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From the Publisher

or an insurer, it is very important to have a

clear assessment of the risk that is in store

before assuming it. In life insurance, this
means that there has to be an underwriting of all
the individuals before a contract is concluded.
Depending upon the amount at risk and the quality
of risk - like age, health condition etc. - insurers
often accept proposals even without a medical
examination. However, one factor that cannot be
ruled out is the underwriting of the proposal. It
is possible that on account of their being
uninsurable individually, some people may totally
fall out of the purview of insurance coverage.
Group insurance provides the answer for such
individuals, as the unit of underwriting would be
the group; and not the individual.

For long, group insurance has remained largely
unpopular in the Indian domain. Apart from the
insurability factor, group insurance also makes it
economically viable for several individuals who may
not otherwise afford to buy insurance. Group
insurance is a strong tool to ensure that a large
chunk of the population comes under the ambit
of insurance coverage; and in an evolving market
with low penetration levels, it goes a long way in
widening the safety net. It is gratifying to note
that group insurance business has been growing
steadily but it is still not anywhere near what it is
in the more developed markets.

One way of achieving better results in this area is
to ensure that participation in group insurance
is made mandatory by employers for their
employees at the time of their joining employment
itself. While several employees welcome it as a
perquisite, there are others who consider it as
an avoidable burden. A better understanding of
the benefits of insurance would certainly put the
perspective in better light. Also, insurers should
be positively inclined to cover more and more
groups, both formal and informal; while ensuring
that precautions are in place to ward-off any anti-
selection.

‘Group Insurance’ is the focus of this issue of the
Journal. Underwriting a risk efficiently holds the
key to successful insurance business. However,
insurers have to guard themselves against hazards
that increase the incidence of risk. ‘Hazards in
Insurance’ will be the focus of the next issue of
the Journal.

J. Hari Narayan
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from the editor

== (Group Dynamics
- Success Recipe for a Nascent Market

roup insurance is a relatively new form of insurance business universally. Even after making a formal

entry, it has not been an instant success but had to wait for the concept to be totally digested.

Despite the fact that it affords several facilities - both for the insurer as well as the insured - group
insurance has enjoyed only limited success in the Indian domain. Contrary to the argument that it adversely
impacts the line of individual business, group insurance has the ability to target different segments of the
society without encroaching the existing sources of individual life/health insurance business. Accordingly, it
can provide a great impetus to the process of widening the insurance umbrella; and thus contribute to a
rise in the levels of penetration.

The success of insurance business is mainly dependent on the concept of pooling. While insuring a group,
the pooling concept operates within the group and obviates the need for individual underwriting. It has
often been commented that in group underwriting, risk assumption could adversely be affected. However,
by adopting a few preventive measures, this limitation can easily be overcome. Especially, in a populous
country with low levels of insurance penetration, group insurance can be used as an effective tool to bring
a large number of people within the ambit of insurance.

Group Health insurance has been a very popular line of business for insurers for long. However, in the
aftermath of detariffing, this line of business has suffered several setbacks and has taken a downward trend
for obvious reasons. Employers and employees should appreciate the importance of being covered under
Health insurance; and also realize the potential of group health covers as against individual insurance policies.
A better understanding would certainly help not only in the improvement of claims ratios but also in the
deepening of the insurance market.

‘Group Insurance’ is the focus of this issue of the Journal. To begin with, we have an article by Mr. Rajeev
Varghese in which he enumerates the benefits of group insurance; and describes how it has been making
rapid strides of progress in the Indian scenario. In the next article, Mr. Tarun Chugh talks about the usefulness
of group insurance in the domain of employee benefits - especially superannuation and gratuity benefits.
There has been a lot of debate about the applicability of Defined Benefit and Defined Contribution methods
to the pension benefits of employees. Mr. Vijay Vaidyanathan throws light on this aspect of group pensions.

In the ‘follow through’ section, we have an article by Mr. K.S. Gopalakrishnan that deals with the actuarial
insights in designing and pricing the riders in life insurance policies. Natural catastrophes and disasters have
been on the rise with devastating results - thanks to global warming. Disaster risk financing accordingly has
assumed challenging proportions; and it is exactly this area that Mr. Amit Kalra brings out in detail in his
article in the ‘thinking cap’ section. There has been a lot of debate about simplicity in framing the clauses
in insurance contracts; and this aspect has very special significance to an evolving market, like the Indian
one. Mr. C.L. Baradhwaj brings out lucidly the issues associated with the clients understanding the clauses,
in his article in the ‘end user’ section.

Underwriting is all about selection and classification of risks; and failure to achieve equitability in the
classification of risks is bound to lead to adverse results for an insurer. However, it is not as simple as it
sounds; owing to the presence of hazards that enhance a risk. ‘Hazards in Insurance’ will be the focus of the
next issue of the Journal.

U. Jawaharlal
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tatistics - life insuran

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED SEPTEMBER 2008

INDIVIDUAL SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Crore)

Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. Sep 2007 Sep 2008 Sep 2007 Sep 2008 Sep 2007 Sep 2008
Non linked*
1 Life
with profit 82.75 153.78 6621 5194 147.19 129.83
without profit 104.54 65.19 223301 123178 1362.95 2049.43
2 General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 6.09 6.33 657 553 0.13 1.03
3 Pension
with profit 40.62 12.28 2665 2143 2.10 2.58
without profit 0.24 60.68 2 2077 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
A. | Sub total 234.23 298.25 233266 133145 1512.37 2182.87
Linked*
1 Life
with profit 0.00 0.00 0 0 0.00 0.00
without profit 2045.32 2610.16 513859 574997 3877.91 4489.33
2 | General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.01 0.00
3 Pension
with profit 0.00 0.00 0 0 0.00 0.00
without profit 6429.53 4415.43 1698846 1316379 2523 52.07
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
B. | Sub total 8474.85 7025.60 2212705 1891376 3903.14 4541.39
C Total (A+B) 8709.08 7323.85 2445971 2024521 5415.51 6724.26
Riders:
Non linked
1 Health# 0.01 0.01 13 0 0.01 0.10
2 | Accident## 0.01 0.01 73 0 0.55 0.37
3 | Term 0.00 0.00 1 0 0.00 0.00
4 | Ofthers 0.00 3.18 0 0 0.00 0.00
D. | Sub total 0.02 3.20 87 1 0.56 0.47
Linked
1 Health# 0.01 0.01 11 1 0.13 0.49
2 | Accident## 0.08 0.25 7723 109 58.54 197.14
3 | Term 0.00 0.00 0 0 0.00 0.02
4 | Others 0.00 0.00 0 0 0.00 0.00
E. | Sub total 0.08 0.27 7734 110 58.67 197.65
F. | Total (D+E) 0.10 3.47 7821 111 59.23 198.12
G.| **Grand Total (C+F) 8709.18 7327.31 2445971 2024521 5474.74 6922.38

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.
The premium is actual amount received and not annualised premium.




Statistics - life insurance

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED SEPTEMBER 2008

INDIVIDUAL NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL) (Rs.in Crore)
Sl. PARTICULARS PREMIUM POLICIES SUM ASSURED
No. Sep 2007 Sep 2008 Sep 2007 Sep 2008 Sep 2007 Sep 2008
Non linked*
1 Life
with profit 4068.78 4631.28 6223612 8960941 59555.48 89509.76
without profit 102.45 82.49 438233 740712 8658.48 13556.83
2 | General Annuity
with profit 0.05 0.00 63 0 1.15 0.00
without profit 0.00 0.00 0 0 0.00 0.00
3 Pension
with profit 12.31 22.88 9941 28385 110.95 328.30
without profit 8.56 6.36 3364 4280 0.00 0.96
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 37.04 80.45 162498 304055 12747.23 21450.90
A. | Sub total 4229.20 4823.46 6837711 10038373 81073.30 124846.75
Linked*
1 Life
with profit -0.01 0.01 8 0 0.20 0.00
without profit 13505.74 10535.03 10648205 5642644 138030.39 100860.60
2 | General Annuity
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0.00 0.00
3 Pension
with profit 0.02 0.01 5 0 0.00 0.00
without profit 2005.47 3520.13 820853 1044558 1343.45 2430.86
4 Health
with profit 0.00 0.00 0 0 0.00 0.00
without profit 0.00 56.44 0 56277 0.00 0.24
B. | Sub total 15511.22 14111.62 11469071 6743479 139374.04 103291.70
C.| Total (A+B) 19740.42 18935.08 18306782 16781852 220447.34 228138.45
Riders:
Non linked
1 Health# 0.82 1.12 6032 64 77.85 756.72
2 | Accident## 1.98 2.70 108951 729 1774.58 2560.19
3 | Term 0.11 0.57 1954 17 19.58 154.49
4 | Others 6.42 0.78 699 3 748.19 17.33
D. | Sub total 9.33 5.18 117636 811 2620.20 3488.73
Linked
1 Health# 1.63 2.63 4358 199 180.60 786.00
2 | Accident## 9.54 15.18 75345 1153 4707.25 5302.56
3 | Term 0.19 0.12 9412 31 216.90 42.09
4 | Ofhers 0.26 1.67 2281 6 1180.89 320.29
E. | Sub total 11.62 19.60 91396 1390 6285.64 6450.94
F. | Total (D+E) 20.96 24.78 209032 2201 8905.84 9939.67
G.| **Grand Total (C+F) 19761.37 18959.85 18306782 16781852 229353.18 238078.12

* Excluding rider figures.

** for policies Grand Total is C.

# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.

The premium is actual amount received and not annualised premium.
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tatistics - life insura

FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED SEPTEMBER 2008

GROUP SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Crore)

Sl PREMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Sep 2007 | Sep 2008 | Sep 2007 | Sep 2008 | Sep 2007 | Sep 2008 | Sep 2007 | Sep 2008
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 570.77 1733.47 784 952 433199 589332 1453.91 4251.53
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 4.38 3.30 239 348 47547 56128 311.63 329.79
C EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 2.65 3.65 450 375 457180 670469 1995.23 2301.80
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1553.19 849.67 8836 6763 9793097 9550363 37746.08 44198.78
2 General Annuity
with profit 227.18 348.23 g 884 145 0.00 0.00
without profit 681.02 2566.12 41 67 4618 4595 0.00 0.00
al Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1062.85 901.96 279 322 199893 106265 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sub total 4102.03 6406.40 10632 8830 10936418 10977297 41506.86 51081.91
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0.00 0.00
without profit 67.82 125.12 55 43 36672 68991 199.67 121.98
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
o | EDL
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 6.70 0.50 1 1 435 153 0.04 0.02
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 57.84 14.92 15 12 26851 307 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 132.36 140.54 71 56 63958 69451 199.71 121.99
C. Total (A+B) 4234.39 6546.94 10703 8886 11000376 11046748 41706.57 51203.90
Riders:
Non linked
1 Health# -0.01 0.05 7 10 3951 5142 215.51 179.26
2 Accident# # 0.07 0.32 19 14 23506 4703 315.57 675.93
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
D. Sub total 0.06 0.37 26 24 27457 9845 531.08 855.19
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident# # 0.00 0.00 0 0 0 0 0.00 0.00
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.00 0.00 0 0 0 0 0.00 0.00
F. Total (D+E) 0.06 0.37 26 24 27457 9845 531.08 855.19
G. **Grand Total (C+F) 4234.45 6547.31 10703 8886 11000376 11046748 42237.65 52059.09

* Excluding rider figures.
** for no.of schemes & lives covered Grand Total is C.
# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.
The premium is actual amount received and not annualised premium.
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FIRST YEAR PREMIUM OF LIFE INSURERS FOR THE QUARTER ENDED SEPTEMBER 2008

GROUP NEW BUSINESS -- NON-SINGLE PREMIUM (INCLUDING RURAL & SOCIAL)

(Rs.in Crore)

Sl PVEMIUM NO. OF SCHEMES LIVES COVERED SUM ASSURED
No.| PARTICULARS Sep 2007 | Sep 2008 | Sep 2007 | Sep 2008 | Sep 2007 | Sep 2008| Sep 2007 | Sep 2008
Non linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 47.33 357.43 23 63 27565 259008 192.42 602.43
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 17.10 36.21 0 1 133905 480532 1809.11 1047.42
4 EDLI
with profit 0.97 0.15 83 86 90561 66876 813.49 731.57
without profit 1.20 2.19 84 101 102174 217590 878.95 1765.83
d) Others
with profit 15.94 2.57 110 141 197048 173028 5117.83 6051.75
without profit 67.86 683.95 376 699 1170758 5283632 23566.09 45551.25
2 General Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.36 0 1 0 0 0.00 0.00
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.21 2.90 0 0 0 0 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
A. Sub total 150.61 1085.77 676 1092 1722011 6480666 32377.89 55756.25
Linked*
1 Life
a) Group Gratuity Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 155.46 206.90 218 277 360854 545458 2148.14 2915.20
b) Group Savings Linked Schemes
with profit 0.00 0.00 0 0 0 0 0.00 0.00
) without profit 1.93 10.17 14 43 3301 14452 44.93 190.05
4 EDLI
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
d) Others
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 7.16 17.27 9 1 683 3352 7.40 0.34
2 General  Annuity
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 1.61 1.87 4 2 1022 130 1.61 1.87
3 Pension
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 136.15 440.46 106 117 30904 40367 0.00 0.00
4 Health
with profit 0.00 0.00 0 0 0 0 0.00 0.00
without profit 0.00 0.00 0 0 0 0 0.00 0.00
B. Sub total 302.32 676.68 351 450 396764 603759 2202.08 3107.46
C. Total (A+B) 452.93 1762.45 1027 1542 2118775 7084425 34579.97 58863.71
Riders:
Non linked
1 Health# 0.98 1.44 13 22 8197 16816 577.11 1000.64
2 Accident# # 0.31 0.99 11 34 12694 28543 923.26 2428.22
3 Term 0.01 0.01 1 1 61 38 0.63 0.19
4 Others 0.01 0.01 4 7 379 1455 71.14 477.54
D. Sub total 1.30 2.45 29 64 21331 46852 1572.14 3906.60
Linked
1 Health# 0.00 0.00 0 0 0 0 0.00 0.00
2 Accident# # 0.29 0.00 13 0 13901 0 456.04 0.00
3 Term 0.00 0.00 0 0 0 0 0.00 0.00
4 Others 0.00 0.00 0 0 0 0 0.00 0.00
E. Sub total 0.29 0.00 13 0 13901 0 456.04 0.00
F. Total (D+E) 1.59 2.45 42 64 35232 46852 2028.19 3906.60

* Excluding rider figures.
** for no.of schemes & lives covered Grand Total is C.
# All riders related to critical illness benefit, hospitalisation benefit and medical treatment.
## Disability related riders.
The premium is actual amount received and not annualised premium.

§ Reflects revised data submitted by ICICI Prudential Life Insurance Company Ltd.
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CIRCULAR

24/11/2008

To
All the Insurers

Dear Sir/Madam,
Master Circular on Anti-Money Laundering Programme for Insurers

You are aware that the Anti-Money Laundering (AML) Guidelines
were notified by the IRDA on 31t March, 2006. Subsequently, a
few circulars on the subject have been issued to all Insurance
Companies. In order to ensure that all instructions relating to

Circular No. 022/IRDA/MasterAML/Nov-08

AML are at one place, a master circular has been prepared
incorporating all the instructions issued by the Authority upto
315t October 2008 and is being circulated for your information.

Yours faithfully

Sd/-
(C.R. Muralidharan)
Member (Finance & Investment)

CIRCULAR

05/12/2008

To
All Insurers

Sub: - Investments made during Sep 2008, Oct 2008 and Nov 2008
- Reg.

In the light of changing macroeconomic climate and risk
parameters, there is an urgent need to be cautious with
reference to investment of funds in general and policyholders’
funds in particular. With a view to ensuring the safety and
prudence as enshrined in the recently amended Investment
Regulations, insurers are required to furnish ALL investments
made (other than Government of India securities) for the months
of Sep 2008, Oct 2008 and Nov 2008 with information as per the
annexed format, certified by the statutory auditor of the insurer
on or before 15" Dec, 2008.

\We welcome consumer experiences.

Tell us about the good and the bad you
have gone through and your suggestions.
Your insights are valuable to the industry.
Help us see where we are going.

Send your articles to:

Editor, IRDA Journal, Insurance Regulatory and Development Authority,
Parisrama Bhavanam, Ill Floor, 5-9-58/B, Basheerbagh, Hyderabad 500 004
or e-mail us at irdajournal@irda.gov.in

INV/LTR/012/2008-09

Further, you are required to file with the Authority internal
Norms to be adhered by the Investment Department in approving
Debt / Debenture / Equity / Loan / Other Investments, as
approved by the Board / Investment Committee. The details are
to be furnished on or before 8" Dec, 2008. The softcopy of
details required (in Microsoft Excel Format) should be to be
mailed to snjayasimhan@irda.gov.in

Insurers may please note that non submission of this information
within the stipulated time would amount to non-compliance
and would attract penal provisions.

Sd/-
R. Kannan
Member (Actuary)
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Dealing with Hazards

TRICKY AND CONTENTIOUS

AN UNDERWRITER NEEDS TO BE ADDITIONALLY CAUTIOUS ABOUT VARIOUS HAZARDS - SOME SEEN AND SOME UNSEEN -

THAT PRESENT THEMSELVES IN THE ACCEPTANCE OF A RISK, IN ORDER TO BE SUCCESSFUL’ WRITES U. JAWAHARLAL

n order that insurance business is

successful, it is very important for the

insurers to make a wholesome
assessment of the risk that is at their
disposal; and price it accordingly. Would
it mean that the premium for a certain
risk should be uniform, the specific
conditions affecting each of them
notwithstanding? Imagine a building made
of fire-resistant material and another
building made of wood being charged the
same premium for a fire risk cover. While
the risks in both the cases may be
uniform, there is the additional hazard
that makes the wooden house additionally
vulnerable to a higher damage; and hence
must be additionally charged.

It is not uncommon to use the words risk
and hazard interchangeably although a
clear distinction between them exists
and has to be understood clearly. A hazard
is a condition that may create or increase
the chance of a loss arising from a given
peril. The importance of hazard in
insurance business is paramount and
unless it is properly judged by the
underwriters, it could lead to adverse

results. The incidence of hazards could
be of different intensity in different
classes of insurance. Hazards are broadly
classified into moral hazard and physical
hazard, although some insurance markets
also talk about morale hazard to be
distinctly different from moral hazard.
Morale hazard is supposed to exist where
the insured adopts a careless approach
towards the protection of the asset in
view of the fact that it is insured.

Physical hazards, as the name indicates,
present themselves visibly and hence can
be tackled more easily - either by
charging an additional premium or by
enforcing restrictive clauses. In extreme
cases where the risk can become
prohibitively expensive, insurers may even
reject the acceptance of risk. It should
be appreciated that any means of
additionally compensating by charging
extra premium is applicable only in the
case of physical hazard. No amount of
additional premium can compensate the
existence of moral hazard where the
intention of the applicant is entirely to
defraud the insurer.

Moral hazard can affect any class of
insurance although its impact may be
different. For example, in life insurance
moral hazard is greatly reduced for the
simple reason that no amount of money
would compensate the loss of human life.
Life insurers still guard themselves against
a possible moral hazard, especially in cases
where death is imminent in the near
future; and also in cases of disability
benefits. Besides, the clause of
indisputability comes to their rescue in
most cases where there is deliberate
intent to defraud the life insurer. Moral
hazard is a serious issue in most of the
non-life insurance classes, particularly the
Health and Motor in the Indian domain.
While one cannot be expected to cause
any detriment to one’s own health, it
could be an issue where a claim can be
enforced or exaggerated.

‘Hazards in Insurance’ will be the focus
of the next issue of the Journal. In view
of the limited awareness of the Indian
masses, it is a very pertinent topic and
we look forward to a very interesting
debate on the issue.

Hazards...

Lurking Danger

in the next issue...
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Group Insurnace

THE KEY TO INSURANCE PENETRATION IN INDIA

RAJEEV VARGHESE ASSERTS THAT GROUP INSURANCE IS INDEED APOWERFUL TOOL THAT IS BENEFICIAL FOR THE MEMBERS

OF THE GROUP, FOR THE GROUP INSURER AS WELL AS FOR THE EMPLOYER. HE ADDS THAT IT IS NO WONDER THAT

GROUP INSURANCE BUSINESS IS STEADILY RISING.

roup Life Insurance covers a

group of people against loss of

life or disability. Usually the
group constitutes employees of an
organization, professionals in a common
group, members of a society or customers
of a financial institution.

More often than not Group Life insurance
is less expensive than individual policies
since a large number of individuals are
insured under one common policy. The
insurance company procures a large
single-unit of business which enables it

The insurance
company procures
a large single-unit
of business which
enables it to
administer the
policy with ease
across a large

group.

to administer the policy with ease across
a large group.

A variation of Group Life insurance
happens when financial institutions have
insurable interest to cover their
employees up to the borrowed loan
amount or any outstanding on a credit
card. In case of death of the borrower/
cardholder, the outstanding amount is
paid by the insurer to the lending entity.
Insurance cover under such arrangement
is called Credit Life insurance.

Individual members of any kind of a group
life insurance plan can choose to receive
insurance certificates which spell-out
their eligibility for benefits.

Corporates usually finance their group
insurance policies, providing a material
benefit for their employees. Policies are
generally for a year; and at the time of
renewal, the past year’s experience plays
a part in determining the premium for the
renewal year. Insurers do not always
require physical examinations for all
employees before issuing a master policy;
certain members however, may have to
undergo medical check-up or answer a
detailed Health Questionnaire to avail of
a higher Sum Assured than the No
Evidence Limit.

Group insurance is definitely more
affordable than a similar number of

irda journal @ Dec 2008

individual policies; many employees see
group insurance coverage as an important
perquisite.

Group insurance benefits can vary widely.
Some insurers offer Terminal Illness or
Critical Illness cover during the term of
the policy as a living benefit. This helps
the insured member to avail of the sum
assured to pay their medical related
expenses upon diagnosis of a life
threatening illness.

Growing need for Employee
Benefits

In developing markets where significant
numbers are either uninsured or
underinsured, both corporate and
government establishments are entering
into Group Life insurance form. Since
employees often feel that such coverage
is inadequate, employers can offer
additional voluntary insurance to the
individual, provided they are part of the
group which is the policy holder.

The multiple benefits of Group Life
insurance, often not availed of by
employees can be used by employers to
attract and retain talent. Smart
employers are already looking at benefits
beyond basic health and retirement
needs to differentiate themselves from
competition. Like in developed markets,
they are offering benefits to help work-
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life balance for retaining talent. The
influx of MNCs has seen their global
insurance practices being implemented
in India.

However, we also witness ambivalence
about employer benefits among
employees on the insurance front which
may be attributed to inadequate
employee education than to a lack of
need. Demand for the core benefits of
retirement planning, insurance and other
financial products continues to be strong
and is likely to increase as the economy
evolves.

resulting from better health care, we are
witnessing an increase in mortality owing
to the increasing prevalence of a host of
diseases owing to our dietary and
behavioural habits. These are popularly
called life-style diseases. The World
Health Organisation (WHO) report on
India illustrates the increasing dominance
of life-style diseases:

WHO Report 2007

The rising incidence of such diseases,
especially among employees in the
organized sector, makes both the private
and public sector employers look at

Group Insurance Market in India

Since the entry of multiple private
insurers - post liberalisation, group market
has seen a very healthy growth for both
Group Term Life Insurance and Credit Life
products. The market is split between
employer-employee groups and Credit Life
insurance policy-holders.

Here is a case study of a private life insurer
that provides Group Insurance coverage
to corporate houses across sectors.
Approximately 2.8 lakh lives are covered
under its Group Term Life business and
9.7 lakh lives are covered under its Credit
Life business.

Major Mortality trends Group Insurance as an important  The life insurer has paid over Rs.38.70
Along with an increase in life-span employee benefit. crores covering 2116 lives, in claims under
Causes of Death
30 40 50 60 70 80 a0 100
T T T T T T .] T T T T T T T 1
All causes 105 100 100
lschaemic heart disease 153 15 15 30 40 50 60 70 80 90 100
T T T T T T T .I T T T T T T 1
Lower respiratory infections 110 1 1
Cerebrovascular disease 771 7 7
Perinatal conditions 762 7 7
0 500 1500 1500 90 2000
Chronic obstructive pulmonary disease 485 3] 5 O A NG B R
Diarrhoeal conditions 456 4 4
Tuberculosis 364 4 4
Legend:
HIVIAIDS 361 3 3
a WHO South-East Asia Region
Road traffic accidents 189 2 2 B India o
Source: World Health Statistics 2006
Self-inflicted injuries 182 2 2

Source: Death and DALY estimates by cause, 2002

http:/hwww.who.intfentity/heal thinfo/statistics/bodgbddeathdalyestimates.xls
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Group Insurance-Lives Covered to Claims Settled-2008
1,400,000 4,000
1,200,000 3,500
3,000
1,000,000 +
2,500
o
= 800,000 +
s
o 2,000
=
£ 600000 |
'_
1,500
400,000
1,000
200,000 + 500
) Employee Benefits Credit Life Total )
I No.of Lives Coverad 280,738 937,780 1,218,513
== Claims Seftled lives 2116 1,675 3,791

the employer-employee Group Term Life
cover and Rs. 8.5 Cr covering 1675 lives
under its credit life business. This has
helped companies transfer such risk to
the insurer and settle claims quickly. Data
from other insurers would also reflect a
similar trend, confirming that corporates
in India are looking at life insurance as a
material benefit for its human resource.

Employers are increasingly looking at
Group Life insurance with riders. Not only
administrative issues of managing multiple
policies stand reduced, but also one can
avail of better terms while adding multiple
benefits under a single cover. The choice
of riders varied with the prevalent terms
under the policy.

More employers are considering life

insurance cover enhancement under the
Employee Deposit Linked Insurance (EDLI)
scheme (as part of the statutory cover
forming part of the Provident Fund Act).
Employees can avail of better benefit
terms with no linkage to their PF balance.
Being a very small insurance component,
this benefit misses attention of
employees.

Over 40 lakh establishments in India are
having PF account but only a fraction of
these have the benefit of enhanced
insurance coverage under the EDLI
scheme. It is important that both employer
and employee seriously evaluate the
benefit structure and the cost being
incurred for the same. Experience
reflects that most employers double the
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current maximum limit of Rs. 60,000 sum
assured provided under the EDLI Scheme.

Several group insurers bring the added
advantage of term insurance benefit
wherein the concept of ‘No Evidence
Limit’ (NEL) ensures that majority of the
employees get a high SA at very low group
rates and those above the NEL too get
the SA based upon a medical underwriting
process with a health declaration or
medical check-up at the cost of the
insurer. A similar SA on individual basis
will entail higher cost and possibility of
postponement/decline.

Group Insurance providers bring high-end
technological interface. This interface is
used to service on an individual member
basis with customised billing and easy
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I Credit Life
Total

Claim Settled-SA

policy administration. There are global-
platform applications that support the
policy holder and individual members in
policy administration.

Group Products Trends

The overall group insurance data for the
period September 2008 as per the IRDA
Journal reflects the following:

For the period Apr-Sept 08, 10,428 new
policies for both Group Non-Sngle and
Single Premium has contributed Rs. 83,121
MIn which is approximately is 24% of the
total premium generated for the period.
This reflects the growing trend of
corporates contributing to group benefit
for employees. Going by projected
market data, one can assume that the

overall share of group to total premium
could be approximately 40% in the next
3-5 years.

Until recently, the booming credit market
had enabled financial institutions to
bundle the loan/balance outstanding
amounts with life insurance cover. This
enabled the borrowers to secure their
large loans/outstanding and also enabled
the financial institution to secure its
books: a clear win-win for customers,
financial institutions and insurance
company.

The table below represents the overall
credit statistics for all scheduled banks
as per the RBI report for the period up
to March 2007. The column reflecting the
data pertaining to the individual accounts
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demonstrates the number of potential
customers across both long term and
medium term who could avail of the credit
insurance to protect their outstandings.

Some insurers have strong and large
financial institution tie-ups, offering
various Credit Life products including
Mortgage Reducing Term Insurance
(MRTI), Personal Loan Protection, Credit
Card Balance Outstanding Insurance,
Education loan insurance, Vehicle Loan
Life Insurance and SME loan Life
insurance plans.

Group Health Products offered tend to
be the ever popular Group Mediclaim
which provides for health insurance cover
to employees and their immediate family
members. Traditionally, it is the domain




Number of Policies YTD (April - September) FY 09

Insurers Individual Individual Group Goup Total
Single Non-single Single Non-single
ICICI Prudential 22696 1262534 147 290 1285667
Bajaj Allianz 39310 1159628 0 311 1199249
Reliance 53335 710392 17 154 763898
Max New York 9210 567666 10 272 577158
Birla Sun Life 75406 404098 69 88 479595
HDFC Standard 27072 371976 1 5 399122
SBI 45584 309604 7 56 355245
Tata AIG 5023 307477 4 44 312551
Kotak 1417 287948 0 185 289554
Aviva 1433 168802 1 36 170271
ING Life 1974 165839 63 66 167880
Met Life 1036 111857 1 0 112956
Bharti Axa 759 75747 0 0 76507
Shriram 15525 34917 0 2 50444
Sahara 5867 39234 0 2 45103
IDBI Fortis * 8005 19399 0 0 27404
Future Generali # 144 11225 0 31 11400
Canara HSBC ** 1 6266 0 0 6267
Aegon Reliagre $ 12 3403 0 0 3415
DLF Pramerica ™ 0 62 0 0 62
Total Private Insurers 313809 6018074 323 1542 6333748
LIC 1710712 10763778 8563 0 12483053
Industry 2024521 16781852 8886 1542 18816801
TABLE NO.44—-TYPE OF ACCOUNT AND ORGANISATION-WISE CLASSIFICATION OF
OUTSTANDING CREDIT OF SCHEDULED COMMERCIAL BANKS
MARCH 2007
(Amount in Rupees Lakh)
PUBLIC SECTOR CO-OPERATIVE SECTOR PRIVATE CORPORATE SECTOR
TYPE OF ACCOUNT No. of Credit Amount No. of  Credit Amount No. of Credit  Amount
Accounts Limit Out- Accounts Limit Out- Accounts Limit Out-
standing standing standing
1 2 3 4 5 6 7 8 9
Cash Credit 5718 10825056 5956042 23580 770770 510019 75673 24072697 12941248
Over Draft 3895 1973769 498899 6939 561068 225735 21960 7580046 2537726
Demand Loans 2304 2774031 2649743 11410 661488 530731 23749 8384932 7428632
Medium Term Loans 5644 4029820 3240721 33033 1107316 851045 47553 11356795 9788613
Long Term Loans 38688 8597772 6847467 93028 6410072 5372392 189935 40389817 31856103
Packing Credit 513 663790 385028 592 92908 42246 14613 5864341 3633093
Inland and Foreign Bills
Purchased / Discounted 3513 1113567 350358 215 82693 50899 37128 14598025 5247480
TOTAL 60275 29977806 19928260 168797 9686317 7583067 410611 112246654 73432895
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PRIVATE SECTOR - OTHERS JOINT SECTOR UNDERTAKINGS INDIVIDUALS

TYPE OF ACCOUNT No. of Credit Amount No. of Credit Amount No. of Credit Amount

Accounts Limit Out- Accounts Limit Out- Accounts Limit Out-

standing standing standing

10 11 12 13 14 15 16 17 18

Cash Credit 5,49,246 11478683 8096795 646 145042 58494 260696 2007585 1606965

Over Dralft 176128 5276029 2945224 219 47118 9431 359159 3419543 2294795

Demand Loans 59312 2356255 1988081 106 28222 25367 642625 2577578 1937740

Medium Term Loans 110446 3149443 2433676 289 76617 68585 1275554 646375 4683239

Long Term Loans 298000 8684095 6725715 708 528442 437698 5649309 34522095 29066366

Packing Credit 25130 1849202 1407050 32 3795 3374 5458 80599 63808
Inland and Foreign Bills

Purchased / Discounted 34142 3753772 1877118 145 72013 13085 7068 156126 100085

TOTAL 12523683 36547479 25473858 2145 901248 614014 8199869 49227901 39752996

of general insurance companies. Several
life insurers have recently introduced
single premium products in the form of
Group Health and Group Life policies.

Group Health policies provide insurance
to policy-holder members upon diagnosis
of any of the specified critical illnesses.
The maximum tenor of the cover is usually
five years. An employer/financial
institution can offer this product to its
employees on single premium mode with
an added advantage of no medical check-
up prior to issuance of the policy. These
products provide supplemental medical
protection on single premium mode in
addition to the regular Mediclaim which
provides for re-imbursement of medical
expenses.

Group Life policies provide double
accident life insurance benefit, with a
tenor extending from 3 to 10 years. This
too doesn’t require medical check up
prior to issuance. A group can buy this
cover to supplement its employer
provided Group Term Life for its
employees/members.

Both products can be paid for by
individual employees on a voluntary basis

Benefits Strategies-Way Ahead

As organizations realize the importance

of life and health insurance cover as a
cost effective way of protection and
retaining talent, we are seeing an
evolution in the products offered as well.

Many employees, however, remain
unaware of the range of protection
available and a concurrent awareness
drive organized by corporate houses by
tying up with insurance companies or
independent financial planners will help
employees in understanding the benefits,
and determining if the group cover needs
to be supplemented. Employees and
members could purchase group products
on voluntary purchase mode either for
Single Premium or for annual renewable
term product, and enhance their
insurance coverage at the same time
availing the benefit of the group rates.

In the absence of a social security system,
a viable Group Medical product will
provide coverage for the employees and
their families during their employment and
post retirement. We are witnessing
growing concern among employees about
possible medical expenses, post
retirement.

With most employees having official salary
accounts with banks, it is possible for
employers to offer group insurance
benefits to those who avail of loans from
their bank. The premium could form part
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of the compensation benefit structure.
With a young workforce, the loan
interface with the bank can be a
convenient solution and this bundling of
insurance with loans will offer necessary
security to the family and to the lender
to secure its books.

School fees protection and bill re-
payment protection plans are other useful
innovations. These anticipate and address
the changing expenditure patterns in
India and provide protection.

As India witnesses a fast developing
insurance market and new players,
increased competition brings innovation
in both product design and servicing.
Anticipating the future based on the
evolving social and demographic patterns
and finding the right-fit solutions will be
as much an imperative for employers, as
much as it is for insurance companies.

The author is Head - Group Insurance, Tata
AIG Life Insurance Co.
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Group Insurance In India

NEED FOR BETTER PERFORMANCE

TARUN CHUGH OBSERVES THAT ALTHOUGH THERE ARE HUGE ADVANTAGES IN BEING INSURED AS GROUPS, INDIA HAS A

LONG WAY TO GO IN MAKING A MARK IN THE DOMAIN OF GROUP INSURANCE.

If I had known that | was going to live
that long, | would have taken better
care of myself! - Mark Twain

oday, India is looked upon as one

of the fundamentally strong and

growing economies. As a nation,
we have made exemplary advancements
in software, engineering, financial
services and even manufacturing. At the
core of these revolutions are the
knowledge managers, the employees.
Considering the in-roads made in
numerous fields through the intellectual
capabilities of these managers,
investments made by their employers to

Group insurance is
a cover provided
to a congregation
of individuals who
have commonality
of purpose; other
than that of
buying insurance.

secure their long-term future seem
diminutive. In addition to their
remuneration packages, employers need
to have an equal emphasis on employee
benefits such as group insurance,
pension, and medical care.

The group insurance advantage

Group insurance is a cover provided to a
congregation of individuals who have
commonality of purpose; other than that
of buying insurance. Some examples of
eligible groups include employee-
employer and professional groups.

Advantages of group insurance are
enjoyed both by employees and
employers. From an employee
perspective, security against risks is an
important factor which can affect one’s
productivity. Employees look to their
organization to provide support on the
occurrence of any risk events, such as
death. The impact of these risks is
difficult for organizations to plan for and
they tend to have a financial impact as
well. Group insurance is a simple and cost
effective solution whereby such impacts
are transferred to a life insurance
company.

Life insurance companies offer
administrative ease in structuring and
managing group insurance schemes and
are an effective option to organizations

to manage the statutory liabilities such
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as employee deposit linked insurance
(EDLI) and gratuity.

Group insurance business in
India

Group business in India can be broadly
categorized as under:

o Term-insurance based schemes: they
offer pure insurance protection. Some
examples of fund-based schemes
include,

o Group term insurance
o Group term in lieu of EDLI

e Fund-based schemes: they offer a
return on investment; in addition they
may offer insurance protection. Some
examples of fund-based schemes
include,

o Group gratuity
o Group pension/ superannuation

o Group leave encashment

Term insurance based schemes

Group term insurance is a one year
renewable scheme that
employees against unfortunate events like
death, disability or disease. It pays a
benefit to a designated beneficiary when
the event occurs within the specified
period. This scheme helps create
goodwill among the employees since it is
an additional benefit provided by
employer for the employees’ benefit. The

insures
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Life insurance
companies add
value to gratuity
schemes by

providing a built-in

life cover. In case
of premature
death of an
employee, a sum
equal to the
gratuity payable
for the entire
service is paid by
the insurance
company.

employer also has the statutory liability
of providing its employees with the
benefit of a life insurance cover through
EDLI. Exemption from this scheme can be
availed if a better provision can be made
through a life insurer by way of a group
term cover.

The advantages of providing term
insurance based schemes to employees
are manifold. These include providing the
employees an insurance cover at a lower
cost as compared to individual insurance
and provisioning of higher insurance
protection without medical underwriting.
Further, members of an eligible group,
who otherwise may not be insured under
individual insurance, can also be covered
under a group scheme.

Fund-based schemes

Gratuity, a statutory benefit, accrues to
the employee on completion of five years
of service. The benefit is paid in lump
sum on separation and is typically half

| .
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month’s basic salary for every year of
service. Life insurance companies add
value to gratuity schemes by providing a
built-in life cover. In case of premature
death of an employee, a sum equal to
the gratuity payable for the entire service
is paid by the insurance company.

Superannuation is a structured voluntary
pension scheme which enables employees
to save systematically towards building a
retirement corpus. Superannuation has
two variants, defined benefit (DB) and
defined contribution (DC) schemes. In a
DB scheme, benefits payable at
retirement are linked to a formula such
as last drawn salary or number of years
of service. No individual or employee
accounts are maintained and
contributions are arrived at by the means
of an actuarial valuation. In a DC scheme
benefits payable at retirement depend
upon the contributions (defined as a
percentage of salary) and earnings on
these contributions invested. Employee

Mandatory Pension Plan J

Type of schemes

v

Y

Provident Fund
Defined
Contribution (DC) Plan

Voluntary Pension Plan

v

Gratuity s _:.

Defined Benefit: (DB) Plan
Under Payment of Gratuity :
Act, 1972

Superannuation Plan
DB or DC

..... > Organisation (EPFO)

Self managed
e Life insurer managed
===
"5 Pay - Go

Management style

Employee Provident Fund
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accounts are maintained individually, the
contribution along with earnings is
available to him/her on exit from the
scheme. In both the schemes, the benefit
is paid as life long regular income by way
of annuities provided by life insurance
companies.

Trends show that most old economy
companies offer DB schemes, whereas
new economy companies are
predominantly DC schemes.

In India, the superannuation benefit is
availed through annuities that need to
be purchased from life insurance
companies. Annuities protect the
beneficiary from the financial risk of living
too long and provide an assured payout
for life with locked in investment rates.

Group leave encashment is another
voluntary benefit offered by employers.
This provides the employees with the
option of encashing any leave to their
credit at the time of retirement or
resignation. Life insurance companies

Keeping this trend
in mind, it is
critical to consider
the portability of
these schemes, so
that individuals
continue to secure
their retirement
needs, even if they
are working
independently.

add value to this scheme by providing a
built-in life cover.

Management of fund-based
schemes by life insurance
companies

The Income Tax Act allows insurance
companies to manage group gratuity,
superannuation and leave encashment
which are fund based schemes. The
investments made by these schemes are
regulated by the IRDA and allow significant
exposure to equity and debt. Employers
are increasingly outsourcing the
management of this corpus to life
insurance companies.

Life insurance companies offer two types
of investment platforms for managing
these schemes. These can be classified
as traditional and unit linked investment
plan (ULIP).

The traditional platform caters to
investors with a low risk appetite with
the capital invested being guaranteed. A
major portion of the funds are invested
in debt instruments, which are likely to
result in steady returns year on year.
However, it does not provide transparency
of investment, fund management fees
charged or administrative expenses.
Actual returns earned by the insurance
company may be different from the
returns that are passed on to
policyholders.

ULIPs, on the other hand, have gained
acceptance amongst investors due to a)
flexibility of investment, switching
between asset classes and b)
transparency of returns, fund
management charges. Varied fund options
are available to structure portfolios on
the basis of the company’s risk appetite.
ULIPs also offer the convenience of
tracking investment performance at any
desired frequency.

Private insurance companies have been

irda journal @ Dec 2008

instrumental in popularizing the ULIP
platform resulting in the new business
increasing from a meagre Rs. 376 crores
in 2003-04 to Rs. 3,886 crores in 2007-08.
(Source: IRDA Journal, May 2008)

Ease in administration and efficient fund
management are some of the advantages
life insurance companies bring to the
table. Further, they also provide exclusive
client servicing options, dedicated help
desks for customer assistance and
assurance of timely settlement of dues.

In more recent times, it has been
observed that frequency of changing jobs
amongst individuals has increased.
Keeping this trend in mind, it is critical
to consider the portability of these
schemes, so that individuals continue to
secure their retirement needs, even if
they are working independently. Also,
with increase in expenses and longevity
it is critical to plan and secure one’s post-
retirement needs and group schemes are
indeed a powerful tool to enable the
employed population to plan for it.
Demographics of the Indian workforce
being favourable (compared with many
large economies such as China, Japan and
Korea) and retirement not being
imminent, results in a lack of adequate
awareness of the importance of saving for
the future. In such a scenario, employers
should strive to educate and provide their
employees with these benefits. These will
play a crucial role in employee retention
as well as their long term welfare.

The author is Chief - Group Business and
Alternate Channels, ICICI Prudential Life
Insurance Co. Ltd.
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Group Pension Schemes

DEerFINED BENEFIT vs. DErINED CONTRIBUTION

VIJAY VAIDYANATHAN FEELS THAT THOUGH THE PRESENT DAY TREND TILTS HEAVILY TOWARDS DEFINED CONTRIBUTION,

IT IS CERTAINLY NOT THE END OF THE ROAD FOR DEFINED BENEFIT SCHEMES.

few years back one of the largest

and well-known car manufacturers

in the world, General Motors (GM)
was in the news for the wrong reasons.
The car manufacturer was accused of
lack of innovation.

“From the exterior, GM’s newest cars are
not that different from what they had
before,”
expert said.

a noted consumer research

On careful analysis, it was observed that
GM spends $1,525 per car in raising
retirement benefit costs, for its
employees, about four times what Toyota
pays on cars built in the US. While
downsizing helped GM cut its payroll, the
bill for retiree pensions kept rising. These
high costs left GM with less to spend on
innovation. And this was showing and was
indirectly affecting their sales.

Unfortunately this is a situation faced by
many Defined Benefit Schemes in Group
Pension schemes in India as well, where
they are up against under funded
liabilities, escalating benefit costs, and
reduced income on investments. All
together, the annual contribution
required to sustain the existing group
pension scheme is increasing from year
to year crossing the normal upper limit
of 15% of salary as prescribed in the
Income Tax Rules. All these lead to a huge

drag on legacy costs and ends up affecting

the business indirectly just like in the
example above.

Attitude of the young generation of
employees is also adding to the problem.
The trend of shifting from Defined Benefit
Pension scheme to Defined Contribution
Pension scheme in Group schemes has
now gained ground all over the globe. It
has become the current trend in India
as well.

This article attempts to put together the
related factors and examine whether and
how Defined Benefit Pension scheme can
have any chance of survival in our country.

Defined Benefit and Defined
Contribution

Group Pension schemes are basically of
two types - Defined Benefit and Defined
Contribution. In the rules of a Defined
Benefit Pension Scheme, the benefits
payable are clearly specified, normally
mentioned as fixed amounts or related
to service and salary or in some such
defined manner. Most of the Defined
Benefit Pension schemes in India are
usually final salary related. Defined
Contribution Pension schemes only
specify the contributions that will be
payable into the scheme in respect of
each member (as fixed amounts or
calculated as a percentage of salary) and
the benefits payable under the scheme
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depend on the accumulated value of the
contributions.

The financial factors responsible: In India,
the Defined Benefit Pension schemes are
recently facing serious financial problems
mainly due to -

o Declining trend of interest rate: In last

few years the interest rate in India has
shown steeply declining trend,

- Yield on Government Securities have
fallen from 12% to 6.75%.
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Fairness to all classes of
employees

Fairness to career progress of
employee

Copes with volatileearnings

Tax Efficient

Easy to Understand

Transference oflnvestment Risk

Annuity Rate

Such pension scheme only
payspension, provided the
memberhas completed a fixed
number ofyears of service and has
attainedat least minimum years of
age.

The schemes are generally afinal
salary scheme and is therefore ill
suited to cope with lifetime
earnings. In other words those
who make less progress, will
subsidise those who make better
progress.

For salary increase over andabove
that adopted in valuationbasis,
additional contributionwill be
required to keep the fundsolvent.

Additional contribution paid tokeep
the fund solvent, on largersalary
increase, will be taxdisallowable.

Rules are generally not easy
tounderstand. There is scope
formisinterpretation of rules.

In a Defined Benefit scheme, the
investment risk is borne by the
employer as the members’
benefits are guaranteed regardless
of investment performance. If
investment rates fall, larger
contribution will be required to be
paid by employer.

Pension is not affected by the
annuity rate. Cost is borne by
Fund.

Under the scheme, everymember
on exit, providedone has served
minimumperiod, will receive
pension.Minimum service is as
lowas 3 yrs.

The Scheme is well suitedto cope
with pattern of lifetime earning.

Has no suchproblems, and would
require no additional contributions.

The tax shield for
pensionschemes is contribution-
basedand not benefit-
based.Therefore, thedefined
contributionscheme will always
remaintax-efficient.

Members already have a Provident
fund, based upon Defined
Contribution. Therefore, the
proposed scheme will be easily
understood by members.

Under Defined Contribution, such
investment risk is borne entirely
by the members.

Quantum of Pension will depend
upon annuity rate.
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- Public Sector Bonds fallen 14% to
7.25%

- Special Deposit fallen 12% to 8%.

- Further fresh investment in Special
Deposit has remained suspended.

Consequently, the rate of discounting to
be used for the future period in case of
a Defined Benefit Pension scheme is also
decreasing from year to year boosting up
the liability figures substantially.

o Hike in immediate annuity prices: As
per the Income Tax Rules, the approved
Superannuation Funds in India must
purchase annuities from life insurance
companies in India at the time any
pension becomes due for payment. The
two main factors underlying the annuity
pricing, viz. longevity and interest rate,
are both independently contributing to
increase in the prices of annuities. In
many countries the insurers are already
observing that inadequate prices were
charged in the past from the annuitants
purchasing immediate or guaranteed
deferred annuities. Increase in annuity

prices immediately increases the liability
of a Defined Benefit pension scheme
because the pension amounts
calculated as per the Rules of the
scheme do not change with increase
in annuity prices.

Unprecedented salary escalation: With
liberalization of Indian economy and
associated factors the restrictions on
the upper limit of salary have been
removed. Executives at senior level are
now getting salaries and raises which
were simply unimaginable even 10 years
back. Since most of the existing Defined
Benefit pension schemes are for
managerial staff, significant increase in
salary escalation rate has also
substantially increased the liabilities of
final salary pension schemes.

Most of the Defined Benefit pension
schemes had earlier been managing well
with contributions within 15% of salary,
the upper limit of the ordinary annual
contribution rate prescribed in the
Income Tax Rules. Some funds even
increased the benefit levels substantially
when interest rates were quite high. Now
the annual contribution rates required
are crossing the prescribed limit of 15%
of salary giving rise to not only additional
financial burden on the companies but
also problems regarding tax advantage and
the risk of violating the provisions
approved
Superannuation Funds. The employers

stipulated for the

having such Defined Benefit pension
schemes are naturally alarmed at the
increasing cost of continuing such
schemes. The immediate panacea that is
being prescribed to them is to convert
the Defined Benefit pension schemes to
Defined Contribution pension schemes or
to discontinue such Defined Benefit
pension schemes altogether.

Another emerging attitude is aversion
towards any sort of cross subsidy -
whether it is real or perceived. Defined
Benefit pension scheme, with its complex
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features and distant promises do not
attract the young generation of
employees. It is also difficult to directly
match the “cost to company” concept
of employees’ remuneration with the
features of the traditional Defined Benefit
pension schemes. All these factors are
driving new generation employees
towards Defined Contribution pension
scheme if at all they have to choose any
Superannuation scheme for the sake of
tax benefit or otherwise.

Conclusion

There is no reason why Defined Benefit
pension scheme cannot and should not
survive in spite of all the odds faced at
present. However, theoretical solutions
cannot simply motivate everyone to go
for or continue with a Defined Benefit
pension scheme. There are trends and
waves as also mindsets that are all created
by the surrounding circumstances. So the
general perception of the employers and
the employees in respect of the
usefulness of a Group Pension scheme and
Defined Benefit Pension scheme in
particular, will play the crucial role in
deciding the survival or extinction of the
Defined Benefit Pension scheme in our
country.

The author is Associate Vice President,
HDFC Standard Life Insurance Co. Ltd.
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Riders 1n Life Insurance

DESIGN AND PRICING

K'S GOPALAKRISHNAN EMPHASIZES THAT RIDERS ARE A GREAT VALUE ADDITION TO THE BASE PRODUCT, AT A MINIMAL

ADDITIONAL COST. HE FURTHER ADDS THAT WITH THE AWARENESS LEVELS RISING, THE DAY IS NOT FAR WHEN THE

DEMAND FOR RIDERS WILL BE HUGE.

Objective

The objective of this paper is to explain
life insurance rider products with specific
focus on design, pricing, reserving and
solvency in India.

What is a Rider?

The Oxford Mini Dictionary carries the
following meaning for rider:

o A person who rides horse etc.

e An additional statement or condition.

Rider in a life insurance product context
means the latter i.e. an additional benefit
that is available for a price and sits on
top of a base product. The rider gives
the customer the flexibility to select
insurance cover as per his or her ongoing
needs by adding or deleting a rider any
time during the period that the base life
insurance policy is in force. The
insurance company is likely to offer a
rider at a relatively cheaper price when
compared with a stand alone product
offering the same cover. Why is this so?
The answer is simple and lies in
economics. Consider a dealer selling car
stereo for Rs.20,000. The same dealer
could offer the car stereo for Rs.18,000
if the customer buys a new car from him
as well.

Riders present excellent opportunities to
sales people as it helps in

» Providing a comprehensive protection
package to fulfill various needs of a
customer

» Higher consumer satisfaction from
agent’s services

» Higher persistency ratio

Up-selling to existing customers. It is
proven that selling products to an
existing customer is much easier than
acquiring a new customer.

Product Design

Common Riders

Riders made a simple start in the life
insurance market with easy to understand
accidental death rider and waiver of
premium rider. Now there are a plethora
of riders in the international market that
can easily make one’s head spin. This
includes the heads of customers, pricing
actuaries, valuation actuaries, policy
servicing representatives, underwriters
and distributors.

Riders have evolved into meeting various
protection needs and the most common
ones are:

o Waiver of Premium (waives policy
premiums on various events such as
death, disability, dismemberment,
critical illness and so on; such events
can apply to the life insured or the
policyholder)

Accidental

death / disability /
dismemberment rider

o Family insurance rider

Guaranteed insurability rider

Inflation protection rider (also known
as cost of living adjustment rider -
COLA)

e Term rider

» Major surgeries rider
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o Critical illnesses rider (either advances
basic death benefit or pays additional
benefit on Cl)

o Unemployment rider

» Protection from stock market volatility
(in unit linked or variable universal life
products)

e Long term care rider

o Return of premium rider (on pure term
product)

Some of these riders can be attached on
a life other than the main life insured.
For example, a term rider can be
attached on the life of the spouse of the
life insured. As another example, a critical
illness rider can be developed to cover
only juveniles.

The Indian market has seen introduction
of some of the above riders in the past
decade.

Product Design
Designing of a rider is relatively

straightforward once the basic objectives
of the rider are clearly laid out.

Challenges, however, arise when defining
the insured events and exclusions. A
particular example is the critical illness
rider where some of the illnesses could
mean different things to different people.
For instance, a life insurance company
could define “heart attack” in specific
medico-legal terminology whereas the
agent who is selling and the less-informed
customer who is buying might understand
it in more colloquial terms. Such
situations pose a serious risk of litigation
in the event of the life insurance
company disallowing a claim. Another
example would be the definition of
disability.

Life insurers often depend on reinsurers
in designing some of these riders. This
results in further complications at times,
as a life insurer might reinsure with more
than one insurer for different product
lines. Let us take a life insurer who
selects two different reinsurers for say
individual business and group business.
These two reinsurers could have different
definitions for the same illness (e.g.
cancer), resulting in a customer having
cover under both individual and group
businesses ending up in a piquant
situation.

Thus a major challenge in rider design is
keeping the design (for example, number
of conditions in a surgical rider),
definitions and exclusions simple to
understand and easily verifiable. The onus
can’t be put fully on the customer to be
clear on when he will be covered and for
what.

Pricing
Riders are usually priced for healthy

profits and yet the price is kept at
affordable levels for customers. Let us see
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some challenges that confront pricing
actuaries.

 Insured Events - Actuaries are quite

comfortable when it comes to
measuring and forecasting risks for
which adequate past data exist.
However, the same cannot be said of
risks involved in covering riders such as
long term care, disability income or
critical illness. For some riders, like the
disability rider, there is not enough
available experience on insured lives for
the actuary to become comfortable
with the pricing best estimate
assumptions. Claims experience in
riders such as critical illness rider is
vulnerable to tremendous strides in
medical terminology. Currently, pricing
actuaries are thus largely dependent
on reinsurer’s risk premium rates for
setting their own expected incidence
rates, even though this is not the most
ideal solution.

o Lapses - Arider is normally attached with

different base products. Each base
product could have different lapse
assumptions depending on the nature
of the product, distribution channel
and target market segment. The rider
however is likely to carry the same
price irrespective of which product it
is attached to. This makes the rider
profitability somewhat vulnerable. For
example, the lapse rates on a critical
illness rider with a term policy could
be different from the lapse rates on a
critical illness rider with a unit linked
policy. Having said this, the risk of lapses
having materially adverse effect on
profitability, however, is not likely to
be significant because of, among other
things, lower acquisition expenses on
riders.

Reviewable Rates - The uncertainty over
emerging experience is being addressed
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by many pricing actuaries by offering
limited premium guarantees or even the
right for the company to change
definitions. It is common to guarantee
critical illness premium rate for say, the
first five policy years and make it
reviewable every year thereafter. Whilst
this does appear to be a good risk
mitigation step, in reality there could
be practical issues such as the ability
of company to increase premium rates
and the extent to which policyholders
understand the reviewability clause.

Other Regulatory Boundaries

A brief description of other regulatory
boundaries is listed below:

» As the rider does not have an identity
of its own it is bound by regulations
that apply to the base product. Thus,
a rider’s profitability is influenced by
the 0:100 gate for non-par products and
90:10 gate for par products. This could
mean that the same rider should,
assuming the shareholders target same
profitability, have different prices
depending on which product it gets
attached with.

o IRDA’s Protection of Policyholders’
Interests Regulations, 2002 specify that
premium on health related or critical
illness riders in case of term or group
products shall not exceed 100% of
premium under the basic product. All
other riders put together shall be
subject to a ceiling of 30% of the
premium of the basic product. Any
benefit arising under each of the riders
shall not exceed the sum assured under
the basic product.

« Issuance of rider on a life other than
the base policy’s life insured is
disallowed by the IRDA.

Barriers to Success of Riders

Riders are popular in many markets with
attachment rate in excess of 80% for some
riders such as accident, waiver and
critical illness riders. Every life insurance
company in India has various riders and
the total number would be in excess of
50. However, no published data is available
in India on rider sales. Unconfirmed
reports suggest that accident rider has a
decent attachment rate close to 30%
whereas each of the other riders does
not have a rate in excess of 10%. This is
perhaps disappointing because riders
present a win-win situation for all
concerned - shareholders, customers and
distributors.

The following reasons are likely for this
low attachment rate

« Life insurance companies are focusing
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more on top line growth by new
premium and average rider size is not
seen as high enough to warrant
focused attention.

« Relative newness of agents / distributors
in the market resulting in significant
knowledge gap. It takes additional
efforts to understand details of riders.

» Fear of disallowance at claims stage,
complex definitions, long list of
exclusions and underwriting

requirements makes distributors to give

riders a pass.

The increasing consumer knowledge of

insurance, economic growth and
increased competition may not only mean
more protection products / riders but
also that these will be more accurately
priced. Riders are like toppings on a pizza
- not so expensive but at the same time
makes the meal satisfying. Hopefully, the
time is not far off when customers buying
life insurance product remember to ask

the distributor for the toppings.

The author is Appointed Actuary, AEGON
Religare Life Insurance Company Ltd. Views
expressed in this article are those of the
author.
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Disaster Risk Financing

NEED FOR PuBLIC PRIVATE PARTNERSHIPS

AMIT KALRA OPINES THAT IN VIEW OF THE INCREASING INCIDENCE OF CATASTROPHIC LOSSES WORLD OVER, PROACTIVE

RISK MANAGEMENT AND MITIGATION STRATEGIES HAVE BECOME THE TOP PRIORITIES IN MANAGING NATURAL DISASTERS.

Rising impact of natural disasters

Over the last few decades, heightened
natural disaster activity has impacted
virtually all nations. Higher frequency and
severity of such events could be
attributable in part to climate change,
which has sped up the hydrologic cycle
and triggered heavier rainfall.

The increasing social and economic
effects of disasters - driven by the rise in
population density and economic activity
in risk-prone areas - are alarming.
According to Swiss Re’s sigma study on
natural catastrophes and man-made
disasters,! natural catastrophes led to
worldwide economic losses of over USD
63 billion and claimed approximately
14,600 lives in 2007. This is still lower than
the USD 220 billion losses estimated
for 2005.

Emerging economies are particularly
vulnerable to disasters due to insufficient
urban planning, higher population growth
and continued environmental

degradation. Increasingly, risks are

accumulating in regions already exposed
to natural catastrophes. For example,
India, which has over one-sixth of the
world’s population on just two percent
of its landmass, is highly vulnerable to
natural disasters, including earthquake,
flood, tropical cyclone, tsunami and
drought. About 60% of India’s land mass
is prone to earthquakes of various
intensities. Over 40 million hectares of
land are prone to floods, while 8% of the
total land mass is prone to cyclones.
Approximately 68% of the area is
susceptible to drought?.

India’s vulnerability to disasters has a
significant impact on the country’s social
and economic development. It is a key
consideration in efforts to improve the
livelihood of its people, many of whom
are in acute poverty. According to a
Ministry of Home Affairs report, 4344
people lost their lives and about 30 million
people were affected by disasters every
year, on an average, between 1990 and
2000. The loss in terms of private,
community and public assets has also

been staggering, with natural disasters
causing over USD 23bn in damages since
19993,

1. Swiss Re sigma No 1/2008, Natural catastrophes and man-made disasters in 2007: high losses in Europe.
2. Government of India Ministry of Home Affairs, Disaster Management in India
3. Analysed data sourced from EM-DAT: The OFDA/CRED International Disaster Database; www.em-dat.net - Université Catholique de Louvain - Brussels - Belgium
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Table 1: Loss Financing Mechanisms and Instruments Understanding the overall risk landscape

is important. Disasters are classified as

Loss Financing — Transfer either low risk - i.e ‘high frequency/low

Loss Financing —Loans
severity events’; or high risk - i.e ‘low
m Disaster Insurance and

Reinsurance

m Emergency Loans from
International bodies or through
pre-arranged facilities

frequency/high severity events’. For each
category of risk, specific risk management

m CAT Bonds strategies and potential risk transfer/

m Reconstruction Loans financing solutions are needed. From a
m Exchange traded Instruments

national government perspective, natural

Low frequency /
High severity
event financing

= Weather Derivatives disasters which fall in the high risk

m Catastrophe pools category need to be effectively managed.

Governments can either transfer risk to

. . . . traditional insurers and reinsurers or issue
Prevention Funding Loss Financing

catastrophe bonds. They may also

= Prevention and Mitigations = Self-Financing purchase derivatives and other financial
Funds = Calamity Funds: Reserve Funds instruments in order to hedge the risk.
m Development Funds: Municipal, m Transfers of Government Budget Table 1 provides an overview of the loss

Social etc m Development Funds
m Mitigation Loans

financing mechanisms and instruments for

m Reformulation of Existing Loans the two types of risk mentioned above:
m International Aid

High frequency /
Low severity
event financing

m Prevention Loans

Re/insurance has always been the most

= International Aid m Contingent Credit

widely accepted tool for risk financing.

Sources: Swiss Re Economic Reserach & Consulting: Inter-American Development Bank However, insurance markets in a number

of emerging economies are still under-
developed and have limited options to

Focus on holistic approach for , ,
finance the cost of natural disasters. The

disaster management _
demand for such products is often

Given the huge impact of natural disasters constrained by limited re/insurance

on society and the economy, capacity, regulatory uncertainties (eg the

comprehensive  national disaster  ;pyiicability of capital market solutions),

management policies have grown in
importance around the world. These
policies address disaster preparedness
and relief, as well as disaster prevention
and mitigation. Ex-post risk financing (eg.
raising taxes after an event) is becoming
unsustainable given the magnitude of
disasters and the growing risk exposure.
This has led to a widening gap between
available funds and post-disaster
requirements. As a result, proactive risk
management and mitigation strategies
have become the top priorities in
managing natural disasters in order to
minimise losses and related funding
requirements.
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the poor quality of exposure and loss data
and the lack of risk awareness.

A key recent development in risk
financing has been the emergence of
capital market solutions and various
reinsurance arrangements that help to
mitigate and manage risk in a more cost-
efficient manner. The use of such
mechanisms can be advantageous as they
allow governments and businesses to
diversify risk until domestic insurance
markets are fully developed. They also:

o Ensure availability of funds during
recovery and rebuilding efforts

» Protect financial budgets and reduce
volatility; pre-determined premiums also
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A number of
initiatives have
been launched
around the world
that demonstrate
how the public and
private sectors
have teamed up to
provide innovative
solutions that
mitigate the impact
of natural disasters.

allow for budget certainty, particularly
in multi-year contracts.

» Have no payback obligation (in contrast
to loans) and limit the pressure to divert
funds from other important projects to
affected areas.

Public-private partnership in risk
financing

The financing and effective reduction of
disaster risks require a joint response
from the private and public sectors. As
complexity and costs rise, neither group
can meet the challenge alone. This is
particularly true for emerging economies
that lack funds, yet must also deal with
the increasing frequency and severity of
natural disasters. Moreover, as the
underlying risk exposure increases, the
inflation-adjusted costs of future events

could far exceed the limited government
budget.

The public sector, despite significant
financial constraints, has the power to
set conditions that facilitate adaptive
responses by individuals, as well as the
public and private sectors. In contrast,
the private sector often has the financial
resources and the expertise to deal with
catastrophes, but they generally lack the
power to set conditions.

Public private partnerships, especially
those involving reinsurance and capital
market solutions, can improve disaster
planning and prepare stakeholders for the
consequences of climate change. They
can also facilitate risk awareness and joint
solutions using various risk transfer
mechanisms. Solutions for risk prevention,
risk transfer and financing include:

e Partnerships for risk prevention:
Insurers have the expertise needed to
identify risk prevention measures and
can offer more attractive premiums if
such measures are implemented. The
public sector, on the other hand, is
better able to enforce and finance risk
prevention measures, such as building
codes,

zoning, fire prevention

regulations, etc.

Partnerships for risk transfer and
financing: Government can play a
significant role by creating a legal
framework that enables market
mechanisms to function. Given the
insurability challenges, the public
sector can assume different roles in
each transaction. For instance, the
public sector may be involved in:

A The development of risk transfer
solutions that involve the collection
of critical exposure data. In doing so,
governments can also draw on the
support and know-how of re/insurers.

a Expanding the availability of risk
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transfer solutions for individuals and
corporations

A Becoming the de facto insurer of last
resort; it can support protection
coverage on a national basis and can
partner with the private sector to
transfer the risk using reinsurance or
capital market solutions.

A Acting as a reinsurer in order to
supplement
schemes.

private insurance

Overall, such partnerships play an
important role in managing the increasing
cost of disaster relief, and enable the
public sector to fund disaster relief
proactively. As a result, governments are
able to provide relief at lower costs,
without creating a significant burden on
public finances. A number of initiatives
have been launched around the world
that demonstrate how the public and
private sectors have teamed up to provide
innovative solutions that mitigate the
impact of natural disasters. Some of the
cases have been cited below:

Case Study I: Caribbean Catastrophe Risk
Insurance Facili RIF

Caribbean states are highly susceptible
to natural disasters, but have only limited
options available to them. Given their
lack of funds and high debt levels, they
often depend on donors to finance post-
disaster costs. However, donor resources
often arrive late or not at all. In order to
overcome this challenge, the Caribbean
Catastrophe Risk Insurance Facility (CCRIF)
was launched in June 2007. Under the
guidance of the World Bank, CCRIF
receives financial support from
international donors. Some of the

solution’s features include:

« The CCRIF offers parametrically-
triggered hurricane and earthquake
insurance policies to 16 CARICOM

governments.
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The Turkish
Catastrophe
Insurance Pool
(TCIP) was
established in 2000
as a joint
partnership
between the
Government of
Turkey, the World
Bank, international
reinsurers and
brokers.

» The policies provide immediate liquidity
to participating governments when they
are affected by events with a
probability of 1 in 15 years or more.

o The mechanism will be triggered by the
intensity of the event (eg winds
exceeding a certain speed). This means
countries will get automatic payments,
without having to wait for an
assessment of the damage.

o Member governments choose how much
coverage they need, up to an aggregate
limit of USD 100 million, arranged by
private reinsurer(s).

Case Study Il: Turkish Catastrophe
Insurance Pool (TCIP)

Turkey has been historically exposed to

earthquakes with annual economic losses
averaging USD 1 billion. The Turkish
Catastrophe Insurance Pool (TCIP) was
established in 2000 as a joint partnership
between the Government of Turkey, the
World Bank, international reinsurers and

brokers. It aims to provide a solution to
Turkey’s rising risk exposure and reduce
fiscal

government exposure by

transferring catastrophe risk to

international reinsurers. It also
encourages risk mitigation and safer
construction practices. Some of the key

features include:

o Compulsory earthquake cover for all
registered residential dwellings.

» Stand-alone products, separate from
fire (homeowner’s) insurance, with
cover up to USD 50 000 per dwelling
and none for contents.

» Cover in excess of the TCIP (>USD 50
000) is obtainable from private insurers.

o Private insurers acting as agents
distribute TCIP policies.

e Premium reserves are held in creditor-
proof escrow accounts that are
segregated from government funds.

Case Study lll: Earthquake coverage for

Mexico

» The Mexican government, in order to
mitigate the impact of earthquake
losses, entered into an innovative
public-private partnership with a
reinsurer in May 2006. As per the
arrangement, earthquake exposure for
FONDEN, the Mexican government’s

catastrophe fund, was

structured, securitised and reinsured.

natural

Some of the solution features are:

o Coverage
earthquake exceeds a certain threshold

is triggered when an

(defined by magnitude, depth and
location - i.e. a parametric trigger).

o Payments are to be used for immediate
emergency relief after an earthquake.

» The aggregate insurance limit is USD 450
million - of this amount, USD 160 million
is covered by a catastrophe bond; the
remaining is covered by parametric
reinsurance.
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Conclusion

Public private partnerships can help
emerging economies cope with the
increasing number of natural disasters and
their impact on the socio-economic
environment. Various nations and markets
- in partnership with reinsurers, brokers
and international agencies - have
successfully implemented innovative re/
insurance and capital market solutions.
With these solutions, governments will be
better prepared to handle post-disaster
consequences without creating
additional burden on national budgets or

relying on emergency aid.

Sources

» Swiss Re reports and publications

o Ministry of Home Affairs, Government
of India

o Commission on Climate Change and
Development

« The World Bank
o EM-DAT: The OFDA/CRED International
Disaster Database; www.em-dat.net -

Université Catholique de Louvain -
Brussels - Belgium

The author is Vice-President, Client
Markets - Economic Research & Consulting,
Swiss Re Shared Services (India) Pvt. Ltd.
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Disclosure of Facts

THE CusTOMER SHOULD GET A FAIR DEAL

C.L. BARADHWAJ STATES THAT REPUDIATION OF A LIFE INSURANCE CLAIM OCCURS ON ACCOUNT OF NON-DISCLOSURE

OF MATERIAL FACTS, WITHOUT THE APPLICANT ACTUALLY KNOWING ABOUT THE QUERIES IN THE PROPOSAL FORM. HE

GOES ON TO SUGGEST A FEW REMEDIAL STEPS TO CHECK THIS.

Introduction

Life insurance products are different
from other products in one important
sense - they are contracts 'uberrima fides'
- the contracts of utmost good faith. The
life assured is required to disclose the
state of his health, occupation, income
and other material facts in the proposal
form. In case there is any misstatement,
misrepresentation or non disclosure of
any material fact in the proposal form or
any of the documents accompanying the
proposal form, death claim for sum
assured under the policy can be
repudiated by the insurer. For this
purpose insurance companies generally
engage an investigator who conducts
enquiries in the hospital, clinic,
diagnostic centres (where the life assured
underwent treatment), neighbourhood,
nearby pharmacy etc. to produce
documentary evidence of the life assured
suffering from or taking treatment for an

ailment before the date of proposal form.

In this article we will discuss the
responsibilities of the insurance company
in ensuring that the sales process
facilitates proper customer disclosures,
the distortions in the process and the
suggested remedial measures.

Since the proposal
forms are designed
by the insurance
companies, the
insurer is expected
to ask all the
possible questions
in the proposal
forms which, in the
opinion of the
insurer, are
relevant. No further
voluntary
disclosures can be
expected.

Principles enshrined under
Section 45 of Insurance Act,
1938

Section 45 restricts the right of insurance
company to repudiate a death claim after
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a period of 2 years from the date on which
policy was effected - only upon fulfillment
of the three conditions mentioned in the
section - misstatement on or suppression
of material facts by the policyholder,
which were fraudulently made or
concealed by the policyholder and that
the policyholder knew that the statement
was false or knew that he was suppressing
material facts.

Within the period of 2 years, the
insurance companies can repudiate the
death claim on the ground that any
material fact in the proposal or
accompanying document was inaccurate
or false.

All insurance companies follow the above
principles and repudiate claims if there
are any misstatements or non disclosures
as described above, as upheld by various
judicial pronouncements.

Since the proposal forms are designed by
the insurance companies, the insurer is
expected to ask all the possible questions
in the proposal forms which, in the
opinion of the insurer, are relevant. No
further voluntary disclosures can be
expected.

Properly filling up the proposal form
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assumes significance in view of the
consequences mentioned above.

Regulatory responsibilities of
agents during the sales process

Since it is the insurance agent who
invariably assists the customer in getting
the proposal form filled up, it is important
to understand the key regulatory
responsibilities of the agent in this
process

As per the Code of conduct given under
IRDA (Licensing of Insurance Agents)
Regulations, 2000, the key regulatory
responsibilities of an insurance agent
during the sales process can be
summarised into the following points:

It is the duty of
the agent to
inform the
prospect the need
for disclosing the
information
required in the
proposal form,
especially the
information about
his health, family
history, habits,
occupation, and
income, previous
policies etc.

o Duty to analyse the customer's needs
and recommend the policy which suits
the customer (Regulation 8 (1)(i)(c))

e Duty to inform the prospect the
premium to be charged by the insurer
for the insurance product being sold
(Regulation 8(1)(i)(e)

Duty to obtain the requisite documents
at the time of filing the proposal form
with the insurer and other documents
subsequently asked for by the insurer
for completion of the proposal

(Regulation 8(1)(i)(i))

o Duty to explain to the prospect the
information required to be disclosed
and the importance of correctly
disclosing them (Regulation 8(1)(i)(f))

e Duty to inform the insurer about the

health, habits and

inconsistencies of the proposer

(Regulation 8(1)(i)(g))

income

The last two points are important with
reference to the topic of discussion in
this article. It is the duty of the agent to
inform the prospect the need for
disclosing the information required in the
proposal form, especially the information
about his health, family history, habits,
occupation, and income, previous policies
etc. as these directly have an impact on
risk assessment and therefore constitute
material facts requiring true and full
disclosure. Even an unintended omission
or wrong statement can lead to the risk
of repudiation of the death claim.

Customer's knowledge about the
material questions

Let us look at the real life situation and
see how the process works. In reality, in
most of the cases it is the insurance
agent who fills the proposal form on behalf
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of the customer. The customer is
expected to review each and every
question and satisfy himself that the
questions have been answered properly.
While this is the expectation, in most of
the cases, either due to number of
questions or paucity of time, the prospect
invariably does not take pains to check
the answers, especially with reference
to present and past personal health
questions.

In fact the answers to health questions
are objective - "yes" or "no". If it is "yes",
then details are required. The questions
on family history, income or occupation
are answered specifically with reference
to each case.

The most critical part in the proposal form
is with reference to health questions. If
the agent has answered the health related
questions as "no" (thinking that the
customer is in good health) and if the
customer ignores to review these
questions, then there is a high risk of loss
of intended benefit.

In most of the cases, the question is
whether the customer is made aware of
the material questions in the proposal
forms. Eventhough it is deemed that the
customer should have read the questions
and reviewed, it is the duty of the agent
filling up the form to take the customer
through the replies given. Even if the
customer does not have time, he should
atleast highlight the material questions.

Most of the customers therefore end up
signing the proposal form ignorant of the
fact that they are signing on an
undertaking that sum assured on death
is not payable if misstatement or
concealment of material fact is proved.
The declaration at the end of the proposal
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In the vernacular
declaration, the
agent certifies
that he has
explained the
questions to the
customer and
that he has
recorded the
answers in the
proposal form as
dictated to him by
the customer duly
translated in
English language.

form binds the customer to the principles
of truthful disclosure and makes him
confirm that he is aware of the
consequences. The customer, in most of
the cases, never intended to conceal any
fact. Had he known the consequences,
the customer would have, probably,
disclosed the facts correctly and paid
some extra premium rather than taking
the risk of non-disclosure - the ignorance
of which leads to forfeiture of benefits -
a clear communication gap.

It is the responsibility of the insurance
company to ensure that the sales
process facilitates customer
understanding of the need for proper
disclosures. This understanding is as

important as the understanding of the

risks and charges under unit linked
insurance contracts. While customer
ignorance of the nature of ULIP results
in possible erosion of the funds of the
customer, ignorance of the proper
disclosure on material facts leads to a
greater loss - total loss of the primary
insurance cover - even if he had paid the
insurance premiums sincerely and

regularly.

Role of insurance agent in filling
up the proposal form

During the time when the agent fills the
form on behalf of the customer, the agent
acts as customer’'s agent and not
insurance company's agent.

If the customer signs in a vernacular
language or affixes thumb impression,
most insurance companies allow the
introducing agent himself to give the
vernacular declaration. In the vernacular
declaration, the agent certifies that he
has explained the questions to the
customer and that he has recorded the
answers in the proposal form as dictated
to him by the customer duly translated
in English language.

As more and more insurance companies
open branches in Class "B" and Class "C"
cities, more cases of signatures in
would be

vernacular languages

forthcoming.

If the agent does not properly check and
record the answers, the risk of
repudiation is much higher. In all such
cases, the agent should be careful in
avoiding conflicts of interest. Such
conflicts result in distortions in the sales
process. In the interests of getting the
policy issued, the agent should never

attempt to give a better picture about
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the health of the customer, ignoring the
facts.

Apart from filling up the form, the agent
is also duty bound to inform the insurer
the adverse status of customer's health
or income inconsistencies.

Consequences of not answering
the material questions properly

« the valuable life insurance benefit will
not reach the intended beneficiaries.
to the

reputation risk, (as news spreads in the

« the Company is exposed
market that claim has been denied
which would affect the trust reposed
by the customers in the insurance
company)

consequently it also affects the future
business prospects of the Agent.

e The Agent would be personally held
liable for breach of his duties if it is
proved that he/she has filled the
application form and willfully concealed
the material information with/without
the knowledge of the prospective
customer and liable for disciplinary
action.

Judicial precedents

Cases filed with Insurance Ombudsmen
are awarded in favour of insurance
companies if it is conclusively proved
through the investigation report based
on hospital records that the policyholder
was suffering from material ailments or
undergone diagnosis and treatments
which were not disclosed in the proposal
form.

While the principles are the same, the
consumer courts, in addition, look into
deficiency of service. Further, it is



pertinent to note from some of the
decisions of consumer forums in regard
to disputes arising on account of
repudiation of claims on account
suppression of material information, the
imperatives of Section 45 of the Insurance
Act, 1938 are not properly appreciated
and applied, and consequently, even in
case of early death claims, i.e., claims
within 2 years from the date of policy,
the consumer forums hold the insurers
to satisfy the rigours of the second part
of Section 45 (the three conditions given
in the beginning), and not merely the
factum of suppression of material

While legally
insurance
companies are
absolutely right in
repudiating
claims based on
documentary
evidence, morally
they owe a duty
to the customer's
family.

information. Thus it becomes all the more
important for insurance companies to
ensure that the sales process is correctly
followed.

Are we doing the right thing for

the customer?

While legally insurance companies are

absolutely right in repudiating claims
based on documentary evidence, morally
they owe a duty to the customer's family.
If the process of explaining the customer
about the health questions has not been
followed, management of insurance
companies feel bad in repudiating the
claims especially in those vernacular
cases where the benefit of doubt is
expected to be given to the customer's
family.

What can we do to improve the
process?

Here are some suggestions to introduce
transparency in the process:

» Highlighting the material questions in

the proposal form - insurance
companies can consider removing the
health related questions from the
proposal form and attaching it as a
separate sheet (like Benefits illustration)
and getting it signed by the customer.
The idea is to catch the attention of
the customer. Alternatively, we can
highlight the health questions with a
special colour so that customer cannot

afford to miss it.

» Special training sessions to Agents
focusing on the need for proper
disclosure and consequences of
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misstatements and non-disclosures in
proposal forms - how it results in loss
to everyone - customer's family,
insurance company (reputation risk)
and agent (loss of future business).

Strict disciplinary action to be taken if
agent is proved to have failed in his duty
to disclose based on investigation
reports

Tracking trends in repudiated death
claims to see if there is concentration
of claims on policies of agents or unit
or branch and take disciplinary action.

o Customer call back on sample basis to
reconfirm the health questions.

Printing of proposal forms in major local
languages, especially in Class "B" and
Class "C" cities.

In vernacular cases, any person other
than the introducing agent should be
asked to complete the vernacular
declaration process (instead of

introducing agent).

These are only a few suggestions. We can
do many more innovative things to
improve the transparency and customer
awareness. But the need of the hour is a
concerted effort in this direction. Only
then insurance companies can ensure
that customer gets a fair deal.

The author is Vice-President (Compliance),
Bharti-AXA Life insurance Co. Ltd.,
Mumbai. The views expressed herein are
the personal views of the author and
should in no way be deemed to be the views
of Bharti-AXA Life Insurance Company
Limited or any of its associate companies.
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Statistics - non-life insurance

Report Card: General

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF OCTOBER 2008

(Rs.in Crores)

SEPTEMBER APRIL - SEPTEMBER GROWTH OVER THE
INSURER CORRESPONDING PERIOD
2008-09 2007-08 2008-09 2007-08 OF PREVIOUS YEAR
Royal Sundaram 72.24 58.43 461.23 379.31 21.60
Tata-AlG 59.64 59.30 556.91 472.40 17.89
Reliance General 148.53 182.25 1134.75 1128.68 0.54
IFFCO-Tokio 105.25 77.30 821.27 610.87 34.44
ICICl-lombard 316.01 337.54 2241.12 2064.13 8.57
Bajaj Allianz 197.01 202.56 1613.16 1325.07 21.74
HDFC ERGO General 34.89 17.52 178.25 129.55 37.59
Cholamandalam 56.28 48.27 414.61 314.79 31.71
Future Generali* 15.57 0.00 87.43 0.00
Universal Sompo # 0.45 0.00 1.59 0.00
Shriram General @ 13.32 0.00 20.39 0.00
Bharti AXA General @ 1.15 0.00 1.84 0.00
New India 442 .56 454.84 3233.42 3118.62 3.68
National 344.67 321.31 2509.33 2275.89 10.26
United India 322.85 288.96 2415.69 2142.00 12.78
Oriental 327.38 334.99 2368.90 2324.39 1.91
PRIVATE TOTAL 1019.18 983.18 7530.71 6424.79 17.21
PUBLIC TOTAL 1437.46 1400.10 10527.34 9860.90 6.76
GRAND TOTAL 2456.64 2383.28 18058.05 16285.69 10.88
SPECIALISED INSTITUTIONS:
1.Credit Insurance
ECGC 58.75 51.64 405.98 364.88 11.26
2.Health Insurance
Star Health & Allied Insurance 72.50 49.10 311.68 95.45 226.56
Apollo DKV* 5.01 0.00 18.15 0.00
Health Total 77.51 49.10 329.83 95.45 245.57
3.Agriculture Insurance
AlIC 82.79 87.61 462.65 467.56 -1.05
Note: Compiled on the basis of data submitted by the Insurance companies
* Commenced operations in November, 2007. # Commenced operations in February, 2008.
@ Commenced operations in July, 2008.
Premium underwritten by non-life insurers Note : 1. Total for 2007-08 is for 12 month period.
for October, 2008* 2. Total for 2008-09 is upto October, 2008.
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* Excluding ECGC, AIC & standalone Health Insurers Month 2008-09
* Compiled on the basis of data submitted by the Insurance companies .
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GROSS PREMIUM UNDERWRITTEN BY NON-LIFE INSURERS WITHIN INDIA (SEGMENT WISE) :

Sl. | Insurer Fire Marine Marine Marine Engineering Motor
No. Cargo Hull
1 Royal Sundaram 35.34 10.57 10.57 0.00 20.85 235.37
Previous year 43.60 9.09 9.09 0.00 19.89 171.87
2 TATA-AIG 112.83 66.62 66.62 0.00 20.53 119.48
Previous year 87.73 49.81 49.81 0.00 14.38 119.37
3 Reliance 69.21 24.42 19.27 5,15 53.50 538.76
Previous year 86.51 22.18 18.37 3.81 52.01 565.08
4 IFFCO Tokio 121.26 60.68 40.52 20.16 40.57 333.58
Previous year 155.74 32.26 26.33 5.94 41.98 191.75
5 ICICI Lombard 209.82 141.25 56.48 84.77 117.38 643.77
Previous year 287.39 118.31 33.46 84.85 97.51 604.83
6 Bajaj Allianz 131.25 53.45 44.26 9.19 70.96 816.21
Previous year 162.20 S 39.78 4.90 75.71 586.80
7 HDFC ERGO 22.35 2.17 2.17 0.00 4.21 67.40
Previous year 4.40 1.52 1.52 0.00 2.86 63.73
8 Cholamandalam 36.93 22.16 21.05 1.10 14.24 159.21
Previous year 47.11 17.11 17.04 0.06 16.17 96.73
9 Future Generali $ 7.32 2.14 2.14 0.00 6.02 29.04
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
10 | Universal Sompo * 0.46 0.18 0.18 0.00 0.00 0.01
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
11 | Shriram 0.07 0.00 0.00 0.00 0.05 6.88
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
12 | Bharti Axa 0.08 0.00 0.00 0.00 0.37 0.24
Previous year 0.00 0.00 0.00 0.00 0.00 0.00
13 | New India 453.79 184.32 97.74 86.58 122.97 963.70
Previous year 475.93 209.67 90.94 118.73 105.33 976.58
14 | National 219.40 104.50 71.82 32.68 79.03 1068.89
Previous year 222.98 89.56 61.25 28.31 66.41 1010.15
15 | United India 315.75 152.28 103.85 48.43 116.82 740.82
Previous year 319.74 143.53 82.49 61.04 103.32 665.09
16 | Oriental 301.98 156.21 91.98 64.22 127.93 736.61
Previous year 328.25 162.30 87.91 74.40 105.42 795.59
Grand Total 2037.83 980.94 628.65 352.29 795.44 6459.98
Previous year 2221.58 900.02 517.97 382.04 700.97 5847.57
SPECIALISED INSTITUTIONS
17 | ECGC
Previous year
18 | Star Health & Allied Insurance
Previous year
19 | ApolloDKV$
Previous year

Note: In case of public sector insurance companies, the segment wise data submitted may vary from the flash Nos filed with the Authority.
As such, the industry totals may vary from the flash figures published for the month of September-2008.

$ Commenced operations in November, 2007.

* Commenced operations in February, 2008.

Compiled on the basis of data submitted by the Insurance companies



Statistics - non-life insurance

FOR THE PERIOD APRIL - SEPTEMBER - 2008 (PROVISIONAL & UNAUDITED)

(Rs. Crores)

Motor OD Motor TP Health Aviation Liability Personal All Others | Grand Total Market
Accident Share

187.92 47.45 60.42 0.00 4.13 14.66 7.65 388.99 2.49
140.07 31.80 53.85 0.00 2.68 16.56 3.35 320.87 2.31
101.88 17.60 46.46 0.00 58.84 68.16 4.34 497.27 3.19
100.40 18.97 35.12 0.00 49.07 56.31 1.31 413.10 2.97
387.28 151.48 208.13 6.41 17.34 33.79 34.67 986.22 6.32
414.61 150.47 147.92 4.03 7.92 25.95 34.86 946.44 6.81
232.98 100.60 69.65 5.46 21.85 12.13 50.84 716.02 4.59
131.36 60.39 44 .59 1.82 13.66 9.48 42.28 533.56 3.84
430.48 213.29 571.55 30.49 55.89 83.36 71.60 1925.11 12.34
429.15 175.68 424.89 18.16 41.41 80.44 53.63 1726.59 12.42
561.00 255.21 139.61 10.89 43.60 26.35 123.83 1416.15 9.08
428.93 157.87 125.12 7.43 26.58 20.59 73.41 1122.51 8.07
58.95 8.45 2158 0.16 16.47 3.50 5.57 143.36 0.92
5651 7.17 20.79 0.00 11.06 3.44 4.23 112.03 0.81
125.91 33.30 81.95 0.00 6.66 13.53 23.65 358.33 2.30
78.28 18.45 56.07 0.00 6.86 9.64 16.84 266.51 1.92
22.85 6.19 17.37 0.00 2.08 6.72 1.27 71.96 0.46
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.01 0.00 0.01 0.00 0.00 0.48 0.00 1.13 0.01
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
3.70 3.18 0.00 0.00 0.01 0.00 0.00 7.01 0.04
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.19 0.05 0.00 0.00 0.00 0.00 0.00 0.70 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
528.12 435.58 708.89 38.69 55.15 47.16 215.42 2790.09 17.88
535.84 440.73 483.30 35.58 40.14 46.40 292.59 2665.52 19.17
679.39 389.49 430.42 26.09 23.98 37.54 174.82 2164.66 13.87
626.33 383.82 313.17 27.32 19.64 31.31 174.05 1954.58 14.06
425.34 315.48 418.71 5.94 39.52 35.14 270.50 2095.48 13.43
403.81 261.28 275.62 13.08 35.29 46.38 250.96 1853.01 13.33
428.73 307.88 332.15 41.30 40.87 50.38 254.09 2041.52 13.08
492.31 303.28 262.19 45.75 34.58 48.41 206.91 1989.39 14.31
4174.75 2285.23 3106.84 165.43 386.40 432.90 1238.25 15604.01 100.00
3837.65 2009.91 2242.63 153.17 288.87 394.91 1154.41 13904.11 100.00

347.22 347.22

313.24 313.24

235.32 2.02 1.85 239.19

44.58 1.09 0.67 46.34

12.17 12.17

0.00 0.00
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FICCI organized its 12*" Conference on Insurance with the theme “
” on 3™ December 2008,
at Federation House, Tansen Marg, New Delhi.
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Photograph shows Dr. Amit Mitra,

Secretary General, FICCI; X

Mr. J. Hari Narayan, Chairman, IRDA; and FICCI | oo i CccCi
Ms. Shikha Sharma, Chairperson, FICCI’s
Insurance & Pensions Committee

and CEO & Mg. Director, ICICI - \

Pru Life Insurance Co. Ltd;

at the inaugural session.
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Mr. J. Hari Narayan seen addressing the
delegates. Others seen in the picture are
(L to R): Mr. Alpesh Shah, Partner and
Director, The Boston Consulting Group
(BCG); Dr. Amit Mitra; Ms. Shikha Sharma;
and

Mr. Tarun Bajaj, Joint Secretary -
Insurance, Ministry of Finance,

Govt. of India.
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I"'ound up Il

Confederation of Indian Industry (Cll), Western Region organized a Health
Insurance Summit ° " at Mumbai on
9t December, 2008.

: IASUrGnear T =

Summit 2008 |

s A bernation

Photograph shows

Mr. A.Vaideesh, Chairman, "‘u B st

Cll Western Region, and MD, Johnson &
Johnson Medical, addressing the delegates.
Also seen in the photograph are (L to R)
Mr. Neville Dumasia - Head,

Governance Risk & Compliance Services,
KPMG; Mr. J. Hari Narayan,

Chairman, IRDA; Mr. Arvind R. Doshi -
Past Chairman, Cll Western Region,

and CMD, PAE Ltd; and Ms. Sandhya.

The Round-Table session in progress.
Seated (L to R) are: Dr. Sujit Chatterjee,

H —— CEO, Dr.LH Hiranandani Hospital;
Th ea'th i Mr.S.L. Mohan, Secretary General, General
SurancE _ Insu_rance Council; Dr. !‘landa.kumar Jairam,
Summit 2008 B Chairman & Group Medical Director,

= Columbia Asia Hospitals India;
“ Health Insu =" . Ms. Shikha Sharma, MD & CEO, ICICI
— rance Inec. ; The Road Ahead® _, . 0§ j Prudential Life Insurance Co. Ltd;

T — - Mr. J. Hari Narayan, Chairman, IRDA;
Mr. Govindraj Ethiraj (Moderator),
Editor-in-Chief, UTV News Ltd;
Mr. A. Vaideesh,Chairman, Cll Western
Region, and MD, Johnson & Johnson
Medical; Ms. Shobhana Kamineni, ED,
Apollo Hospitals Enterprise Ltd; Mr. Kamesh
Goyal, Country Manager (India), Bajaj
Allianz Life Insurance Co. Ltd; Dr. Alok Roy,
CMD, Medica Synergie Pvt. Ltd; and Mr. Ravi
Trivedy, ED, KPMG Advisory Services Pvt.
Ltd.
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SPREAD THE WORD...

The above advertisement is issued by IRDA in the Public interest.
Those wishing to publish it for spreading consumer awareness of Insurance may use this artwork for reproduction.
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Cvents

15 - 16 Dec 2008
Venue: New Delhi

18 Dec 2008
Venue: Mumbai

22 - 24 Dec 2008
Venue: Pune

25 - 27 Dec 2008
Venue: Pune

29 Dec 2008 - 03 Jan 2009
Venue: Pune

05 - 10 Jan 2009
Venue: NIA, Pune

08 - 09 Jan 2009
Venue: NIA, Pune

19 - 21 Jan 2009
Venue: Mumbai

5t India Health Summit
‘Optimizing Healthcare Delivery in India’
By Confederation of Indian Industry, New Delhi

Growth Dynamics for Insurance Industry:
Embracing the Future o
By Asia Insurance Post, Mumbai

Workshop on Multiple Distribution Channel Management
By National Insurance Academy, Pune

Workshop on Motor TP Claims ®
By National Insurance Academy, Pune

Programme on Effective Claims Management
By National Insurance Academy, Pune

Programme on Prevention of Insurance Frauds

By Institute of Actuaries of India ®
4* Seminar on Health Insurance & Care

By Institute of Actuaries of India

2" India Rendezvous °

By Asia Insurance Review, Singapore




view point

The International Association of Insurance Supervisors (IAIS) has shown its ability
to react quickly to the (global financial) crisis by stepping up co-ordination efforts.

Mr Peter Braumuller
IAIS Executive Committee Chair

Insurance products — including indexed annuities — are subject to myriad state
insurance laws. We believe indexed annuities are insurance products — and that
they should continue to be regulated as such.

Ms Sandy Praeger
Kansas Insurance Commissioner & NAIC President

A major challenge for takaful operators in many jurisdictions is the lack of Shariah
compliant assets for investment. We are encouraged that more Islamic financial
products and services are now emerging in Singapore.

Ms Teo Swee Lian

Deputy Managing Director (Prudential Supervision)
Monetary Authority of Singapore

Health insurance is picking up. In fact, it is the single-largest growing segment in
the (Indian) insurance market. | find a lot of sophistication coming up in health
products.

Mr J Hari Narayan
Chairman, Insurance Regulatory & Development Authority, India

Prudential regulation is all about shifting the odds in favour of safety and
soundness, but it is not a panacea against all ills that can befall financial
institutions.

Mr David Lewis
Australian Prudential Regulation Authority

We will continue our initiatives to restore consumers’ trust, as well as carrying
on our endeavors to address environmental issues and further contributing to
social safety and security.

Mr Makoto Hyodo
Chairman, General Insurance Association of Japan




