suitable senior experts have already been identified, briefed and presented to the companies. Their stays are being organized and coordinated with the companies’ timetables. The consultancy of another 9 companies will start in October 2001.

	III.2 Thematic Working Group (TWG) on motor insurance
	0%
	
	

	IV. Cross-component activities
	0%
	
	

	PR activities and publications
	
	
	


2.

Project Planning for the Next Reporting Period 
2.1
Important Observations for Project Success

2.1.1 Overall

During the current reporting period an application was made to extend the project until the end of 2001. This application was made mainly to allow the project to carry out work in areas that were not initially part of the planning, but which experience had shown were of importance to the overall objectives of the project as a whole. In our last progress report, we stressed the importance of our work with the Russian insurance industry to encourage a dialogue between Russian insurers and their European counterparts on the opening to the market. Our project extension has included this work as a separate sub-project and has therefore justified our view of the importance of our work.

In addition we have seen how well component III has worked and again, the project extension has allowed further resources to be devoted to this important area, especially to the sub-project Individual Consultancy. Again, we have seen that the international dimension is important for institutional building and again this is reflected in the work planned in the extension period.

We have a heavy programme of work planned for the period of the extension which involves many experts visiting Russia and a number of meetings with insurance professionals in Europe. In early September, there took place the terrorist attack on New York and we have to note that this terrible event could have an impact on this project in two ways.

First, the nature of the terrorist attack has increased fears about flying all over the world, and a number of our experts have told us that they would like to postpone their visits because they (or their families) are concerned about the dangers involved.

Second, and more importantly, the attack on New York is having a considerable impact on the international insurance market. We are planning important meetings in Germany and in the United Kingdom relating to WTO insurance issues. Our colleagues in Germany and in the United Kingdom are keen to hold these meetings because their share our view of their importance. However both have asked us not to arrange these meetings before the end of the year as their work is now dominated by the problems in the insurance market arising from the New York attack. The dislocation caused in the international insurance and reinsurance market has meant that other experts are unavailable for work in Russia until the New Year, because they are too busy.

It has to be noted that we have some concerns about delays in implementing certain parts of our project caused mainly by factors that are beyond our control. The delays concern all components of the project and we will set out in the following, planning part of this document, how we feel the different factors affect each part of the project. The first set of factors relates to the fact that Mr Igor Yurgens, the ARIA President, has announced that he has been asked to take an important post in the Russian Union of Entrepreneurs and as a result he will be leaving ARIA. In September, he was asked to continue in his post until March 2002 so that time was available to appoint his successor. The second set of factors relates to the consequences of the terrorist acts in September in New York outlined above. 

2.1.2 Policy Advice
The work on all seven previous sub-projects will be continued during the extension period as noted above. At the moment, discussions are being held with ARIA and NADZOR to define the appropriate format and content of the final output for all sub-projects of this component.

Apart from the Compulsory Motor Third Party Liability Law, which passed the first reading in the Federal Duma in April 2001, none of the other legal projects have yet been dealt with by the Duma. However, we have been told that the law on Insurance Supervision will be introduced late in the year and then we will begin detailed policy advice, but it must be noted that this work depends on the Duma’s timetable over which we have no control.

But, as all these legal issues remain very important for the Russian insurance market, recommendations on them shall be continued to be compiled, anticipating future legal initiatives in these fields.

In addition, three new sub-projects have been planned to be implemented during the extension period:

II.1.8
Legal Framework for Life Insurance

It has been noted above that work on two existing sub-projects (Solvency / Capital requirements (1.2) and Taxation (1.7)) will be merged into this new sub-project and it will also examine issues relating to Pension reform insofar as they have an impact on the private insurance industry. Much political debate is taking place at the present time and it is clear that the outcome of this debate could have important results for this sub-project. 

II.1.9
Russian Accession to the WTO

Meetings have been held with the official responsible for handling issues relating to insurance and he has agreed to discuss these issues with European colleagues. It is intended that representatives of ARIA will also be involved in these discussions to ensure that the collective voice of the insurance industry is heard. It has already been noted that these discussions have already been affected by the fact that European insurance professionals are very busy dealing with the impact of the New York terrorism and it is not clear how much detailed work can take place during the extension period.

II.10
International and Inter-Regional Cooperation of Insurance Associations

Discussions will be held on this issue with our partner. It is important to realise that the EU has certain political concerns in the region and these could have an impact on the types of work we are able to do.

During the remainder of the project, recommendations shall be provided on all these sub-projects to support ARIA in addressing these issues in compliance with the overall objectives of the project. 
2.1.3 Institution Building

We have always noted that it is vital for the project to maintain good professional relations with our two counterpart organisations. This has now been achieved with the new leadership at NADZOR.

In September, the President of ARIA announced that he would step down form his position in April 2001. He has already taken up an important post in the Russian Union of Entrepreneurs and is dividing his time between the two organisations. The head of ARIA legal department is also dividing his time between the two organisations.

It is not apparent who will succeed Mr Yurgens, but it should be noted that a change in leadership could have an impact on this project, although no such impact is apparent at present.

2.1.4
Direct Assistance to Insurance Companies

We have a large programme of work on the Direct Assistance part of the project planned for Autumn 2001 and we are also planning to include more companies in the programme. We have already noted that some experts are reluctant to fly following the terrorist attack in New York. This could lead to some delays.

We are in the process of selecting the additional companies to receive this direct assistance. We have submitted our suggestions to ARIA and it should be noted that this additional work is dependent on ARIA and the EU agreeing to our suggestions or to alternative companies being selected in good time.

We have already planned the programme to complete the work of the thematic working groups. This programme could likewise be dislocated if further terrorist attacks further interrupt international travel. We will also be holding seminars during this period to report on the work. (See below). These likewise could be affected. 
2.2.
Proposals for Adjustment of Overall Project Planning and their Consequences
2.2.1 Component I: Policy Advice

In the last progress report, we noted that we would be discussing the overall planning of Component I of this project with ARIA and with NADZOR. The results of this planning have been noted: we agreed to concentrate our efforts on a number of the sub-projects and to continue to give general advice on others. Thus we have worked closely with the ARIA committee on Motor insurance, and have advised on a number of the other components, but we followed the advice of our partner organisations not to make high profile intervention in other areas for political reasons.

Our planning for the next period will continue in the same way as we have been working in the last period.  We will continue to give the advice according to the plans set out in the inception report and as amended in the progress reports. 

2.2.1.1 Insurance Supervision and Solvency Standards Enforcement

In the last progress report, we noted that in the absence of any legislation, we would concentrate on providing technical assistance for NADZOR through a programme of study tours. This will continue and agreement has been reached with the Head of the German supervisory authority to help NADZOR in this area. It is hoped that this will be achieved, but the fall-out from the New York terrorism could have an impact on the study tour and on more detailed advice that we will give if an when legislation is introduced into the Duma. The key European experts already declared that they won’t be available till February / March 2002.

2.2.1.2 Solvency and Capital Requirements

It has already been noted that this sub-project would be merged into the general “Life Insurance sub-project”.  Work has already begun and will continue on the important issue of investment vehicles that insurance companies can use for their insurance reserves. A high-level conference is planned for later in the year to discuss this issue and other issues relating to this complex subject. In addition an international expert will visit Moscow and hold discussions with the various organisations dealing with this issue.

2.2.1.3 Compulsory motor third party liability insurance

The project intends to continue to support ARIA on this issue in the three areas noted above: advice on the law; advice on the practical issues relating to the introduction of the law and promotion of ARIA’s views to the General public. We will continue to seek support in this activity from other insurance associations in Europe. In addition we will continue to advise NADZOR on the important issue of developing tariffs for the compulsory insurance scheme either through further study tours or through international experts visiting Russia. Unfortunately, the key European experts won’t be available because of the international situation till January 2002.

2.2.1.4 Competition and Compulsory Insurance

It was noted in the last progress report that this subject appears to be low on the Government’s list of priorities. However, the issue of pension reform has caused the issue of competition to become more important and we are planning to advise ARIA how best to ensure that there is a free market in the provision of Pension products by insurance companies.  A high-level conference is planned for the Autumn on this subject and international experts on the subject of Insurance company provision of ‘Third tier’ pensions will take part and also give advice to ARIA on this subject. 

2.2.1.5 Mutual Insurance

We will continue to give advice to ARIA on this subject. In the next period, it is proposed to help ARIA publicise its case for stronger regulation of the Mutual insurance sector and work has already begun on this with the assistance of an international expert. This international expert is expected to continue to give advice in this area.

2.2.1.6 Consumer Protection, Indicative / Standard Wordings

Work will continue with the ARIA officials responsible for this issue. The resident team leader will continue to discuss these issues in detail with ARIA. Where necessary, the advice of other insurance associations will be sought on specific technical issues. It is expected that recommendations for alterations in some policy wordings will be made by the thematic working groups and these recommendations will be discussed with ARIA.

2.2.1.7 Tax Incentives for Insurance

This sub-project will also be integrated into the overall sub-project on Life Insurance. It has already been noted that important and beneficial changes in the treatment of insurance premiums for tax purposes have been introduced. The emphasis now moves to the treatment of Life insurance premiums and payments and this issue will be discussed at the high level conference to be held later in the year. International experts on the subject will give advice.

2.2.1.8 Legal Framework for Life Insurance

This sub- project is integrating existing work on two other sub-projects (Solvency and Capital Requirements, Tax Incentives for Insurance) as noted above. Its work in summary will be as follows:

The development of a new legal framework for life insurance is urgently necessary because the new Russian tax code makes the tax saving through insurance schemes less effective or virtually impossible. That is why the amount of personal business is so low and is not rising significantly at present. The project will assist ARIA to promote the introduction of legislation creating a better legal framework for life insurance. 

To overcome the tax regulations’ negative impact for life insurance business in Russia, the project shall develop a legislative framework for a type of life assurance that is suitable to make provisions for old age or surviving dependants’ pensions. Such a concept would precisely meet the needs of the Russian insurance market. The conception will include, amongst others, capital investment rules, guarantees for the insured as well as competitive taxation rules – to ensure that insurance companies are able to compete effectively with other existing state and non-state pension funds.

Beginning in September 2001, international experts shall assess EU best practice regarding life insurance related legislation. In close cooperation with local experts, they will prepare proposals and recommendations for the basic structure and content of a legal framework, recommendations, which are tailored to the particularities of the Russian insurance market environment. By November 2001, a report on the current Russian status in comparison with EU member states’ experience is to be submitted to the Counterpart. The findings and recommendations of the project expert group are planned to be presented to a conference held by the Counterpart on life insurance and long-term investments originally planned for the end of this year. This conference might be delayed because of ARIA presidential elections which are expected to take place in the near future.

Methodologically, the project will give advice on this issue by arranging a study tour of ARIA officials and ARIA members to EU member states and to WTO member states in CEE. The objective of the study tours is to disseminate a wider understanding of the ways in which fundamental problems of the development of the long-term savings industry (Life Insurance and Pensions) are treated outside Russia.

2.2.1.9 Russian Accession to the WTO

The project will consider intensively how a future Russian accession to the WTO might influence the Russian insurance market. The forthcoming project activities will have the objective to strengthen the role of ARIA in bringing the Russian government’s position on liberalisation of the financial market in line with the concepts and requirements of the European Commission. The influence on the negotiation process could be tailored through the president of ARIA, who is member of the official Russian delegation for Russian WTO entry in Geneva. A study tour related to this issue is planned to Germany and UK to achieve these goals. This study tour can only take place in January / February 2002.

2.2.1.10  International and Inter-Regional Cooperation of Insurance Associations

The resident team leader will attend the Regional insurance conference in Dagamis in October 2001 and will discuss with colleagues from Ukraine, Belarus, the Baltic States and Kazakhstan the priorities in developing inter-regional co-operation between insurance markets. It is expected that important issues will consist of

1 Cross border Motor liability insurance issues

2 The access to CIS insurance markets of insurance companies from other CIS members.

3 Bringing insurance legislation into line with each other. 

Based on these discussions, detailed planning for the fostering of the international and inter-regional cooperation of ARIA with other insurance associations from states of the former SU and also of eastern and western Europe will be drafted.

2.2.2
Component 2: Institution building

2.2.2.1 Institutional strengthening of ARIA

Our work will continue with ARIA in the important areas of regional development. It is expected that further regional offices will be opened in Samara and possibly in the far East (Vladivostok or Khabarovsk). It is planned to visit Vladivostok in October to assist in the opening of this office.

The purchase of the IT equipment will take place during the next period. Most documentation has been completed as noted above and the process of obtaining equipment for both the Moscow central office and for regional offices will be achieved. In October, Mr Fischer, the project expert on IT for ARIA, will travel once again to Russia to hold discussions with the St Petersburg regional ARIA office. Their needs shall be identified. In addition, all regional offices will receive a questionnaire asking them to define their IT requirements. Together with ARIA, Mr Fischer will then draft the technical specifications for the procurement of equipment in 10 lots (simplified procedure). In November, these technical specification will be presented to the Task Manager, and after its approval, the procurement process will start in accordance to the Tacis rules. In the end of November, the evaluation committee will be concurred to select the appropriate supplier out of minimum three bidders. Regarding this tight schedule, we are optimistic to be able to purchase all IT equipment for ARIA until the end of December 2001.

As also noted above, further study tours will be organised in a number of different areas. A further tour by representatives of regional insurance companies is planned in October and it is intended to hold a tour of life insurance representatives. In the last Progress Report it was noted that the project had begun work with ARIA to develop in house training methods. The thematic working group on this subject has made considerable progress in this area and has submitted a draft report. Other working groups will also provide input to ARIA and it is believed that this work will assist our partner organisation in its work in encouraging insurance companies to develop internal training. We will hold discussions with ARIA on this issue, and assist them in assessing the recommendations and if necessary implementing them.

During the period of the project extension, it was agreed that work would be done on assisting ARIA develop a regulatory framework for insurance brokers and for other insurance intermediaries. Discussions have been held with ARIA and with representatives of insurance intermediaries and it was agreed that a conference on this subject would be held before the end of the year supported by the project.  This conference is expected to take place in November.  However, the Insurance broking community in Russia is facing difficulties following the terrorism in New York as the reinsurance market is imposing new terms on existing insurance contracts.  This has already had an effect on the planning of the conference as the brokers are expending considerable time and effort on their reinsurance problems.

It has already been noted that the project has already provided considerable advice to ARIA on the practical issues surrounding the introduction of the Motor TPL law. Insurance Associations play a large role in many European countries in helping their members administer compulsory insurance schemes and the project will continue to advise ARIA as to methods used by their European colleagues. This advice demonstrates again how the flexibility built in to the project is able to ensure that both policy advice and institution building are implemented on an integrated basis.
2.2.2.2 Institutional strengthening of NADZOR

The provision of IT equipment will remain an important priority for the project. Since the scope and nature of the IT supply project for Nadzor requires the Contractor to follow a Local Competitive Bidding procedure for the procurement of related equipment, the anticipated completion date for this component will be in March 2002 only (cf. IT procurement schedule in Annex 6). This makes formal extension of the project until that date necessary. Under this condition, a final version of the IT equipment Tender Dossier would be submitted to the EC Task Manager for approval by the end of November 2001. A procurement expert is planned to be recruited to assist the process of tender evaluation and award of the supply contract.

Further study tours and international consultation are planned but as already noted, it is proving difficult to fix dates due to the difficulties of the world insurance and reinsurance markets following the New York terrorism.

The issues that are intended to be covered by these tours include:

· Tariff generation for motor TPL

· WTO issues

· Early warning systems

· Specific problems of the supervision of Life insurance and Pensions

2.2.2.3 Early Warning Systems / Insurance Statistics

The successful study tour by members of the ARIA statistics working group to Germany and France has been noted above. Discussions have been held with ARIA about how best the results of this tour should be implemented. It is planned to have further discussions with ARIA and further visits by EU experts from Germany and France are also planned. The objective of these visits is to continue the work on the development of industry statistics. In particular the following detailed questions will be addressed:

· Assessing the needs of ARIA’s members for statistics

· Collection methods

· Devising means to encourage participation by ARIA members in the scheme.

· The organisation of data to comply with European classifications.

· Forms of publishing the data.

The Thematic working group on underwriting statistics has already discussed a number of issues relating to the collection of Industry wide statistics and will make recommendations later in the year.

ARIA has produced its first statistics yearbook of the Russian Insurance market. This will be translated into English during the next policy period and distributed throughout Europe (and over the internet through the ARIA web site.) A further statistics conference is planned, which would best be scheduled for February 2002 after the complete 2001 insurance statistics will be available to ARIA.

Work will continue on the development of early warning systems with NADZOR. In addition a seminar on Insurance rating (with the participation of NADZOR) and with an expert from KPMG London has been planned for later in the year, but has to be postponed to February 2002.

2.2.3
Component 3: Direct assistance to insurance companies
2.2.3.1 Direct Assistance

It has already been noted that the existing programme of direct assistance to insurance companies will continue as planned during the next policy period. Terms of Reference have been agreed and on the basis of these work will proceed in all of the companies that were selected by tender.

The project extension allows the project team to organise assistance to a further group of 10 companies. During October, a list of companies will be agreed with ARIA and submitted to the European Union for agreement. 

The previous programme of individual assistance concentrated on providing technical assistance to insurance companies and has proved to be very valuable to the companies who receive this information. However, it has been noted that it would be even more valuable if the technical assistance could be combined with financial analysis of the technical changes that are required for the company to develop its insurance business. All experts are agreed that Russian companies need to invest substantial funds in their infrastructure if they want to be able to grow and improve their insurance business. The companies need, therefore to be able to assess the financial implication of investing funds in their infrastructure, and they also need to be able to use the knowledge of their financial needs (and the potential financial benefits of this investment) if they wish to raise capital. 

As for the remaining 13 companies of the original direct consultancy program, insurance experts have been identified, and contracted to provide them the requested assistance. We hope to complete this sub-project by the end of the year, but there might be problems caused by the fall-out of the New York terror attacks and the reluctance of some experts to fly to the Far East at the moment. Due to various reasons, it will not be possible to complete the consultancy of 4 or 5 companies by the end of this year. Their individual consultation should be continued in January / February 2002 (for a overview of the experts and the scheduled meetings please refer to Annex 7).

The assistance to the next group of companies will once again help companies to devise technical solutions to their problems, but it will also help these companies plan the implementation of the necessary changes by producing a document (a business plan) that will set out the technical needs based on their market position and will also plan for the expenditure necessary to implement these changes. 

A number of European institutions are keen to invest in the Russian insurance industry, including the EBRD, and it is the view of the project that this new programme will be of value to potential investors. Contact has already been established with the EBRD in London and their advice and assistance is being sought (Annex 8). Having received the inquiry of some insurance companies whether it might be possible to help them in preparing their documentation to seek assistance of EBRD or other financing institutions, the project decided to dedicate the second round of consultancy partly to this issue. A workshop of the additional ten companies receiving individual consultancy is planned for November 16, 2001, where an EBRD representative – supported by other international experts - will explain the investments rules and guidelines of international financing agencies. This workshop is supposed to be the starting event of the individual consultancy of another ten Russian companies. Subsequent to the workshop, each company is expected to draft its own investment project based on its business development plan that could be submitted for financial assistance. In doing so, the companies will receive direct assistance by international experts visiting the companies twice.

In addition, the proposed programme is being discussed with ARIA and with insurance companies and based on these discussions, the final plans for the new programme will be made. It has to be noted that the individual consultancy of the additional companies will not be completed by the end of the year. This is due to various reasons. According to our plan, the second group of companies’ direct consultancy will possibly be finalized until March 2002.

It is important that there is output from both programmes that can be used by the insurance market as a whole. A report will be produced that uses information from the experts and provides information of value to the Russian insurance market as a whole. As noted above, lessons have already been noted and valuable new ideas have been implemented.
2.2.3.2 Thematic working groups
It has already been noted that all ten of the working groups will complete their programme by the end of the year. The European expert attached to each group has been asked to prepare recommendations of value to the market as a whole for presentation to ARIA. These draft recommendations will be discussed at a seminar/conference following the conclusion of the group’s work. Representatives of ARIA, of insurance companies and each of the regions will attend this seminar and each working group will present its recommendations.

It is important that the initial discussion of the output of these working groups has wide dissemination, and therefore it has been decided that there will be one final conferences on December 10/11, 2001, at where all working groups will present their findings. Senior industry representatives will be invited as well as insurance correspondents and it is hoped that the results of the workgroups will be widely disseminated throughout the insurance industry. In addition to the international experts who worked with the thematic working groups, other international insurance experts will be invited to participate in the conference to check and discuss the outputs provided.

Following this seminar, the agreed recommendations will be given to ARIA to be published on the ARIA web-site, and the project will provide assistance is disseminating this information throughout the insurance market. The English versions will also be circulated amongst European Insurance Associations and to other interested parties.

A number of working groups will also make recommendations on developing syllabuses for training of insurance staff.  This information will be given to ARIA and the implications of these recommendations for the development of ARIA’s developmental plans in this area will be discussed with ARIA.
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	INPUTS

	
	Months (2001)
	Personnel
	Equipment and Material
	Other

	No.
	MAIN ACTIVITIES
	October
	November


	December


	EU Experts
	Local experts
	
	

	Inception Period, Preparatory Work and Project Management
	
	
	
	
	
	
	100
	50
	
	

	0.1
	Project management
	
	
	
	
	
	
	
	
	
	

	0.1.1
	Ongoing management and reporting
	
	
	
	
	
	
	
	
	
	

	Component I:    Policy Advice
	
	
	
	
	
	
	160
	100
	
	

	I.1
	Insurance supervision and solvency standards enforcement
	
	
	
	
	
	
	
	
	
	

	I.2
	Solvency and capital requirements
	
	
	
	
	
	
	
	
	
	

	I.3
	Compulsory motor TPL insurance
	
	
	
	
	
	
	
	
	
	

	I.4
	Competition and insurance
	
	
	
	
	
	
	
	
	
	

	I.5
	Mutual insurance
	
	
	
	
	
	
	
	
	
	

	I.6
	Consumer protection
	
	
	
	
	
	
	
	
	
	

	I.7
	Tax incentives for insurance
	
	
	
	
	
	
	
	
	
	

	I.8
	Legal Framework for Life Insurance
	
	
	
	
	
	
	
	
	
	

	I.9
	Russian Accession to the WTO
	
	
	
	
	
	
	
	
	
	

	I.10
	International and Inter-Regional Cooperation of Insurance Associations
	
	
	
	
	
	
	
	
	
	

	Component II:    Institution Building
	
	
	
	
	
	
	120
	82
	
	

	II.1
	Institutional strengthening of ARIA
	
	
	
	
	
	
	
	
	239.852,00
equipment
	

	II.1.3
	Implementation of changes with ARIA
	
	
	
	
	
	
	
	
	
	

	II.1.4
	Development of IS master plan, It procurement
	
	
	
	
	
	
	
	
	
	

	II.1.5
	Study tours for ARIA officials
	
	
	
	
	
	
	
	
	
	

	II.2
	Institutional strengthening of NADZOR
	
	
	
	
	
	
	
	
	150.000,00
equipment
	

	II.2.3
	Support to implementation of changes 
	
	
	
	
	
	
	
	
	
	

	II.2.4
	Study tours for NADZOR officials
	
	
	
	
	
	
	
	
	
	

	II.2.5
	Development of IS master plan
	
	
	
	
	
	
	
	
	
	

	II.3
	Early Warning System / Statistics
	
	
	
	
	
	
	
	
	
	

	Component III:    Direct Support to Industry
	
	
	
	
	
	
	756
	250
	
	

	III.1
	Direct consultancy services – first group (20 companies)
	
	
	
	
	
	
	
	
	
	

	III.1.6
	Direct consultancy services – second group (additional 10 companies)
	
	
	
	
	
	
	
	
	
	

	III.1.7
	Publication and dissemination of results
	
	
	
	
	
	
	
	
	
	

	III.1.8
	Identification of additional companies
	
	
	
	
	
	
	
	
	
	

	III.1.9
	Seminar on Investment Financing
	
	
	
	
	
	
	
	
	
	

	III.1.10
	Individual Consultancy by international experts
	
	
	
	
	
	
	
	
	
	

	III.2
	Thematic Working Group (TWG) 
on motor insurance
	
	
	
	
	
	
	
	
	
	

	III.3
	TWG on commercial lines insurance
	
	
	
	
	
	
	
	
	
	

	III.4
	TWG on life insurance
	
	
	
	
	
	
	
	
	
	

	III.5
	TWG on internal training methods
	
	
	
	
	
	
	
	
	
	

	III.6
	TWG on marketing and agent relations
	
	
	
	
	
	
	
	
	
	

	III.7
	TWG on claims assessment
	
	
	
	
	
	
	
	
	
	

	III.8
	TWG on reinsurance policy
	
	
	
	
	
	
	
	
	
	

	III.9
	TWG on organisation and IS
	
	
	
	
	
	
	
	
	
	

	III.10
	TWG on underwriting statistics
	
	
	
	
	
	
	
	
	
	

	III.11
	TWG on combating insurance fraud 
	
	
	
	
	
	
	
	
	
	

	Cross component activities
	
	
	
	
	
	
	
	
	
	

	IV.1
	PR activities and  publications
	
	
	
	
	
	
	30
	0
	
	

	
	Total
	
	
	
	
	
	
	1166
	482
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