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What Changes on Property Rate in Indonesia after New OJK Tariff regulation?

by Imam MUSJAB (ahliasuransi.com)

Effective as at 1 February 2014, The Indonesian Financial Services Agency (O]K)
has instructed all insurance providers in Indonesia to apply a mandatory tariff for
property insurance, full document is available for download with link provided at
the bottom of this article. The purpose of this article is to give short summary on
Structure of the New OJK Tariff and the Impact on Property Class of Business.

1) New OJK Tariff - Structure

» Effective as at 1 February 2014
The draft was first circulated publicly on Dec. 24, 2013, and implemented on Feb.
1, 2014 for all new policies and renewal policies with period of insurance on or
after Feb. 1, 2014 irrespective of date of issue.

In order to prevent unfair conduct amongst the insurance companies, OJK later
issued a circulation that prohibit customers to change period of insurance of the
existing policies to period prior of Feb.1, 2014 or cancel the policies from existing
carriers and move to other carriers to save the premium prior implementation of
this regulation prior to Feb. 1, 2014

* Rated as per “Code of Occupation” and “Class of Construction”
The new rate scheme classifies properties into 120 types of Occupation of the
buildings including industrial, commercial and residential and further graded
down as per Class of Construction 1, 2 or 3. Although the new scheme does not
classify property rate as per Fire Protection but the new rule set the maximum
and minimum premium rates, you can not sell it lower than minimum rate or
higher than maximum rate, but you can sell it with rate in-between.

* Rate for FLEXAS, FTSWD and EQVET are Tariff
The new rule set the maximum and minimum premium rates chargeable for
FLEXAS (fire, lightning, explosion, aircraft impact and smoke) coverage with
rates based on industrial risk codes, for FTSWD (flood, including typhoon, storm
and water damage) coverage with rate based on 4-flood zones and 2-areas
according to their potential risk of flood, EQVET (earthquake, volcanic eruption
and tsunami) coverage with rate set on 4-earthquake zones. The tariff has to be
uniformly applied, irrespective of wordings used.

For the purpose of compliance or audit OJK warrants that rate for each perils
shall be brokendown under the policy, rate shall be based on OGR (original gross
rate), net rate is not allowed.

* Rate for RSMDCC and OTHER Perils are non Tariff (Not regulated)
It provides, additionally, discretionary loadings to balance coverage for RSMDCC
(riots, strikes and malicious damage, and civil commotions) theft and accidental
damage (OTHERS), these perils are not tariff. This provides room for insurance
company to compete.

* MB israted separately (non-Tariff)
Prior to implementation of this new OJK tariff, it was a market practice to give
Machinery Breakdown (MB) Sub-limit under Property Policy for free, and it is
now prohibited, MB shall be rated separately (but non-tariff) and issued under
separated MB policy (except for a multi-peril policy for large risks only, MB can
be included)

e Minimum DEDUCTIBLES for FLEXAS, FTSWD, EQVET and BI are regulated
The tariff also impacts deductibles. Heavy industrial risks attract a minimum
FLEXAS deductible of 5 percent of recoverable claims or 0.1 percent of the sum
insured/declared value (per location), whichever is higher. New earthquake
deductibles are set at 2.5 percent of the total sum insured, with a maximum of $3

“We set a maximum rate to
protect customers from over-
priced premium rates, while
the minimum rate is needed so
insurers will have enough
money to pay insurance
claims, The minimum rate is
also necessary to ensure
healthy competition in the
industry”

OJK commissioner overseeing non-
banking financial industry,
Firdaus Djaelani
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million, while the flood deductible is 10 percent of a recoverable claim. Business
interruption deductibles range from 14 to 30 days (seven days for floods) and
are generally below international norms for individual risks.

First Loss Limits are allowed and rated as per Scale

Property Insurance (cover for FLEXAS, FTSWD, EQVET, RSMDCC, OTHERS)
including Bl and MB and LOP MB (Loss of Profit following Machinery
Breakdown) can be arranged on First Loss Limits irrespective of the Sums
Insured and rated as per Scale provided in the new scheme.

TSI exceeds USD 300 m is rated 50% off (including MB)

Flexibility is offered for large risks where asset values (or Total Sums Insured
(TSD)) at a single location exceed $300 million. Here insurers are permitted to
apply 50 percent of the mandatory tariff rates, flexibility also to include
Machinery Breakdown (MB) cover for free, but tariff deductibles still apply

Brokerage/Commission is max.15% (+VAT)
This what makes broker and agent are very un-happy about, their commission is
cut to maximum 15% only while previously they enjoyed 20% to 50%

Reinsurance Commission is max.27.5% (+VAT)

Reinsurance commission on proportional treaty and facultative is set at
maximum 27.5%. Reinsurance rate shall be based on OGR (original gross rate),
net rate is not allowed

NCD : 5% only

No Claim Discount (NCD) is set at maximum 5% only provided no claim on
preceeding year (and not in accummulative), apply for renewal period after Feb.
1, 2015 or one-year after application of this new OJK Tariff.

Impact of New OJK Tariff on Property Class of Business

Comparison “Before & After”

New and renewal insurance policies for property risks, as per immediately, will
see a number of restrictions in coverage as well as premium increases between
50 percent and 350 percent, here are some comparison “Before & After”
implementation of new OJK tariff:

Before After After After

(Commercial | (Code 2972 : | (Code 29371 :| (Code 2742 :

& Industrial High Rise Private Edible Oil

for most of Building) Warehouse) | Plants / CPO)

occupations)
Fire 0.0001% 0.0385% 0.1002% 0.0676% Tariff
Flood, etc free 0.0500% 0.0500% 0.0500% Tariff
Earthquake, etc 0.1500% 0.1500% 0.1500% 0.1500% Tariff
Riots & Others free 0.0010% 0.0010% 0.0010% Non-Tariff
Gross Rate 0.1501% 0.2395% 0.3012% 0.2686%
Increase 160% 201% 179%
Sublimit MB free 0.1000% 0.1000% 0.1000% Non-Tariff

rated separatedated separatediated separatedly

Brokerage / Commission
Commercial 30% - 60% 15% 15% 15% Tariff
Industrial 20% - 30% 15% 15% 15% Tariff

“There was no consultation
with stakeholders in advance of
the regulation. The draft was
first circulated publicly on Dec.
24,2013, and implemented on
Feb. 1, 2014, setting mandatory
pricing for all property
insurance, our brokerage is cut
to maximum 15% only”.

(Un-happy Brokers)

“Property insurance prices will
soar, leading to higher overall
costs of doing business for all
businesses operating in the
country.”

Business Owners

“The association welcomed the
regulation, as it would
encourage insurers to set their
premiums based on the
prevailing risks. With such a
regulation, no insurers would
charge too far below the
market premium rates, which
could cause unhealthy
competition”.

Association of General Insurance
Companies (AAUI) executive director,
Julian Noor
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Before

Prior to implementation of New OJK Tariff, for most of occupations, commercial
buildings or industrial risks were rated at Earthquake rate (0.1500%) plus
0.0001% Fire rate, Other perils were free, including Machinery Breakdown (MB)
sub-limit for free, making worse with 20% to 60% brokerage/ commission.

After

As per new OJK Tariff structure set out above, each peril is rated separately, MB
rated separately thus Gross Premium increases 100 to 350 percent, with
brokerage / commission cut to maximum 15%, it's absolutely a very fantastic
increase on side of insurance company and a very worse scenarion on site of
customers (client).

Selling @ minimum rate

Eventhough the new rule set the maximum and minimum premium rates
chargeable, but every one selling at minimum premium rate for competitive
reason, no one selling higher than minimum rate except for “un-acceptable risk”,
thus the premium rates for some residential, commercial and industrial risks
would likely be seen as follow:

Code Occupation (Commercial) FLEXAS RSMDCC FTSWD PAR EQVET

& OTHERS PAR+EQ

2976 | Dwellinghouse 0.0294% | 0.0010% | 0.0500% | 0.0804% | 0.1350% | 0.2154%

2972 | Apartement, Office 7-18 floors 0.0385% | 0.0010% [ 0.0500% | 0.0895% | 0.1600% | 0.2495%

2934 | Shophouse 0.1520% | 0.0010% | 0.0500% | 0.2030% | 0.1500% | 0.3530%

2945 | Restaurant 0.1479% | 0.0010% [ 0.0500% | 0.1989% | 0.1500% | 0.3489%

29371| Private Warehouse 0.1002% | 0.0010% | 0.0500% | 0.1512% | 0.1500% | 0.3012%

29412| Hotel 3 ** and above 0.0483% | 0.0010% | 0.0500% | 0.0993% | 0.1500% | 0.2493%

2931 | Mall, Shopping Centre Grade A 0.0893% | 0.0010% [ 0.0500% | 0.1403% | 0.1600% | 0.3003%

2931 | Mall, Shopping Centre Grade B 0.2234% | 0.0010% | 0.0500% | 0.2744% | 0.1500% | 0.4244%

2951 | Hospital 0.0378% | 0.0010% | 0.0500% | 0.0888% | 0.1500% | 0.2388%

2953 | School, University, College 0.0406% | 0.0010% | 0.0500% | 0.0916% | 0.1500% | 0.2416%

2231 | Wire factories 0.0754% | 0.0010% | 0.0500% | 0.1264% [ 0.1500% | 0.2764%

2341 | Manufacture of plastic articles 0.2505% | 0.0010% | 0.0500% | 0.3015% | 0.1500% | 0.4515%

2742 | Edible oil plants and other plants p{ 0.0676% | 0.0010% | 0.0500% | 0.1186% | 0.1500% | 0.2686%

205 | Mines not otherwise classified 0.0996% | 0.0010% | 0.0500% | 0.1506% | 0.1500% | 0.3006%

2465 | Garment Factories (konpeksi) 0.1906% | 0.0010% | 0.0500% | 0.2416% | 0.1500% | 0.3916%

2511 | Paper manufacture 0.1906% | 0.0010% | 0.0500% | 0.2416% [ 0.1500% [ 0.3916%

2538 | Printing 0.2134% | 0.0010% | 0.0500% | 0.2644% [ 0.1500% | 0.4144%

2711 | Sugar mills, chocolate factories, sw{ 0.0685% | 0.0010% | 0.0500% | 0.1195% | 0.1500% | 0.2695%

2751 | Dairies and dairy products 0.0584% | 0.0010% | 0.0500% | 0.1094% | 0.1500% | 0.2594%

201 | Aluminium Works ( Foundries ) 0.0800% | 0.0010% | 0.0500% | 0.1310% [ 0.1500% | 0.2810%

211 | Cement, chalk, lime and gypsum wq 0.0600% | 0.0010% | 0.0500% [ 0.1110% [ 0.1500% | 0.2610%

214 | Porcelain, Earthenware, Stoneware| 0.0650% | 0.0010% | 0.0500% | 0.1160% | 0.1500% | 0.2660%

2201 | Sheet rolling mills and foil making | 0.0584% [ 0.0010% [ 0.0500% | 0.1094% [ 0.1500% | 0.2594%

* FTSWD and EQVET shall be adjusted according to flood and earthquake zones and areas

Restriction in Coverage

Because the premium increase is “fantastic”, this leading to higher overall costs of
doing business for all businesses operating in the country, clients or brokers are
now to find alternative either to restrict the coverage of arrange a “first loss limit
insurance”.

You may be seen above EQVET rate contributes about 50% of the total premium,
clients at considerably “earthquake-safe” areas may consider to take-out EQVET

“New and renewal insurance
policies for property risks, as
per immediately, will see a
number of restrictions in
coverage as well as premium
increases between 50 percent
and 350 percent”.

(Insurance Brokers)

“You may be seen above EQVET
rate contributes about 50% of
the total premium, clients at
considerably “earthquake-safe”
areas may consider to take-out
EQVET cover and saving 50%
insurance cost, clients at “non-
flood-prone” areas may further
take-out FTSWD cover to save
further 0.0500% premium, and
the worst scenario is to take
Fire cover only.”

(Insurance agents and brokers)
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cover and saving 50% insurance cost, clients at “non-flood-prone” areas may
further take-out FTSWD cover to save further 0.0500% premium, and the worst
scenario is to take Fire cover only.

* Alternative placement : Proportional v XoL Reinsurances
The new Scheme sets maximum brokerage / commission : 15% and reinsurance
commission at maximum 27.5%, alternatively insurance companies or reinsurace
brokers are now arranging XoL reinsurance for their large accounts, XoL
reinsurance placement is not subject to this regulation

*  Premium Growth v Profitability
With very-adequate premium on property class of business, it is time for
insurance companies to grow their property portfolio and maintain profitability,
some of them are now open for ‘high risk’ accounts i.e. plastic, plywood, paper,
chemical manufacturing risks or retain small portion and reinsure-out large
portion out-there reinsurers are happy to accept with new-premium-increase-
rule.

» Brokers are working cost-effectively

On the other hand, brokers are now working cost-effectively, because property
rate is now go tariff no-much room to negotiate with underwriters, brokerage
reduces to 15%, alternatively brokers are now seeking e-placement (electronic-
based-platform) or seeking so-called a ‘portfolio-transfers’ from existing carriers
(not to mention domestic insurance companies with little comfort on financial
strength) to carriers with international reputation with ‘A-rated papers’ joint-
venture insurance companies.

It shall be noted the new property rates may not 100% ideal some occupations in
particular mining, heavy industrial risks and the like are lower than rates for
warehouses or shop-houses, the new property rates are said to be built based-on 10-
years BPPDAN books and worked by independent actuary hired from reputable
universities i.e. ITB, IPB, UGM and Ul

OJK warrants that violation against this regulation will carry serious penalty, regular
audit will be held to assure compliance.

Good Luck!

Imam MUSJAB
Qualified Insurance Practitioner
www.ahliasuransi.com

Full Document concerning the new OJK tariff is available on pdf format here:
SURAT EDARAN OTORITAS JASA KEUANGAN (OJK) NO.SE-06/D.05/2013 TENTANG
PENETAPAN TARIF PREMI SERTA KETENTUAN BIAYA AKUISISI PADA LINI USAHA
ASURANSI KENDARAAN BERMOTOR DAN HARTA BENDA SERTA JENIS RISIKO KHUSUS
MELIPUTI BAN]IR GEMPA BUMI, LETUSAN GUNUNG BERAPI DAN TSUNAMI TAHUN 2014

English version (translation) of the document is available upon request, for any inquiry
please give me a call at +628128079130 email at imusjab@ahliasuransi.com or

imusjab@gmail.com

Terms:

FLEXAS (fire, lightning, explosion,
aircraft impact and smoke)

FTSWD (flood, including typhoon, storm
and water damage)

EQVET (earthquake, volcanic eruption
and tsunami)

RSMDCC (riots, strikes and malicious
damage, and civil commotions)

OTHERS (theft and other accidental
damage)

BI (business interruption)

MB (machinery breakdown)

LOP MB (loss of profit following
machinery breakdown)

NCD (No Claim Discount)

TSI (Total Sums Insured)

XoL (Excess of Loss Reinsurance)

VAT (value added-tax)

OJK (The Indonesian Financial Services
Agency)

BPPDAN (Insurance statistical body to
receive ranging 2.5 to 5 percent
property insurance compulsory
cession)
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