SPEECH BY AKI CHAIRMAN- NELSON C KURIA- ON THE OCASSION OF AKI AGM ON 26TH MARCH 2009, AT THE COLLEGE OF INSURANCE

Ladies and Gentlemen:

Everybody is now talking about the global financial crisis which started last year, but our industry was in serious trouble long before the crisis. Indeed the current crisis has just helped to worsen a situation that has already been bad! 

We must never-the-less focus on the global crisis and its impact on our industry much more seriously and which is set to worsen according to the latest forecast from the World Bank. In November last year the CEO of IRA invited the Executive Board of AKI for a meeting as an early opportunity to assess the impact of the financial crisis on insurance companies as it was already clear that the industry was not immune from the impact of the financial crisis. With the deteriorating performance of the stock market it was already evident that the asset values of stocks and investment income were to be adversely affected. It was also projected that some companies with significant exposures in stocks were likely to be affected negatively in their solvency and this was unsettling noting that we were on the verge of the season for renewal of licenses. It was also agreed that a small Task force with senior officers from IRA and two AKI board members be constituted by IRA to articulate the real impact of the crisis in due course and to give advice as may be necessary. There was a delay in the constitution and operationalisation of the Task Force but I am aware that they have already held two meetings and we should expect to hear a lot more from our representatives Mr Githiga and Makhulo.

 There is need to continue monitoring the situation as experts have projected that world economic growth will be negative in 2009 and that a deep global recession will extend to next year. Developing economies are likely to face serious challenges, including failure of financial institutions and currency crises. Job losses and contraction in export markets will have further impact with the onset of recession. Consumers are losing trust as they see losses to their investments and retirement savings plans. For the insurance industry in Kenya many of us have already experienced huge and near devastating losses in our investments.  Despite the gloom, as Insurers we should be encouraged by the findings of LIMRA’s October 2008 consumer survey- at the height of the meltdown- it showed that consumer confidence was higher in insurance companies than any other financial institutions except co-operative banks and credit unions. In these turbulent times, people are looking to insurance companies to secure their financial future. We should seize this opportunity and run with it.

Ladies and Gentlemen:

With the failure of financial conglomerates in the US and Europe, we have also learned a big lesson, that no organization is “too big to fail” and that corporate governance and intra-organisational transparency are very important facets especially for organizations with group structures. 

My dear colleagues, in our industry and especially general business, we have been on the path to self-destruction but now, “The chickens have come home to roost”. The consequences of uneconomic premium rates, reckless under-cutting and over-reliance on investment income as the source of profits and survival in non-life insurance have finally caught up with us. The crisis has come as a rude awakening-indeed it has starkly exposed our fundamental weakness and what we have always known- that our general insurance business can not be sustainable with underwriting losses that have continued to worsen every year and over-reliance on the cushioning effect of investment income especially in an unstable environment like the one we are experiencing now. I hope that what is happening has a sobering effect on all of us and that we can now see the essence of going back to basics in terms of underwriting as the surest way to survival. Now is the time to act,  “There is no comfort in being fellow passengers on the sinking Titanic, we must get onto the life boats. We want to survive. And even more- we want to prosper!”

We have to think very seriously about the future of our companies and the way we do business or we shall surely perish. We must embrace ethical behavior and practices, we must charge economic premiums, and we must avoid under-cutting and the liberal relaxation of policy terms and conditions especially for large risks. In this regard, I am happy to report that a joint initiative between IRA and AKI to bring sanity in the underwriting and premium rating especially of major classes of insurance like Motor, Fire and Group life is just about to start. The consultations are aimed at developing premium rating guidelines for these classes and re-introduction of NCD for motor insurance. I must however emphasize that such initiatives will only be effective if all players in the industry embrace discipline with underwriters as the risk carriers taking the lead. And if we want this to happen- it has start with each one of us. Like Mahatma Gandhi said, “We must become the change we want to see”.

Ladies and Gentlemen:

As a Board together with the secretariat, we have continued to focus sharply on attempts to bring motor insurance back to profitability and in this regard we expect that all of you will support the implementation of the Integrated Motor Insurance Data System (IMIDS). As you are aware from the presentation by Deloitte who are our consultants in this project, this is an online data system which will require members to transmit the data electronically to AKI.  When operational the system is expected to centralise the entire industry motor data. It will help members detect fraud and other related malpractices and will also act as a hub for information sharing and future research and actuarial studies. The system will also provide a platform for future integration of other classes of insurance as well as with other important stakeholders such as the Police, KRA, and Ministry of Transport.  
The major challenge will be how to fund the project. The Board has been on this issue for some time now and will soon come up with proposals on how the project will be funded.

I am also sure that you all aware of the Motor Claims Standards and Benchmarks which we launched on 10th of this month.

The Standards and Benchmarks were adopted by members at a General Insurance Forum on 18th November 2008 and approved by the AKI Board in February 2009. The charges specified in the document are the maximum and members will be free to negotiate them downwards. The standards will be operational from the 1st of April 2009 will certainly have a significant effect in containing the sky- rocketing motor repair costs.
Ladies and Gentlemen:, you will recall that in my acceptance speech on my election as Chairman in March last year, I promised that the Board and I were going to give the thorny issue of PSV business high priority and urgency. We moved expeditiously and formed a more balanced Task Force under the able chairmanship of Joseph Ndungu. The Task Force worked diligently and produced a thorough and comprehensive report within a few months. As the task force was finalizing its report, IRA came up with a more encompassing Task Force including; Ministry of Transport, Ministry of finance, IRA, AKI and AIBK to address the same issue. The findings of our task force were naturally a good starting point and I am sure its contribution was quite significant in the final report by the Task force constituted by IRA. The report was finalized and presented to IRA last week and this happened as another PSV underwriter- Standard Assurance- was being put under statutory management, what a coincidence! We trust that IRA and the government will move decisively in implementing the findings to forestall the failure of another PSV underwriter. Our position as AKI regarding PSV business is unequivocal, we shall not be party to a solution that is in our opinion not equitable and sustainable. Neither shall we stand and watch fraudsters- who reap where they never sowed- prosper at the expense of our members financial well-being. It is immoral to continue subsidizing theft and as insurance companies we now say enough is enough. No more soft gloves on those who threaten our survival, we shall fight with bear knuckles if that is what it will take for us to survive! 

If we don’t play an active role in deciding our destiny, others will surely do it for and that can only be to our detriment.

Colleagues, this brings me to the next and important subject and that is WIBA. This and PSV business are “birds of a feather”. You are all aware that after the recent Court ruling, our industry and employers have been thrown into a quagmire of confusion. From the beginning, the whole matter of WIBA had been handled with utmost insensitivity. Indeed it was very frustrating for AKI as we have sought to have dialogue with the Ministry of Labour and other stakeholders to resolve a number of fundamental issues affecting WIBA’s equity and viability. While we have sought legal opinion and advice on the way forward and especially how to deal with claims already intimated among other things, we are firm in our resolve that we shall not accept to carry the burden of fraudulent claims and we can suspect those with vested interests in this matter and their wish for maintenance of status quo so that they can continue lining-up their pockets dubiously. Every body must now carry their own cross!

 Amid the confusion, as AKI members we should speak with one voice and avoid conflicting approaches which can only increase the confusion. We should rise above competition and give leadership as an Association and I believe we have an obligation to do so.

Let me now briefly turn to Cash & Carry. It is an open secret that underwriters are not complying fully and that credit is still being given albeit at a more controlled level. This situation of limited credit was expected to be there as a transition with our ultimate goal to being fully compliant. What is disconcerting is that a few of us may be relapsing to the old bad manners and indeed there are murmurs about a few brokers who have started to accumulate unpaid premiums and that these few brokers have resorted to threats and intimidation when asked to pay. I say to the underwriters involved that they have only themselves to blame and this can only make us a laughing stock knowing the way and for how long we pleaded with the Government to introduce Cash & Carry to improve our liquidity. We must be careful not to undermine our credibility!

My dear colleagues, we have for a long time talked about our Insurance Act being out of date and an impediment to the development of our industry. At long last, IRA has engaged consultants and the review work has commenced with collection of views from stakeholders. Like they say, “Better late than never”. Furthermore, IRA has indicated that the new Act will be operational by beginning of 2010.

On our part, AKI has also engaged consultants to carry out a parallel comprehensive review and a lobbyist to finally ensure the enactment of an appropriate and relevant law for the promotion of a prosperous industry.  

In conclusion Ladies and Gentlemen, I have every confidence that we shall be able to effectively contend with the challenges facing our industry firstly; because of the healthy working relationship AKI enjoys especially with IRA and, secondly; because our Association has come of age and is currently one of the most active in the country. Given these factors and working in concert with other stakeholders, I strongly believe that we have what it takes to transform our industry and get it back to profitability. 

   “You know, the pessimist complains about the wind, the optimist expects it to change- but the realist adjusts the sails. Let us be realists. Let us adjust our sails and get ready for the next lap, because we are in this race to win.”
