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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
24 months, until September 2001

Summary of Project Progress since the Start

The project commenced on 13 September 1999.  In the first three months, a series of meetings was held with the partner organisation, ARIA, with insurance company members of ARIA and with the insurance supervisory organisation, Nadzor.  On the basis of these meetings the inception report was produced.

The inception report was completed by 12 December 1999 and, following discussions with Tacis, was presented to ARIA before the end of December.  Further discussions were held with ARIA and the inception report was signed on 12 January 2000 by ARIA and finally accepted by Tacis later in the month.

Concrete work on implementation commenced at the beginning of January on each of the three components.  This report covers the period from April to September 2000.

In Component 1, Policy advice, the inception report called for status quo reports on each of the seven areas covered by a sub-project. These have been completed on each of the sub-projects and have been submitted to local experts for their comments..

On the advice of the beneficiary, it was decided to postpone the majority of visits of European experts to advise on each of the legislative projects until the relevant legislation had received its first reading in the Duma, following which detailed technical input will be required.  The status quo reports and the comments of the local experts will be used to brief both ARIA experts and European experts.

Following the appointment of Mr Pilov as head of Nadzor, however, amendments to the programme have been requested and technical input for Nadzor has been requested at an earlier stage.  As a result of this request, a detailed work plan has been agreed with Nadzor and will be implemented over the remainder of the project.

The legislation that has the highest priority for the beneficiary is that introducing a scheme to require drivers to hold Third Party insurance (Compulsory motor TPL).  A study tour was arranged for a representative of the ARIA committee on auto insurance, for a working meeting with experts from the German Insurance Association (GDV) in Berlin.  Further work has been done with ARIA culminating in evidence being given to a Duma hearing on the subject in September by an expert from the GDV.

A European expert has begun discussions with the beneficiary on the related issues of taxation of insurance business and the valuation of insurance company assets for solvency and accounting purposes.  These discussions are designed to coincide with detailed discussions between the insurance industry and the tax authorities over the introduction of the new tax code of the Russian federation.

Work has also begun on developing advice on the area of mutual insurance on standard policy wordings, on compulsory insurance and on the status and organisation of Nadzor.

Component 2, Institution building for Nadzor largely concentrated on work relating to the Departments Information System in the first part of the project..  Nadzor’s proposals for Tacis assistance in developing its Information System were reviewed by experts from the project consortium KPMG – CEA TTF  and accepted as being within the overall objectives of the project.  Further work was carried out to develop a concrete plan and two alternative methods of improving Nadzor’s IT system were put to Nadzor.

In August, Mr Lomakin-Rumyantsev was replaced as head of Nadzor by Mr Constantine Pilov.  Mr Pilov requested time to evaluate the potential of the project for Nadzor and detailed briefing sessions were held with him and with his executives.  As a result, the IT plans are being re-examined, and there will clearly be a delay in the implementation of change. On the other hand, Nadzor no longer wishes to concentrate solely on IS advice and has drawn up a programme of co-operation with the project, based on the inception report.

The project has a sub-project aimed at improving insurance industry and company statistics and then using these statistics to develop an early warning system for to predict insurance company failure.  Nadzor is in practice the only source of statistics about the industry and has the only real database of insurance company financial information. However, Nadzor’s IT system does not allow it to have access to much of these data. An objective of the IT advice given to Nadzor is to make data more accessible and until this is achieved, real progress in developing an early warning system is likely to be limited. However, work has been done with Nadzor in St Petersburg, which has better access to its data in co-operation with the new regional office of ARIA.

Work has continued on institution building for ARIA. The project has supported the foundation of ARIA’s first regional office in St Petersburg as a pilot study for the creation of a regional network covering the whole country. The pilot study has been evaluated and the experience has been incorporated into ARIA’s overall master plan for development, which is to be agreed formally in October by ARIA.

The project has also supported ARIA develop its plans in the area of insurance fraud. A number of study tours have allowed ARIA to create international links with European insurance associations.

 Component 3, Individual assistance to insurance companies, was the process of defining the procedure of the selection process and selecting the companies to receive assistance.  Detailed discussions were held with ARIA to produce the document to be sent to ARIA member companies to invite them to apply to receive the assistance.  This document was sent out to all ARIA members and requests to take part in one or more parts of this component were received from nearly 50 insurance companies from many regions of Russia. 

A seminar on insurance  business planning was held in May at which more than 30 insurance companies from all over Russia attended. Following the seminar, applicants for individual assistance prepared detailed requests for consultancy input on the basis of these and on information contained in detailed questionnaires, the project teams put forward a list of 19 companies to ARIA and then to Tacis for approval. Detailed work with the companies will begin in the next reporting period.

The selection process for thematic working groups was completed and following ARIA’s agreement they were submitted to Tacis for approval. During the formation process, consultations took place with the proposed members of the groups and with ARIA to determine provisional agendas and the procedure for working.   Based on this agenda and agreed working procedure, the first two working groups met, and feed back was analysed and will be used to formalise procedures for all the other groups.  More than 50 insurance companies from all regions of Russia are members of one or more of these groups.

Plans have been made for setting up a tenth working group on Insurance fraud. All members of ARIA have been invited to participate and more than 30 requests have been received.  The group will be formed following a plenary meeting in October.

Summary of Project Planning for the Remainder of the Project

The second reporting period has been characterised by an increasing amount of technical support being provided under each of the components of the project.

I. Policy advice

On each of the sub-projects, detailed work using European experts and based on the status quo reports will continue according to a timetable agreed with ARIA and Nadzor.  Assistance in the promotion of legislation will begin as each law or legislative project requires it.  Advice will be given through working parties set up by ARIA or Nadzor, or jointly, through the council of experts.  In addition, assistance will continue to be given as required to promote the legislation by such means as providing evidence for Duma committees and briefing delegations of Duma deputies.

II. Institution building

A detailed programme of work with Nadzor has been agreed. The detailed work on Nadzor’s information system will continue, following a reassessment of Nadzor’s needs by its new head.  Improved information systems will form the basis of detailed work in developing industry statistics and moving towards an early warning system for insurance company failure.  At the same time more detailed assistance will be given to Nadzor to improve its effectiveness, including assisting in the development of its regional network.  The pilot study on Regional development (commenced by ARIA) will be analysed insofar as it affects Nadzor’s work and a concrete development plan for Nadzor’s organisational improvement will be produced and  implemented. A plan of study tours has been produced and tours will be organised for Nadzor staff on issues covered by the overall project plan.

Further work on ARIA’s institutional development will be based on an analysis of the pilot study: lessons learnt have been used to produce a more general plan for development, which will be formally agreed and implemented.  This plan will include the development of ARIA’s Information Systems.  Further study tours will be organised for ARIA executives.

III. Direct assistance to Insurance companies.

The selection of the Insurance companies to receive individual direct assistance is complete and concrete work will begin. Each company will hold discussions with EU consultants to develop a concrete work plan which will then be implemented by consultants chosen for their expertise in the precise area of need identified by the company.  The consultants will be required to produce reports for the market as a whole, based on their experience of working with companies. These reports will not contain any material that is confidential to the company receiving assistance. 

The nine thematic working groups have been formed and with work over the next 12 months according to timetables and procedures set by the groups themselves. Each of these workgroups will produce advise and recommendations which will be of value for the market as a whole and which will be circulated by the project.   The working party on insurance fraud will also begin work following the plenary meeting in October and will set its own agenda and working procedures.

Each of the working groups will produce advice and recommendations to the market based on their work. This output will be distributed to all ARIA members.
1.

Project Progress in Reporting Period 
1.1
Achievements in Comparison with Planned Results 

1.1.1 Project management

The project office in Moscow is fully operational and project management continues as planned.  The information library continues to be maintained for the use of visiting experts.  Detailed information on insurance companies participating in component III is also maintained for the use of consultants and work group leaders. 

1.1.2
Component 1: Policy Advice

The objective of the policy advice component is to provide technical support to partner organisations in order to improve the legislative and regulatory environment within which the insurance industry operates.  This technical assistance can only be provided in concrete form during the process of legislative change and therefore timing is dependent on the priorities of the legislators.  The project is continuing to concentrate on preparatory work so that when the concrete promotional work is called for, rapid reaction can take place and the assistance can be given within the parliamentary timetable.

At the request of ARIA, therefore, most input from European experts in Russia will occur once the legislation has begun its parliamentary progress and, at the time of writing, accurate dates are not available.  To give one example, work has already begun on the legislative project of the highest priority (Motor TPL): support has been given and further work was planned in May and June involving EU experts. However, the failure of the then draft law to pass a first reading in the Duma meant that further work was postponed until September when discussions of a new draft took place and technical support from the project was provided.

Whilst the main input from EU experts in promoting the legislation will take place around the time the legislation is being discussed in the Duma (and therefore the timing is difficult to predict), other work will continue on each of the sub-projects according to the plan of work agreed with Nadzor and ARIA as explained more fully below.

During the reporting period, Mr Constantine Pilov replaced Mr Ilya Lomakin Rumyantsev as head of Nadzor.  A number of activities had been planned to take place at around the time of the replacement but these were postponed at the request of Mr Pilov who wished to familiarise himself with the aims and objectives of the project.  As a result of Mr Pilov’s analysis and following discussions between the project team and Nadzor, detailed plans for future work have been produced. However, there have been inevitable delays in work on a number of the sub projects where Nadzor’s input is essential.

1.1.2.1
Insurance supervision and solvency standards enforcement

In the previous reporting period, the groundwork had been laid for detailed work between Nadzor experts and European experts based around the draft law. Arrangements had been made for a visit by senior supervisory officials from the French and German supervisory authorities to plan and implement detailed work on this issue.  However the visit was postponed as a result of the change in the head of Nadzor.

1.1.2.2
Solvency and capital requirements

In the previous reporting period, preliminary work had taken place to identify the key issues.  During this reporting period two visits by a European expert were made (in conjunction with work on the associated sub-project on tax.).

The expert worked closely with ARIA’s executive in charge of this area and held meetings with insurance company representatives, Nadzor officials, members of the tax authorities, and others interested in this complex subject. Further detailed work will take place in the Autumn.

1.1.2.3
Motor Third Party liability

This sub-project remains the highest priority for ARIA.  During the previous reporting period, detailed discussions took place between ARIA representatives and European experts and these discussions resulted in the production of an improved draft law, which is to be introduced in the Duma in the Autumn.

Duma hearings were held on this new draft in September at which comments were received from the Government and from others interested in the operation of a compulsory Motor TPL regime.  A European expert was provided by the project to give evidence at these hearings.

Plans were made for a high level delegation of Duma deputies to visit Berlin for further discussions on the law. This visit is to take place in October.

1.1.2.4
Competition and compulsory insurance

In the previous reporting period, work began on the analysis of the needs in this area.  There are at present no major initiatives in regulating the system of ‘compulsory insurance’ using the Russian definition of the term – insurance programmes where the state budget pays the ‘premiums’ and where insurance companies administer payments.

A working group under Professor Kolomin is in the process of being set up, but its full operation has been delayed by the change in the head of Nadzor.

1.1.2.5
Mutual Insurance

This sub-project has also been delayed by the personnel changes in Nadzor.  However, meetings have been held with organisations interested in forming a mutual insurance company and plans for expert involvement in developing legislation in the area (in conjunction with Nadzor) have been developed. Detailed information about the organisation and methods of mutual insurance societies has been obtained from EU member states and will be discussed when the planned activites begin under the Nadzor plans.

1.1.2.6
Consumer protection: the development of standard, indicative policy wordings

During this reporting period, the project worked closely with ARIA and with Nadzor to draw up plans to support a transfer of the analysis of standard insurance wordings from Nadzor to a committee of the Council of Experts, and under the operational control of ARIA.  This project would free Nadzor staff for other, more vital supervisory tasks and have insurance companies, through their association develop the policy wordings that they use, as is normal in Europe.

This new department was to have started work in August but the start has been delayed whilst the new Head of Nadzor reconsiders the project.

1.1.2.7
Taxation and insurance

As noted above, a European expert has made two visits to discuss the issue of the taxation of insurance premiums and claims. (together with the related issue of the valuation of insurance company assets). Meetings have been held with a number of experts and a detailed programme of work, which will result in concrete advice to ARIA, has been produced.

1.1.3
Component 2: Institution Building

1.1.3.1
Institutional Strengthening of ARIA

In the previous reporting period, a pilot study was planned which involved opening the first regional office of ARIA in St Petersburg.  The office was opened in accordance with the plan and the first report of its activity was received and discussed in detail.  Further technical support and discussions concerning the development of an overall regional plan took place, with meetings in Vladivostok and Tyumen.

Detailed work on ARIA’s overall development plan took place, using the input from the pilot study and input from ARIA’s head office. 

Three study tours took place (one jointly with Nadzor) These tours helped ARIA improve further its contacts with the German, Belgian, French and British Insurance Associations and through these contacts provided technical support in a number of areas including organisational matters, the development of standard insurance wordings, insurance fraud, relations with supervisory authorities etc.

1.1.3.2
Institutional Strengthening of Nadzor

During this reporting period, most work with Nadzor concentrated on the development of the organisation’s Information System. The then head of Nadzor identified improvements in the organisation’s Information system (IS) as being the priority for assistance from the project.  A detailed implementation plan had been produced and during this period discussions of its actual implementation were held, with the objective of reconciling the costs of the plan with the amount available in the project budget.  It became apparent that budgetary constraints required the development of a step by step approach to the problems.  Planning for such a programme has been temporarily halted as the new head of Nadzor reassess the overall IS project.

Other areas of institutional work that are not dependent on the Information system have been analysed and have been discussed with the assistance of European experts. More such work is planned.

1.1.3.3
Early Warning Systems/ Statistics

In the previous reporting period a status quo report was produced and discussed with the short-term expert who visited ARIA and Nadzor   The vital importance of the Nadzor statistical database was discovered: there are, in practice, no other reliable and comprehensive sources of insurance statistics in Russia.  However, although Nadzor collects a wide variety of statistics from insurance companies, Nadzor is unable to analyse them and disseminate them in a way that is greatly helpful to the public.  Everybody accepts that insurance statistics produced in Russia are not detailed enough, and are sometimes actually misleading.  However it has had to be accepted that detailed work on the improvement in insurance statistics and (to some extent) the development of an early warning system for insurance company failure require the Nadzor database and information system to be improved. 

Put simply, until the statistics that Nadzor collect from insurance companies can be analysed, little work, other than theoretical work, can be done.  However the pilot study of ARIA’s St Petersburg office has shown that the computer system in that city gives more opportunity to analyse the data on regional companies and work has accordingly begun with the assistance of an European expert to see how this data can assist the development of better industry and insurance company statistics.  Financial constraints in the Nadzor computer system could hinder this work

ARIA has produced its first statistical yearbook.  Discussions have taken place with European experts, which have allowed ARIA to compare their statistics with those produced by other Insurance Associations.

The new head of Nadzor is examining the respective roles of ARIA and Nadzor in the collection and distribution of data.  Work has begun with ARIA  (in both St Petersburg and Moscow) to assist the organisation collect its own data from its members. 

A concrete result of the work on this sub-project is to ensure that the planning work for the Nadzor’s IS system has taken into account the needs of ARIA to be able to produce better statistics about the activity of insurance companies for dissemination amongst the public.

1.1.4
Component 3: Direct Support to Insurance Companies

1.1.4.1
Direct consultancy services

The process of selecting insurance companies to receive direct assistance was completed.  The list was agreed with ARIA and by the Euroean Union. During the course of the selection process a seminar was help on business planning for Insurance companies at which over 30 insurance companies discussed with European experts concrete issues of financial and strategic planning. Each company completed a detailed questionnaire and produced a draft business plan which is the foundation of the work of the consultants who will advise the company/

The programme of work of analysing these plans has begun the work will continue in October when consultants will meet companies to derive a concrete work programme.

1.1.4.2
Thematic working groups

The process of selection of the nine thematic working groups is complete and the lists have been submitted to ARIA and to the EU. 

Consultations took place with the proposed members of each of the groups to develop an agenda and a work procedure. 

Approval was received for the first two groups and these held their first plenary meetings based on the agenda and work procedure developed in the consultations. Feeddback has been good – each group now has a concrete work plan for the next year’s work. Reports have been received from the experts and on the basis of these reports, the plenary meeting of all work groups will take place. 

The chairman of ARIA’s committee relating to the area of each workgroup acted as host for the workgroup, thereby ensuring a measure of integration of the workgroup with ARIA’s structure.

1.2
Deviations from Original Planning and Reasons

1.2.1
Component 1: Policy advice

In the previous report, we commented that the timing of policy advice was largely dependent on the legislative timetable.  This remains the case and this creates the main deviation from the timetable as set out in the inception report

The re-scheduling of the proposed law on Motor TPL to the autumn is an example of the type of change that is inevitable when policy advice is being given within the timetable of political debate.  The sub-project on compulsory Motor Third Party insurance legislation has been forced to change its schedule following the failure of the legislation to pass the Duma.   However, concrete work on this sub-project took place in the reporting period.

The sub-project on development of standard indicative wordings has slightly changed its emphasis, from drafting standard wordings based on European wordings to the analysis of existing Russian wordings in the context of EU experience.

1.2.2
Component 2: Institution Building

1.2.2.1
Institutional Strengthening of ARIA

In the last progress report, we highlighted the change in the timetable caused by the pilot study in St Petersburg.  The amended timetable (a progress report in July on the pilot study followed by detailed work on the overall development plan for ARIA has been kept.. 

1.2.2.2
Institutional Strengthening of Nadzor

The change in the Head of Nadzor has caused delays in the project.   However, it has not made significant changes in the activities planned and indeed, it has resulted in a broader programme of work, following closely on the issues set out in the inception report.

It is clear now that the change was anticipated and is a cause for the slowing down of work with the project over the summer.  Now, however, work should speed up again and the action plan agreed by Nadzor should form the basis for valuable work with Nadzor. 

1.2.2.3
Early warning system/Statistics

Work on industry statistics has been carried out, despite the lack of major progress on improving Nadzor’s computer system.   Work on developing the ‘early warning system’ has begun and more is expected, but there is likely to be some difficulties caused by the Nadzor computer system.

1.2.3
Component 3: Direct Assistance to Insurance Companies

Communication with Insurance companies across Russia has proved to be more difficult than expected and this increases the workload in organising all forms of individual consultation with insurance companies.  As a result, it is expected that some of the workgroups in particular may start later than expected.

1.2.3.1
Direct consultancy services

There is no question but that the procedure for selecting the insurance companies tool longer than expected, partly for communication reasons noted above.

However, it is believed that a longer, more cautious selection procedure has resulted in a list of companies that accurately reflects the objectives of the project.  It has also resulted in a situation where all companies felt that they had a fair opportunity to apply.  In other words, the slight delay has been justified by a successful outcome.

It is anticipated that the delay will not result in any failure to deliver the technical assistance under this heading.

1.2.3.2
Thematic Working Groups

The formation of the nine thematic workgroups has taken longer than anticipated for the same reasons noted above.  Strong efforts were made to broaden the number of applicants, particularly in certain of the workgroups where demand for membership had not been high.  The result is a membership list of each workgroup that accurately reflects the objectives of the project.  A high proportion of ARIA’s member companies (25% approximately)  will participate in the project through this section.

1.3
Specific Actions needed from the Local Authorities 

1.3.1
Policy advice

The programme of policy advice is highly dependent on legislation being introduced into the Duma.  The Government needs to understand the importance of insurance to society and to the economy.  It must also act on this understanding.  ARIA has raised the issue with President Putin .

1.3.2
Institutional strengthening of ARIA

ARIA will implement a pilot study on its regional development and will need to provide regular reports as to how the pilot study is proceeding. In addition, a programme of study tours is being developed and feedback will be required.

1.3.3
Institutional strengthening of Nadzor

The Government must also understand the importance of a strong and effective supervisory system if insurance is to develop in Russia.  This understanding requires the status of the supervisory authority to be enhanced and it also requires that proper resources are provided to allow the authority to carry out its work.

Nadzor is part of the Ministry of Finance. It will be receiving an action plan for the development of Information systems and will also receive information as to the amount of the action plan that can be carried out within the project budget.  Once this has been received, it will be necessary for Nadzor (and possibly the Ministry) to confirm acceptance of the amount of support to be provided by the project.

Nadzor will also need to confirm its commitment  to work with EU experts on the general development of its work in supervising the insurance industry and in the aspect of policy advice that come within its area of competence, such as the regulations on solvency accounting 

1.3.4
Early Warning System/Statistics

This sub-project is dependent to a significant degree on the database held by Nadzor.  Improvements in the database are necessary if definite progress is to be made on improving general statistics on insurance company activity and also in working towards an early warning system for insurance company failure. Thus, this sub-project also requires that Nadzor accepts the proposals from the project for implementation of the IS action plan within the budget.

Nadzor in St Petersburg faces financial difficulties with its computer system, which could prevent co-operation with the local representative office of ARIA.  These problems need to be overcome.

2.

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

2.1.1 Overall

The overall objectives of the project are to modernise the industry and to prepare it for opening under the terms of the PCA and WTO negotiations.  We are strongly of the opinion that modernisation, defined as the introduction of best world practice in legislation, regulation and above all in the commercial activities of insurance companies will be the best preparation for opening the market to free competition. The bulk of the activities undertaken have, therefore, as their objective the transfer of technical information about best world practices in the insurance industry.

However, the objective of opening the market cannot be completely forgotten, and at all times, in most public statements, the project team reminds its audience that the European Insurance market and its political representatives support the integration of the Russian market into the world insurance market, and the project is aimed to assist the process.  (See Annex X)

Yet ARIA is a democratic organisation, and the Russian political system is likewise democratic in that it reflects the views of its citizens and through interest groups, the views of its industries. In this context, it is clear that local support for integration should in the first instance be achieved through persuasion and dialogue.   

If the project is to participate in such a dialogue, it is necessary first to understand the perspective of the Russian insurance industry.  There are five major World insurance companies which have set up a subsidiary in Russia under current legislation: each of these five companies has a global premium income which is probably more than ten times the total premium income of the Russian insurance industry from standard life and non life insurance business. These companies have, by Russian standards, huge financial resources, vastly greater than their Russian counterparts.

The Russian insurance industry is small, weak and inexperienced (hence the current project). It is not surprising that all fear the consequences of competing with organizations whose resources are so huge.

This project believes that dialogue can work to reduce the level of fear and will support all measures taken by the EU and by the Russian insurance industry to deepen contacts between Russian insurers, their representatives and the European insurance industry. The reduction of mutual suspicion is vital, since it is painfully obvious that if the Motor TPL legislation is passed (and other classes of insurance grow as well), the industry will collapse unless it obtains a massive injection of capital – and in practice the only realistic source of this capital can be the World insurance industry. 


2.1.2 Policy advice

Our continuing experience confirms that there is a need for expert assistance in developing legislation and regulation.  This assistance should be provided at a higher level than anticipated before the project began: much preparatory work has already taken place and the insurance industry is developing considerable expertise in many technical areas covered by the project.  There is, however, a substantial demand for information translated into Russian and for wider contacts between Russian insurance professionals and their colleagues in Europe. The information gained by the Russians through the written word and through personal observation and contact gives to the local insurance experts as wide a perspective as possible as to the means used elsewhere to solve the problems of regulating and supervising insurance. 

At the same time, in many areas, advice is required to be given on changing the existing legislation to make step-by-step improvements.  Advice that treats insurance legislation as a ‘green field site’ will not be effective.  In all areas, the advice must be grounded in acknowledge and understanding of the current situation facing the insurance industry and its clients, both commercial and individual.

Finally, it is clear that the industry and its representatives require strong support for promotional input into the legislative process.  Preparatory work must be done in some sub-projects since here the level of experience is not great, but in other areas, the majority of the inputs will be required according to the Duma timetable.  This will make long term planning difficult, but it will be more likely to contribute to an effective use of project resources.

2.1.3
Institution building

The project is giving advice to two institutions, ARIA and Nadzor.  It is clear that the programme of work, and most importantly the priorities depend to a significant degree on the priorities of the senior management of the two organizations.  This is most clear in Nadzor, where a change in the head of the organisation has led to changes in the priorities of work (though not, of course in the overall objectives)..  Thus improvements in Nadzor’s Information system were of prime importance to the previous head of Nadzor, whilst a more balance approach to the development of supervision is favoured by the current head.

As already noted, ARIA is a democratic organisation and project priorities from ARIA’s point of view must reflect to a great degree the views of the members of the association. The pilot study in regional development for ARIA and the subsequent development of a network of regional offices throughout the whole of Russia (which involve the provision of equipment) has a high priority to much of the membership of the organisation.  Similarly, the support of activities aimed at reducing insurance fraud, both nationally and internationally has widespread support throughout the members of ARIA..

At the same time, the project must support the development of the organisation itself, by, for instance, the collection and translation of information.  In addition, it is becoming clearer that the experience that executives gain through visits to their colleagues in Europe (study tours) is also proving valuable and more such visits are planned.

2.1.4
Direct assistance to insurance companies

Direct assistance is the part of the project, which affects the widest number of people.  It is gaining a high profile as insurers from all over Russia report their experiences to their colleagues.  For this reason, it was vital that the selection process was seen to be both fair and resulted in a broad range of insurance companies receiving assistance.

It would have been possible to have introduced hard and fast deadlines as all stages of the selection process, but that would have inevitably resulted in smaller numbers of companies participating and could have led to criticism.  We feel that the selection process has been fair and has encouraged many companies to take part – but it took longer than expected.  This delay is however acceptable if it has – as we believe it has – resulted in a good foundation for this important component of the project. 

When the project began, it was very difficult to estimate precisely what type of assistance Russian insurance companies needed.  Now that the two programmes have begun, it is clear that the level of theoretical knowledge shown by those executives who are participating in the programmes is high: most EU experts who have gained experience of working with their Russian colleagues have commented on the increasing professionalism of their Russian colleagues.

What Russian insurance professionals lack is experience, particularly the experience of planning and managing an insurance enterprise catering to a mass market. We are finding that our Russian colleagues react best to EU experts who have a high degree of practical ‘hands on’ experience in operating a commercial organisation in a market economy.  We will continue to use experts with this type of experience.

2.2.
Proposals for Adjustment of Overall Project Planning and their Consequences

No plans for major adjustments to the overall project plan are expected since the plan was designed to be flexible.  However the timing of a number of activities is likely to change for reasons already noted. In particular, the change in personnel in Nadzor, and the development of a revised plan of action could lead to changes in the timetable, but this change is compensated for by the fact that much wider support for these activities is expected.

 Policy advice will now take place on a number of issues before legislation, but the main effort in promoting legislation will, of course, take place on a timetable determined by the legislative programme of the Duma and the requirements of the ARIA legislation committee.

2.2.1
Component I: Policy advice

2.2.1.1
Insurance supervision and solvency standards enforcement

The visit of the Heads of the French and German supervisory authorities to Moscow, planned for August, but postponed because of the change at Nadzor will take place in the Autumn.  According to Nadzor’s new plan, a formal working party will develop a programme of action of which this visit will be an integral part. Discussions and advice concerning the draft law concerning Nadzor’s structures and functions will take place.

2.2.1.2
Solvency and capital requirements

The European expert will provide an analysis of the current legislative situation based on his two visits.  further visit and discussions will take place, based on the outcome of this report.

2.2.1.3
Compulsory motor third party insurance

The law is expected to be discussed in the Duma in October/November.  A visit by Duma deputies and ARIA representatives to Berlin is planned in October.  EU experts will continue to provide input into the Russian legislative process as required by our Russian partner organisation.

2.2.1.4
Competition and insurance

The working party under Professor Kolomin of the Council of Experts will continue its work with the support of Nadzor and EU experts will be advising the working group during the next planning period.

2.2.1.5
Mutual insurance

It does not now appear that a law on Mutual insurance is imminent. However, there is a perceived need to provide a legislative framework as a number of mutual societies are in the process of being formed. A visit by an EU expert is being planned for the next reporting period with the active support of Nadzor and representatives of the mutual societies.

2.2.1.6
Consumer protection

The outcome of Nadzor’s reassessment of the plan to hand over the responsibility of developing and agreeing standard wordings to ARIA.is is awaited.  The project remains ready to support ARIA in developing standard wordings representing European best practice. 

2.2.1.7
Taxation and insurance

The EU expert, having made two visits to discuss this issue will plan further work based on his experiences.

A joint meeting of Russian experts under the Council of Experts is planned for the next reporting period.

2.2.2
Component 2: Institution building

As noted above, the work with Nadzor is expected to cease concentrating primarily on the development of Information systems and will address a wider range of problems. During the next planning period, further work with Nadzor on its Information system is however expected and it is intended that the process of procuring the necessary equipment will begin.. ARIA’s pilot study on IS and regional development will continue and it is expected that the overall master plan will be completed and the procurement of the necessary equipment will begin..  Study tours will continue to take place in the next period.

Some further work on developing industry statistics will take place, both in the head office and in St Petersburg.  Experts on assessing the financial strength of insurance companies will begin work with Nadzor and with others with the objective of transferring these techniques to Russia and beginning the process of developing an ‘early warning system’ to make it possible to identify potential insurance company failures.

2.2.3
Component 3: Direct assistance to insurance companies

During the next reporting period, work will begin with all companies selected to receive individual consultancy.  Each company will develop a concrete plan of work together with EU planning experts. Based on this plan, technical experts will be provided to carry out the concrete work.

Each of the thematic work groups will continue their programme, based on the agenda and working procedure agreed by the members in the process of informal consultation. Most work groups will meet at least twice during the nest planning period.

The working group on Insurance fraud will begin work with a major plenary meeting in October or Novembert.  The outcome of this plenary meeting will be the formation of a permanent working group on the subject. 
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