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Good and Bad Practices in Microinsurance

This paper was commissioned by the “Good and Bad Practices in Microinsurance” project. Managed
by the ILO’s Social Finance Programme for the CGAP Working Group on Microinsurance, this
project is jointly funded by SIDA, DFID, GTZ and the ILO. The major outputs of this project are:

1. Aseries of case studies to identify good and bad practices in microinsurance

2. A synthesis document of good and bad practices in microinsurance for practitioners based on an
analysis of the case studies. The major lessons from the case studies will also be published in a
series of two-page briefing notes for easy access by practitioners.

3. Donor guidelines for funding microinsurance.

The CGAP Working Group on Microinsurance

The CGAP Microinsurance Working Group includes donors, insurers and other interested parties. The
Working Group coordinates donor activities as they pertain to the development and proliferation of
insurance services to low-income households in developing countries. The main activities of the
working group include:

Developing donor guidelines for supporting microinsurance

Document case studies of insurance products and delivery models

Commission research on key issues such as the regulatory environment for microinsurance
Supporting innovations that will expand the availability of appropriate microinsurance products
Publishing a quarterly newsletter on microinsurance

Managing the content of the Microinsurance Focus website:
www.microfinancegateway.org/section/resourcecenters/microinsurance
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Executive Summary

Modern insurance initially appeared in Togo around the 1960s. From that time on, authorities
began adopting various legislative and regulatory measures to allow and encourage local and
outside initiatives to start up activities in this field. In 1995, major legislation governing
insurance, the Code de la Conférence Interafricaine des Marchés d’Assurances (CIMA) was
ratified by several countries in West Africa including Togo. The treaty introduced a single
shared legislative framework and strict operating rules for all insurance companies in the
signatory counties.

Since the end of the 1960s, the Government of Togo has been offering basic social security
programs to its salaried workers including a family coverage plan, a work accident prevention
plan, a worker compensation plan and a pension plan for government workers. It also
encourages businesses and households to join health and retirement plans by offering tax
incentives. Also, recently efforts have been made to encourage the sectors of the economy
involved in the fight against poverty. For the moment, there is no direct action affecting
microinsurance but everything indicates that measures will be taken soon.

In 1989, FUCEC (Faitiere des Unités Coopératives d’Epargne et de Crédit du Togo), the apex
organization of the savings and credit cooperatives in Togo, decided to set up a mutual firm,
MAFUCECTO, with the mission of providing adapted and personalized life insurance
products to the cooperatives of the network (COOPEC). However, because expenses levied
upon COOPEC to participate in the program were too heavy, the structure was never able to
involve all service outlets and this allowed competing insurers to enter the network.

In 2003, a desire to improve services and partner satisfaction led FUCEC, in collaboration
with CIF, the West African financial innovation centre,' to completely reorganize
MAFUCECTO and introduce and experiment with new procedures and products. The test
was part of a joint project initiated in 2002 by 5 network partners in 4 neighbouring countries
under CIF’s supervision and with technical assistance from the Canadian organization,
Développement International Desjardins (DID), and the European organization, Appui au
Développement Autonome (ADA) from Luxembourg. The project goal was to set up an
insurance company for the subregion to provide common insurance products for the 6
networks under a new insurance plan entitled RPC (Régime de prévoyance crédit).

For the moment, only one product is offered. It covers or reimburses the loan balances and
pays an additional benefit of 100 000 CFA francs (US$189) in the event of death or total and
permanent disability of the borrower. The clientele is composed of COOPEC members and
the insurance is mandatory for all borrowers. The company reserves the right to refuse to
cover individuals who do not meet minimum insurability requirements (a short eligibility
questionnaire must be filled out).

! The Centre d’innovation financiére is a cooperative corporation held by six cooperative networks in West
Africa: the RCPB in Burkina Faso, FUCEC in Togo, FECECAM in Benin, Nyesigiso in Mali, Kafo Jiginew in
Mali and PAMECAS in Senegal.
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The product is sold by loan officers who receive ongoing training from MAFUCECTO.
Throughout the process, COOPECs are the interface between insured members and
MAFUCECTO and are remunerated consequently. Administration is kept as simple as
possible in order to facilitate operations of non-computerized COOPECs. The premium is
paid in full upon loan approval. A reimbursement is made if the contract is terminated before
maturity.

Before MAFUCECTO’s reorganization, information management was relatively inefficient.
It was hard to obtain accurate data quickly. The lack of information hindered sound
management of insurance activities and explains the low rate of participation by the
COOPECs. Since the launch of the new plan, deployment is proceeding at a good pace with
performance indicators exceeding expectations. A simple system for collecting data was set
up and major progress has been observed for the product, the way it is managed, and its
acceptance by the clientele.

After testing is finished and rolled out in all COOPECs, MAFUCECTO will examine the

possibility of extending the range of products offered to its members. Examples of products it
may offer in the near future include deposit insurance and supplementary insurance.

MICROINSURANCE
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1. The Context

Table 1.1 Macroeconomic Data

GDP (USS$ billions) 1,759
Population (millions) 4.9
Population density per km?2 86.4
Percentage urban / rural population 64.9 (rural)
35.1 (urban)

GDP/capita (US$) 323.3
GDP growth rate 3%
Inflation 4%
Exchange rate (current, X currency per US$1)? 528.29
PPP ( Purchasing Power Parity ) GDP per capita 1,600
Infant mortality (per 1000 live births) 79
Under five mortality (per thousand) 140
Maternal mortality (per 100,000 live births) 980
Access to safe water (% of population) 51
Health expenditure as % of GDP (public/private/total) PF;?\E);,'[E 3111,
Total PPP 163

Health expenditure per capita (US$) 163
Doctors per thousand people 0.08
Hospital beds per thousand people 5.1
Literacy rate 53

1.1 Role of the State in Insurance

Togo, along with other African nations, only became familiar with insurance as a way to
protect individuals and their possessions after achieving independence. Before that, some
embryonic forms of risk mutuals already existed in local communities in the form of mutual
aid and assistance.

Also, insurance in its modern form was available only on a very reduced scale. It was often
provided by large firms in metropolitan areas that had opened agencies to allow colonists and
certain local executives to insure motor vehicles.

Insurance really only developed in Togo after 1960. Since then, public authorities have been
adopting a certain number of legislative and regulatory provisions to govern the sector in
order to allow local and foreign initiatives to operate.

The first legal text, which served as the foundation for the control and organization of Togo’s
insurance market, was Order N° 36/12 dated 12 August 1968 with application decree
n°69/119 that came into force June 2, 1969.

2 This exchange rate will be used in all calculations of current figures in this paper.

MICROINSURANCE
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This law governed insurance until April 19, 1995 when Togo ratified the treaty setting up a
sub-Saharan integrated insurance organization, the Industrie des Assurances dans les pays
africains au sud du Sahara, signed July 10, 1992 in Yaoundé, Cameroon. A major instrument
prescribed in the treaty is the unified legislative code for all the signatory countries. It is
designated the Code of the Conférence Interafricaine des Marchés d’Assurances (CIMA
Code). The code came into force in Togo on August 11, 1996. The unified legislation
governs insurance contracts, indemnity methods for accident victims, operations of
corporations, obligations incumbent on general agents and brokers, and an accounting plan.
The requirements in the code governing insurance operations are relatively rigid.

From the point of view of insurance operations, the code institutes two distinct types of
insurance societies: life and general insurance (liability, fire, automobile).

Regarding ownership, a distinction is made between insurance companies and mutuals. The
minimum amount of owner equity is also specified. For companies, it was set at 500 million
CFA francs (US$946,450) and for mutuals, the minimum funds needed for start-up was set at
300 million CFA francs (US$567,870). For this reason, MAFUCECTO, originally certified
under the Order dated 12 August 1968 with an establishment fund set at 30 million CFA
francs (US$56,787), needs additional funds to comply with CIMA legal requirements.

All insurance activities in Togo are currently operating under the scope of this unified
legislation. Public authorities in Togo still intervene in the insurance and savings sector by
implementing specific legislative provisions inspired either by the CIMA code or by the
desire to encourage certain sectors deemed favourable for development. As an example, The
Finance Law dated January 1, 1993 provides tax exemptions applicable to complementary
retirement insurance and capitalization operations in order to encourage household savings.
However, life insurance is not yet exempted.

1.2 Regulation and Supervision

Current regulation in the insurance sector in Togo, as we have noted above, is regional. It
refers to the CIMA treaty to which are attached the legislative text, the mission and the by-
laws of the national insurance agencies. This is a compendium of measures to which the
governments have subscribed to organize and control their respective insurance markets.
Togo, after adhering to and ratifying the convention, then introduced all the provisions
required under the treaty into its own domestic legislation.

Supervision of the Togo insurance market is provided by CIMA authorities. However, there
are local insurance inspectors who help carry out CIMA’s mandate. These inspectors perform
preliminary studies of the documents produced by insurers to be sent to CIMA authorities,
they gather statistical reports periodically produced, and they review the product filings that
the legislation has made mandatory. Furthermore, the inspectors assist the existing companies
in their efforts to comply with regional regulatory requirements. They are also involved in
supervising insurance intermediary activities, especially general agents and brokers.

MICROINSURANCE



Good and Bad Practices in Microinsurance MAFUCECTO, Togo

1.3 Insurance Sector in Togo

After 1968, the insurance sector in Togo literally exploded in terms of the number of actors
and total business. The market is currently driven by ten insurance companies; seven of
which offer general (liability, fire, automobile, etc.) insurance, while three offer life
insurance. MAFUCECTO is not yet included in this figure. Except for one insurer that is
exclusively a national private firm, all were all set up using mostly foreign capital.

The total revenues of the insurance market in 2005 are estimated to be about 17 billion CFA

francs (US$32 million). Claims have been reasonable despite the social and political crises
Togo has experienced since 1990.

Table 1.2 Insurance Industry Basics

Issues Observations

Ministere de I’économie et des finances through the
Direction Nationale des Assurances

Key responsibilities of the regulatory | Deliver licences to insurance companies, inspect and
authority supervise their activities

Minimum capital requirements for 300,000,000 CFA francs (US$ 567,870)

insurance license
Submit a certification application containing a general
presentation along with legal, technical and financial

Name of insurance regulatory body

Other key requirements for an
insurance license

information.
On-going capital requirements for an | A solvability margin equal to, at minimum, 5% of actuarial
insurance company provision.
Other !<ey requirements for regulatory Comply with all provisions prescribed by CIMA code
compliance

Number of regulated private insurers | 10 private insurers

Value of annual premiums of regulated | 7 e A francs in 2005 (US$32 million)
private insurers

Number and type of other regulated
insurance organizations

Number of reinsurers (if any) 1 reinsurer in Togo, CICA RE

30 general agents and 18 brokers

Mandatory insurance policies include automobile insurance and maritime insurance for
imports, which are in theory obligatory for individuals and businesses located in Togo.
However, only 45% of vehicles are actually insured. Therefore, despite the fact that insurance
has been present in Togo for a while now, it has not yet become customary.

Intermediation in the insurance sector in Togo is highly developed. The market currently has
eighteen brokers and nearly thirty general agents who act for specific companies.

1.4 Government Social Programs

The Government of Togo cares about the social security protections covering its inhabitants.
The first government social program was adopted in 1956 under legislation that set up a
family support plan for salaried workers in Togo. In 1964, another law set up an insurance
plan for employment injuries and occupational illness.

MICROINSURANCE
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In 1968, legislation was adopted establishing a pension plan to complete the range of
protection offered. The administrative and legal operations were embryonic and relied on the
Caisse des Retraites du Togo. Order n°39/73 dated 12 November 1973 unified these various
plans into a social security code.

The Government created agencies to manage the social security plans: the Caisse Nationale
de Sécurité Sociale to insure agents working in the private and semi-private sector against
risk related to work accidents and disabilities and a Caisse de Retraite to manage the
retirement plan of the government employees. These two institutions are involved within
their respective jurisdictions in: old age security pensions, death benefits, family benefits,
maternity benefits and other types of coverage. The government goes further by encouraging
businesses and households to subscribe to various forms of private insurance, especially
health and additional retirement plans through tax breaks.

The Government plays a major role in providing social security for its citizens. It should be
recognized however that the limited means available to the State, and the lack of resources on
the part of households, means that much remains to be accomplished in the field of social
security.

1.5 Brief Portrait of Microinsurance in Togo

Microinsurance in its current design and organization is not yet operational in Togo. But
some microfinance structures have recently been attempting to introduce it into their
organizations. In other words, the concept is becoming known. Public authorities will
probably establish the provisions required to regulate it in a near future.

Authorities in Togo have recently undertaken efforts to promote sectors involved in the fight
against poverty. A national commission to promote microfinance has been set up with
assistance from donor agencies. Microinsurance is one area in which the commission is
expected to intervene. In other words, the attitude of the Government vis-a-vis
microinsurance is highly positive. Efforts are not yet sufficiently advanced to be properly
assessed, but the enthusiasm shown leads one to believe that suitable incentives will be
established to make it develop.

MICROINSURANCE
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2. The Institution

2.1 History of FUCEC-Togo

FUCEC-Togo (Faitiere des unités coopératives d’épargne et de crédit du Togo) is an apex
organization for most savings and credit cooperatives in Togo. It enjoys national coverage.

Savings and credit cooperatives of Togo

A savings and credit cooperative (known as a COOPEC) is a free and voluntary association
of individuals united by a specific common bond (e.g. professional, residential) who decide to
pool their savings to make loans using the accumulated funds. This is essentially a
cooperative financial intermediary that, on one side, mobilizes the owners’ (members)
financial resources and, on the other side, lends out these funds. The funds used for issuing
loans in the COOPECs come mainly from members’ savings.

The COOPEC savings and credit cooperatives began when an American missionary initiated
the first cooperative in 1969 in a village in the southwestern part of the country (a coffee and
cacao growing region). He had observed the lack of organization among farmers in managing
their income. From 1975-1979, the network experienced a period of crisis brought on by a
drop in farmer income, lack of suitable training in management/accounting in the COOPECsS,
and insufficient delivery of services.

Expansion and consolidation

Cooperatives leaders were clearly conscious of the situation and undertook a revitalization
campaign. A project was negotiated with the Global Project Office in the United States with
assistance from the ACECA (Association des Coopératives d’Epargne et de Crédit
d’Afrique).

The main goals of the project were to provide training in management, accounting and credit.
Moreover the project also aimed at the creation of a national association of savings and credit
cooperatives in Togo. Its success produced FUCEC-Togo (Fédération des Unions
Coopératives d’Epargne et de Crédit du Togo) in 1983; its mission was to contribute to the
economic and social well being of individuals and communities through the creation of
COOPEC:s.

The federation was born out of the need expressed by the COOPECs to have a structure to
provide shared-cost services such as inspection, refinancing, education, training, technical
assistance, computerization and representation.

The success of the Global Project Office led the World Council of Credit Unions (WOCCU)
to approve two five-year development plans of the FUCEC-Togo financed by USAID
(United States Agency for International Development). The plans, the first of which ran from
1983 to 1988, and the second from 1988 to 1993, were designed to assist the consolidation of

MICROINSURANCE
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the network. At the end of the second plan, an intermediary 2-year plan was negotiated with
WOCCU to assist the federation to become self-financing.

For reasons linked to social and political troubles in September 1994, USAID stopped
funding the WOCCU assistance to FUCEC-Togo. After the withdrawal of support, budget
measures were taken and services reorganized in the federation to allow it to continue
providing services to base COOPECs. The intent was to avoid having the withdrawal of
external grants signal death for the savings and credit cooperatives in Togo.

In June 2001, FUCEC-Togo adopted a business plan to reorganize and turn around its
operations. One main aspect was resizing the network from 152 to 68 COOPECs by June
2004 through a process of amalgamation and liquidation, without reducing outreach or
accessibility of services.

MAFUCECTO insurance mutual

In 1989, FUCEC-Togo set up its own structure to provide coop members with death benefits
coverage. It was named MAFUCECTO, the Mutuelle d’Assurance de la FUCEC Togo and
was certified under Order N°098 /MEF /DA the same year.

This structure did not unfortunately achieve participation by all COOPECs due to the high
fees charged. Premiums were paid directly by COOPECs as a percentage of loan totals. From
a member’s point of view, insurance coverage was not visible. The COOPECs felt the
product was an additional expense without any true added value for customers. As a result,
competing insurance companies penetrated the COOPEC network. Moreover, the 3 M CFA
franc coverage ceiling per member had not been indexed as initially promised, which further
encouraged COOPECSs to sign contracts with competing insurance companies. Consequently,
the development of the mutual was hindered considerably.

In the autumn of 2003, a study undertaken in collaboration with the Centre d’Innovation
Financiére (CIF)® examined the requirements to relaunch MAFUCECTO and identified
critical factors required for viability and sustainable development.

The study led to the insurer’s complete reorganization in the autumn of 2004. Key changes
included the products offered, distribution network, plan management and organizational
structure. MAFUCECTO and FUCEC-Togo are implementing these new procedures. In
partnership with the CIF, DID and ADA, this project was designed to professionalize
microinsurance practices in the 6 savings and credit mutualist networks that are members of
the CIF and reach 1.5 million families.

Consequently the work done at MAFUCECTO during this project is the subject of this case
study.

¥ The CIF is a cooperative corporation owned by networks of SACCOs. It was set up in 2002 on an initiative by
DID and six cooperative networks in West Africa: the RCPB in Burkina Faso, FUCEC in Togo, FECECAM in
Benin, Nyesigiso in Mali, Kafo Jiginew in Mali and PAMECAS in Senegal. The CIF is responsible for
developing and testing financial products for its network partners. The CIF carries out research and development
of financial products adapted to local conditions such as the loan insurance plan described in this case study.
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Table 2.1 Insurance Organization Basics

Issues Observations
Legal structure Mutual insurance company
Registration status Registered
Regulation status Regulated
Start of corporate operations 1989
Start of microinsurance operations 1989
Core business Loan insurance coverage
Target market — core business Loan insurance in case of death or total permanent disability
Target market — insurance business All members of FUCEC-Togo network
Geographic area of operation Complete territory
Development, marketing, or servicing Insurance plans are sold thro_ugh_ the COOPEC. They collect
policies with other institutions rele_Jvant data durlr!g th_e :_ippllcatlc_)n process or payment of
claims and transmit this information to MAFUCECTO
Reinsurance provider, provider type SCOR Vie / Réassureur Vie
Reinsurance type Proportional surplus reinsurance

Table 2.2 Insurance Organization Basics - Trends®

2005 2004 2003 2002
Total assets (US$) 447 677 085 | 298 226 724 | 240 425 029 | 220 677 522
Annual budget (US$) n/a n/a n/a n/a
Total capital 30 000 000 30 00 000 30 000 000 | 30000000
Total number of potential clients (COOPEC 185 523 173 323 156 167 154 551
members)
Total number of microinsurance policyholders
(COOPEC) 41 31 30 27
Total number of microinsurance insured lives 13983 20 424 14 129 8018
Number of microinsurance staff 3 1 1 1
Staff turnover (%) n/a n/a n/a n/a
E\(lyl:)mber of policyholders / microinsurance staff 14 31 30 97
Microinsurance marketing costs n/a n/a n/a nl/a

2.2 Organizational Development

Structure

To avoid management errors made in the past at MAFUCECTO, FUCEC-Togo decided to
monitor reorganization very closely. Upper management at FUCEC-Togo wanted and still
wants the mutual to fulfil its obligations to clients and the government. As a result, the

* Until December 2004, there was no distinct MAFUCECTO budget. The equity capital of the MAFUCECTO is
held by the FUCEC-Togo. To date, there has been no dividend paid. In addition to the staff shown here, there
are 4 additional resources from the FUCEC-Togo that support and help perform the operations of
MAFUCECTO. Furthermore, there are approximately 280 loan officers from the COOPEC who participate
actively in the activities of selling and marketing insurance products. Starting in 2005, the number of
microinsurance insured lives only consider the ones covered under the new insurance plan that was implemented
at the end of 2004.
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FUCEC-Togo director has been taking on overall management of MAFUCECTO until it
reaches the desired level and quality of operations.

MAFUCECTO offices are in the same building as FUCEC-Togo. MAFUCECTO currently
has three employees. A director of operations ensures that overall operations of the mutual
are managed properly and two assistants provide support for operations, monitor the
COOPECs, and maintain the accounts. Financial transactions involving insurance activities
are performed by the FUCEC-Togo’s chief financial officer. In addition, the FUCEC-Togo’s
director general designated a director on a CIF contact to ensure that MAFUCECTO
management activities conform to the mandate granted.

MAFUCECTO constitutes a separate administrative unit that has the responsibility to:

Negotiate and sign all reinsurance contracts

Support and train the COOPECs and their staff

Provide COOPECs with tools for sound insurance management

Collect and manage insurance premiums

Calculate remuneration for COOPECSs and carry out payment

Analyze claims and make payment to the COOPECs within the prescribed time
limits

Maintain an up-to-date register of paid and refused claims

Maintain an up-to-date management information system

Perform accounting tasks according to the CIMA accounting plan

Set up technical equipment and report on its performance

Prepare monthly and annual financial statements

Audit a representative number of COOPECSs once a year

Monitor equity investments, reserves and liquidities

Negotiate with external insurers for other insurance needs on behalf of all the
COOPEC:s in the network

Management Expertise and Experience

Finding trained and skilled personnel in the field of insurance is possible but not always easy
in Togo. Moreover, the notion of group insurance is less familiar than individual coverage.
For example, the chief operating officer mostly has experience in the individual insurance
market. Understanding the concepts, approach and functioning of collective insurance was
transferred to him through coaching provided by DID during the project.

Most loan officers in the savings and credit cooperatives in the FUCEC-Togo network have
little knowledge of insurance even though MAFUCECTO, which was set up to provide
coverage for their members’ assets and provide security for their loan portfolio, has been
providing them with such products for over fifteen years.

Qualifications of MAFUCECTO staff

The staff is composed of a chief operating officer, a claims manager, a technical and
commercial officer and an accountant.
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e The chief operating officer qualifications:

- Masters Degree in Science and Technology and Business Management Techniques with
an option in Marketing

- A professional diploma (Etudes Supérieures Professionnalisées) in financial and
commercial management

- A certificate (brevet) as senior insurance technician

- Seven years of professional experience.

The claims manager qualifications:
A certificate (brevet) as senior insurance technician
Three years of professional experience.

The technical and commercial officer qualifications:
A Bachelors Degree in science with several additional training sessions in marketing
insurance products and courses in law
Eight years of professional experience.

The accountant qualifications:
A professional certificate (Brevet d’Etudes Professionnelles) as accountant and
comptometer operator
Fourteen years of professional experience

Training

Training in insurance is very important, but is often insufficient or neglected. The CIF has
therefore set up a training program designed specifically for current and future loan officers.
The loan officers in the COOPECSs have various training needs. First, they need to understand
basic insurance principles to comprehend the plan’s modalities and to assess borrower
eligibility. They must also acquire knowledge of product features, enrolment procedures and
follow-up for claims. They must be able to explain and sell the product in addition to
mastering the operational tools to support the plan.

With assistance from the CIF, MAFUCECTO supports the COOPECs in training new
employees in insurance. Moreover, it provides ongoing training to COOPECs’ staff through
regular follow-up sessions in the COOPECs or through brief training programs on specific
topics related to the insurance plan.

Governance

The MAFUCECTO Board of Directors, which is the same as the board of FUCEC-Togo, is
composed of elected members from the network. The board meets quarterly. It receives
financial and performance reports from MAFUCECTO and ensures regular follow up of
financial results. It ensures proper observance of protocols, policies, schedules and legal
compliance. It proposes corrective measures when required and sees to their implementation.
Again, support is provided by the CIF.
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2.3 Resources

MAFUCECTO, housed in the FUCEC-Togo building, is well located. The insurer has
modern equipment, such as computers and telecommunications services. The number of
computers is sufficient for the moment and their performance adequate. VVehicles are shared
with FUCEC.

2.4 External Aid

Since 2000, FUCEC-Togo has been receiving technical support from Deéveloppement
International Desjardins financed mainly by the Canadian International Development Agency
(CIDA) through the Membership and Specialized Organizations Program (MSOP) .

In 2003, FUCEC-Togo decided to restructure MAFUCECTO to truly enjoy the advantages of
such an associated insur