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A Brief Review of the General Situation in the Market
	According to the unified government list of insurance business entities, there are 857 insurance companies, including reinsurance companies, as of January 1, 2008.
According to the Federal Insurance Service Authority, 724 of the 800 companies doing business in 2007 provided universal insurance while 76 were specialized providers.

During the year, the number of insurance companies decreased by 61

In 2007, the consolidated authorized share capital of insurance companies in Russia was 157.8 billion rubles.

Total authorized share capital of Russian insurance companies, rate of growth per year:

<followed by a table showing the growth rates in billions of rubles>


	The state registry contains data on 138 companies that provide only medical insurance, 30 specialized reinsurers, and 119 insurers that are licensed to provide life insurance.
Since the beginning of the year, 17 new organizations have received licenses for insurance activities from the Federal Insurance Service Authority.  The majority of them are life insurance companies that were created for the purpose of complying with legal requirements on specialization in the insurance industry.  Also, the Federal Insurance Service Authority has issued 6 licenses to subsidiaries of foreign financial groups.

The most significant decrease in insurance companies has been observed in Moscow itself; 31 companies in the city have left the market.  On the other hand, in 38 regions, the number of insurance companies increased in comparison with 2006.

The growth in the number of local insurers and of subsidiaries of national companies in the regions demonstrates the appeal and degree of development of the domestic insurance market; however, it does not occur evenly in all regions of the Russian Federation, and is dependent upon the geographic structure of business activity throughout the national regions.

According to a statement by the head of the Federal Insurance Service Authority, the foreign companies that have entered the Russian market are also starting to actively develop their regional expansion activities.

Despite the reduction in the total number of insurance companies, the cumulative authorized share capital for the year has grown by 5.1%, from 150.2 billion rubles to 157.8 billion rubles.  The portion of equity share capital of Russian companies owned by foreign insurance companies has doubled to 9.8% in 2007, comprising up to 15.4 billion rubles in money terms.

The increase in foreign ownership share during 2007 was essentially brought about by the purchase by the foreigners of equity in the largest Russian insurers.  In this regard and according to the Federal Insurance Service Authority, the top 10 companies that were able to acquire foreign participation were: InGosStrakh, RESO-Garant, ROSNO, Soglasie, Rossiya, Zurich, Retail (formerly NASTA), EnergoGarant, Progress-Garant, NSG and AIG Life. The segment comprised of the above ten companies collected up to 134 billion rubles in premiums, not including mandatory medical insurance.  It is almost 28% of the market share not including mandatory medical insurance, which comprised 486.1 billion rubles in 2007.

The decrease in the rate of growth in cumulative capital in the insurance market from year to year is explained by two reasons:

1. 
Sluggish development of the large insurance companies which had authorized share capital greater than 500 million rubles, which in 2007 controlled more than half of the total authorized share capital of all Russian insurance companies.

· Thus, in 2007, the leading insurers increased their



	The group of insurance companies with authorized share capital less than 120 million rubles sharply fell from 702 companies in 2006 to 618 companies in 2007.

Per the results of 2007, more than half (53%) of all insurance collections in the market (with the exception of operations in mandatory medical insurance) were gathered by large federal-level insurance companies each comprising more than 1 billion rubles in authorized share capital.

Their market share increased by 6.6 percentage points.

There are a considerable number of insurance companies with authorized share capital up to 120 million rubles, and are the main targets for acquisition or merger by external parties, the more financially strong players in the market.

Table 2: Insurance premiums in billions of rubles

Type of insurance
2007
Growth
2006
Insurance premium (total)
776.0
27.1%
610.6
Voluntary insurance, including:
407.3
20.8%
337.1
Life insurance
22.7
42.0%
16.0
Other, than life
384.6
19.7%
321.4
Personal insurance
90.0
17.0%
77.0
Property
274.3
20.4%
227.9
Liability
20.3
22.8%
16.5
Mandatory insurance, including,
368.7
34.9%
273.2

	capitalization not by the means of share emissions, but primarily due to an increase in retained earnings and additional capital which can be explained as follows: 

· First, by the increase in the volume of the insurance business;
· Second, by the acquisition of alternative sources of financing by the insurers to create additional working capital (such as bank loans, sale of own retained shares, attraction of foreign investors via a public offering mechanism, and others).  In addition, it is obvious that the intrinsic growth of share capital could be more expensive and much more problematic that “to take a loan” on the credit market.
2.  Through the coming into force of the instruction on the composition and structure of equity set aside to cover capital requirements, the regulator has achieved the introduction of the need for “hard cash” and not dubious assets into the capital structure of the insurance companies.  Because of this many companies have ceased operations in unconventional insurance, which had provided a good profit even through the use of small amounts of investment capital; and, this segment lost its attraction to a whole range of investors.  A number of companies could not overcome the floor requirement of 30 million rubles which is the minimum required level of authorized share capital. 

Many small business insurance companies which comprise the category of insurers with authorized share capital ranging from 30 to 120 million rubles, on the contrary, have dropped by 2 percentage points, and now comprise 9.5% of the total volume of insurance collections.

Table 1: Distribution of insurance organizations based on size of authorized share capital
Group by authorized share capital
31.12.2004
31.12.2005
31.12.2006
31.12.2007
Up to 30 million rubles
563
312
129
0
30-120 million rubles
452
468
470
500
120 -150 million rubles
80
94
103
118
150 - 500 million rubles
120
133
143
164
500 million rubles to 1 billion rubles
39
38
42
41
Over 1 billion rubles
26
30
31
34
Total:
1280
1075
918
857
Distribution of insurance organizations based on size of authorized share capital
<table depicting categories of companies, in billions of rubles>
Also it should be noted that that there was a reduction in the market share of premiums collected by insurance in the size range of authorized share capital from 500 million rubles to 1 billion rubles, possibly caused by the transition of some of the companies into the higher group comprised of companies with authorized share capital of over 1 billion rubles.

In 2007 the insurance market has taken the next step in its development. The volume of cumulative insurance premiums has grown by 27.1 % in comparison with last year, comprising up to 776 billion rubles whereas in 2006 the increase in insurance premiums was 22.7 %. The volume of insurance payments in 2007 has reached 481.9 billion rubles, growing by 36.6 % (in 2006 the growth in volume of insurance payments was 25.8 %).

The increase in the growth rates of the market is connected primarily to the following reasons:
· Active growth of premiums for mandatory medical insurance.  From this type of insurance companies collections


	Mandatory Third-Party Insurance for Automobiles

72.5
13.5%
63.9
Mandatory Medical Insurance
289.9
42.4%
203.5
Within the cumulative sum of premiums (not including mandatory medical insurance) the relative weight of life insurance was 4.7 % (versus 3.9 % in 2006), voluntary personal insurance was 18.5 % (18.9 % in 2006), property insurance was 56.4 % (56 % in 2006), liability insurance was 4.2 % (4.0 % in 2006). The portion that is Mandatory Third-Party Insurance for Automobiles was 14.9 % (versus 15.7 % the year before).

Table 3. Insurance payments in  billions of rubles

Type of insurance
2007
Growth
2006
Insurance payments (total)
481.9
36.6%
352.8
Voluntary

insurance
158.3
27.0%
124.6
Life insurance
15.8
-4.7%
16.6
Other, than life
98.9
-8.4%
108.0
Personal insurance
49.5
17.8%
42.0
Property
91.4
41.4%
64.6
Liability
1.6
17.4%
1.4
Mandatory insurance, which includes,
323.6
41.8%
228.2
Mandatory Third-Party Insurance for Automobiles

41.1
23.5%
33.3
Mandatory Medical Insurance
278.1
45.9%
190.7
Cumulative payments (without calculating for mandatory medical insurance) were 203.8 billion rubles, increasing in comparison to 2006 by 25.8%. The rate of payments grew by 42% in comparison with 40% in the previous period. The greatest increase in rate of payments came from property insurance (by an increase of 41.4%). Payments on personal insurance and liability insurance grew at the level of 17% for each type. Payments for Mandatory Third-Party Insurance for Automobiles increased by 23.5%.
	comprised 289.9 billion rubles that is more than the level of 2006 which was 42.4 %. Insurance companies have paid out 278.1 billion rubles on mandatory medical insurance, or 45.9 % more than in 2006. 

· Continuation of active development of conventional types of voluntary insurance, including state-of-the-art life insurance.

In this regard, the segment of mandatory types of insurance continues to grow in terms of the total volume of premiums, and by 2007 the ratio between voluntary and mandatory types of insurance has practically evened out: 52% versus 48%. This increase occurs in essence due to an increase in government financing of medicine through the system of mandatory medical insurance, which is essentially implemented, not by insurance mechanism, but by the mechanism of the distribution of budget fund from the mandatory medical insurance fund into the health centers. 

In the market excluding the mandatory medical insurance the market share of voluntary types of insurance grew by 1 percent point to 83.8%; therefore, the drivers for the development of the insurance market (without mandatory medical insurance) are the voluntary types of insurance (including state-of-the-art life insurance). 

The composition of premiums for types of voluntary of insurance was insignificantly reapportioned, in the first instance, with a slight increase in the market share of life insurance (up 0.8 percentage points).

In 2007 life insurance has demonstrated the greatest growth in premium (42 %) that is to a greater degree caused by the transfer of insurance portfolios to the parent companies.

The market share of the mandatory types of insurance has changed at the expense of reapportionment of the premium volume of the Mandatory Medical Insurance and Mandatory Third-Party Insurance for Automobiles. The segment for Mandatory Third-Party Insurance for Automobiles has decreased from 23.4 % to 19.7 % in 2007, despite a 68% growth in sales of cars in Russia. The decrease in the rate growth of premiums for Mandatory Third-Party Insurance for Automobiles is caused partly by reciprocal payment features under contracts with legal entities, the existence of short-term policies and index rebate schemes.

The segment for Mandatory Medical Insurance has correspondingly grown from 74.5% to 78.6%. 

The composition of payments in the types of voluntary insurance underwent substantial changes:

· Payments on property insurance grew rapidly (the share of payments in 2006 were 52 %) that were caused by explosive development of automobile insurance.

· On the contrary, the payments on personal insurance and life insurance segments of voluntary types of insurance were reduced.




Basic Developments and Trends in the Insurance Market in Russia
	The main trend in 2007 was the consolidation of the companies in the market.  

There is increasing activity in the creation of insurance groups, holdings, business conglomerates, and so on. 

The market continues to consolidate. 

The top-20 companies, including the RosGosStrakh group, collected 63 % of the premiums (without including mandatory medical insurance) in 2007 versus 60 % in 2006.

The difference in numbers of registered companies and actually functioning companies continue to move closer; the tendency has continued throughout 2007

Western insurers continue to expand into the Russian market. In comparison with 2006, the number of transactions markedly increased on the creation of insurance groups, and also capital transactions with the participation of foreign companies

In 2008 the consolidation of the market expansion of foreigner participants into the domestic insurance market will continue.

In 2008, the basic factors of consolidation will be the withdrawal of small players from the market, which are not able to comply with the recent requirements of regulatory agencies, or they will be acquired by other insurance companies; moreover, both foreign and large domestic operators will appear in the role of buyers.
	An increase in the concentration of insurance business is especially well noticeable in the following index, in 2006 the average premium accrued by a company 500 million rubles without including the calculation for mandatory medical insurance, then in 2007 the average premium accrued was 670 million rubles, or an increase of 34%, which considerably surpasses the 2007 rate of inflation (of about 13%). 

The following are reasons for the subsequent reduction in the quantity of insurers:

· The insurance regulator took a hard line against any schemes for the optimization of taxes;

· The increase of the financial stability of the insurance companies: During the first half of 2007 insurers were instructed to fulfill requirements mandating an increase in authorized capital stock, maintenance of real solvency according to orders of the Ministry of Finance of the Russian Federation on the arrangement of contingency funds for insurance reserves and the conditions imposed upon the composition and structure of equity set aside to cover capital requirements. Those companies that were not able to meet the requirements have left the market, while others have preferred to unite with more financially powerful insurers.

The convergence between the quantity of registered and working companies testifies towards the growth of "decency" of insurers when there is a reduction in the quantity of the companies registered "for the future" completion of single transactions or sale.

In 2007 there were several noticeable market transactions with foreign participation. Among the largest of them are the following

-the purchase by the joint ALLIANZ ROSNO  of Progress Garant;

-Wiener Stadtische acquired 15% of the stock of Stolichny insurance group;

-the acquisition by ZURICH of the company NASTA;
-the acquisition by AXA 36.7% of the stock of RESO-Garant.
All companies are contending for future market leadership positions.
AXA has recently acquired the excellent potential to become one of Russia’s leading insurers on the basis of the well-known brand identity of RESO and its powerful agent network
Количество сделок на страховом рынке в 2005-2007гг.
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	Along with Federal level companies, the regional companies are also engaged in the acquisition of small insurance companies.
Appearance of specialized companies in the market – primarily those companies that specialize in providing life insurance.

Aside from the creation of specialized companies, in 2007 foreign players have started actively entering the life insurance market.

Boom of collaboration with the banks

Accreditation by the insurers of the large and middle-sized banks

During 2007 the Federal Anti Monopoly Service actively opposed accreditations, especially after protests of some small insurers who could not satisfy the requirements of banks, and who are likely to be excluded.
	Almost one fourth of the investments into the insurance market were made by foreign participants.  During the year the share of foreign shareholders of authorized share capital in Russian insurance companies has doubled to 9.8%.

Additional global players will continue to expand into the up and coming domestic market, as can be seen be the activities during the 1st quarter of 2008, as follows:

· By the fact of negotiations by Generali to purchase insurance company MAX

· By the acquisition of Saint Petersburg company Region by If P&C

· By the transaction between TBIH Financial Services N.V. and Russian Insurance Company

The consolidation of insurance companies allows not only the increase to accessible insurance capacity and financial stability, but also provides the opportunity to raise the quality of service by the rationalization of resources of the several companies thanks to an economy-of-scale effect. For the small insurance companies trying to identify market niches for itself everything will be more difficult, as follows: The necessity for insurance intermediaries is gradually disappearing, the segment of insurance for large businesses has long since been apportioned out, and in retail insurance without the developed subsidiary network, smoothly functioning system of settlement of losses and well-known brand to bypass market leaders; it will be hardly possible to succeed against those factors. 
Simultaneously with the third stage of the increase of the minimum capital reserves in the authorized share capital, in the summer of 2007 amendments to the law on the organization of the insurance business will have been enacted, concerning the segregation of the insurance business. 
During the last year 17 specialized insurers of life insurance were created. A portion of those companies were created on the basis of restructuring subsidiary entities or on the basis of acquisition of marginal insurers in the interest of transferring life insurance operations. 
In 2007 licenses for life insurance were granted to full featured subsidiaries of such foreign insurers as: АХА, ACE, АVIVA, Sozhekap, ING, and so on.

Via banks almost all types of retail insurance are on sale: auto insurance, property and casualty insurance, mortgage insurance (borrower’s life insurance, pledge security, title insurance), and insurance of bank risks. These concepts being offered show the maximum interest in a variety of opportunities. 
If, according to the estimates of Expert PA, the volume of the premiums collected under bank programs or on insurance with direct bank risks, had reached 1 billion dollars in 2006, and based on the expected results of 2007 it could reach 3 billion dollars, which would exceed the most optimistic forecasts.

The question is not yet definitively solved, with the Federal Anti Monopoly Service, on official consideration of the possibility to allow selections of reliable counterparts, having formalized rules which are more transparent and market-oriented. It will allow the insurance companies and banks to more effectively organize business, without having to infringe on the rights of banks, borrowers, or the insurance companies. 
An important implication was the acquiring accreditation by the AHML (Agency for Housing Mortgage Lending) as a basic requirement to provide a rating of reliability to the international agencies or Expert РА.



	In 2007 law-making activity in the field of insurance was reduced to the introduction of amendments into the already existing laws, and also to the creation of the new initiatives, which relate to the introduction of new types of mandatory or imputed insurance. 

For a period of 2007 the government introduced amendments for the strategic development of the insurance sector for the periods 2008 - 2012 yr. Only in the 1st quarter of 2008 did the Ministry of Finance, along with other departments, consider and complete all comments and finish development strategy for the insurance sector for the above-mentioned period
	The main bills, which were examined by the Duma, were: 

· The law "On Self-Regulating Organizations”, which is directed toward the creation of the legal basis for the introduction models to effectively combine government control of the market with the self-regulation of the market participants.

· The law on mutual insurance and the amendments connected with it to the legislation. Regulations prohibit mutual insurance societies from insuring persons that are not their members, to provide personal insurance, also to require the mutual insurance societies to obtain licenses at the Federal Insurance Service Agency, and to form reserves according to the statutory act of the Ministry of Finance. A mutual insurance society would be authorized to be engaged in insurance of property, civil liability and business risks, but the requirement on the minimum authorized capital stock is 30 million rubles does not apply to them.

· The federal law "About pawnshops", requiring Russian pawnshops to insure collateral at their own expense. The requirement on about insurance of collateral in pawnshops in the Russian Federation comes into force from 01.01.2008. 

· The law on hazardous production facility. The transition of hazardous production facility insurance from a voluntary type into a mandatory requirement does not meet with much support from the business sphere: it adds additional financial burden, therefore throughout all of 2007 the consideration of the bill was constantly postponed. On April 1, 2008 Vladimir Putin sent an instruction to implement the prompt introduction of industrial insurance in action against the position of the Russian Union of Industrialists and Entrepreneurs. However, last time this was attempted in the summer of 2007, the same instruction and resolution on the hazardous production facility insurance could only be made by the approval the State Duma committee.

· The bill joining Russia to "the Green card" was signed in the 1st quarter 2008, however throughout all 2007 the bill was submitted in the Duma for consideration. The joining of Russia to the international system "Green card" will allow the Russian insurers to arrange directly contracts for mandatory third-party insurance for automobiles for Russian drivers leaving to go abroad.

· The bill mandating the acquiring of medical insurance policies for foreign citizens and for individuals without citizenship but located in Russia. The government did not support the amendment on medical/health insurance of migrant workers, after referring to contradictions to other standards of this law.

· The bill on mandatory financial or insurance requirements for tour operators. By June 2007 Russian tour operators have implemented the new requirement of the law on tourism in the Russian Federation on the formation of financial guarantees. After a cancellation from licensed tour operators this reserve should meet contract obligations towards their clients. Approximately 95 % of the tour operators in the Russian Federations who are registered in the official register have preferred to procure the bank guarantee versus civil liability insurance policy.

· Amendments to the Air Laws Regulation will considerably increase the size of the insurance sums in mandatory insurance towards the liability of air carriers for the damage caused to a life, health, luggage and personal items of the passengers.
· Amendment on the specialization of insurers. This simplifies the solution to the problem of the separation of insurance business into "life” and "no-life" for the universal insurers.  New amendments to the law of "On the Organization of the Insurance Business" will allow companies to fulfill their contractual obligations up to the time expiration of their requirement after July 1, 2007.


	
	· Amendment about insurance of the liability of house-builders in case of the non-fulfillment of obligations towards tenants of a residential flat building. According to bill, the house-builders and banks are required to have civil liability insurance policies, that will cover the risks of the appearance of deficiencies in the building projects, within the limits of a warranty period, against non-fulfillment or delay of satisfaction on the transfer of real estate to property owner, the non-fulfillment of the responsibility of the bank in the recovery of money for the property owner. Thus far amendments so were not accepted after the several repeated attempts to introduce them, in March they again returned to the sponsor for modifications.
· Amendments to the law on insurance business on accredited insurance actuary;

· “Insurance” amendments to the tax code introduce changes in the order of the taxation of insurance payments, and insurance payments according to the agreements of life insurance, concluded both by individuals and legal entities.

· Amendments to the law on insurance business require residents of the Russian Federation to insure sea risks in foreign companies in "the cases provided by federal laws" that, in particular, concerns the terms and conditions of insurance described in the Merchant Marine Code.

· The amendments concerning the term of limitation of actions on claims resulting from the insurance contract. The law proposes to establish a three-year term of limitation of actions under the requirements following from the contract of insurance on liability risk under claims arising from harm to life, to health, or to the property of other persons.

· Amendments to the law about Mandatory Third-Party Insurance for Automobiles. The most significant impact in market innovations was the simplification of procedures for the registration of road accidents, the DTP (“the European report”) and the introduction of a system for the direct settlement of claims. Offering these innovations, the insurance companies and RSA (Russian Association of Motor Insurers) assumed that improvement in the quality of services and expansion of liability would be compensated appropriately by an increase in tariffs; however, the legislature has resolved this issue in another way. As a result insurers expect sharp decrease in profitability, and, as consequence, during the year of 2008, 10-15 more companies will probably leave the market of Mandatory Third-Party Insurance for Automobiles.




Premiums from Voluntary Insurance
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Payments on Voluntary Insurance
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Premiums from Mandatory Insurance
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Chart showing registered insurance companies (blue line) versus working / functional insurance companies (orange line)
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