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BLOCK 2 LIFE INSURANCE

Availability of sufficient tools to price the risks paved the way for offering various
insurance products contingent on the life of individual and thus life insurance products
evolved over time aimed to meet evolving needs of the human lives. In this block we

will be dealing with different insurance products

In Unit 4 we have discussed in detail how a life insurance product is designed. The
actuarial concepts involved in designing of Life Insurance Products and the pricing of
these products has been dealt with. Few examples of the products offered by the Life
Insurer in India are given. In this unit we have also discussed Medical underwriting,
Financial underwriting, Lifestyle Underwriting done to assess the appropriate premium
that should be charged.

Group insurance is an insurance provided to the group of individuals having some
common attributes through a single policy contract. Unit 5 discusses the types of
group viz, Employer- Employee group, Professionals, Creditors-Debtors, Co-
operatives and Associations and weaker section of society and their role in insurance.
The pricing and marketing of group insurance products has also been covered. The
regulations governing this segment is dealt with.

Unit 6 covers the concept of Micro Insurance and explains its relevance. It also brings
out the difference between conventional insurance and micro insurance. Four primary
channels of micro insurance distribution viz; Partner Agent Model, Community Based
Model, Full Service Model and Provider Model are discussed. It also deals with life
microinsurance products, general microinsurance products as well as those offered by
the informal sector.
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UNIT4 LIFE INSURANCE POLICIES

After studying this unit, you should be able to comprehend:

e therole life insurance can play in financial planning

e types of Life Insurance Products

e theactuarial concepts involved in designing of Life Insurance Products
e Pricing of Life Insurance Products

¢ Roleand various forms of underwriting used in Life Insurance
Structure

4.1 Introduction

4.2 Need of Life Insurance Products
4.3 Life Insurance Products —Design
4.4 Types of Life Insurance Products
4.5 Products Available in Indian Market
4.6 Life Insurance Product Design- actuarial issues
4.7 Life Insurance Products — Pricing
4.8 Life Insurance Underwriting

4.9 Summary

4.10 Keywords

4.11 Self-Assessment Questions

4.12 Further Readings

4.1 INTRODUCTION

Life Insurance is a Risk Management tool through which Insured try to manage the risk
of untimely death. Though death is a certainty, uncertainty comes from not knowing the
time of death. Human beings have been observed to despise uncertainty. This dislike
of uncertainty results in demand as well as supply of insurance product. Buying a Life
insurance product does not mitigate the death of Risk as death is an unavoidable certainty.
However; it mitigates the risk of dying earlier/later than expected.

Risk when defined in simple words is “negative deviation from expectation”. What is
negative deviation, depends on individual’s planning for future. If the planning is for
provision of liabilities towards it’s near and dear ones, negative deviation is dying before
fulfilling/providing for those responsibilities. As such individual will be in need for options,
through which his responsibilities can be managed in his absence. In case of provisions
for one’s own future, negative deviation will be living longer than expected and provisions
falling short to take care of him till he dies. This results in need to cover the risk of living
longer than expected.
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Life insurance provides management of both these risks thorough different products.
Risk of dying earlier than expected is called Mortality Risk while Risk of living longer
than expected is termed as Longevity Risk. All Life insurance products are designed
around these two basic needs. Business model of an insurer is to identify the risks
which people like to manage/transfer, assess them and price them at a price which is
expected to give the insurer a reasonable profit and simultaneously acceptable to its
prospective customers. Since insurance is transfer of risk for the insured, it is acceptance
of risk for the insurer. To ensure that this acceptance of risk does not result in the risk
of survival for the company; insurer accepts only those risks which it can assess and
price confidently.

In its initial days, life insurance was sort of pooling of contribution by a group which
was used to provide help if any of the member dies during the predefined period,
however neither the contributions nor the benefits were based on the age and/or
insurability of the individuals’ involved. This non-cognizance of age and insurability in
deciding premium means that the younger in the group are more burdened and have an
incentive in opting out of the arrangement. On the other hand, such an arrangement is
more lucrative for those having higher probability of resulting into claim. As such in
absence of proper incentives for younger lot, this arrangement was bound to fail due to
higher contribution rate and that too on those of advanced age.

In 1693, First life table came into existence which was used by the British Government
to sell life annuities at an appropriate price based on the age of the purchaser; it was
written by Edmond Halley. This life table can be said to be the foundation of Actuarial
science. Advent of theory of Probability in seventeenth century along with the law of
large numbers, normal distribution and other distributions paved way for quantifying
the Risks and thus pricing of life insurance productsappropriately.In1 762, the “Society
for Equitable Assurances on Lives and Survivorship” became the world’s first mutual
insurer and also the first insurer charging age-based premiums based on mortality rate.

Availability of sufficient tools to price the risks paved the way for offering various
insurance products contingent on the life of individual and thus life insurance products
evolved over time aimed to meet evolving needs of the human lives.

4.2 NEED OF LIFE INSURANCE PRODUCTS

For a business to be successful, its products should be addressing an important need
of the consumers. Thus, the starting point for a product is to carefully analyse the needs
and then designing the relevant product. Life insurance products are no different. The
products available in the market are the result of continuous assessment of the
requirements of the consumers. However, consumer needs are dynamic and not static
so it is very important to understand them in the prevalent economic and commercial
environment. Needs change not only over the life cycle of a human being but also with
time. As such, products which are relevant for a customer aged 24 will not be suitable
for a person aged 52. Similarly, products which were relevant to 24-year person 20
years back may not seem attractive today to a person of same age.

4.2.1 Different stages of Life Cycle and Differing Needs

Since birth to death human beings go through various stages and its thinking, its
requirement everything usually change during movement from one stage to other. These



requirements, changes in the thinking process depend a lot on commercial and economic
environment. The requirements, the perceived needs of an individual in a developed
economy may be different for an individual belonging to a developing economy or
underdeveloped one. Similarly, perceived needs by a western world individual may be
different from that of an individual living in India due to different culture or family values.

For insurance and financial perspective, categorisation of life stages in an economy like
India can be:

Age 0 to 22

This life stage starts from being a Child and then probably going into higher education.
There will not be any dependents, there may not be any income throughout this stage
instead this stage is characterised with dependency on parents. With these characteristics
there does not seem to be any insurance need.

However, depending on the economic strata there may be a group who has started
work, probably married, taking care of parents and as such there may be an insurance
need. Pointis, needs are dependent on so many internal and external factors.

Age 22 to 28

In the initial age bracket earning may have started, there may or may not be dependents,
depending on the marital status and partner earning status. Repayment of educational
loan may be a liability. There may be few who depending on the sense of responsibility
have obligations towards parents. Many in this age group may have started future
planning like saving for owning home.

As such insurance need may not be that visible and depends on the dependent status
and financial sophistication. However, with higher financial knowledge and inclination

towards owning home through loans, may highlight benefits of taking insurance early in
the life.

Age 28 to 40

This group may be characterised with rising of children, higher expenses, income starts
increasing so as the expenses albeit at higher rate and large debts mostly due to
investment in capital goods viz. House, Cars, etc. Increasing financial needs results in
squeezing capacity to save, however this is the phase when money and assurance of
money in case of need is most required. Both the next as well as previous generation
may be highly dependent on the individual, making him/her worried about what will
happen if something happens to him/her. Not only death but redundancy is also a
threat to the lifestyle. Need for insurance is very clear though affordability may be an
issue.

Age 40-50

Rate of increase in income starts outpacing rate of increase in expenses. Future planning
for children career/marriage starts taking shape. Providing and saving for that purpose
becomes a priority. Need for making provisions for the old age also start becoming
evident.
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Age 50-60

Children become independent, old age and related issues start becoming reality. Income
outstrips expenses. Provision for old age becomes the top most priority. Transfer of
wealth to the next generation may also be an issue to be taken care of.

Age above 60

Employment ceases, retirement takes place. Savings done till date start maturing.
Mortality no more appears to be risk unless there is some special need e.g special
child or partner without any provision of his/her own. Longevity may pose a threat and
as such arisk to be managed.

The life stages create demand for different financial products including insurance
products. Demand in turn ensures supply of products. Life insurance products are
designed to cater to the needs of various life stages. Demand motivates the insurer to
include as many features as possible in the products subject to availability of data,
capacity of the consumers to understand the product and pay the premium.

For the purpose of insurance, the financial needs coming out of various life stages can
be classified into two categories:

1. Protection needs: need to manage the risk of death and the requirement is to
have a lump sum payment or a series of payments in case of death

2. Saving needs: need to accumulate a certain amount for various future
requirements

These two needs form the basis of all the life insurance products.

4.3 LIFE INSURANCE PRODUCTS -DESIGN

The theme on which life insurance operates is that in return for regular or lump sum
premiums paid by a consumer, the insurer contracts to pay benefits which are in some
way contingent upon human life like death during a predefined period or survival up to
apre-defined date.

The two categories of needs specified in the previous section form the basis of these
products. The protection need is managed through products paying a pre-decided
amount termed as sum assured to his/her family through the nominee if the contingent
event (death) happens during the term of policy. These contracts are called term
assurance products.

The products meeting saving need are essentially investments and help the consumer
to build up funds for specific objectives e.g provision for regular income in retirement,
for providing child education or repayment of a loan. Since usually they have a protection
element in built they differ from normal investment contracts. These contracts are termed
endowment products.

Products available in the life insurance market are various variations of these two types
of contracts and are a mixture of savings and protection.



All the products offered by the Life Insurer can be kept in one of the following categories:
e  Whole life assurances
e  Term assurances
e Endowment assurances
e Annuity contracts
e Immediate annuity contracts
e  Deferred annuity contracts
e  Unit-linked contracts
e Index-linked contracts
Terminology used in defining product features

Before going into details of the contracts, terminology used in defining the payments of
these contracts should be understood:

Policyholder: Person who purchased the policy
Life Assured: Person on whose life payments under the policy are dependent.
Sum Assured: Guaranteed payment amount if any by the insurer.

Surrender Value: Lump sum payment made on premature closure of the policy subject
to the conditions of the policy

Nominee: Person designated by the policyholder to receive the payments under the
policy in case of death of the policyholder during the term of the policy

Riders: Riders are add-on options (Benefits) that can be added to a basic Life
Insurance Policy - to provide additional coverage

Participating (Par) Products: Participating Products participate in profit if any made
by the insurer on the block of policy underwritten. Profit in a policy may arise due to
investment profit (investment income being more than that considered in pricing),
expense profit (expenses being less than those allowed in the premium), and mortality
profit (mortality /longevity being less than that allowed in the premium).

Profits are declared each year after valuation exercise. The profits declared are called
bonus and paid along with the sum assured on maturity or on death. Indian regulator
prescribes that at least 90% of the profit is to be distributed to policyholders. The sharing
of profit may be done out of investment profit, expense of profit and mortality profit

Non-Participating (Non-Par) Products: These products are entitled only to the
benefits mentioned at the outset. As such under these products, benefits are guaranteed
at the outset.

4.4 TYPES OF LIFE INSURANCE PRODUCTS

4.4.1 Whole Life Assurance

This is the simplest life insurance contract. Under this contract, payment of a pre-
defined amount called the sum assured is made on death of the Life assured. Policy
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may be purchased by paying a lump sum called single premium or through regular
payments. In regular premium mode, premiums are payable either till the death of the
life assured or for a predefined period whichever is earlier.

This design meets the protection need of the policyholder. The policy is meant to
provide long-term protection to dependents and as such useful to take care of
dependents who needs care throughout their life (special child). Other than this policy
may be used to provide for paying funeral expenses, inheritance tax, or death duties
arising on the death. Policy may also be used for transfer of wealth from one generation
to next which may have not accumulated otherwise if death happens at early age.

In most of the whole life plans sum assured is paid to the life assured once he/she
reaches a certain age and contract is closed. In India currently this age is 100 years.
The policyholder may be allowed to surrender the contract before maturity and receive
a lump sum (surrender value) at that time. Products can be structured both as par and
as non-par.

4.4.2 Term Assurance

A term assurance product is a contract to pay the sum assured on the death of the life
assured, provided death occurs during a specified period, called the term of the contract.
No payment is made if death happens outside the term of the policy. No payment is
made on survival till the end of the term. Assurance can be provided on payment of
premium in one lump sum (single premium) or in regular instalments depending on the
terms of the contract.

Payment of sum assured is usually in one lump sum though variations are also possible
where in payments may be made in the form of annuity to ensure that the policy proceeds
are used for the survival of dependents and not spent in one go.

Policy provides for protection need of the policyholder. The need may be due to
dependents or due to outstanding loans being paid by the life assured in regular
instalments. Policy is also used as guarantee for interest only loans.

Term assurance contract are also used for key man insurance. Key man insurance is
taken on the life of a person who is Key man for an organisation. The term Key man is
used for the employee whose existence is crucial for the organisation and whose death
is expected to result in great loss for the organisation. As such term assurance contract
is used where policy’s sum assured is meant to compensate that loss.

The policyholder usually does not get any surrender value in these contracts. Usually
product is structured as non-participating product though conceptually participating
product is also possible.

4.4.3 Endowment Assurance

Endowment assurance contract provides payment of sum assured on survival of the
policy holder till the maturity date or on death before the maturity. Sum assured payment
can be made in one lump sum or in the form of annuity for a defined period. Policy can
be purchased by paying single premium or regular premiums. Regular premium can be
for the term of the policy or for a shorter period.



Endowment assurance product facilitate saving for a cause. Policy is aimed to save a
predefined lump sum by a date known as Maturity date in insurance parlance. Insurance
element of the contract ensures that in case of untimely death of the policy holder; the
aimed amount is available to the dependents identified in the policy as nominees.

The needs served are those requiring both saving and protection. Policy facilitates
accumulation of disposable income for future consumption e.g purchasing annuity on
retirement, child marriage, payment of mortgage etc. Uniqueness of the product over
other saving vehicles is that policy provides for transfer of intended accumulation to the
dependents in case of death of the accumulator even if the saving is not reached up to
the intended amount.

There is another version of endowment assurance which is called Pure Endowment.
Under pure endowment sum assured is payable only if the policy holder is alive on the
maturity date. As such the policy is reverse of term assurance product. Though this
version is not much in vogue.

Policyholders can surrender the contract before maturity and receive a lump sum
(surrender value) at that time. Products are usually as participating product though
conceptually non-participating product is also possible.

4.4.4 Annuity Contracts

Annuities are series of payments at regularly spaced intervals of time for a predetermined
period. These are personal pension plans or arrangements purchased from an insurance
company by an individual. Predetermined period is contingent on the survival of the
annuitant. Benefits are payable only if the policyholder is alive on the due date of
payment. As such these insurance plans are considered as long term. Benefits are
payable in periodical installments. Periodicity is chosen by the annuity (policy) holder.

Annuity is purchased by paying premium in one lump sum or by paying regular level
premium. Annuity contracts serve the need of regular income. Annuity may, provide
for lifetime income for self after retirement or for dependents.

Depending upon when the pension/annuity payments starts policy is classified into two
categories:

1. Immediate annuity contracts
2. Deferred annuity contracts
1. Immediate Annuity

Under immediate annuity contracts payment to the policyholder starts immediately and
due to this, policy can be purchased only through single premium.

Immediate Annuity contracts are used to convert capital into regular income. Since the
insurance contracts guarantee payments under defined conditions contingent upon the
life of the policyholder, uncertainty associated with the life of capital if withdrawals
from the same are made to provide regular income is transferred to the insurance
company. In most of the countries, legislation makes it mandatory that a certain portion
of accumulations in tax saving pension schemes is used to purchase immediate annuity.
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Surrender values are usually not payable. Products can be structured both as par and
as non-par.

2. Deferred Annuity

Under Deferred annuity; payments to policyholder starts after a predefined deferment
period provided the annuitant, as identified in the policy is alive till the end of deferment
period.

Deferred Annuity can be purchased by paying regular premium payments or by single
premium. The regular premium mode helps in building up a corpus which is used to
provide regular income once the person gets retired from the gainful employment or
when the income does not remain as regular as he or she wants. On vesting date (date
from which annuity payment starts) a portion of the corpus may be offered as lump
sum. This lump sum may be used by the policyholder to clear any remaining liability
e.g. Housing loan on retirement from gainful employment.

Deferred annuity products can be thought of as, a combination of endowment assurance
and immediate annuity contract. Life cover may also be provided during the deferment
period. Surrender values are usually payable during deferment period. Products can
be structured both as par and as non-par.

Annuity may be offered as
e  Annuity forlife
e Annuity for a certain number of years and for life thereafter

e Annuity for life, for the policyholder and on the life of identified dependent
thereafter

e Annuity increasing at a fixed rate
¢ Inflation indexed Annuity
e Any ofthe above options with return of purchase price

The options are to ensure that the needs of an individual customer are met according to
his/her circumstances.

4.4.5 Unit-linked Contracts

Benefits under unit-linked contracts are linked to the value of units in the policyholders’
account. Units’ value depends on the investments purchased from the premium paid
by the policyholder. Benefits under any of the products discussed above can be made
in the form of units. Under unit linked contracts, premiums received are invested in a
predefined manner disclosed in policy document in assets which are usually regularly
traded in the market.

Since the investment pattern is chosen by the policyholder, investment risk is borne by
him. On happening of contingent event, payment equivalent to the value of units is
made to the policyholder/nominee. Policy may provide a guarantee in the form of floor
which is usually payable if the unit value is lower than a specified amount. The guarantees
are usually for amount to be paid in case of death during the term of the policy. Such
types of products can be thought of as a combination of insurance and mutual fund.



4.4.6 Index linked Products

Under indexed linked products, benefits of the policy are linked to an identified index
as against being defined in nominal terms.

4.4.7 Riders

Riders are not a product in themselves; they are add-ons on basic Life insurance
policy used to enhance the existing benefits or coverage. They offer customisation of
the Life Insurance policy according to the needs against payment of extra premium.
Even with the occurrence of the event, the life cover remains intact. This means that
even if policyholder has drawn on a particular rider, s/he remain eligible for the death
benefit on the life insurance plan.

There can be any number of riders to suit needs of individuals. Some of the common
ones have been listed below:

1. Critical illness Rider

The policyholder is entitled to receive financial benefits on being diagnosed with the
critical illness during the term of the policy. lllnesses covered are specified at the outset
of the contract along with the exclusions if any. On unfortunate occurrence of any of
the specified illness, payment of specified sum is made in one lump-sum or in installments
as per the terms of the policy. The most common critical illnesses covered are:

*  Cancer

*  Heart Attack

*  Kidney failure

*  Paralytic stroke

* Cardiac Surgery
2. Disability Rider

The policyholder receives benefits on being afflicted with a disability covered by the
rider. The life cover remains intact till the term of the policy.

3. Accidental death benefit rider

The nominee receives benefits as specified in the rider on an accident leading to death
of the life assured.

4. Termrider

Provide payment of additional sum over and above the basic sum assured, on death of
the life assured during the term of the policy. The benefit may be offered in one lump-
sum or in the form of periodical payments to nominee on death of life assured.

5. Waiver of premium rider

The policyholder is not required to pay future premiums on the policy in the event of an
accident or mishap as defined by the rider.
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6. Guaranteed Insurability Rider

This rider allows insured to increase insurance coverage in a period specified in the
policy without the need for further medical examination and regardless of the health of
the insured. This rider is beneficial for those who expect their income or responsibilities
to increase in future. Even if the health declines with age, insured can get extra coverage
without giving any evidence of insurability. This rider may end at a certain age.

7. Spouse Insurance Rider
Provide coverage of spouse within the same policy.
8. Surgical Assistance Rider

Provide financial support if the insured require surgery due to specified medical
emergencies during the term of the policy. This type of rider may be within the critical
illness rider or as a separate one.

Policyholders can attach riders to any insurance plan be it a term plan or endowment
plan or unit-linked plan (ULIP) or money back plan.The policyholder select riders
based on individual and family needs to enhance the life cover and secure the financial
well-being of the family more comprehensively.

4.4.8 Regulations relating to Life Insurance Product

The business model of life insurance is such that the premiums are paid in return of a
promise to pay a defined benefit on the happening of contingent event. As such
companies accumulate funds first and payment are made thereafter. Life Assurance
contracts are long term in nature. The contract also serves as social security. Pricing
depends on n number of assumptions. It is very difficult for the common person to
understand the nuances of the design as well as pricing. Similarly, it is very easy for the
companies to make attractive promises which may not be feasible to fulfil. As such,
continuous existence of the company becomes of paramount concern for the state.
Due to this Life Insurance, industry is heavily regulated all over the world.

The regulations start from registration of the company to designing of the product to
investment of the premium collected to prove solvency on continuous basis. The
regulations can be accessed from the website of the regulator. In some countries, there
1s a separate regulator for Insurance while in others insurance and financial markets are
regulated by a common regulator. In India “Insurance Regulatory and Development
Authority of India (IRDAI)” is the Insurance Regulator. IRDA (Linked Life Insurance
Products) Regulations, 2013 and IRDAI (Non-Linked Insurance Products)
Regulations, 2013 prescribes the regulations to be complied by the products that can
be offered by an Indian insurer.

4.5 PRODUCTS AVAILABLE IN INDIAN MARKET

The products available in the market are various combinations of the generic products
described above. Let’s analyse few of them:

1. SBILIFE -SHUBH NIVESH

Plan comes with two options



i. Endowment Option

ii. Endowment with Whole Life Option

() Endowment Option

Maturity Benefit:

e  After completion of endowment term, the Basic Sum Assured + Vested Simple
Reversionary Bonuses + Terminal bonus, if any will be paid, provided the

policy is in-force

e Deferred Maturity Payment option is available: Can be selected at the end of
the endowment term

Death Benefit:

In the unfortunate death of the Life Assured, depending upon the plan option

chosen:

o  Death before the completion of endowment term provided the policy is in-

force :

a. For Regular Premium: Higher of following is paid to the nominee, where:

= Sum Assured on death + Vested Simple Reversionary Bonuses +
Terminal bonus, if any.

»  Sum assured on death is higher of Basic Sum Assured or a multiple
of annualised premium; where multiple is.

»  105% ofall the premiums paid.

Policy Term Age at entry of Life | Age at entry of Life
Assured less than 45 | Assured 45 years or more
years

Less than 10 years 5 5

10 years or more 10 7

b. For Single Premium: Sum Assured on death +Vested Reversionary
Bonuses + Terminal bonus, if any, is paid to the nominee

Sum assured on death is higher of Basic Sum Assured or a multiple of
single premium; where multiple is:

45 years

Age at entry of Life Assured <

Age at entry of Life Assured > =
45 years

1.25

1.10

(ii) Endowment with Whole Life Option

Maturity Benefit:

o After completion of endowment term the Basic Sum Assured + Vested Simple
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Reversionary Bonuses + Terminal bonus, if any will be paid, provided the
policy is in-force

o Deferred Maturity Payment option is available: Can be selected at the end of
the endowment term

e Onattainment of 100" birthday: Basic Sum Assured will be paid
Death Benefit:

e Death before the completion of endowment term provided the policy is in-
force:

o Death Benefit as defined under point 1 of Endowment option, will be
paid to the nominee.

e Death after completion of the endowment term and up to 100 years of age:
o Basic Sum Assured benefit will be paid to the nominee.

o Balance amount of Deferred Maturity Payment Option, if availed and if
any, will be paid to the nominee. However, the nominee has an option to
take the remaining installments in lump sum which will be equal to the
discounted value of the remaining installments.

Other Benefits
e Deferred Maturity Payment Option:

You can use this option to get income at regular intervals. At the end of the
endowment term you can either withdraw the full sum assured along with
accumulated bonuses or you can withdraw only the bonus, leaving the basic
sum assured to be drawn as income at regular intervals over a stipulated time
period of 5, 10, 15 or 20 years. Income will be paid at a frequency (Yearly/
Half-Yearly/Quarterly/Monthly) of your choice.

e Three Rider Options: -

o SBI Life - Preferred Term Rider : The Preferred Term Rider Sum Assured
is payable in addition to normal death benefit

o SBI Life - Accidental Death Benefit Rider: In case of death due to an
accident, the rider Sum Assured is payable in addition to normal death
benefit.

o SBILife - Accidental Total and Permanent Disability Benefit Rider: The
rider Sum Assured will be paid on the Life Assured being found eligible
for the Total Permanent Disability Benefit as defined in the policy document.

It is a non-linked participating product. The benefits offered in the plan are a
combination of endowment, whole life as well as deferred annuity.

2. LIC’sJEEVAN PRAGATI PLAN

LIC’s Jeevan Pragati Plan is a non-linked, with - profits plan which offers a combination
of protection and savings. This plan provides for automatic increase in risk cover after



every five years during the term of the policy. In addition, this plan also takes care of
liquidity needs through loan facility.

Death benefit:

In case of death during the policy term, provided all due premiums have been paid,
Death benefit, defined as sum of Sum Assured on Death, vested Simple Reversionary
Bonuses and Final Additional bonus, if any, shall be payable. Where “Sum Assured on
Death” is defined as the higher of 10 times of annualised premium or Absolute amount
assured to be paid on death i.e. 100% of the Basic Sum Assured during first 5 policy
years, 125% of the Basic Sum Assured during 6th to10th policy years, 150% of the
Basic Sum Assured during 11"to15"policy years and thereafter 200% of the Basic
Sum Assured.

This death benefit shall not be less than 105% of all the premiums paid as on date of
death.

Premiums referred above shall not include any taxes, extra amount chargeable under
the policy due to underwriting decision and rider premium, if any.

Maturity Benefit:

“Sum Assured on Maturity” equal to Basic Sum Assured, along with vested Simple
Reversionary bonuses and final additional bonus, if any, shall be payable in lump sum
on survival to the end of the policy term provided all due premiums have been paid.

Participation in Profits: The policy shall participate in profits of the corporation and
shall be entitled to receive Simple Reversionary Bonuses declared as per the experience
of'the Corporation, provided the policy is in force. The Bonuses shall be declared on
the Basic Sum Assured.

Final Additional Bonus may also be declared under the policy in the year when the
policy results into a claim either by death or maturity.

Optional Rider:

The policyholder has an option of availing LIC’s Accidental Death and Disability Benefit
Rider. Rider sum assured cannot exceed the Basic Sum Assured.

It is a non-linked participating endowment product.
3. LIC’s JEEVAN UMANG

LIC’s Jeevan Umang plan offers a combination of income and protection to your
family. This plan provides for annual survival benefits from the end of the premium
paying term till maturity and a lump sum payment at the time of maturity or on death of
the policyholder during the policy term. In addition, this plan also takes care of liquidity
needs through loan facility.

Death Benefit:

On death of the Life Assured during the policy term, provided all due premiums have
been paid then
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e  Ondeath before the commencement of Risk: Return of premium/s paid without
interest shall be payable.

e On Death after the commencement of Risk : Death Benefit, defined as sum
of ”Sum Assured on Death” and vested Simple Reversionary Bonuses and
Final Additional bonus, if any, shall be payable.

Where “Sum Assured on Death” is defined as the highest of
e 10times of annualised premium; or
e SumAssured on Maturity; or
e Absolute amount assured to be paid on death, i.e. Basic Sum Assured.

This death benefit shall not be less than 105% of all the premiums paid as on date of
death.

Premiums referred above shall not include any taxes, extra amount chargeable under
the policy due to underwriting decision and rider premium(s), if any.

Survival Benefit:

On the life assured surviving to the end of the premium paying term, provided all due
premiums have been paid, a survival benefit equal to 8% of Basic Sum Assured shall
be payable each year. The first survival benefit payment is payable at the end of premium
paying term and thereafter on completion of each subsequent year till the Life assured
survives or till the policy anniversary prior to the date of maturity, whichever is earlier.

Maturity Benefit:

On the life assured surviving to the end of the policy term i.e. on attaining age of 100
years, provided all due premiums have been paid, ”Sum Assured on Maturity” along
with vested Simple Reversionary Bonuses (as mentioned in 2 below) and Final Additional
bonus, if any, shall be payable. Where ”Sum Assured on Maturity” is equal to Basic
Sum Assured.

Participation in profits:

Depending upon the Corporation’s experience with regard to policies issued under
this plan, the policy shall participate in profits during the policy term.

During the premium paying term:

Policies shall be eligible to receive Simple Reversionary Bonuses declared as per the
experience of the Corporation during the premium paying term, provided the policy is
in force.

Final Additional Bonus may also be declared under an in-force policy in the year when
such policy results into a claim by death. However, Final Additional Bonus shall not be
payable under paid-up policy or on surrender of a policy during the premium paying
term.

In case the premiums are not duly paid, the policy shall cease to participate in future
profits during premium paying term. After the premium paying term (applicable only



for fully paid-up policies or for paid-up policies with Maturity Paid-up Sum Assured of
Rs. 2 lakhs or more)

Under a fully paid-up policy (where all premiums payable during the term of the policy
are paid) or in a paid-up policy with Maturity Paid-up Sum Assured of Rs. 2 lakhs or
more, the terms for participation of profits after the premium paying term may be in a
different form and on a differential scale depending on the Corporation’s experience
under this plan at that time.

Final Additional Bonus may also be declared under the policy in the year when a policy
results into a claim either by death or maturity. In addition, applicable Final Additional
Bonus for surrendering policies, if any, shall also be included in Special Surrender
Value calculation.

Under a paid-up policy with Maturity Paid-up Sum Assured of less than Rs. 2 lakhs,
the policy shall not participate in future profits.

Optional Benefit:
The policyholder has an option of availing following Rider benefit(s):
1. LIC’s Accidental Death and Disability Benefit Rider
2. LIC’s Accident Benefit Rider
3. LIC’s New Term Assurance Rider
4. LIC’s New Critical lllness Benefit Rider
Rider sum assured cannot exceed the Basic Sum Assured.

It is a non-linked participating product. The benefits offered in the plan are a
combination of endowment, whole life as well as guaranteed deferred annuity.

4.6 LIFE INSURANCE PRODUCT DESIGN-
ACTUARIAL ISSUES

Products are meant for customers, they are distributed through distribution channels,
and distributors’, remuneration depends on the volume of sales as well as on the product
mix. Products are sold by insurance company to earn sustainable profit for the
shareholders. As such there are three groups of stakeholders having stake in product
design. The needs of these stake holders can be listed as:

* Shareholders’ Needs
*  Adequate Profitability
*  Capital Efficiency
*  Business Volumes
* Distribution Channel Needs

*  Simplicity of Product Structure
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»  Competitive Premium
»  Better Remuneration
» EaseofSale
*  Minimal underwriting
*  Customer Needs
» Life and Health Protection
»  Wealth Creation / Savings (adequate return)
»  Retirement (Pension/Annuity)
*  Minimal underwriting
*  Minimal exclusions

As can be seen many of the needs are contradictory to each other. Better remuneration
for distributor will reduce profitability for the shareholder and return for the customer.
Ease of sale and underwriting may result in anti-selection for the shareholders and may
also impact return for the customer due to resulting increase in the premium. Product
design is careful balancing of all such needs.

Insurance company provides risk management solutions. By doing this company takes
risk in its own books. For continuous survival and to make a reasonable profit for
capital providers it is necessary to ensure that company take only those risks which it
can manage successfully.

This is done through correctly identifying the risks in accepting risks (providing
insurance), measuring them properly, and then pricing them adequately. These jobs are
done by the actuarial team of the insurer.

The work starts with Product Design. Though an individual may want to cover all its
risks through insurance, not all risks are insurable. For adequately pricing a risk

e [tmustbe ofa financial and reasonably quantifiable nature

e there should be sufficient data to estimate the amount of risk and probability
of its occurrence

e And to ensure that estimation of risk and its pricing prove to be appropriate it
is required that - Large number of similar risks should be there so that *law of
large numbers can apply

e Risks should be independent of each other

*The law of large numbers states that, as a sample of observations (drawn from
independent and identically distributed random variables) increases, the average of
these observations will tend towards the true expected value.

Similar risk means that the insured event has similar risk characteristics e.g. male/
female, smoker/non-smoker having same age so that each such group is a group of
homogenous risks.



Independence is required so that in the event of conversion of a risk into a claim
insurance company is not exposed to the risk of piling up of claims i.e.death of an
individual should be independent of the death of the other person.

Sufficient data increase statistical confidence in estimating and pricing the risk. More
confidence in the estimation results in less requirement of reserve and so less tied up
capital. If there are risks being insured which are not supported with sufficient data,
there will be more uncertainty regarding the future experience. This uncertainty results
into increased probability that the reality may deviate adversely from the expectation.
To provide for such situation insurer needs to set aside more reserve.

Having a big pool of risk ensures applicability of law of large numbers so that reality
does not deviate much from the estimation. This also has an implication on the
requirement of capital.

At design stages these issues need to be considered to ensure that business remain
profitable and solvent. Solvency as well as profitability is desirable not only for the
insurer but for insured as well. Only a solvent insurer will be able to fulfil its assurance.
And only if the business gives an appropriate return commensurate to the risk involved
there will be many providers of insurance. Presence of many providers ensures
competition and resultant benefits to the customers both existing and prospective.

Product design should take into account the administrative capabilities required and
available, ease of understanding of the distributors and the prospective policyholders,
amount of data available to estimate various assumptions and also impact on investment
policy capital and reserve requirement.

Purpose of this discussion is to establish the fact that design of the product has high
impact on the profitability and solvency of the company and require careful balancing
of the needs of all stakeholders.

4.7 LIFE INSURANCE PRODUCTS- PRICING

Pricing of any product is the result of cost benefit analysis; same is applicable on Life
Insurance products also.

The equation of value used for pricing is Value of Inflows = Value of Outflows

This equation is used by both the seller and the buyer, outflows include cash component
as well as non-cash component e.g efforts, entrepreneurship. Inflows include both
tangible and intangible benefits e.g mental peace, pride of ownership, brand image,
etc.

In insurance pricing, insurers’ requirement is that premium received/receivable, should
be sufficient not only to cover its outgo towards claim payment and expenses but also
contribute towards profit. However, the product will be acceptable to the market only
if prospective buyers believe that their inflows are more than the premium they are

paying.
Insurers’ perspective: Value of future premium(s) >value of benefit + value of expenses

Buyers’ perspective: Value of benefit > value of future premium(s)
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For a product to be successful, the pricing should be able to meet the perspective of
both the parties. As such pricing of Life insurance products, is like any other business.
Only if the customer sees any value over what it pays the product brings sales.
However,similarity ends there. Benefits are not tangible; expenses have a future element
inbuilt.

Valuation of benefits is based on assumptions. These assumptions mainly pertain to -
e  Mortality/longevity rate
e Interestrate
e Expenses
e Inflation Rate
e  Persistency/Withdrawal Rate
e Business Volume
e  Business Mix

Apart from the assumptions the tax rate both current and future and the cost of capital
is also required for pricing the insurance product.

4.7.1 Mortality/Longevity Rate

In Life Assurance products, payments are contingent upon death or survival. Outflow
in any year will be dependent on the occurrence of the contingent event. Timing of the
event leading to payment is uncertain; it can be anytime during the term of the policy.
Since pricing will be based on when the payment is expected to be made, assumptions
regarding the time/age of the death has an important role.

Mortality rate is the number of deaths during a particular period among a particular
type or group of people. For Insurers Particular type means having similar attributes
one of which is Age. Mortality table provides probabilities of Death and survival at
each age.

Indian regulator in its Product regulations issued in 2013 has prescribed use of mortality
table named as Indian Assured Lives Mortality 2006-08. The table is prepared by
Institute of Actuaries of India and is based on mortality of Assured lives. Life tables are
constructed using mortality rates. Notations used in Life Insurance are

* 1 =Numberoflives alive aged x

* q,_ =Probability of a person aged x dying before attaining age x+1
* d_ =Number of Persons dying at between age x and age x+1

* p, =Probability ofaperson aged x surviving till age x+1

* p, =lq

* dx - x*qx
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Mortality rate assumptions are dependent on target market and under writing practices
of the company, both current and those expected to be applied on the product in
question.

4.7.2 Interest rate/income from investment

In Life Assurance business, premiums are received in advance while payments are
made in the laterpart of the policy term. Meanwhile premiums received from the
policyholders are invested in various investment instruments. Income received on those
is an inflow for the insurance provider. As such, this needs to be estimated for appropriate
pricing of the products.

Though insurance is different from investment, still it is a usual practice in the insurance
market to compare return on insurance products with other investment options available.
Expectation of prospective policyholders regarding return plays a role in marketability
of the product and taking a very conservative estimate will be detrimental to the
prospects of the product. On the other hand, taking a very optimistic view on the
expected investment return will be against the interest of the provider.

Products are for long term while the investment avenues available are not of that much
longer term exposing the insurer to reinvestment risk. In most of the products there is
an element of guarantee exposing insurer to investment/interest rate risk. Estimating
interest rate correctly beyond a year or two is not humanly possible.

These conflicting objectives/issues make interest rate assumption critical for pricing.
Assumption depends on -

*  Product type which decides the onerousness of guarantee
*  CurrentYield Curve
*  Reinvestment Requirement

*  Assetmix - current and expected
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4.7.3 Expenses

Like any other business, expenses are to be recovered from the consumers and loading
for expenses is done in product prices. Difference here is the term for which expense
loading is to be done. Products are to be serviced till the policy remains in the books of
the insurer and expense assumption needs to take this into account.

Insurance is a service industry wherein large portion of expenses is of fixed nature.
These fixed expenses are mostly salary expenses. Employees cannot be fired and
hired with year-on-year variation in the business volume. Salary increases with the
passage of time and so the other expenses. A policy which is going to remain in the
books for very long term say 35 years will be exposed to these increases. Expense
assumption will have to account for these changes in the future.

Expenses can be divided into

» Initial Expenses which relates to sales, underwriting and other expenses
incurred for bringing them in books

*  Renewal expected to be incurred on continuation of the policy e.g commission,
sending of notices

»  Terminal expenses relating to settlement of claims
All maintenance expenses are categorised into one of these three heads.

For loading of fixed expenses, expectation regarding business volume also needs to be
formed. This exposes insurer to the risk that actual volume may be less than the expected
one. And if so, happens the insurer will not be able to recover its expenses.

In level premium expenses are recovered throughout the policy term, as such, if a
policy lapse before recovering expenses incurred on it there will not be any way to
make good of that. Even the withdrawal rate assumption will also need to be considered.
All these make expense assumption also a critical assumption.

4.7.4 Inflation Rate

Inflation impacts expenses as well as interest rate assumption. Inflation also reduces
the utility of the sum assured for long term products. As such with profit policy holders
may expect their benefits in the policy to increase at least in line with inflation. Due to
long term nature of the Life Insurance products, adequate provisions for inflation is
made in all assumptions. Expense inflation depends on inflation in general e.g. CPI and
wage inflation and company’s own experience e.g. rate of increase in salary.

4.7.5 Persistency/Withdrawal Rate

Persistency is denoted by the percentage of policies remains in force from the total
policy written. If the policy lapses before recovering the expenses incurred by the
insurer in bringing and keeping the policy in its books it is a loss for the insurer. If the
withdrawal rate is higher than expected insurer will be left with fewer policies to recover
its fixed expenses. Fixed expenses are distributed with assumption of a certain business
volume, in the event of higher than expected withdrawal rate, expense loading will
prove inadequate.



Higher withdrawal rate may also invalidate assumption regarding claim experience due Life Insurance Policies
to

*  Lower volume, making law of large number inapplicable

*  Selection against insurer where good lives lapse their policies while bad lives
choose to continue.

4.7.6 Basis of Assumptions
All the Assumptions are made considering
+ Pastdata
*  Target market
*  Current Scenario
»  Future expectations

Assumptions used in pricing are based on the past data. First decision to be made is on
the source ofdata viz. company’s own data, industry data or any other data. The second
important decision is, how far in the past one should go, as the experience change with
time. Data far away in the past may not be relevant, while relying only on the current
data may not be sufficient enough to make a reliable estimate. As such how far one
should go is a tricky decision. A balance needs to be established between relevance
and reliability.

Target market also affects the experience of the insurer and as such need to be considered
while setting assumptions. For example, mortality rates are not same across different
socio-economic groups. Similarly, sophistication of target market, makes certain
assumption more important than others.

Assumptions solely based on the past data indicates the experience of past under the
circumstances which were prevalent in the past. These need to be modified in the
present scenario considering how the current circumstances are different from the past
and how they are expected to be in future.

Let us take example of assumption on mortality rate. Mortality rate changes with time.
With advancement of medical sciences and improvement in living standards, mortality
rate decreases. However, the rate of decrease will not be same across all socioeconomic
groups. This requires consideration of target market. Then source of data needs to be
thought off. If company has sufficient data of'its own relating to the target market that
is the best source.

If Company’s own data is not sufficient to make reliable estimates, industry data needs
to be used. While using industry data difference in the target market and population to
which data belongs needs to be accounted for. Whatever be the source of data, changes
in the mortality rate with time should be accounted for. If the policy payments are
based on the survival viz. annuity, improvement in mortality in future also needs to be
considered. Not doing so may result in outflows to be more than expected and thus
more than that priced in the premium. In case of expenses also same sort of analysis is
required. 121



Life Insurance

122

4.7.7 Methods used for Pricing

As discussed earlier, pricing is done using equation of value

Value of future premium(s) = value of benefit + value of expenses +contribution to
profit

However, value of receipt in future is not equivalent to the value of receipt today and
money available at the present time is worth more than the same amount in the future.
So considering time value of money equation of value becomes:

Present value of future premium(s) =Present value of benefit + Present value of expenses
+ Present value of contribution to profit

Following two methods are used

i. FormulaApproach

Under this, formula/formulae are used to calculate premium. Equation used is
Present value of premiums = present value of benefits + present value of expenses.

No explicit allowance for contribution to profit and investment income is made. Interest
rate used for discounting is the required return by the shareholder.

Life table is used to calculate commutation functions. Main functions used are
A present value of benefit 1 payable on death to a person aged x

A present value of benefit 1 payable to a person aged x on death before
attaining age x+n or on survival till age x+n

a present value of 1 payable every year in advance to a person aged x till he
isalive

present value of 1 payable every year in advance to a person aged x till he

Xx+n

is alive or till he attains age x+n whichever is earlier
ii. Cash flow approach

Under this approach, all cash flows expected in a policy are estimated. Method allows
considering each and every cash flow explicitly, be it transfers to shareholder, investment
income, and various expenses. Risk relating to each cash flow can then be
accommodated separately either in the estimation of cash flow or in the discount rate.

Once all cash flows are estimated, present value of each cash flow is calculated using
either risk free rate or risk-free rate adjusted for risk associated with each cash flow (if
not accounted in the cash flow itself). These present values are then used in the Equation
of Value

Present value of future premium(s) = Present value of outflows - present value of
inflows excluding premium

The method facilitates allowance for each possible cash flow and inherent risk. In the
current age of computer, premiums are calculated using cash flow method.



4.7.8 Risks to be considered while designing and pricing of
products:

* Investment & Reinvestment risk

*  Guarantee in Non-par products to be fulfilled, as such investment risk is borne
by the Insurer

*  Longer policy term than those of available assets require reinvestment of
investment proceeds leading to reinvestment risks

*  Mortalityrisk
* Anti-selection in new business sales
* Improvement in mortality rate (annuity plans)
» Lapsation
*  High lapses resulting in expense overrun and lower/negative profitability
*  Selective lapses leading to higher mortality outgo
*  Expense-overrun
*  Lower business volumes than planned
*  Actual expenses higher than those allowed in the premium
*  Regulatoryrisk

*  Frequent changes and increased compliance costs

4.7.9 Premium Terminology

*  Risk Premium : This considers only the value of benefit without any allowance
for expenses and other outflows

»  Office Premium: Risk premium adjusted for value of expenses, contribution to
profit, taxation and other outflows is termed as Office Premium

*  Actual Premium: Even though Office premium is the premium a company should
charge to its customer, it may happen that the office premium so calculated is not
marketable or on the other side company has a strong competitive advantage and
can charge higher premium than what is calculated. As such actual premium may
differ than the Office premium. Actual premium is office Premium adjusted for
marketing and other considerations.

4.8 LIFE INSURANCE UNDERWRITING

Underwriting is the process through which a life insurer determines the riskiness of the
proposal vis-a-vis those assumed in the pricing and the appropriate premium that should
be charged.

Underwriting is a risk management tool for the Insurer. While setting prices insurer
base its assumptions on a specific population. As such premiums will be appropriate if
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the lives covered are similar to those assumed in the pricing. Underwriting is used to
ensure the same. The lives having the same characteristics are termed as standard and
those differing on negative side are classified as sub-standard. Sub-standard lives thus
identified are then charged appropriate premium and/or offered terms and conditions
according to the risk they bring to the insured pool. Underwriting may result in
policyholder being charged a higher than standard premium, given a lower than standard
benefit, or even declined insurance. Thus, underwriting ensures fair treatment of all
stakeholders’ viz. insurer, standard lives and substandard lives.

Underwriting should neither be too strict not too lenient. Too strict underwriting affects
the marketability of the product and results into lower than expected volume. Too
lenient underwriting attracts sub-standard lives and thus adverse claim experience than
expected. Underwriting has a cost both in the form of direct expenses and in the form
of reduced marketability. The cost should be incurred only if the benefits are more than
the cost.

Forms of Underwriting
*  Medical Underwriting:

Medical underwriting is done to assess the health of the applicant vis-a-vis
those considered in the pricing. Questions in proposal forms are used to
assess the current health and the past medical history of the life to be assured.
Proposal form also provides family history which is used to assess the expected
mortality of the proposed life. For high sum assured and for proposalsindicating
high risk basis answers in the proposal following medical evidences are
considered:

1. Pastmedical reports of the life proposed from doctors
2. Full Medical examination of the life proposed
3. Special medical tests of the life proposed
*  Financial Underwriting
Financial underwriting is done to ensure:
o The applicant has the capacity to pay the premium
o Removal of moral hazard by ruling out over-insurance.

Proposal form contains questions regarding earnings of the life assured and
other insurance on the same life. Other earning proofs e.g. ITR, certificate
from CA may also be called for. Insurance more than the premium paying
capacity may result in lapsation of the policy. Insurance over and above that
supported by current earning and future period of gainful employment is not
insurance but speculation.

* Lifestyle Underwriting

Lifestyle also impacts the expected life of a person. Pursuing risky leisure
pursuits viz. scuba diving, motor racing increase mortality. Some occupations



are hazardous in nature e.g military services, construction labour while some
have an impact on life expectancy for example mine workers are at high risk
of developing problems relating to lungs resulting in lower life expectancy.
Country of residence also impacts mortality. Information regarding these is
collected through carefully worded questionnaire in the proposal form.

4.9 SUMMARY

Life insurance is a contract on the life of a person and is a long-term contract. Itis a
Risk Management tool through which Insured try to manage the risk of untimely death.
In this unit we have discussed in detail how a life insurance product is designed. Life
Insurance products are designed to meet the needs of the consumers which are dynamic
and vary with time as well as age of the consumers. Starting point for a product is to
carefully analyse the needs and then designing the relevant product. All these aspects
have been elaborately dealt with. Few examples of the products offered by the Life
Insurer in India are given. In this unit we have also discussed Medical underwriting,
Financial underwriting, Lifestyle Underwriting done to assess the appropriate premium
that should be charged.

4.10 KEYWORDS

Mortality Risk : Risk of dying earlier than expected is called Mortality Risk

Longevity Risk : Risk of living longer than expected is termed as Longevity
Risk.

Key man : The term Key man is used for the employee whose

existence in crucial for the organisation and whose death
is expected to result in great loss for the organisation.

Term assurance : A term assurance product is a contract to pay the sum
assured on the death of the life assured, provided death
occurs during a specified period, called the term of the
contract.

Endowment Assurance : Endowment assurance contract provides payment of sum
assured on survival of the policy holder till the maturity
date or on death before the maturity.

Annuities : Annuities are series of payments at regularly spaced
intervals of time for a predetermined period.

Underwriting : Underwriting is the process through which a life insurer
determines the riskiness of the proposal vis-a-vis those
assumed in the pricing and the appropriate premium that
should be charged.

Unit-linked contracts : Benefits under unit-linked contracts are linked to the value
of units in the policyholders’ account

Index-linked contracts : Under indexed linked products benefits of the policy are
linked to an identified index
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4.11 SELF-ASSESSMENT QUESTIONS

1. Whatare the different types of life insurance products?

2. Describe the features of whole life insurance products and which consumer needs
can be served by it.

3. Give the difference between whole life insurance, term insurance, and endowment
insurance products.

4. What are the factors which affect mortality rate?

5. How the assumption regarding mortality rate need to be treated differently in term
assurance and annuity products

6. What considerations are to be taken into account in designing of Life Insurance
product?

7. How persistency experience affects the profitability of the insurer

8. Explain therole of underwriting for a life insurance provider and list out sources of
information for underwriting

4.12 FURTHER READINGS

1. Website of SBILIFE www.sbilife.co.in

2.  Website of LIC https://licindia.in

3. IRDA Handbook on Life Insurance Riders

4. Website of IRDAI https://irdai.gov.in




UNITS GROUP INSURANCE

Objectives

After Studying this unit, you should be able to:

e  Understand the concept of Group insurance

e Explainrelevance of Group insurance

e Appreciate Regulatory Framework of Group insurance
e Discuss about the Group insurance products

Structure

5.1 Introduction

5.2 Definition and Concept

5.3 Need for Group Insurance

5.4 Important Link For Financial Inclusion (FI)
5.5 Group Insurance Regulations
5.6 Distribution of Group Insurance
5.7 Group Insurance Products

5.8 Group Health Insurance Plan
5.9 Future of Group Insurance
5.10 Summary

5.11 Self-Assessment Questions

5.12 Further Readings

5.1 INTRODUCTION

Group insurance is an insurance provided to the group of individuals having some
common attributes through a single policy contract.

The group can be of any types:
(a) Employer- Employee group
(b) Professionals
(c) Creditors-Debtors
(d) Co-operatives and Associations
(e) Weaker section of society

Group insurance policies share a number of characteristics. The insurer writes and
sells only one contract per group and that contract is with the employer or organization,
who acts as the Master policy holder rather than with the individual members of the
group. The cost of providing a Group Insurance policy is low for the insurer, in
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comparison to the individual policy because of the large economies in selling and minimum
administration. Same way, Group insurance is also attractive to the insured because of
its lower cost and the guaranteed availability of the insurance without the necessity of
undergoing a medical examination or providing other evidence of insurability.

At the same time, it not only provides financial security among the members but also
helps in building loyalty of members towards the organization, which in turn enhances
the retention of employees. After a group policy has been in force long enough, the
insurer can base premiums partly on the experience of that particular group or in the
case of very large groups, wholly on the experience of that particular group. Also,
group insurance plans are usually of a continuing nature and seldom have to be resold
or renegotiated. As some persons leave the group, others join and the group as a
whole frequently increases in size.

5.1.1 Classification of Group Insurance Schemes:

(1) Group insurance plans may be of two types: contributory or non-
contributory.

(a) Non— contributory scheme: the nodal agency pays the full premium towards
the Group Insurance policy and it is compulsory for all the members of the
organization/entity to be the part of the scheme to minimize the risk based on
selection of lives.

(b) Contributory plan: the nodal agency collects the premium from the members
and remit that to the Insurance Company. The contribution can be full or in
part. In this scheme, the member has the discretion to be the part of the
scheme or not.

(2) Short Term contracts and Long Term contracts

Short Term Contracts: OYRGTA

Long Term Contracts: Generally granted on Single Premium Basis
(3) Pure Term Assurance Contracts and Other Contracts

Generally Group Contracts are Term Assurance Contracts (GTL Schemes) and
do not carry any surrender value and concept of maturity benefit. In some cases,
however, an element of savings /thrift is imbibed to provide maturity, surrender
benefits.

(4) Fund Based Group Linked / Non Linked Products

Applicable only for Employer Employee Groups (Superannuation/ Gratuity / Leave
Encashment/ Savings linked insurance)

5.1.2 History of Group Insurance

The concept of group insurance probably originated in ancient Rome with the Roman
burial societies, but the first modern group policy, covering the employees of the
American retail merchandising company Montgomery Ward & Co., went into effect in
1912.



Group insurance is offered in almost every country in which Public/private insurance
companies operate and is growing exponentially every year.

Group Insurance Business (Life Insurers) in India

The Indian group life market continues to develop and expand after the opening of the
insurance sector.

Table: 5.1: Performance of Life Insurers

GROUP NEW BUSINESS PERFORMANCE OF LIFE INSURERS

(Premium in ‘ Crore)

Particulars 2013-14 2014-15 2015-16 2016-17

Number of 37033 39069 35875 35412

Schemes

Number of 94011968 122861373 | 172033724 | 179841286

Lives Covered

Amount of 59199.70 57786.00 80428.06 97352.24

Premium

(Source-IRDAI Annual Report)

The total premium garnered in 2016-17 was Rs. 97352.24 Crores registering a growth
0f 21.04% over 2015-16.

5.2 DEFINITION AND CONCEPT

Group Insurance is a contract, wherein the Insurance Risk assessment is done by
taking a group of lives as one single entity.

5.2.1 Characteristics of a Group: -

(1) Group should not be formed only for the purpose of taking insurance, rather it
should be incidental.

(1) Itshould be homogeneous by nature of occupation/avocation. Therefore, members
of'asocial club, a political party or religious establishment cannot constitute a
group for insurance purpose.

(i) The group must have a single central administrative machinery to act on behalf of
all members. This nodal agency will maintain the details of the insured members,
nomination, application for insurance, declaration about health, if any etc.

(iv) A single “Master policy” will be issued covering all the insured lives.

(iv) The group should be such that there is a steady stream of new entrants from year
to year, so that the group is not stagnant and is not likely to lapse as a result of
depletion of members. This requirement also ensures that over a period of time,
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the group premium does not increase drastically and the premium remains affordable
for the group as a whole.

(v) Another important requirement is that a large proportion of the eligible members
of the group should join the group scheme. This would insure that no adverse
selection is exercised against the insurance company and the proportion of impaired
lives is not unduly high.

(vi) A minimum size of the group is generally prescribed.

(vii) The group as a whole is taken as a unit for underwriting purpose. Therefore, the
group’s size, occupation, geological spread of the members etc. are the factors
which contribute for the assessment of risk rather than the personal attributes of an
individual group member.

(vii)) The maximum amount of insurance cover that does not require any evidence of
insurability from participating members is termed as “Free Cover Limit”. It is also
called as “No Evidence Limit” or “Automatic Acceptance Limit.”

The concept of Free cover limit is such that it is the threshold point, where the cost of
asking for evidence of insurability is less than the overall increase in mortality rates. In
a particular Group, if the “Free Cover Limit” is fixed prudently, it is not only cost
effective but also saves time.

The most significant parameters in selecting the “Free Cover Limit” are the number of
members that will be covered under the scheme and the average level of benefits to be
distributed among them. Therefore, the insurer tries to vary the “Free Cover Limit” by
the size of group and the average benefit level amongst members of a group.

5.2.2 Group Insurance v/s Individual Insurance

The difference between Group insurance and Individual Insurance is as discussed below:

Characteristics | Individual Insurance Group insurance
Contract Generally the contract is The contract is between the
between the person taking insurer and an another legal
insurance on his own life entity, which may be an
and the insurer. The decision | employer, trustees or an
to insure is voluntary on part | association; but the risk cover is
of'an individual and after on the lives of the group
assessment of risk, the members, who are covered
coverage is granted/declined | under the scheme. The terms of
by the insurer. the contract of insurance cover
depend upon the characteristics
ofthe group as a whole.
Policy Each individual insuranceis | For all the members put together
Document a separate contractand the | only one proposal is submitted.
insurer has toissue apolicy | Thenames of members, their age
to the insured. If hundred including date of birth and sum
different persons apply for assured for each member will be




life cover, that many policies
will have to be issued by the

mentioned in a list and the same
will be attached to the proposal.

insurer after individually No individual underwriting is

underwriting each of the done for each employee and

hundred proposals. hence, one single policy is issued
covering all the employees,
which is called “Group Master
Policy”

Proposal Form | Proposal formis very Proposal form is very simple.

exhaustive so as to obtain

very minute details about

the proposer.

Risk Coverage

Sum assured (risk cover)
is decided by the individual
and on acceptance of the
proposal by the insurer,
pays the premium.

The amount of Sum assured (risk
cover) is determined on the basis
of'a formula and is not decided
by individuals forming the
groups. The “Free Cover Limit”
(FCL) is the maximum amount
of insurance cover that does not
require any evidence of
insurability from participating
members.

Premium

The premium rates generally
remain the same throughout
the term of the policy. This

is termed as “Level
Premium”. In case of health
plans, the premiums can be
assessed after the completion
of 03 years.

Group insurance contracts are
One Year Renewable Contracts
and hence, the premium will vary
each year depending upon the
age of each employee on the
renewal date and sum assured
for each employee. It is termed
as “Experience Rating”.

Policy Term

For different persons
depending upon the term
for which risk is covered,
the contract will come to
an end at the end of that
term.

Once the contract has
commenced, it continues for an
indefinite period so long as the
employer wishes to continue the
contract. But the persons who
are covered under the scheme
keep changing—those who
resign, retire or die going out of
the scheme and new entrants
getting added.

Claim
Disbursement

On the death of the insured,
the sum assured becomes
payable to the nominee or
beneficiary

On the death of any of the
employee covered under the
scheme, the insurer will pay the
sum assured to the employer
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(Insured) who will pass on the
benefit to the family (legal heirs)
ofthe deceased employee.

Administration | Administration costis high Administration cost is low as all
Cost as every individual has to the group members are treated
be treated as separate entity. | asasingle entity.

Tax Benefits Taxation- reliefavailableto | Taxation - relief can be available
the individual. to both Master Policy Holder/
employer as well as an individual
member.

5.3 NEED FOR GROUP INSURANCE

Insurance has evolved as a process of safeguarding the interest of people from loss
and uncertainty. It may be described as a social device to reduce or eliminate risk of
loss, of life and property. Insurance contributes a lot to the general economic growth of
the society by providing stability to the functioning of the process. Insurance industry
develops financial institutions and reduce uncertainties by improving financial resources.
Thus is a safety net for families against falling into poverty caused due to death, disease
or loss of income generating asset.

A group insurance policy gives an advantage of standardised coverage and very
competitive premium rates. Group plans provide an insurance cover for a group of
people with a single insurance policy.

Group insurance plans are generally purchased by organizations to cover their
employees. The people covered under the single insurance plan are known as a ‘Group’.

Groups can be of two types:
e Employer-Employee
The employer purchases an insurance plan that covers the employees of the organization.

These groups include people of professional organizations. The insurance plan can be
added as a reward to the employees by the employer. It can also be seen as a medium
to attract new talent and to retain your existing employees. Group plans can act as an
additional benefit for the employees. It can be perceived as an appreciation for their
loyalty and commitment. A stress-free environment helps nurture creativity and
employees may not hesitate to go the extra mile to achieve the employment objectives.

In case of group gratuity and superannuation plans, it is possible that in a certain year,
the gratuity to be paid could be high, resulting in unplanned outflow of funds. In order
to create and manage a pool efficiently, experienced fund management from insurance
companies is beneficial.

Employers are increasingly looking at Group Life insurance with riders. Riders are
contingent additional benefits over a primary policy, which come into play in case of a
specific eventuality. They offer financial cover over and above basic sum assured in a



life insurance policy. Riders not only reduces the administrative issues of managing Group Insurance
multiple policies, but also one can avail of better terms while adding multiple benefits

under a single cover. The choice of riders varies with the prevalent terms under the

policy. Few available Riders are as follows:-

1. Critical illness rider

2. Disabilityrider

3. Accidental death benefit rider
4. Termrider

5. Waiver of premium rider

Tax benefits:

(a) Incase of Non-contributory Group Insurance plan, the employers get tax benefits
on group insurance plans and the policy can help them in reducing their tax
liability.

(b) In case of contributory Group Insurance plan, the employee also gets the tax
benefit on their contribution and the employer gets the tax benefit on their
contribution.

e Non-employer

These are informal groups. They can be groups which include members of the same
social organization, same credit card holders, the ones who have taken a loan from a
particular bank, etc. In such a case, the group administrator purchases an insurance
plan that covers the members of such informal groups.

Financial institutions like banks would want protection against non-payment of loans
or credit card debts. In such cases, they opt for group plans. Group Insurance Plans
provide a life cover for the members so that their families wouldn’t have to face the
burden of their heavy loan. With the Governments’ focus on Pradhan Mantri Suraksha
Bima Yojana (PMSBY) & Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY) and
plans of coming out with the health schemes for the socially and economically weaker
section of the society, the applicability of group policy gets strengthens.

5.4 IMPORTANT LINK FOR FINANCIAL
INCLUSION (FI)

Financial inclusion is the key to bridging the social divide and achieving a well distributed,
robust and sustainable economic growth. Financial inclusion, in its broadest sense,
refers to the delivery of financial services at affordable costs to all sections, including
disadvantaged and low-income groups.

A committee on financial inclusion headed by Dr. C. Rangarajan in 2008 defined financial
inclusion as: “The process of ensuring access to financial services and timely and adequate
credit where needed by vulnerable groups such as weaker sections and low—income

groups at an affordable cost.” 133



Life Insurance

Similarly, Dr. Raghuram Rajan’s committee on financial sector reforms defined financial
inclusion as: “Expanding access to financial services such as payment services, savings
products, insurance products and inflation-protected pensions.”

In India, the Financial Inclusion efforts can be traced back to 1904 with the beginning
of the co-operative movement. A focal event in the evolution of financial inclusion was
the bank nationalisation programme in 1969, when 14 major commercial banks were
nationalised; the lead bank scheme was introduced subsequently. As aresult, branches
were opened in large numbers. In today’s evolving global landscape, the development
of any nation is being measured in terms of well-being of its citizens. Thus, social
inclusion, protection and development of the citizens has become highly imperative.

The government has shifted gears to steer the country in this direction by introducing
number of reforms and innovations in areas like infrastructure development
(modernisation through IT like Digital India), skill enhancement (e.g Skill India) and
creation of job opportunities. (e.g Start-up India). The Government is also working
towards empowering every citizen of the country by giving them access to various
financial services.

Pradhan Mantri Jan Dhan Yojana (PMJDY) the biggest financial inclusion initiative in
the world, was launched on 28th August 2014 across the country. Pradhan Mantri Jan
Dhan Yojana is an innovative drive, unparalleled in scale and timeframe anywhere in
the world to achieve financial inclusion for the masses.

Table 5.2 Pradhan Mantri Jan — Dhan Yojana Beneficiaries as on 01/02/2023
(All figures in Crore)
Bank Name / | Number of | Number of | No Of Rural- | Number of | Deposits in | Number of
Type Beneficiaries | Beneficiaries | Urban Female | Total Accounts | Rupay Debit
at rural/semi | at urban Beneficiaries |Beneficiaries| (In Crore) | Cards
urban centre | metro centre issued to
bank bank beneficiaries
branches branches
Public 23.69 14.12 20.81 37.81 144443.98 | 28.05
Sector Banks
Regional 7.67 1.24 5.14 8.91 36480.52 |3.43
Rural Banks
Private 0.69 0.66 0.72 1.35 5254.25 1.11
Sector Banks
Grand Total |32.05 16.01 26.67 48.06 186178.75|32.59
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(Source: DFS)

As on 1" February, 2023, the total number of Accounts opened were 48.06 Crores
having a deposit around Rs. 186178.75 Crores.

The Government has also launched low premium insurance schemes to provide a safety
net against unforeseen natural and personal risks. Some of the prominent social security



insurance schemes launched in recent times are: Pradhan Mantri Suraksha Bima Yojana Group Insurance
(PMSBY), Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY), Atal Pension Yojana

(APY) and Pradhan Mantri Fasal Bima Yojana (PMFBY). These social security

schemes, in addition to earlier launched ones, namely Rashtriya Swasthya Bima Yojana

(RSBY) and Aam Aadmi Bima Yojana (AABY), are playing a decisive role in preventing

and reducing poverty, inequality, social exclusion and financial vulnerability amongst

the economically weaker sections of the society. They are also helping in promoting

equal opportunity, well-being, gender and societal equality.

The enrolment and utilisation statistics of these schemes highlight that crucial progress
has been made through these schemes in increasing insurance penetration in the country.
The recently launched schemes with improved features have addressed the gap of
integrating the delivery channels and expanding the reach in a cost-effective manner.

As, Group Life Insurance policies cover a large group of people against loss of life
or disability, they are cheaper than individual Life insurance policies as less administration
work is required with no individual underwriting compulsions up to a “Free cover
limit”,

Since, the Group insurance has the ability to target different segments of the society, it
can be a tool to provide a great impetus to the process of widening the insurance
umbrella and in turn contributing to enhance the Insurance penetration level.

Insurance Penetration and Density in India

The measure of insurance penetration and density reflects the level of development of
insurance sector in a country. Insurance penetration is measured as the percentage of
insurance premium to GDP, while insurance density is the ratio of premium to population
(per capita premium).

Figure: 1
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The above Figure indicates that India is still underinsured and there is significant scope
for growth. Gradual pick-up in the economy, structural growth story in place (amid
increasing share of working population), growing urbanisation, rising life expectancy,
improving healthcare spending and pension needs will drive strong growth in life
insurance products over the next decade. 135
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In developing markets where significant numbers are either uninsured or under insured,
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 life balance for
retaining talent. The influx of MNC:s 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
alack ofneed. 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.

5.5 GROUP INSURANCE REGULATIONS

A per the IRDAI guidelines Group Insurance constitutes an important activity of
Insurance business and the schemes offered by the insurance companies provide certain
classes of individuals, the advantage of a beneficial coverage at a moderate cost. The
tremendous growth of the economy and the consequential growth of the organized
sector lead the insurers to play a decisive role in the designing of various group insurance
schemes.

With a view to rationalize the approach to be adopted by insurers in dealing with
various groups the following guidelines are being issued under section 34 of the Insurance
Act,1938 to be adhered by all the insurers.

5.5.1 Definition of the Group

A group should consist of persons who assemble together with a commonality of
purpose or engaging in a common economic activity like employees of a company.
Non-employer-employee groups like employee welfare associations, holders of credit
cards issued by a specific company, customers of a particular business where insurance
is offered as an add on benefit, borrowers of a bank, professional associations or
societies may also be treated as a group provided the president/secretary/manager/
group organizer in his capacity as the organizer of the group to arrange insurance on
their behalf or is doing so as part of a necessary security for other matters such as bank
on the life of borrowers. For employer-employee groups the scheme may be either
contributory or non-contributory and there will be no limit to employer contribution.

(1) Where an insurer is not clear whether a particular group insurance proposal can
qualify as per these guidelines, the insurer may refer the matter to IRDAI with
facts of the case for clarification.

(2) No group should be formed with the main purpose of availing insurance. There
should be a clearly evident relationship between the member and the group manager



for services other than insurance. While a homogeneous group of persons may
decide to buy a group insurance policy to achieve saving in cost, a person negotiating
“Group” rates and then going round finding members to insure, will not be
considered as a legitimate group.

(3) While it is not proposed to prescribe the minimum size of a group through the
IRDAI guidelines, it is expected that insurers will exercise prudence in requiring a
minimum group size. However, different criteria may apply to micro-insurance

groups.

(4) Though entry into or exit from the group may go on continuously, entry into the
group insurance policy for individual members will be either from a well-defined
date such as the next anniversary of the policy or from the first of the following
month or clearly identifiable event of employment or date of sanction of a loan etc.
subject to payment of premium in time. Insurance will, however cease, as soon as
amember leaves the group except where it is agreed in advance to continue the
benefit even after the member leaves the group, such as in case of an employee
who retires. In case of travel related insurance, insurance may attach from the date
of'the travel subsequent to acceptance of risk and receipt of the premium.

5.5.2 Product Pricing

As per IDRA/ACTL/REG/CIR/158 /07/2014-15 dated 07.07.2014, in respect of
pricing of the group products (other than fund based group products):

The insurers shall have Board approved underwriting policy for each group product.

Where different premium rates are filed for different mortality rates, the selection of a
specific mortality rate for a particular group shall be in accordance with an objective
criteria prescribed in the underwriting guidelines approved by the Board. The discounts
and loadings offered based on various rating factors specific to the group, such as
group size, shall:

a) Notbe at the discretion of the insurer;
b) Bebased on an objective criteria;
¢) Beinaccordance with the Board approved underwriting policy.

The discounts and loadings, if any, shall be applied on the premium applicable for the
selected mortality filed and approved under the file and use procedure.

The discounts for various rating factors specific to the group, which would be accounted
for arriving at the final premium, shall comply with the section 41 of the Insurance Act,
1938 and Rule 11 & 12 of'the Insurance Rules, 1939.

The discounts, if any, all put together shall not be more than 30% of the premiums
approved under the file and use procedure. The discounts or loadings, if any, exceed
30% of the premium, all such discounts or loadings shall be filed and approved under
the file and use procedure.

If experience rating/ profit sharing is allowed in a group product, the method for
experience rating or profit sharing shall be in accordance with the IRDA circular in this
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regard and the method shall be clearly stated in the sales literature and all the related
documents in accordance with the section 41 of the Insurance Act, 1938 and Rule 11
& 12 of the Insurance Rules, 1939.

5.5.3 Marketing of Group Insurance

As per Ref:015/IRDA/Life/Circular/GI Guidelines/2005 dated 14.07.2005, an insurer
may sell group insurance policy either directly or through an insurance agent or insurance
intermediary. An insurer shall not enter into a memorandum of understanding or
arrangement or referral arrangement or any similar arrangement, howsoever described,
for sale of insurance products with any person or entity not licensed under the Insurance
Act. Any existing arrangement that is not in compliance with these guidelines should be
terminated forthwith. However, this should not prejudice transactions upto the effective
date of termination so long it is not in violation of the provisions of the Insurance Act or
Regulations. The IRDA may relax this condition in case of sale of micro-insurance
products either on a case to case basis or through a regulation on micro insurance.

This does not affect any arrangement made by the insurer with the group organizer or
manager with regard to administration of the group insurance so long as there is no
payment or reimbursement of expenses other than the commission that is legally payable.
An insurer, who is using corporate agents for sale of its products shall require the
corporate agent to file certificates at least once a year, from an independent auditor at
the expense of the corporate agent, confirming compliance by the corporate agent
with section 64 VB relating to collection and credit of premium, Insurance Regulatory
and Development Authority of India (Insurance Advertisements and Disclosure)
Regulations, 2021 and section 40A and 40C of the Insurance Act,1938.

5.5.4 Group Insurance Administration

1. The premium charged and benefits admissible to each member of the group shall
be clearly specified in the group policy and the administrator/ group manager shall
not have the liberty to vary the premium or benefits with regard to the individual
members unless the same is part of the change in the policy benefits and conditions
by the insurance company or is made in accordance with a pre-determined basis
of determining the sum assured such as the outstanding loan amount. In any case,
such changes should be agreed to by the insurer.

2. Group discounts on premium are given for the benefit of the insured members of
the group and should not be appropriated as additional remuneration by the agent
or corporate agent or broker or group organizer or manager. Such discounts
should be based on valid underwriting considerations such as group size and shall
be passed on to the members. Where a part or whole of the premium is paid by
the group organizer, for example, the employer in respect of the insurance of his
employees, the discounts may be shared by those who paid the premium in
proportion to the premium paid by them.

3. Thecommission paid to the agent or corporate agent in respect of a group insurance
policy shall not exceed the percentage approved by IRDA or as specified in the
Insurance Act, 1938 read with the IRDA Act, 1999 and Regulations framed



thereunder. Insurer will pay commission at the predetermined and published rate
and should not indulge in determination of commission rate on a case to case
basis.

There shall be no other payment whether as management expenses or
documentation expenses or profit commission or bulk discount or payment of any
other description, to the agent or corporate agent or group organizer or manager.
The group manager should be specifically prohibited from collecting by way of
premium from the members of a group, any amount higher than the amount charged
by or paid to the insurer for such insurance. If the group manager wishes to
collect a service charge from the members to cover his costs, he should clearly
disclose it as an additional cost and not as premium, in his communications to his
members.

There shall be attached to each group insurance policy, a complete list of the
persons insured thereunder. Where this is not feasible, in view of the large size of
the group, a clear reference shall be made to a list maintained in the books of the
group organizer or manager that cannot be subsequently manipulated, as being the
list of persons insured.

Where an employer buys a group insurance policy as a service benefit for its
employees and pays the premium in full or in part, the employer may be treated as
the policyholder with the employees being treated as the beneficiaries. In such
cases, the employer may issue confirmation of the insurance protection to individual
employees with clear reference to the group insurance policy and the benefits
secured thereby. In respect of such group policies, the claims of individuals persons
insured thereunder may be processed through the employer.

In non-employer-employee cases, the individual group member would be treated
as the insured beneficiary and the group organizer will be only the holder of the
group policy. In such cases every care is taken by the insurer in the matter of issue
of certificate of insurance to the members of the group, who are truly the insureds.
It isnecessary that such certificate contains information on the schedule of benefits,
the premium charged and important terms and conditions of the insurance contract.
The certificate shall also state the procedure to be followed to register a claim with
the insurer including the full address of the office of the insurer, where the claim
should be registered. While the group organizer or manager may play a role in
facilitating the registering and settlement of a claim, the insurer is totally responsible
to ensure that the claim payment is made in the name of the insured member even
if the cheque is sent to the group manager for administrative convenience.

For operational convenience, in respect of non-employer-employee groups the
insurer may provide the facility to the group organizer or manager to issue certificates
of insurance to persons insured under the group, provided the underwriting
guidelines for acceptance or rejection of such arisk do not require use of subjective
judgement and can be easily programmed into computer that will review acceptance
and print the certificate of insurance. In such cases, the certificate forms shall be
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10.

11.

12.

supplied by the insurer within built security features and in pre-numbered lots to
the group organizer or manager. Utilization and full accounting of the certificate
forms should be independently checked by the staff of the insurer every time
before furnishing a fresh lot of forms, either by personal verification or based on a
certificate by the auditor of the agent.

Under any circumstances the insurer will be responsible for the certificate of insurance
issued by a group organizer or administrator, in certificate forms provided by the
insurer.

The insurer shall remain responsible to ensure that all sales material and prospectus
of the insurance plans are properly drawn up and comply with the Regulations on
Insurance Advertisements and Disclosures and on Protection of Policyholders
Interests.

The insurer shall conduct a surprise inspection of the books and records of the
group organizer or manager at least once a year to ensure total compliance with
these guidelines or require a certificate of such compliance from the auditors of the
group organizer or manager, at least once a year.

The insurer shall be held responsible to the persons insured, in respect of the
group policy in case of failure of the group organizer or manager to account for the
business to the insurer, if the person insured can prove that he had paid the premium
and secured a proper receipt leading him to believe that he was duly insured.

5.5.5 Payment of Commission or Remuneration or Reward to

Insurance Agents and Insurance Intermediaries

Asper IRDAI/Reg/25/137/2016 dated 14.12.2016, the Commission/ Remuneration
under group policies are as follows:-

Table 5.3 — Single Premium

S No | Category of Life Insurance | Maximum Commission/Remuneration

Product or Policy on Single Premium payable to insurance
agent/ insurance intermediary

1 Single Premium

A One year renewable group 5% of premium paid during the year or
pure risk insurance Rs 10 lakhs, whichever is less

B Group Pure Risk (incl Group | 5%
credit)

C Group Savings Variable Life 2%
Insurance

D Group Fund based 0.5% of premium paid during the year

or Rs 10 Lakhs, whichever is less




Table 5.4 — Regular Premium

S No | Category of Life Insurance

Maximum Commission/ Remuneration

Product or Policy on Regular Premium Products or
Policies payable to insurance agent/
insurance intermediary
First year Renewal
premium Premiums

1. Regular Premium

A Group Pure Risk (incl Group

7.5% (only on 7.5%

credit) and Group Savings pure risk
Variable Life premium)

B Government Scheme- As per Government Notification
Life-Health

Schedule — 11

Health Insurance (General & Stand-alone Health Insurers) — Reg 5 (¢)

The maximum commission or remuneration as a percentage of premium that is allowed
for health insurance products offered by general insurers or stand-alone health insurers

is as under:
Table: 5.5
S. No | Line of business Commissions/ Remuneration
1 Health-Group (Employer-Employee | 7.5%
only)—Annual
2 Health-Group (Non Employer- 15%
Employee groups —not formed solely
for availing insurance as defined in
IRDA Group Guidelines of 14th
July, 2005) — Annual
3 Health — Group (credit linked upto 15%
5 years)
4 Health-Govt Scheme As specified in the Government

Scheme/Notification else as per
Health — Group (Employer-
Employee only) - Annual
segment

Schedule —I11

General Insurance (other than motor) — Reg 5(d)

The maximum commission or remuneration as a percentage of premium that is allowed

for general insurance (other than motor) is as under:
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Table: 5.6
S. No Line of business Maximum Maximum
(Other than Motor) | Commission remuneration
payable to payable
insurance agent to insurance
intermediary
1. Miscellaneous — 10% 12%
Corporate/ Group*

* - Commission/ remuneration shall be payable as per Government Notification.

5.6 DISTRIBUTION OF GROUP INSURANCE

Bulk of the group insurance products are generally sold through direct selling, whereas
individual agents and brokers- banks & others also plays an important part in securing
group business.

As per the Table: 5.7, Direct selling continues to be the dominant channel of distribution
for group business, with a share of 79.71 percent in number of schemes, 85.67 percent
in number of lives covered and 95.45 percent premium during 2016-17.

Brokers were the distinct second with a share of 6.95 percent in number of schemes,
7.73 percent in number of lives covered and 0.81 percent premium during 2016-17.

The share of traditional individual agency force was 12.14 percent in number of schemes,
1.20 percent in number of lives covered and 1.56 percent premium during 2016-17.
The corporate Agents- Banks and others have also shown their presence.

Table: 5.7

2014-15 2016-17 2013-14 |2014-15 |2015-16 |2016-17
1518.47
2701637  |2166475 1041.62 |1678.66 |[1358.32
1.57% 1.20% 1.76% 2.50% 1.69% 1.56%
4435704 5801524  |2887265 1804.2 1283.07 |1361.5 1758.54
3.65% 3.37% 1.619 3.05 2.229 1.699 1.85%

2 77
0.259 0
Brokers 2462 5
% Share 6.55% 0
Direct Selling 28226 76426.
% Share 5| 78.71 85.03% 3
VI Agents 6 0.01 2.26
% Share 0.02% 0 0
Commaon Service
Centres (CSCs) |0 0 0 0 0 0 0 0 0 0
TOTAL 35069 |35875 (35412 (94011568 122861373 |172033724 (179841286 (59155.17 |57786.2 |30428.06 |97352.24
Referrzls ) 0 0 0 0 0 0 0 0 0

Source: IRDAI Annual Report




5.7 GROUP INSURANCE PRODUCTS

5.7.1 One Year Renewable Group Term (OYRGT)

This is the most popular group scheme, where employer offers free insurance cover to
all his employees. Since it is a term insurance cover, in the event of the death of any
employee while in service, his family will get the Sum Assured through the employer. It
is normally a non- contributory scheme, meaning no part of the premium is paid by the
employee.

Example: LIC’s New One Year Renewable Group Term Assurance Plan-1
(UIN: 512N275V01)

It is a non— linked non-participating yearly renewable group term insurance plan. It
provides valuable life cover to the employees/members of a homogeneous group at
attractive premium rates. The salient feature of the scheme is to ensure financial security
for member’s family at very attractive rates along with the scope of reviewability of
premium rates at each Annual Renewal Date (ARD).

The minimum entry Age is 08 years (completed) and maximum entry Age is 75 years
(nearest birthday). The maximum Age at renewal is 80 years (nearest birthday). The
minimum group size for employer-employee group is 25.

5.7.2 Group Term Insurance Scheme

Employer-employee groups may be offered group insurance schemes providing uniform
or graded cover. Group insurance schemes providing uniform cover can be granted to
associations of professionals (such as doctors, lawyers, chartered accountants, etc.)
members of cooperative banks, welfare funds, credit societies and weaker sections of
society. Creditor-Debtor groups are also offered group insurance schemes covering
outstanding loans. These groups are members of primary housing societies where housing
loans are granted by State Apex Housing Societies, Borrowers who are granted loans
by institutional agencies in Public/Joint Sectors for housing purposes and Borrower
members of cooperative societies /banks formed by employees of the same employers.

Example: LIC’s Single Premium Group Insurance (UIN: 512N298V01)

It is a non—linked non-participating single premium group term insurance plan. This
plan offers a flat life cover on death of the group member during the policy term. An
employer willing to cover their employees or a non-employer-employee homogeneous
group may take this plan for their members. Minimum age of entry is 18 years
(completed) and maximum is 60 years (nearest birthday). Minimum group size is 50.

5.7.3 Group Insurance Scheme in lieu EDLI (Employee’s
Deposit Linked Insurance) scheme, 1976

The Employees’ Deposit Linked insurance scheme is applicable to all establishments
and undertakings contributing to Employees’ Provident Fund under the EPF and MP
Act, 1952, with effect from 1.8.1976, unless exempted under section 17(2A) of the
Act.
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All employees to whom the Employee’s Provident Fund and Miscellaneous Provision
Act, 1952 applies, have a Statutory liability to subscribe to Employee’s Deposit Linked
Insurance Scheme, 1976 to provide for the benefit of Life insurance to all their
employees. The benefit under the scheme acts as an incentive to the members to save
more in their Provident Fund account. The contribution @ 0.50% of each employee’s
salary is payable by the Employer to the Provident Fund Authorities. The scheme has
been recently amended.

Group Insurance Scheme: A Better Alternative

Under Sec. 17(2A) of the act, the employer may be exempted from contributing to
this scheme, if he/she has provided for better insurance benefits through alternative
scheme. LIC’s Group Insurance Scheme in lieu of EDLI has been accepted as one
such better alternative.

Advantages to the Employer

e  The premium payable by the employer is usually less than the total contribution
being paid by the employer to R.P.F.C; particularly when the salary level is
high and average age of the group is low.

e Settlement of claim is quicker, LIC requires only the death certificate and the
Claim Form from the employer.

e Premium paid by the employer is treated as normal business expenses for
Income-Tax purpose.

Advantages to the Employee

Each employee is covered for a sum assured ranging between 5,000 to 2,00,000
depending upon the current salary and service put in from day one irrespective of the
actual balance in the Provident Fund. Alternatively, every employee/ worker can be
covered for auniform sum assured which will be decided depending upon the group size.

Accident Benefit: Double accident benefit can be allowed to the extent of the Sum
Assured for an extra Premium.

5.7.4 Group Gratuity Scheme

Gratuity is a statutory liability of most of the employers, which accrues to an employee
for every year of service put in by him. As the liability accrues every year, from the
point of view of sound accounting practice, it is desirable to provide for this liability
before the profits are determined. The Group Gratuity Scheme provides a scientific
method for funding gratuity liability as the premiums are based on actuarial principles.
The attractive feature of the scheme is the life insurance cover to every employee due
to which, in the event of the premature death of an employee, his dependants are
entitled to substantially higher benefits i.e equal to the amount of gratuity payable on
retirement of the employee at the age of superannuation.

Example: LIC’s New Group Gratuity Cash Accumulation Plan (UIN:
512N281V01)

LIC’s New Group Gratuity Cash Accumulation Plan is a non—linked non-participating,
fund based Variable Insurance Product. The plan also offers Life Cover Benefit so that



in case of death of a group member an amount equal to sum assured in respect of that
member will be paid. The amount of life cover in respect of each member shall be
guided by the scheme rules of the employer.

Each policy year a Policyholder shall pay Contributions to secure Gratuity Benefit as
per Scheme Rules and also to provide Life Cover Benefit. The Contributions received
under the scheme may include Contributions towards the past service liability and the
Contributions in respect of that year. The employer/trustees may pay the Contributions
at any time during the year. All the Contributions paid by employer/ trustees will be
credited to the Policy Account maintained in the name of employer/trustees.

Benefits payable on death of a member while in service: The benefit payable will be
equal to the sum of following:

1)  Sum assured and
i) Gratuity Benefit as per the scheme rules.

Benefits payable on retirement / leaving service before Retirement: The Gratuity Benefits
shall be payable as specified in the scheme rules.

Minimum Group Size required for a new scheme is 10. The age limit for entryis 18 yrs
completed and maximum is 75 yrs and already enrolled member can remain the part of
the scheme by renewing up to the age of 80 yrs.

5.7.5 Group Superannuation Scheme:

The Group Superannuation scheme is designed to provide pension to employees on
their retirement from service. A decreasing group insurance cover in conjunction with
superannuation benefits may also be provided under the scheme.

The Scheme is of two types :-

a) Money Purchase Scheme: The contributions are fixed generally as a percentage
of'the salary. The accumulated value of such contributions is utilized to purchase
the pension.

b) Benefit Purchase Scheme: The employer fixes the amount of pension in advance
generally in relation to the salary drawn by the employee at the time of exit. LIC
determines the contribution payable for funding of pension benefits.

Different types of pensions are available under LIC’s scheme such as payable for life,
guaranteed for 5, 10, 15 or 20 years and thereafter for life, Joint life survivor pension,
pension payable for life with return of purchase price on the death of the pensioner etc.

5.7.6 Group Saving Linked Insurance Scheme

The Group Savings Linked Insurance Scheme (GSLI) offers insurance cover together
with a saving element. The contribution under this scheme is deducted from the monthly
salary of the member. The scheme is allowed to select Employer-Employee groups
such as quasi govt. bodies, Public sector corporations and reputable companies in
public and private sectors who keep accurate records of their employees. Under the
scheme, out of the contributions received in respect of each employee, a portion is
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utilized for the insurance cover and the balance known as contribution for savings, is
accumulated till exit, at an optimal rate of interest. In case of death during service, the
amount for which the member was covered at the time of death is also paid along with
the accumulated savings with interest.

5.7.7 Group Annuity Scheme

Employers who have a privately administered Superannuation fund, where moneys
are invested by Trustees as per income tax rules, can purchase pensions for employees
as and when due under ‘Group Annuity’ policies from LIC. Different types of pensions
are available under LIC” scheme such as pension payable for life, guaranteed for 5,
10, 15 or 20 years and thereafter for life, joint life last survivor pension, pension payable
for life with return of purchase price on death of the pensioner etc.

Example: SBI Life -Non-linked Non-Participating Group Annuity Plan
UIN:111N049V02

It is a group annuity plan for employer-employee or other group administrators, who
wish to purchase annuity to provide for their annuity liability. There are a range of
annuity options available under the plan, which are:

e LifeAnnuity

e  Life annuity with refund of purchase price

e Life annuity with refund of balance purchase price

e Annuity certain for “N” years and annuity for life thereafter

e Increasing Life annuity (simple increasing)

e Joint Life (last survivor) annuity

e Joint Life (last survivor) annuity with refund of purchase price

e Joint Life annuity certain for “N” years and joint life (last survivor) annuity
thereafter

e  NPS-Family income (option available specifically for National Pension system
(NPS) subscribers only

5.7.8 Group Leave Encashment Scheme

According to Accounting Standard (AS-15) of January, 1995 and amended Section
209 (3) of the Companies Act, 1957, it has become necessary for employers to provide
for the liability of leave encashment facility available to employees in the annual books
of'accounts. The Group Leave Encashment Scheme (GLES) is designed to fund such
liabilities of employers.

5.7.9 Group Mortgage Redemption Assurance Scheme

This scheme covers the borrowers of housing/vehicle loans from Financial Institutions
where loans are recovered in EMI. The insurance cover allowed will be decreasing life
cover and will be equal to the loan outstanding at the anniversary date in respect of



each borrower subject to a maximum of Rs.50 lakhs. The cover will be allowed to
borrowers in the age group of 18-60 years with a maximum maturity age of 65 years.

5.7.10 Group Insurance Scheme for Deposit Holders of Banks

This scheme covers account/deposit holders of a bank. The cover allowed is Rs.1,
00,000/- per member with/without double accident benefit. The claim will be entertained
in case of death (except death due to accident) after expiry of a lien period of 45 days
from the date of entry to the scheme.

5.7.11 Social Security Schemes

Article 25 of Universal Declaration of Human Rights emphasizes that, ‘everyone has
the right to a standard of living adequate for the health and well-being of himself and of
his/her family, including food, clothing, housing and medical care and necessary social
services, and the right to security in the event of unemployment, sickness, disability,
widowhood, old age or other lack of livelihood in circumstances beyond his control’.
The concept of welfare state ordains the government to take care of the interests of the
subjects with regard to food, clothing, shelter and their health. Two of the earlier social
security schemes Aam Aadmi Bima Yojana (AABY) and Janashree Bima Yojana (JBY)
were merged and the new scheme was renamed “Aam Aadmi Bima Yojana” which
came into effect from 01.01.2013.

A) Details of the Scheme:
1. Eligibility criteria:

1) The members should be aged between 18 years completed and 59 years
nearer birthday.

i) The member should normally be the head of the family or one earning
member of the below poverty line family (BPL) or marginally above the
poverty line under identified vocational group/rural landless household.

2. Nodal Agency

“Nodal Agency” shall mean the Central Ministerial Department/State
Govermnment/ Union Territory of India/any other institutionalized arrangement/
any registered NGO appointed to administer the Scheme as per the rules. In
the case of “Rural Landless Households”, the nodal agency will mean the
State Government/Union Territory appointed to administer the Scheme.

3. AgeProof:
a) Ration Card
b) Extract from Birth Register
¢) Extract from School Certificate
d) Voter’s List
e) Identity card issued by reputed employer/Government Department

f)  Unique Identification Card (Aadhaar Card)
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4. Premium:

The premium to be charged initially under the scheme will be Rs.200/- per
annum per member for a cover of Rs.30, 000/-, out of which 50% will be
subsidized from the Social Security Fund. In case of Rural Landless Household
(RLH) remaining 50 % premium shall be borne by the State Government/
Union Territory and in case of other occupational group the remaining 50%
premium shall be borne by the Nodal Agency and/or Member and/or State
Government/ Union Territory

Various states and central ministries have already subsumed their individual social security
schemes with the Central Government flagship schemes i.e., Pradhan Mantri Suraksha
Bima Yojana (PMSBY) and Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY).

5.8 GROUPHEALTH INSURANCE PLAN

A group health insurance plan is an insurance plan that provides healthcare coverage
to the members of the group. The coverage is basically of indemnity type, where the
expenses borne by the member are reimbursed by the insurer as per the policy contract.
These group health plans are marketed by the Non- life insurance and standalone
health insurance companies.

Example: New India’s Universal Health Insurance Group Mediclaim Policy

New India’s Group Mediclaim Policy is a health plan that covers the medical expenses
of a group of people along with their family members. The minimum group size should
be 100.

The Policy covers reimbursement of Hospitalisation expenses for illness/diseases
contracted or injury sustained by the Insured Person. In the event of any claim becoming
admissible under policy, the company through TPA pays to the Hospital/ Nursing Home
(in case of cashless) or Insured Person the amount of such expenses subject to limits
as per the group policy conditions.

5.8.1 Group Health Insurance Business: In the Fin yr 2016-17, 40.55
Crore people were covered through Group Health Insurance policies (Non- life &
standalone) with a premium of Rs 17808 Crore, which was 93% of the total people
covered with a 55% of premium share in the health insurance segment.

Table: 5.8 Number of Persons Covered Under Health Insurance

(Excluding PA & Travel Insurance Business) (in Crore)

Class of Business| 2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17
Government 14.94 15.53 21.43 27.33 33.50
Sponsored (72%) (72%) (74%) (76%) (77%)
Schemes including

RSBY

Group Business 3.43 3.37 4.83 5.70 7.05
(other than Govt. | (17%) (15%) (17%) (16%) (16%)
Business)




Individual 2.36 2.72 2.54 2.87 3.20
Business (11%) (13%) (9%) (8%) (7%)
Grand Total 2073 2162 2880 3590 4375

Note: Figures in bracket indicate the share of each class of business in total number of
persons covered. The data does not include the detail of health insurance business
carried-out in foreign countries.

Table: 5.9 Classification of Health Insurance Premium

(Excluding PA & Travel Insurance Business) (‘Crore)

Class of Business|2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17

Government 2348 2082 2474 2425 3090
Sponsored (15%) (12%) (12%) (10%) (10%)
Schemes including

RSBY

Group Business 7186 8058 8899 11621 14718

(other than Govt. | (47%) (46%) (44%) (48%) (48%)
Business)

Individual 5919 7355 8772 10353 | 12584
Business (38%) (42%) (44%) | (42%) | (42%)
Grand Total 15453 17495 20096 | 24448 | 30392

5.8.2 Claims settlement

Along with the claim intimation, claim form, documents supporting the claim and
discharge form is for processing the group insurance claim.

Claim intimation may be given either by the master policy holder and/or the
beneficiary/legal heirs of the beneficiary. Claim forms shall be from the holder of the
policy bond.

The group administrator will collect the claim form along with the supporting documents
and submit those documents along with his endorsement to the insurer.

The insurer will process the claim and on admission of the claim, the payment will
made to the group administrator.

During 2016-17, the total intimated claims were 7,06,431 while 13,815 claims were
pending at the beginning of the year. Out of these, life insurance industry settled a total
of 7,15,303 (99.31 percent of the total claims) claims. While LIC of India settled
99.73 percent of the claims, the private life insurers paid 99.03 percent of all claims.
The industry repudiated 0.36 percent of the claims.
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Break up of claims pending duration-

wise (Policies)
Life Total | Claims |Claims Claims | Claims | <3 3-<6 | 6 >1yr
Insurer |Claims| paid |repudiated/| Un- pending | mths mths | mths
rejected | claimed | at end <l yr
of year

Private |100 99.03| 0.58 0.11 0.28 90.61 | 0.68 | 1.1 7.61
Total

LIC 100 99.73]  0.03 0 0.24 4221 | 1.13 | 1.98 | 54.67

Industry| 100 99.31| 0.36 0.07 0.26 72.51 | 0.85 | 1.43 | 25.21
Total

Source: IRDAI Annual Report

5.9 FUTURE OF GROUP INSURANCE

India, a country of diverse demographics along with low levels of insurance penetration,
a group insurance can be used as an effective tool to bring large number of people
within the ambit of insurance. The Governments’ recent initiatives have worked as a
catalyst in bringing the large number of population into the financial inclusion.

Asper Table: 5.11, approximately 5.28 Crore persons were enrolled through PMJJBY
scheme the total Indian population between the Age band of 18 to 55 is 63.48 Crores.

Table: 5.11 Gross Enrolment Reported by Banks As on 08.02.2018 (In Lakhs)

Scheme Rural | Rural |Total | Urban | Urban |Total Grand
Male | Female |Rural | Male Female | Urban |Total

Population 21.39 2045 [41.85 |[11.17 |10.45 |21.63 |63.48
18-55 Age
Band (As
per 2011
Census)

Enrolment 1.61 1.02 2.62 1.69 0.96 2.65 5.28
under
PMIJIBY

% Enrolment| 7.52% | 4.98% [6.26% | 15.12%)| 9.18% [12.25% |8.31%

From the Rural segment, the percentage of total rural population enrolled is only 6.26
% and female population is even less at only 4.98%.

Although the initial results of the scheme are promising, but still we have to speed up
our efforts to provide the financial security to the large section of the society.
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With the new Jan Dhan accounts (31.56 Crores as on 2.5.2108), MFIs and NBFC
making inroads in the rural and economically and socially weaker section of the society,
more and more lending from these financial institutions results into higher demand for
group credit policies.

The great potentiality for incrementing automation and digitalization will not only help in
cost reduction but at the same time the customers will get cheaper and more personalized
services. Thus the group insurance business will get more satisfied clients, stable margins
along with hassle free and accurate risk assessment.

With the use of Artificial Intelligence (Al), the underwriter will get large range of accurate
personal data to analyze the risk tolerance power of each & every member of the

group.

Al will enable better decision making to benefit the customers and add to quicker
customer service response. The advent of Chatbots & Robotics are not only going to
cut down the insurers operating cost but at the same time enhances the productivity of
the customer service departments.

The prevailing leakages in the group insurance segment will definitely be taken care by
the machines and the net benefit will be passed on to the group members.

With the proactive insurance regulator in the form of IRDAI, which is keeping a sharp
eye on micro and macro events affecting the insurance world and at the same time
coming out with steps to provide prompt and hassle free service to the policy holders.
The Group Insurance market is definitely going to rise manifold by keeping the customer’s
needs at the centre.

5.10 SUMMARY

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.

Individual insurance is a contract between the individual and the insurance
company. The decision to insure is voluntary and the terms on which the insurance
age cover is granted, depend upon the risk appraisal of the individual by the insurer.

Group insurance, on the other hand, is one contract covering a group of lives.
Group policies are issued to the group having some common relationship among the
persons to be insured and a central point for the administrative of the insurance
scheme.The terms of the contract of insurance cover depend upon the characteristics
of the group as a whole.

As per IRDAI definition of a group, it should consist of persons who assemble together
with a commonality of purpose or engaging in a common economic activity like
employees of a company. Non-employer-employee groups like employee welfare
associations, holders of credit cards issued by a specific company, customers of a
particular business where insurance is offered as an add on benefit, borrowers of a
bank, professional associations or societies may also be treated as a group provided
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the president/secretary/manager/group organizer in his capacity as the organizer of the
group to arrange insurance on their behalf or is doing so as part of a necessary security
for other matters such as bank on the life of borrowers.

A master policy is issued as evidence of contract between the insurance company
and another legal entity, which may be an employer, trustees, or an association. The
master policy defines the group of lives to be covered, benefit it confers, the amount
of contribution to be paid and other conditions and privileges of the participating group
members.

The amount of cover is determined on the basis of a formula and is not decided
by individuals forming the groups. Insurance on the lives of all members up to a limit
called “Free Cover limit” is granted on the basis of simple rules of insurability. ‘Simple
rules of insurability’ means not being absent from duty on ground of sickness on the
date of effecting insurance. Free cover limit does not mean free of insurance premium.
It is free to the extent that no evidence of health is called for.

As aresult of mass administration and simple underwriting practice it becomes a
low cost insurance cover for a group. However, the premium rates are adjusted
periodically on the basis of experience. This is called “Experience Rating”. For
medium and big sized groups, sharing of profits on the basis of actual experience is a
normal feature. If surplus is generated over a period of years after taking into account
the premium collected and the benefit conferred, the rate of premium can be reduced
in the future years. If on the other hand it results in continuous loss, the premium is
rated up.

The group policies not only helps to take care of financial hardships in case of death,
accident or ill health but through products like Group Gratuity Scheme, Group
Superannuation Scheme, Group Saving Linked Insurance Scheme, Group Annuity
Scheme, and Group Leave Encashment Scheme they also provide the long term financial
securities to their scheme members at very nominal cost through the use of mass-
distribution and mass-administration which is not available in case of individual
insurance.

5.11 SELF-ASSESSMENT QUESTIONS

1. Whatis group insurance and how it is different to conventional insurance?
2. Whatis the need and importance of group insurance?

3. How group insurance contributes to financial inclusion?

4. What are the main features of group insurance Regulations?

5. What are main characteristics of group insurance products?

6. Whatare the different group insurance products available, describe briefly?

7. Define Insurance Penetration & Insurance Density. In your view, how it can be
increased in India?



5.12 FURTHER READINGS p Insurance

1. Department of Financial Services- Official website

2. Office of the Registrar General & Census Commissioner, India- Official website
3. IRDAIAnnual Report2016-2017

4. IRDAI Handbook on Indian Insurance statistics 2016-2017

5. IRDAI Regulations related to Group Insurance and the payment of Commission
or Remuneration or Reward to Insurance Agents and Insurance Intermediaries

6. Official websites of LIC of India, SBI Life insurance Co. Ltd. and the New India
Assurance Co. Ltd.

7. Group Insurance & Retirement Benefit Scheme- A book published by Insurance
Institute of India
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UNIT6 MICRO INSURANCE

Objectives

After Studying this unit, you should be able to:

e  Explain the concept of Microinsurance

e Explainrelevance of Microinsurance

e Appreciate Regulatory Framework of Microinsurance

e Identify Distribution Channels for Microinsurance

e Describe different issues which create hurdles in growth of microinsurance
Structure

6.1 Introduction

6.2 Definition and Concept

6.3 Microinsurance : Link for Financial Inclusion (FI)
6.4 Need for Micro Insurance

6.5 Micro Insurance Regulation

6.6 Distribution of Micro Insurance

6.7 Micro Insurance Products

6.8 Issues in Growth of Microinsurance
6.9 Summary

6.10 Key Words

6.11 Self-Assessment Questions

6.12 Further Readings

6.1 INTRODUCTION

Micro insurance is insurance for low income group. Conceptually, Microinsurance is
similar to concept of micro finance in banking. To put microinsurance in right perspective,
we need to understand the role played by micro finance in banking and finance. Micro
finance, as name indicates, represents small saving and credit for low income groups.
It is banking and credit services extended to the section of population which does not
have access to banking services. This section of population does not have asset base
to extend as collateral and the transactions done by them are too small to make banking
viable for the formal banking institutions. Thus, Micro finance is a branch of finance
which has focus on unserved population or population excluded from main stream
banking and finance.

Micro finance sector extends micro loans to low income households who are members
of Self - Help Groups (SHG) based on group collateral or group guarantee. It works
on principles of solidarity and peer-pressure. Members of an SHG extend social
collateral for fellow members based on solidarity and adhere to financial discipline in



saving and repayment of loans due to peer-pressure. SHG also helps the members in
reducing transaction cost by way of collectively opening saving account in banks, which
is called bank linkage. After bank linkage, and satisfactory continuous saving record,
banks extend loan to the SHG members collectively, three to five times of their collective
saving in the account. This whole process of formation of SHGs and bank linkage
leads to formal association of SHG members to the banking services.

Success of micro finance in Bangladesh, attracted Noble peace prize for Prof
Mohammad Yunus in the year 2006. Prof Yunus is known for his pioneering work in
micro finance through his brain child Grameen Bank and for popularising micro finance.
Similar success story was followed in India in the regulatory framework of National
Bank for Agriculture and Rural Development (NABARD). The growth and development
of micro finance sector created need for financial risk management tools to deal with
the financial setbacks that the clients face. The low income group draws its livelihood
from informal sector which faces risks from various sources originating from the social,
economic, environmental and political uncertainty associated with the sector. The low
income group is more risk prone as it does not have adequate saving and asset base to
fall back upon at the time of crisis. Micro insurance was conceptualised to take care of
this risk of low income group.

Micro insurance is one of the missing links of micro finance, which takes care of risk
management of low income households, who do not have access to formal insurance
solutions. It is the fourth pillar of financial services. The other three pillars - saving,
credit and money transfer are taken care of by banking sector.

Microinsurance in India stared in late 90’s when NGOs/MFIs working with low income
group/poor for livelihood enhancement through micro finance realised the need for
financial protection of its clients. Subsequently, insurance companies started offering
low cost insurance products through these informal organisations to reach the doorsteps
of low income groups. Micro insurance was taken seriously by insurance companies
after IRDAI came with first Microinsurance regulation in 2005. India became the first
country to have separate Microinsurance Regulation. Countries like Indonesia and
South Africa followed with their microinsurance regulation in later years.

It is estimated that 60 % of the people around the world, who are covered by
microinsurance, live in India (ILO Microinsurance Innovation Facility, 2012). Total
263 million people are covered by microinsurance in three regions -Asia, Africa and
Latin America and the Caribbean (LAC) wherein the majority of the low income
population live (PEW Research Centre, 2015). The total microinsurance Gross Written
Premium (GWP) in these region is around US§ 2.2 billion. About 80% of the total
lives covered in Asia belong to two countries — China and India (Microinsurance
Network, 2015).

6.2 DEFINITION AND CONCEPT

Microinsurance is a type of insurance aimed at low income groups which provides
cover for arelatively lower amount and low premium proportionate to the risk covered.
Microinsurance products are offered by both general and life insurance companies as
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well as micro finance institutions like Dhan Foundation (Tamil Nadu), Bimo SEWA
(Ahmedabad), Annapuran Parivar (Pune & Mumbai) and Uplift India (Maharashtra &
Rajasthan).The definition of microinsurance has evolved over the years and is fine-
tuned through the works of researchers and development agencies. According to [LO’s
Microinsurance Innovation Facility, Microinsurance is mechanism to protect poor people
against risks (accident, illness, death, natural disasters, etc.) in exchange for insurance
premium payments tailored to their needs, income, and level of risk (2008). It offers
protection of low-income people against specific perils in return for regular premium
payments proportionate to the likelihood and cost of the risks involved.

In simple words, ‘Microinsurance is a small ticket-size insurance for the low income
segment’ of population (Singh & Bihari, 2018). The low income segment which earns
USS$ 1.90 per day (in US dollars, based on purchasing power parity in 2011) to US$
5 per day is the target population for Microinsurance (CGAP, ILO).

Micro insurance is treated as a synonym for Social Insurance and Rural Insurance.
Conceptually these three terms- Micro Insurance, Rural Insurance and Social insurance
have different meanings and target different segment of population. Rural Insurance, as
the name indicates, is insurance sold in rural areas. It has a geographical and demographic
connotation, but it is not meant for poor or low income population only. Since majority
oflow income population in India lives in rural areas, it is misunderstood as insurance
for rural poor, which is not the case. The target customer for rural insurance is anyone
living in rural areas, irrespective of economic or social status. In this manner, even a
conventional insurance product sold in rural areas is treated as rural insurance. Any life
insurance or general insurance product sold in rural areas can be termed as rural
insurance. Rural insurance also has specific products, taking care of needs of agrarian
economy, like, crop insurance, cattle insurance etc. The marketing strategy for rural
insurance is different suiting to the demographic, social and cultural realities of rural
areas.

Similarly, Microinsurance is different from Social Insurance as the former specifically
targets the socially and economically backward segments of the society. The target
segment eligible for the social insurance is the population living below (international)
poverty line earning US$1.90 per day, and this segment of population is defined as the
socially vulnerable section of the society, viz. the women, the aged and the physically
and the mentally challenged individuals who are eligible for the social welfare schemes.
The differentiating factor between microinsurance and social insurance is the ‘target
market’ and the ‘subsidy element’. Social insurance schemes are subsidized partially/
fully by a third party, generally under a specific welfare mandate of the government.
Microinsurance follows the principles of business, whereas the social insurance works
on the principles of social welfare.

Microinsurance covers all risks that are covered in conventional insurance e.g.death,
health, accident, asset etc. However, microinsurance is different from conventional
insurance in terms of product, pricing and practices of insurance, distribution, target
market and approach to marketing. These differences arise basically from the
difference in characteristics of target market. Target market for microinsurance is
low income group predominantly from rural areas or strong rural linkages- living in



urban slums, where literacy rate is low, awareness and access of banking and finance
is low. Source of livelihood for this segment is classified under unorganised sector,
where income is irregular, saving is low and long term investment is missing. Micro
insurance products are designed to suit these ground realities of the target market,
hence nature if microinsurance is very different from conventional insurance, as discussed
below.

Products are simple, easy to understand and policy documents are in local language.
The sum assured for micro insurance policy is low compared to conventional insurance
products and hence premium is also low. As per IRDAI guidelines, there is upper cap
on insurance premium and sum assured (discussed in section on regulation), which is
not the case with conventional insurance products. Prices of micro insurance products
are based on group pricing/ community pricing, keeping in view paying ability of the
target population, whereas risk based pricing is done in case of conventional insurance
products. Microinsurance products offer flexible payment terms for premiums, mode
of premium can be as frequent as weekly or monthly; whereas in case of conventional
insurance, mode of premium are single premium, annual, biannual or quarterly, keeping
in view transaction cost of premium collection.

Micro insurance is different from conventional insurance in terms of the practices of
insurance like underwriting and claim processes. Microinsurance policies are pre-
underwritten standard products. Health check-ups reports are not required as declaration
of good health is taken from the insured in case of life and health products. Since terms
and conditions are predetermined in the policy, underwriting is not required in case of
microinsurance. Similarly, claim procedure is also kept simple as coverage and premium
is low and fast claim settlement is expected in case of micro insurance. Simple
underwriting and claim procedure also keeps cost of servicing low for the insurer to
suit the size of the policy.

Microinsurance is offered by both formal and informal organisations. Insurance
companies, which fall under purview of IRDAI form formal microinsurance segment.
Apart from insurance companies, Microinsurance is also offered by NGOs/MFIs/
CBOs who themselves develop informal mechanism to retain the risks of their micro-
credit clients. These informal organisations (governed by different legal bodies under
Societies Act/ Trust Act/ Cooperative Society Act/not for profit companies- Section 8
of Companies’Act 2013) form informal segment of microinsurance. These informal
organisations do not fall under purview of IRDAI. Often, these organisations act as
intermediaries between insurance companies and the target market, whom they are
already serving with mandate of socio-economic development and financial inclusion.
Micro insurance is sold through these intermediaries enrolled as micro insurance agents
or other informal distribution channels specially identified for the purpose. Whereas
conventional insurance is sold through Agents, Corporate Agents, Broker’s, Licensed
Intermediaries and Bancassurance.

The approach to market microinsurance is designed keeping in view economic, social,
cultural and behavioural pattern of the target market. The messages are localised,
disseminated in local and easy to understand language to make it relevant for the
customers. The medium for dissemination of information is also customised to increase
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appeal and reach keeping in view low literacy rate. Local television channels, community
radios, village haats, village fairs, wall painting with pictorial representation and verbal
communication rather than written communication are preferred mediums for information
dissemination. The dialogues are designed to take advantage of word - of - mouth
publicity, which is more effective in low income market compared to advertisements.

A summary of these differences between conventional and microinsurance is presented

in the table below:
Characteristics Conventional Insurance | Micro Insurance
Product Complex Simple and Standard
Premium In the form of deductions | In cash/bundled with another
from bank a/c transactions
Coverage Large Sum Insured Small Sum Insured
Policy Documents Complex and lengthy Simple, One page/ Easy to
understand /in local language
Approach to Pricing | Risk Based Actuarial Pricing | Community or Group Pricing
Eligibility of Customer | Limited eligibility, High entry| Inclusive, Low entry barrier,
barrier, standard exclusion | few exclusions
Underwriting Standard process/Risk Pre-underwritten / No
based underwriting/ underwriting/ underwritten by
often medical examination | unregulated risk carrier/
for screening and pricing Screening by declaration of
(in case of life and health good health, no medical
policies) examination
Claim Process Standard process/ often Simple claim process /no
through claim survey claim survey
Distribution Sold through conventional | Customer relation through
channel- Agents & Broker’s, | specially designed distribution
Licensed Intermediaries channel, unlicensed
intermediary/On door delivery
Target Market Higher income group, high | Low income group, Low
Insurance literacy insurance literacy, Price
sensitive
Marketing Conventional Methods and | Methods and Medium to suit
Medium social and cultural realities/
Emphasis on awareness and
acceptance
Selling Sold as an independent Bundled with credit products/
product line emphasis on saving features




6.3 MICROINSURANCE : LINK FOR FINANCIAL
INCLUSION (FI)

Microinsurance aims at insurance inclusion by way of making insurance accessible and
affordable to the low income segment by way of offering simple and cheap products
through alternate distribution channels. The Rangarajan Committee on Financial Inclusion
in India (2008) defined financial inclusion as “the process of ensuring access to financial
services and timely and adequate credit where needed by vulnerable groups such as
weaker sections and low income groups at an affordable cost”. The aim of Financial
Inclusion is to make easy access of financial services to the large under privileged
population of the country. It is an attempt for achieving inclusive growth of the society
by making availability of finance to the deprived section of population.

Government of India has been taking necessary steps from late 70’s to bring rural and
low income groups under foray of main stream banking and financial sector. Banks
have been working in this direction under the directive of ‘Priority Sector Lending’ by
Reserve Bank of India (RBI) to increase the outreach of credit to unserved population.
The assumption behind these efforts was that income generation opportunities will be
created by extending loans for small businesses, which will lead to poverty alleviation
and development of the economy. These efforts showed limited results as the
consumption needs of credit for low income group were not taken care of. This need
was addressed by micro-finance sector. Still, people were exposed to various
environmental risks (socio-economic-political-climatic), which resulted into disruption
of income flow and consumption of capital of small businesses by affected households,
arising out of related exigencies. Microinsurance was looked upon as the missing link,
which may help in covering these risks faced by households. It was envisaged as a
financial tool to help in smoothening the consumption pattern and saving the capital
accumulated for small businesses ensuring continuity of income generation activity.
Thus, microinsurance emerged as an essential part of financial inclusion which will
bring sustainability in livelihood of low income group.

Microinsurance is thus, an attempt to financial inclusion acting through four A’s approach
of Availability, Affordability, Acceptability and Awareness. It brings Availability of
insurance product and services through a strong distribution system reaching to the
door steps of target population. It attempts to bring Affordability of insurance by
introducing small denomination and easy payment terms. It endeavours to bring
Acceptability in this market segment by introducing products to suit the needs of
market, by targeted Promotion and Publicity in Local language customised according
to local culture. Microinsurance brings insurance Awareness by simplifying the product
and initiating dialogue about the concept of risk management through appropriate medium.

Thus microinsurance has emerged as an important tool for financial inclusion expected
to improve outcome of efforts being made in this direction. Because of this reason,
Government of India and IRDATI have increased their efforts to bring insurance inclusion
in the country.

6.4 NEED FOR MICRO INSURANCE

Insurance penetration and Insurance density reflects the country’s level of development
of insurance. Insurance penetration is measured as the percentage of insurance premium
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to GDP, insurance density is calculated as the ratio of premium to population (per
capita premium) in a country. Insurance penetration of India i.e. Premium collected by
Indian insurers is 4.2% of GDP in FY 2021. Per capita premium underwritten i.e.
insurance density in India during FY 2020-21 was around US$ 78. Whereas the world
average of density is US $ 809 and penetration was 7.4% (Economic Survey 2020-21).
India is lagging far behind both in terms of insurance penetration and insurance density.
It is a matter of concern as insurance contributes to economic stability and growth of
the country. Situation will improve only when the uninsured population, comes under
foray of insurance by means of Microinsurance, majority of which is low income group.

If we look at what percentage of population in India is availing insurance, figures are
not very encouraging. As per India Brand Equity Foundation (IBEF, 2018), only 1.5-
2 per cent of total healthcare expenditure in India is currently covered by insurance
providers.Only 18 per cent of people in urban areas and 14.1 per cent in rural areas
are covered under any kind of health insurance scheme. In India, 93 % of working
population is employed in unorganised sector, who do not have access to insurance.
Insurance is out of reach of majority of rural economy as 85% of farmers fall under
small and marginal category. As per Socio Economic and Caste Census 2011, out of
18 Cr rural households, 11 Cr households (61%) are considered for deprivation.
Microinsurance can play a vital role in coming out of this situation of deprivation and
vulnerability.

According to estimates by World Bank, around 65 per cent of population in India
earns between US$ 1.90 to US § 5.5. If we consider 60% of this population as
Insurable population in the Age group of 18 to 60 years, around 49 per cent population
forms the target market for microinsurance. Realising the potential need for
microinsurance, IRDAI came with Regulation for Rural and Social Sector Obligation
in 2002 and Micro Insurance Regulation 2005 which was replaced with new ‘Micro
Insurance Regulation 2015°. Main features of this regulation are discussed in next
section.

6.5 MICRO INSURANCE REGULATION

Microinsurance Regulation 2015 defines a microinsurance product and terms and
conditions for filing it. It explains who are microinsurance agents, eligibility and process
to become microinsurance agent, enumerates roles and responsibility of microinsurance
agents. Italso lays guidelines for the development and monitoring of distribution channel.

Microinsurance is the insurance provided though microinsurance products approved
under the regulation (IRDALI, 2015). According to this regulation microinsurance product
can be a general, life or health microinsurance product. General Microinsurance product
is defined as any health insurance contract, any contract covering the belongings, such
as, hut, livestock or tools or instruments or any personal accident contract with maximum
amount of cover Rs one lakh and term of cover one year. In case of Family/Group
Health Insurance Contract, maximum sum assured is Rs 2.5 lakhs. In addition, General
Insurance Policy issued to Micro, Small and Medium Enterprises (MSMEs) with
maximum premium Rs 10,000/- per annum per MSM will also qualify as microinsurance
business.



Life Microinsurance product is a Life or Pension or Health policy with maximum sum
assured Rs two lakhs with maximum annual premium up to Rs 6,000/-. A micro insurance
product may have flexible premium payment terms and it cannot be unit linked product.
There are specifications given regarding Micro variable life insurance products which
insurers have to follow before filing of the product. An insurer can file a microinsurance
product with the Authority under “File and Use” procedure. The products approved
by the Authority under this procedure shall carry prominently the caption
“Microinsurance Product”. The microinsurance contract issued to an insured should
be printed in the primary language of the insured.

Micro Insurance Agents are entities or individuals appointed as Microinsurance agents
in accordance with the regulation. Non- Government Organisations (NGOs), Self-
Help Groups (SHGs), Micro — Finance Institutions (MFIs), Non-Banking Financial
Institutions (NBFCs) Cooperative Banks, Regional Rural Banks (RRBs), Primary
Agricultural Cooperative Societies are the entities listed under the regulation who can
become microinsurance agents. Entities or individuals already engaged in soliciting
business are not eligible to be appointed as microinsurance agents. Microinsurance
agents are appointed by an insurer by entering into a deed of agreement clearly specifying
terms and conditions and role and responsibilities of both the parties. Microinsurance
agents can appoint Specified Persons to discharge service to customers. Whereas, a
microinsurance agent who is individual cannot appoint specified person. Specified
Persons can work with only one microinsurance agent at a time. A microinsurance
agent can work with only one life insurer, only one general insurer, one health insurer
and Agricultural Insurance Company of India Ltd. at a time. The agreement can be
terminated by either party giving a notice of three months. A microinsurance agent can
solicit business and help in policy administration service, distribution and claim settlement
but cannot underwrite any insurance proposal for the purpose of granting insurance
cover. Insurers are required to impart training to the microinsurance agents and specified
persons for at least 25 hours in local language on selling, policyholder service and
claims administration. In case of microinsurance agents serving MSME sector, the
training requirement is that of 50 hours. Insurer also had to organise refresher training
programs of 12.5 hours (or 25 hours for MSME) every three years from the time of
agreement for their microinsurance agents and specified persons.

The regulation also specifies the upper limit of commission that can be paid to
microinsurance agents. The commission for life insurance business can be up to ten
percent of single premium and twenty percent of cumulative premiums for the policy
term in case of non-single premium.The maximum commission of general insurance
business can be up to fifteen percent of the premium. The commission to agents stops
when the agreement between microinsurance agent and the insurer stops. Under
microinsurance Regulation, a life insurer can offer general insurance and vice versa
provided the two insurers get in an MOU with arrangement to pass on corresponding
business and claims to each other.

The regulator has incentivised sale of microinsurance by insurers by allowing it to be
counted under Social and Rural Insurance Obligation 2015. Under this regulation,
insurance are required to draw certain percentage of their business under Rural and
Social category, failing to do so insurer can be penalised by the Authority. The
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microinsurance business may be reckoned for the purpose of fulfilment of social
obligations by an insurance. Also, if a microinsurance policy issued in rural area and
qualifying as social sector insurance, may be reckoned for both rural and social obligations
separately, giving benefit of double count.

6.6 DISTRIBUTION OF MICRO INSURANCE

Microinsurance business is carried out by three types of Organisation:
e  Mutual Insurance
e Community Based Micro Insurance
e Insurance Organisations

In the mutual model, the insurer is owned by clients (members), who share in the
benefits and costs of the insurance operations, often with members’ liability limited to
their premium contributions. Mutual Insurance organisations are registered as Mutual
Cooperative Societies or Multi-Cooperative Societies or any other form of Non-
Government Organisations in India, which work closely with community and organise
them in form of Mutual, which is owned by all its members. Together they create a fund
by charging membership fee/ premium, which is used for policy administration and
claim settlement. Annapurna Parivar Heath Mutual, Uplift India Health Mutuals, Life
Mutuals by Dhan Foundation are few examples of insurance mutual. These organisations
are professionally managed, charge experiential premium but are moving towards
actuarial premium. They do not fall in purview of IRDAI and so are a part of informal
microinsurance in India.

Community based micro insurance is also an example of micro insurance which is
managed by local people informally. It is restricted to a geographical location and to a
particular community. Examples of community based organisations are found in African
and Latin American countries mostly in form of funeral cooperatives.

Insurance organisations are the formal insurance companies who sell microinsurance
directly or through intermediaries. In India, they fall under purview of IRDAI and form
formal microinsurance segment. In India currently there are 57 insurance companies of
which 24 are in life insurance business and 33 are non-life insurers and all of them offer
microinsurance products.

Microinsurance being low cost, it is expected that cost of distribution is low. However,
customer profile and behaviour makes it inevitable to deliver it at the doorstep of the
consumer. Microinsurance competes with informal risk coping mechanisms, which are
tried and tested by the community and in which community plays a very important role.
Insurance being an intangible product, where customer will get proof of its existence
only when an unforeseen event happens. All these aspects combined make
microinsurance a service oriented product, where customer needs to be assured of'its
utility indirectly. Trust is a very important aspect in sale of microinsurance. Keeping in
view these ground realities, distribution of microinsurance is a major challenge.

There are four primary channels of distribution identified for microinsurance. Apart
from this, there are four emerging channels of distribution. Next section enumerates



microinsurance distribution channels along with details.

The four primary channels are :-

()

(b)

a. Partner Agent Model

b. Community Based Model
c. Full Service Model

d. Provider Model

Partner Agent Model: In Partner model, an insurance company underwrites
and offers a microinsurance product, while provision or delivery of the product is
done by delivery channels. Delivery channels can be a wide range of organisations,
primarily NGOs and MFIs. Microfinance Institutions (MFIs) are the “traditional”
delivery channel. This model is most common and prominent in India as these
delivery channels have established relationship with low-income population,
engaging in financial transactions. Most of the time they are engaged in micro
finance and employment generation activities, so adding microinsurance to their
portfolio becomes a win-win situation for all the parties involved.

The motivation for the partner-agent model is to leverage the strengths of both
parties. The partnership allows the product to reach a segment of the population
at low transaction cost that would be difficult or impossible to access without a
partner. Insurers typically lack the trust of the market, as well as an understanding
of'the clients. This hinders their ability to sell within this market. Going directly to
the end market for such a low cost product, will be costly for the insurer. By
partnering with organisations that already work with the low-income market,
insurers can leverage the trust and access developed, by the delivery channel and
the knowledge of their clients that these channels have gained over a period of
time.

Atthe same time, the model places the risk-bearing function on a regulated insurance
company, which is best equipped to manage it, while allowing the delivery channels
to focus on their core functions and better serve clients. But insurance companies
do not have direct reach to the clients and have low control on the channels partners,
which is the weakness of this model. Insurance companies lack flexibility to cater
to the needs of the clients which becomes inconvenient for the channel partners
and they lose interest. At the same time, insurance companies lose credibility if the
channel partner does not follow the rules and commit fraud by not passing the
premium to the insurance company or claim amount or to the insured/claimant.

Community Based Model: Community Based Organisations are informal
organisations for a certain purpose by residents of a limited geographic area. Often
these organisations offer borrower’s insurance contracts that cover the balance of
aloan to be paid back. They also offer life insurance, housing, funeral, invalidity,
and accident policies. These products come in addition to mainstream credit and
savings services. These organisations are governed by the local community leaders
who do not have know-how to professionally manage the fund and carryout
activities, so chances of losing funds are high.
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(c) FullService Model:In full service model, Insurance Companies sell their policies
directly to the poor through agents who are paid salary, sales commission, or
both. In this model, the company bears all costs and risks, associated with the
product, performing all distribution and servicing functions. This model is an
expensive one as reaching out to low income customers takes time and effort. It is
difficult to make this model viable as the cost involved may not be justified by the
volume of business acquired.

(d) Provider Model: Provider Model is prominently found in health microinsurance.
In this model, a health care provider offers insurance to its clients in return to some
annual membership fee. In return of this fee the hospital offers free health services
to the members/clients registered under the scheme. Narayan Hrudyalaya and
Sampurna Suraksha offered by Shri Kshetra Dharmasthala Rural Development
Project (SKDRDP).

There are many innovations and experiments happening all across the world to take
microinsurance, by increasing access and bringing presence of Points of Sales (PoS),
closer to the target market. These emerging channels are leveraging the already available
networks engaged in frequent financial transactions with low income groups. Since
these networks have high footprint and high footfall and have had long term association
with the target market, they command high credibility and trust which becomes useful
n convincing customers to buy insurance. These channels are taking shape in African
and Latin American countries. Adoption of these channels in India will require regulatory
changes and innovations in product design.

Four Emerging Distribution Channels for microinsurance are:
a. CashBased Retailers
b. Credit Based Retailers
c. Utility & Telecommunication Companies
d. Third Party Bill Payment Providers

(a) Cash Based Retailers: Insurance Companies in South Africa have tied up with
Cash based retailers selling clothing and small appliance to low income groups.
These retailers have chain of stores in suburban and urban low income pockets
and are established brands with high footfall. These retailers do off the shelf selling
of standard products and have no active involvement. The products sold through
these retailers are Individual & Family Funeral Insurance. The premium is charged
monthly in cash by the store along with bill of other purchases from the store. It is
a form of bundled sale. Retailers have no role to play after the sale as policy
servicing and claim management is done by the insurer. The examples of this
distribution channel are Hollard Insurance & PEP Retailer in South Africa.

(b) Credit Based Retailers: The retail stores that sell goods on credit bundle insurance
products with their sales and premiums are collected with installments of the credit
payment. The products sold through this channel are personal accident,
unemployment and life micro insurance with additional policy benefits. Policy
Servicing is done jointly by insurer and retailer in this model. Retailers provide on



the ground after sales support through sales agents and assists insurer in back
office policy administration. Claim Management is done by insurer with facilitation
by the retail store through customer contact. This channel is popular in Brazil and
one such example is tie-up between Mapfre Insurer and Casas Bahia retailer.

(c) Utility & Telecommunication Companies: In another distribution channel, insurer
and utility and telecom companies tie-up to sell personal accident, funeral, home,
mobile phones, health and life policies. Electricity provider, gas utility companies
and telecommunication companies use multiple channels like mail, out bound calls,
face to face sales to establish customer connect. The bill payment systems of these
companies are used to collect premium along with the regular bills. Product
administration and Policy Service is done jointly by both parties or through Brokers.
Claim Management are done independently through call centres in some cases
and though client’s utility & telecommunication accounts in some cases. This channel
is successful in Colombia & Brazil.

(d) Third Party Bill Payment Providers: Third party bill payment providers who
collect bills of electricity also provide insurance service in South Africa. These
channels sell Funeral and personal accident policies and collect monthly premium
in cash. In case the service provider sells cellular airtime the premium is deduction
from airtime. In other words, premium collection is bundled with monthly bill
payment or payment for airtime. These providers have Rural Vendor network
who also do registration along with providing regular collection service. Policy
Administration is done by third party administrator and Claim Management is
taken care of by Insurer. Examples of this channel are Cover2go insurer, Wiredloop
& Shoprrite.

6.7 MICRO INSURANCE PRODUCTS

After Microinsurance regulation 2005, every company came out with a list of
microinsurance products. This section presents product details of few insurers, public,
private sector and informal sector both life and general products. The organized sector
consists of products that are registered with the IRDAI by insurance companies. The
unorganized sector contains community based products.

6.7.1 Life Microinsurance Products

LIC is the only public sector life insurance Company. It contributes to 85% of life
microinsurance business in the country. It offers two policies named New Jeevan Mangal
and Bhagya Lakshmi. Both these products are individual endowment plans.

New Jeevan Mangal was introduced in January 2014. It is modified version of the
earlier plan Jeevan Mangal. Itis an individual term insurance plan with return of premiums
on maturity and in-built accident benefit cover. Accidental death benefit is a rider which
provides for double risk cover in case of accidental death. The term of the policy
ranges between 10 years to 15 years for regular premium and 5 years to 10 years for
single premium. The minimum sum assured under the scheme is Rs 10,000 and maximum
sum assured is Rs 50,000. The minimum annual premium rate is Rs 37 (age 18 years
and term 15 years) and maximum annual premium rate is Rs 95 (age 55 years and term
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10 years) depending on age and term. Similarly, the minimum single premium rate is Rs
138 (age 18 years and term 10 years) and maximum single premium rate is Rs 319
(age 55 years and term 5 years). The policy also offers several modes of premium
payment. The maturity benefit under the product is total amount of premium paid during
the term of the contract in case of survival till the maturity date. Death benefit is Death
Sum Assured payable. An accidental death benefit will be paid to the nominee in the
event of death of policyholder due to an accident.

Bhagya Lakshmi is a non-participatory limited payment plan with return of premium.
The policy has special characteristic that the premium paying term is 2 years lesser
than the policy term. The minimum sum assured under the policy is Rs.20,000 whereas
the maximum sum assured is Rs.50,000. Premium payment modes available are monthly,
quarterly, half-yearly, yearly, and single payment. The plan offers rebates 0f 2% of tab
premium in the yearly mode and 1% of tab premium in the half-yearly mode. The
minimum and maximum premium paying term is 5 years and 13 years respectively. The
death benefit offered under the policy is a sum equal to the sum assured , maturity
benefit is 110% of total amount of premiums paid. The minimum entry age is 18 years
and maximum entry age is 55 years and maturity age under the policy is 65 years. This
plan was launched in October 2014 by LIC. The minimum annual premium rate is Rs
38 (age 20 years and term 7 years) and maximum annual premium rate is Rs 138 (age
55 years and term 15 years) depending on age and term.

Shriram Life Insurance Company Ltd is contributing more than 50% share of Life
microinsurance business done by private life insurers in last three years. Shriram Life
offers one individual life microinsurance plan named Shriram Grameena Suraksha Plan
and three group life microinsurance plans namely- Shriram Life Jana Sahay, Shriram
Life Shri Sahay (SP) and Shriram Life Shri Sahay (AP).

Shriram Grameena Suraksha is a non-linked, non-participating term insurance plan.
The plan has two benefit options: Pure term assurance and Term assurance with return
of premiums on maturity. In pure term assurance, no benefit is paid in case of survival
of the life assured till the end of the policy term. In case of survival of the life assured,
till the end of the policy term, “maturity sum assured” will be paid to the policy holder,
under the option of Term assurance with return of premiums on maturity. In case of
death of'the life assured during the policy term, “Death Sum Assured” will be paid to
the nominee or beneficiary under both options. Tax benefits are also available under
this plan as per the provisions of the Income tax. The minimum age of entry is 18 Yrs
and maximum age of entry is 50 Yrs, maximum age of maturity is 28 — 65 Yrs under the
plan. The sum assured ranges between Rs. 25,000 to Rs 50,000/- in case of option I
(Term Assurance) and fixed amount of Rs 17,000/- in case of option II (term with
return of premium). The annualized premium ranges between Rs. 750 to Rs. 1680 in
option [ and Rs 1,400 to Rs 4,425 in option II.

Shriram Jana Sahay is a non-linked and non-participating yearly renewable group
term micro insurance product. The product is designed for members of unorganized
groups or affinity groups belonging to SHGs/NGOs/MFIs/Cooperative Banks/Rural
Banks/Cooperative Societies or any other lender borrower groups offering loans to
unorganized groups. It offers Minimum Sum Assured of Rs.5,000/- and Maximum
Sum Assured of Rs.2,00,000/- in case of death. The premium payable depends on the



age of the member, group to which the member belongs to and sum assured. The
product offers mode of the premium payment as yearly, half yearly, quarterly and
monthly. The insurance coverage is available from Rs. 5,000 to Rs. 2,00,000 per
member. The minimum group size required is five and there is no limitation on the
maximum size of the group. In case of Lender-Borrower schemes the individual member
of'the group policy authorizes Shriram Life insurance company to make the payment
of outstanding loan balance amount to master policy holder by deducting from the
claim proceeds payable on the happening of the contingent event covered by the policy.
Balance claim amount, if any, will be settled directly in favour of nominee/ beneficiary
of the deceased member of the policy.

6.7.2 General Microinsurance Products

IFFCO Tokio General Insurance Company Ltd. offers several products under Micro
and Rural Category, the company does not bifurcate among micro and rural products.
Few of'the products offered are- Janata Suraksha BimaYojna, Jan Sewa BimaYojna,
Kisan Suvidha Bima Policy and Jan Suraksha BimaYojna/Mahila Suraksha BimaYojna.

Janata Suraksha Bima Yojna is a Package Policy to marginal and small farmers,
labour class, rural households involved in agricultural and allied activities and people
engaged in unorganized sectors of urban economy. It covers asset (house and
belongings) against fire and burglary and personal accident (against death and permanent
total disability) for insured and spouse on floater basis. The total minimum sum assured
is Rs 49,500/~ for fire and burglary for a premium of Rs 87/- and maximum sum
assured offered under the product is 2 lakhs for fire and burglary for a premium of Rs
870/- per annum.

Jan Sewa Bima Yojna is a single fixed cover and fixed price package insurance for
rural and semi urban households. It offers comprehensive insurance protection for
their entire assets, interests, liability and self. The risks covered are household contents
against Fire and Special Allied Perils, household contents, against Burglary,
housebreaking, robbery and dacoity, Personal accident cover to the proposer/family
member resulting in death or Permanent Total Disability (PTD) and death of the Insured
person due to accident (Education Protection Cover for named child). The policy
offers two options of covers. In option one, the cover for Fire and Burglary is Rs one
lakh, Personal accident Rs 50,000/- and Education Protection Cover for Rs 50,000/
- for a premium of Rs 275 /-. In second option, the cover for Fire and Burglary is Rs.
50,000/-, Personal accident Rs. two lakhs and Education Protection Cover for Rs.
two lakhs for a premium of Rs. 348 /-.

The Kisan Suvidha Bima Policy offers a single Package Policy to farmers and rural
households involved in agriculture. It provides a comprehensive insurance protection
for the entire assets and interests of a household, including risks of Personal Accident
and Ciritical Illness for insured and family members under one umbrella.

Jan Suraksha Bima is a personal accident policy targeted to group members of Self-
Help Groups (SHGs) from economically weaker sections. It covers the risk of death
and disability due to accidents or natural disasters. Groups which contain only female
members are covered under the name Mabhila Suraksha Yojana.The minimum Sum
Insured per person per annum is Rs 10,000. A higher Sum Insured can be chosen in
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multiples of Rs 5,000 subject to a maximum of Rs.1,00,000. The age limit set by the
company for this policy is 5-70 years. It can be extended up to the age of 80 years
after suitable loading of premium. The standard premium charged is 0.60% of the
group Sum Insured. Group Discount on premium is available depending on the group
size. The policy document also illustrates some examples of the kinds of events that
can be considered as accidents under the policy.

6.7.3 Microinsurance Products Offered by Informal Sector
(NGOs/MFIs)

The National Insurance VimoSEWA Cooperative Ltd. popularly known as VimoSEWA,
is a sister organisation dealing with insurance services of the well-known organisation
SEWA. SEWA or Self Employed Women’s Association is an Ahmedabad based trade
union of poor, self-employed women workers. VimoSEWA offers health, life and
personal accident policies for its members. ‘Swastha Parivar’ is a family floater health
insurance covering family of up to 2+4 members. The policy has two option of maximum
sum assured Rs 10,000/- and Rs 25,000/- per year. ‘SukhiJeevan’ is an Individual
life insurance for sum assured Rs 10,000/- and Rs 30,000/-without return of premium.
‘Jeevan Madhur’ is a savings Linked Life Insurance product with death benefit ranging
from Rs 3,000 to Rs 30,000 with return of premium and bonus. Policy term offered is
from 5 to 15 years. ‘Credit life’ is a Life Insurance covering the loan amount, Issued
to banks and MFIs. ‘my:Jeevika’ is anAccidental death and permanent total disability
product offering sum assured of Rs 50,000. my: Jeevika - Hospital Cash is an
individual income protection product offering fixed daily allowance of Rs 250, 500,
and 1000 for every day of hospitalization up to maximum 30 days in a policy year.
Saral Surksha Bima is a floater policy covering a family of up to 4 members offering
adailyallowance of Rs 200 for every day of hospitalization for maximum of 15 days in
ayear. It also covers accidental death of primary insured (woman) for Rs 1,00,000
and spouse for Rs 50,000. ‘Sukhi Parivar’ is an integrated product covering health
for Rs 2,000, life for Rs 10,000, accidental death for Rs 25,000 and assets for Rs
10,000. It is available for individuals as well as for family.

Uplift India Association (a Sec 8 Not for Profit Company) is a Pune based organisation
which has done pioneering work in the area of Mutual insurance. It mobilises and
brings together different communities to share their health risks based on the principles
of solidarity and shared responsibility by setting up health mutual. The model is unique
in the sense that it mutualises the risks, i.e. provides a mechanism to share the risk
within the community, in spite of transferring the risk to a third party and rescuing the
risk through an ecosystem of health service approach.Mutual collects the premiums
from its members and pays out the claims from its own fund. Profits earned on the fund
after operational expenses are either to be paid out to shareholders as dividends, or
the surplus is reinvested back or both. Health care and services offered by uplift are
cashless out- patient medical services (OPD) and guidance for members on preventive
care. Organise speciality and multi-speciality health screenings for members every
quarter, medical help over phone, medicines on discount and discounted hospitalised
treatment through network hospitals. This model of insurance is popular in Canada
and European countries like Sweden and Netherlands. So far uplift has setup nine
mutuals in Maharashtra and Rajasthan in urban, rural and tribal areas and covered 3



lakh people. They are also using mobile app to provide services to the members. The
mutual is also including children in their program by setting up mutual for children.

6.8 ISSUES IN GROWTH OF MICROINSURANCE

Microinsurance had enough growth potential if we examine the demographic profile of
the country. Sectors like FMCG/CPG, home appliances, electronics, telecommunication
have made impressive progress in this direction. They have discovered innovative ways
to increase access and affordability of their products. Unfortunately, insurance sector
has not been able to create similar examples of success. The sector is still struggling to
find mean and ways to reach low ticket size market. The growth of microinsurance has
not happened as expected.

Microinsurance is facing challenge at each stage of delivery. Formal sector lacks
innovative products, which can appeal to the imagination of low income group. The
financial needs of lowincome group who work in informal sector is different, compared
to the economic segment which has assured job and regular income. Similarly, the
needs and financial behaviour of the people engaged in agriculture and allied activity is
also unique in terms of seasonality in income and expenditure, and difference in duration
of income and expenditure. The insurance products need to have features to
accommodate these realities of uncertainty and seasonality in income and expenditure.
Product pricing requires historical data related with morbidity, mortality and incidence
of other perils specific to the target market, which is not available.

There are behavioural and attitudinal issues in the market as well. Low income group
does not have enough resource and know how for long term financial planning. They
look for assured income for each investment, which is very difficult to insure in an
intangible product like insurance. Low literacy rate and low insurance awareness
contributes to it. Most of the time people are not aware about claim settlement process.
They are scared they will have to spend money and run around to get claims. They
lack trust on the product as well as the process.

Distribution of microinsurance products is still a challenge for the insurance companies.
Companies have not been able to find a viable distribution channel to deliver services
at the doorsteps of the low-income customer. They find it difficult to work with
intermediaries as they lack control on them. At the same time intermediaries find it
difficult to service the customers as insurance companies lack flexibility to meet their
demands. Since commission is limited in microinsurance, volume becomes important
to make it viable for agents. But these intermediaries who act as agents have their
structural limitations in scaling up and creating volume of business.

Insurance sector lacks strategic focus on microinsurance as it is looked at as low value
product, which will not contribute to the top-line of the company. Most often companies
sell microinsurance from the point of view of regulatory compliance. These issues can
be addressed by finding technological Solution which are easy to implement, cost
effective, scalable and provide easy customer interface. Information and Communication
technology (ICT) can play an important role in making transactions viable by reducing
cost and making financial services accessible to the doorsteps of low income customers.
Many initiatives are already working in this direction in different part of Globe, especially
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in African and Latin American countries. Few of these initiatives are also taking shape
in different parts of our country. It’s a matter of time when these initiatives will become
scalable.

6.9 SUMMARY

Micro insurance is insurance for low income group aimed at bringing financial inclusion.It
is one of the missing links of micro finance, which takes care of risk management of
low income households, who do not have access to formal insurance solutions. Micro
insurance is the fourth pillar of financial services. Financial security of low income is
important for a county like India, where majority of working population is from
unorganised sector.

Microinsurance is different from conventional insurance in terms of product, pricing
and practices of insurance, distribution, target market and approach to marketing.
Microinsurance products are simple, easy to understand and policy documents are in
local language. The sum assured for micro insurance policy is low compared to
conventional insurance products and hence premium is also low. These differences
arise basically from the difference in characteristics of target market. Microinsurance is
offered by both formal and informal organisations. Insurance companies, which fall
under purview of IRDAI form formal microinsurance segment. Informal microinsurance
is offered by NGOs/MFIs/CBOs, who themselves develop informal mechanism to
retain the risks of their micro-credit clients.

IRDAI lays guidelines for product development, distribution channel, selection,
development and monitoring of microinsurance agents. Challenges in making
microinsurance Affordable acceptable and accessible are galore. New innovation in
the field of ICT can bring scalability and viability to microinsurance.

6.10 KEYWORDS

Microinsurance . Itisatype of insurance aimed at low income groups which
provides cover for a relatively lower amount and low
premium proportionate to the risk covered.

Rural Insurance . asthename indicates, is insurance sold in rural areas. It
has a geographical and demographic connotation, but it is
not meant for poor or low income population only.

Financial Inclusion  : Itis the process of ensuring access to financial services
and timely and adequate credit where needed by vulnerable
groups such as weaker sections and low income groups
at an affordable cost.

Insurance penetration: Itis measured as the percentage of insurance premium to
GDP.

Insurance density :  Itis calculated as the ratio of premium to population (per
capita premium) in a country.



6.11 SELF-ASSESSMENT QUESTIONS

10.
I1.

‘What is microinsurance and how it is different from conventional insurance?

How is India placed on Global map in terms of growth and development of micro
insurance?

Are microinsurance, social insurance and rural insurance same? Explain.
What is the need and importance of Microinsurance?

How microinsurance contributes to financial inclusion?

What are the main features of Microinsurance Regulation 2015?
Explain the main characteristics of microinsurance product?

Why microinsurance products need to be different than conventional insurance
products?

Discuss in brief about the main channels of distribution of microinsurance?
What is informal microinsurance? How it is different to formal microinsurance?

Discuss the challenges in growth of microinsurance?How the challenges in
microinsurance distribution can be dealt with?
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Churchill, Craig ed. 2006. Protecting the poor: A microinsurance compendium,
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dms/MRS/Documents/Protecting the poor Amicroinsurance compendium Full
Book. pdf

Churchill, Craig and Michal Matul (ed.). 2006. Protecting the poor: A
microinsurance compendium, ILO, Geneva.

e-book can be accessed on http://www.ilo.org/global/publications/ilo-bookstore/
order-online/books/WCMS 175786/lang—en/index.htm
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