CHAPTER 5

5) Summary, Findings, Conclusions & Policy Implications

This is the final chapter of this study which includes the summary of the study,
findings, conclusion and elaborates strategies & policies which has to be
implemented, in-order to maintain fair and equal competitive behaviour in the Sri
Lankan insurance market. Lack of such policies may lead to severe downfall of the
whole insurance industry. The core outcome of our study suggests that firms in the

general insurance industry operate in a less than perfect competitive environment.

5.1) Summary

Sri Lanka's current Rs.30 billion insurance industry ( General insurance businesses
amounting to Rs.17 billion ) needs to 'tighten up its act' on regulation and solvency
margins, after the recent tsunami left behind Rs. 15 billion worth of claims. The
regulators should keep close tabs on non-life operations in order to avoid undue risk

exposure and to safeguard policyholders' interest.

General insurance, which has grown by over 17 percent over the last six years, largely
consists of motor (49 percent), fire (17 percent) and marine ( 7 percent). The sector is
largely de-tariffed, except workmen's compensation, and competition is stiff.
However, the profitability and capital position of different market players vary
significantly. The former state-owned firms are saddled with high expense ratios,

while some of the large private sector players operate with very low levels of capital.

Hence, tighter regulatory supervision is needed to oversee the operations of non-life
insurers to avoid undue risk exposure and to safeguard the interests of policyholders
and the sector as a whole. Some insurance firms could lag behind in solvency
requirements for non-life products, given the long time period allowed by regulators.
Solvency translates to how much of free assets a firm has in liquid form, in the event

it faces a hefty claim.
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Since liberalisation, there were no large claims, until the tsunami struck, forcing the
industry to payout around a billion rupees as ex-gratia payments. For life insurance,
solvency margins should be greater than five percent, while non-life business, the

figure starts from 20 percent.

Most insurance firms park 80 percent of their funds in government securities, partly
due to conservative investment policies and limited investment options. The 'big five'
(Ceylinco, Sri Lanka Insurance, Janashakthi/NIC, Eagle and Union Assurance), easily
clear the 20 percent hurdle.

"Solvency margins are good, but it's not a good enough, it restricts investments. The
way to go is to move towards a risk weighted capital model based on individual firm's

business rather than one size fits all policy".

Sri Lanka also lacks non-life actuarians, but one firm has come out saying they have
got an independent general actuary to validate their post-tsunami claims including
incurred but not reported claims, according to Eagle Insurance's statement that they
made a further provision in line with the prudential margins recommended by the

actuary.

Five out of the 15 firms presently command about 92 percent of the total insurance
business, and they would ride to tsunami crest provided they get sufficient reinsurance
cover. Most local insurance firms had their 2005 reinsurance cover wrapped up when
the tsunami struck. The tidal wave shifts things to a different plane, with higher

premiums in the offing to meet a bigger reinsurance cover in 2006.

The Insurance Board of Sri Lanka, should also arm itself with technical skills to

'assess the soundness of reinsurance cover'.
"Though the existing framework is stronger compared with most countries in South

Asia, it is at a nascent stage, and requires additional resources in terms of expertise

and staff".
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S. 2) Findings
The findings are clear: although the emphasis differs from sector to sector, insurers

agree that their business needs far-reaching improvement. In practical terms, say

industry leaders, insurers must:

» Write better business;
* Enhance claims management processes; and

* Improve operational controls and financial reporting.

In their efforts to achieve these goals, insurance executives identify four priorities:
* Enhancements in information technology (IT) systems;

* More rational product development;

* More effective and efficient distribution; and

* More accurate risk assessments.

5. 2. 1) Key Success Factors
Profit and competition amalysis irt chapter 4 clearly reflected some key success factors

which will distinguish the winners from th he brave new world:

e Strong Distribution Network critical to achieve market penetration
specifically for mass delivery products characterising certain non-life

segments

e Integrated Training & Development of staff and alliance partners an essential

tool to make the dictum “insurance is sold rather than bought” work

o Reputation & Credibility will be key to building customer confidence and a

loyal customer base

e Financial Stability important for the long haul in view of high start-up

investments and long gestation period
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e Sophisticated Technology & Systems a must for data processing and

management for successful, flexible and responsive service

e Actuarial and Risk Management Skills fundamental to execution of insurance
Business
e Fund Management Skills critical to the earning capacity of the insurer

investment income forms a significant part of total income

o Strategic Selection of Segments to hinge on the insurer’s international

expertise and its relevance in the Sri Lankan context

S. 2. 2) Insurance Malpractices

Some authorities attached to the insurance industry in Sri Lanka have been blamed for
the high rate of malpractice and corrupt tendencies in the industry, which constitute a

threat to the industry at large.

All the companies in the insurance industry should adhere strictly to the ethics of the

profession as described by IBSL to gain its rightful position in doing business,

o (=4

2 UL NIIEY e O

insurance agents must be rictly professional, flexible in

their dealings with the public.

The image of the industry has been dented in the recent pass by unethical practices
which includes rate cutting non-settlement of claims and certificates racketeering
which involves professionals in the industry who sell their certificates to those
applying for operational licences. These practices not only endanger the long-term
viability of the insurer, but also affect the insurance market as a whole, preventing the
building up of sufficient reserves and threatening the medium to long-term solvency

of the companies involved.

The classes of business subject to tariffs are the motor insurance and workmen's
compensation, the IBSL intend to ensure that the tariffs are strictly enforced, and any

breach of the tariffs should be penalized.
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With regards to the non-tariff classes of business, the correct basis of rating has been

abandoned to a large extent, reducing underwriting to mere speculation.

Therefore it is advised insurance operators to design products that would suit the
needs of the insured and serve as a benefit to the general public, both corporate and
individuals while they should repackage the existing ones. Hence, the IBSL has a very
important role to play in the effort to sanitize as well as to redeem the image of the

industry.

5. 2. 3) Resulting Pressures on Insurers

The steady deregulation of the insurance market, the emergence of new technologies,
increasing competition from existing and new entrants, are all resulting in a new
economic paradigm centred on the customer. The new paradigm will induce many

pressures on insurers. Some of the more important ones will be :-

Pressure on Capital - [n order to ensure that they have adequate financial strength on
continuous basis, insurers will have to ide they face. These will include
market risks, credit risks, underwriting risks and investment risks. The concept of
"Risk based capital" will be the benchmark of regulators. The days when insurers
could continue to remain in business by simply complying with the minimum capital

requirements, are numbered.

Pressure on Volumes - Fierce competition to increase volume and market share will
prevail. Two avenues would be open to insurers: to be the least cost producer or to
offer a differentiated product or service. The latter may appear easier. But developing
new products is expensive and the advantage short- lived since it can be quickly
copied. Another option is to maximize customer retention. This can pay rich
dividends since it is more cost- effective to maintain current customer bases than to

create new customers.
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Pressure on Margins - Intense competition for business and the presence of
competitors of different shapes, sizes, and objectives will impact on the terms and
conditions of insurance. Those who can adopt themselves to change will have the
edge. Insurers will be driven to minimise their operating costs and raise performance

standards to meet the customers' rising expectations.

Pressure on Service - In the context of increasing access to information and tougher
competition, the customer will be more demanding for service. Technology will
enable him to make comparisons quickly and accurately. High quality customer
service will have to mean more than a customer service department. Customer care

will have to be a state of mind and be accepted by all levels of management and staff.

Pressure on Reinsurance - The transfer of risks will not be the dilemma of only the
customer ie.- the insured. Inhsurers too will have to closely examine their own risks
transfer mechanisms i.e. reinsurance. No longer will reinsurance capacity be available
for the asking. Re-insurers will look at commission rates through the microscope. The
re-insurers will insist on remittance of reinsurance premium within a stipulated time
period, which would mean that insurers will no longer be able to profit from
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reinsurance premium vill result in swift response in
the form of tougher reinsurance terms including restriction of cover and reduced

commissions. Insurers with bad results may find it difficult to obtain any reinsurance.

Pressure on Organisations - The emergence of new economic models and new
entrants with greater financial resources, management and technical expertise and
access to research and development and other technology transfers on a global scale
will pose great challenges to local operators. Training of staff to meet the challenges
of a rapidly changing and fiercely competitive business environment will have to be a

one of the key strategies of the insurer.

Pressure to attract and retain quality people - The key drivers of the future will be
the quality and the commitment of its people. Success of a company will depend

primarily on the ability to attract, motivate and retain the best people.

Pressure on the use of Information Technology - There will be a great need to
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know how to profit from the use of technology. How to use it to compete and survive
in what is referred to as the new "knowledge economy". Bill Gates, Chairman of
Microsoft, talks about "business at the speed of thought". Insurers are entering an era

where speed of response will be a key competitive differentiator.

In the millennium, the organisations that will succeed will be those that can capture
and exploit knowledge. It will be harder to compete on price alone. The likely
differentiator will be the quality of service and speed of response to challenge.
Accelerated competitiveness will be a key issue, perhaps more important in the
insurance industry than anywhere else. However, in the rush for technology, insurers

will have to understand that IT can only be the enabler never the panacea.

Pressure on Intermediaries - Insurers will have to make sure that the persons
representing them in the front end of the business, including Agents, Sales
Representative and Field Officers, are well trained and equipped with the necessary
skills to give proper advice to potential customers. These persons must be able to
demonstrate that they can really add value through their intermediation. In a scenario
where individuals are becoming increasingly aware of their legal rights and the values

at risks are getting larger, insurers can face huge claims resulting from mis-selling to

customers.

Pressure from regulatory authorities - The ultimate aim of regulation is to protect
the policyholder in one way or another. Government regulations implies obligations

and responsibilities on the regulators as well as the regulated.

The regulators in turn will have a dual responsibility. On one side they have to make
sure that the insurers adhere to sound insurance principles and practices as well as
maintain adequate financial resources to meet their liabilities and at the same time
play a proactive role in developing the market, promoting competition and innovation.
A balance has to be struck between a more rigorous premium rate and policy-wording
based regime as against a regime which permits greater operational freedom but

places much more emphasis than hitherto on overall financial strength.

63




In this situation the balance sheets of insurers will come under much greater scrutiny
particularly in areas such as valuation of assets and the adequacy of capital and

technical reserves.

5. 2. 4) Future Developments needed

An analysis of the market over the past year seems to bear out three possible future

developments:

Firstly, the chances of the current hard market collapsing into a soft market appear to
be somewhat distant. In the short term this means consumers should not expect
cheaper premium rates. However, higher expectations of insurers surviving
catastrophic claim events and being able to pay claims appear more justified than

before.

Secondly, insurers appear to have been in the ‘stewardship responsibility’. This
positioning can be characterised as premium levels being neither excessive nor
inadequate. Similarly, premium’ ratings have been based on sound underwriting
criteria without seeking rely“on' inv ngs to compensate for poor
underwriting results. It is now up to insurers to maintain this stewardship

responsibility in their management of insurance operations.

Thirdly, the increased market share of listed insurers has changed future capital
management dynamics. Excess capital can be returned to shareholders more easily
than ever before and additional capital raised when required. This contains another
iterative postulation: insurers have access to liquid capital markets due to investor
confidence, expectations of high earnings, and an outlook of profitable underwriting.
This access will be diminished if cyclical underwriting is allowed to reoccur. Capital
flexibility is therefore dependent on reduced volatility in earnings, which in turn

depends on sustainable underwriting.
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There is little doubt that the existing market position of general insurers has been hard
won. It followed years of underwriting neglect, collapses of several licensed entities,
and leading edge regulatory reform. Yet best results have always been possible. It is
now up to the sector to protect and sustain it. The latter can be achieved only with

appropriate stewardship and leadership.

5. 3) Conclusions

Issues & Concerns - Amidst wide consensus for private participation, certain

concerns prevail — the need for strong and well-regulated new insurers to avoid hyper
competition and overcrowding, seepage of insurance premia out of country and limits

on foreign participation.

An attempt has been made to address these concems by building appropriate safety
provisions into the Insurance Act. Mandatory prescriptions relating to minimum paid-
up capital, investment of policyholders’ funds and minority foreign equity holding
with a provision for dilution of Sri Lankan promoters’ holding over a specified period
take cognisance of such concerns. Inevitably, these have implications on the number
of new entrants, structuring of foreign iny he pace at which competitive

dynamics unfold.

A phased licensing roll-out providing for the entry of a small number of large,
established players initially, followed by a second rung of players, coupled with the
continued regulation of pricing is expected to allow the incumbent insurers sufficient
time to adapt to changing market conditions and evolve adequately to meet the

competitive pressures.
Competitive forces will propel erstwhile monopoly insurers to focus seriously on

issues of overstaffing, inadequate infrastructure, training and retention of agents,

product innovation, pricing and customer service.
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Expected Trends - Discussions and analyses among a cross-section of stakeholders

and opinion leaders delineate possible trends in the deregulated insurance landscape

such as:

Existing players to maintain leadership position with strong market shares,
while enough competitive space is created for new entrants to be profitable
Opening up of the sector and concomitant competitive tension to usher in
innovative products, streamlined delivery mechanisms, and improved
customer service

Profitable exploitation of untapped or under served segments and niches
Discovery of new distribution (brokers) and marketing avenues both by new
and existing players

Professional approach to insurance marketing and sales with expert training
and development

Significant advantages to first-movers in non-life insurance market in terms of
building trust and creditability to be leveraged in subsequent market growth
phase

Rise of a professional intermediary class and a consumer class aware of the

importance of insurance and risk n

Major problems of the insurance industry - First and foremost problem that

insurance industry is facing is the lack of client education and poor awareness among

the people. People hardly understand the importance of social security measures, and

even if they understand it, they rarely go for it. People often think that insurance

companies are taking money for nothing. To overcome this problem some companies

have started insurance awareness programs. People need to be told clearly what the

insurance policy they have purchased covers and what it excludes. It has been found

that the people buy insurance products simply on compulsion. Lack of sufficient

expertise and adequate manpower in the sector is also another major problem of

insurance industry.
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How has competition increased in the industry? - With a rise in the number of

players, competition is bound to be there. But the competitive practices have not been
fair in the market. Insurance on credit, poor customer-orientation, manipulation of
brokers and surveyors are few among the malpractices that exist in the sector. The
analysis of the net profit of all insurance companies over the last three years shows a
decline in profits. Such practices, however, will be there in passing phase only.
Insurers have now realized that they have burnt the finger for nothing. Hopefully, they

will be quite alert and take it to the right direction in the days to come.

The prospect of the insunance industry in Sri Lanka - If the economy catches

normal trend, I believe the insurance industry is there to grow. It all depends on the
purchasing power of people. People will go for products of personal security only if
they hold disposable income. Considering the way the medical cost is going up, I see
that insurance will be only alternative to ensure health security. So, there is

tremendous potentiality for the insurance industry to grow in Sri Lanka.

5. 3. 1) Recommendations for the future

Insurance companies must invest in information technology. Initially, this will lead to
lower eamings, but will enable them to b itive on a long-term basis. By
focusing on expanding in international markets, insurance companies may be able to
quickly profit despite the large amounts of money that will be spent on advancements

in information technology.

The insurance industry will continue to have heavy competition and insurance
policies will continue to be in demand. The uncertainty lies in who will provide
insurance services. With the current debate over financial service reform, there will be
doubt as to whether the insurance companies will remain in the same capacity as they
do today. being cautious with investing in some insurance companies, however, on
the other hand, there will be great opportunities for other insurance companies. Prior
to investing, considerations should be given to underwriter performance, international

presence, and technological standing.
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S. 4) Policy Implications

The state of the insurance market in Sri Lanka, in all the views, leaves much to be
desired. Little progress has been made over the years since liberalization. The
standards vary company-wise, but the “industry” as a whole has to maintain those

standards without varying degrees to different insurers.

It’s certain that most insurers are agreeing the fact that there’s lack of discipline in
the market. With the fierce competition that prevails in-order to secure insurance,

especially of larger risks, insurers resort to unethical measures such as:

e Rebating of premiums — some times as much as 20%

e Payment of commission under the guise of administrative expenses
e Appointment of institutional agents

e Payment of own case agency commissions

e Provision of extended credit terms to direct clients

e Deliberate breaching of tariffs

e Provision of dual premium quotations — one figure to the broker & a lower

figure directly t

Most of these devises coniravene the lnsurance Law and are anti-broker in nature. The
tanff rates for the smaller risks where the client’s voice is not important are rarely, if
ever breached. Yet, these such as householders business and the like, provide insurers
with some of the best results. When SLIC was the sole insurer the complaint was that
it was a monopoly. We now have fifteen companies in the market with all doing
substantial business being members of the IBSL. It’s necessary to ensure that the

monopoly has not turned in to a cartel.

Interests of the consumers are paramount and among such interest is not only “price”
but even more importantly, “service” & “security” as well. Unfortunately, this is not
so. Selling some clients insurance at rates not commensurate with the risk is not in the
interest of the insuring public. Security has been jeopardized ‘cause of the type of

“cutthroat” competition that has among insurers.
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In Sri Lanka we have been particularly fortunate that our insurance industry has not
been subject to cyclical fluctuations typical of the insurance industries in most places
else where, nor it has been subject to losses of a catastrophic nature which would have
put the strength of the industry to the test. We cannot be complacent and believe that
good fortune will be with us always. Hence, it’s always advisable to run our business

on correct lines fair to both the insurers and insured alike.

To the insuring public, the most important aspect is the claims aspect. In this
important sphere, standards vary very much as between the companies, but,
unfortunately, there are far too many causes for complaint among the insured than
there should be. Brokers should get involved on behalf of the clients in the event of a
claim, and in particular motor claims, where unnecessary delays and unfair deductions
are being subject to. The regulatory authorities are responsible to lay down guidelines

and time limits so that honest policyholders are not made to suffer unnecessarily.

The insurance industry cannot carry on to provide a service the country expects if the
insurers, intermediaries and the insured are forced into watertight compartments.
There needs to be a dialogne coupled with understanding, trust and confidence in each
other for a stable and efficient industry. It’s in everyone’s interest and above all, that

of the country that su «ds this end, [ would urge the

IBSL to establish a mechanism for a dialogue between insurer’s, intermediaries and
consumers so that problems that come up from time to time may be discussed with a

view of seeking acceptable solutions.

The regulation of Insurance Industry Act No: 43 of 2000 provides for penalties in
aspect of whole host of offences, but framing law is one thing whereas enforcement is
altogether another matter. It is hoped that the IBSL will be vigilant and ensure that the
prescribed laws are complied with by insurers, brokers and agents alike, with a view

to maintaining a disciplined market place.

In conclusion, I would like to see, the insurance industry as not only a “level playing
field” but also a “clean playing field”, devoid of any debris that would prove

retrograde in effect.
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5. 5) Agenda for Further Research

In face of the challenges presented by the developed state of the incumbent Sri
Lankan insurance providers, the new entrants must carefully think through their entry
strategies and market positioning in order to wrest market shares from the monopoly
players and expand the market. Rewards of success are likely to be sweet for the
entrants with correct evaluation of the challenges and implementation of right
strategies. At the same instance, the leading players cannot rest on their laurels and

will have to spruce up their act, quickly sorting out loose ends to prepare themselves

to face a new competitive millennium,
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APPENDIX 1

Competitors’ Company Profiles

e
Sri Lanka Insurance

Corparation L1 d
Vision
To be the most preferred Financial Service Group in the Region.

Mission

To be a customer focused company that is most trusted and be constantly innovative in providing
financial products and services that are best value to our customers whilst adding value to the
shareholders and to be a good corporate citizen.

History

Sri Lanka Insurance was incorporated by a special Act of Parliament in 1961. In 1988, the insurance
field was liberalised ending the virtual monopoly enjoyed by the corporation and consequently was
subjected to operate in a competitive environment. In 1993 with the objective of providing greater
autonomy to operate in this environment the corporation was converted to a fully Government owned
limited liability corporate entity and subsequently sold to the “Distilleries-Spence Consortium” under
the Government Privatisation Plan in April 2003,

Present

Sri Lanka Insurance is the largest and strongest composite insurance provider in Sri Lanka, with over
Rs.32 billion in assets under management, over half a million policies in force and an average claims
settlement of Rs.12 million a day: It is the first and only insurance company in the country to be
assigned a prime AA- rating for Insurance Financial Strength from the global rating agency Fitch
Rating London. With strong re-insurance arrangements, a highly experienced technical knowledge base
and the widest network across the country, the company has over 40 years experience in fulfilling the
insurance needs of the Sri Lankan people.

Appendix 1...... Competitors’ Company Profiles
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CEYLINCO INSURANCE
COMPANY LIMITED

Mission
To provide protection and financial security of the highest quality to society, whilst adding to share
holders wealth and recognizing, rewarding and valuing the dignity of our staff.

Corporate Goals
% To provide an attractive return on investment to shareholders, whilst retaining adequate funds
for growth and to achieve a high degree of stability which enable us to hold true to our mission
in all business conditions.

2,
L4

To be a leading provider of protection and financial security in Sri Lanka and selected
international markets.

% To develop highly satisfied and motivated employees at all levels, who will contribute
effectively and efficiently, towards the achievement of overall objectives of the company.

3

-

To contribute to the economic development of Sri Lanka and enhance the quality of life of its
people.

History

The General Division of Ceyliggo Insurance comimenced 4n (1888, and it has been the market leader
since 1994. The division's l@;‘ packawed ‘policiés! bravidetotal protection against almost every
possible hazard.

The company was placed within the top four General Insurance Companies in Asia, competing with
over 1,000 insurance companies and received this prestigious award at the fourth Asia Insurance
Industry Awards Ceremony 2000, held in the Philippines. The company was also internationally
recognised as an industry leader in product innovation, both in 1999 and 2001.

By developing an entire range of packaged products over the years and by providing risk management
services, the company has been able to assist its clients in solving all their insurance needs. The General
Division now has 65 branches island wide and also possesses mobile sales units, taking insurance to the
doorstep of rural dwellers.

Present

The company in year 2004 surpassed other insurance giants to emerge as market leader. This is indeed
a remarkable achievement considering the many restrictive factors. Ceylinco Insurance has reached this
mark in record time dislodging insurance giants SLIC who were protected by state ownership. Our total
market share now stands at 50.1% with 26% in non-motor and 39.5% in motor insurance policies. The
stride towards market leadership has been achieved through a long-drawn plan by Ceylinco Insurance
to be the most innovative customer-friendly, socially responsible insurance company in the country.

During the year under review the company recorded a premium income of Rs. 2.27 billion for non-
motor policies with a growth of 26.9%. Motor insurance policies recorded a premium income of Rs.
3.31 billion, a growth of 71.5% aided by innovative and customer-oriented marketing approaches. Both
categories together accounted for a total of Rs. 5.58 billion in premium income with a 50% growth.

Appendix 1...... Competitors’ Company Profiles
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NATIONAL INSURANCE CORPORATION LIMITED

Vision
To be the No.1 insurer in Sri Lanka with excellence in service standards.

Mission
To strive for excellence in:
« Service delivery to policyholders.
% The development of the company’s human resources.
«» Ensuring a fair return on capital to shareholders.
« Continuing to fulfil our social & corporate responsibilities.

History

In September 1995 Janashakthi General commenced operations as the first specialist General Insurance
company in Sri Lanka. It has grown by over 30% each year, except in 2000 when the figure was 25%.
By any standards this is an excellent performance.

In October 2000 the Board ‘»@i‘ e two companies degided fo merge and Janashakthi Life took over the

assets and liabilities of Jawastakthi, Gengsal and formed one company - Janashakthi Insurance
Company Limited. The merger has strengthened the company and enabled to achieve even greater
success.

Early in 2001 Janashakthi Insurance Company successfully bid for 51% of the shares of National
Insurance Corporation, a government privatization. Despite severe competition from other companies
both local and foreign Janashakthi succeeded as the successful bidder. The two companies together
share approximately 15% of the insurance market in Sri Lanka.

Present

The company's 10th year of operation registered a record turnover of Rs. 3.1 billion premium income,
thus becoming the only insurer in Sri Lanka to surpass the Rs. 3 billion mark within the first 10 years of
operations in Sri Lanka. The company also re-launched it's comprehensive motor insurance policy as
Janaratha Full Option with an unprecedented package of benefits including onsite claim settlement with
a dedicated 24 hr Call Centre.

Appendix 1...... Competitors’ Company Profiles
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UNION ASSURANCE
Vision

We will be always be acknowledged as the most efficient, secure and profitable insurer in Sri Lanka.

Mission

Protection and financial security through professionalism, service excellence and the strength of our
resources, whiles safeguarding shareholders interest, providing our employees and field staff with a
rewarding career and fulfilling obligations to the community.

History

Union Assurance is a composite insurer transacting both Life and General business including personal
insurance, in operation since 1987. A Public Quoted Company, UAL entered the insurance arena at the
time the private sector was permitted to set up in insurance, following the enactment of the Control of
Insurance (Amendment) Act No. 42 of 1986. Committed to pursuing the highest standards of service
and security, UAL is backed by the corporate might of blue chip companies John Keells and Carson
Cumberbatch. The 15% stake of IFC (International finance Corporation) in UAL changed hands

recently with Eagle Insurance_purchasing the 15% of UAL Share holding held by IFC. The IFC stake
was equally acquired by Eagigeolic MHofacr s Tund! Fidte 'i;"qglk"pi}?‘ fund and Eagle shareholder fund. This
is further testimony to the s™®gth and stahiluy of DAL

Present

Union Assurance is well placed to provide a caring and efficient service to its clientele, which include
many of the largest trading and industrial organisations in Sri Lanka as well as individuals from all
walks of life, through an extensive network of 44 branches islandwide, strategically located
throughout the country. It was, in fact, the first insurer to open a branch office in Jaffna.

UAL's re-insurers are world leaders, chosen for their dependability and total security. In short, they are
the best in the business. The company's Paid Up Capital as at 31 December 2003 is Rs 250 million and
Net Asset base, Rs. 821 million, also indicators of its financial stability and strength, which place it
firmly at the apex of private insurance service providers in Sri Lanka.
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EAGLE INSURANCE

Come onder our wing

Vision
To be a world class provider of financial solutions for protection and wealth creation.

Mission
To be the most sought after Insurer and Fund Manager in Sri Lanka for Security, Return Optimization
and Excellence in Service, Achieving Leadership in identified segments of the market.

History

Eagle Insurance Company Limited began operations in Sri Lanka in 1988 as CTC Eagle Insurance
Company with Ceylon Tobacco Company (a member of B A T Industries, UK) as the Company’s main
shareholder.

Following a global strategy in 1999, B A T Industries divested its financial services businesses to
Zurich Financial Services Group based in Switzerland. Eagle thus became part of the giobal
conglomerate Zurich Financial Services, with a local partner — Sri Lanka’s development banking giant
the National Development Bank (NDB).

In 2003, National Development Bank through its its subsidiary, Capital Development
and Investment Company Limited, acquired 100% of NBD Finance Lanka Limited, the holding
company (87.27%) of Eagle Insurance Co. Ltd. The Bank of Ceylon has 23.92% holding in Capital
Development and Investment Company Limited.

Present

The proud wings of the Eagle have symbolised an unwavering and strong commitment towards
customer service excellence in Sri Lanka. As a composite Insurer and Fund Manager, the Company
offers a wide portfolio of Life, Non Life, Fund Management and Mutual Fund/Unit Trust solutions for
individual and corporate customers.

The Company has earned a commendable reputation for its prudent, professional management, and has
demonstrated a high level of social responsibility and good governance in all its endeavours.
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APPENDIX -2

Summary of each competitor's products

Sri Lanka Insurance Corporation Limited

Is the leading insurance provider in Sri Lanka with the largest branch network island-wide. None of the
other players in the market has been able to create a serious threat to SLIC, because it’s reliability &
involvement with the government,

Product offerings: Range of products under major five categories - Motor, Fire, Engineering, Marine,
Miscellaneous

Most attractive product: FORMULA PLUS MOTOR POLICY

Customer service: The Motor Insurance Department provides its clients with the best services in the
country. For those interested in a Standard Policy, seven possibilities are available; others, who would
prefer a more tailor-made cover according to their needs, have the choice between a Comprehensive
and a Third party cover. The Motor Insurance Department has branched off into unrelated areas such as
Theft only, Fire Only, Fire and Theft, 3rd Party Fire and Theft and Act only; once again, offering
covers aimed at satisfying their clientele to a maximum.

NOTE: | had several visits to the SLIC head office in-order to get information such as the no. of
branches, annual reports, staff capacity, promotional strategies etc. But.... It's very sad to say they
refused to give any of those information which I needed claiming those can be obtained by competitors.
I had no trouble in getting all what | want form all the private sector companies & as far as everyone
agrees, this is the major difference between private sector and government sector.

Ceylinco Insurance Company Limited

Product offerings: Family Guardian, Children's Health Policy, Mapiya Thilina, "A+" International
Student's Insurance, Travel Classic Insurance, New householders Insurance, Suwa Sampatha
International, New Traders Combined Insurance, Lips Insurance, Suwa Sampatha, Title Insurance,
Ceylinco Dheewara Udana, Crop And Livestock Insurance, CHP Plus, Ceylinco Doo Daruwo
Rakshanaya, Ceylinco Office 2000, Ceylinco Leasing Cover, Ceylinco Support Line, Ceylinco Niroga

Most attractive product: CEYLINCO VIP ON-THE-SPOT MOTOR POLICY

Since 1994, Ceylinco Insurance has been the market leader amongst the private sector insurance
companies in Sri Lanka offering a unique range of products to diverse customer segments. It was the
first insurance company to introduce packaged policies to the market, which provide total protection
against almost every possible hazard that could occur. While offering life insurance covers for critical
illness, accidents, hospitalisation and old age; it was also the first to introduce minors' policies and
accidental cover for minors.

Distribution network & employees:
CIC - is operating with 115 general branches & 95 life branches ( Excluding over-seas offices in Nepal,
Bangladesh, Maldive Islands and Mauritius ) & total of 2217 employees island-wide.
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Janashakthi Insurance Company Limited
+

National Insurance Corporation Limited.

Product offerings:
Range of products under major five categories - Motor, Fire, Engineering, Marine, Miscellaneous

Most attractive product: JANARATHA FULL OPTION MOTOR POLICY

Uniqueness:

¢ The only insurance company in Sri Lanka to register a record turnover of Rs. 3.1 billion
premium income within the first 10 years of operation.

¢ Janashakthi has a unique history in claim settlements which demonstrates the financial
stability of the company. In fact, we have paid the highest amount in claims consequent to
December 26, 2004 Tsunami catastrophe.

¢ Island-wide onsite motor claim settlement with a 24 hr Call Centre.

* The only insurer to include insurance for death or injury resulting from terrorism under it's
accident insurance.
The only insurance company to buy a state owned insurance company in Sri Lanka.
The only insurer that provides world-wide cover on it's health policies.

Distribution network & employees:

Through a network of over 80 branches spread across the entire country, the company locates it’s
services and operations close to the customer, offering a high degree of convenience. Workforce consist
of 1225 staff members & over 750 field officers.

Customer service: Customers pay their insurance premia via SMS service and they too can receive
their renewal notices via mobile phones. Janashakthi ** Virtual customer service centre” on the web,
makes the interaction between customer & the con r and even claim intimations can be
made online.
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Union Assurance Limited

Product Offerings:
Range of products under major five categories - Motor, Fire, Engineering, Marine, Miscellaneous

Most attractive product: UNION MOTOR STAR POLICY

Distribution network & employees:
There are 44 branches in operation island-wide along with 537 staff employees and over 1500 as field
sales force.

Customer service:

UAL branches are linked to a centralised computer system in the head office in Colombo, which
enables all branches to provide a complete insurance service to custoniers, without the necessity of a
visit to Colombo. These IT initiatives support the company’s commitment to operate efficiently and
cost-effectively, which gives it the edge in terms of speed and efficiency. The Union Assurance Centre
in Colombo, built and owned by UAL. is also equipped with all modern facilities and designed as a 'one
stop' insurance centre, at which UAL's customers could transact all their insurance business. A
significant milestone in UAL’s pragress and expansion was the opening of the Union Assurance Centre
at Kurunegala in March 2003. The Centre is the largest and most modern building in Kurunegala, with
a training facility that caters to UAL branches in the region.

Eagle Insurance Company Limited

Product offerings:
Non-life solutions are offered in the areas of property, marine, motor, personal accident and health
insurance.

Most attractive product: CAR PROTECT MOTOR POLICY

Distribution network & employees:
Eagle has 25 branches island-wide to capture insurance business. 449 employees under permanent work
force & over 600 as the sales force works on a commission basts.

Customer service:

Eagle has put in place a comprehensive framework networking head office and branches to inform the
company of any customer complaints appreciations as it is made. This real time system enables the
management to take speedy action where necessary. Eagle also conducts internal & eternal studies to
measure customer satisfaction levels, to enable the company to continually on service standards.
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APPENDIX 3 - Union Assurance Limited

Financial Highlights

Consolidated Revenues

nvestments
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As. Mn

Gross Written Premium
= General Insurance

00

0

[
00 07" 02 03 O4

Life Fund

3807

2004 2003 Change %
Total revenue Rs. mn 2,268 2,147 6
Profit after tax before tsunami related
expenses and surplus from life insurance Rs. mn 127 99 28
Surplus from life insurance Rs. mn 33 (100)
Profit / {loss) after tax including tsunami related
expenses and surplus from life insurance Rs. mn (60) 132 (143)
Eamings / (losses) per share Rs {2.40) 3.30 143)
Net assets per share Rs. 2844 3284 (13)
Return on equity % (8) 16 152)

Gross Written Premium
- Life Insurance

Net Assets

s, Mn

Rs, M
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Human Resources

Staff Srength
As at December 31 2004 2003 2002 2001 2000
Executive committee 8 8 8 6
Assistant general managers 7 8 10 6 9
Senior managers 17 16 n 9 7
Managers 138 13N 145 13® 125
Executives 189 194 204 218 198
Non - executives 177 190 13 206 220
Total 537 547 N 586 365
Age Analysis of Staff
Age group Executive Asst general Senior Non 2004
(Years) committee managers managers Managers  Executives  executives Total
31-60 4 - 5 6 3 8 26
41-50 3 S 5 33 33 24 103
31-40 2 2 7 79 78 61 229
21-30 - - - 20 74 79 173
20 and below - - - - 1 5 6
9 7 17 138 189 177 537
Service Analysis of - .
Age group ecytive  Asst ganeral . Seniqr Non 2004
(Years) ' e mitee . | APPEES managers Managers  Executives  executives Total
16-20 - b) 2 33 N 34 107
11-13 - 1 S 20 24 18 68
6-10 3 - < 27 38 47 19
S and below 6 1 [ 56 96 78 243
9 7 17 138 189 177 537
Staff Strength Age Analysis of Staff Service Analysis of Staff
\‘ \
= L
W Erecutive committes L_IaEL
W Asustant geneal managers -4 -5
W Senor managers | neae
M Maragors -3
Faecutives . 20 o7 billow
W Non - saoutives
20 Union Assurance Limted 4Anvuel Sepor SO0
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Ten Year Summary

2004 2003 2002 2001 2000 1999 1998 1997 1996 1988
Consclidated Statement of income
Revenues 2267840 | 2147040 1,909,352 1640549 1416840 1,103,034 922,708 303,685 723,352 804411
Net esmec prevaum 1802453 [ 1685400 1517401 1310381 1190832 950243 823060 705062 634122 537442
Insurance clamrs and benefits \ret) (1.476.956) | (1.264716) (1.223683) (323835) (778.266) (S48.028) (447654) (357081) (328787 (260382
Underwriting end net ecquisition costs

linaiuding remeurance! [329,435) | (167.212) [143.580)  [87.667) _ (60.865)  |40.408)  (43.300) (33414  (27.197) (22345
MNet premsume less tenednz,

loszes end expenses 96042 | 253472 150,128 298878 351803 361809 33106 314567 281130  2maTs
investment erd other ircome 455387 | 461740 391,951 330,168 226008 152791 59 628 $8.623 89228 €6 365
Experses 1611,427)| (981,362) (SOt (449.643)  (430,668) (411.202) (335451) (342839) (306500, (262088
Taxation (10,048) {1.408) 1 - - - - - -
Profe ater taxetion (60,047 | 132287 38578 179403 147,341 |a,- $6,303 70,351 63768 50,585
Groge wntten premium 1 $67,153
e —%-ﬁﬁ-ﬁ-—ﬁw—%w—'ﬁ-—&%—ﬁw
Net oieime nourred (A465€0)| (315916) (476.365) (362835 (279,844 azm (223671} (msm nm]
Net commissione 8,466 1247 (2.398) 28,655 40,424 31,106
Expencec 1320, 017 214111 173.Y
s ST —ﬁ%—%&—%%%—%&—%—%%%
Groge wrtten premium 1259509 | 1096146 34147 730417 701960 529487 219172 329212 2613588 200221
Ne written premium 3 'j'ﬂ'l:!f ‘W T EREE T Seew  aia ¢
Investment ard other ircome 360,375 248 107413 74,018 47,580 49,002 39248 23019
inoresse i ife fund (747220 | m\jq @ﬁ _WT8NSE)  415086) (278.416) (151.183) (7am88) (35672 (7617
Net benefs payesie (283,186)| (247,114) [139.796)  (82843) (95541) (96,840 (72819)  [81.965) (54588 39800
Net sommissione (B38ST1)| [17848S) [(141.182) (116322) ([101.385) (9950%) (7a496) (67.069) (57762 (95560,
Expenses 1390,532) «u.tm) muu) mn m (191,401) (190,773} (149,196} (136897} (103.31§) 196,170
Trenster from sherehcicers - a,ou 76,868 A 5,797 8522 16,407
Surplus from life inewrence fund - uoeo 21, rm zo.oon - 19,500 15,000 12,500 6.300
Consolidated belance sheet
Assets
nvestrerts 3F5548T ITMEEST 1365IN) 1625388 1247668 1 mw 764871 58043  Saama
intangibe ssces ! s 500 77,000 82,500 $3.500 $9.000 104500
Property plant end equpmen: P, I ankd 08— i — s IS TRRE2NNS e
Other assets and recewsbies (Alcsssiods [l Hhos o5 747583 753798 sa0488  2mases  aseg2:  3096M)
Cazh 83 sech equiveents 591 34214 457 185848 123,083 88.202 66,260 39578 37.247
Totel assets 5071017 4881015 2221021 2952137 2421963 1962009 1455221 1404547 1198102
Labilites
nsurance provision - e 3805826 | 3059606 2357920 1750388 1272230 857,164  £78748  42758% 352666 277024
Urcieimed berefits - Iife 96,006 71322 &Ny e 28,951 o X 1) 18,660 6,368 s282 4358
Insurance proveion - genersl 2858455 | 1937266 1178179 1,087,270 615219 655031 447540 303608 420324 291011
Orher wabiites srd oredrore 621,666 | 982026 617079 _ 376564 296615 330385 _ 194948 138805 194922
Totel tebilities 7382957 | 5250020 4134965 3452455 2202968 1837756 1375733 930508 926107 767355
Shereholders equity B
Sheve ospts 250000 | 250000 250,000 200,000 200000 200000 153333 133333 133333 13333
Share premam 16,667 16,867 16667 66667 65,667 66667 133333 13533 138933 1333
Reverue reserves 434283 | 554330 459,383 501,899 300495 317540 319610 256049 211774 164281
Totel shareholders equty T 710950 | 830987 b

3

investor informaton B

Return on net sssets (%) .45} 16.13 5N 334 232 17.70 16.43 1348 1383 1384

Earnings / [losaes) per shere (Re.) (2.40) 5% 15 e 585 48 sas 28 258 238
Divdend per shere (Re | . 200 150 80 2. 2.00* 133 107¢ 087 067"
Net sssets per share Rz | ma L -3 904 30.7a 2637 2.5 2348 2091 1914 1723
Market prioe per chere (Rs -LSN 45.00 30.00 30.00 3000 3000 2300 a0 40.00 49.00

Market cepralisation (Re Mn | 1128 1,128 750 600 600 €30 87 560 £33 €53

Price eernings reto (times) NA 849 1942 4w 510 725 753 1493 15.68 2056

* Divted for subsequent banus issues

Other informetion

Number of empioyees 537 Sa7 173 586 85 512 00 [ 104 495 475

66 Union Aseurance Limited Annue Sesort 2004
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Consclidated Revenues
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Ten Year Graphical Review
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Union Assurance Branch Network
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APPENDIX 4 - Ceylinco Insurance Company Limited

Review of Chief Execguti

During the year under review the company recorded a
premium income of Rs.2 27 billion for non-motor policies
with a growth of 26.7%. Motor insurance policies recorded
a premium income of R8.3 31 bilkon, growing by 71.6%
through inncovative and customer-oriented marketing
approaches. Both categories together accounted for a
total of Rs 5.58 billion in premium income with a 50%
growth.

Innovation and Customer Orientation

Our emergence as market leader has been constantly
attributed to nnovation and customer-orientation. This has
been proved in recent years by our trendsetting product
innovation of VIP “One the Spot” that earned us regional
recognition at the Asia Insurance Inclustry Awartls last year.
While the industry has followed syt
raising its bar, This year we [l () ﬂ: e Lm!f./.lf’
with severa new value acl Vi, 1Ay Jdr
have the option of receiving ron
emergencies even without an accdent.
benefits also extends tc plastic surgery in cases of
accidents

Cevinco-has
iCran

The company also strengthened its service delivery with
the establishment of a new VIP centre in its newly acquired
building at Nawam Mawatha. This centre has been
designed to handle all VIP related services from applying
for an insurance policy to on the spot claim settlement. A
24 nhour call centre operation now offers our policyholders
a comprehensive service and much quicker response
times.

Leamning from the Tsunami disaster, we were able to take
our innovativeness even further. Ceylinco Insurance
became the first insurance company in Sri Lanka to launch
a comprehensive natural disaster cover within a month of
the disaster. Paolicyhoiders can now protect themselves
against Teunamis, lidal waves, earthquakes, volcanic
eruptions, floods, cyclones, storms and tempests, earth
slips, land slides, hurricanes and tornados

Going Forward

The momentum gained thus far and the new status as the
leading insurer in the country makes us more confident and
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e Director (General)

stronger in cur guest 1o establishing Ceylince as an icon for
insurance in the region. Our overseas opearations togather
with our parlners in Bangladesh, Nepal, Mauwitius and
Malidives have continued to perform well. Encouraged by
the progress wa continue to improve our services in these
countries.

Economic Outlook

As at the end of third quaner or AU, me Uenorar’ (Gant
forecasted a growth rate between 5% and 5.5% for 2004
consistent with the expected economic performance for
the same period.

The sarvices sector that had continuously recorded over
6% quarterly growth during the last two ysars grew by
7.5%, contributing the most to the overall economic
growth. Specifically, the insurance, real estate and other
financial services sub sector grew at 12.8%.

Although having considered the economic outlock as al
the third-quarter of 2004, we would have to be mindful of
the post-Tsunami effect on the economy that is yet to be
detailed. The disaster that affected the performance of the
insurance sector together with general elements such as

infiation, regional disparities, government debl and
wvulnerability of certain economic sectors such as
agricullure and power that emerged during the year; is
certain to cause an adverse impact on the sconomic
outlook for 2005.

Industry Outlook

The year 2004 is also of mportance to the Sn Lankan
insurance industry. The Tsunami lragedy was an eye-
opener to the general public. Many discovered the pernils of
having under-insured their belongings thinking of the ‘rainy-
day' that never comes. This realisation has sent a strong
message to the public.

As a leading insurance company that has responced to
halp these people at a time like this, we have only words of
wisdom for the future. “Never wail without insurance, and
re-assess the true value of your assets”.
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Ten Year Summary

GENERAL INSURANCE
Gross Written Premmum

Neat Wntten Hremium

Net Earned Premium

Net Claims & Bonsfit Payable
Underwriting Surplus
Investment & Other Income
Nat Profit for the yoar
nvesimants

Property, Plant & Equipment
Total Assets
Non-Life Insurance Provisions

LIFE INSURANCE

Gross Wiitten Prenium

Net Written Premium

Net Benefits Expenses

Invesiment & Other Income

increaso Long Torm Insurance Funds
Surphss from Long Term Insurance Business
Investments

Property, Plant & Equipment

Long Term Insuranco Funds

SHAREHOLDERS' FUNDS
Sharg Capital

Capital Reserves

Retained Earnings

Palicyholders® Benefit Resarve
Tsunam! Relief Reserve

General Resarves

Net Assets [Sharsholders' Equity)

INFORMATION PER ORDINARY SHARE
Earnings (Rs.)

Dividends (Rs.)

Net Assets (Rs.)

Market Valug (Rs.)

RATIOS

Gross Premium incorme Growth (%) - General
Gross Promium Incoms Growth (%6) - Lifs

Net Profit Margin {%)

Return on Total Assets (%)

Return on Sharcholders' Funds (%)

Property, Plant & Equipmant to Shareholders’ Funds (o)
Rate of Dividerxds {95)

Diidend Cover (Times)

Price Earning Ratio (Times)

Revenue Per Employee (Rs."000)

Net Profit Per Employee (Rs.'000})

OTHER INFORMATION
Number of Envyloyees
Number of Genera! Branches
Number of Life Branches
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Rs.'000

910,726
541,038
458.704
162,826
294,197

48,982

51,344
406,910

223,200
994,305
258,680

693,772
653,484
103,328

92,740
243,620
625,064

71,717
666,078

84,000
107,505

6.1
1.50
38.97
27.00

33.56
48.43
564
5.16
16.29
66.48
15.00
4.07
4.42
989.69
31.99

1,605
53
46

1998
Rs.'000

1,063,390
837,180
583,088
257,409
322,876

57,891
53,044
471,845

240,403
1,395,912
303,568

817,428
768,478
102,226
135,520
365,633
916,982
130,357
1,031,711

84,000
107,505
34,670

376,175

6.31
1.50
44,78
20.25

16.76
17.82
4,89
3.80
14.10
83.91
15.00
421
321
1,185.69
33.72

1,573
&3
62

1997
Rs.'000

1,202,248
738.089
675,700
305,171
378,029

62,732
63,881
595,467

238,842
1,455,629
428,438

940,002
883,222
109,806
212,320
620,468
5,000
1,464,592
129,045
1,661,179

84,000
M3672
184,441

50,000
432,113

7.60
1.70
51.44
18.50

13.06
15.00
5.31
4.39
14.70
51.84
17.00
4.47
2.56
1,272.12
37.93

1,682
53
85

1998
Rs ‘000

1,333,048
802.061
756,367
372,337
409,861

67,364
72.369
584,580

307,587
1,291,064
452,509

1,033,865
978,565
156,076
215,711
523.810

.50

1,880,472
200,882

2.084.989

84,000
114,672
200,096

90.000
487,768

8.62
2.00
58.07
18.00

10.88
9.99
5.43
5.61

14.84

€3.08

4.31
203

1,263.03
38.62

1,874
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1989
Rs.'000

1,565,594
905,764
846,579
440,884
463,581

78,045
80,559
698.959

331,659
1,631,411
491,065

1,246,142
1,206,015
240,405
265,626
628,854
12,000
2,372.556
235,305
2713843

84,000
13,672
213,998

140.000
551,670

9.59
2.00
65.67
29.00

16.69
20.53
5.18
5.26
14.60
60.12
20.00
480
3.02
1,416.45
40.73

1,978
56
68
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2000
Rs.'000

1,695,047
1.050,416
1.002.861
519.441
509,838
82,635
114,960
734,182

343,603
1,724,438
647,918

1.661.068
1.608.873
294,180
386,062
1.017.672
20,000
3,312,889
230,148
3.731.615

138,600
122,072
260,025

240,000
760.657

8.30
2.00
54.88
17.00

8.96
33.30
6.78
6.67
1511
45.17
20.00
4.15
2.05
1.788.02
61.26

1,877
59
66

2001
Rs.'000

1,895,185
1,340,841
1,182,870
512,379
668,430
100,732
143,950
913,402

692,239
2,431,982
678,418

2,157.266
2,001,007
378,771
598,120
1,482,879
30,000
4,483,127
531,661
5,214,394

138,600
122,072
226,255

8.66
2.00
63.27
26.00

11.81
29.87
7.60
5.92
16.41
78.94
20.00
5.19
2.50
1.965.30
69.81

2,062
60
70

2002
Rs.'000

2,607,342
1,805,661
1,454,608
764,014
633,208
157,084
223,211
969,532

908,591
2,891,218
1,007,771

2,359,672
2,291,884
439,522
842,356
1,656,771
120,000
7,831,463
770,065
8,871,165

166,320
94,352
249,466

000
138

13.42

2.00
€6.14
33.25

37.58
9.38
8.56
1772

20.29

82.69

20.00
8.71
2.48

2,180.51

97.09

2,209
62
77

2003
Rs.'000

3,721,207
2,806,972
2,286,423
1,312,831
903,031
116,106
255,373
1,384,797

949,857
3,544,682
1,598,980

3,042,854
2,957,424
866,841
1,099,984
1,804,375
105,041
7,782,234
856,398
8,675,540

160,320
94,352
271,575
50,000

740,000
1,322,247

12.80

2.00
66.25
35.50

4272
28.94
6.86
7.20
19.31
71.82
20.00
7.67
2.77
3,240.95
122.38

2,087
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2004
Rs.'000

5,580,641
4,563,623
3,656,663
2,173,189
1,242,032

206,861

407,349
1,814,842

1,107,157
6,749,102
4,374,778

3,961,390
3,851,669
1,550,546
845,894
1,369,252
151,602
8,982,385
1,063,365
10,044,792

199,584
80,672
657,237
38,423
550,000
170,416
1,696,332

20.41

2.00
84.99
40.00

49.97
30.20
7.30
6.04
24.00
65.27
20.00
10.20
1.96
4,304.03
183.74

2,217
115
116




APPENDIX 5 - Janashakthi Insurance Company Limited

The Group recorded an oparating profit of
Rs. 102 Mn as against an operating profit of
Rs. 327.8 Mn in the previous year. It incurred a
Net Loss after tax of Rs. 114.7 Mn in comparison
with the Net Frofit after tax of Rs. 178 Mn
recorded last year

Operating Profit

= B k.

00 01 02 08 04

Janashakthi felt a gre
the people who bore 1 &% sl il sy o
in terms of lives, livelihoods and property. The fact
that we were able to stretch our hand out to them
in their time of need, outside the normal policy
conditions, has left us all with a great deal of
happiness and satisfaction, that as an insurer, we
have gone beyond the call of duty. Every single
insured (there were over 500 who suffered but
had inadequale cover) was compensated in one
way or another. Fully aware of the negative
impact on our bottom line, the Company
nevertheless took a considered decision to pay
over Rs. 50 Mn in ex-gratia claims. Our own
confidence in our resilience and ability to recover
from these payments and consequent losses
within a short period, led us to reassure our
shareholders that we have dane the right thing in
the long run, keeping not only our own interasts,
but the larger national interest, also at heart.

Beyond the black anc WE° Of hAveHRCST Morstuwa, Sri Lanka
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General Insurance

Janashakthi's General Insurance business,
achieved excellent results duning the year with a
50% gain in Gross Written Premium (GWFP)
reaching Rs. 2.48 Bn. The strong and sustained
performance in the Company's general business
is a direct result of its broad array of innovative and
flexible insurance solutions, financial strength,
superior service and responsive claims handling

Our *Full Option™ motor policy has been a
resounding success and the Motor Insurance
sector continues to be our core area of business
registering a remarkable growth of 48% reaching
Rs. 1.68 Bn in the year under review as against
Rs. 1.14 Bn last year. The other sectors Fire,
Marine and Miscellaneous all showed healthy
growth rates during the year.

_ General Insurance GWP
Rs. A

§
A
§
gI
0 o1 0 03 04

General Insurance
GWP Mix - 2004

2483

14%
- 14%

68%

® Fro

® Motor

@ Marina

@ Miscellaneous
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Ten Year Summary

InRs. 000 2084 208 0w 2001 2000 199 1998 1997 1695
General Ingurance v B -

Gross Watten Prerrzum 2483181 1561607 13002 1010754 582665 472090 350212 240 2092
Remsuraico (498413) (@mE%6) (2B2000) (25963 (14BR1S) (121337) (HBEOT) (9142, (25380
ChangslnUngamed

Promium Reseves (341,393) (170480)  (B1077)  (56,191)  (55745)  (58891)  (35.6%4)  [31.366) {€1.463}
Net Earmed Premium L3370 1207521 1088019 TBE0 0125 IR 165911 10&TT 59208
Nat Acqusition Cast (1180 @98  EBMY (725 @39 e 208 2@ s
Net Clgims (319838) (724962) (BADST) (488.702) (25050M) (179250) (127215  (6903M) (47,13
UnderwiilingProfilLoss) 211935 85T 0703 22268 | N9 13716 00710 Mdor 3y
Investmant incema and

Other lneame M9286 236600 05560 184881 54605 23721 1274 6844 6om
Oporating Expanses (531967)  (350361)  (04.014) (403.998) (146,864) (105508)  (86.578)  (65258) (60367
Transfor iom Lile Fund 2137 1648 - 47,380 6040 - - - -
Profitfiom Oporating Aclivities 102,181 307847 68566 50916 24910 2129 18BN 150 (4%
Finance Cost (185481)  {149605) (19.785)  (68651) - - - - -
Profit{Loss)before Tazation  (83290) 178242  (51189) (17735 24970  R4® 16850 1503 (69480)
Taxation (31,814) - (51) 57 - 136%) (4500 -
Profit{Loss)atter Taxatlon  (118,104) 176242 (512%0) \17.403) 24970 26437 12350 1508  (334g
Minonity Interest 4 = @3 - - - - =
NelProfit{Loss)forthoyoar  (114752) 178242 (75035  (33829) 24970 28437 12350 1508 (304
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Janashakthi Insurance Limited - Branch Network
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APPENDIX 6 - EAGLE INSURANCE COMPANY LIMITED

Business Review

Non-life
Combined Ratio

I
n 02 03 04

Nan lifn CAD Niv

Investment Income and
Other Income -
Nonife -

[ U o 02 03 04

Non-life GWP rs. o

00

1~
S

Accident

Fire

00 m 02 03 04 ® Marne
Motor

@® Terrorism

Non-life Insurance Business

The Non-hife Insurance business faced a year of

multple challenges which took a roll on overall

operating results. GWP declined narg nally from
the previous year to Rs. 1,058 mullion. Ner Earned
Premium declined by 10% from the previous year to

Rs. 404 mulbon Total revenue growth was

contained due ro an on gomng mnonabisation of the
overall business portfolio and the strategic exir from
non-core markets that have yielded losses or

unfavourable claims experiences,
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Net claims
mncreased by 20%
over that incurred
mn the previous
year, with large
claims being
incurred particulacly m the
Maldivian market and on
account of the Tsunam:
Category-wise fire and
health registered the largest
growth in nct clams whilst
a decline was witnessed
from the motor and marine
scctors. Total claims liability
ausing on account of the
recent Tsunami including
provisions for ex-gratia
payments have been charged
in the financial statements.
In comparison to the
ilr&'\'l\)ilb VEAr, re-msurance

15 registered a

» Non-life

orded an

I g profit of L

Rs. 197 mulbon for the vear

it
ranys

The negative claims experience 15 reflecred in the
Net Loss Rano nsing to 77% from S8% 0 n 2003
The Expense Rauo decreased 0 38% frum 407
recorded in the previous year. The Net Combined

Ravo mncreased to 1153% from 98%% as the Noa-hfe

business ncurred an underwriting loss.

In the forthcoming year, several key imuanves wall

be undertuken to mmprove Non life busi

returns. A focus on rop line growrh within sclected
market segments and a complementary dnve o
expand existing distribution channels will be
undertaken. The Company has also secured new
re-nsurance rreaties on more favourable terms

Furthermore, recent catastr phic events have ereatec

arencss and a need 0 market place to obran

cover S0 onaturl O urance will

sters. Eagle In

endeavour to add appropriate msurance covers to it

existing product offerings
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Decade at a Glance

Statoment of iIncome
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Net chins & beavtis

Comnrzaiem (net of
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Incecasein Long Term
insumnen fund

Cperating & administrative
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intangible gems

Total Business (Group)
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Fgpembtiime on sexvtuc e
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Finance costs
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2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
1,058,024 1,072,666 909883 TIOSEY 686,113 666,823 SUB51Y  4IN030 462084 434480
404,482 449357 BIKKEY  VIT073 0 2R0N83 234016 IBRA3Y ISRSI6 BTU6T 143,7M8
240,162 129.242  14R052 110052 76,585 42,070 143,676 B2 ARANT 17365
(312,811)  Q61,756)  (1N0,12H)  (IS1L,SS4) (130,089) (126,265} (B4,7IH)  (AS4G1)  (RLIRN)  (WR245)
16,833 12025 72,432 15,521 2ARA98 22037 19,304 17,12 14,345 21544
(277,692)  (324.763)  (248004)  {219.713)  {1T3928)  (1RD.613) (1062697  (01.331) (1T (R1,667)

(89,000) - - - -
1,974 112333 122021 679 81,946 40151 51,640 67939 55,174 12,782

[ 783,197 | [[73s13 ] [eszoaa] [(s7asms | [ soogis | [en 35 ] [wnnare] [os2a] [amgse | [s0ems0]

2,500,131 2,169,832 1,827,208 1677344 1473964 1 141,265 1,002,798 K327 T42222 626,983
2,368,050 2052715 1725379 1507206 1,400,948 1 0Rv Uta 964,133 804,341 TOZ2,705 o1, 400
690,128  GHOSM 16,614 AN 442,844 320225 242036 ZIKYZ2 179,029 115079
(364,232)  (THO660)  (463.224) (406472} (2TI4S1)  (RU2HUE)  (2I6RTSY {(1TSSES) 1l :664)
(321,321)  {274511) {22657 {193.068)  {179.217)  (145526)  (1WnB21)  (114.83) (10341 (105937
(1,3728: (924792 5.2 {r.co (882.503)  (537.525) (465.502) (3563521  {417.78Y) (M1981)
50,0 S4T30 (8244015 ) (BIRATY) (288921) (223975 (106256 (106,797
250,000 215000 192,904 145,205 108855 125,140 74,071 62,114 53,958 3010
3,558,155 5,242,508 2,737.092 2407855 2,160,077 LHUBDER  L6O0G,302 1321301 1,204,306  1.061 4405
3,728,323 3.347.232 2950453 27011696 2242211 1,722749 1,456.944 1256112 1073034  £79.348
2,772,533 2502072 2064248 1014279 1,699,831 1323930 1152772 963,167 850672 4419t
(2,534,076) (2.121,598) (1,841,731} (1,738,702) (L.445767) (1.078.887) {917,396) (T95.111) (676.363) (532.27M
958,790 845160 386,203 797,417 S43.080 398,819 304172 293995 224502 135,157
(89,000) - - - - - - - - -
(835.152) (883.27Y) (I85,185) (739.959) (6UL076)  (AVLG3Y)  (429.441)  {MT6I6)  QRUSKGT) Q20074
267,095 341,85k 323,557 233,035 196, DGR 152,200 109,907 " 114, 3RS 1104 814 RG2S
- - - - {12,016)  (63,353) - - - -
(3,886) ) (23.446) {53,901} (35,523) {18,034 - ~ - - -
263,209 MK 412 260,630 197,512 165,118 RR.R46 109,907 113383 1114 RS R0,33%
(9,545) - (183} {206) (239) {172) (124} - - (175)
233664 318412 260,453 107,304 164,879 RR.A74 108,783 113,385 104 804 H6, 58
- » - - - - 6,676 7,808 A167 - -
253,664 VI8 412 269453 197,306 164,479 95,350 117,591 121,552 14 K04 RO, IS8
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Balance Shest

(1abees arv Lo th coiet rupect Sesiasd)

2004 2003 2002 2001 2000 1999 1998 1997 19% 1995

Group
Assers
Invesiments 8,646,435 T34 TEE 6212796 4T R ANGA6T 299160 21359M 1631,717 1487722 1,124,679
Py, plant and equpunent 244,016 204 (a7 211,304 235783 209 060 119.457 103,023 70,803 88,213 271,211
Other assets 2,983,017 2397235 1,576,405 1418273 112B.671 1021278 1,137,577 992 204 576,076 458,144
Total asvets 11,873,788 9,636,700 8,03505 6591927 5253898 3,137,805 3376536 2,750,726 3,152,011 1,674,084
Equity and Liabilitics ‘
Share capaial 200,000 oo 20000 200000 200,000 200000 200000 200000 147500 130,000
Spectal reserve fund 235,588 - - - - - - - -
Relicnce reserve 65,000 - - - - - - - .
Generl resarce 516,000 066,01 533.000 18,000,348 600 273,000 212,478 142,878 95,500 S8,0401
Retined c:lming,i 60,302 17,226 6814 12,361 5,055 3.176 129,948 132357 110,853 86,050
“Fon eapinal and recines 1,076,890 . 983226 739,814 630,361 553,055  A7H,176 542826 475235 391833 324050
Mistogisy mwerest - - - .- - - 6,605 (ALY - -
Liabilitics
lusurance pro\‘i::iun l.ung Term 7.985,381 6012836 5687915 4652674 3,651.545 2760040 220515 1,766,013 1,309,600 891,872
Tnswrzna pronssaon - Non-hife 1,512,900 1371 08y 461,676 100,006 301,689 278,288 170,409 161,233 147,384 M2
Orher Rahilities 1,298,617 R6YV.S549 Lo 100 PALR 47,609 612,391 425,001 341,090 AMOR Bk 315,999
“Tota bablites 10,796,898 H653474 1265091 5961566 43700843 3659710 2827015 2268338 175845 159,989
‘Total equuty and abilines 1,873,788 9,636,700 RON5505 6,391,927 5,253,898 4,137,895 3376536 2,750,726 152011 1674034
Long Term - supplemental
Assets
Invesiments 2,502,083 SRT1207 5114610 4195508 3377726 2563415 1,707,550 1M3ST 1,145,360 853,155
Prospery, phant 20d aquipmment - - - - - - 172 ¥ 2,784 5353
Otiwr asx L6 LI66,629, , 871668, - 137,544 1 509.6 3173239 676073 ST0,562 26937 17322
“Total asscts “B499208 0.937.696 5986278 4 8100521 BART 2,936,654 2,383,795 1875115 1417491 1029230
Deferred mvestment TS TR

gains seserve - - - - - - - 856 - -
Liabilities
Insurance provigion - Long Tam 7,985,381 0612806  5.687.915 4,652,674 3,651,545 2769040 2231515 1766013 1509661 891 R72
Olther lzhibues 463,837 325,060 298,363 220,378 235,79 167,614 152,280 105,240 107 830 137,354
“Theal liabilities 8,449,218 6,937,896 5,986,278 4873052 3887341 2936634 2383795 (875115 1417491 14292\

2004 2003 2002 2001 2000 1999 1994 14997 19446 193

Investor tnformglion
Retuso un oes assets ) 24.44 3238 30.45 kYR X} 29.86 18.58 20.25 23806 26,01 20.64
Net assets pes share Rs) 53.84 4.16 3.9 M52 22,65 2391 27.14 2356 19.69° 16.20¢
Market price per share

- 3181 December {Ru.) 110.0¢ 120.00 62,50 43.0 34.00 Jo.ou 35.00 50,00 4275 54.00
Lasnmgs per shae Ry 12.68 1592 13.47 987 3.24 477 5.58 6.08 5.29¢ 13t
Price casnings caiio {times) 8.67 1.54 1.64 4.36 w2 758 5.95 423 8t 1254
Market capiwthsaion {Rs. Mn} 2,200 2,400 1,250 860 680 720 700 1,000 302 st
Dividend per chare (Rs) 5.00 925 800 6.00 .50 8.00 250 210 175 1.3
Employoe Information
Revenue per employes (Rs. Mn) 8.30 7.64 6.88 6.61 5.7 3.6t 330 1.30 299 2%
Net profit per employee  (Rs. "W} 565 pAll 628 481 an 200 267 319 291 249
Number of employees Nis) 49 436 429 41D 442 477 441 38 360 146
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The Life Insurance portfolio of Hayleys AIG is to be transferred to the Sri Lanka insurance Corporation
(SLIC) subject to approval of the courts, the two companies announced today.

Hayleys AIG stopped writing new life policies on June 1, 2004. The current portfolic comprises of
approximately 1,000 policies with gross written premium of Rs. 8,775,081 million. This does not afiect
the General insurance operations which Hayleys AIG continues to grow.

"We chose SLIC because we believe it is best able to provide continuity of professional services to our
clients, thus ensunng they remain in good hands,” said Mike Blakeway, Chisf Executive Officer of
Hayleys AIG.

“The contracl lanins of thelr policies remaln the saime and their insurance protection is not affecled.
Moreover, with the passage of time, a large insurer like SLIC will be able to offer them new products or
services that better serve their changing needs,” he said.

Notwithstanding the transfer of its life insurance portfolio to SLIC, Mr. Blakeway stressed that, as a

" company, Haylays AIG is committed to Sri Lanka. “We have decided to focus our attention on general

insurance where we are now actively pursuing a strategy of expansion. We are one of the largest
foreign-owned insurers still operating in the country, and have increased the capitalization of our general
insurance business to fund growth and ensure the long-term strength of the company,” he said.

Mr. Damien Fernando, CEO and Director of SLIC said: “We are confident thal we can service the
former AIG policyholders at a level which exceeds their expectations. Our new customers will be able to
benafit from our extensive infrastructure and knowledge that has been developed over the last 40
years." Mr Fernando went on to say “Sri Lanka Insurance Corporation manages the largest Life
Assurance fund in Sri Lanka and is the only rated Insurer, AA- (sri), with over 85 branches Island wide
and an extensive agent network. The Life fund currentty valued at approximately Rs. 25bn allows SLIC
to offer its existing and new policyholders unparalleled stability, exposure to new and innovative
products and a leve! of sarvice that cannot be afforded by its compaetitors, especially given S Lanka's

~ current volatle political and economic climate.”

The management would i to assura all existing SLIC policyholders that the transfer of the AIG
portfolio will in no way affgct their guaranteed beanefits or future growth expectations.

Hayleys AIG (HAIG) is a partnership betwes IG companies.

American International Group, Inc (AIG) is the world's leading international insurance and financial
services organization, with operations in approximately 130 countries and jurisdictions. AIG member
companies serve commercial, institutional and Individual customers through the most extensive
worldwide property-casualty insurance networks of any insurer. In the United States, AIG is the largest
underwriter of commercial and industrial insurance. AlG's global business also include Life Insurance,
financial services, retrement savings and asset management. AlG’s financial service businesses include
aircraft leasing, financial products, trading and market making. AlG’'s common stock is listed on the
New York Stock Exchange, as well as the stock exchanges In London, Paris, Switzerland and Tokyo.

Hayleys Founded in 1878, is a quoted public company with a broad-based shareholding. It is a highly
diversified conglomerate with businesses in Coir, Rubber, Environment, Agriculture, Plantations,
Transportation, Inland Marketing, Textiles and Tourism.

Hayleys AIG combines the local knowledge and strong brand of Hayleys, with the International
experience, capacity and product range of AIG companies to form a dynamic local company with a
powerful international influence.

Sri Lanka Insurance is the largest and the strongest composite insurance provider in Sri Lanka, with
over Rs.43.5 billion in assets under management, over half a milion policies in force and an average
claims settlerent of Rs.18 miillion a day. It is the first and only insurance company in the country to be
assigned a prime rating for insurance financial strength from a global rating agency. With strong re-
Insurance arrangements, a highly experienced technical knowledge base and the widest online network
across the country, the company has over 40 years experience in fulfilling the insurance needs of the St
L.ankan people.

For further information, contact: Mike Blakeway on 2382266 or Damien Fernando on 2357721
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APPENDIX 8 - QUESTIONNAIRE

1. Full company name:

2. Formerly known as/Doing business as:

3. Chief Executive Officer & his qualifications:

4. Mailing address:

5. Year of incorporation:

6. *2004 no. employees: *2004:no. Field staf *2004 no. of branches:

7. Is the company listed in the Colombo Stock Exchange?

8. If the company is a subsidiary? / name of the parent company:

9. Do you host/build your own Web site?

10. Function of company Web site: (Company information / Customer service /

E-commerce / No Web site)
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11. Do you plan to spend more on internet operations this year?

12. What are company’s major products offered under the non-life category?

13. Company’s advertising expenditures: (from 2000 — 2004)

14. What percent of 2004 advertising went to the media:
(TV % Radio % Print % Internet % Outdoor % Other)

15. What is your company’s NWP estimate for 2005?

16. What employee benefits does tl ide?

17. What are the staffing plans next year?

18. What is the number one barrier to sales growth?

(Lack of capital / Competition / Labor shortage / Market conditions / Other)

19. Does the company have:

*A business plan? *For how many years? *A financial plan?

20. Does your company expect an improvement in profitability in 2005?

Appendix 8 .....Questionnaire
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21.

22.

23,

24,

25.

26.

27.

28.

29.

30.

Appendix 8 .....Questionnaire

As compared with 2004, do you expect the combined ratio will be higher or
lower in 2005?

Will consolidation among insurers increase next year?

Do you expect a recovery in equity markets soon?

Any beliefs as to the peace process will peaked and the pace of claims will

decline?

Do you expect capacity for malpractices will expand and coverage’s become

more available?

How would you €haracterise the current competition of the insurance sector?

What are the better cost control systems as an effective way to improve

profits?

Does the stock market reversal during last year hurts profits?

What is the most important cause of rising premiums in the insurance

industry?

What are best steps to improve underwriting?
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31. In what area of the insurance industry does your firm primarily operate?

32. What are the biggest external problems faced by your company in doing non-

life business?

33. What are the biggest internal problems faced by your company in doing non-

life business?

34. Which areas of your business are most in need of improvement?

35. How does your company assess the following as ways to improve “bottom-

line” profitability?

e Higher

e Better cost control

e Better customer service

e Elimination of immeasurable risk

e coverage (e.g:, terrorism coverage)

e Acquisitions

e Better underwriting

+ Better asset management

* Developing new, non-insurance businesses
e Creating new types of policies/products
e Improved claims management

e More effective use of IT

e New distribution strategies

o Strategic alliances
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36.

37.

38.

39.

40.

41.

42,

43,

How does your company assess the same factors mentioned above to promote

“top-line” growth?

Have lower investment returns affected your company’s profitability?

What is the most important cause of rising premiums in the insurance

industry?

To what extent does selling of insurance policies (distribution) affect the

profitability of your business?

What is your biggest challenge in selling? (distribution)

What are the ar cot

van youl

npany ntend to open branch offices within next six

months?

How would you currently describe your company’s internal control

environment?

What area of risk is of most concern to you company?
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