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EXECUTIVE SUMMARY 

It has been a pleasure working with BPI  staff that provided me full support and great insight 
into gaining an understanding of Mongolia’s insurance environment and ongoing 
development.   

I am impressed with the development to date of the industry, specifically the insurance 
companies and the government’s recognition of the importance of regulatory oversight under 
the leadership of the Financial Regulatory Commission (FRC). Both the FRC and the 
companies have been very receptive in providing their insight and welcoming my 
observations.   

During my visit, I provided the FRC with a copy of the National Association of Insurance 
Commissioners (NAIC) book entitled, A Regulator’s Introduction to the Insurance Industry 
which includes many topics covered by me during my assignment.   

I believe the greatest challenge now centers not on the laws and regulations that have been 
established, as they have been well thought out and prepared, but rather in their 
implementation. This is not to suggest that the laws and regulations will not require periodic 
review and amendment, as required, but that currently there is sufficient volume and substance 
to allow for effective oversight and enforcement by the regulators. The one exception is that 
pricing authority rests with Parliament and not the FRC.   

I incorporate this issue in my observations and recommendations to follow in this report. 
Currently, the most significant challenge rests with successful practical implementation of the 
Mandatory Drivers’ Liability Insurance Law. It is the responsibility of FRC to assure that the 
companies provide credible service/protection to their policyholders and that the individual 
companies and industry remain solvent.   

The new mandatory law will, I believe, present a quick test of both. Therefore, it is essential 
that the FRC regulators be alert to possible outcomes, such as rate adequacy issues of this new 
mandatory product and be prepared to react thoughtfully and quickly.   

In our two and one half hour meeting with FRC management and staff on Thursday, June 7, 
2012 and at a subsequent follow-up meeting on Tuesday, June 12, 2012, I presented and 
discussed the following observations and recommendations based on my initial visit with the 
FRC and four of the insurance companies, coupled with my earlier review of Mongolia’s 
insurance laws and regulations. These same findings were covered with the Mongolian Insures 
Association in a June 13 meeting. 
 
 





 

OBSERVATIONS AND RECOMMENDATIONS 

1. Public education 

It is critically important to educate the public on the principles of the Mandatory Drivers’ 
Liability Insurance Law, the enrollment deadline of October 1, 2012 and the benefit to all 
citizens. We encouraged the FRC and the companies to coordinate these efforts and assure this 
happens on a timely basis, sooner than later. We provided public service brochures relating to 
auto insurance, one prepared by the Connecticut State Insurance Department and another by 
the National Association of Insurance Commissioners (NAIC) as examples of US publication 
format and content. Also, we encouraged them to attempt to gain the support of the media in 
this endeavor, based on the public interest aspect standpoint.  In my meeting with the media, 
which gained substantial TV and print media participation, I attempted to assist in gaining the 
media’s interest and support.     

Recommendations: 

• FRC and companies should review specific steps each has taken or will take to assure 
the public is fully aware of the law and the October 1 requirement. 

• At the same time, the message should stress the benefits of this new law in protecting 
all citizens in the event of their involvement in a motor vehicle accident. 

2. Implementation 

The need to recognize in advance the potential and likely scenario the FRC will face on 
October 1, when the law requires all motor vehicles owners to have evidence of insurance, or 
face the consequences of fines, withdrawal of driving privileges and inability to have the 
vehicle inspected in order to meet the inspection mandate. It is reasonable to expect alarm on 
the part of many who failed to comply with obtaining insurance. The FRC will undoubtedly be 
the recipient of many calls and appeals for leniency. They should consider now what their 
response will be. Will they stand by the October 1 grace period mandate or provide an 
additional short leniency period? I did not recommend the answer but rather that they develop 
a position now. This is not to suggest an announcement in advance, as this could prove 
counterproductive, particularly if a grace period was allowed. It was emphasized, however, 
that they should not allow “drift” by providing multiple extensions.  Related to this concern 
was that the FRC gain confirmation from the companies that they, the companies, too would 
be prepared for the anticipated large number of vehicle owners who may wait to the last 
minute to obtain insurance.   

Recommendations: 

• The FRC should anticipate various scenarios, they may face as October 1 approaches. 
First, assurance that companies are prepared, to the greatest extent possible, to service 
new applications. Second, the FRC is prepared, again as best possible, to respond to the 
anticipated large number of inquiries from applicants and the companies. I suspect 
everyone will be looking to the FRC for guidance immediately before and following 
October 1. 

• The FRC should determine the action options to be taken in event the above scenario 
does happen. Will the October mandate stand with full enforcement or will a limited 
deadline extension be granted? This decision should be communicated to the impacted 
authorities, such as police and Parliament, on as timely a basis as possible, as 
appropriate. 
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3. Rate structure 

Timely determination by the FRC, that the rate structure established of 33,000 MNT plus 
rating factor adjustments, is adequate to cover the insurance companies’ administration and 
claim costs. If not adequate, the consequences will be a retraction in market availability, as the 
result of companies retreating from the market place, or even worst the insolvency of 
companies. Therefore, FRC must closely monitor developments immediately upon 
implementation through open and timely monitoring of each company’s and the industry wide 
result. This is not to suggest the rate is not adequate or redundant; as this will not be known 
until there can be a determination of the combined loss ratio. There is, however, some 
anticipation in the industry that the base rate may not be adequate considering for example that 
each insured vehicle will have 5 million MNT per accident, regardless of the number of 
accidents per policy year.    

Recommendations: 

• First and foremost, the Parliament should assign the rate approval authority to the FRC. 
The Parliament should be commended for establishing the Mandatory Drivers’ 
Liability Insurance Law considering the law’s benefit to the entire population and 
health of the economy, but at the same time recognize that the rate approval expertise 
rests with the FRC. Regulatory experience throughout the industrial world 
demonstrates clearly that rate requirements need to be analyzed carefully, 
professionally and timely, with corrective action taken promptly to avoid over 
compensation of the companies to the disadvantage of the policyholder, or adversely 
the negative impact on the fiscal health of one or more companies. The latter may well 
result in a company(s) insolvency which has a detrimental effect on the regulator, the 
companies, the policyholders and government overall. My experience is that the 
legislative action can be protracted over one or more sessions. This delay could well 
financially cripple the insurance industry. Ultimately, the regulator is accountable to 
the Parliament on rate adequacy and fairness, and the financial health and performance 
of the insurance industry. Rating review and possible approval should rest the FRC. 

• In the interim, the FRC should continue to develop the data collecting tools and 
oversight procedures to effectively and timely understand loss ratio outcomes over the 
first year of the new law. I want to make clear that this is not intended to be judgmental 
but rather as a point of emphasis. As cited above, I have been impressed with the 
commitment and understanding of the FRC to the essential functions and 
responsibilities of regulatory oversight. 

4. Dialogue between the regulator and the industry 

We also had dialogue with the FRC regarding the appropriate communication between the 
regulator and the industry (companies). I explained that it is critical to maintain a severability 
of interest between the regulator and regulated and total avoidance of any conflict of interest, 
but that open appropriate communication is most acceptable and preferable. This 
communication facilitates avoidance of misunderstandings of intent and surprises in either 
direction. The authority of the FRC is well documented and allows for appropriate action as 
deemed necessary, once all facts are known through dialogue and/or investigation. In other 
words, this authority is not negated or compromised by appropriate open and candid 
communication.   

Recommendations:  

• There should be a sense of openness and mutual respect between the regulator and 
those regulated. 
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• The companies should be encouraged to gain timely insight of the regulator on matters 
requiring clarity of understanding or appropriateness, and the regulator’s perception or 
opinion on the given matter. This helps avoid surprise to both parties. Again, this does 
not detract from regulatory authority. 

5. Data bank 

The importance of data to the FRC and the companies is very much recognized by all parties. 
It is essential to FRC’s regulatory solvency oversight and timely action and the companies’ 
ability to establish appropriate rate levels, subject to review and approval of the FRC. This 
responsibility related to data rests with the Association of Mandatory Insurance. As a practical 
matter, the technology is understandably not currently in place in the FRC or all companies for 
full compliance. It is necessary that a full commitment be made and a work plan be put in 
place to get there as quickly as possible. In the meantime, the requirement of filing manual 
financial report will be important, allowing the FRC as much data as possible for their timely 
review and analysis. This situation is currently understandable considering the relative brief 
history of the insurance market place but again it requires full attention and action of FRC and 
the companies. I would recommend working groups and a strategic plan, including action steps 
and timelines be established for this purpose. This may well require expertise from an 
established market.   

Recommendations: 

• Enhancing the industry’s capacity to capture and analyze data and provide it timely to 
the regulator is essential. The data provides the company a credible measure of its own 
financial status and a basis to establish appropriate premium rates. The collection of 
this data is critical to the regular in its measure of financial standing of the companies. 
The FRC and the companies fully understand the importance of data. 

• The FRC and the companies should work closely together in not only building data 
collection capability but to also encourage uniformity across the industry. Work group, 
representing FRC and the industry, could be established with designated charges and 
timelines. 

6. Actuarial capacity development 

Actuarial capacity and enhanced quality is another area of need. This expertise is essential to a 
financially sound, vibrant and growing insurance industry from both the companies and 
regulatory perspective. More actuaries with greater educational opportunities will be required. 
It should be understood that this is not unique to Mongolia, as similar needs exist in newer and 
smaller insurance markets around the world. Here again, the solution will not be easy but most 
be addressed. Consideration may be given to incent a university to take on this role and/or 
identify scholarship opportunities for training in a foreign country or countries. Actuarial 
students most often are the brightest and the best. There may also be recruiting opportunities in 
the interim for qualified actuaries from other countries. The task will be substantial but success 
of this endeavor will be essential.  

Recommendations: 

• Here again, it is in the common interest of both the FRC and industry to enhance the 
actuarial capacity and capability in Mongolia. Actuaries are essential to both. 

• My understanding is that there is a fledging Actuarial Society in Ulaanbaatar. It would 
be helpful to gain their participation and support in this endeavor. 

• Hopefully, a local college/university could be encouraged and supported to develop an 
actuarial program or at least specific courses. 



Business Plus Initiative Project 

Page 4 Mandatory Drivers’ Insurance Program: Observations and 
Recommendations 

 

• Finally, scholarships to foreign universities and/or cooperative undertakings would be 
helpful.   

7. Reinsurance 

There is recognition by both the FRC and the companies’ top management that reinsurance is 
essential to a financially sound and growing insurance marketplace. The introduction of the 
Mandatory Driver’s Insurance Law will only add to the demand for reinsurance availability 
and the capacity that comes with it.   

Recommendations: 

• Host a joint FRC and company sponsored forum with invites to major foreign 
reinsurers/brokers.  

• Inquire of these reinsurance companies/brokers as to what they look for in a given 
market in order to be active participants. What can be done to encourage their 
participation in the Mongolian insurance market? 

• Also, their  willingness to provide expertise to Mongolia in building a domestic 
reinsurance capacity. 

• Recognition that a domestic primary insurer who lays off the entire exposure of a 
major risk to a foreign reinsurer in return for an upfront commission maintains a 
financial exposure/risk if the reinsurer fails to respond in covering major loss. The 
regulator gaining evidence of the financial strength, capacity and credibility of the 
reinsurer is essential in every reinsurance transaction. 

8. Guarantee Association 

Another matter covered with both the FRC and the companies was the action that might be 
taken to protect policyholders of a company, and the reputation of the overall insurance 
industry, in the event that that company fails financially (insolvency). I provided a Power 
Point presentation (copy attached) describing a Guarantee Association, as common in the 
USA, and the steps that could be taken to establish such a mechanism here in Mongolia. It 
would require the joint efforts of both the regulator and each insurance carrier. Basically, each 
company is assessed a prescribed percentage (2% in USA) of their total premium in a given 
line of insurance, such as motor vehicle, when another company fails.   

Recommendations: 

• The FRC should convene a preliminary meeting of itself and the Mongolian Insurers 
Association to review this concept and determine if it is feasible. Care must be taken to 
balance the need to protect policyholders of a failed company, while not putting a 
financial burden on survival companies that would hinder their financial strength. I 
personally believe this may well be a workable program if adapted specifically to the 
current circumstances of the Mongolian insurance industry. My impression has been 
that there is an interest in considering this from both my discussion with the FRC and 
companies. No one would want to suffer a loss of public confidence in this relatively 
new and growing insurance industry. 

• Following the initial meeting work groups could be appointed to explore the next 
possible steps.   

9. Guidelines for claims  

There seems to be a need and desire to develop more prescribed guidelines for determining 
fault and responsibility in a traffic accident. Currently, the police report is the main measure 
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of fault. This works when the police investigation is through and timely. However, there are 
times that the police arrive well after the time of the accident and may determine only that an 
accident occurred and both parties deny fault. In the US, the company claim representative is 
responsible to investigate the accident in full measure. The investigation may include, 
depending on seriousness of the accident; the police report, the physical facts available (such 
as skid marks), the driver(s) statement and interview of independent witnesses. Therefore, the 
company can evaluate these facts and arrive at a position relative to driver liability and 
claimed injury based on a substantial investigation.   

Recommendation: 

• The Mongolian Insurers Association should arrive at recommendations as to what 
means of determination of fault and injury, from their perspective and areas of 
responsibility, would be most effective and credible. This may, for example, be 
establishing an industry wide training class, or working with a university to develop a 
training program, for new claim personnel. Their findings should be provided for 
review and concurrence by the FRC. Based on the questions asked of me and the FRC 
at the media presentation, it is clear that there is a public expectation of timely and 
equitable claim service in the event of a loss. 

• A matter related to claim consideration is the awareness of and need to address and 
prevent fraud. The potential cost of fraudulent claims can be enormous. Fraudulent 
activities increase the overall cost of insurance and results in higher premiums for all 
policyholders. Therefore, it recommended that the industry develops programs to 
identify and prevent fraud whenever possible. Ideally, there should eventually be an 
industry wide cross indexing of fraudulent claims to allow for identification of 
fraudulent activities. This capacity will develop with the maturing and experience of 
the industry. Also, cross indexing of claims in other mature insurance markets can be 
reviewed for an understanding of possible application in Mongolia. 

• The FRC should eventually require each insurer to develop an anti-fraud program and 
report annually to the FRC on these activities and the program’s success.  

10. Dispute resolution 

Regardless of the determination of fault and extent of injury by each company, as referenced 
above, there will still be disputes between companies as to ultimate responsibility. The 
company with the most through and factually documented investigative findings will 
understandably be in an advantageous position in an arbitration proceeding. Currently, these 
disputes are often referred to the FRC who makes a determination as to payment. There is at 
least a perception that the FRC decision is overwhelmingly favorable to the complainant and 
against the company. It is important that each decision is based on merit. It is recognized in 
these matters that not everybody will be pleased with the decision. It is most important that 
the FRC stay alert to the number of complaints against each company and determine if they 
are justified or not. Sometimes the dispute is the result of a breakdown in clear 
communication.   

Recommendation: 

• The FRC should work with the companies to develop a fair and credible independent 
mechanism/body to be the timely arbiter of disputes regarding responsibility and/or 
loss amount. This will prevent the FRC from being overwhelmed with dispute matters 
as the market grows. Their attention could appropriately concentrate on service 
complaints, such as delayed claim handling or premium errors, and of course the 
oversight of the industry’s financial health and performance. 
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11. Drivers’ insurance fund 

My understanding is that The Mandatory Drivers’ Insurance Law created a Mandatory 
Insurance Association with the charge to establish the Drivers Insurance Fund. The purpose of 
the Fund is for the compensation of victims incurring a loss at the hands of an uninsured 
driver. Secondly, the Fund is intended to finance the drivers’ insurance data base. Both of 
these charges are extremely important to the overall purpose and operation of the Mandatory 
Drivers Insurance Program. It is reported that office space and staff have been identified to 
accomplish these goals. Certainly, it seems that having the Fund up and operating by the 
prescribed date of January 1, 2013 is achievable. In fact, I believe this to be an essential 
element in fulfilling the Parliaments prescribed mission of mandatory insurance.   

Recommendations: 

• Every step should be taken by all interested parties to do all possible to have the Fund 
in place by December 1, 2013. 

• It is always the objective to achieve this mission in the most cost effective manner, so 
that as much of the total assessed MNT amount goes to paying claims and protecting 
the public. 

• Being positioned to protect those injured and/or damaged will go a long way in 
building public confidence in and support for the Mandatory Insurance Program. 

12. Improving drivers’ safety 

A more generic observation, but one crucial to the well being of the insurance industry and 
society at large, is regards the improved driver safety and an overall safer driving environment. 
It must be recognized that more accidents cause more injuries, deaths and property damage 
and ultimately drive up the cost of insurance for the policyholders.   

Recommendations: 

• More strict enforcement of driving laws and regulation, such as protection of people in 
the pedestrian crosswalks. Pedestrians in or entering a crosswalk should have the 
absolute right of way. 

• Enhanced traffic controls and signals resulting in better traffic flow. 
• Improved design and maintenance of roads and highways 
• Education of the public, pedestrians and drivers as to safety and accident prevention. 

An example being children in the front seat of a car with no safety restraints. These 
requirements in the US have saved children from severe permanent injuries and death. 
Personal auto insurance costs have declined as the result of strict enforcement, 
including arrest of the driver, even if a parent, for endangerment of a child. 

 
 
 



 

CONCLUSION 

I conclude by again expressing my pleasure in having the opportunity and privilege to 
participate in this assignment. I have found each person at the FRC and business entities most 
cooperative and welcoming of my insights and suggestions. It is important for all to recognize 
that my intent was not to dictate solutions, but rather to open the thought process to potential 
unforeseen outcomes and possible solutions. I based much of my impressions and insight on 
my own experiences over a number of years in insurance industry management positions and 
more recently in the regulatory arena. Much work is at hand for the FRC and the industry in 
successfully implementing and monitoring the Mandatory Drivers’ Insurance Law. I depart 
with much confidence in FRC management and staff, and also the leadership of the Mongolian 
insurance industry in accomplishing this task and opportunity.   
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ANNEX: INSURANCE GUARANTEE ASSOCIATION INSIGHT 

1. Definition (preliminary) and explanation of a guarantee association 

A non-profit association of insurance companies formed under the direction and guidance of 
the regulatory body.  

• It is activated in the event that one company fails financially (insolvency) and is unable 
to fulfill its contractual obligations to the policyholders. 

• The association requires established guidelines (bylaws) and a board of directors, of a 
prescribed number of members, selected by all member companies.  

• All companies of a given line of insurance, such as motor vehicle liability, are 
designated members of the Association. 

Definition (preliminary) continued 
The selection of the board is by the companies but subject to approval of the regulator to assure 
the board. 

• Elected members no fewer than five or more than seven (suggestion only), represent the 
interest of all Association members. 

• Board members are not compensated. 
• If the companies fail to select members, the regulator is authorized to do so. 
• The board meets semi-annually for review with the regulator to review and update its 

plan of operation preparations in the event of insolvency.  
• Emergency session by the regulator - If insolvency occurs, the board meets as many 

times as required. 

Definition (preliminary) continued 
The assessment amount to be contributed by each company is determined by the percentage 
(%) of the total industry premium written by that company. 

• Thus, a larger company is assessed a larger amount than a smaller company.   
• The total amount paid by each company, individually and collectively, should not 

exceed a set percentage, for example 2% in Connecticut, USA.  
• Care must be taken to fulfill the obligations of the insolvents company’s policyholders, 

up to a prescribed MNT amount of coverage.   
• This amount may be less than the full MNT 5,000,000.   

Definition (preliminary) continued 
Any Guarantee Association MNT Assessment of a given company should be an offset or credit 
against taxes in that amount. 

• The policyholder has the highest standing as a creditor of the insolvent company. 
• Assessed funds are not intended to cover other than the policyholder’s claim obligation 

and cost of providing operation expenses in meeting the claim payment obligation.   
• These operation expenses should be as limited as possible. 

2. General observations on benefit of a guarantee association 
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1. A successful insurance industry requires the full confidence of the public and policy 
holder that the promise of protection in the event of a loss will be honored at the time of 
a loss is experienced. 

2. The failure of a company to fulfill this obligation, whether by failed performance or 
insolvency would prove a great detriment to the reputation of the entire Mongolian 
Insurance Industry. 

3. The creation of a Guarantee Association, or another mechanism, would prove effective 
in maintaining the confidence of the public.  

General observations on benefits of guarantee association (continued) 
4. In determining the establishment of an Association, the overall capacity of the relative 

young industry to respond financially to meet the obligations of a failed company is 
crucial.  

• Therefore assuring that the companies remain financially sound must be 
considered at each step of the way. Perhaps, for example, the maximum 
percentage of assessment might start at 1% versus 2% of a company’s total 
premium. 

• Bottom line, it is important to protect the financial health of each company in 
balance with the obligation to protect policyholders of failed companies, per the 
intent of a Guarantee Association.  

• It is important that a company is financial capacity is not harmed by prescribed 
additional financial burdens beyond their capacity.   

• Careful balancing is required.     

3. Final overall observation 

• The consideration of a Guarantee Association, or another type mechanism, along with 
rate adequacy and regulatory oversight, highlights the absolute need to do all possible to 
keep the insurance industry financially sound and solvent, as well as responsive to 
policyholders.   

• FRC will be provided additional detailed written information on Guarantee Associations 
as to the structure and operations in the US. 

• Another care must be taken not to create a financial weakness in an effort to offset 
financial burdens.  
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