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AWordwith You

Dear Learner,
Welcometothecourse™ Diplomain Insurance Services'.
| am glad that you have chosen thisvocational course.

Many young people are choosing Insurance asacareer with well-paying jobs. In thiscontext, our god isto
givelearnersafundamental understanding of theInsurance Sector. Additionally, thiscourseshall makeyou
awareof theemployment and businessopportunitiesavailablein thissector, dlowing you to focusyour time
and energy on activitiesthat will produceresuilts.

Thisoneyear programme providesindividua swith specialized knowledge and skillsrelated to theinsur-
anceindustry. Thiscourse providesbasic knowledge of Life, General and Health insurancethat enable
learnersto understand and appreciate their professional career intheright perspective. Inputsthat you
receiveinthiscoursewill assist youin comprehending how and why you could decideto pursueit asa
career since | nsurance Sector isone of the most demanding careersin today's market.

Thiscourse hasfivemodules, namely Skill Indiaand BFSI Introduction to Insurance, Lifelnsurance, Non-
Lifelnsurance, Health Insurance and Regul atory A spectsin Insurance. Each modul e has been designed
keeping in view therequirementsof self-motivated learnerslikeyou. Thetextsarewritteninsmplelan-
guage, supplemented by picturesand figuresto lend clarity to the content. You will find thelessonsinterest-
ing and will beableto apply your knowledgeinreal-lifestuations. So, read dl theselessons carefully and
preparewel | for the examinations. You ultimately haveto enter the competitiveworld and your successat
the place of work will depend on how skillfully you have performed your assignedjob.

Asthisisavocationa coursewhichisskill based so master your skills, practical trainingismust. So, we
request you to kindly attend the Personal Contact Programme (PCP) at your allotted Accredited Voca-
tiond Ingditutes(AVIs).

| hopethisstudy materia will bevery helpful to thelearnerswho haveregistered for thiscourse. Our Sincere
thanks go to the expertsof the coursewriting and editing team (list given el sewherein thisbooklet) who
worked very hard in revising thisself instructional materia, particularly to Dr. Sunil Kadyan and histeam,
who had excdllently revised the Qualification Packs (QPs) asper the BFSI Sector Skill Council.

In caseyou have any difficulty in your studies, do not hesitateto writeto usat dirvoc@nios.ac.in
Wishing you good luck and success!

Ms. AnithaNair
Deputy Director
Nationd Ingtituteof Open Schooling (N10OS)

\_




HowtousetheLearningMaterial

Congratulations! You have accepted the challengeto be aself-learner. It means, you have to organize your
study, learn regularly, keep up your motivation and achieveyour goa. Hereit issolely you, whoisresponsible
for your learning. NIOSiswith you at every step. It hasdevel oped thematerid in Diplomain Insurance Services
keeping only youin mind. A format supporting independent learning has been followed. You can takethe best
out of thismaterid if youfollow theinstructionsgiven below.

Title: will giveaclear indication of the contentswithin. Doread it.

Introduction: Thiswill introduceyou to thelessonlinking it to the previousone.

Objectives: These are statementsthat explain what you are expected to learn from the
lesson. Theobjectiveswill also hel p youto check what you havelearnt after you have gone
through thelesson. Do read them.

©)

Notes: Each page carriesempty spaceinthe sidemargins, for you to writeimportant points
or make notes.

Ip

Intext Questions: Very short answer self check questions are asked after every section,

theanswerstowhich aregiven at the end of thelesson. Thesewill help you to check your

_ progress. Do solvethem. Successful completionwill allow you to decide whether to pro-
ceed further or go back and learn again.

N\
)

What You HaveL ear nt: Thisisthesummary of themain pointsof thelesson. Itwill helpin
recapitul ation and revision. You arewel cometo add your own pointstoit also.

Terminal Questions. Thesearelong and short questionsthat provide an opportunity to
practicefor aclear understanding of thewholetopic.

@

AnswersTo Intext Questions: Thesewill help you to know how correctly you have
answered thequestions.

Ve L ear ning Outcomes: Thisbox providesadditiona information. Thetext in boxesisimpor-
L@ tant and must be given attention. It isnot meant for evaluation, but only toimprove your
genera knowledge.
- " Activities: Certain activities have been suggested for better understanding of the
Ea concept.

www Web site: Thesewebsites provide extended learning. Necessary information has
been included in the content and you may refer to thesefor moreinformation.
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Chapter - 1

SKill Indiaand BFSI
Introduction to
Insurance

SKILL INDIAMISSIONAND Notes o
BANKINGINDUSTRY

1.0 INTRODUCTION

Thelndiangovernment introduced the Skill IndiaProgram on July 15, 2015, following
thelaunchof its"Digital Indid' and "Makein India' campaigns. Thelndian National
SkillsDevel opment Missionisanother namefor thisinitiative. Themajor goal of the
Skill IndiaProgramisto give over 40 croreyouth adequatetraining in skillsthat are
relevant to the market by 2022. Additionaly, it aspiresto increasethetotal scopeand
spacefor neglected sectorsaswel | aspossibilitiesfor talent devel opment inthenation.
Additionally, the banking industry offersawide range of employment and career
prospects, whichwill be coveredin detail in thischapter.

1.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Outlinetheoverview of Skill IndiaMission
® Discussabout the Banking Industry and itssub-sectors

® Dédfinetheroleand responsbilitiesof an InsuranceAgent

1.2 SKILL INDIA MISSION

Following arethe purposes of the said schemefor the devel opment of theworkforce
inlndia

® TheSkill IndiaMissonamsto offer market-oriented skillstraining to nearly 40
crorelndianshy 2022.

Diploma in Insurance Services
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SKILL INDIAMISSIONAND BANKING INDUSTRY

It worksto create aspacefor promoting thetalents of youthsand creating job
opportunitiesfor them.

Skill IndiaMission funds sectorsthat are searching for optionsto recognise
areasfor skill development.

It removesthe gap between talented youth and enterprises.

L owering the poverty graphinthecountry.

Boosting healthy competitionin Indian businesses.

Support Indianworkforceandloca productioninthe Indian and global markets.
Diversfying skill devel opment schemesto meet crucid challenges.

Enhancing engagement of socid partnersandimproving therelationship between
public and private partnerships.

Seek investorsto finance sustainabl e skillsdevel opment.

1.2.1 Ben€fits

The SKill IndiaMission offersbeneficiariesthefollowing benefits.

With appropriate skill development, one can get better job positions and
appropriatesalaries.

They canimprovether standard of living and support their family.

Thedevelopment at thegrass-root level will help boost the economy and attract
foreigninvestments.

Individua sreceiveaNationa Skill IndiaMisson certificatewhich substantiates
ther il training.

Skilled employeeswould offer better outcomes and more productivity.

Anindividua candeve op hisher skillsand set upabusiness. Thisagainincreases
the scopefor employment inIndia

Salaried beneficiaries can avail loans of upto 1croreand 3.5 crores as self-
employed against thisscheme. With astableincome, they can easily repay the
outstanding balancewithin thetenure of 20 years.

Open Vocational Educational Programme



SKILL INDIAMISSIONAND BANKING INDUSTRY

1.3 BANKING INDUSTRY

Banking sector isregarded asan essentia part of the economy of every country. Itis
always been one of the most vital sector for the economy to function asthereisa
significant increasein the volume of financial transactions. Some of thefactorsthat
contributed to it include economic growth, anincreasein money supply, growth of
banking habits, anincreasein trade and commerce etc. In short, scope of banking
sector hasbeenincreased withtimein India

Till 2015, rural Indiawas somewhat an untapped part of the banking industry. Under
theleadership of PM Sh. NarendraModi, RBI and Government of Indiacame out
withtheproposd of Financid Inclusonandimplementedit successfully andjudicioudly.

Private sector banksin Indiarepresent part of the I ndian banking sector. Private sector
banks arethose bankswherelarge part of equity isheld by private shareholder and
not by Govt. of India. Banking in Indiahasbeen dominated by public sector banks
since 1969, asal mgor bankswerenationaized by Govt. of India. Post liberalization
in banking policy in 1990, private sector banksre-emerged asthey have grown faster
using thelatest technol ogy providing exceptional customer services.

At present, the Indian banking system consistsof 12 public sector banks, 22 private
sector banks, 46 foreign banks, 56 regional rural banks, 1485 urban cooperative
banksand 96,000 rural cooperative banks.

1.3.1 Scope of Banking Sector in India

Thebanking industry isregarded asthe backbonefoundation of the I ndian economy
and providesawiderangeof job optionsto sudentsindl academic disciplines, including
science, business, and the humanities. It isone of the more rewarding professions,
particularly for those seeking employment in the public and private sector.

Due to the Government of India's efforts to expand banking into rural areas by
constructing new branches, the sector isin desperate need of manpower. Itisalso
seen asastableand reputable employment in society. IBPS, State Bank of India, and
Reserve Bank of Indiaall conduct examsfor bank positionsin India(twiceinayear).
You must bean expert inthefields of reasoning, aptitude, genera knowledge, genera
english, and arithmeticin order to passthese bank examinations.

Some prospective careersin banking are

® Bank Probationary Officer (PO)
® FnanddAndys

Chapter
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SKILL INDIAMISSIONAND BANKING INDUSTRY

Account Manager
Specidist I T Officer
Marketing Officer

Law Officer

RajbhashaAdhikari
®  Agriculturd FeldOfficer

1.3.2 Classification of Banking Industry

Bankscan beclassified into varioustypes. Given below arethebank typesin India-
Central Bank

Cooperative Banks

Commercid Banks

Regiona Rurd Banks(RRB)

Local AreaBanks(LAB)

Specidized Banks

Small FinanceBanks

PaymentsBanks

1.4 FUNCTIONS OF BANKS

Themgjor functions of banksare almost the same but the set of people each sector or
typedea swith may differ. Given bel ow thefunctionsof thebanksin India:

Acceptance of depositsfrom thepublic
Providedemand withdrawa facility
Lendingfacility

Transfer of funds

Issueof drafts

Providecustomerswith locker facilities

Dedingwithforeign exchange

Open Vocational Educational Programme



SKILL INDIAMISSIONAND BANKING INDUSTRY

®  Apartfromtheabove-mentionedlist, various utility functionsalso need to be
performed by the variousbanks.

1.4.1 Central Bank

Thecentral bank of our nationisthe Reserve Bank of India. Every nation hasacentral
bank that overseesall of the other banksin that nation. The central bank's primary
dutiesinclude serving asthegovernment'sbank and directing and supervising al other
banking ingtitutionsinthenation. Thedutiesof anation'scentral bank arelisted below:

@  Guidingother banks

®  Issingcurrency

® Implementingthemonetary policies
®  Supervisor of thefinancid system

In other words, the central bank of the country may also be known asthe banker's
bank asit provides assistance to the other banks of the country and manages the
financia system of the country, under the supervision of the Government.

1.4.2 Cooper ative Banks

The state government's act governsthe organi sation of these banks. Theagricultural
industry and other rel ated businessesreceive short-term loansfrom them. Cooperative
banks primary objectiveisto advance socia welfareby offering low-interest |oans.
They areset upin athree-tiered structure:

Tier 1 (State Level) - State Cooperative Banks (regulated by RBI, State Govt,
NABARD)

® Fundedby RBI, government, NABARD.
® Moneyisthendistributed tothepublic.

® Concessond CashResarveRetio (CRR), Statutory Liquidity Ratio (SLR) applies
to these banks. (CRR- 4.5%, SLR- 18%, as on 2022-20223).

® Owned by the state government and top management iselected by members.
Tier 2 (Digtrict Level) - Central/District Cooperative Banks.

Tier 3(VillageLevd) - Primary Agriculture Cooperative Banks.

Chapter - 1
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1.4.3 Commercial Banks

®  Organized under the Banking CompaniesAct, 1956
® They operateonacommercial basisand itsmain objectiveisprofit.

® They haveaunified structureand are owned by the government, state, or any
privateentity.

® Theytendtoall sectorsrangingfromrural to urban

®  Thesebanksdo not charge concessiond interest ratesunlessinstructed by the
RBI

® Publicdepositsarethemain sourceof fundsfor these banks

®  Thecommercid bankscan befurther divided into three categories:

< Public Sector Banks- A bank wherethe majority stakesare owned by the
Government or the central bank of the country.

< Private Sector Banks- A bank wherethe mgjority stakesareowned by a
private organization or anindividua or agroup of people.

< Foreign Banks- Thebankswiththeir headquartersinforeign countriesand
branchesin our country, fall under thistype of bank.

1.4.4 Regional Rural Banks (RRB)

These are specia typesof Commercial Banksthat provide concessional credit to
agricultureand rural sector.RRBswereestablishedin 1975 and areregistered under a
Regiond Rurd BankAct, 1976.RRBsarejoint venturesbetween the Centra government
(50%), State government (15%), and aCommercia Bank (35%).196 RRBs have
been established from 1987 to 2005.From 2005 onwards government started merger
of RRBsthusreducing the number of RRBsto 82. One RRB cannot openitsbranches
in morethan 3 geographically connected districts.

1.4.5 Specialized Banks

Certain banks are introduced for specific purposes only. Such banks are called
Specidized Banks. Theseinclude:

ad  Smal IndustriesDevel opment Bank of India(SIDBI) - Loanfor asmall scae
industry or businesscan betaken from SIDBI. Financing small industrieswith
modern technol ogy and equipmentsisdonewith the hel p of thisbank.

Open Vocational Educational Programme



SKILL INDIAMISSIONAND BANKING INDUSTRY

b)

EXIM Bank - EXIM Bank standsfor Export and Import Bank. To get loansor
other financia ass stancewith exporting or importing goodsby foreign countries
can be donethrough thistype of bank.

Nationa Bank for Agricultural & Rura Development (NABARD) - To get any

kind of financial assistance for rural, handicraft, village, and agricultura
development, peoplecanturnto NABARD.

There are various other Specialized Banks and each possesses adifferent rolein
hel ping devel op the country financidly.

1.4.6 Small Finance Banks

Asthenameimplies, thiscategory of bank offersloansand other formsof financial
support to small farmers, unorganized businesses, and other societal segments. The
nation's central bank isin charge of these banks. Some of the examples of small
Finance Banksare provided below:

® AU Smdl FinanceBank

® EquitasSmdl FinanceBank

® JanaSmal FinanceBank

® Northeast Smal Finance Bank

® Capita Smdl FinanceBank

®  FincareSmall FinanceBank

®  Suryoday Smdl FinanceBank

®  Ujjivan Smal FinanceBank

®  Esof Smdl FinanceBank

1.5 BASIC TERMINOLOGIES USED IN BANKING
INDUSTRY:

1. RepoRate Inindia itistherateat which the Reserve Bank of Indialends

money to commercia banksinneed, with collaterd. Thissituationusudly arrives
at thetimeof inflation. 6.5%isthecurrent reporatein India. Bank rateissimilar
tothisbut doesn't require collateral to provideloans. The current bank rateis
6.75%. (Thecurrent year refersto 2022-23).

Chapter - 1
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2.

10.

Fixed ReverseRepo Rate: InIndia, itistherate at which thereserve bank of
Indiaborrowsfundsfrom commercia banks. Itisusually doneto control the
money supply inthemarket. Thefixed reversereporateis 3.35%.

Statutory Liquidity Ratio: The Banksof Indiahaveto maintain aminimum
percentage of cash, gold, and other securities, beforelending loansto customers.
Thisiscaled the Statutory Liquidity Ratio. Thisexiststo control credit expangon
inthe country. The SLRrateis 18.00% as on 2022-2023.

Cash ReserveRatio: InIndia, al thebankshaveto maintain acertain amount
of fundswiththe Reserve Bank of India. Thisiscalled the Cash Reserve Rétio.
Itisusually increased when the RBI wantsto control liquidity inthemarket. The
current CRR rateis4.5% ason 2022-2023.

Retail Banking: Itisaserviceoffered by many banksacrossthe country. This
alowsevery consumer to managetheir accounts, enjoy accesstotheir credits,
and securetheir money conveniently. Thisisalso called consumer banking.

Non Performing Assets: For banksinIndia, itisany loanthat isoverduefor
morethan 90 - 180 days. Theinterest or payment ismissed and theloan becomes
the default. The asset kept with the bank is not producing income anymore
making it anon-performing asset.

Money Inflation: It refersto anincreasein the money supply inthe market
reducing the purchasing power of the consumer. In easy words, the val ue of
money drops, and fewer goods are consumed per unit currency. Deflation on
the other hand refers to a decrease in the money supply that increases the
purchasing power of the consumer.

Green Banking: Itisanideato promoteenvironmental ly friendly practicesto
reduce carbon footprint by banking activities. It aimsto achieve banking and
environmental sustainability.

Money Laundering: Itisanillegal financia processthat includescriminals
concedlingtheoriginof money. Itisusudly to cover up theblack money generated
byillegd activities.

Chegue: Itisapaper that instructsthe bank to pay aspecific amount fromone
account to another account to whom the chequeisissued.

Direct Credit: Itisan electronic transfer of fundsfrom the payer'saccount to
the payee'saccount. Direct Debit, on the other hand, isan instruction to your
bank that allowsathird party to make atransaction from your account. Itis
usudly for payingbills

Open Vocational Educational Programme



SKILL INDIAMISSIONAND BANKING INDUSTRY Chapter - 1

12. Cash Credit: Itisatypeof loanwhichisshort termin natureandfixedinthe |  Skill Indiaand BFS

limit. Itisusually extended by abank to acompany to meet itsworking capital ! ”ﬁrnﬁ“rz‘,ﬁgto
requirements. Overdraft, ontheother hand, alowsextension of loansfor persona
useaswell evenwith thelow account balance.
13. Bill of Exchange: Itisafinancia instrument that instructsthe personto make
apayment of aspecified amount tothesignatory of thenote. They areusudly a
part of international trade. Notes

14. Letter of Credit : Itisadocument by thebank that guaranteesfull payment by
the buyer to the seller on time. In case the buyer fails, the bank coversthe
payment. It isan undertaking by the bank to the seller.

15. Bancassurance: Itisan agreement between banks and insurance companies.
Inthis, the bank offersinsurance benefitsto its customers.

16. BankingOmbudsman: Itisajudicia authority that allows customerstofile
complaintsif they are not happy with banking services.

. INTEXT QUESTIONS

1.  Whichof thefollowingisnot anobjectiveof Skill IndiaMission?

a) TheSkill IndiaMissonamstooffer market-oriented skillstrainingto nearly
40 Crore Indiansby 2022.

b) Itworksto createaspacefor promoting thetalentsof youthsand creating
job opportunitiesfor them.

c) Encourageimportsfromgloba markets.
d) Itremovesthegap between ta ented youth and enterprises.
2. Whichof thefollowingisnot acareer associated to banking industry?
a) Bank Probationary Officer (PO)
b) FnancddAndys
c) Account Manager
d) InsuranceAgent

3. Thecentral bank of our nationisthe

a Commercid Bank

Diploma in Insurance Services n
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b) Statebank of India

Cc) ReserveBankof India

d) NABARD

Thedutiesof anation'scentral bank are:

a Guidingother banks

b) Issuingcurrency

c) Implementingthemonetary policies

d) All of theabove

SIDBI isknownas:

a) Small IndustriesDevelopment Bank of India
b) Smal IndiaDevelopment Bank of India

c) Special Industries Development Bank of India
d) SouthIndiaDevelopment Bank of India

Therateat which the Reserve Bank of Indialendsmoney to commercid banks
inneed, with collateral isknownas:

ad RepoRate

b) ReverseRepoRate
¢ SR

d) Noneof theabove

TheBanksof Indiahaveto maintain aminimum percentage of cash, gold, and
other securities, beforelending loansto customers. Thisiscalledthe

ad RepoRate

b) ReverseRepoRate
¢ SR

d) CRR

Open Vocational Educational Programme



SKILL INDIAMISSIONAND BANKING INDUSTRY

8.

InIndia, dl thebankshaveto maintain acertain amount of fundswith the Reserve
Bank of India. Thisiscalledthe

ad RepoRate

b) ReverseRepoRate
¢ SR

d) CRR

JOBROLEAND OPPORTUNITIESFORANINSURANCEAGENT

6-

Offering sound financia advising servicesand client support;
Assginginthepromotion and saleaf insurance productsand sarvicestoitsclients.
Must deal not just with peoplebut alsowith their familiesand large businesses.
Requiresapostiveworking relationship with both current and potentia clients.
Market awarenesson aglobal scale.

Marketing of insurance brandsrequiresawel|-planned road map.

Itisnecessary to periodically revisemarketing plansinlight of changing consumer
preferences.

WEell-thought-out strategiesand plansmust be drafted.
Exercisesto create public relations (PR) should begivenahigh priority.

Businessdevel opment Strategiesmust be actively explored.

WHAT YOU HAVE LEARNT

The Skill IndiaMissionaimsto offer market-oriented skillstraining to nearly 40 crore
Indiansby 2022.1t worksto create aspace for promoting the talents of youthsand
creating job opportunitiesfor them.With appropriate skill development, one can get
better job positionsand appropriate slaries. They canimprovether slandard of living
and support their family.

Banking sector isregarded asan essential part of the economy of every country. Itis
always been one of the most vital sector for the economy to function asthereisa
significant increasein the volume of financial transactions. Some of thefactorsthat
contributed to it include economic growth, anincreasein money supply, growth of
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banking habits, anincreasein trade and commerce etc. In short, scope of banking
sector hasbeenincreased with timein India The banking industry isregarded asthe
backbonefoundation of the I ndian economy and providesawiderangeof job options
to students in all academic disciplines, including science, business, and the
humanities.Some prospective careersin banking are- Bank Probationary Officer (PO),
Financial Andyst, Account Manager, Specidist I T Officer. Thefunctionsof thebanks
inIndia- acceptance of depositsfrom the public, provide demand withdrawal facility,
lending facility, transfer of funds, issueof draftsetc.

-’;.Tal TERMINAL QUESTIONS

1.  Listtheobjectivesof Skill IndiaMission.

2. Ligtthebenefitsoffered by Skill Indiamission.

3.  Discussabout the classification of Banking Industry.
4.  Explantheroleof anInsuranceAgent.

@ ANSWERS TO INTEXT QUESTIONS

11

(¢) Encourageimportsfromglobal markets.

(d) InsuranceAgent

() ReserveBank of India

(d) All of theabove

(@ Smdl Industries Development Bank of India
(@ RepoRate

(© SLR

(d CRR

o N o g c w0 N -

@ LEARNING OUTCOMES

After studying thischapter, youareable:
® Toexplanthelmportanceand Benefitsof the Skill IndiaMission.

®  Toidentify thescopeof Banking Industry and its Sub-Sectorsand dsofamiliar
withthebasi c terminol ogies used inthe banking service.

Open Vocational Educational Programme
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Skill Indiaand BFSI
Introduction to
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INTRODUCTIONTO INSURANCE | Notes

2.0 INTRODUCTION

Insuranceisavast domain consisting of two broad categories- Life and General
Insurance. In today's scenario Insurance has become like any other basic need of
human being. All of usare exposed to some or other kind of risk, beit businessloss,
health expenses, or death, dl theserisksresultsinfinancia |osseswhich can becovered
by taking aninsurance cover. Thischapter aimsto introducethe basicsof insurance
and traceitsevolution. The chapter focusses upon the historical perspective of the
insurancea so. Thischapter dso explainstheneed of insurancein the current scenario.
In order to have abetter understanding of the concept of insurancethischapter also
explainsitsworkingindetail alongwith therisk management techniques. At theend of
thischapter youwill be ableto learnthe difference betweeninsurance and assurance.

2.1 OBJECTIVES

After reading thislesson, youwill beableto:

®  Explainhow insuranceevolved and history of lifeand non-lifeinsurance.
Appreciatethe need for insurance.

Explain how insuranceworks.

Explain the concept of insurance and risk management.

Differentiate between Insurance and Assurance.
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2.2 HISTORY OF INSURANCE

I nsurance hasbeen prevailing and existing since 3000 BC someform or the other. The
concept of pooling and sharing of the losses has been practiced over the years by
variouscivilizationsamongst themsdves.

23 HISTORY AND EVOLUTION OF LIFEINSURANCE IN INDIA

Intheyear 1818, lifeinsurance as we know it now wasintroduced to Indiafrom
England. Thefirgt lifeinsurancefirmfounded in Indiaby Europeanswas Oriental Life
Insurance Company in Calcutta. Indianswere not covered by any of theinsurance
firmsthat were founded during thistime becausethey were all purchased to serve
exclusvely the European society. L ater on, nevertheless, thanksto theeffortsof notable
individuaslike Babu Muttyla Sedl, foreign lifeinsurance companiesbegan covering
Indian lives. Nonethel ess, Indian liveswere classified as second-classlivesand were
subject tosgnificant premiumincreases. Thefirgt lifeinsurancefirminIndiawasfounded
in 1870, according to the Bombay Mutual LifeAssurance Society, and it covered
Indian livesat that time. The Provident Fund Act and the Life Insurance Companies
Act were both passed in 1912. The Indian Insurance CompaniesAct waspassed in
1928 to alow the government to compile statistics on both lifeand non-lifeinsurance
companies. Thecentral government nationaised 245 Indian and international insurers
and provident societiesin 1956, and LI C was established by an Act of Parliament, the
LICAct, 1956, with acapital contribution of Rs. 5 crorefrom the Government of
India

Orientd Lifelnsurance Company wasthefirg lifeinsurance company
on Indian Soil that was started by Europeansin Calcuttain 1818

Bombay Mutual LifeAssurance Society indicated the birth of
first Indian Life Insurance Company intheyear1870,

Intheyear 1912, the Life Insurance CompaniesAct, and the
Provident Fund Act were passed.

In 1928, the Indian Insurance CompaniesAct enacted to enable
the government to collect statistical information about both life
and non-lifeinsurance businesses.

LIC wasformed by anAct of Parliament, viz. LIC
Act, 1956,

Fig. 2.1: Higtory and Evolution of Lifelnsurancein India
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. INTEXT QUESTIONS 2.1

1.  Lifelnsuranceinitsmodernform cameto Indiafrom Englandintheyear

a)
b)
©)
d)

1819
1817
1919
1818

wasthefirst life insurance company on Indian Soil started by

Europeansin Calcutta.

a)
b)
©)
d)

a)
b)
©)
d)

Oriental Lifelnsurance Company
Bombay Mutua LifeAssurance Society
Lifelnsurance Corporation
Noneof theabove
wasthefirst lifeinsurance company started by Indiansin India.
Oriental Lifelnsurance Company
Bombay Mutud LifeAssurance Society
Lifelnsurance Corporation

Noneof theabove

4.  WhenwasLICAct passed?

a)
b)
©)
d)

1912
1870
1956

Noneof theabove

5. Whenwasthefirst lifeinsurance company started by Indiansin India?

a)
b)
©)
d)

1912
1870
1956

Noneof theabove
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24 HISTORY AND EVOLUTION OF GENERAL
INSURANCE IN INDIA

Generd insurancehasrootsinthewesternindugtrid revol ution and theensuing expansion
of maritimetrade and industry inthe 17th century. It was|eft behind by the British
occupationin India. Indian general insurance dates back to the British creation of
Triton Insurance Company Ltd. in Calcuttain 1850. Thelndian MercantileInsurance
Ltd. wasfoundedin 1907. Thisbusinesshandled al general insurancebusinessclasses
forthefirsttime.

The Genera Insurance Council, adivision of the InsuranceAssociation of India, was
established in 1957. For the purpose of assuring ethical behavior and sound business
procedures, the General Insurance Council drafted acode of conduct.

TheInsuranceAct was modified in 1968 to create minimum solvency buffersand
restrict investments. At that time, the Tariff Advisory Committeewasaso created. The
general insurance businesswas nationalized on January 1st, 1973 asaresult of the
Genera Insurance Business (Nationalization) Act being passed in 1972. Four
companies-Nationa Insurance Company Ltd., New IndiaAssurance Company Ltd.,
Oriental Insurance Company Ltd., and United Indialnsurance Company Ltd.-were
formed after themerger of 107 insurance providers. A corporation called the Genera
Insurance Corporation of Indiawas established in 1971 and it commence businesson
January 1st 1973.

Triton Insurance Company Ltd., established in theyear1850in
Calcuttaby theBritish

Thelndian Mercantile Insurance Ltd. wasset upin1907

Formation of the General | nsurance Council in 1957

ThelnsuranceAct Amendement in1968

In 1972 with the passing of the General Insurance
Business(Nationdization) Act

Fig 2.2 History & Evolution of General InsuranceinIndia
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. INTEXT QUESTIONS 2.2

1.  Whichwasthefirst company totransact dl classesof generd insurance business?
a Thelndian MercantilelnsuranceLtd.
b) TritonInsurance Company Ltd
c) Genera Insurance Company Itd.
d) Noneof theabove
2. Whenwasthe General Insurance Business (Nationalization) Act passed?
a 1870
b) 1956
o 1972
d) Noneof theabove
3. After nationalization into how many companieswereall theinsurersgrouped
into?
a 5
b) 4
c 6
d 7
2.5 NEED FOR INSURANCE
® ProvidesFinancial Protection- Insuranceprovidesfinancia protection against
unpredicted lossesin respect of anominal amount called premium. In case of
premature death of theinsured, it providesfinancia protectiontothenominee.
®  SharesRisk- Peopleareexposed to variouskinds of risksand uncertainties
which may causelarger losses, but it can bereduced if shared. Therefore, an
insurance company reducestherisk of theinsured in exchangefor smdl premium.
® Maintain Sandard of Living- Insurance providesfinancial protection against
unexpected | osses dueto which people can maintaintheir standard of living.
®  EncouragesSaving- Insuranceactsas meansto encourage savingsby reducing

UNNECessary expenses.
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Eliminates Dependency- Financial protectionisalso provided by insurance
by supporting the dependent or nominee in case of death of the insured or

policyholder.

GrantsL oan- Aninsured can get thefacility of |oan from any bank or financia
ingtitution by keeping theinsurance policy assecurity.

Financid
Protection

— ReducesRisk

Maintaning
Standard of Living

—  Encourage Savings

Need for Insurance |
Himinates
Dependency

- GrantsLoans

Helpsto Operate
BusinessSmoothly

Helpsto Develop
Economy

Figure 2.3 Need for Insurance

Smooth Business Operations- If a business suffersloss or damageto its
properties, it can get compensation for the samethrough insurance.

Helpsto Develop Economy- The premium collected by insurance companies
isinvested invariousdevel opment areasliketrade and industry which hel psin
economic development of the country.
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. INTEXT QUESTIONS 2.3

1.  Whichof thefollowingisaneedfor insurance?
a) ProvidesFinancia Protection
b) Maintain Standard of Living
c) EliminatesDependency
d) All of theabove

2.6 HOW INSURANCE WORKS?

Theideaof property ownership led to the development of contemporary trade. The
owner of the property or asset will incur afinancia or economiclossif theassetislost
or destroyed asaresult of aspecificincident. The same sum, however, might be used
to compensate the unhappy ownersfor their lossesif acommon fund is established,
which can be produced by small donationsfrom the ownersof comparable assetsor
properties. Simply said, through the mechanism of insurance, the possibility of
experiencing acertain economiclossand its consequences could be distributed among
severd people.

Definition
"Insurance may thusbe considered asaprocessby which thelossesof afew, who are

unfortunateto suffer suchlosses, areshared amongst thoseexposed to Similar uncertain
events/ Stuations.”

Insurance
Company

House owners Claim Settilement
Contributing Premium

Figure2.4: How insuranceworks

M odule

-1

Skill Indiaand BFSI
Introduction to

Insurance

Notes

Diploma in Insurance Services



Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

INTRODUCTION TO INSURANCE

But thequestion arises:

If the peoplewoul d agreeto contribute aportion of their hard earned money to
crestethiscommon fund?

How to make them trust that the fund created will actually be used for the
specific purpose?

How will they get to know that the contribution made by themisappropriatei.e.
neither too high nor too low.

It goeswithout saying that someone needsto start the process, coordinateit, and
bring the community'smemberstogether for it. Thepersonin questionisreferredtoas
aninsurer, and they decide how much money each member of thegroup must contribute
to the pool and makearrangementsto compensateindividua swho experiencel osses.

Theinsurer must lsowinthetrust of theindividua sand the community.

1

How insuranceworks

a)

b)

Firstly, there must be an asset which hasan economic value. The asset:
i.  Maybephysica (likeacar or abuilding) or
ii. Maybenon-physica (likenameand goodwill) or

ii. May bepersonal (likeone'seyes, limbsand other aspects of one's

body)

Theasset may loseitsvaueif acertain event happens. Thischanceof loss
iscalled asrisk. The cause of therisk event isknown as peril.

Thereisaprincipleknown aspooling. Thisconsistsof collecting numerous
individua contributions (known aspremiums) from variouspersons. These
personshave similar assetswhich are exposed to similar risks.

Thispool of fundsisused to compensate the few who might suffer the
losses as caused by aperil.

Thisprocessof pooling fundsand compensating theunlucky few iscarried
out through an ingtitution known astheinsurer.

Theinsurer entersinto aninsurance contract with each person who seeks
to participatein the scheme. Such aparticipant isknown asinsured.
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2.7 INSURANCE REDUCES BURDENS

Burden of risk refersto the costs, |osses and disabilities one hasto bear asaresult of
being exposed to agiven losssituation/event.

[ Risk Burdensthat OneCarries

[ Primary Burden of Risk] [ Secondary Burden of Risk

Figure 2.5: Risk burdensthat onecarries

Therearetwo typesof risk burdensthat one carries- primary and secondary.

a)

b)

Primary Burden of Risk

The primary burden of risk refersto the damagesincurred by individualsand
businessentitiesasaresult of purerisk events.

Example

When awarehouseisdestroyed by fire, thetruevalue of the productsthat were
damaged or destroyed can be eval uated, and the person who sufferstheloss
might receive compensation.

Themedical costsassociated with having heart surgery will beknownand can
be covered by theinsurance provider.

Therecan also besomeindirect |osses.
Example

Businessoperations can beinterrupted by afirewhich canlead tolossof profits
which can be determined and can be compensated to the onewho suffersthat
loss.

Secondary Burden of Risk

i. Let'sassumethereisnolossand no such occurrence. Doesthisimply that
peoplewho areat risk haveno responsgibility? Theanswer isthat, in addition
tothemain cost, thereisalso asecondary risk burden.

ii. Thecogtsand pressuresthat onemust endurejust becausethey areexposed
to alosscircumstance make up the secondary burden of risk. Theseduties
must be carried evenif the af orementi oned occurrence does not take place.

M odule

-1

Skill Indiaand BFSI
Introduction to

Insurance

Notes

Diploma in Insurance Services



Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

INTRODUCTION TO INSURANCE

Let'sexamineafew of theseresponsbilities:

® Fearandworry, to start, put physical and mental strain on people. Although
anxiety can differ from person to person, itisalwaysthere, canlead to stress,
and can have animpact on aperson'swelfare.

®  Second,itissensibleto set asideareservefund to cover such an occurrence
whenitisunclear whether alosswould materidizeor not. Thecost of maintaining
suchafundisinvolved. For instance, these funds can have poor returnsand be
storedinaliquidform.

By handing over therisk toaninsurer (insurancefirm), oneisabletoinvest money that
would have otherwise been set aside asareserve and better organizetheir business.
Insuranceisrequired for thevery reasonslisted above.

. INTEXT QUESTIONS 2.4

1.  Whichof thefollowingisnot atype of burden of risk?
a Primary Burdenof Risk
b) Secondary Burden of Risk
c) Tertiary Burdenof Risk
d) Noneof theabove
2. Theasset may be:
@ Phydca
b) Non-physica
c) Persond

d) All of theabove

2.8 POOLING OF RISK

Risk poolingisessentia to the concept of insurance. The earliest known insurance
policieswerewritten some 5,000 years ago, to protect shippersagainst theloss of
their cargo and crews at sea. Any one of them would be devastated by thelossof a
ship. But by pooling their resources, these ancient businessmen were ableto spread
therisksmore evenly among their numbers, so each paid arelatively small amount.
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Theinsuranceindustry grew enormoudly, asindividua sand businessessought to protect
themsel vesfrom economic catastrophe by transferring their risksto an insurance poal.

Example, Inavillagethere are 1000 houses each house costing Rs. 1,00,000 and
every year thereisapossibility that 10 houseswill beburnt by firewhichwill beahuge
financia lossto the peoplelivinginthose housesresulting into total financia loss of
Rs. 10,00,000(1,00,000 X 10). Therefore, in order to reduce the loss, a pool of
fundsiscreated by thevillage panchayat in which every household hasto contribute
Rs. 100 (1,00,000/1000) every year resulting into total amount of Rs. 10,00,000
whichistheestimated total financia lossif 10 housesareburnt inayear. Therefore, at
thetime of firethefunds can be used from the pool whichwill result into nofinancia
lossesto the households. Thisiscalled pooling of risk.

. INTEXT QUESTIONS 2.5

1.  Fromwheredidthe concept of insurance started first?
a Sea
b) Air
¢ Land
d) Noneof theabove

2. Ifthereare 1000 householdsinavillageand thereisapossibility that 50 houses
will bedamaged dueto flood every year where cost of each houseisRs. 10,000.
What will bethe contribution of each household inthe pool of funds?

a 50

b) 500
) 5000
d) 100

2.9 INSURANCE ASA RISK MANAGEMENT TOOL

Risk management isan emerging concept in modern business. " Risk management can
be defined asthe processthat i dentifies| oss exposuresfaced by the organization and
selectsthe most appropriate techniquesfor treating such exposures. Inthe past, risk
management waslimited whichincludesproperty risk, liability risk, and persond risk.
Now, risk management hasgreater scopein modern business.”
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Intheworld of finance, risk management isthe practice of identifying potentid risksin
advance, analysing them and taking precautionary steps. " Risk management isthe
processof analysing exposureto risk and determining how to handle such exposure.
Risk management processisthe best practicesapproach. It focuseson understanding
the key risks and managing them within acceptablelevels. Risk management isa
disciplinefor identifying risksand determining thewaysto addressthefuture goal or
minimizing harmandfinancia losses'. A risk manager implementsrisk management
programsto minimizethe chances of losses.

Insurance can bedefined as"the act of providing indemnity or coverageagainst harm,
asper the contract. Insurance coveragerefersto thelegal and financial protection
againg potentia futureharm. It protectsfrom therisk of personand business. Insurance
has become an essential tool to managetherisksof anindividual and corporations.
Insuranceisan economicingtitution that allowsthetransfer of financia risk froman
individua to agroup by themeansof atwo-party contract. Insuranceisalega contract
that protects peoplefromfinancial losses'. It isacontract between theinsurer and
insured inwhich theinsurer promisesto pay thefinancia lossto theinsured.

Likewise, Insuranceisalegd contract inwhichanindividud recevesfinancid protection
against lossesfrom aninsurance company. In the modern age, insurance hasbecome
an essential tool to managetherisksof anindividua and corporations.

Human beings, hisfamily, and the propertiesareaways exposed to different kinds of
risks. Risk involveslosses. Insurance provides asafeguard against uncertaintiesand
risk. It has becomethemost risk handling method.

2.10 INSURANCE VS ASSURANCE

Thetermsinsuranceand assuranceareused frequently inthefinancia industry. Insurance
providesfinancia coveragefor unforeseen circumstances surrounding an event, such
asfire, theft, or flooding. Assurance provides coveragefor eventsthat will occur, such
asdeath.

Alifeinsurancepalicy, for example, providescoverageto anindividua for aspecified
period of time. If theindividua diesduring that specific period, theinsurance company
will pay the amount of money agreed upon in theinsurance policy contract. If the
insured individual livespast the specified time period, theinsurance policy becomes
void (invalid), and the provider (insurance company) isnot obligated to make any
paymen.

A lifeassurancepolicy will dwaysresultinapayment being made becausetheinvestment
iscombined with the sum insured. The value of the policy also increaseswith time
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becausetheinvestment bonusisadded to the policy. Therefore, inthe event of the
insured dying, the policy would pay out the agreed upon amount plusany bonusesthat
have accumulated since the policy cameinto effect. If the policy iscancelled before
theend of the specified period, the policy will retain some cash value, whichrel atesto
theinvestment portion bonuses. M ost companieswill issue penaltiesfor cashing out
onthepolicy beforethe specified time has ended.

I nsurance companiesusually offer bothinsurance and assurance policies, which tends
to confuse most. Many lifeinsurance companies offer awiderange of insuranceand
investment policies. Theseindudeinvestment funds, car insurance, pensons, investment
bonds, lifeassurance, homeinsurance, and loans. Sometimesalifeinsurance company
will branditself alife'assurance’ company, but in this case, thetwo termsare used
interchangesbly.

Most companiesinthefinancia serviceindustry areaware of the confusionthesetwo
wordsare causing their customers. To counter this, companiesnow offer detailed
guidesto their customers containing information that satisfies customer needsand
answersfrequently asked questions. Thishasalso led to anincreasein the number of
onlineguidesand glossariesthat offer specificinformation and comparisons between
financial products. Thisinformation hel pscustomersmake moreinformed decisions
when it comesto purchasing suchfinancia products.

Insurance Assurance

Cover for an event that could happen for Cover for anevent that iscertainly
example-aflood, theft , fireor accidents going to happen for exampl e death of

theinsured.
Theunderlying principleisindemnity Theunderlying principleiscertainty
Annua Commitment-renewable Long term commitment
Genera Insurancepolicy Lifeinsurancepolicy

Indemnify insured personwith afinancia Assured payment on the happening of
risk protection anevent definedinthepolicy

Undertakentoreinstatetheinsuredtohis | Undertakento pay alump sumwhen
former position after an accident or loss the event takes place asaresult of the
investment
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Theinsured party agreesto pay apremium | Theinsured agreesto pay a
regularly inexchangefor adequateindemnity | premiumregularly inexchangefor
agreed inthe policy document benefit of lump sum of money paid
at thetime of aparticular event.

. INTEXT QUESTIONS 2.6

1.  Theprincipleof assuranceisbased upon
a Uncertanty
b) Ascertanty
c) Cetanty
d) Indemnity
2. Theprincipleof insuranceishbased upon
a Uncertanty
b) Ascertanty
c) Cetanty
d) Indemnity

©-| WHAT YOU HAVE LEARNT

Lifelnsuranceinitsmodern form cameto Indiafrom Englandintheyear 1818.Crienta
Lifelnsurance Company wasthefirgt lifeinsurance company on Indian Soil started by
Europeansin Calcutta.Bombay Mutual Life Assurance Society wasthefirst life
insurance company started by Indiansin India. LIC Act was passed in 1956.The
Indian MercantileInsuranceLtd. wasthefirst company totransact al classesof genera
insurancebusiness.

LossPrevention refersto the actionstaken to lower thelikelihood of anincident. Loss
reduction refersto the strategies used to | essen the severity of aloss. One of themost
common methods of risk transfer isinsurance, which enables certainty to replace
uncertainty through insurance indemnity. The primary burden of risk referstothe
damagesincurred by individualsand businessentitiesasaresult of purerisk events.
The costsand pressuresthat one must endure just becausethey are exposed to aloss
circumstance make up the secondary burden of risk. Risk financing, risk retention,
risk avoidance, and risk transfer arethefour methods of risk management. Insurance
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offersfinancid protection in caseunanticipated eventslikefire, theft, or flooding occur.
Assurance offersprotection against potentia occurrences.

ml!lll»

o)

=

TERMINAL QUESTIONS

Giveabrief overview of history of Lifelnsurancein India

2. Giveabrief overview of history of Generd (non-life) Insurancein India.

3. Explaintheconcept of insurance asatool for risk management in detail.

4.  Explainthetypesof risksburdenthat onecarries.
5

Discusshow insuranceworks.

6. Differentiate between Insurance and Assurance.

‘E‘I ANSWERS TO INTEXT QUESTIONS

21

2.2

2.3

24

1

2.

©
@
(b)
(©
(b)

@

(©

(b)

()

(©
()

1818

Oriental Lifelnsurance Company
Bombay Mutud LifeAssurance Society
1956

1870

Thelndian MercantileInsuranceLtd.

1972

4

All of theabove

Tertiary burden of risk
All of theabove
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2.5

2.6

1. (@ Sea
2. (b) 500
1. (¢ Cetanty
2. (d) Indemnity

@ LEARNING OUTCOMES

After studying thischapter, youareable:

To explainthoroughly theevol ution of insurance and origination of lifeand non-
lifeinsuranceandillustrate the process of working of insurance and concept of
risk management ininsurance.
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3.0 INTRODUCTION

Inthe previous chapter you have understood about evol ution of insurance, itsneed
and how doesit work. Thischapter aimsto explain the classification of insurancein
variouscategories. The chapter will aso discussabout the recent trendsininsurance
sector likeartificial intelligence, block chain, personalized insurance products, and
explainstheimportance of insuranceinthe current scenario. The chapter also discuss
inbrief theintermediariesinvolved ininsurancebusinesslikeagents, brokers, insurance
marketing firms, web aggregatorsetc.

3.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explantheclassficationof Insurance

®  Explaintherecent trendsin Insurance Sector

®  Explaintheconcept of Insurance Intermediaries
o

Appreciateimportance of Insurance Industry

3.2 CLASSIFICATION OF INSURANCE

Insurance isavast domain consisting of two broad categories- Life and General
Insurance. Under alifeinsurance contract financial compensationisofferedin case of
death or disahility. Thereare certainlifeinsurance plansthat offer financial compensation
even after retirement or acertain period of time. Thusopting for alifeinsurancepolicy
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will helpinsecuring your family’ sfinancia security eveninyour absence. Alump-sum
amount ispaid at thetime of purchasing lifeinsurance policy or paymentsare made
periodicaly totheinsurance company. These paymentsareknown as premiums. The
insurer guaranteesto pay thepolicyholder’sfamily or itsnomineeat thetimeof premium
payment inthe case of death, disability, or at aspecifictime.

Generd Insuranceisa so known asNon-life Insurance. It offersarange of insurance
coversagainst uncertainties such asillness, property damage, motor accidents, etc.
Assetshaveavalue of their own and are vulnerable to damages and compensation.
The specific general insurance cover can protect the economic value of the asset and
prevent hugefinancial loses. For example, amotor insurance policy can protect one's
vehicleand theva uablesinsdefrom calamitiesand theft.

Insurance

l

Life Generd
Insurance Insurance

Figure3.1: Typesof Insurance

Attheend of March 2022, thereweretotal 67 insurersinIndia. Therewere 24 life
insurance companies, out of which 1 waspublic sector insurer and remaining 23 were
from private sector. In general Insurance category, there were 26 companies, out of
which 6 were public sector and 20 werefrom private sector. Therewere 5 standalone
healthinsurance companies, al from private sector. In Re-insurance, 12 insurerswere
thereinwhich onewas public sector and remaining 7 were from private sector which
includesthe branchesof foreignreinsurers.
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REGISTERED INSURERSIN INDIA I ntroduction to
Insurance
Typeof Insurer Public Sector | PrivateSector | Total
Life 1 23 24
Generd 6 20 26 -
Notes
StandaloneHesdlth 0 5 5
Re-insurers(including Foreign 1 11 12
ReinsurersBranched Lloyd'sindia)
Total 8 59 67

Source: IRDAI Annua Report 2021-22
Table3.1: InsurersinIndia

Therearedifferent typesof Lifelnsurance Policiesasmentionedin Fig 3.2. These
plans can be opted by people as per their needs and requirements. For example-
Term Lifeand Endowment plans can be purchased for financia security of thefamily
of policyholder after his’her death. Also, Endowment, Unit Linked Insurance Plan can
be purchased for investment purpose and Pension Plans can be purchased for financia
security after retirement. Money Back and Children Policiescan bebought for specific
needs of the family whereas Annuity or Pension Plans are specifically meant for

retirement needs.
— Term Insurance

— WholeLifelnsurance

— Endowment Policy

Typesof Lifelnsurance

. —— Money Back Plansor Cash Back Plans
Policies

— Children Palicies

— Annuity (Pension) Plans

L Unit Linked Insurance Policy

Figure3.2: Typesof Lifelnsurance
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Genera Insurance classificationismore comprehensive ascompared tolifeinsurance,
Generd insurancea soknown asnon-lifeinsurance. Itisclassfiedinto variouscategories
likemotor insurance, fireinsurance, marineinsurance, health insurance, liability and
miscellaneiusinsuranceetc. You will study about more comprehensi ve classification of
genera insuranceinthe coming chapters.

M otor
Insurance
Miscellaneous Fire
Insurance Insurance
Types of
General
Liability Insurance Marine
Insurance Insurance
Persona Hedth
Accident Insurance
Insurance

Figure 3.3: Typesof General Insurance

Why you need: Lifeor General I nsurance?

Scenariol Scenario2 Scenario 3 Scenario4
Mr. Guptamet Samairaworks Shyamistravelling| Mr. X isdrivingto
withamagjor inaMNC. She to Portuga with work likeevery
car accident. catchessevere layover at Paris. other day. The
Mr. Guptadies coldbutis Hisfirgflightgets | road hasoil spill
inthat accident unabletovigt delayed dueto and another car
leaving behind doctor asher whichhemisses spinsout of
afamily work keeps her thesecondflight control and hits
indudingwife, very busy. Due and get stuck. Mr. X’scar. His
twoyoung toworsening of bumper and
childrenand cold, shecatches headlightsget
hismother. Pneumoniaandis damaged.

admittedinthe

ICU for fivedays.

Open Vocational Educational Programme



CLASS FICATION OF INSURANCE

Mr. Guptahad She spends It costsRs.57,000 | Thecar bumper

verylesssavings | Rs. 70000 0n toflytoLondon. | costsRs. 11,000

barely enoughto | hospitd Rs. 45,000 to torepair. The

cover eventwo expendituresfor returntoIndia. headlights

months her entirecourse Plus, thelossfrom | costsRs. 10,000

EXpenses. includingher stay. | hotel booking to get repaired.
cancellations.

If Mr. Guptahad | If Samaira, has Atravel insurance | Rs, 8,500 Motor

purchasedalife | purchasedahedth | WorthRs. 5000 | insurancepolicy if

insurancepolicy | insuranceplan could have purchased by

with Rs. 7,500 withRs4500as | helpedhimpaythe | Mr.Xcould have

premium, the premiumthe hotel bills. paid for the

insurer would insurance damages.

have ensured company would

that thefamily have ensured that

of Mr.Guptaget | sheneed not

asum assured payfrom her

of Rs.1Crore. pocket.

3.3 RECENT TRENDS IN INSURANCE SECTOR

Theinsuranceindustry standson thecliff of profound change. And thisdisruptionis
not just digita. Demanding customers, new competitorsand achanging set of challenges
are transforming the insurance industry. The customers these days prefers for
personalized productsrather than the standardized ones. Advanced technol ogieslike
Artificid Intelligenceand Automation isused inimproving theefficiencies. Insuretechs
apps, Drones, and Advanced analyticsare hel ping theinsurerstoimprovetheir customer
experiences. Insurersare ableto reducetheir operational costsbecause of the use of
Block chainsindifferent operations. Let usdiscussthesetrendswhichischanging the

insuranceindustry at afast rate.
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New Modéls,
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/ Products \
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Automationfor [
Faster Claims
Insur Tech Maingreaming
Partnerships Blockchain
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Figure 3.4: Recent trendsininsurance sector
New M odels, Per sonalized Products

The current era of digital economy will focus upon customized and
comprehengve-al inoneinsurance productsthat aremorerel evant inthe current
scenario instead of individual coversfor all risk types. Customers prefer
personalized insurance coversinstead of astandard one-size-fits-all kind of
productsthat are currently available.

Flexible coverage options, micro insurance and peer-to-peer insurance (arisk
sharing network among individua sthat will pool their premiumstogether to get
insured against aparticular risk referred to as social insurance)will become
feasbleoptionsin thelong run. Deeper understanding of behaviorsof customers
will lead to better risk assessments, persondized premiumsand sustainablevaue
for better customer experience and brand loyalty, plusreduced falseclaims.

Artificial Intelligence& Automation for Faster Claims

The concept of Artificia Intelligence (Al) hasrecently grabbed the spotlightin
theinsuranceindustry. It isdriven by new channel of datacommunication, better
dataprocessing capabilities. Artificial Intelligence eliminatesthe distribution
channelslike agents, brokers along with reduction in paper work, time and
efforts.
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The capabilities of Al to analyse the behavior of the customerswill lead to
reduction in moral hazards and fraud also. The newly introduced claims
processing systemwith the help of Al inunderwritingwill helpin accurately
determining and analyzing therisk leading to higher profitability. Thetrend of
Artificia Intelligence hasbought the robotsin the mainstream for both front and
back officefor automation of policy servicing and claimsmanagement facilitating
faster and personalized customer service. For example, IFFCO Tokio Genera
Insurancealeading insurer in Indiafrom past 19 yearshas adopted Artificial
Intelligenceto reach different customer segmentsasper their convenience. The
company useAl for image processing to analyse the extent of the damaged
vehicle(persond cars), which helpsto generatealist of repairableand replacegble
partsthat were damaged in the accident. Within afew minutes, the assessment
and the cost are given to the customer, which they can either accept or rgject. If
the assessment getsaccepted, the payment ismadewithin fifteen minutesdirectly
to the customer’sbank account.

Intheabsenceof Al, these photographswere assessed by claim officers, and it
wastedious and manual jobs, asthey took afew hoursto assessthe damage.
With theAl-based app, thelist of damaged partsisgenerated within minutes
aongwithacog. Itisnow much more convenient for claim officers, asthey are
now in abetter position to justify the assessment to the claimant.

Takeanother exampleof Kotak Lifelnsurancethat usesAl to determinewhether
the personisaliveor not. Earlier to submit the certificate of existence, auser
had tovigt thebranch. It wasatime consuming processfor both customersand
thecompany. Withthehelp of Artificid Intelligence, theuser can smply submit
aphotograph through application and theintelligent algorithmsverify whether
thepersonisaliveor not.”

Advanced Analytics& Pro-activeness

Withthe help of technology enabledevicessuch asinternet of Things, InsurTech
appsand wearables, market isestimated to grow at ahigh ratein the coming
years. Insurersdealing into Property and Casudty (P& C) will beableto extract
real-timeand accurate dataon thelossexposure of individual consumers. Let’'s
take an example of a Europe-based insurance company’s partnership with
Panasonic. Panasonic’s sensors provide mobiledertsto both theinsurer andits
customersfor quick and informed mitigation of lossexposures.

Also, Droneand imaging technol ogy will endbleinsurersto obtain high-definition
imagesfor remoteareasand analyseaccurate property estimations. Afew leading
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U.S. autoinsurersdeployed dronesto assess Hurricane Harvey’ sdamages. An
Ausdtralian insurance company was ableto settle 90 percent of biglossclaims
within 90 daysby deploying drones.

Advanced analyticswill be deployed to dynamically user sesgmentsusersand
their needs, adjust policy prices, optimization of businessstrategies, and identify
new growth opportunities. Artificial Intelligenceand machinelearningwill help
intransformation of insurersinto activerisk managers.

I nsur Tech Partner ships

InsurTech refersto the use of technol ogy innovations designed to squeeze out
savingsand efficiency fromthe current insuranceindustry modd. InsurTechisa
combination of thewords*insurance’ and “technology,” inspired by theterm
Fintech.The concept of InsurTech has shown significant growth inthe areas of
home ownership, automobile and cyber insurance. Thistremendous growth of
InsurTech has put apressureon thetraditiona insurersto either become equipped
with new technol ogies or do collaboration with InsurTech firms. The demand
for innovative productsand servicesfrom millennialshasled to collaboration
with InsurTech firms. With this collaboration thetraditional insurerswill be
benefiting from speedy resultsby establishing atech cultureand InsurTech firms
will get accesstolarger customer base, funding and domain expertise. Thiswill
giveriseto newer model sleading to higher profitability and reduced operationa
cogts. Customer experienceswill beenhanced with val ue-added offerings. Some
of the InsurTech firmsoperating in IndiaareAcko, Artivatic, Mantra L abs,
Pentation Analytics, PolicyBazaar, ToffeeInsurance, etc.

Mainstreaming Block chain

The need for huge volumes of customer datato be processedinreal time by
different insurancefunctionscallsfor easy and securetransfer of dataacross
organi zations. Blockchain technology providesthe advantage of secure data
management acrossmultipleinterfacesand stakehol derswithout lossof integrity.
From identity management and underwriting to claims processing, fraud
management and reliable data availability, the technology offers reduced
operational costs.

Theabovetrendsindicatethat new valueworth billionsof dollarscan be created
for theinsuranceindustry. Thekey isto understand how and whentotapinto
thispotentia leveraging existing and new technologies.
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. INTEXT QUESTIONS 3.1

1

Which of thefollowing insurance will be required to cover hospitalisation
expenses?

a) Lifelnsurance

b) HedthInsurance

€) Motor Insurance

d) Noneof theabove

Which of thefollowingisnot aclassification of Lifeinsurance?
a Termlnsurance

b) PensonPlans

c) Firelnsurance

d) EndowmentPlans

Which of thefollowing firm make use of technol ogy to innovate designsto
sueeze out savingsand efficiency from the current insuranceindustry model ?

a Fintech

b) Insurtech

c) Artificd Intelligence
d) Noneof theabove

Which technology providesthe advantage of secure datamanagement across
multipleinterfacesand stakehol derswithout loss of integrity?

a) Blockchan

b) Insurtech

c) Fintech

d) Noneof theabove

eliminates brokers and paperwork, itsbehavioural economics

capabilitiesminimizefraud - leading to reduced time, effort and codts.

a) Blockchan
b) Arfidd Intdligence
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C) Insurtech
d) Fintech

3.4 INTERMEDIARIES

Thereare many organisationswhich areworking aong the Insurance Companiesin
providing insurance products and services. For example, there are Third Party
Adminigtrators(TPA) inthegenera insurance sector which provide bulk of thehedth
insuranceservices. Theseareknown as' Intermediaries . All such intermediariesare
governed by I nsurance Regulatory and Devel opment Authority of India(IRDAI). These
indude:

1

InsuranceBrokers. areindividualsor corporateswho work independently of
insurance companies. They represent those who want to get insurance and
connect themwithinsurersso they can get thefinest insurance coverage at the
lowest premium cogts. They dsohdpther dientsfileinsuranceclamsand during
times of loss.Any insurance company handling such business may accept
insurancebus nessfrom brokers. Insurance commissionsarethemeansthrough
whichinsurancefirmspay them.

/ Brokers \
S

PO Agents
/ \
Insurance Self- Third Party
Network platform Adminigtrators
(ISNP) (TPA)
Insurance I{An?&g:ﬁz
Repositori
epogitories Fms
N\ /
Web
Sl ___Aggregators

Figure3.5: InsuranceIntermediaries

I nsuranceAgents. areusually individual s but some can be corporate agents
too. Agents, asopposed to brokers, are only permitted to placeinsurance with
insurance companiesfor which they have been granted an agency licence.
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According to current laws, an agent isonly permitted to represent amaximum Skill Indiaand BFSI
of one general insurance company, onelifeinsurance company, one health ! nﬁrr?;lgg;to
insurance company, and onemono lineinsurer. Monolineinsurersareinsurance

companiesthat only conduct one specific, specialised lineof business, such as

export credit guarantee or cropinsurance. Insurance commissionsarethemeans

by which insurance companiespay their agents.

3. Third Party Administrators(TPA) : areanew type of serviceproviderswho Notes
cameinto businessin 2001. They offer administrative support to insurance
companiesbut arenot permitted to sell insurance. A designated TPA isgiventhe
insured’ sinformation after the sdle of ahedthinsurance policy, andthey useitto
build adatabase and ddliver theinsured hedlth cards. Thesehealth cards provide
theinsured person accessto carethat does not need upfront payment or cashless
medical services. Theinsured individual can still pay hisbillsand request
reimbursement from the designated TPA even if he does not use a cashless
facility. TRPAsreceivefunding from theinsurance companiesfor their specific
claims, and they arepaid by themintheform of feesthat represent aportion of
thepremium.

4.  InsuranceWeb Aggregator sarethe service providersgoverned by IRDAI
regulations. Through their website and/or telemarketing, they can produceleads
of interested progpectsto insurerswithwhom they have an agreement and solicit
insurance busi nessthrough distance marketing without meeting the prospect in
person. Additionally, they showcase these insurance firms' offerings for
comparison. Additionally, they may apply for IRDAI approval to carry out
telemarketing and outsourcing tasksfor theinsurance companies, such assending
premium remindersand collecting premiumsviaan internet portal . Insurance
firmspay them depending ontheleadsthey turninto sales, thedisplay of insurance
products, and the outsourcing servicesthey provide.

5. InsuranceMarketing Firms. arethemost recent categoriesof intermediaries
subject to IRDAI regulation. By using peoplewho havethe necessary licences
tosdl, distribute, and support such products, they can carry out thefollowing
tasks:

a) InsuranceSelingActivities: Sellinginsurance productsfromtwollife
insurance companies, two general insurance companies, and two health
insurance companiesthrough the use of Insurance Sales Persons (1SP) at
any timedfter notifyingthel RDAL. Regarding generd insurance, thelnsurance
Marketing Firm (IMF) isonly permitted to solicit or obtaintheretail insurance
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b)

lineslisted inthefile & use guidelines, namely motor, health, personal
accident, householders, shopkeepers, and other insurance productsasmay
be occasionally approved by theIRDALI. Only withthe IRDAI’s previous
approva and withtheappropriate provisionsfor providing serviceto current
policyholdersmay any changein the engagement with theinsurancefirms
be made.

Insurance ServicingActivities: Only theinsurancefirmswithwhichthey
haveacontract for soliciting or purchasinginsurance productsand activities,
aslisted below, aredigiblefor these service operations:

a engaginginback-officeactivitiesof insurersaspermittedinthelRDAI’'s
Guiddineson OutsourcingActivitiesby Insurance Companies.

b) obtainingapprova frominsurancerepostories.

C) carryingout survey and loss assessment work by putting licenced
surveyorsand loss assessorson their payroll.

d) engaginginany other insurance-rel ated activity that theAuthority may
fromtime-to-timepermit.

Financial ProductsDigribution: Financia Service Executives(FSE) who
arelicenced to market, distribute, and service such other financial products
&

a  mutud fundsof mutua fund companiesregulated by SEBI.
b) pension productsregulated by PFRDA.

c) otherfinancia productsdistributed by SEBI licensed Investment Ad-
Visors.

d) banking/financid productsof banks/ NBFC regulated by RBI.

€) non-insurance products offered by Department of Posts, Govern-
ment of India.

f)  any other financial product or activity permitted by the IRDAI from
timetotime.

6.  Surveyors are the Independent qualified professionals from the field of
engineering, medicineand financewho provideva uableserviceto thelnsurance
companieswho do not wish to employ surveyors/ |oss assessorsdirectly and
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prefer to have independent people who will work for them on caseto case Skil” l“;ila gﬁd ?FS'
basisfor apercentage of the claim amount. INnAmerica, they arecalled Claim ! |rnsulﬂ ar'g; °
Adjustersand often they areauthorized by the companiesto settlethe clamsup

to acertain amount and even make the payment to theinsured, so that small

clamsare settled early and theinsured' s satisfaction level iskept high.

7. InsuranceRepostoriesareintermediarieswhich hasbeen granted acertificate
of registration by IRDAI for maintaining dataof insurancepoliciesindectronic § Notes
formon behalf of Insurers. “ A policy holder can buy and keep all the policies
under an Electronic Insurance Account (EIA) with any one of the Insurance
Repository of hig/ her choice. Theexisting policiesin physical modetoo can be
demateridized and heldintheel A. Thelnsurance Repository System not only
givespolicyholdersthe option of storinginsurancepolicieselectronicaly, but it
aso givesthemtheability to quickly and accurately make updates, aterations,
and revisionsto their insurance policies. In addition, the Repository actsasa
‘singlestop shop’ for policy servicing.”

ThelRDAI hasalowedfivedifferent entitiesto act asInsurancelntermediaries
whichareNSDL Database Management Limited, Centra Insurance Repository
Limited, SHCIL ProjectsLimited, Karvy Insurance Repository Limited, and
CAMSRepository ServicesLimited.

8.  Insurance Sdf-Network Platform (I SNP) meansan e ectronic platform set-
up by aninsurer or aninsurance intermediary for undertaking insurance e-
commerceactivitiesin India. Permission of IRDAI isrequiresfor settingup an
Insurance Self-Network Platform. Asper theregulationsof IRDAI, aninsurance
agent isnot permitted to set up aseparate insurance self-network platformand
ingtead can userespectiveinsurer’ ssaf-network platform. The purposeof setting
up anSPN isto promote e-commercein insurance space whichisexpected to
lower the cost of transacting insurance businessand bring higher efficiencies
and greater reach. E-commerceininsurance could become an effectivemedium
toincreaseinsurance penetration and enhancefinancid inclusoninacog efficient
manner.

9. POS: Aninsurancecompany or aninsuranceintermediary canengagea“Point
of Sales Person” who can solicit and market only certain pre-underwritten
products approved by the IRDAI, apart from the insurance agent or specified
personsof corporate agent or broker. These POSareidentified by their Aadhaar
Card Number or PAN Card. They should be atleastof 18 years of age with
atleast10th passaseducationa qudification. These POSaregppointedin generd
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insurancefor soliciting and marketing largely pre-underwritten productswherein
based on the information provided by the prospect, theinsurance policy is
automatically generated by the system. In case of lifeinsurance aso, POSare
engaged for smpleplain vanillatypeof productsif each and every benefit of
such product arefixed or predefined and are simpleto understand.

3.5 IMPORTANCE OF INSURANCE INDUSTRY

Insurance contributesalot to the general economic growth of the society by provides
stability to the functioning of process. Theinsuranceindustries develop financial
ingtitutionsand reduce uncertainties by improving financial resources.

Provide
Safety &
/ Searity \
Source of Generates
Collecting Fnancid
Funds Resources
Sprecing e
of Risks S
INgs
. Promotes
Medica E o
Support Growth
v

Fig 3.6: Importance of Insurance Industry
1.  ProvideSafety and Security:

Insurance provides protection againgt any particular event and sudden | oss. For
example, alifeinsurance plan providesfinancia ass stancetothefamily of insured
inevent of death.

2. GeneratesFinancial Resour ces:

Premium collection facilitatesgeneration of fundswhicharefurther investedin
stock and securitiesfor industrial and economic devel opment of the country.
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3.

Lifelnsurance Encour ages Savings:

Lifeinsurancefacilitates savings by paying regular premium. It asoreturnsa
[umpsum amount after maturity of contract and helpsintax savings.

PromotesEconomic Growth:

Insurancefacilitatesinvestments, savingsand financia stability whichinturn
promotestrade and commerce activities|eading to economic devel opment of
thecountry.

M edical Support:

Any individua cansuffer through criticd illnessunexpectedly. Medidaminsurance
hel pstheinsured mitigate hospital expensesand other health rel ated expenses.

Spreading of Risk:

Insurancefacilitates spreading of risk fromtheinsured totheinsurer. Thebasic
principleof insuranceisto spread risk among alarge number of people. A large
number of persons get insurance policies and pay premium to the insurer.
Whenever alossoccurs, it iscompensated out of funds of theinsurer.

Sour ce of Collecting Funds:

Largefundsarecollected by theway of premium. Thesefundsareutilisedinthe
industrial development of acountry, which accel eratesthe economic growth.
Employment opportunitiesareincreased by such biginvestments. Thus, insurance
has become animportant source of capital formation.

. INTEXT QUESTIONS 3.2

1

Whichamongthefollowingisnot aninsuranceintermediary?
8 Agent
b) Broker
¢ TPA

d) IRDAI Secretary
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6-

Which of thefollowing cannot carry businessfor more than oneinsurance
company?

a) Broker

b) TPA

c) Aget

d) All of theabove

Whichamongthefollowingisthelatest typeof intermediariesininsurance sector?
a Agents& Brokers

b) InsuranceWebAggregators& Insurance Marketing Firms

c) Agents& Insurance Marketing Firms

d) Brokers& InsuranceWebAggregators

Which of thefollowing will be considered asan important factor for insurance
industry?

a) Generatesfinancid resources
b) Lifeinsuranceencouragessavings
c) Promoteseconomicgrowth

d) Noneof theabove

WHAT YOU HAVE LEARNT

When acquiring alifeinsurance policy, you can chooseto pay theinsurer inonesingle
sumor over time. They arereferred to aspremiums. Genera insurance, also referred
toasnon-lifeinsurance, providesavariety of insurance protectionsagainst unforeseen
eventsincluding illness, property damage, motor vehicle accidents, etc. New models
and personalised products, automation and artificial intelligencefor faster claims
processing, advanced analytics and proactiveness, insurtech partnerships, and
mainstreaming of blockchainare somerecent trendsin theinsuranceindustry. Insurance
brokerswho operate independently of insurance firmsand can be either people or
corporations. They speak on behalf of thoselooking for insurance and connect them
withinsurersto get thefinest insurance coverage at thelowest premium costs. There
aretwo mgor formsof insurance: lifeinsurance and genera insurance. Although most
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agentsare people, some might al so be business agents. Agents, unlike brokers, are
only permitted to place insurance with theinsurance companiesfor which they have
been granted an agency. Third Party Administrators offer administrative servicesto
insurance companiesbut arenot permitted to sall insurance. Insurance WebA ggregators
can generate leads of interested prospects to insurers with whom they have an
agreement by using their web site and/or telemarketing to seek insurance business
without having to meet the prospect in person. Additionally, they showcase these
insurancefirms' offeringsfor comparison. The Insurance companiesliketo have
independent specialistswho would work for them on acase-by-casebasisand for a
percentage of theclaim amount. Surveyorsarethe qualified independent professionas
who offer thisva uable service. Intermediariesknown as*insurancerepositories’ have
been given acertificate of registration by the IRDAI to storeinsurance policy datain
electronic form on behalf of insurers. An electronic platform created by an insurer or
aninsuranceintermediary for the purposeof conducting insurancee-commerceactivities
inIndiaisknown asan Insurance Self-Network Platform (ISNP). In additionto the
insurance agent or other designated individual s of the corporate agent, aninsurance
company or aninsuranceintermediary may employ a“ Point of SalesPerson” who
maly only solicit and promote specific pre-underwritten products recognised by the
IRDALI. Theinsurance sector iscrucia becauseit offerssafety and security, encourages
saving, offersmedical assistance, servesasasource of funding, assstsin distributing
risk, fosterseconomic progress, and createsfinancial resources.

';_gl_“——i TERMINAL QUESTIONS
1.  Explaintheclassficationof Insuranceindetail.

2. What arethe recent trendsin insurance sector?
3. Describetheinsuranceintermediariesin detall.

4.  Explanwiththehelp of anexampletheimportanceof artificid intelligenceand
how it has helped in the growth of theinsurance sector.

‘E‘I ANSWERS TO INTEXT QUESTIONS

3.1
1. (b) Hedthlnsurance

2. (¢) Frelnsurance
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3.

4.

5.

32

2.

3.

4.

(b)
@
(b)

©
(©
©)
()

Insurtech
Blockchain

Artificid Inteligence

IRDAI Secretary
Agent
Brokers& Insurance Web Aggregators

Lifeinsurance encourages savings

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplainthecategoriesand recent trendsof insurance sector and therole of
intermedi ariesin insurance sector.
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4.0 INTRODUCTION

Whilebuyinginsurance, aclient generaly interactswith the agent or isaware about the
insurance company from which he/sheisbuying aninsurancepolicy. Butinredlity,
therearemany intermediariesinvolved in theinsurance sector likeinsurance brokers,
Third Party Administrators (TPAS), web aggregators, insurance marketing firms,
surveyors, investigators, etc. Thereisalot of scopefor businessintheform of these
intermediaries.Youwill study about theseintermediariesand how insurance sector is
contributing to the economic devel opment of the country. You will solearn about the
socid security schemesimplemented by government of India. A brief overview about
thefunctionsof theregulatory body of insurancei.e. IRDAI isasogiveninthischapter.

4.1 OBJECTIVES

After reading thislesson, youwill beableto:

®  Appreciatevariousbus nessopportunitiesininsurance sector

® Explaintheroleof insurancein economic devel opment

® Explanthesocia security schemesimplemented by government of India
o

Explaintheroleand functionsof Thelnsurance Regulatory and Development
Authority of India(IRDAI)

42 BUSINESSOPPORTUNITIESININSURANCE SECTOR

Sdlling of Insuranceisgenerally done by the branch offices of the companiesor the
Agentswho are paid ahealthy commission asapercentage of the businessthey bring
to the company. But, today variousdistribution channel sare avail ablefromwhich you
can buy aninsurance policy or which helpsyouin buying aninsurancepolicy. Large
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amount of businessand job opportunitiesare availablein these channelswhere an
individual can start hisher career in Insurance sector. Someof theseintermediariesor
distribution channel sarediscussed below:

InsuranceBrokers

Insurance Agents

CorporateAgent

Third Party Administrators

Insurance Web Aggregators

InsuranceMarketing Firms

Risk Managers

L egal Consultants

Investigators

Recovery Agents

(N D N N N N N N N D S

Figure4.1: Businessopportunitiesin Insurance Sector

InsuranceBrokers Individuadsor bus nessesthat actindependently of insurance
firmsareknown asinsurance brokers. They speak for those who want to get
insurance and connect them with insurers so they can get thefinest insurance
coverageat thelowest premium cogts. They dso help their clientsfileinsurance
claimsand during timesof loss. Any insurance company handling such business
maly accept insurance businessfrom brokers. Insurance commissionsarethe
meansthrough whichinsurancefirmspay them.

InsuranceAgents: Although most agents are people, some might also be
business agents. Agents, as opposed to brokers, are only permitted to place
insurance withinsurance companiesfor which they have been granted an agency
licence. According to current laws, an agent isonly permitted to represent a
maximum of onegenera insurance company, onelifeinsurance company, one
health insurance company, and one mono lineinsurer. Mono lineinsurersare
insurance companiesthat only conduct one specific, speciadised lineof business,
such asexport credit guarantee or crop insurance. |nsurance commissionsare
the means by which insurance companiespay their agents.
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3.

TheCorporateAgent: isacorporate entity wherein two or moreAgentsjoin
hands and form legal entity wherein minimum two directors/ partners of a
Corporate Agents or the firm should have the qualifications required of an
Individual Agent. Theminimum equity share capital requirementisRs50lakhs
for acorporate agent. With this concept many bankers have become Corporate
Agents.

Third Party Administrators. A new classof service providerscalled third
party administratorsstarted operating in 2001. They offer administrative support
toinsurance companiesbut are not permitted to sell insurance. Following the
sdeof ahedthinsurancepalicy, theinformation regarding theinsuredisgivento
adesignated TPA, who createsthe database and provides health cardsto the
insured. These hedlth cards givetheinsured person accessto cashlessmedical
services, or carewhen payment isnot required up front. Theinsured individual
cantill pay hishillsand request reimbursement from the designated TPA even
if hedoesnot useacashlessfacility.

InsuranceWeb Aggregator s. IRDAI lavsapply to service providersknown
asinsuranceweb aggregators. Through their website and/or telemarketing, they
can produceleads of interested prospectsto insurerswith whomthey havean
agreement and solicit insurance businessthrough distance marketing without
meeting the prospect in person. Additionally, they showcasetheseinsurance
firms offeringsfor comparison. Additionaly, they may gpply for IRDAI gpprova
to carry out telemarketing and outsourcing tasksfor theinsurance companies,
such as sending premium remindersand collecting premiumsviaan internet
portal. Insurancefirmspay them depending ontheleadsthey turninto sales, the
display of insurance products, and the outsourcing servicesthey provide.

InsuranceM ar keting Firms. Themost recent intermediary kindsto be subject
toIRDAI regulation areinsurance marketing firms. By using peoplewho have
the necessary licencesto sdll, distribute, and support such products, they can
carry out thefollowing tasks:

[InsuranceSeIIing]

Activities

IMF
activities

Financial Products
Didribution

Insurance Servicing
Activities

Figure4.2: Activities performed by Insurance Marketing firms
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a)

b)

Insurance SellingActivities

Sdlinginsurance productsfromtwo lifeinsurance companies, two genera
insurance companies, and two health insurance companiesthrough theuse
of Insurance Sales Persons (1SP) at any time after notifying the IRDAL.
Regarding genera insurance, the Insurance Marketing Firm (IMF) isonly
permitted to solicit or obtaintheretail insurancelineslistedinthefile& use
guidelines, namely motor, health, personal accident, householders,
shopkeepers, and other insurance products as may be occasionally
approved by the IRDAI. Any modification to theinsurance companies
engagement can only be made with the IRDAI’s prior approval and
appropriate plansfor taking care of current policyholders.

Insurance ServicingActivities

Only theinsurancefirmswith which they haveacontract for soliciting or
purchasing insurance productsand activities, aslisted below, areeligible
for these service operations:

a engaginginback-officeactivitiesof insurersaspermittedinthelRDAI’'s
Guiddineson OutsourcingActivitiesby Insurance Companies.

b) obtainingapprova frominsurancerepostories.

C) carryingout survey and loss assessment work by putting licenced
surveyorsand loss assessorson their payroll.

d) engaginginany other insurance-rel ated activity that theAuthority may
fromtimetotimepermit.

Financial ProductsDistribution

Financid Service Executives (FSE) who arelicenced to market, distribute,
and service such other financia productsas:.

a  mutud fundsof mutua fund companiesregulated by SEBI.
b) pension productsregulated by PFRDA.

c) otherfinancial productsdistributed by SEBI licenced Investment Ad-
Visors.

d) banking/financial productsof banks/NBFC regulated by RBI.

€) non-insurance productsoffered by Department of Posts, are engaged
inthedigtribution of financid products.
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7.

10.

12.

Surveyors are the Independent qualified professionals from the field of
Engineering, medicineand financewho provideva uableserviceto thelnsurance
companieswho do not wish to employ surveyors/ |oss assessorsdirectly and
prefer to have independent people who will work for them on case to case
basisfor apercentage of the claim amount. InAmerica, they arecalled Claim
Adjustersand often they are authorized by the companiesto settlethe claims
upto acertain amount and even makethe payment to theinsured, so that small
clamsare settled early and theinsured' s satisfaction level iskept high.

Risk Manager sisahighly specidized field. While somebig Industrial houses
aredirectly appointing Risk Managerson their pay rolls, othersare seeking the
servicesof independent specidist firmg individual sto advisetheminthisvery
important aspect. Risk Managers are mainly engineers, who have in-depth
knowledge of safety, hazards, claim minimization and perception of magnitude
of risk, which can possibly arise. Technocrats with experience have great
opportunitiesinthisspecidizedfield.

L egal Consultants: Theservicesof legal consultantsare availed by both the
Insurer and the Insured. Their servicesaremostly required at thetimeof claim
disputes, during arbitration, Third party claims, Liability damsor whenthesubject
meatter hasbeen referred to the courts. Itispredicted that growth of legd disputes
out of insurance related mattersisgoing to increase exponentialy with over 20
new playersentering thefray.

I nvestigator saretheindependent individual sor afirmwhose servicesare
used on case-to-case basis by the Insurance companies to investigate the
genuineness/quantum of claimsespecialy early clamsand theft claims. They
are speciaised peopleand need to beexpertsintheir field aswell asin Insurance.
I nsurance claim detection agencies, fraud control organisations, and statistical/
grading agenciesrun by entrepreneurswill takeastart in coming times.

Recovery Agents services are used by the Insurance Companies to settle
third party claims. Wherein thereisachance of recovery fromthethird party,
theinsurers send therecovery agentsto talk to thethird party and arrive at a
justified settlement thus savingson legal costs, which otherwisewould have
beenincurred if thematter had goneto court. At times, the settlements made by
therecovery agentsare quitefavourable.

Actuary isthemost remunerativeprofessoninInsurance sector. Inlifeinsurance
companies, the appointment of Actuary isastatutory requirement. Basically he
isaProduction Manager of aninsurance company especially of aLifeinsurer
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because hedesignsthe product and its price so that the product iseasily sdlegble
inthemarket. To becomeanActuary one hasto becomeamember of Actuaria
Society of Indiawho has prescribed the qualification and examination to be
passed by anindividual. Theminimum qudificationis1st classgraduation and
who studied M athematics and Statistics at graduation level. It generally takes
minimum 5-6 yearsto compl etethe course.

. INTEXT QUESTIONS 4.1

1. Whichof thefollowing can procurebusinessfor only oneinsurance company?
a) Broker
b) Agent
¢ TPA
d) Surveyor
2. Whichisthemost remunerative professionintheinsurance sector?
a Actuay
b) Surveyor
c) Aget
d TPA
3. Whichof thefollowing activities are performed by the Insurance Marketing
fims
a InsuranceSdlingActivities
b) InsuranceServicingActivities
¢) Financid ProductsDidtribution
d) All of theabove

4.  Which of thefollowingisnot anindependent qualified professional for any

insurance company?
a Surveyors

b) Legd consultants
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c) Agents

d) Invedigators

What isthe minimum capital required for becoming acorporate agent?
a 10lakhs

b) 20lakhs

c) 40lakhs

d) 50lakhs

Which of thefollowing provideinsurance servicesthrough their web siteand/or
telemarketing and can solicit insurance businessthrough distance marketing
without coming faceto facewith the prospect?

a WebAggregators
b) IMF
C) Agent
d) Noneof theabove

4.3

ROLE OF INSURANCE IN ECONOMIC
DEVELOPMENT AND SOCIAL SECURITY

Thesocid and economic devel opment of acountry issignificantly influenced by insurance
businesses. They aremaking avital contribution to preserving and safeguarding the
nation’swedlth. Below are someof their contributions:

4.3.1 Role of Insurance in Economic Development

a)

b)

Insurance companies’ investmentsbenefit society asawhole. Thestrength of an
insurancefirm comesfromthemassive sumsthat are gathered and accumul ated
intheform of premiums. Thefundsobtained from theinsured are subsequently
invested inavariety of strategiesto maximisereturns.

Thepolicyholders' interestsare served by the collection and preservation of
thesemoney. Insurance providersmust consider thisfactor when handling these
monies, and must aways choose optionsthat will benefit the community.

Insurance providesvariousadvantagestoindividual, families, businessfirms
and country aswhole. Asaresult of being shielded from the effects of any
lossesthat may result froman accident or unlucky event, theinsured-individuals
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d)

h)

and businesses-directly gain. Asaresult, insurance servesto protect industry
capital whilefreeing it up for futurecommercial andindustria growth.

Insurance eliminates one’sfuture-related dread, worry, and anxiety, which
supportsfreecapita investment incommerciad venturesand encourageseffective
useof availableresources. Thusinsurancefacilitatesempl oyment opportunities,
industria development leading toincreasein nationa productivity.

Unlesstheproperty iscovered by insuranceagaingt lossor damagefrominsurable
dangers, no bank or financial institution may advanceloans secured by real
estate. The mgority of them are adamant about using the policy ascollateral
security. You may useyour lifeinsurance policy assecurity for aloanfroma
financid indtitution.

Before accepting arisk, insurers arrange for certified engineers and other
professional sto examine and assessthe property to beinsured. They evaluate
therisk for rating purposes, but they also offer and advisetheinsured to make
changesto therisk that will resultinlower premiumrates.

Intermsof contributing to the country’ sforeign exchange earnings, insurance
rankswith export commerce, shipping, and banking services. Over 30 different
countriesare served by Indianinsurers. Theseactivitiesproviderevenueinthe
formof invisbleexports.

Insurershavetight tiesto anumber of ingtitutionsand agenciesinvolvedinroad,
cargo, andindustrial safety aswell asfirelossprevention.

4.3.2 Insurance and Social Security

a)

b)

It isnow acknowledged that the Stateisrequired to provide social security.
Numerousl|egidation adopted by the Statefor thisaim useinsuranceasasocia
security measure, either mandatory or optional. Under some social security
programmes, thefederal and state governmentspay premiums, fulfilling their
socia obligations. Employees State | nsurance Corporation isauthorised by the
Employees State InsuranceAct of 1948 to cover the costs of sickness, disability,
maternity, and death for the benefit of industrial employeesand their covered
families. The government has designated specificindustrial locationswherethe
schemeisinoperation.

Insurersplay animportant rolein social security schemes sponsored by the
Government suchas.

1. RKBY - RashtriyaKrishi BimaYojana
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d)

2. RSBY - RashtriyaSwasthyaBimaYojana

3. PMJBY - Pradhan Mantri Jeevan Jyoti BimaYojana
4. PMSBY - Pradhan Mantri SurakshaBimaYojana

5. APY -Atd PensonYojana

All commercidly runrura insurance programmesare created with the ultimate
godl of givingrural familiessocia security.

Inadditionto providing ass tancefor government initiatives, theinsurance sector
itself providescommercia insurance coverage with the ultimategoal of socia
security. Janata Personal Accident, JanArogya, etc. areafew examples.

44

ROLEAND FUNCTIONSOF THE INSURANCE REGULATORY
AND DEVELOPMENTAUTHORITY OF INDIA (IRDALI)

TheinsurancebusinessisdeeprootedinIndia. It wasstarted in 1818 with establishment
of Oriental Insurance Company in Calcutta. To promotetransparency, regulation and
orderly conduct of insurance businessin the country, the Insurance Regulatory and
Development Authority of India(IRDAI) was established as statutory body inyear
2000 under theIRDAACt’ 1999. It cameinto existence after the recommendation of
Ma hotraCommitteereport. Thefunctionsof IRDAI includeregulation, devel opment
and researchrelated toinsuranceindustry.

Thefunctionsof IRDAI includes:

To set, promote, monitor, and enforce high standards of integrity, financial
soundness, fair dealing, and competence of thoseit regul ates,

To protect theinterests of and ensurefair treatment to policyholders; To promote
speedy and orderly growth of theinsuranceindustry (including annuity and
superannuation payments), for the benefit of thegenera public, andto provide
long-term fundsfor accel erating growth of the economy;

To set, promote, monitor, and enforce high standards of compliance with
applicablelaws,

To promotefairness, transparency, and orderly conduct in financial markets
dedingwithinsurance and construct areliable management information system
to enforce high standards of financial soundnessamong market players,

To ensure prompt settlement of genuine claims, prevent insurancefraudsand
other malpractices, and put in place effective grievanceredressal mechanisms,
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toact if such standardsare not sufficient or are not properly enforced;

® Toensurethat theindustry operateswiththeappropriatelevel of self-regulation
inaccordancewith prudential regulation standards.

®  Toregister businessesthat operateinsurance businesses.

©-| WHAT YOU HAVE LEARNT

Therearemany business opportunitiesintheinsurance sector whichincludesagents,
brokers, TPA's, insurancemarketing firms, surveyors, etc. Therearemany intermediaries
involved ininsuranceindustry like Insurance Brokers, Insurance Agents, Corporate
Agent, Third Party Administrators, Insurance Web Aggregators, Insurance Marketing
Firms, Surveyorsand LossAssessors, Risk Managers, Lega Consultants, Investigetors,
Recovery Agents, and an Actuary. Insurance companies play animportant roleina
country’ssocia and economic development. They are contributing inasignificant
senseto ensuring that thewedl th of the country isprotected and preserved. To promote
trangparency, regul ation and orderly conduct of insurance businessinthe country, the
Insurance Regulatory and Devel opment Authority of India(IRDAI) wasestablished
asstatutory body inyear 2000 under theIRDAAct’ 1999.Insurance Regulatory and
Development Authority of Indiacameinto existence after the recommendation of
MalhotraCommitteereport.

. INTEXT QUESTIONS 4.2

1.  How hasinsurance contributed in the economic devel opment of the country?
a) Exporttrade
b) Investment of premiums
c) Freeinvestment of capital inbusinessenterprises
d) All of theabove

2. Which of the following is a socia security schemes sponsored by the
Government?

ad RKBY —RashtriyaKrishi BimaYojana
b) RSBY —RashtriyaSwasthyaBimaYojana

c) PMJBY —Pradhan Mantri Jeevan Jyoti BimaYojana
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3. Whenwas|RDAI established? Insurance

a 1998

b) 2000

c) 2001 -

Notes
d) 1990

4.  Whichof thefollowing isnot thefunction of IRDAI?
a) Toprotect theinterest of policyholders
b) Tobringabout speedy and orderly growth of theinsuranceindustry

c) Topromotefairness, trangparency and orderly conduct infinancial markets
dedingwithinsurance

d) All of theabove

5. Act, 1948 providesfor Employees State Insurance
Corporation to pay for the expenses of sickness, disablement, maternity and
death for the benefit of industrial employeesand their families, who areinsured
persons.

a TheEmployeesStateInsurance
b) Workmen Compensation
c) PublicLiability

d) Noneof theabove

ml!lll»

TERMINAL QUESTIONS

o)

=

Discussin brief variousbus ness opportunitiesin theinsurance sector.
2. Explaintheroleof insurancein economic development of the country.
3.  Explaintheroleof insurancein social security of the country.

4, Discussthefunctionsof IRDAI in detail.
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‘E ANSWERS TO INTEXT QUESTIONS

4.1

4.2

4.

5.

o &

()
@
()
(©
©
@

()
()
(b)
()
@

Agent

Actuary

All of theabove
Agents

501akhs

Web Aggregators

All of theabove
All of theabove
2000

All of theabove

The Employees State | nsurance

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplainvariousbusinessopportunitiesavailablein Insurance Sector and the
roleof Insurancein economic development of the country

® Toexplaintheroleand functionsof Thelnsurance Regulatory and Devel opment
Authority of India(IRDAL).

Open Vocational Educational Programme



CUSTOMER SERVICESIN
INSURANCE SECTOR

5.0 INTRODUCTION

Any product or servicewhen purchased fromanindividua or acompany carrieswith
it the customer expectations associated with that product or service. The customer
expectshasdefreedelivery with clear communi cation about the detail sof the product
or servicewhen purchased from acompany. For example: afully a utomatic washing
machineif not working properly after purchasefrom an € ectronic showroom needsto
befixed by the company free of cost and the communication for service should be
done by the showroom dealer of that appliance. Similarly at thetimeof purchasingan
insurance policy the policyholder expectssupport and help from the company at each
stage starting from proposal formfilling to claim management. The agent /insurance
company should guidethe policyholder at every stage by clarifying their doubts. If
theseservicesareddivered efficiently, thiswill lead to customer loyalty and growthin
thebusinessof thecompany. Therefore, inthischapter you will learn about the concept
of service, servicesininsuranceand role of agent in providing customer service.

5.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explaintheneedfor Customer Service
® DescribeQudlity of Service

® Explaincustomer serviceandinsurance
o

Elaborate |nsurance agent’srolein providing great customer service
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I The Point of Sale- Best advice
ii.  Theproposa stage
ii.  Acceptancestage

iv. ~ Theclamstage

5.2 CUSTOMER SERVICE

“Cugtomer istheKing’- Thisactudly standstruein case of companiesoffering products
and services asthe customers are regarded asthe bread and butter of the company.
Theroleof servicesininsurancesector ismuch morecrucia than the servicesprovided
incase of aproduct. Customer service can be defined as* the assistance and advice
provided by acompany to those peoplewho buy or useitsproductsor services.” When
thecompany isableto provide customer with these servicesit will beableto maintain
agood reputation among the prospected customers and current customersaswell.
Alsp, itissix timesmoreexpensiveto acquireanew customer thantoretainanexisting
customer.

Insuranceisaservice and thereisadifferencein purchasing insurance and other
product.You can understand thiswith the hel p of following differentiation.

BuyingaCar BuyingaCar Insurance

A caristangiblein naturewhichcanbe | Car insuranceisacontractinwhichthe
seen, touched or test driven. insurance company promisesthe
policyholder to compensate against the
lossesin case of damageor losstothe
car dueto any unforeseen accident or
incident. A car insuranceisan intangible
product and cannot be touched or seen

When aperson buysacar heor she When aperson buysacar insurance, he
experienceshappinessand pleasureat | or shebuysit out of fear and anxiety due
thetimeof buying. to any unforeseen accident.

A car isproduced after getting assembles| In case of insurance the process of
inafactory, thenitissoldinshowroom | production and consumption takesplace
and then used ontheroad. All these smultaneoudly.

takesplaceat different phasesof time
and not smultaneoudly.
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Customer serviceisimportant becauseit can helpyouto:

®  Incressecustomer loyalty

® Increasesdes

® Increaseconsumer purchasing frequency from the company
®  Generate positiveword-of-mouth about the company

Apart from the factors mentioned above there are many other reasons also that
contributesto theimportance and benefitsof customer servicewhich resultsin customer
delight and satisfaction.

Strategiescaninclude:
Understanding your customers’ needsand wants
Acting on promises madeto your customer

Handling complaintseffectively and gracefully

Exceeding customer expectations

®  Goingout of your way to help your customer.

5.2.1 Characteristics of Good Customer Service

Customer serviceistheact of taking care of the customer’sneeds by providing and
delivering professiona, helpful, high quality serviceand ass stance before, during, and
after thecustomer’ srequirementsare met. Customer serviceismesting theneedsand
desiresof any customer. Some characteristics of good customer serviceinclude:

Promptness. Promises for delivery of products must be on time. Delays and
cancellations of products should be avoided.

Politeness. Politenessisamost alost art. Saying ‘ hello,” * good afternoon,” ‘ sir,” and
‘thank you very much’ areapart of good customer service. For any business, using
good mannersisappropriate whether the customer makesapurchase or not.

Professionalism: All customers should betreated professionally, which meansthe
use of competence or skill expected of the professional. Professionalism showsthe
customer they’ recared for.

Per sonalization: Using the customer’snameisvery effectivein producing loyalty.
Customersliketheideathat whom they do businesswith knowsthem on apersonal
leve.

M odule

-1

Skill Indiaand BFSI
Introduction to

Insurance

Notes

Diploma in Insurance Services



Module- 1

Skill Indiaand BFSI
Introduction to

Insurance

Notes

CUSTOMER SERVICESIN INSURANCE SECTOR

Promptness

¥ ¢

Per sonalization Politeness

» ®

Professionalism

Fig. 5.1: Characteristicsof Good Customer Service

5.3 QUALITY OF SERVICE

In order to delight and satisfy the customer, the insurance companies and their
representativelike agents, executivesetc. should deliver high quality services.

5.3.1 High Quality Service and itsAttributes

A well-known mode on servicequality (named“ SERV QUAL ) would giveussome
insights. The SERVQUAL Model is an empiric model developed by Zeithml,
Parasuraman and Berry to comparethe service quality performance with customer
servicequality needs. It isused to do agap andysisof an organisation’sservicequality
performance against the service quality needsof itscustomers. That’swhy itisaso
known as GAP model. It takes into account the perceptions of customers of the
relativeimportance of serviceattributes.

It highlightsfivemgor indicatorsof servicequality: (RATER)

a  Rdiability: Theahility to consistently and accurately providethe promised or
guaranteed service. It isregarded asthe most significant of thefive service
quality dimensions. It servesasthe basisupon whichtrust isconstructed.

b)  Assurance: Itistheability of service providersto inspire confidenceand trust
viatheir knowledge, competence, and kindness.
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c)  Tangiblesrepresentsthetangibledementsof the environment that aclient can
touch, hear, and see. When aconsumer visitsthe office of aninsurancefirm, for
instance, the location, the design, the cleanliness, the sense of order and
professionalism can leave alasting impression. The physical environment
becomescrucia sinceit influences peopl €' s perceptionsboth before and after
they recelvetheservice.

d) Empathy isdescribed asthe humantouch. Itisreflected in the caring attitude
and individualised attention provided to customers.

€)  Responsivenessrefersto aservice representative’ sreadiness and capacity to
& consumersand giveatimely answer totheir requests. Indicatorslike speed
and attitude when providing the service might be used to gaugeit.

Reliability

Responsiveness Assurance

Empathy Tangibles

\/

Fig5.2: Mgor Indicatorsof Service Quality

5.4 GAP MODEL OF SERVICE QUALITY

Gap 1. Knowledge Gap

Theknowledge gapisthedifference between the customer’ sexpectationsof theservice
and the company’s perception of that service.
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Essentidly, thisgap ari sesbecause management doesn’t know exactly what customers
expect. Thereareanumber of reasonsthis could happen, including:

L ack of management and customer interaction.
L ack of communication between service empl oyees and management.
Insufficient market research.

Insufficient relationshipfocus.

Failuretolistento customer complaints.
Example:

If Amazon Prime suffer from Gapl the reason could be becausethey don’t offer the
right amount of new web seriesto their customers. If dominos suffersfromthisgap
then the reason could be because they don’t offer salads. In both cases, customers
expect thesethings but they are not offered.

Gap 2: ThePolicy Gap

Thepolicy gapisthedifference between management’ sunderstanding of the customer
needs and the translation of that understanding into servicedelivery policiesand
standards.

Thereareanumber of reasonswhy thisgap can occur:
® Lackof customer servicestandards.
® Poorly defined servicelevels.

® Faluretoregularly update servicelevel standards.

Example:

If Amazon Primewereto suffer fromthisgap thenit could bethat they offer al theright
shows but the streaming quality level isn’t high enough. If dominoswhereto suffer
fromthisgap thenit could bethey offer saladsbut the quality isn’t asgood aspeople

expect.
Thisgap causes customersto seek asimilar service el sewhere but with better service.
Gap 3: TheDedlivery Gap

Theddivery gapisthedifference between servicedelivery policiesand stlandardsand
theactual delivery of theservice.
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Thisgap can occur for anumber of reasons:

® Ddficienciesinhumanresourcespolicies.

® Falureto match supply to demand.

® Employeelack of knowledge of the product.

® Lackof cohesiveteamwork to deliver the product or service.
Example:

If Amazon Primeis suffering from this gap the reason coul d be because when the
customer sel ectsthe show they want to watch it takesfive minutesbeforeit startsto
play. Inthiscase, theproduct isn’t performing asit should.

If dominos suffersfrom thisgap then it could be that when the customer ordersthe
sdladsthey areinformed that thekitchen hasrun out. Inthiscase, supply hasn’t been
adequately matched to demand.

Gap 4: TheCommunication Gap

The communication gap isthe gap between what gets promised to customersthrough
advertising or external communication and what getsdelivered.

Again. Thereareanumber of reasonswhy thiscan happen:

® Overpromising.

® Viewingexternal communicationsasseparatetowhat’'sgoing oninternaly.
® Insufficient communiceationsbetween the operationsand advertisng teams.

Communication gaps|ead to customer dissatisfaction. Thishappensbecause what
they recelveisn’t what they were promised. Intheworst case, it may causethemto
turnto an alternative supplier.

Example:

If Amazon primewereto experiencethisgap thenit could be because that although
theserviceisgooditisn’t asgood or aseasy to use asdepicted in the advertisements.
If dominoswereto suffer from thisgap theniit could be because the salad was good
but it wasn't aslargeor deliciousasit looked in the advertisements.

Gap 5: TheCustomer Gap

The customer gap isthe difference between customer expectations and customer
perceptions. Thisgap occurs because customers do not always understand what the
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Insurance M any organizations can be completely blind to thisgap. Thisgap can happen because
of oneof the other four gaps, or smply becausethe customer perceivesthe quality of
the serviceincorrectly. In aworst-case scenario, it could lead to abusinesslosing a
large proportion of their customersovernight. Although the company thought there
wasno gap, thereality wasthat their customerswerejust waiting for someoneto fill

Notes J their perceived gap.

Gap M odel of ServiceQuality
Cuaoma Cuaoma'
Expection

GAP5
Customer
Per ception

Service External
GAP3
Service Delivery

Company

GAP1

Policies
GAP2

Under standing of
Customer Needs

Fig5.3: GAPMode of Service Quality (SERVQUAL MODEL)

. INTEXT QUESTIONS 5.1

1.  Whichof thefollowingisanimportant aspect of customer service?
a Increasecustomer loyaty
b) Increasesdes
c) Generatepositiveword-of-mouth about the company
d) All of theabove

m Open Vocational Educational Programme



Module - 1

2. Whichof thefollowingisnot acharacteristic of customer service? Skill Indiaand BFSI
Introduction to
a Promptness Insurance

b) Cugomization
C) Professondism
d) Politeness TR
3. Whodeveoped the SERVQUAL mode of servicequality?

a) Zeithml, Parasuramanand Berry

b) Zeithml, Parasuraman and Robert

c) Zeithml, Parasuramand Berry

d) Zeithml, Parasuramanand Ferry
4.  Thefivemgorindicatorsof servicequality (RATER) are:

a) Readability, Assurance, Tangibles, Empathy, Responsbility

b) Responshility, Advancement, Tangibles, Empathy, Responsiveness

c) Rdiability, Assurance, Tangibles, Empathy, Responsiveness

d) Reiability, Advancement, Tangibles, Empathy, Readily
5. Whichof thefollowingisnot agap under GAPmode of servicequality?

a Knowledge Gap

b) Policy Gap

c) TheDdivery Gap

d) TheCompany Gap
6.  How many gapsareinthe Gap model of Servicequality?

a 5

b) 4

c 3

d 6
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7.

10.

Knowledge gapisthe gap between

a)
b)

©)

d)

Customer expectationsand customer perceptions.
Serviceddivery policiesand sandardsand theactud ddivery of theservice.

The customer’ sexpectationsof the service and the company’s perception
of that service.

What gets promised to customers through advertising and what gets
delivered.

Délivery gapisthegap between:

a)
b)

©)

d)

Customer expectationsand customer perceptions.
Serviceddivery policiesand sandardsand theactud ddivery of theservice.

The customer’ sexpectationsof the service and the company’s perception
of that service.

What gets promised to customers through advertising and what gets
delivered.

Communication gap isthe gap between:

a)
b)

©)

d)

Customer expectationsand customer perceptions.
Serviceddivery policiesand sandardsand theactud ddivery of theservice.

The customer’ sexpectationsof the service and the company’s perception
of that service.

What gets promised to customers through advertising and what gets
delivered.

Customer gap isthe gap between:

a)
b)

©)

d)

Customer expectationsand customer perceptions.
Serviceddivery policiesand sandardsand theactud ddivery of theservice.

The customer’ sexpectationsof the service and the company’s perception
of that service.

What gets promised to customers through advertising and what gets
delivered.
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5.5 CUSTOMER SERVICE AND INSURANCE

Any insurance company that ishaving agood namein the market has managed to do
S0 by providing essentid servicestoitscustomers. Theexigting clientshe pstheinsurance
companiesto build their business. Withthe help of theexisting clientstheinsurersare
ableto acquire new customers.

Thecommitment of insurance bus nessesto providing excellent customer serviceisthe
key totheir success. Customerswho are pleased with the company’ sserviceswill be
profitablefor both the agent and the business. L et’s examine theidea of customer
lifetime valueto better comprehend this. Thetotal of thefinancia gainsthat can be
realised through establishing asolid relationship with acustomer over an extended
period of timeisknown as* customer lifetimevalue.”

It consistsof threeparts

Historical Value Present Value Potential Value
Premiumsand other Future premiumsthat Thevaueof premiums
revenuesthat have been may beexpectedtobe  that could bederived by
received inthe past from receivedif existing persuading the customer
customer businessisretained to buy additional
products

Fig5.4: Customer LifetimeVadue

An agent who renders service and builds closere ationshipswithitscustomers, builds
goodwill and brand value, which helpsin expanding the business.

5.6 INSURANCE AGENT’SROLE IN PROVIDING GREAT
CUSTOMER SERVICE

L et usnow consider how an agent can render great serviceto the customer. Therole
beginsat the stage of saleand continuesthroughout the duration of the contract, and
includesthefollowing stages

5.6.1 The Point of Sale - Best advice

Point of Saleisthefirg point of service between theinsurance company andtheclient.
Determining theamount of suminsured under anon-lifeinsurance policy isthemost
crucid issue.
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Theagent should not suggest over-insuring risksthat theinsured can handleontheir
own when determining the appropriate amount of coverageto be provided to the
policyholder. Therisk doesnot need to beinsured under thepolicy anditispreferable
for theinsuredto bear theriskif thelossattributableto therisk islessthan the premium
amount.

Inancther Stuation, itisadvisableto get insurance againgt acontingency if itsoccurrence
will resultinfinancia stress. Depending on the Situation, insurance may or may not be
necessary. Theinsured can chooseto assumetherisk without insuranceif thelikelihood
of alossor harm resulting from athreat isminimal or nonexistent.

Purchasing earthquake insurance would be beneficial if you own ahomein an
earthquake-prone area. On the other hand, it isnot required to purchase insurance
coverageif ahome' sowner livesin an areawith low earthquakerisk.

Motor Insurance against third partiesisrequired by law in India. The debate about
whether to purchaseinsurancein that situation isunnecessary.

The Third Party Insurance cover ismandatory if anyone ownsavehiclesand wantsto
driveit onaroad. Also, the owner of the vehicle should takeacover of own damage
asthereisapossibility of lossor damageto thevehicle, but thisisnot mandatory.

Most non-lifeinsurance policiesbroadly fall intwo categories.
® Namedpeil policies
® Allriskpolicies

Sincethey includeany risk coversthat might beexcluded from named perilspalicies,
al risk plansare more expens vethan named perilspolicies. Named perilspoliciescan
therefore be advantageous because they allow theindividual to select certain risk
coverstowhichthey areexposed, which resultsinlower premiums.

The agent needsto seeinsurancefromtheinsured’spoint of view becausetheinsured
usesinsuranceasarisk management tool. The agent should explaintotheinsured the
different methodsfor lowering insurance coststhat areavailable, such asrisk retention
or lossavoidance. Therefore, theagent hasto perform multiplerolesof risk counsellor,
underwriter, risk assessor and arel ationship builder apart from just selling the policy.
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5.6.2 The Proposal Sage

The customer requiresguidance and ass tancefrom theagent whilethey completethe
insuranceproposa form. All of theinformation inthe proposal form should beexplained
tothe proposer by the agent. Becausefailureto provide accurate and comprehensive
information can put the customer’sclaim at risk, theinsured isaccountablefor all
representationsmadein the proposal form.

Theinsurance company may occasionally demand moredetailsin order tofinishthe
policy form. Inthese situations, the businessmay informtheclient directly or viathe
agent or advisor. Ineither scenario, it becomesvitd for theagent to assst theclient in
finishing the necessary paperwork and even to explainto themwhy they arerequired.

Here, the Agent can hel p the Customer to open an e-Insurance Account (e-1-A), if
required, through the Registered Insurance Repository.

5.6.3 Acceptance Stage

a  Theagent now hastheduty to seethat theinsurance company issuesthe cover
letter totheinsured inatimely manner. Theclient’ sfaithandtrustinthe business
will beensured by thislevel of promptness.

b)  Dédivery of thepolicy isanother important role of theagent. Thepolicy can be
deliveredin person or through mail. It isbetter to deliver the policy in person as
it becomesameeting opportunity for theagent and theinsured for clarifying all
the doubtsunder the policy if any. In caseof delivery by mail, aphonecall by
the agent will beagood gestureto clarify al the doubtsthat theinsured might
have under the policy termsand conditions.

Additionally, thisaidsin the customer’sunderstanding of the many typesof policy
provisionsaswell astherightsand benefitsthat the policy holder isentitledto. This
action showsareadinessto offer adegree of service aboveand beyond thetransaction.

Here, the Agent can help the Customer to open an e-Insurance Account (e-1-A),
through the Registered Insurance Repository.

5.6.4 Policy Renewal

Non-lifeinsurance policiesarerenewed every 12 months. It isthe decision of the
policyholder to continuethepolicy or not.
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Althoughinsurersarenot required by law to notify aninsured that hispolicy will expire
on aspecific date, they do so out of politeness and becauseit isasound business
practiseto do so. Insurerssend out a“ Renewal Notice” one month beforethepolicy
expires, inviting renewal of the coverage. To remind theclient about renewal sothat he
can makearrangementsfor it, theagent must contact the customer well in advance of
therenewal duedate. By staying intouch with the client sometimesand extending a
greeting to himon specia occasionslikeholidaysor family gatherings, therelationship
isstrengthened.

5.6.5TheClaim Stage

When it comesto settling claims, theagent isessentia. Theagent must make surethat
theloss-causing occurrencethat gaveriseto the claimisreported to theinsurer right
away and that the customer diligently observes all formalities and aids in any
investigationsthat may be required to determinethe extent of thedamage.

5.7 SIGNIFICANCE OF BUILDING AND MAINTAINING LONG-
TERM RELATIONSHIPSWITH THE CUSTOMERS

Thelong-term successof afirm dependson devel oping aworking connection withits
clients. Customersfed safer and connected with brandswhenthereisastrong re aionship
built on trust and open communication. Thisconnection can also increase customer
retention and your rate of repeat business.Getting new clientsismore expensivethan
keeping the existing onesas* retaining acurrent customer costsanywherefrom5to
25timeslessthan obtaining anew one.” Ingeneral, keeping customersismuch more
advantageousfor businesses and continuesto bethetop source of revenue, surpassing
paid advertising, product innovation, and customer acquisition.

58 TECHNIQUESTOHANDLE CUSTOMER OBJECTIONS

Having asystemetic processfor handling objectionscan makethedifferenceinwhether
you canmovethesdetoaclose. If youfollow thisprocessyou will have better results:

Listen: Listen carefully to the objection.
Ask: Confirmyour understanding of the objection by asking aqualifying question.
Solve: Answer objectionswith the appropriate solution.

Confirm: Confirmthat your solution coverstheir objection.
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Moveon: If thecustomer isopento the solution, moveontothenext stepinthesaes
process

. INTEXT QUESTIONS 5.2

1

may be defined asthe sum of economic benefitsthat can bederived
from building asound rel ationship with acustomer over along period of time.”

a Cugomerlifeimevadue

b) Customer economicvaue

c) Cugomerfinancid vaue

d) Customer monetary value

Which of thefollowingisnot acomponent of Customer LifetimeVaue?
a) Higorica Vaue

b) PastVaue

C) PresentVaue

d) Potentid Vaue

Which of thefollowing isthe correct sequence of stagesinrolesof agent under
customer service?

a ThePointof Sale, theproposal stage, the acceptance stage, theclaim stage
b) ThePoint of Sale, theclaim stage, the proposal stage, the acceptance stage
c) ThePoint of Sale, theacceptance stage, the claim stage, the proposa stage
d) ThePointof Sale, theproposal stage, the claim stage, the acceptance stage
If the probability of lossor damage dueto aperil islessor negligible,

a) Therisk need not beinsured under the policy

b) Therisk needsto beinsured under the policy

€) Insured should pay extrapremiumgo cover that risk

d) Noneof theabove
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5. Iftheoccurrenceof any contingency would lead tofinancia burdenitisadvised
to:

a Insureagainst suchrisk
b) Notinsureagainsttherisk
c) Payextrapremiumto cover that risk

d) Noneof theabove

©-| WHAT YOU HAVE LEARNT

“The assistance and advice provided by acompany to those peoplewho buy or use
itsproductsor services.” It issix timesmore expensiveto acquire anew customer
than to retain an existing customer. Customer serviceisimportant becauseit can help
you to: increase customer loyalty, increase sales, increase consumer purchasing
frequency from the company, and generate positive word-of-mouth about the company.
Characterigticsof good customer service are promptness, politeness, professionaism,
persondization. The SERVQUAL Mode isan empiric mode developed by Zeithml,
Parasuraman and Berry to comparethe service quality performance with customer
servicequality needs. It isused to do agap andysisof an organisation’sservicequality
performanceagaingt the service quality needsof itscustomers. It highlightsfive mgor
indicatorsof servicequdity reliability, assurance, tangibles, empathy, and responsiveness.
The GAPmode of servicequality has5 gapsnamely Knowledge Gap, policy Gap.
The Délivery Gap, the Communication Gap, the Customer Gap. “ Customer lifetime
vauemay bedefined asthe sum of economic benefitsthat can bederived from building
asound relationship with acustomer over along period of time.” Theagent’srolein
providing great customer serviceisdivided into four stages- The Point of Sale- Best
advice, the proposal stage, the acceptance stage, and the claim stage.

ml!lll»

TERMINAL QUESTIONS

o)

=

Explaintheneed for customer servicea ong with itsbenefits.

2. What arethe characteristics of agood customer service?

3. Explanthe SERVQUAL mode (GAPmodd) indetail withthehelp of adiagram.
4.  Explaintheindicatorsof servicequality indetail

5.  Explaintheconcept of Customer lifetimevalue.
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6. Explaintheroleof agentin providing customer servicesindl thestages:

a ThePointof Sale- Best advice

b) Theproposal stage

C) Acceptancestage

d) Thecamsage

‘E‘I ANSWERS TO INTEXT QUESTIONS

5.1

@
(b)
@
©
©
@
(©

N o g &~ w N P

8. (b)

9. (d)

10. (3@
5.2

1 @
2. (b)
3 @

4. (@
5 (3

All of theabove

Cugtomization

Zeithml, Parasuraman and Berry

Reliability, Assurance, Tangibles, Empathy, Responsiveness
The Company Gap

5

The customer’ sexpectations of the service and the company’s
perception of that service.

Serviceddivery policiesand standardsand the actua delivery of the
svice

What gets promised to customersthrough advertising and what gets
delivered

Customer expectationsand customer perceptions.

Customer lifetimevaue
Past Value

ThePoint of Sale, the proposal stage, the acceptance stage, theclaim
S
Therisk need not beinsured under the policy

Insureagaingt suchrisk
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@ LEARNING OUTCOMES

After studying thischapter, youareable:
®  Tounderstand the need andimportance of customer serviceininsurance sector.

® Toexplanthequality indicatorsof aserviceand a so you have understood the
importance of role of an agent at difference stagesof aninsurance policy.

@ ACTIVITY

Dramatizeastuationto assst cusomerswith the processof changeof address, nominee,
frequency of premium payments, etc. and handle and resolve customer queriesand
complaints
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6.0 INTRODUCTION

Communication isthe process of sharing of information, facts, opinions, ideasand
understanding. Communicationisimportant inevery phaseof your life. Wecommunicate
ondaily basisusng many verba and non-verba toolsof communication. Asaninsurance
professional, you haveto make surethat your communication iseffectivewhen you
arededingwith your clients. Effective communication combined with good product
knowledgeand selling skillscan hel p you generate business. It isequally important for
you to understand theimportance of non-verba communicationwhileinteractingwith
your clients. You must take ethical decisionswhileproviding servicestotheclient.
Thesetopicswill bediscussed inthischapter. You will aso understand how an Insurer
formulatestheir marketing mix strategies, i.e. Product/ Service Package, Price, Place/
Physica distribution, Promotion, People, Processand Physicd evidencefor customizing
their product and brand offerings.

6.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explantheimportanceof non-verba communication
® Explantheimportanceof ethical behaviour inInsuranceindustry

® Createahedthy team climatewhileworkinginteamsand demongrateskillsfor
creeting effectiveteams.

® Statethe Companiespolicieson HR and Personnel Management
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®  Explainhow the marketing of Insurance Productsand Servicesisdone using
marketing mix srategies

® Recognisethedrategiesfor creatinglong termrelationshipswith clients

6.2 COMMUNICATION PROCESS

Itisimportant for theinsurance agentsto effectively communicate withtheir clientsAs
an agent, you may have multipleinteractionswith your client. Theseinteractionsmay
happen at the time of meeting the client for thefirst time or explaining the product
features to the client.Agents have to make sure that insurance policies are well
understood for the benefit of both theinsurersand theclients. For thiscommunication
should beeffective.

Businessmanagerswith good communication skillscan effectively shareinformation
withinacompany and between acompany and itsdifferent publics. Let usunderstand
themeaning and processof communicationto makesureyour communicationiseffective
when you are communication with your client, superior or subordinate.

Sender —» Encoding —» MM?dfle —» Decoding —» Receiver

A T
«— Noise —

|

— Feedback < Response «+—

Figure 6.1: Communication Process

Communication isthe process of sharing of information, facts, opinions, ideasand
understanding. In smplewords, communication isthe process of passing information
or understanding from one person to another. In any communication process, atleast
threeimportant elementsareinvolved. Theseare Sender, Receiver and aMessage or
information that ispassed from the sender to receiver. Sender passestheinformation
totherecever and returnsafeedback from thereceiver whether he/she hasunderstood
it. Let usunderstand the el ements of the communication process.

Sender- Sender isthe person who wantsto sharetheinformetion, idess, facts, opinions.

M essage- Itistheinformation, ideas, facts, views, topics, idea, feglings, sensitivity
etc. that isproduced by the sender and i sthen planned to be communi cated to another
person or agroup.
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Encoding- It isthe process of transforming the thoughts, ideas, opinions, facts, or
informationinto aform that can be sent, such aswords, picturesor gestures, etc.

Mediaor Channe- Itisthemedium that isused to convey the message. For example:
Internet, Phone, E-mail, post, fax etc.

Decoding- Itisthe processof adapting or understanding the symbol sthat wereencoded
by the sender. Thereceiver receives or understands the message after successfully
decodingit. If thereceiver can’t decodethe message, the messagefails. For Example:
A message sent in aforeign language that is not understood by the receiver, the
communication isnot completeor successful.

Receiver- Receiver is the person who receives the message. The purpose of
communication will be successful when the messageisreceived by thereceiver and
interpreted in the same sense which asender wanted to convey.

Feedback- After receiving the message, receiver givesaresponseto asenderina
form of feedback whether he/she hasreceived the message and understood it.

Noise- It refersto any obstacle or hindrance that is caused by the elements of the
communication process like sender, message or receiver during the process of
communication.

For Example- Noiseinateephoniccal, faulty encoding by thesender, faulty decoding
by thereceiver, inattentivereceiver, poor understanding of messagedueto prejudgment
or inappropriate gestures, etc. The presence of noise can distract the message.

6.3 NON-VERBAL COMMUNICATION

When you send and receive message without using thewords, both spoken and written,
itisknownasNonverba communication.Non-verba communicationsincludesusing
your facia expressions, gestures, eye contact, touch, body language and posture, €tc.
for communicating with others. Non verba communication ishelpful when theverbal
messages are unclear or sometimes confusing. For example, if youvisit any foreign
country and isnot ableto speak their language, you can still communi cate with them
using certain Signs, symbolsandfacia expressions. Let usdiscusshow thesehelpyou
incommunicate.

Facid express onsareamong theimportant wayswhilecommunication bothinformetion
and emotions. You may useyour eyebrows, mouth, eyesmovement, facial musclesto
convey important messages. For example using asmiling faceto show happinessand
frown faceto show displeasure, sadnessor worry, etc.
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Your body languageand posturea so convey agresat information to others. For example,
Youmay crossyour armsif feeling angry or nervous. Touch isanother element which
can convey meaningful messagesto thereceiver. For example: different messagesare
conveyed by aweak handshake, awarm hug, pat onyour shoulder, etc. Smilarly, Eye
contact could be used to communicate many things, including your interest, affection,
aggression, or attraction. Eye contact isalso important in maintaining the flow of
conversation and for gauging the other person’sinterest and response. Physical space
between two personsis al so used to communicate signal s of intimacy, affection,
aggressionor dominance. Common gesturesused in non-verba communicationindudes
waving, pointing, and using fingersto indicate numeric amounts.

Asaninsurance professional, it isimportant for you to understand the meaning of
these non-verbal communicationsasit conveysalot about you and sendsimportant
signalstothereceiver of the message. You can read people easily by understanding
thesesigna swhilehaving interactionwith them.

6.4 ETHICAL BEHAVIOR

Ethicsarethemoral principlesthat govern aperson’ sbehavior while conducting an
activity. Ethicsare concerned withwhat ismoraly good and bad and morally right and
wrong. Itiscrucid that your insurance agents, brokers, Surveyorsand L 0SSASSessors,
Web Aggregators, Third Part Administrators and other intermediariesand business
organi sationsassociated with insurance businessunderstand their professiond, legd,
and ethical responghilitiesindeaing with customers.

You should always placetheinterest of your client first. You should be honest and
sncereindl your professiond conduct and whilededingwithdlient. You should maintain
theabilities, skills, and sound knowledgefor providing servicesto your client. The
information of the client should be kept confidential and shall not be shared with any
other person. Theseare someimportant ethical concernswhich you shdl follow while
dedingwithyour clients.

IRDAI hasprescribed the codeof conduct for theintermediariesand other organisations
associated with Insurance business. Theseregulationsand guidelines suggeststhedos
and don'’ tsthat shal befollowed by the respective personwhilededingwith client and
other important parties. Some of the examples are mentioned bel ow:
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InsuranceAgents IRDAI (Appointment of Insurance agents)

regulations, 2016.
CorporateAgents IRDAI (Regigtration of Corporate Agents)

Regulations, 2015
Insurance Brokers IRDAI (Insurance Brokers) Regulations, 2018 | Notes
Insurance Web Aggregator IRDAI (Insurance Web Aggregators)

Regulations, 2017
TPAs IRDAI (Third Party Administrators- Health

Services) Regulations, 2016
Surveyorsand L 0ssA ssessors IRDAI (Insurance Surveyorsand Loss

Assessors) Regulations, 2015

IRDAI Staff (Officersand IRDAI Staff (Officersand Other Employees)
other Employees) Regulations, 2016

. INTEXT QUESTIONS 6.1

1. Asanagent,youinteraction withyour client at thetime of

a) Beforesdlinganinsurancepolicy
b) After SdlinganInsurancepolicy
c) Bothbeforeand after Selling an Insurancepolicy
d) Noneof theabove
2. Communicationisthe processof sharing of
a Information
b) Facts
C) ldeasandopinions
d) All of theabove
3.  Threemagjor elementsinthe processof communication are:
a) Sender, Receiver and aMessage
b) Sender, Responseand Media
c) Feedback, Responseand Medium
d) Noneof theabove
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4.  Whichof thefollowingistheprocessof transforming thethoughts, idess, opinions,
facts, or information into aform that can be sent, such aswords, picturesor

gestures, etc.
a Encoding b)  Feedback
c) Response d) Decoding
5. Whichof thefollowingisnot an exampleof Non Verbal communication?
a) Facid Expressions b) E-mall
C) Body Language d) Eye Contact

6.5 HEALTHY TEAM CLIMATE

Team Climaterefersto how theteam membersfed about thefunctioning of theteam
andtheir level of comfort withteam normsof behavior. A healthy team climateisone
inwhich team memberscan freely sharetheir ideas, ask questions, trust each other
and wherethe membersfeel valued and respected.

Theteam climateisaffected by the actions of each team member. Itisnot only the
respong bility of theleader but everyone sresponghility to cresteahedthy team climate.
Whenyouwork inteams, it isimportant to have ahealthy team climate asit leadsto
higher job engagement and sati sfaction. A heal thier workforce both physically and
mentally would resultsin lower absenteeism and lower turnover for an organisation. A
healthier team can only make your customer happy and can help inincreasing the
customer satisfaction.

There arefew important things, which you haveto keep in mind while creating a
healthy team climate. First, you haveto createacultureinwhichitissafeto share
learning withinyour team. Itisimportant that your team memberssharetheir experiences
and learning with each other onaregular basis. Thiswill createtrust and improvethe
performanceof theteam. Theroleof leader isvery important in bringing hedthy climate
toitsteam. You must recognize your teeammates and cel ebrate their accomplishments.
Thiswill bring happiness, motivation, and asense of value and belonging. Createan
environment of recognition and valueinyour team.

Ask for solutionsfrom your team rather than providing them with asol ution every
time. Thiswill give them the chance to grow and express their knowledge and
experience. Thiswouldincreasetheir level of engagement and may resultinbringinga
healthier team climate. High performance requiresthat your team memberslistens
openly to ideas shared by others, actively search for ideas or better way of doing
things, challenge each other’ sthinking and find sol utionsto the problems.
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You must devel op clear rolesand responsibilitieswithin your team to bring clarity
about the functioning and expectationsfrom each team member for achievement of a
commongod.

Astheresponsbility of thereliableatmosphereliesontheleader, you haveto ensure
that peoplework for you and get atimely training for themself devel opment. Linking
organizational goaswiththat of individual goalsisimportant. Itisimportant that the
individualsal so grow with the growth of theteam.You haveto ensurethat your team
membersare self-motivated and aware about their rolesand responsi bilitiesand what
isexpected fromthem in termsof performance. Thiswould help your employeesto
effectively serviceyour customersthat will result inyour businessgrowth.

6.6 BUILDING EFFECTIVE TEAM

Building asuccessful teamisabout morethan finding agroup of peoplewith theright
mix of professiona skills. Lot of effortsonthe part of aleader isrequired for creating
an effectiveteam. L et usdiscussfew important stepsthat can helpyouin creating an
effectiveteam.

1.  Hireinaconsstent way. Trust yourself and hireonthebasisof their intelligence,
work ethics, previous success, abilitiesand potential to perform

2. Providesufficient training to your recruits by devel oping acomprehensive
induction cum training programmeto ensure that every member inyour team
hastheright information and clarity about thejob.

3. Esablishyoursdf asaleader by demonstrating thefair practices. Set examples
for your teamin building ahealthy team climate, culture of trust and respect for
al members.

4.  Setgodsforyourteamanddignthemwiththeir individual goas. Fix individua
targetsand benchmark it for the achievement of theindividual aswell asteam/
organisationd gods. If every individua inyour teamishaving clarity about his/
her god s, their performancewould increase.

5. Improvecommunication inyour team with the help of meetings, eventsand
informd discussons.

6. Helpthem organise, prioritizetheir activitiesby imparting training and assist
themwhenever helpisrequired. You should be aware about the strengthsand
weaknesses of your team members. Play arole of amentor and place each
member of your team inaright position where he/shewould be more effective.
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7.

10.

11

12.

Give proper incentivesto your teamif they succeed. You can createincentive
programsand different conteststo encouragefriendly competitioninyour team.
Recognising the performanceof theteam hel psthemto fed motivated. Employee
of themonth or week could bean examplehow different organisationsrecognise
the performance of their employees.

Allow your team membersto work from remotelocations. Don't et thegrowth
of your team be confined by your available office space. With mobile
applications, you can give your team the ability to work remotely so that you
can expand your salesforcewithout any extraspace.

Make effortsto retain talented employeesin your teamsby resolving conflicts
and providing right motivation to them to work. Make surethat you don’t lose
your star performers.

Encourage idea sharing and collaborative work between peers. Thiswill
encourage acollaborative atmosphere within your team.

Know when to lead and when to step back. Do not provide solutions every
timewhen ateam member approachesyou with aproblem. Givethem chance
tofind solutionsand expressthemsdvesinfinding solutionsusing their knowledge
and experience.

Celebrateindividua aswell asteam’ sachievements. Thiswill helpinimproving
thereationshipintheteamand will improvetheteam climate.

6.7

COMPANIES POLICIES ON HR AND PERSONNEL
MANAGEMENT

Every business, beit agtart-up, asmal company, or amulti-nationd enterprise, requires
awel|-drafted policieson HR and personnel management. These policiesdefinesthe
rules, policies, procedures and code of conduct in the company that every employee
hasto observe. These policiesal so elaboratesthework culture of acompany. The
major components of these policiesareasfollows:

Working Hour s- HR paliciesstatethework timingsof the company. Detail srel ated
toworking days, timings, overtimeand additiona hours, etc. arementioned which are
generally in accordance with theworking hours prescribed in thelabor laws of the
country.

Codeof Conduct -These policiesexplainsthe code of conduct that the employees
haveto abide by and the businessenvironment that hasto be maintained whileworking

Open Vocational Educational Programme



COMMUNICATIONAND MARKETING OF INSURANCE PRODUCTSAND SERVICES

with each other. It must also mention the procedureto report abreach of thiscode of
conduct.

L eavePolicy - Theleavepolicy of acompany explaintheleavesthat arealowed on
annual or monthly basis. It alsoincludes provisionsrelating to maternity and paternity
leaves. Holidayson account of nationa holidays, sick leaves, and paid leavesgranted
to theemployeesare d so mentioned. Thestipul ation related to non-paid |eavestaken
by employeesand the percentage of salary deducted for suchleavesisa so mentioned.

Inter personal Relationships - HR policy of a company should also state the
company’sview oninterpersonal relationshipsand businessinteractions between
employers and employees. The policy must define the role and responsibility of
employeesin supervisory postions, and their ability toinfluence other employeesduring
and after officehours.

PerformanceManagement & Appraisal - Performanceimprovement and eppraisa
policy of the company isan important el ement of the HR policies. It should clearly
state the method used for performance appraisals, employe€e' straining, counseling,
provisionsrelated to verba and written warning, etc.

Probation - HR policiesal so states probation period and assessment procedure after
which an employee may be hired asapermanent empl oyee of the company.

GrievanceRedr essal - TheHR policy manual inIndiamust dso mentionthegrievance
redressal procedurethat isto befollowed by the company upon receiving acomplaint
fromanemployee. It must dsoincludethedetail s of aGrievance Redressal Committee
that addressesany complaintsfrom employeesregarding job harassment, employee
discourseor other issuesfaced by an employee during hiscourse of employment and
Sexua Harassment Committeeto deal with any sexua harassment complaints.

Intellectual Property - Policy about non-disclosure of acompany’s confidential
information and Intellectual Property that the empl oyees get accessto, must beapart
of theHR policiesfor employees.

Any other information may be added to these policies as per the requirement of the
company.

6.8 MARKETING OF INSURANCE PRODUCTSAND SERVICES

Marketingistheprocessof promoting and selling productsor services, including market
research, advertising and many more activitieson the part of amarketer. Itincludes
variousdecisonsfor amarketer like market research for identifying the product and
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itsfeatures, new product devel opment, distribution, advertising, pricing, promotion,
product improvement and so on. Moreeffortsfrom amarketer isrequired for marketing
servicesasherewedon’t have aphysical product which we cantouch, feel, try or
tastebeforeactually buying it. Servicesareintangibleand aredifficult to be marketed.
Same is the case with Insurance. There are some factors which make insurance
marketing adifficult task for themarketers:

® Thebenefitsof theinsurance productsarenotimmediately availablelikein case
of physical goods, benefitsof the product or insurance policy comeslater and at
timesafter aconsiderabletime, at thetime of makingaclaim.

® Insurancedoesnot haveinbuilt demand unlike consumer products. Demand of
insurance shall be created by increasing the awareness of the client towards
insurance and then only the product would be sold.

® Amongthefinancial services, thereare many investment avenues, which may
provideimmediatereturns, insurance products, and servicesgetstheleast priority
among theseinvestmentsavenues.

® Incaseof lifeinsurancethe caseisfurther complicated ascountrieslikeIndia,
peoplehavebdlief, traditiona cultureand religiousbackground and tendency to
leaveeverythingtofateespecialy inrura areas.

® Therura marketisyet to be exploited by the Insuranceindustry asitisstill
untapped.

® Thefinancid literacy and awarenessabout financia productsisstill low.

®  Smadl and medium businessenterprisesareyet to obtain the benefitsof genera
insurance.

®  Misslingand mapracticesintheindustry hasa so shakenthetrust of thepublic
towardsinsurance.

Insurersmust devel op strategiesto tackle these challenges and offer theimportant
elements of marketing mix in such amanner that the salesand image of the Insurer
improvesinthemarket. Theterm* MarketingMix’ referstoabusinessmodd, higtoricaly
centered on product, price, place, and promotion. Booms & Bitner in 1981 added
threemore components, i.e. People, Processesand Physica evidencesfor themarketing
of services. Let usdiscuss how an insurer can use these 7 P'sto determine their
product or brandsofferingin amarket:
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6.8.1 Product / Service Package

The product in case of insurance can be categorized into three major segments, i.e.
Lifelnsurance, Non-lifelnsurance and Hedlth Insurance. Lifeinsuranceisbought to
cover therisk of losing theincome streams after ones death. A designated some of
money isgivento thefamily member in case of thedeath of theinsured.

Generd Insuranceisa so known asNon-life Insurance. It offersarange of insurance
coversagainst uncertainties such asillness, property damage, motor accidents, etc.
Nonlifelnsurance or General Insuranceisinsurance other thanlifeincludingfire,
marine, or miscellaneousinsurancewhether carried separately or incombination.

Health Insuranceisan insurance which you may taketo cover medical and surgical
expensesin future.Expensesincurred duetoillnessor injury or arereimbursed or paid
directly tothe hospital in caseof cashlessclaim.

Theinsurersshall create productswhich can fulfill the requirementsof theclientin
accordancewiththefileand useguiddinesissued by IRDAI for product devel opment.

6.8.2 Price

Pricing isanimportant element used to influencethetarget market or prospects. A
product isonly worthif the customersare prepared and willing to pay for it. Theprice
intheinsuranceindustry isin theform of premium or premium rates. Thethree mgjor
factorsare used for determining the premium ratesunder alifeinsurance plan. These
aremortality, expense and interest. The premium ratesfor aninsurance policy are
revised if thereareany significant changesin any of thesefactors.

For general insurance, Many factorslikeasset value, risk, location, etc. areimportant
indetermining the price. For hedthinsurance, age of the prospect, medical conditions,
past hitory, occupation areimportant in cal culaing premium. Every insurancecompany
hasan Underwriter who decided the premium for theinsurance policy.

Theinsurer has to make sure that the price is competitive but need not to be the
cheapest. The price must also provide aprofit becauseit isthe only element of the
marketing mix that generatesrevenue.

6.8.3 Place/Physical Distribution

Thiselement isprimarily important for two important decisions, i.e. managing the
insurance personnel, and locating abranch. Therearemany intermediary involvedin
the sdlling of insurance products and services. These can be agents, brokers, web
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aggregators, insurance marketing firms, Insurance Self-Network Platform (1ISNP) and
Point of Sales(POS) persons. Theinsurer hasto managethese distribution channelsin
such away that businessisgenerated from all these channelsand theuniformity is
mai ntained inthe serviceswhich can help aninsurer inimproving itsproduct offerings
and brandimage.

Another important decision of the Place Mix isrelated to thel ocation of theinsurance
branches. Though the mgjority of the businessis sourced through intermediaries,
branches are used for payment collection, operations, claimsand notificationsetc.
There areimportant factors which need to be considered for the branch location.
Theefactorsaresmocth bility tothebranch, availability of infrastructurd facilities,
Safety measuresand factorslikeofficefurnishing, civicamenitiesand facilities, parking
fecilitiesetc.

6.8.4 Promotion

Promotion isabout making your product, organization, or venture popular inthemarket
so astoincreasethe salesor public awvareness. Itisimportant for the Insurersto use
thistool for promoting their productsand for creating astrong brand image. This
would hdpdl intermediariesin salling theinsurance policies. Itisessentid to haveboth
personal aswell asimpersonal promotion strategies. It includes activities such as
advertising, branding, publicrelations, corporate social responsibility, specia offers
and exhibitions. You must have seen advertisements of insurance companieson TV
Channels, newspapersor billboards outsidethe shopping mal or onaroadside corner.

Advertising
Websites/ l Public
Internet Reations/
Marketing Publicity
Promation
Mix
Persond Direct
Sdling { Marketing
Sdes
Promotion

Figure5.2: Promotional toolsin Insurance
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6.8.5 People

In the marketing of insurance services, role of peopleisimportant. Thefront-line
saffs, branch manager, agents, intermediary staff and other customersare peoplewho
play animportant roleintheserviceddlivery.

Insurance being aserviceindustry that involvesahigh level of peopleinteraction, itis
very important to use thisresource efficiently in order to satisfy the needs of the
customers. Training and devel opment of agentsand other intermediariesareimportant.
At thesametime, strong rel ationshipswith intermediariesarethekey areasto be kept
under consideration. Training the employees of theinsurance company, both at the
staff and agent level, isoneof theimportant areasfor increasing their efficiency.

6.8.6 Process

Theactual procedures, mechanisms, and flow of activitiesby whichthe serviceis
ddivered, serviceddivery and operating systems constitutesthe process element of
themarketing mix.

The processin theinsuranceindustry should be customer friendly. Every customer
wantsasimple and quick process.Theinsurance company hasto ensurethat their
processes are quick and lesstime consuming. The process should be convenient to
thecustomersand shall bedesigned in such away that it caterstherequirement of the
customers.

I'T technol ogies have the potential to improvethe processininsurancefrom policy
issuanceto policy servicing. You will learn about thisin the coming chapter that how
technology will proveto be agame changesinimproving the process of insurance
company through digitaization.

6.8.7 Physical Evidence

Physical evidenceistheenvironment inwhichtheserviceisddivered, and wherethe
firmand customer interact, and any tangible componentsthat facilitate performanceor
communication of the service.Customersrarely visitsthe branches of theinsurance
company, but they comein contact withthed ogans, signs, logos, staff of the company
which provesto the customersthat thereisan existence of the company.
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Figure5.3: Physical Evidencein Insurancelndustry

Thephysical evidencesthat can beused intheinsuranceindustry are:

Color Combinations

Dressof Staff
Building/Infragtructure
Signageand Logos

Sogans

Cartoon Characters

Past Success Stories (Non-life)

Achievementsand Market Position

. INTEXT QUESTIONS 6.2

1

Which of thefollowingisnot apart of Companiespolicieson HR and Personnel
Management?

a) Codeof Conduct for employees
b) LeavePdlicy
c) Policy onintellectua Property

d) Noneof theabove
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2.

Which of thefollowing isnot achallengefor amarket in Insurance?
a Demand of Insuranceisnot inbuilt unlike consumer products
b) Explainingthelnsuranceproducttoclient

c) Thereisatendency among peopletoleaveeverythingtofateespecialyin
rural areas

d) Missdlingand malpracticesintheindustry

Which of thefollowingisnot the part of marketing strategiesfor an Insurer?
a) DecidingtheProduct

b) PricingtheProduct

c) Followingtheregulationsof IRDAI

d) DecidingtheProcess

Which of thefollowing isan important factor that isused for determining the
premium ratesunder alifeinsurance plan?

a Mortdity b) Expense
C) Interest d) All of theabove

Which of thefollowing intermediary isnot involved in the selling of insurance
productsand services?

a WebAggregators

b) InsuranceMarketing Firms

€) Insurance Self-Network Platform (ISNP)
d) InsuranceRepository

Which of thefollowing factors needsto be considered for the deciding the
branch location of aninsurance company?

a Smooth accessibility tothebranch

b) Availahility of infrastructurd fecilities

c) Safety measuresandfactorslikeofficefurnishing
d) All of theabove
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6.9 LONG-TERM CLIENT SERVICING

Thereationship with the customer doesnot end on salling theinsurance policy, rather
it hasjust started. You should providelong term serviceto theclient. Serviceisequally
important at thetime of renewa of policy, informing theinsurer about the changesin
theemploymentin caseof lifeinsuranceor notifying for the claim. Continuousservice
tothe customer can helpinretaining the customers.

Thetreasure of any businessesisnot the productsor servicesbut theloyal consumers
who lovetheir productsand/or services. Thisisespecialy truewhen it comesto the
insuranceindustry asInsuranceindustry isgrounded ontheir clients. Customer isthe
most important asset for an Insurer. If theinsurance company isnot ableto attract new
customersand retain the existing ones, the businesswill go bankrupt. To prevent this,
customer servicefor theinsuranceindustry should beddivered with utmost excellence.

6.9.1 Why islong-term customer relationship important?

Satisfied customersarethe pillar of any insurance companies. A happy and loyal
customer may help in generating new business opportunitiesfor an Insurer through
referrads. Long-term clientsarethe best ambassadorsfor aninsurance company. They
will helpin spreading positiveword of mouth communi cation and spreadsapositive
information about the insurance company. It isalso important from aviewpoint that
peopletendto believein testimonia sof someonethey know persondly. Through these
positive communicationstheimageor reputation of the company isa so strengthened.
L et usexplorefew ways by which you can ensurethat the client stayswith you for a
longer duration:

1. Looktocustomer servicemodelsfrom other industries: Rather than only
looking withinyour insuranceindustry for benchmarks, takelessonsfromthose
industriesthat rate high in term sof customer satisfaction and performancelike
hospitdity industry. Learnfromtheir model show they aretreating their cusomers
andwhat liesintheir services, which can beadopted for your insurance company.

2. Emphasize on talent management within your organisation: It isthe
people, whointeracts most often with the customers. Whether it isat thetime of
explaining the product, providing solutionsthrough acall centre of providing
ongoing servicestotheclient. You haveto makesureyou arehiring right people
for theright job at theright time. Make effortsin retaining the employeeswho
aretdented and arethe asset to the organisation. Thiswill ensure better execution
of processes and better servicestotheclient.
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3.

Invest in customer and employee supporting technology: Today, there
aremany technol ogieswhich aredisrupting theway businessesare being run.
TechnologieslikeArtificia Intelligence, Machine L earning, Robotic Process
Automation, Virtual and Augmented Redlity, Big Dataarefew toname. You can
useAutomated Voice Response System to answer the callsof your customers.
Virtud Redlity and Augmented Realty could be used to explain the products. Al
enabled chatbots can be used to resolve queries of clientsrelated with product
features, pricing, clams, etc. Mobilegppscould beused for providingimmediate
detailsof policy and contact routeto the client. Sensory devices could be used
for allowing discountsto the customerswho arefit. Thereare many waysthese
technologies could be utilized for enriching the experience of theclient.

Facilitatel ntegrated and Consistent Cross-Channel Interactions: Insurer
may usevariousdistribution channel sand touch pointsfor reaching the customer.
All your communicationsshoul d have cons gency and shdl beusedincombingtion
to provide best servicesto theclient. You haveto ensurethat all channels speak
the samelanguagewhen it comesto processand guidelines, any channel could
be utlised for making payments, any channel could be used to connect withthe
insurer. Thiswould bring cons stency and ensurelong term satisfaction for the
dient.

GiveAgentsthelnformation they need todotheir jobs: Agentsaretill the
firgt choiceof customerswhenit comesto receiving informeation about the product
anditisonechannel, whichisdtill generating maximum businessfor theinsurer.
Insurer shal invest intechnol ogies, which can provideimmediateinformationto
theclient about their customers, their contact details, their policies, due date of
the policies, important dateslike birthday and anniversary of theclient. The
agentsin many wayscould utilizethisinformation.

For example, an agent can keep atrack of theimportant dateslike birth date
or anniversary of the customer and may send themacard or givethemacall to
wish them on these specia days. It isimportant to do alittle extrafor your
customersif you want to succeed intheinsurance business.

Effectiveuseof Customer Data and Segmentation: Every insurer hashuge
customer data avail able with them that is generated from different sources.
Technologieslike Big Data, Machine L earning, PredictiveAnaysiscould be
used to effectively extract important information from the huge data, which can
hel pin effective segmentation. The company for getting businesscould utilize
leads generated through socia mediaplatforms.
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7.  Set Realistic Expectations for your Customers: While dealing with
customers, itisimportant that you don’t over promisetoyour client. Itisimportant
that you set redlistic expectation for your customersin termsof return potential
for investment related productsin lifeinsurance, For other category of insurance,
redlistic expectationsintermsof policy issuance, servicing and claimsisimportant.

8. Prompt Responseisof utmost Importancein the Businessof I nsurance:
Customersexpect theresponsefrom theinsurance company to bequick. Delayed
responses from the insurer or No response may make your customer feel
neglected or unimportant. Thismay create di ssati sfaction among the customers
and may affect your relationshipswith the customers. They may even stop
contacting youl.

©-| WHAT YOU HAVE LEARNT

Asaninsuranceprofessond, you haveto makesurethat your communicaioniseffective
whenyou aredealing with your clients. Effective communication combined with good
product knowledge and selling skills can hel p you generate business. Nonverbal
communicationsincludesusing your facial expressions, gestures, eye contact, touch,
body language and posture, etc. for communicating with others.

You should always placetheinterest of your client first. You should be honest and
sncereindl your professiond conduct and whilededingwith client. You should maintain
theabilities, skills, and sound knowledgefor providing servicesto your client. The
information of the client should be kept confidential and shall not be shared with any
other person. Theseare someimportant ethical concernswhich you shdl follow while
dedingwithyour clients.

A hedlthy team climateisoneinwhichteam memberscanfredy sharetheir ideas, ask
questions, trust each other and where the membersfeel valued and respected. L ot of
effortson the part of aleader isrequired for creating an effectiveteam. You need to
hireyour team membersin acons stent manner and should provide sufficient training
to theteam members.

Every businessrequiresawell drafted policieson HR and Personnel Management
which containsinformation rel ated to working hours, code of conduct, leave palicy,
policy oninterpersond relaionships, Performance management and gppraisd, Probation
policy, Grievanceredressal systemand policy onintellectua property.

Marketingincludesvariousdecisionsfor amarketer likemarket research for identifying
theproduct anditsfeatures, new product devel opment, distribution, advertising, pricing,
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promotion, product improvement and so on. Theterm ‘ marketing mix’ referstoa
businessmodel, historically centered around product, price, place, and promotion
with three additional components, i.e. People, Processesand Physical evidencesfor
the marketing of serviceswhich an Insurer may useto determinetheir product and
brand offerings.

Thetreasure of any businessesisnot the productsor servicesbut theloyal consumers
wholovetheir productsand/or services. Customer isthe most important asset for an
Insurer. If theinsurance company isnot ableto attract new customersand retain the
existing onesthe businesswill go bankrupt. To prevent this, customer servicefor the
insuranceindustry should bedelivered with utmost excellence.

o)

ml!lll»

TERMINAL QUESTIONS

=

N

What do you mean by * Communication’ ? Explainthe processof communication
usingexamples.

What it isimportant for insurance professional sto have good communication
skills? Give answersto support your answe.

Writenoteson:
a Useof Non-Verba Communicationin Insurance
b) Ethical Behaviour inInsurance

What is* healthy team climate’ ?How canyou create ahealthy team climatein
your team?

How can you create an effectiveteam within your organisation?

What arethemgor componentsof the company’spolicieson HR and personnel
management?

Writeadetailed note on Marketing of Insurance Productsand Servicesusing
marketing mix strategies.

Why thereisaneed of long-term client servicing in an Insurance company?
Suggest thestrategiesfor devel oping long-term relationshipswith your clients.
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‘E ANSWERS TO INTEXT QUESTIONS

6.1

6.2

6.

4,
5

©
()
@
@
(b)

©
()
©
()
©)
()

Both before and after Selling an Insurance policy
All of theabove

Sender, Receiver and aMessage

Encoding

E-mall

Noneof theabove

Explaining thelnsurance product to client
Followingtheregulationsof IRDAI

All of theabove

Insurance Repository

All of theabove

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Todesgnthedtrategiesfor creating ahedthy team climate and effectiveteams
andtoformulatethe strategiesfor marketing of Insurance Productsand Services
using the concept of marketing mix.

®  To describe the components of company’s policies on HR and Personnel

Management
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7.0 INTRODUCTION

Today every businessand indudtry istalking about onehot topicand that isDigitdization.
But what exactly doesit mean?Digitalizationisabout theuseof digita technologiesfor
changing the business model that may provide new revenue and val ue-producing
opportunitiesfor your business. Digitdizing your organization can giveyou acompetitive
advantage by doing thingsbetter, faster, and chegper than your competition. All industries
includinginsurance businessneed to leveragethe benefit of digital technologies. Inthis
chapter, youwill learn about digitalization and itsbenefitsfor the Insuranceindustry.

7.1 OBJECTIVES

After reading thislesson, youwill beableto:

Definedigitization, digitaization and digita transformation
Explain the Disruptive Technologiesand Digita Touchpointsusedin Insurance
Describethedigitalizationininsurancefrom policy issuanceto policy servicing

Explaintheimportance of maintaining integrity of transactionsand ensuring data
security inlnsurance

7.2 MEANING OF DIGITALIZATION

Theterms' Digitization’ and' Digitalization’ may sound smilar, but hasdifferent meanings.
Digitd transformationisanother word that lookssimilar todigitization and digitalization.
Beforecomingto Digitaizationin Insurance, let usfirs understand thedifference between
Digitization, Digitdizationand Digital Transformation.
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7.2.1 Digitization

Digitization refersto the process of convertinginformation like al phabets, pictures,
soundsor any other document fromitsphysical forminto adigital form (Oand 1) that
can bestored, processed, and transmitted by computers. Insmplewords, Digitization
isthe processof converting theinformationfromitsphysica format toadigita format.

Inour daily routine, dmost everyonedigitizes something, from scanning ahard copy
or aphysica document into aPDF format to encoding handwritten notesinto Microsoft
Word.

For example: If you scan adocument and savesit after convertingitinto‘PDF or
‘jpeg’ file. Hereyou have converted aphysical document into adigital document.

Itisimportant for you to remember that it istheinformation you aredigitizing, not the
process. Itiswherethedigitalizationwill comein.

7.2.2 Digitalization

Digitalizationisthe processof taking the advantage of digitization inimproving the
business processes. Asdefined by Gatner I T Glossary, “ Digitalization isthe use of
digital technologiesto change abusinessmode and provide new revenueand value-
producing opportunities; it isthe processof movingto adigital business.”

For example: If you scan adocument and savesit after convertingitinto‘PDF or
‘Jpeg’ file. You then uploadsthisfileto the cloud so that the same can be accessed
from anywhere and at any time. The samefile could be accessed in the future and
would not belost likethe physical filesor the ones, which are stored in aparticular
computer. Here, you areleveraging digitization to improve your processes.

In both the above examples of digitization and digitaization, you havedigitized apart
of your business process, but inthelater part in digitalization, you are leveraging
digitizationtoimproveyour businessprocessesto agreater degree. Digitdization carries
apositive connotation and isawaysenabled by digitization.

Thus, we can say themajor difference between thesetwo isthat, digitization deals
withtheinformation, whereasdigitalization dealswith the process.

7.2.3 Digital Transformation

Digitd transformationisanother word that lookssimilar todigitization and digitalization.
Digita transformationistheresult of digitalization. It dealswiththe businessstrategy
and focusesonimproving processby using digital technologies.
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Theideahereisto usethetechnology not only to replicate an existing serviceina
digita form, but dsoto transform that serviceinto something significantly better.

N

(Digitization is the Digitalization (Digithraqs‘ormationis
phro_cefﬂs of .con;/ertl 9| |Digitalization is the | | theresuit of theprocess
plewormenon TOMIS || process of leveraging | | of dgitaization
pnysical format to a| | gigitization toimprove
digital format.. - business processes Digital

—— Digitization - - Transformation

NS

Figure7.1: Digitization, Digitaization and Digital Transformation

s

7.3 DIGITALIZATION IN INSURANCE

Today, thereisaneed for using digital technologiesfor improving various processes of
theorganizations All industriesincluding insurance businessneed to leveragethe benefit
of digital technologies. Your businesscould bedigitally transformed only whenyou
digitalized al your major business processes. The business need to look for the
processeswhich they can digitalized which can actualy improvetheefficiency of the
organisation and that can actually help in solving the problemsor streamlining the
Processes.

Oneway of digitdizingyour processesiswiththehd p of acustom softwaredeve opment.
You can create your own I T infrastructure, asyou know better which processisto be
digitalized and how it isto be done. Building anew proprietary platformtypically
involveshbuilding asystem architecturethat perfectly fitsthe uniquerequirementsof the
insurer and then seamlesdy integrating itinto theremaining landscape.

Themaor drawbacks of building your own customized platformisthe higher costs,
longer timelines, and additiona risksas compared with buying areadymade standard
software package.

Approachesfor Digitalization

|
\ |

Building anew proprietary platform/ .
Customising Software Devel opment BuyingaStandard
Software Package

Figure7.2: Approachesfor Digitalization
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Another way of adopting the processof digitalization isto buy astandard software
package. It hasbecomeincreasingly appeding to many insurersasthe Standard software
packagesare much morestreamlined. It includesready-madefunctionality for pricing,
underwriting, customer salf-service, automation, and claimsprocessing. Asaresult, it
canimprovetheefficiency acrossthe major processes of the organisations. Insurers
also get an accessto apool of skilled resourcesfrom outside theinsurance company
for anecessary I T support and updates.

Many InsurTech startups areincreasing the speed of digitalizationintheinsurance
industry. Some of the startupsare using dronesto capture social imagesthat areused
toidentify therisk in property and agricultureinsurance. Social mediaplatformsand
wearablelikefitnessbandsare being used to collect theimportant information about
the customers. You can get your property likecar, jewellery, etc. insured just ona
click of apicturewith the help of the company’swebsite or amobileapp. Insurersare
usingArtificia intelligenceand advanced analyticsfor ensuring compliancewith the
Insuranceregulations. Artificia Intelligence (Al) enabled chat botsare employed by
theinsurersfor leveraging the benefitsof Al and machinelearning to offer insurance
policies, and providing personalized experiencesto the customers 24x7. These chat
botscaninteract with you just like ahuman and can solve mgor of the queriesrelated
tothefeaturesof theinsurance product, pricing, and claims. Telematicstechnology is
used for offering discounts on premiumto the safe drivers. Thesetechnologiesare
enabling Insurersto enrich the experience of thecustomers. Thesearea so helping the
Insurersthroughout the value chain of theinsurance starting from the pre salesto
customer servicing and claims management. You arejust exposed to some examples
wherethelnsurersareusingArtificia Intelligence, sensory devices, machinelearning,
advanced andytics, chatbotsetc. indigitalizing their business processes. L et usexplore
now explore how these technol ogies are disrupting the business processes.

7.4 DISRUPTIVE TECHNOLOGIES

Thereare certain technol ogiesthat are disrupting the val ue chain of insurance or may
disrupt inthecoming few years. Emerging technologieslikeArtificid Intelligence (Al),
MachineLearning (ML), Internet of Things(loT), Virtud Redity (VR), Robotic Process
Automation (RPA) and Block Chain powered by analyticsand the cloud can enable
insurersto devel op human-centric propositionsand finding sol utionsthat can actualy
transform the processes of the Insurers. L et us understand thesetechnol ogies.
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8. Artifidd Intelligence(Al)

— 9. BigData

Figure7.3: Disruptive Technologies

1. Infragtructureand Productivity Tools. A modernIT architectureisrequired
for digital innovationsin an organisation. For managing theinformation, many
insurersare considering the cloud infrastructure for processing, computation
and sorageof information. Inacloud storage, your dataisstored onthe Internet
through acloud computing provider/service provider. Thisservice provider
manages and operates data storage as a service and the datais available on
demand with “anytime, anywhere’ data access. You need not createan I'T
infrastructurefor managing your dataor processes.

Theagents, brokers, and other intermediariesto connect with their customers
can use productivity toolslike co-authoring and video calling. Co-authoring
meanswhen multiple usersareworking at the sametime on asingle document
like Word document, Excel spreadsheet, or PowerPoint presentation andis
making changes simultaneoudy. You will be ableto seethe presence of other
usersand what changesthey aremaking. We can cdll thisco-authoring, or real-
time collaboration among the users.

2. Advanced and Predictive Analytics (APA): Insurers have large amount of
datawith respect to their past customers, preferred mode of paying premium,
complaintsand grievances. Advanced Analytics can be used bytheinsurersto
get insightsinto the customer needs and preferences. Dataanal yticscan help
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insurersmovefromtraditiona handling of daimstothevirtua handlingor touchless
handling of claims. For example,somedevice could beingtaledinacar, which
can send informationto theinsurer about the accident and thel ocation of accident
withthehelp of GPS. It would be easier for theinsurer to processtheclaimand
at the sametime, you can have acheck on fraudsasan Insurer.

Predictive analyticsis a sub-set of advanced analytics and focuses on the
identification of futureevents. Insmplewords, it can hepyouin predicting the
futureevents. Predictiveanalysisor predictive modelscan helpyouinclaim
management, fraud detection, identification of unusual claims, maintaining
Necessary reserves, etc.

MachineL ear ning: Machinelearningisan application of Artificid Intelligence
(Al that alows software applicationsto automatically learn and improvefrom
experience without being explicitly programmed to do so. It focuseson the
devel opment of computer programsthat can accesshistorical dataasinput and
useit learnfor predicting new output values. Insurersare leveraging machine
learning to increasetheir operational efficiency, improvetheir underwriting
practices, pricing products, boosting customer service, manageclaimsand even
indetecting fraud. With machinelearning, theinformation system of theinsurercan
quickly adapt to new data, without the need for re-programming the system. It
can be used for improving various process of the organisation. For example:
there are companiesthat has devel oped a gorithmsto read the handwritten or
typed information and can convert itinto adigital formwith 99.9% accuracy.
Thiscan help insurersto reduce cycletimes of different processes. Another
examplewould beamobileapp or adigital devicethat canbeused for monitoring
thebehaviour of driversto potentially offer discountson car insurance premium
tosafedrivers.

Insurers use machine learning in detecting risks early in the process of
underwriting. Thiscan savethetimeof under writersenabling insurersto make
betteruseof underwriters time. Machinelearning could asobeusedinreviewing
the profile of the customers that can help insurersin offering tailor-made
personalised solutions.

Thelnternet of Things(loT): Thelnternet of Things (IoT) isasystem of
interrelated computing devices, mechanical and digital machines that are
connected through internet. These devicesare provided with Uniqueldentifiers
(UIDs) andtheahility totransfer dataover anetwork without requiring human-
to-human or human-to-computer interaction.
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the behavioural dataof customersfrom millions of devices connected tothe Insurance

internet that isincreasing theroleof 10T. Thisdatathen can beutilised for improving

thecustomers’ experienceandinlot other wayslike new product devel opment,

pricing, understanding consumer behaviour, tc.

Networked devicesin carscan giveyou signa sand can protect you from meeting

withan accident. Network devicesin buildings can protect peopleand property Notes
by providing alertsfor proactive and preventive maintenance, thusreducing
accidents—and claims. By analyzing datafrom sensorsingaled inthe vehicles,
insurerscan gainingghtsinto thedriving behaviour.

For example: Some insurers are using telematics for monitoring driver
performance and rewarding the safe drivers with reduced premiums. Such
mode shepsinlinkingrisk and pricing.

Intheareaof heathinsurance, aninsurer may provideyou with amobileapp or
ahealth-monitoring devicethat allow you to track your health parametersand
well being.You will get incentivesto stay fit, asaresult, the chancesof claim
filing will aso bereduced.

5.  Block Chain/Distributed Ledger Technology: In the simplest terms, a
blockchainisadigitd, publicledger that recordsonlinetransactionswhileensuring
security, trangparency, and decentralization. Itisachain or recordsstored inthe
formsof blocksthat are controlled by no single authority. No participant can
change or tamper with atransaction after it has been recorded to the shared
ledger.

In Insurance, Blockchain can improve Underwriting by providing speed,
trangparency andinnovation to underwriting whileat thesametimeprovidinga
smarter way to process and manage claims. By arranging and documenting
clamsondistributed ledgers, insurerscan greatly reduce processing time.

A wholenew fieldisopening up for smart contracts, that is, policiesthat arefully
automated and updated based on ablockchain’sentire database.For Blockchain
to succeed, thereisaneed of acommunity whose members can collaborate
andlearnfrom each other. Redlizing thisimportance, somelndianinsurershave
taken thelead and formed aninforma community on Blockchain. Thisinformal
consortiumisexploring use cases such aschecksfor agent recruitment, detecting
Anti Money Laundering (AML) violations, improving customer outreach for
unclaimed amounts, managing cost of medicals, and curtailing clamsfraud.
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6.

Virtual Reality (VR) and Augmented Reality (AR): Virtua reality usesthe
digita technology to provideathree-dimensond imagethat surroundsthe userand
appearsto bereal, sometimesin combination with audio through aheadset or
smart glasses.

For example: flight stimulatorsare used to train the pilots. Ininsurance, an
insurer could usevirtual reality to create a3D image of aroom or aproperty
that can be used for underwriting purposes. Similarly, virtual reality could be
used to reconstruct an accident with minute detail s.

Augmented Redlity (AR) superimposesadigital display over area word view
using aheadset, glasses or amobile phone. Customer Service executivescan
interact with virtual policyholdersto sharpentheir communicationskills. Claim
investigators caninvestigate post disaster damage using 3D footageor virtua
exploration of thearea. Underwriters can exploretheentirebuildingusing a
simulation derived from the onsite images for identifying the safety
hazards. Augmented Redlity enabled gamescan beutilised to explain the benefits
of theinsurance products and for increasing the brand awareness. Augmented
Redlity can also be used for training purposes.

Robotic ProcessAutomation (RPA): RPA involves applicationsor asoftware
that can configure robotsthat have capabilitiesto handle high volume, rule-
based, manual and repeatabl e tasksthat ahuman performs. Insurers can use
RPA in automating theroutinetasksin policy administration, underwriting and
clamspotentialy saving onthousands of peoplehours. RPAsolutionsusevirtua
botsto copy and replicatetheway individuasinteract with applications. These
virtud botsfollow smplerulesto make decis onsand automateroutine business
processes. RPA can help in saving costs, process optimization, operations
effectiveness, improved compliance and control, and enhanced customer
experience.

Processesthat that can be automated are policy endorsementsand renewals,
insurance contract management, underwriting, generation of premiuminvoices,
record payments, policy renewals, application capture, and claims
management.RPA, when combined with emerging technologies such asAl,
meachinelearning and chat bots, can hel pinsurerscreate smarter solutions, which
will helpthem position themsd vesasbeing more customer centric. Thiswill also
help insurers drive market innovation and continuously bring out new and
innovative products.

Open Vocational Educational Programme



DIGITALIZATION IN INSURANCE

8.

Artificial Inteligence(Al): Artificid Intelligence (Al) isabranch of computer
science concerned with building smart machines capabl e of performing tasks
that typicaly requirehumanintelligence.M ost examplesof Al that you hear today
arefrom chess-playing computersto self-driving cars. Al hel pstheinsurance
industry in recognizing patternsfrom the huge datawhichisavailablewith an
Insurer. Insurersareusing artificia intelligenceto craft individuaized policies,
automate underwriting processes, improving customer service, clams, marketing
-and fraud detection.

For example: toimprove customer experience, many insurersareinvestingin
Al enabled chatbotswhich caninteract with the customerslike agents.

These chatbots are available 24x7 and can be utilized for answering simple
gueries and questionsof the customers. These can also be used to give basic
advice, check billinginformation, and addresscommoninquiriesand transactions.
Insurersare admitting touchlessclaimsthat usesacombination of Al and other
technology to report the claim, capture damage, audit the system and
communicatewiththecustomer.Al canidentify patternsand recognizefraudul ent
claimsbetter than humans.

Big Data: Big datais aterm that describes the large volume of data, both
structured and unstructured that iscreated in abusinesson aday-to-day basis.
Insurersuseshbig dataandyticsfor andyzing, sysematicaly extractinginformation
from the data setsthat aretoo large or complex to be handled by atraditional
data processing software.An Insurer may collect large amount of datafrom
publicly shared comments on social networksand websites, sensory devices
and mobile apps, through questionnaires, product purchases,virtual chatbots,
and el ectronic check-ins. The presence of sensorsand other inputsin smart
devicesallowsfor datato be gathered across abroad spectrum of situations
and circumstances.

I nsurerscan obtain holistic customersegmentation by marrying demographi cdata
from legacy databasesto big datasources such as datafrom asocial media
activity. Techniques such astextana ytics can be used on cutomer email datato
identify commonpain point themes so that they canbe addressed proactively.

Big datainfrastructurecan dso he pinimproving theproductivity of theemployees
by providing them theright dataat the right time For e.g.,if an agent hasthe
detailsof al previousinteractions between the prospect and thefirm, hewill be
better equipped to convert the prospect.
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Big Datainfragtructured o hel psinsurersin cusomer retention. Predictivemodes
can be used to predict customerswho arelikely to surrender their policiesin
near future. With suchingghts, themarketing team can prioritisetheir interactions.
Predictive model s can also be created to identifyfraudul ent customers, agents,
employees, hospitals,doctors, drug stores, etc.

Advanced analyticstechniques can predict and recommend the most likely
product the customer will bewilling to buy based on the past digital interactions
of thecustomer. Also, with big datacapabilities, based on customer behaviour,
the website can be customised in realtime, leading to enhanced customer
experience.

With big datatechniques of storing unstructured data, social mediadataand
possibly the datafromthe loT networkcan be stored and analysed to derive
indghtsabout customer behaviour whichwill provideva uableinputsfor product
underwriting.

Withtheavailability of socid mediadata, advanced anayticstechniquessuchas
link analysisand socid eminencescoring, likely individua swho can affect others
decisonscan be shortlisted. Converting suchindividualscanlead to higher sdles.

We have just discussed various technologies which can help an Insurer in
completely transformitstraditional processinto adigitalized process. Let us
now understand variousdigita waysby which aninsurer connectswithitspublic,
customersor prospects.

. INTEXT QUESTIONS 7.1

isthe process of converting theinformation from itsphysical
formattoadigita format.

a) Digtizaion

b) Digitdizetion

c) DisruptiveTechnology
d) Digitd Transformetion

istheuseof digital technologiesto change abusinessmodel
and provide new revenue and val ue-producing opportunities.

a) Digtizaion
b) Digitdization
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3. typically involves building a system architecture that

perfectly fitstheuniquerequirementsof theinsurer and then seamlesdy integrating
itinto theremaining landscape.

a) Custom Software Development Notes
b) BuyingaStandard Software Package
c) Bothoftheabove
d) Noneof theabove
4.  Whichof thefollowing isan exampleof adisruptivetechnology?
a MachineLearning(ML)
b) BlockChain
€) Robotic ProcessAutomation (RPA)
d) All of theabove

5. is a sub-set of advanced analytics and focuses on the
identification of futureevents.

a) Artificd Intelligence

b) BlockChain

€) Robotic ProcessAutomation (RPA)
d) PredictiveAnaytics

6.  Whichof thefollowing alows software applicationsto automatically learn and
improvefrom experiencewithout being explicitly programmed to do so.

a MachineLearning(ML)
b) BlockChain

c) BigData

d) Augmented Redlity (AR)

7. Which of thefollowing definesasystem of interrel ated computing devices,
mechanica and digital machinesthat are connected throughinternet?

a BigData
b) Augmented Redlity (AR)
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8.  Whichof thefollowingisan exampleof Distributed ledger technology?
a BigData
b) Augmented Redlity (AR)
Notes ¢) BlockChain
d) Robotic ProcessAutomation (RPA)
9.  Whichof thefollowing can automate the routine tasks saving on thousands of
people hoursof an organisation?
a BigData
b) Augmented Redlity (AR)
c) Thelnternetof Things(loT)
d) Robotic ProcessAutomation (RPA)
10. Which of thefollowing technology isused in chess-playing computersor self-
driving cars?
a BigData
b) Artificid Intdligence
c) BlockChan
d) Internetof Things(loT)
7.5 DIGITAL TOUCHPOINTS
If you ask your parents, fromwherethey had bought insurance or from wherewe can
buy aninsurance policy, the most common answer you will get isthrough an agent.
From solong, the most common channel for buying aninsurance policy isthrough
someagent who might beyour friend or amember fromafamily or somereative. But
now thetimeischanging, asinsurersaregoing digita with their services, new channels
are helping customersin selecting theinsurance products as per their convenience.
There are multiple channel savailable today from where you can buy aninsurance
policy. Many digital touchpointsare used by Insurersto connect with its prospectsor
customers. Thesetouchpointsare used for sharing information about the offerings of
theinsurer and at the sametime could be utilized for collecting important information
of itsprospectsor customers.
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Figure7.4: Digital TouchpointsinInsurance

Website/Porta: Insurershavetheir own websitesthat they utilizefor connecting
withthecustomers. With theincrease use of technol ogy, customersprefer visiting
thewebsite of theinsurance company for getting details about the insurance
products, raising queries, paying premium, etc. Contact detail s of the company
areavailableonthewebsiteof theinsurer. You may get the detail sof your policy
by creating an account on thewebsitewithloginid and password. Thewebsites
may help you compare different policieshighlighting its coverage, features,
premium, risks, termsetc. Some of theinsurersuse chatbotson their websites
to provideinstant information toits customersregarding the pricing, coverage
and claim settlement processes.

Mobile Devicesand Apps: Insurers haveintroduced mobile appsthat can be
used for getting detail sabout the policy, paying premiums. Itislikekeepinga
policy inyour pocket wherethedetail sof the policy and all relevant information
isavailableevery time. These mobile appsare aninstant way of approaching
theinsurer in case of emergenciesor at thetimeof puttinginaclaim after an
accident.The customer can directly inform theinsurer about an incident that
warrantsaclaimwiththe help of theseapps. Thishel pstheinsurer in getting

Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

Diploma in Insurance Services

109



Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

DIGITALIZATION IN INSURANCE

quick information thusreducing Turn Around Time (TAT) for servicing claims.
Themobileappsa so provideva uableinformation to theinsurer.

For example: Mobile apps could be used that allow to track the health
parameters by counting the number of stepsin aday and well being of the
insured.Insurer may giveincentivesto the customerswho stay fit. Thisalso
reducesthe chancesof claimfiling for aninsurer.

Email/SM S: Emailsand SM Sareused by theinsurersfor sharinginformation
with the customers. Emails may be used to share the e-policy document with
the customersand at the sametime, SM S could be shared on the registered
mobile number of the client about the dispatch of the policy from the head
office. Emailsand SM S are al so used for sending the reminders or renewal
naticeto the customer about the due date of the premium payment of aninsurance
policy. Customersalso uses emailsto notify the claimsto theinsurer or for
getting any information about theinsurance policy. In case of any grievanceor
complaint, theinsured can usethe email for sending noticeto theinsurer.

I nsurance Company’sSocial M edia Pages. Customersareincreasingly using
the platform of social mediafor finding theinformation about the insurance
company and how others ratethe services of an insurer. Social media also
providesapublic platformto expressany dissatisfaction. If you arenot satisfied
withtheservicesof thecompany, you may expressyour dissatisfaction on these
platforms. The companiesdo appoint their staff for observing these posts by
any client asit may |ead to negative word of mouth communication that can
Spread at avery fast speed. Itisimportant for theinsurer to beawareof what is
being said about the company and intervenewhen required. Social mediaa so
providesaninsurer avaluable dataabout the customer sentiments. Customers
who are posting querieson the social mediaplatform providesval uable dataas
asda eslead which can be converted into business.

Web Aggregator s(e-mar ket place): WebAggregatorsareessentialy insurance
portalsthat help you compare products, and enable purchase by directing you
to theinsurer or the insurer to you. Web Aggregators compile and provide
information about insurance policies of variouscompanieson awebste. Today,
many web aggregators can help youin making abest choice asyou can compare
the policiesof different insurerson asingle platform. You need not visit the
websteof differentinsurersasthedetallsof insurance plansof differentinsurers
can be compared on the website of aweb aggregator. If you want to buy a
specific plan of aninsurance company, al you needtodoistofill anonline
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inthe database of theinsurer with nointermediary involved. Theinsurer saves Insurance

on agent commission, the benefit of whichispassed toyouintheform of lower

premiums. All theinformation rel ated to the product features benefits, coverage,

priceand claim settlement ratio isavail able on the website of web aggregators

along with acomparison of insurance products.

6. Smart Devices, Wear ablesand Sensor Technology: Insurersare offering Notes
smart devices having sensorsthat can record your daily routine activitieslike
number of stepstaken inaday or amount of caloriesburnt. Thesewearable
devicesareintrend fromthe past few years, providing consumersthe chanceto
get feedback on their routine activities and an opportunity to improvetheir
lifestyle. Inavariable premium product, someinsurershavelaunched apay-as-
you-workout concept, wherethey are offering discountson next year premiums
if theinsured manageto burn out more calories. Oneof the non-lifeinsurer had
also launched avariable premium product with its pay-as-you-drive motor
insurance policy, enabled by tel emati cstechnol ogy. Telematicstechnology can
be used for offering discounts on premium to the safe drivers. Thetelematics
box that isfitted to your car then measures various aspects of how, whenand
whereyoudrive.

Withthe help of the datagenerated through these smart devicesand wearables,
amoreaccuraterisk prediction can be madewhich can benefit both theinsurers
andinsured. Insurer may reward userswho live healthier lifestyleswith lower
insurances costsand premiums.

Insurerscan get thereal time datafrom these devicesthat monitor vital signs,
activity, nutrient consumption and s eep patternsfor more precise underwriting
and pricingwhileaso offering value added fitnessand lifestyl e feedback.

7. OnlineLiveChat on Insurance Company Website: Insurersusestheir staff
and executivesfor providing instant support for the queries of the customers.
You asaprospect or acustomer candirectly ask your queriesto theinsurance
companiesand the executivewill providetheresponse on thelive chat option
availableontheir websites. Live chat representativesarelessexpensivewhen
compared to the phonecallsor cal centres. The conversationwith the customer
getsrecorded onacloud or the physical server of the company, which canbe
utilized for future records and improving the customer experiences. Any
information related to the policy, product features, premium payment, payment
receipts can be gathered using theselivechats.
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8. Al Enabled Chatbots: These Chatbotsaresimilar to that of thelive chatbots
but themgjor differenceisthat the responsaisgiven by themachinesnot humans.
ThesechatbotscombinesArtificia Intelligence (Al) withMachineLearningand
Analyticsfor communicating with the customers. Theseareavailable 24x7 and
hel psyou understand awiderange of products. These chatbotswill proveto be
cheaper in thelong run when compared with thelive executivesreplying the
customer. However, chatbots don’t add ahuman touch to the conversation.

These chatbotsnot only answer specific questionsbut can al o suggest products
based on your need and requirements. Improvementsin speech and language
processi ng technol ogies are making chatbots more capabl e, expanding their
potential applications acrossthe organisation. Some of the Indian Financial
Servicesaggregatorsarea so finding these chat-botsin reaching out to thousands
of customersandincreasetheir conversionrates.

Surprisngly, theseAl enableschatbotsareableto resolvethemgority of customer
inquiries. Bothlive chat agents and chatbotsincrease the chances of getting
customersto convert.Ultimately, live chat and chatbotswork best whenthey're
implemented together.

7.6 DIGITALIZATION IN INSURANCE FROM POLICY
ISSUANCE TO POLICY SERVICING

Insurance companies are disrupted aswell asdisrupting theinsurance businesses.
Insurersare adopting digitalization for digitally transforming their processeswith an
am of achieving efficienciesand optimizing theend-to-end customer experience. The
moderninsurance customer preferssimple,customised and intuitive policies, an easy
process andasimple and tangible cost breakup. Customerswho are not happy with
theservicesmay slently leavethe organization, but thosewho are dissatisfied may use
social mediaand other platformstotell theworld. Thus, it becomesimportant for an
Insurer to provide abetter customer experience.

The power that technology has given the modern-day customer hasenabled themto
ask theinsuranceindustry for more: moreservice, morechannels, morerepons veness,
moreintegration and moreimportantly lesshasse.

Itisimportant for aninsurer to provideadequate, timely and cons stent servicetotheir
customersduring each stage of theinsurance product lifecycle. Thevaluechaininthe
insurance startsfromthe pre sae stageto buying apolicy to making aclaim and getting
acoverage. Onethingiscommonintheentirevaluechain, that is, themanud effortsin
each stagewhich aninsurer isputting in whichinvolvesahuge cost for an Insurer.
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Insurers can takethe advantage of digitalizationin these stages. L et usexplorethese
stagesand triesto understand how digitalization may help an Insurersintransforming
itsprocesses during each stage.

Value Chain of I nsurance

Stage Major |ssues/Process Scopefor Digitalization/
Technology Required
Pre-Sale | Thecustomer may facedifficulties | Simplified videosand documents
inunderstanding theinsurance inloca language may be
products, itsfeaturesand benefits. | prepared for sharingit with
Moreover, ma practiceslike customers, whichmay be
mis-salling and fraudsmay affect uploaded on different platforms
thetrust. Thereisaneedto likewebsite and mobile appsfor
explainthe product featuresand aunified experienceand building
other related aspectsinaclear trust.Multilingua Websiteand
languagetotheclient. MobileAppswill helpin
reaching more customersleads
may begenerated fromthe
websites, social media Anaytics
Software and Big Datacould be
utilized for identifying petterns
and gettingingghtsabout the
customersChatbots can handle
the querieson thewebsites 24x7
Market | Insurancecompaniesmay have Al and advanced analyticscould
Segm- largeamount of customer data be used for personalised product
entation | relatedtotheir habits, buying offering based on customer
patterns, family background and needsand preferencesfrom
location, etc. behaviourd data. Big Datacould
Thisdatashould beanaysed for be used for getting insights about
better segmentation of markets thecustomer for dividingthe
and deciding the customer customerswhich have
acquisition strategy. smilarneeds.
Product | Designingtheproductsasperthe | Blockchain: Smart contractsand
Design | changingneedsof thecustomersis | better dataalow theinsurer to
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Sage Major |ssues/Process Scopefor Digitalization/
Technology Required
and achdlenging task for themarketers. | reorganizetherisk poolsand
Pricing | Withincreasngdigitization, apply morerisk appropriate
customersare becoming more pricing. Internet of thingscan
demanding. They expectinsurers hel pinidentifying theproduct
to understand them and come up which can be offered to the
with personalisedtailor madeplans | customersFor example:
that cater to their specific needs. prevention or Stuational
insurancelikeTrave insurance
maly be sold at hotel check-in,
orat thetimeof buyingan
articket.
Product | Customersusesdifferentdigital MobileAppsfor market place
Distri modesfor getting theinformation platformto quicklyget aprice
-bution | about theproduct, features, guotefor insurance coverage.
and pricing, claimratio of the Advanved anayticscould be
Marketing| company and sometimes usedfor andyzingthe
comparing it with competitors. effectivenesstodifferent
Thesedigitd channdsinclude campaignsand generateingghts
company’ swebsites, onlineweb to maximisereturnon
aggregators, financia blogs/ investments. Different digital
portals. In order to sell an channelsmay beutilized
insurance product, insurersmay forconnecting with the customer
collaborate with marketing agencies, | and promoting the products.
advertisement firms salesagents,
brokersetc.
Sales For convertingtheleadintosales, | Blockchain: The CRM system

different strategiesto be adopted.
The company usesdifferent
platformsfor salinginsurance
productstoitscustomersranging
fromthetraditiona channelslike
agentsand brokersto new innovative
digital touchpointslike chatbots, web
aggregatorsor thecompany’s
website. At thetime of Product Sale,

different documentsareto be

canautomatically beenriched
with datafrom different data
sources such aswebsites,
chatbots, leadsgenerated from
socia media, etc.

Cloud Computing: Contact
information may bestored
digitally which can be accessed
by the staff or salesteam of the
insurer 24x7.
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Scopefor Digitalization/
Technology Required

filled and different termsareto be
explained to the customers. After
Sdeisequaly important which
includesproviding servicestothe
client oncepremiumispaid by
theclient.

Artificial Intelligence: Product
Sadlecanbeautomatically
conducted usingAl enabled
chatbots

Social networks: Itincludes
new acquisition channelslike
messenger, socid media

Video callsand mobiledevices
that can be utilized for taking
leadsand convertinginto
salesUse of tabletsand video
calstoexplaintheproduct while
dedling withthe customers.
Website and Apps can be
directly usedto eliminatethe
middlemen.

Virtual reality (VR) and
Augmented Reality (AR) can
be used to explain thefeatures of
theproduct or for calculating
riskin caseof nonlifeinsurance.

Notes

Product
Under-
writing

Theimportant task hereisto
handlethe applications,
cdculatingand analyzingrisk,
and Assessment of thefinal
contract details.Different
documentsareutlised for the
process of risk assessment.

RPA could beused for
automation of underwritingrules
andissuanceof policies
BigDaaAndytics Reducing
cyclesthrough predictive
analysis (of loss, rate
manipulation, futurerisk of
policies, outlier analysis,etc.)
Machinelearning and advanced
softwares could be used for
extractingimportant information
from the documents submitted at
thetime of proposal form
Sensory analyticscould be used
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Major |ssues/Process

Scopefor Digitalization/
Technology Required

to assessthephysical ageand
detect chronic disease, a cohol
usage and evidence of smoking
Artificid Intelligencecould be
used for risk assessment through
imageand language processing
softwares.

Blockchain: All information
could be stored for automated
underwriting.

Inter net of Things. Telematics
devicesareusedto get
customers datafor risk and
pricing calculationin case of
motor informeation.

Dronesand Virtual Reality
could be used to accesstherisk
in case of property and
agricultureinsurance.

Customersarelooking for
conveniencewhen it comestothe
payment of premium and getting
thepremium receipts.

Different digital channelscould
beutilized for payingthe
premium.The payment could be
doneusing internet banking or
with the hel p of themobile apps.
Receipt of the payment is
immediatdyreceivedthrough
theseplatforms.

Module- 1
SKill Indiaand BFSI
Introduction to Stage
Insurance
Notes

Payment
of
Premium
Customer
on
boardings

Itisimportant to collect information

at thetimeof onboarding the
customers. KY C documents need
tobeverified.

Voice& Videorecordingwhile
on boarding the customercould
be used and theserecordings
could be stored on acloudAl-
based optical character
recognition could beused for
automation in datacapturing
from non-standard documents
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Stage Major |ssues/Process Scopefor Digitalization/ :
] Introduction to
Technology Required | nsurance
andimagese
KY C: Aadhaar- based
verification of Customer Identity
could bedone
, ) , ) Notes
Service | Theprocessfor queriesand | nteractivevoiceresponse
Period/ | complaintsaregenerdly lengthy system could beused toimprove
Cusgtomer| and complex, whereasthe complaint-handling processwith
Expe- customer islookingforimmediate | minimal stepsand waiting period.
rience response.Insurer hastoensurethe | Email/SMSreminderswith
timely renewa of policylrrelevant embedded payment link for
communicationand communication | policy renewa could
gap should beminimised beshared.RPA could be used for
theautomation of policy
adminigrationand servicing
MobileAppsfor providing a
consolidated view of al policies
and assetsand enables premium
paymentsAl enabled chatbots
could beuutilized for query
handing and sharing relevant
informationArtificid intelligence
for automated personalised
emailand SM Scommunication
Cugtomer| Customersmay liketodiscontinue | Mobile appsand sensory
Retention incaseof servicedelaysorincase | devicescould beusedto offer
somecompetitor isofferingasimilar | discountsto healthy
insurance productsat abetter price. | cusomersLoyalty programs
Theavailabledigitiseddatashould | could berunfor retainingthe
beleveraged by thelnsurer to customers Analyticscould be
service customers better and used to provide a360° view of
provideasmooth user experience, | customersto the agentsand
thusimproving customer retention | other staff to offer
and new customer acquisition. more personalised services
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Stage Major |ssues/Process Scopefor Digitalization/
Technology Required
Renewa noticesor information
may be shared on emails,
through SMS or on mobile apps
with gpayment link.
Fraud Therearelargenumber and variety | Al and big dataanalyticscould
Detection| of fraudsthat aredeeply prevaent | beused for automationinclaim
intheinsuranceindustry.Insurance | verification and processing and
frauds cost companieshillionsof fraud detectionPredictive
dollarsper year acrosstheglobe. modelling can beappliedto
Itisimportant for theinsurersto identify fraudulent customers,
implement aproactive approach agents, employees, hospitals,
againgt fraudsby adoptinga doctors, drug stores, etc.OTP
technology framework and use based authentication on mobile
advanced automation and phonesof customersfor
analytics, and take appropriate avoiding fraudsAdvanced
stepsto preventit. Andyticscould beused for
anayzingthetrendsin datafor
identifying fraudsby identifying
theunusud clamwhichmay
trigger tofraud.Machinelearning
could also beused in detecting
frauds. TheBlockchain
Technology aso offerspotential
use casesfor insurerswhich can
hel pincreasing the effectiveness
infraud detection.
Claims | Insurersmay employ huge Onlinesdf-servicefacility for
mana- workforcetofurnishlargenumber | claimfiling should be provided
gement | of clamsreceivedonadaily basis. | usngemails, call centresand

Sufficient timeand effortsare
spent on segregating valid and
fraudulent claims.Clamsdata
should befurther analysedto

mobileappsIntegrated
ecosystem for minimal dataentry
and processing shall beused
RPA could be used for doing the
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Stage Major |ssues/Process Scopefor Digitalization/
Technology Required
ensureprocessefficiency andbuild | repetitivetasksin order to
inbuilt system checksto accurately | reducethe claim processingtime
identify vdiddams.Clam Artificid Intelligencecouldbe
Management processisgenerally used for prevention of fraud
alengthy processwithlongwaiting | through dataanalytics.
periodLarge number of documents | Automated cal culationand
arerequired at thetimeof handling | payout of theamount of damage
clams.Customersexpects canbecaculated usngartificia
transparency and speedinthe intelligence.Block chainfor the
claim procedures Storage ofinformation for the
automated payout could be
utilized.
Policy Therearelongwaiting periodand | 360p view of the customer may
Closure | issuesrelatedtothetransparency be provided to the executivesto
of chargeswhich may affect the know the customer history and
relaionship with the customers past issues/resolutions
and may lead to negativepublicity | Workflow-based onlinesdlf
by the unsatisfied customer. servicetoolsshall beused.
Customer account management
for aunified view of customer
history communication and
transactionsby using clouds,
blockchain and other
techniques.Policy closure
process should be streamlined
andsmplifiedwith
definedtimeline
Lapsed | Afterthelapseof thepolicy, the Datawerehousing could beused

major challengeisto havethe
updated information of theclient
withinsurer, whichwill include
the address, contact detailsand
emailids. Mogt of theinsurers
strugglein keeping the updated

to storetheinformation of the
client either onthephysica
infrastructure or on cloud.
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Stage Major |ssues/Process Scopefor Digitalization/
Technology Required

informationwiththemincluding
policy-relaedinformation
of lapsed customers

7.7 MAINTAINING INTEGRITY OF TRANSACTIONS
AND ENSURING DATA SECURITY

Intheeraof digitalization wheretheinsurersare dealing with huge amount of data of
the customers, which may be shared, withtheintermediariesor regulators, itisvery
important on the side of theinsurer to maintain theintegrity and ensurethe safety of
data. Increasing regulationsrel ated to customer persona dataaround theglobeandin
Indiawill continueto poseadditiond chalengestotheinsuersespecidly when different
digital channdsareinvolvedintheentirevauechain of theinsurance, sartingfromthe
presalesto customer service and claims management. Companiesareworking hard
in creating adefense mechanismsagaingt databreachesand cyber attacksasthey are
taking full advantage of digitization and cloud applicationsfor their rapid growth. Still
despite of these securities, organi zationsare being victim of databreaches, email scams,
and other cyber attacksfrequently.

Insurershave always held responsibility for the appropriate use of policyholders
persona data. Inthe context of adigitalized society, huge amount of dataisavailable
totheinsurersand isexpanding exponentially from abroad range of sources. Inorder
topreservecustomers' trust and to ensure compliancewith dataprotection requirements,
itisessential for insurersto ensure transparency in their use of (big) data, andto
process personal data responsibly, in ways strictly compatible with the specific
purpose(s) for which it was collected.

ThelRDAI prescribed the guidelineson information and cyber security for insurersin
2017 with theaim of ensuring that organisations defineand implement proceduresto
ensurethe confidentiality, integrity, availability and consistency of al datainamore
robust manner.

Theseguiddinesareagpplicabletodl insurers. If thepolicyholders informationisshared
withintermediariesand other regulated entities, itimposesan obligation ontheinsurer
to ensure that adequate mechanisms are put in place to address issues related to
information and cyber security.

“ Asper theguidelinesoninformation and cyber security for insurers, the|IRDAI has
mandated i mplementation of thefollowing measures, inrelationto
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0]

)
(Vi)

Appointment of a chief information security officer and formation of the
information security committee;

Preparation of agap analysisreport;
Formulation of cyber crisismanagement plan;

Formulation of aboard approved policy oninformation and cyber security
policy;
Formulation of aninformation and cyber security assurance programme; and

Completion of thefirst comprehensiveinformation and cyber security assurance
audit in aphased manner.”

| dentifying that maintenance of datasecurity isessentia through all five phasesof the
datalifecycle(i.e., dataat source, inmotion, in use, at rest and at destruction), the
IRDALI has prescribed adetailed framework for dataprotection on theinsurer, which
includesthefollowing obligations:

To classify data as ‘critical’ and ‘non-critical’ (based on the organisation
classification standards) and establish security processesto securecritical data
including by maintaining an audit trail of critical dataaccess.

To provide access to data only on a‘need to know basis and periodically
review such accessrights.

To obtain confidentiaity undertakingsfrom usershaving accessto data.

To obtainthegpprova of theinformation or businessowner intheevent sengtive
dataisrequired to be sent to outsourced servicesproviders, third parties, etc.
for business purposes.

To design controlsto ensurethat datais not misused by thethird party by way
of executing non-disclosure agreements, right protected emails, etc.

To havein place effective mechanismsfor datadestruction.

. INTEXT QUESTIONS 7.2

1

Which of thefollowing compileand provideinformetion about insurancepolicies
of various companieson awebsite?

a Socid MediaPages
b) WebAggregators
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Insurance d) Chatbotsused by an Insurance Company
2. Whichof thefollowing technology enablesthe Chatbotsto work efficiently?
a) Sensor Technology
b) Arificd Inteligence
Notes .
c) BigData
d) Block Chain
3. Whichof thefollowing technology can helpimprovethe processesintheentire
vauechain of insurance?
a Artificd Inteligence
b) BigData
) MachineLearning
d) All of theabove
4.  Whichof thefollowing measureisto beimplemented asper theIRDAI guiddines
oninformation and cyber security for insurers?
a Appointment of achief information security officer
b) Preparation of agap analysisreport
c) Formulation of aboard approved policy oninformation and cyber security
policy
d) All of theabove
@~ WHAT YOU HAVE LEARNT
Digitalizationisabout the use of digital technologiesfor changing the businessmodel
that may provide new revenue and val ue-producing opportunitiesfor your business.
Digitizationistheprocessof converting theinformation fromitsphysica formattoa
digita format. Digitaizationistheprocessof leveraging digitizationtoimprovebusiness
processes. Digita Transformationistheresult of the processof Digitdization.
All industriesincluding insurance business need to leverage the benefit of digital
technologies for improving their processes and customer experiences. You can
customised your software or can buy a standard software package for digitally
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transformation of your business processes. There are certain technologiesthat are | ~ Skill Indiaand BFS
. . . . . . . Introduction to
disrupting thevaluechain of insurance or may disrupt inthe coming few years. These

Insurance
technologiesare I nfragtructurelike cloud computing, productivity toolslikeco-authoring
andvideo calling, Advanced and PredictiveAnaytics(APA), MachineLearning (ML),
Internet of Things(loT), Block Chair/ Distributed Ledger Technology, Virtua Redlity
(VR) and Augmented Reality (AR), Robotic ProcessAutomation (RPA), Artificial
Intelligence(Al) and Big Data. Notes

Many digita touchpointsareused by insurersto connect withitsprospectsor cusomers.
Thesetouchpointsare used for sharing information about the offerings of theinsurer
and at thesametimecould beutilized for collectingimportant informetion of itsprospects
or customers. Thesedigital touchpointsareWebsite/ Portal, Mobile Devicesand Apps,
Email/SM S, Socia media, Web Aggregators, Smart Devices, Wearablesand Sensor
Technology, Live Chat on website, and Al enabled Chatbots.

Insurersare adopting digitalization for digitally transforming their processeswith an
amof achieving efficienciesand optimizing theend-to-end customer experience. Insurers
cantaketheadvantage of digitalization in each stage of theva ue chain of insurance by
implementing digital technologies.

Intheeraof digitalization wheretheinsurersare dealing with huge amount of data of
the customers, which may be shared, withtheintermediariesor regulators, itisvery
important on the side of theinsurer to maintain theintegrity and ensurethe safety of
data. TheIRDA\I has prescribed the guidelinesoninformation and cyber security for
insurerswith theaim of ensuring that organi sations defineand implement procedures
to ensuretheconfidentiaity, integrity, availability and consstency of al datainamore
robust manner.

ml!lll»

TERMINAL QUESTIONS

o)

=

Explain the differences between digitization, digitalization and digital
transformation.

N

Why thereisaneed for using digital technologiesfor an Insurer?

Explain the approachesthat are used for Digitalizationin Insurance? Which
approachisbetter? Give examplesin support of your answer.

4.  Therearecertaintechnologiesthat are disrupting the value chain of insurance.
Explain thosetechnologiesin detail using examples.

5.  Writeadetailed noteonthedigital touchpoints by which an Insurer connects
with itsprospectsor customers.
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6. Explainhow digitaizationishel ping aninsurer throughout the value chain of
insurance, i.efrom policy issuanceto policy servicing.

7. Why itisimportant for an Insurer to maintain theintegrity of transactionsand
ensuredatasecurity?Also, highlight theIRDAI guidelinesoninformation and
cyber security for insurers.

‘E ANSWERS TO INTEXT QUESTIONS

7.1

10.

1.2

1

2.

3.

4.

@
()
@
()
©
@
(©
©
©
(b)

()
(b)
()
()

Digitization

Digitdization

Custom Software Devel opment

All of theabove
PredictiveAnalytics
MachineLearning (ML)
Thelnternet of Things(loT)

Block Chain

Robotic ProcessAutomation (RPA)

Artificid Inteligence

Web Aggregators
Artificid Inteligence
All of theabove

All of theabove

@ LEARNING OUTCOMES

After studying thischapter, youareable:

®  Torecognisethedisruptivetechnol ogiesusedin Insuranceindustry and examine
theroleof digital technologiesindigitally transforming thebusinessmode of an

Insurer.
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8.0 INTRODUCTION

All of ushaveinsurancepolicy ether alifeinsurance policy or motor insurance policy
or any other. Whenever your insurer givesyou the policy document, generally, al you
doisglanceover the decorated wordsin the policy and pileit up with the other bunch
of financial papers, right?1f you spend thousands of rupees each year oninsurance,
don’t you think that you should know all about it?Your insurance advisor isalways
therefor you to help you understand the tricky termsintheinsuranceforms, but you
should aso know for yourself what your contract says. Thischapter focusesuponthe
essential elementsof acontract and their applicationininsurance contract.

8.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explanthemeaningof contract

® Explanindetail thefollowing eementsof avaid contract:-
Offer and acceptance

Consderation

Agreement between the parties

Free consent

Capacity of the parties

Legdity

® Appreciatetherulesfor valid offer, acceptance and consideration

LR R R R

® Explainthedementsof aninsurance contract
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8.2 CONTRACT

A contract isan agreement between parties, enforceable at law. Thisdefinitionis
provided under Section 2(h) of thendian Contract Act, 1872. Mere agreement to do
or abstain from doing something isnot acontract. It must belegally binding onthe
partiesto become acontract. An agreement isdefined as” every promise and every
st of promises, forming the cons deration for each other. In other words, an agreement
must be socially acceptable. It may or may not be enforceable by thelaw. A contract
hasto creste somelega obligation, whereasan agreement may not. Thus, al contracts
areagreementsbut al agreementsare not contracts.

Thus, it can be said that-
Contract=Agreement + Enforceability

Theprovisonsof thelndian Contract Act, 1872 governal contractsin India, including
insurance contracts.

Thedementsof avalid contract are:

a  Offer and Acceptance b) Congderation
c)  Agreement betweentheparties d) Free consent
e  Capacitiesof theparty f) Legdity
Offer and
_~~ Acceptance ™
Capecities : :
of the party Consderation
I Valid I
Contract
Free .
consent Rz Y
Agresment
N betweenthe e
parties

Fig8.1: Elementsof avalid contract
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8.3 OFFER AND ACCEPTANCE

8.3.1 Offer

A personissaidto makean offer or aproposal when he expressesto another person
his desire to do or refrain from doing anything in order to get the other person’s
approval for that action. The person making the offer isreferred to asthe promisor or
offeror, whiletheindividua receiving the offer isreferred to asthe promiseeor offeree.

8.3.2 Rulesof aValid Offer

1

Theoffer must disclosean intention to createlegal relations: If the offer
doesnot contemplateto giverisetolega relationship, itisno offer intheeyesof
law, e.g. AinvitesB to adinner to hishouse. Thishasnointentionto createlegal
relationship and B cannot sueA for travel expensesif A refusesto entertain him
inhishouse.

Thetermsof offer must beclear and certain and not indefinite, lose or
ambiguous: Theoffer must not be based on acondition which isuncertain or
incapable of performance. Though the proposer isfreetolay down any terms
and conditionsin hisoffer, but they should be certain and legal, otherwiseits
acceptancewill amount to avague agreement which the courtswill not enforce.

Examples:

(@ AsaystoB“Iwill sell youmy car. A ownssix different cars. Theoffer isnot
vaid becauseitisnot definite.

(b) A madeacontact with B and promised that if hewassatisfied withhimas
acustomer hewould favourably consider hisapplicationfor therenewal of
the contract. The promiseistoo vagueto createany legal relationship.

Offer may begeneral or specific: Anoffer may be madeto definite person
or personsor totheworld at large. When it ismade to some specific person or
personsit iscalled aspecific offer. Whenitismadetotheworld at largeitis
called aGeneral offer. A specific offer can be accepted only by the person to
whom the offer hasbeen made and inthe manner, if any specifiedinthetermsof
theoffer.

But agenerd offer can be accepted by any personshaving notice of the offer by
doing what isrequired under the offer. The most obvious example of such an
offeriswhereareward ispublicity offered to any about that object, whowill

M odule -
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recover alost object or wil give someinformation, therethe party claimingthe
reward hasnot to prove anything morethan that he has performed the conditions
onwhichthereward wasoffered. Thetimetableof rallwaysisagenera proposa
to runtrainsaccording to thetabl e, which isaccepted by anintending passenger
tendering the price of theticket.

Carlill V. Carbolic SmokeBall Co. (1983). Inthiscase, the Company advertised
that areward of £ 100 would be given to any person who contracted influenza
after having used the smoke-balls of the Company asdirected. Mrs. Carlill
used thesmoke-ball saccording to thedirections of the company. but contracted
influenza. It was held, that the offer wasageneral one, and Mrs. Carlill had
accepted it by acting in accordance with the advertisement, and therefore, the
company could not get away fromitsresponsbility by saying that they had not
meant it seriously. Shewasentitledtothereward.

InIndia, the principlewasapplied in the case of Harbhgjan Lal V Hancharan
Lal. Inthiscase offer of reward was madeto any onetracing alost boy and
bringing him home. Harbhgjan La who knew of thereward found out the boy
andtook himto the Police Station. It washeld that hewasentitled to thereward.

Offer may beexpressor implied: Anoffer made by words, spoken or written
istermed asan ‘ expressoffer’.

Example: If A saysto B that heiswilling to sell himhisMaruti Suzuki car for a
sumof Rs. 50,000 it isan expressoffer.

‘Implied offer’ meansan offer made by conduct, an offer may also beimplied
from the conduct of the partiesor the circumstances of the case. Thisisknown
asanimplied offer. When one person alowsthe other to perform certain acts
under such circumstancesthat nobody woul d accept them without consideration
it will amount to an offer by conduct and the permission of the party, whois
benefitted by such performances, will amount to hisacceptance.

Example: A buscompany runsabuson aparticular route. Thisisanimplied
offer by the bus company to take any person on theroutewhois prepared to
pay the prescribed fare. The acceptance of the offer iscomplete assoon asa
passenger getsinto the bus.

Offer must becommunicated: Theoffer, to bevalid must be communicated
tothe offeree. An offer becomeseffective only whenit hasbeen communicated
to the offeree so asto give him an opportunity to accept or reject. An acceptance
of the offer, inignorance of the offer, isno acceptance and, therefore, novalid
contract can arise.
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L eading case: Laman ShuklaV. Gauri Dut (1913) Skill Indiaand BFSI
Introduction to

Inthiscase, G'snephew hasabsconded. He sent hismunim L in search of the Insurance
missing boy. In hisabsence, G issued hand billsoferring areward of Rs, 501/-
to anyonewho might find out the boy L found out the boy before seeing the
hand bills. Later on, he cameto know of thereward and sued G for thereward.
Here he could not claim the reward as he did not know about the offer.

Notes

6.  Offer must bemadewith aview toobtain the consent: The offer must be
madewith aview to obtainthe consent of the other party and not merely witha
view todisclosing theintention of making an offer. Aproposer cannot dso dictate
termsunder which the offer can berefused. At best, he canlay down themode
of acceptance.

7. Offer should not contain a term the non-compliance of which would
amount to acceptance: Theoffer should not containatermthenon- compliance
of which would amount to acceptance for example aperson cannot make such
an offer that if the acceptance of the offer isnot received upto Sunday, the offer
would be presumed to have been accepted.

8.  Special conditions attached to an offer must also be communicated:
Though an offeror isfreetolay down any termsand conditionsin hisoffer, but
itistheresponsbility of theofferor to bring al thetermsof theoffer tothenotice
of the other party, the acceptor isbound only for those conditionswhich (i) have
expressdy communicated to himor (ii) have so clearly beenwritten that he ought
to have known them or (iii) have reasonabl e notice of the existence of those
terms. Hewill also be bound by the conditionsif he knew of their existence,
thoughthey areinalanguage unknownto him. Itishisduty to get them explained.

Examples: A passenger had purchased aticket for ajourney. Onthe back of
theticket, therewere certain termsand conditions. One of thetermswasthat
the carrying company wasnot liablefor lossesof any kind. But therewasnothing
onthefaceof theticket to draw the attention of the passenger to thetermsand
conditions on the back of ticket. Held, the passenger was not bound by the
termsand conditionson the back side of theticket. (Henderson V. Stevenson)
(1875).
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The offer must disclose an intention to create legal
relations

The terms of offer must be clear and certain, and not
indefinite, lose or ambiguous

. Offer may be general or specific .
. Offer may be expressd or implied .
. Offer must be communicated .
. Offer must be made with a view to obtain the consent .

Offer should not contain a term the non- compliance
of which would amount to acceptance

Soecial conditions attached to an offer must also be
communi cated

Fig8.2: Rulesof avalid offer

8.4 ACCEPTANCE

A personisconsidered to have accepted an offer when they expresstheir agreement
withit. Thus, aproposal becomesapromisewhenitisaccepted. It isnecessary to
inform the proposer of the acceptance before acontract may beformed.

For avalid acceptance, it is necessary that it should be accepted by the person to
whom the specific offer is made except for general offer where anyone with the
knowledge of the offer can accept it.

8.5 ESSENTIALS OF A VALID ACCEPTANCE

1. Acceptance must be absolute and unqualified: Section 7 of the Indian
Contract Act requiresthat the acceptance must be absoluteand unqualified. It
must correspond with all theterms of the offer. Conditional acceptanceisno
acceptance. If thereisavariation in thetermsof the acceptance, itisnot an
acceptance, but acounter-offer, which the proposer may or may not accept. A
counter-offer destroystheorigina offer. Thereafter the offeree cannot revert to
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theoriginal offer and purport to accept it. (Erollope& CollsLtd. V. Atomic Skilll L nc?c;ac?'nd tE;|:s|
Power Construction Ltd. (1963) ntroduction to

Insurance
Example: A offersto sdll hisgold bracelet for asum of Rs. 80,000. B sendshis
acceptanceto purchaseit for asum of Rs. 79,000. Thereisno acceptance. It
will betaken asanew offer from B, which may not be accepted by A.
2. Acceptancemust bein themode prescribed: A proposal must be accepted Notes

according toitsterms. If the proposal lays down amode of acceptance, the
acceptance must be according to themode prescribed. Therefore, if the proposer
chosesto requirethat the goods shall be ddlivered at aparticular place, heisnot
bound to accept delivery at any other place. Itisnot for theacceptor to say that
some other mode of acceptance which is not according to the terms of the
proposa will doaswell. If the acceptanceisnot given inthe made prescribed,
the proposer may reject the acceptance and intimate the offeree within a
reasonabletime. But if he doesnot inform the offeree, heisdeemed to have
accepted the acceptance.

If the proposer has not prescribed any mode of acceptance, it must be given
and communi cated in some usual and reasonable manner.

Example: An offerismadeto take sharesindicating that the acceptanceisto
comeby atelegram. If the acceptanceissent by ordinary post thenitisnot an
acceptance according to the mode prescribed and the offer will be deemed to
be not accepted. The offeror need not inform the offereethat the acceptanceis
not according to the mode prescribed.

3. Acceptance must be communicated to the offeror: Acceptance must be
communicated to the offeror to create abinding contract. Menta acceptanceis
no acceptancein theeyesof law. But wherethe offer isto beaccepted by being
acted upon, no communi cation to the offer will be necessary.

Example: Themanager of arailway company received adraft agreement. The
manager wrote the word “approved” and put the draft in the drawer of his
table. By some oversight the document remained in the drawer and was never
communicated. It was held that there was no contract asthe acceptance had
not been communicated. (Brogden V. Metropolitan Rly.Co.) (1877).

4.  Silence cannot be prescribed as mode of acceptance: The offer cannot
framehisoffer in such away asto maketheslenceor inaction of theoffereeto
operate as an acceptance. In other words, the offeror can prescribe the mode
of acceptance but not the mode of rejection.
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L eading case: Felthouse V. Bindley (1863). F offered by letter to buy his
nephew’shorsefor £30 adding, “ If | hear nomore about it, | shall consider the
horseasminefor £30. Nephew did not giveany reply, but hetold an auctioneer
whowassdlling hishorsesnot to sall that particular horsebecauseit wassold to
hisuncle. By mistakeauctioneer soldthehorse. Held: F had no clamagaingt the
auctioneer because the horse had not been sold to him and the horse did not
belong to F. Silence cannot be prescribed asamode of acceptance becauseif
that was so the offeree will be put to agreat deal of inconvenience because he
shall haveto unnecessary writein clear termsthat heisnot accepting the offer.

Acceptancemust begiven withinthetimestipulated or within areasonable
timeif timeisnot mentioned. Further, acceptance must be given beforethe
offer lapsesor beforeit iswithdrawn.

Therecan beno acceptancebeforethecommunication of theoffer. There
can be no acceptance of an uncommuni cated offer. A cceptance cannot precede
an offer. A person who has no knowledge of an offer cannot be said to have
accepted it merely because he happened to act just by chancein the manner
prescribed by the offer. (LalmanV. Gauri Dutt).

Acceptor must indicateintention tofulfil thepromise. Acceptance, in order
to bevalid, must be made under circumstances which would show that the
acceptor isableand willing to fulfil the promise. Acceptance must show an
intention onthe part of the acceptor to fulfil thepromise. If no suchintentionis
present, the acceptancesisnot valid.

If theproposal ismadethrough an agent, it issufficient if theacceptance
iscommunicated to him: If X sendsthe offer to'Ythroughanagent Z, and Y
givehisacceptanceto Z, theacceptanceiscompleteresultingintoavalid contract.
Itisimmeaterid whether Z communi catesthe acceptanceof Y to hisprincipa X
or not.
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d Acceptance must be in the mode prescribed h

d Acceptance must be communicated to the offeror h Notes
d Slence cannot be prescribed as mode of acceptance h

Acceptance must be given within the time stiputated
or within a reasonable time if time is not mentioned.

There can be no acceptance before the communication
of the offer.

i Acceptor must indicate intention to fulfil the promise h
If the proposal ismadethrough an agent, it is sufficient
if the acceptance is communicated to him

Fig 8.3: Essentia sof avalid acceptance

. INTEXT QUESTIONS

1.  ContractisAgreement plus
a) Acceptance b) Enforceshility
c) Promise d) Congderation
2. Whichof thefollowingisarulesfor avalid offer?
a Theoffer must discloseanintentionto createlegal relations
b) Offer may begeneral or specific
c) Offer may beexpressorimplied
d) All of theabove
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Which of thefollowingisnot an essential of avalid acceptance?

a) Acceptance must be absoluteand unquaified

b) Acceptance must beinthemode prescribed

¢) Noncommunicationtotheofferor

d) Acceptor must indicateintentiontofulfil thepromise

Which of thefollowingisnot an essentia of avalid contract?

a) Offer and Acceptance b) Verba Communication
c) Agreement betweentheparties d) FreeConsent

Which of thefollowing governsall contractsin India, including insurance
contracts?

a Thelndian ContractAct, 1872 b) Thelndian Contract Act, 1972
¢) ThelndianContractAct, 1877 d) Thelndian Contract Act, 1922

8.6 CONSIDERATION

Thisindicatesthat there must be abenefit to both partiesthat can befound inthe
contract. Consderationisthe cost incurred by one party inexchangefor an agreement
made by the other. The consideration shouldn’t be unethical or against public policy,
and it should beof alegal character.

8.6.1 Essential Elements of Consideration

1

Consideration must proceed at the desire of the Promisor. The act congtituting
the consideration must have been at the desire or request of the promisor. An
act doneat thedesireof athird party isnot aconsideration. Voluntary actsal so
would not constitute good considerationintheeyesof law. If X rushestoY’s
helpwhose houseisonfire, thereisno consideration here. Itisavoluntary act
of X. Butif X goestoY’shelp at thelatter’ srequest who promises, to givea
rewardfor thehe pthenthereisconsderation. Itisnot necessary that the promisor
himself should be benefited by consideration. It is sufficient if the act or
forbearance constituting consideration was done or given at the promisor’s
request.

The promiseto pay subscription to acharitabletrust of religiousorganisation
would have been without consideration if no liability had beenincurred and
nothing substantia had been doneby thetrust or the organi sation on thefaith of
the subscriber’ spromise.
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stepsweretaken to rebuild the mosque, it was held that the promisewas
without cons deration and that the subscriber wasnot liable (Abdul Aziz V.
MasumAli) (1914).

(b) Inanother case of similar nature, where the Secretary had acted on the
faith of the promiseandincurred aliability, the court enforced theclaimfor
therecovery of the amount to the extent of theliability incurred by the
promise. (KedarNath V. Gauri Mohamed) (1886).

Notes

2. Consideration may movefrom thepromiseeor any other person: Under
thelndian Contract Act, consideration may proceed from the promisee or any
person. Thus, consideration furnished by athird party will dsobevalidif it has
been done at the desire of the promisor. But it does not follow that the third
party can sueon the agreement.

L eading case: ChinayaV. Ramayya(1881)

Inthiscase, A, by adeed of gift, made over certain property to her daughter,
with adirection that the daughter should pay an annuity to A’sbrother, ashad
been doneby A. Onthe same day the daughter executed awriting in favour of
thebrother agreeing to pay theannuity. Thedaughter declined tofulfil her promise
and the brother sued to recover the amount. The defendant (sister) contended
that no consideration from the brother, and that he being the stranger to the
consideration had no right to sue. Held, it isnot necessary that consideration
must move from the promised himself. A contract can be supported can be
supported even by a consideration from a person other than the promised.
Therefore, the brother was entitled to maintainthe suit.

3. Privity of Contract: Thegenera ruleisthat only the person entitled to the
benefits or bound by the obligations of acontract are entitled to sue or be sued
uponit. Thus, astranger to contract, cannot fileasuit to enforce any of therights
arising out of the contract.

Example:

(@ Tweddle V. Atkinson (1861): In this case, the father of a boy and the
father of the girl who wasto be married to the boy, agreed that each of
them shall pay asum of money to the boy, and after marriage the husband
should havefull power to suefor such sums. After the death of both the
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contracting partiesthe husband sued the executors of thewife' sfather upon
theabove agreement, but theaction washeld not to be maintainable because
the husband was not aparty to the contract.

Dunlop Tyre Co. V. Selfridge Ltd. (1915): Inthiscase, D supplied tyres
toawholesder X, onthe conditionthat any retailer towhom X resupplied
thetyre should promise X, not to sell to the public below D’slist price. X
supplied thetyresto S, asub-deder, Ssold two tyresat lessthan thelist
price, and thereupon, the Dunlop Co., sued him for breach of the contract.
Held, Dunlop Co., could not claim the benefit of the contract asagainst S,
asub-dealer, Therewasno privity of contract between thetwo.

ExceptionstotheDoctrineof Privity of Contract

(@)

()

(©

Beneficiariesin thecaseof trust: A beneficiary under an agreement to
createatrust can sue upon the agreement, though hewasnot aparty tothe
contract between the settler and thetrustees.

Example: A createsatrust for the benefit of B, and appointsX,Y andZ as
trustees. B can suefor benefitsavailableto him under thetrust though heis
not aparty to the contract.

In case of provision in marriage settlement of minors: A childina
contract of marriageistreated asaparty who hasgiven consideration, and
heisentitled to enforce any contract to settle property, whichamarriage
Settlement may contain.

In KhwagjaMuhammad V. Hussaini Begum (1910), it washeld that where
alady sued her father. in-law to recover the arrears of allowance payable
to her by him under an agreement between hisand hefather in consideration
of her marriage, she could enforcethe promisein her favour though she
wasastranger to the contract. The Privy Council observed that it might
occasion seriousinjusticeto apply the common law doctrine of privity of
contract inacountry like Indiawhere marriagesare contracted for minors
by parentsor guardians.

In case provision is made for the marriage or maintenance of a
female member of thefamily on thepartition of Hindu Undivided
family: Thefemalemembersthough not partiesto the contract, possessan
actua beneficia right which placesthem in the position of beneficiaries
under the contract, and can, therefore, enforcethe promise.
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(d) Assigneeof acontract: An assignee under an assignment made by the Skil”nir“c?oiﬁ c?inoi ?OFS'
parties, or by the operation of law, e.g., in case of death or insolvency, can Insurance
sueupon thecontract for theenforcement of hisrightsand interests. A debt
can beassigned by acreditor to athird person without the consent of the
debtor. But amere nominee cannot sue e.g. the person for whose benefit
another hasinsured hisown lifecannot sue.

(e) Whereachargeiscreated on certain specificimmovableproperty § Notes
infavour of certain person: Such chargeisenforceableat theinstance of
thebeneficiary entitled, though hemay beastranger to thedocument creating
thecharge.

(f) Estoppel: Where one party has by his words or conduct made to the
other apromiseor assurancewhich wasintended to affect thelega relaions
between them, then oncethe other party hastaken him on hiswordsand
acted upon them, the party who gave the promise shall be estopped from
denying hisliability arising fromthepromise.

(9) Contracts: which are entered into through an agent can be enforced by
theprincipal.

4.  Consderation may beapromisetodo something or abstain from doing
something:

Example: Aisindebted to B to the extent of Rs. 1000. The debt fallsdueand
A failsto pay.C promisesto stand surety to the debt if B does not fileasuit
against A, towhich B agrees. B’spromiseregarding forbearanceto sueA isa
good consideration for C's standing asasurety. Mutual agreementsto avoid
further litigationsare held to be supported by valid cons deration. Consideration,
therefore may be an act or an abstinence.

5.  Consderation may bepast, present or futurePast consider ation: Where
the promisor had received the cons deration before the date of the promise, the
considerationistermed as* Past consideration.”

Example: Ateachesthechild of B at B’srequest. After six monthsB agreesto
pay Aasum of Rs.600/- for histeaching. For B’s promisethe servicesof A will
betaken aspast consideration.

Present cond deration: When the promisor receives cons deration Smultaneoudy
with hispromise, the considerationistermed as Present Consideration.

Example: A purchased goodsfrom ashopkeeper of theworth of Rs.100/- A
paysmoney to the shopkeeper. Consideration will betaken as*“ Present”.
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Futureconsgder ation: Wherethe promisor hasreceive considerationinfuture
forpromise, theconsiderationissaid to be*future”.

Example: A promisesto sell hishouseto B for asum of Rs. 15,000/ after a
week. B also promises to pay A Rs. 15,000/- after a week on Tuesday.
Consderationisfuturefor both the parties.

Theremust beindependent consider ation to support each independent
promise: There must be asmany consideration asthe number of contracts. A
singleconsideration cannot support two agreements between the same parties.

Consider ation must have somevaluein theeyesof Law though it need
not beadequate: Inadequacy of considerationwill notinvalidateacontract. It
isopentothe partiestofix their own price. For example, if A voluntarily agreed
tosdl hiscar for Rs. 500/- to B, it will beavalid contract despitetheinadequacy
of thecondderation. It isto benoted herethat thoughinadequacy of condderation
will not invalidate a contract but may be taken into account by the court in
determining the question whether the consent of the promisor wasfreely given.

Consideration must be real and not illusory, impossible uncertain,
ambiguous, fraudulent, immoral or opposed to public policy. Consderation
isawaysgiveninexchange of some benefit accruing or to makegood injury
caused to the other party. Consideration should not befraudul ent, forbidden by
law or immoral or opposed to public poalicy. It should not causeinjury to any
person or property if allowed to be exchanged.

Consideration must proceed at the desire of the Promisor

Consideration may move from the promisee or any other person:

Privity of Contract:

Consideration may be a promise to do something or abstain from

doing something:

Consideration may be past, present or future

There must beindependent consider ation to support each independent

promise

7. Consideration must have some value in the eyes of Law though it
need not be adequate

8. Consideration must be real and not illusory, impossible uncertain,

ambiguous, fraudulent, immoral or opposed to public policy.

A wbdeE

o o

Fig 8.4: Essentid sof avalid consideration
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8.7 AGREEMENT BETWEEN THE PARTIES

Both the parties should agree to the same thing in the same sense. In other words,
there should be* consensusad-idem” between both parties. For example: A offersto
sell hiscar to B. A isthe owner of two cars and wantsto sell hisHonda Civic. B
acceptstheoffer thinking that heisbuying A'sother car whichisToyotaAltis. Inthis
case, thereisabsenceof * consensusad-idem’ and therefore no binding contract arises.

8.8 FREE CONSENT

There should befree consent while entering into acontract. Consentissaidto befree
whenitisnot caused by:

1.  Coercion: Involvespressure gpplied through crimina meanstoforceaperson
to enter into acontract. For example: A threatenstokill B if B doesnot sell his
housetoA at apricelessthan market value. Here, B’sconsent hasbeen obtained
by coercion.

2. Undueinfluence: When aperson who isableto dominatethewill of another,
uses hig’her position to obtain an undue advantage over the other.

3. Fraud: Whenapersoninducesanother to act on afalsebelief that iscaused by
arepresentation he or shedoesnot believeto betrue. It can arise either from
deliberate conceal ment of factsor through misrepresenting them.

4.  Misrepresentation: Representation whichisincorrect, falseor inaccurate.
The person making the false representation believesit to be true. Hence,
misrepresentationisinnocent without an intent to deceive.

5. Mistake: Errorin one' sknowledge or belief or interpretation of athing or
event. Thiscanleadto an error in understanding and agreement about the subject
meatter of contract.

When consent to an agreement iscaused by coercion, fraud or misrepresentation,
the agreement isvoidabl e at the option of the aggrieved party.

8.9 CAPACITY OF THE PARTIES

All the partiesto the contract must belegally competent to enter into the contract. The
parties should have attained the age of magjority, should be of sound mind and should
not be disqualified from contracting by any law to which they are subject. Thus, it can
be said that minors, lunatics, personsof unsound mind and those disqudified under the
law areincompetent to enter into acontract.
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8.10LEGALITY

Theobject of the contract must belegd, for example, A and B enter into acontract for
the purpose of murdering C. Thisisnot alawful object. Every agreement of which the
object or congderationisunlawful isvoid.

. INTEXT QUESTIONS 8.2

1

Thephrase* consensusad-idem” meansthat

a)
b)
©)
d)

Both the parties should agreeto the same thing in the same sense.
Both the parties should disagreeto the samething.
One party should agree and the other disagree.

Noneof theabove

When apersonwhoisableto dominatethewill of another, useshis/her position
to obtain an undue advantage over the other, itisknown as

a)
b)
©)
d)

Coercion
Misrepresentation
Fraud

Undueinfluence

X threatensto harmY’smother if Y doesnot marry X’sdaughter. Thisisacase

of
a)
b)
©)
d)

Undueinfluence
Fraud

Coercion
Misrepresentation

Every agreement of whichthe object or considerationisunlawful is

a)
b)
©)
d)

Voidable
lllegd
Void
Vdid
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5. Whenconsent to an agreement iscaused by coercion, fraud or misrepresentation, Skil” lnc?(ja;”d ?FS'
ntroauction to

the agreement becomes . Insurance
a \Voidable b) Void
c) lllegd d) Unenforcegble
6. isagenera rulethat only the person entitled to
the benefits or bound by the obligations of acontract areentitledtosueorbe § Notes
sued uponit.
a Esoppd b) Privity of contract
c) Caveat Emptor d) Redtitution

8.11 THE INSURANCE CONTRACT

Definition: Inaninsurance contract, theinsurer agreesto offer financial protection
againg aligt of predetermined risksin exchangefor payment of apremium. Thecontract
isstructured likean insurance policy.

L egal aspectsof aninsurance contract
Somefeaturesof theinsurance contract are discussed below:

Aninsurance policy isacontract entered into between two parties, viz., the company,
caledtheinsurer, and the policy holder, called theinsured and fulfilstherequirements
enshrined intheIndian Contract Act, 1872.

g f

'\'ﬁ /"

Proposer Insurance Insurance
Contract Company

Figure8.5: Insurance contract

8.11.1 Elementsof an I nsurance Contr act

Thedementsof avalidinsurance contract are;

a) Offer and Acceptance: The proposal turnsinto a policy when a proposer
agreesto the conditionsof theinsurance plan and expresses hisagreement by
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paying the deposit amount, which, upon acceptance of the proposal, gets converted
tothefirst premium. It turnsbecomesacounter offer if any conditionsareadded. The
policy paper servesasthe contract’s proof.

b)

f)

Condgderation: Thepremiumistheinsured’sconsderation, whiletheinsurers
consderationisther promisetoindemnify.

Agreement between theparties. Thepolicyholder and theinsurance provider
must concur on the same matter in the sameway.

Freeconsent: The partiesto an insurance contract should givetheir assent
fredy; thismeansthat it shouldn’t be obtained through pressure, undueinfluence,
fraud, deception, or error.

Capacity of the parties. The policyholder must be of sound mind and be of
legal ageto sgntheproposa. They also must not belegally barred. For instance,
minorsare not permitted to Signinsurance contracts.

L egality: Thecontract’spurpose must belegd ; for instance, insurance cannot
be obtained for unlawful conduct. Any agreement that hasanillegal purposeor
valueisvoid. Aninsurance contract’sobject isonethat ispermitted by law.

. INTEXT QUESTIONS 8.3

1

Insuranceinvolvesacontractua agreement inwhichtheinsurer agreesto provide
financial protection against certain specified risksfor apriceor consideration
known asthe

d Remuneraion

b) Commisson

c) Premium

d) Noneof theabove

Thetwo partiesbetween aninsurance contract are:
a Insurer & Insured

b) Insurer & Govt. offices

€) Insured& individua

d) Gouwt.offices& Financid ingtitutions
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a) Policy document b) Premium receipt Insurance
c) Proposal form d) Age proof of the proposer

4.  “Thepolicyholder must have attained the age of majority at thetimeof signing
the proposal and should be of sound mind and not disqualified under law.”
Which of thefollowing essentidsof avalid contract fulfilsthestatement given? § Notes

a) Acceptance b) Legdity

c) Capacity of theparties d) Free consent

©-| WHAT YOU HAVE LEARNT

A contract is an agreement between parties, enforceable at law. An agreement is
defined as*“ every promiseand every set of promises, forming the consideration for
each other. Thus, it can be said that acontract isan agreement enforceable by law. The
elementsof avalid contract are: Offer and acceptance, Consideration, Agreement
between the parties, Free consent, Capacities of the party, Legality. A personissaid
to makean offer or aproposal when he expressesto another person hisdesireto do
or refrain from doing anything in order to get the other person’sapproval for that
action. An offer is declared accepted when the recipient of the offer indicateshis
agreement withit. Considerationisthe cost incurred by one party in exchangefor an
agreement made by the other. When engaging into acontract, there should befree
consent. When consent is not obtai ned through coercion, undueinfluence, fraud,
misrepresentation, or error, it issaid to befree. Theterm “ capacity of the parties’

refersto therequirement that al partiesto acontract be of full ageand capacity. Every
agreement whose purpose or considerationisillegal isnull and void. Theintention of

the contract must belegitimate. In aninsurance contract, theinsurer agreesto offer
financial protection against alist of predetermined risksin exchangefor payment of a
premium. The contract isstructured likeaninsurance policy. Aninsurance policy isa
contract made between the policyholder and theinsurancefirm, also known asthe
insurer, and it complieswith the provisions of theIndian Contract Act, 1872.

ml!lll»

TERMINAL QUESTIONS

o)

1. Explaintheessentialsof acontract indetail withexamples.

2. Explaintherulesunder avalid offer and acceptance.
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3. Explainessentid dementsof avalidinsurance contract.

4.  Describetheexceptionsto the doctrine of privity of contract.

5.  Explaintheessentid dementsof considerationin detail.

‘E ANSWERS TO INTEXT QUESTIONS

8.1

8.2

8.3

o > v b P

o o & W N P

1
2
3.
4

()
()
(0)
(b)
@

@
©
(©
(©
@
(b)

(©
@
@
(©

Enforcesbility

All of theabove

Non communication to theofferor
Verba communication

Thelndian Contract Act, 1872

Both the parties should agreeto the samething inthe same sense
Unduelnfluence

Coercion

Void

Voidable

Privity of Contract

Premium
Insurer & Insured

Policy document
Capacity of the parties

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toclearly definemeaning of contract and itsessential e ements.

® Toapply sameeementsinaninsurance contract to understand it in detail.
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PRINCIPLESOF INSURANCE  |Tow=s-
(PART-I)

9.0 INTRODUCTION

Thischapter focuseson thevariousprinciplesof aninsurance contract. Theseprinciples
arenothing but certain rules of conduct or action which every insurance businessis
required to adhereto. Therearetwo key principlesof utmost good faith and insurable
interest. According to principleof utmost good faith, both theinsurance company and
theinsured should display good faith towards each other under theinsurance contract.
Principleof insurableinterest requiresthat theinsured must haveinsurableinterestin
thelifeor property insured. Insurableinterest refersto that interest which considerably
aterstheposition of theinsured in the event of mishap or losstaking placeandif the
event does not take place, he/sheremainsinthe sameold position. Insurableinterest
isessential to make aninsurance contract valid and enforceable under law.

9.1 OBJECTIVES

After reading thislesson, youwill beableto:

Explainkey principlesof insurance
Explain consequencesand reasons of breach of utmost good faith
Statewhat isamaterial fact.

Explain principleof insurableinterest through brief cases.

All the stakeholdersinvolved in theinsurance businessarerequired to adhereto certain
rulesof conduct or action. Theserules are known as principles of insurance. The
principleswhich areof utmost significancetoavaidinsurance contract areasfollows:
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9.2 UBERRIMAE FIDEI OR UTMOST GOOD FAITH

Aninsurance contract isacontract of utmost good faithi.e., acontract of uberrimae
fidel. TheLatinphrase’ uberrimaefide’ refersto apostiveduty tovoluntarily disclose,
accurately and fully, all factsmaterial to therisk being proposed, whether requested or
not” . Itisone of thefundamental principlesgoverninginsurance contracts. Both the
insurance company and theinsured should display good faith towards each other
under theinsurance contract.

Unlikeother commercia contractswhich follow the principle of Caveat Emptor which
means buyer beware, insurance contractsgenerally involvetheinsurer relying onthe
insured for information. Thisisbecausethefactsre ated to the subject matter of insurance
contracts may be known only to theinsured. Thus, it becomesthelegal duty of the
insured to voluntarily, fully and accurately discloseall material factsrelated to the
subject matter of insurance and essential to therisk being transferred to theinsurer. At
thesametime, itistheduty of theinsurer to ensurethat the potential insurance contract
fitsthe specific requirements of theinsured and a o, clearly reved all thetermsand
conditionsintheinsurance contract.

What isamaterid fact?

Any fact whichislikely toinfluencethe mind of aprudent insurer in deciding:

®  Whether they will accept the proposal of insuranceand risk involved?

® If so, at what rate of premium and subject to what termsand conditions?

Thefollowing are some examplesof materia factswhich theinsured should disclose
whileentering into theinsurance contract:

® Lifeinsurance Age, occupation, previousmedica history, smoking/drinking
habits, family history of hereditary illnessesetc.

® Fireinsurance Theconstructionand natureof useof building, ageof building,
nature of goodsin premises, fire detection and firefighting equipment

® Motor insurance: Description of thevehicleincluding year of manufacture,
type, model, engine power, date of purchase, detailsof regular drivers, previous
clametc.

® Marineinsurance: Nature of goods shipped, packing methods used etc.

® Theft insurance: Description of stock and its value, nature of security
precautionstaken
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Life Fire M otor Marine Theft
insurance insurance insurance insurance insurance

* Age, * The * Destription  « Natureof * Destription
occupetion, congtruction of the goods of stock and
previous and nature vehide shipped itsvalue,
medica of useof induding . pa:king’ * natureof
hist building, year of cthods :

: Ol’y, ° ageof manufacture, m m”ty.

. smoklng/ building, type, modd, used etc precautions
ST * natureof alis e
LIS goodsin power,

o family premises * dateof
hIStoryOf e Fre pur(‘:h&,
hereditay  detecion de‘a‘l's"f
illnessesetc.  andfire (rjegu a

fighting rivers,
previous

equipment clametc.
Figure9.1: Materia factsto bedisclosed in varioustypesof insurance

9.2.1 BREACH OF UTMOST GOOD FAITH

If the principleof utmost good faithisviolated by either party, the contract of insurance
standsvoidableat the option of the aggrieved party. Neither should theinsured concedl
any information whichismaterial to the contract nor should he/she misrepresent any
material facts. Theinsurer should also clearly outlinethetermsand conditionsof the
insurance contract without suppressing any informationwhichisimportant for theinsured
to know.

For example:

1. A personpurchasesamedica insurance policy without mentioning thefact that
heiscurrently suffering from el evated blood sugar. Thisisacase of concealment
of material factsby theinsured.

2. A personhasaskindiseasewhich herevealsintheinsurancepolicy form. The
sameisaccepted by theinsurance company. However, theinsurance company
doesnot inform himthat pre-existing diseasesare not covered inthepolicy for
at least 3years. Thisisacase of misleading of factsby theinsurer/ insurance

company.

L et usnow look into situationswhichwoul d involve abreach of uberrimaefide. Such
breach can arise either dueto non-disclosure or misrepresentation.

Non-Disclosure: may arisswhentheinsuredissilent in general about material facts
because the insurer has not raised any specific enquiry. It may also arise through
evasiveanswersto queriesraised by theinsurer. Often disclosure may beinadvertent
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(meaningit may bemadewithout one’ sknowledgeor intention) or becausethe proposer
thought that afact wasnot material.

Insuchacaseitisinnocent. When afact isintentionally suppressed it istreated as
concealment. Inthelatter casethereisintent to deceive.

Misrepresentation: Any statement made during negotiation of acontract of insurance
iscalled representation. A representation may be adefinite statement of fact or a
statement of belief, intention or expectation. With regard to afact it isexpected that
the statement must be substantially correct. When it comesto representationsthat
concern matters of belief or expectation, it isheld that these must be madein good
fath.

Misrepresentation isof twokinds

I. Innocent Misrepresentation rel atesto inaccurate statements, which are made
without any fraudulent intention.

ii.  Fraudulent Misrepresentation on the other hand refersto fal se statementsthat
aremadewith deliberateintent to deceivetheinsurer or are made recklessly
without dueregard for truth.

Aninsurance contract generaly becomesvoid whenthereisaclear case of concealment
withintent to deceive, or when thereisfraudul ent misrepresentation.

Recent amendments (March, 2015) to InsuranceAct, 1938 have provided certain
guidelines about the conditions under which apolicy can becalled into question for
fraud. Thenew provisionsareasfollows

Fraud

A policy of insurancemay be caledinquestion at any timewithinthreeyearsfromthe
date of issuance of the policy or the date of commencement of risk or the date of
revival, of thepolicy or the date of therider to the policy, whichever islater, onthe
ground of fraud:

Theinsurer shdl haveto communicateinwritingtotheinsured or thelegd representatives
or nominees or assignees of theinsured the grounds and material s on which such
decisionisbased.

Theterm*“Fraud” has been defined and specified asfollows:

Theexpression“fraud’ meansany of thefollowing actscommitted by theinsured or
by hisagent, with theintent to deceivetheinsurer or to inducetheinsurer toissuea
insurancepoalicy:
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(@ Thesuggestion, asafact of that whichisnot trueand which theinsured doesnot
believeto betrue;

(b) theactiveconceament of afact by theinsured having knowledgeor belief of the
fact;

() any other act fitted to deceive; and
(d) anysuchactor omissionasthelaw specially declaresto befraudulent.

Meresilenceastofactslikely to affect the assessment of therisk by theinsurer isnot
fraud, unlessthe circumstances of the case are such that regard being hadtothem, itis
theduty of theinsured or hisagent, keeping silenceto speek, or unlesshissilenceis, in
itsdlf, equivaent to speak.

Noinsurer shall repudiate ainsurance policy ontheground of fraud if theinsured can
provethat the mis-statement of or suppression of amateria fact wastrueto the best of
hisknowledge and belief or that therewasno deliberateintention to suppressthefact
or that such mis-statement of or suppression of amaterid fact arewithintheknowledge
of theinsurer:

Itisasoprovidedthat in caseof fraud, theonusof disproving liesuponthebeneficiaries,
incasethepolicyholder isnot aive.

A person who solicitsand negotiates acontract of insurance shall be deemed for the
purpose of the formation of the contract, to bethe agent of theinsurer.

9.3 MEASURESIMPLEMENTED TO REDUCE THE RISK

A warranty isapromise by theinsurance applicant to do certain thingsor to satisfy
certainrequirements, or, itisastatement of fact that isattested by theinsurance gpplicant.
Thewarranty becomes part of theinsurance contract. If theinsured breachesthe
warranty, theinsurer canvoid the contract and deny payment of aclaim. An affirmative
warranty isastatement of fact, whichisbasically the sameasarepresentation, whilea
promissory warranty isapromiseto do something or that something will bedoneina
specificway. Anexpresswarranty isspecificaly statedin the contract, whileanimplied
warranty isonethat ispresumed.

Yearsago, if awarranty was breached even alittle, it allowed theinsurer to void the
contract and deny coverage, which lessened the value of insurance, and led to great
financial lossesby theinsured for adight breach of thewarranty, many timesdueto
factsthat were not material. The statesand courts have sincelessened the harshness
of thedoctrine: gpplication Satementsare cond dered representationsand not warranties,
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awarranty isnot breached if theincreaseinrisk istemporary or minor; in somestates,
thereisno breach of warranty unlessit increasesthe hazard of aninsurableloss, and
some statesrequirethat the breach in warranty actually contributed to theloss.

. INTEXT QUESTIONS 9.1

1. ‘Uberrimaefidei’ means

a Moderatefaith

b) Utmostgoodfaith
c) Fathdways

d) Absenceof faith

2. may arise when theinsured issilent in general about
materid factsbecausetheinsurer hasnot raised any specific enquiry.

a Misrepresentation
b) Fraud

c) Non-disclosure

d) Coercion

3. Age occupation, previousmedica history, smoking/drinking habits, family history
of hereditary illnessesare material factsin case of

a) Lifeinsurance

b) Theftinsurance
c) Motorinsurance
d) Houseinsurance

4. A personpurchasesamedical insurance policy without mentioning thefact that
heiscurrently suffering from heart disease. Thisisacaseof breach of theprinciple
of

a Insurableinterest
b) Subrogation

C) Indemnity

d) Utmostgoodfaith
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5.

Unlikeother commercid contractswhichfollow the principleof
which meansbuyer beware, insurance contractsgenerally involvetheinsurer
relying ontheinsured for information.

a) Caveat Emptor
b) Caveat Vendor
c) QuidProQuo
d) QuantumMeruit

relates to inaccurate statements, which are made
without any fraudulent intention.

a) Fraudulent misrepresentation
b) Undueinfluence

c) Coercion

d) Innocent misrepresentation

If the principle of utmost good faithisviolated by either party, the contract of
insurance stands

a8 llegd
b) Void
0 \Vdid

d) Voidableat theoption of theaggrieved

9.4 INSURABLE INTEREST

Theexistence of insurableinterest isessentia to make aninsurance contract valid and
enforceableunder law. Theinsured must haveinsurableinterestinthelifeor property
insured. Insurableinterest refersto that interest which considerably atersthe position
of theinsured inthe event of mishap or losstaking place and if the event does not take
place, he/sheremainsin the sameold position. Onewho hastoloseasaresult of loss
issaidto haveinsurableinterestinthelifeor property insured. Onefundamental fact of
thisprincipleisthat ‘itisnot the house, ship, machinery, potentia ligbility of lifethat is
insured, but it isthe pecuniary interest of theinsured inthem, whichisinsured.” Itis
taken asgiventhat anindividual hasinsurableinterest in hisher ownlifeor property.
Caseswhereno proof of insurableinterest isrequired arethat of ahusband’sinterest
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inhiswifée slifeandwife sinterestin her husband'slife. In casesof businessand family
relationships, proof of insurableinterestisrequired.

Congder thefollowing cases:

¢  Amit ownsawhite Toyota Fortuner car which he purchased for Rs. 28lacs. If
thecar isstolen, Amit would suffer aloss. Hehasinsurableinterest inthe car.

¢  Rakeshistheowner of ahousefor which he hastaken amortgageloan of Rs.
35lakhsfrom abank. If the houseisdestroyed by fire, hewould suffer aloss.
Thus, hehasaninsurableinterest inthe house.

¢  Neerg hasafamily consisting of hiswifeandtwo children. If either Neergj or
hisfamily memberssuffer from someillnessor hospitalisation, heislikely to
auffer financially. Thus, thereis presence of insurableinterest.

If the principleof insurableinterest isabsent, theinsurance contract degeneratesintoa
wagering agreement. It isthisprinciplewhich differentiatesinsurancefromgambling or
awager agreement. For instance, suppose aperson entersabet whereinhewinsRs.
50,000if Indiawinsthe World Cup final match and losesif Indialoses. Thelossor
gain to the person happens only because the person entersthe bet. The person who
playsthe gamehasno further interest or relationship with the game other than that he
might win thegame. Betting or wageringisnot legaly enforceableinacourt of law and
thusany contract in pursuanceof it will be heldto beillegal. In case someone pledges
hishouseif he happenstoloseagambleor abet, the other party cannot approach the
court toensureitsfulfilment.

Onthe other hand, aperson who insures hishouse hasalegal relationship with the
subject matter of insurancei.e., thehouse. Heownsit andislikely to suffer financialy,
if itisdestroyed or damaged. Thisrelationship of ownership existsindependent of
whether thefire happensor does not happen, and it istherel ationship that leadsto the
loss. Theevent (fireor theft) will lead to al ossregardlessof whether onetakesinsurance
or not. Unlike abetting game, where one could win or lose, afire can have only one
conseguence—lossto the owner of the house. The owner takesinsuranceto ensure
that thelosssuffered iscompensated for in someway. Theinterest that theinsured has
inhishouseor hismoney istermed asinsurableinterest.

Inaninsurance contract, insurableinterest should be present at the time of taking the
policy. Ingeneral insurance, insurableinterest of theinsured in the subject matter
should be present both at thetime of taking the policy and at thetimeof claim/happening
of the event with some exceptionslike marinepolicies. In order to nameinsurable
interest however, it isnot necessary that one should bethe owner of the property. For
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example, atrustee holding property on behaf of othershasaninsurableinterestinthe
property.

9.5 INSURANCE AND GAMBLING

Thekey pointsof difference between insurance and wagering areasfollows:

@

Insurance contractsarelegally valid contracts, whereas, gaming and wagering
contractsarevoid.

Utmost good faith isrequired to beexercised ininsurance contracts, wheress, it
isnot applicableto gaming or wagering.

Ininsurance, theinsured event may take place or may not, or may take place
morethan once (except life), but in gaming or wagering theevent will definitely
takeplaceand it will take placeonly once.

The principle of insurable interest appliesto insurance contracts but not to
wagering.

Indemnity appliesto insurance, but in case of gaming or wagering the person
winning getsback hisstake and also awindfal gain.

Ininsurance, itisknown astowhich party isimmunefrom|oss, butingaming or
wagering itisnot knownwhich party isgoingtowin or lose.

Aninsuranceeventisnever desired by either of the parties, but partiesto gaming
and wagering would alwaysliketo win at the cost of the other.

Hence, clearly insuranceisnot gambling.

. INTEXT QUESTIONS 9.2

1

If the principleof insurableinterest isabsent, theinsurance contract degenerates
intoa

a Wageringagreement
b) Co-operativeagreement
C) Executory contract

d) Quas contract
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2.

6-

Insurableinterest refersto

a)

b)

d)

A stuationinwhichaperson or organizationisinvolved in multipleinterests,
financid or otherwise, and serving oneinterest couldinvolveworking againgt
another.

Involvement of an individual or their family membersin any trade or
profession, aong with any direct interest they may havein any company
providing goodsor servicesto the school.

I nterest which considerably altersthe position of theinsuredin the event of
mishap or losstaking place and if the event does not take place, he/she
remainsinthesameold position.

Noneof theabove

Out of thefollowing cases, which onelacksinsurableinterest?

a)
b)

©)

d)

Mr. X takes medical insurance policy for hiswifeMrs. X.
Mr. X takesfireinsurancefor hisneighbour’shouse.

Mr. X takesacomprehensive motor insurancefor hisVolkswagen Polo
car.

Mr. X takeslifeinsurancefor himsalf to meet hisfamily’sfinancial needs
after hisdeath.

Ingenera insurancelike property insurance, insurableinterest of theinsuredin

the subject matter should be present at thetime of

a)
b)
©)
d)

Taking the policy and happening of the event
Takingthepolicy

Happening of theevent

Saleof property

WHAT YOU HAVE LEARNT

Aninsurance contract isacontract of utmost good faith. Unlike other commercial
contractswhich follow the principle of Caveat Emptor which meansbuyer beware,
insurance contractsgenerdly involvetheinsurer relying ontheinsured for information.
If the principleof utmost good faithisviolated by either party, the contract of insurance
standsvoidable at the option of the aggrieved party.Non-Disclosure may arisewhen
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theinsuredissilent in general about material factsbecausetheinsurer hasnot raised
any specificenquiry.Misrepresentation isof two kinds, innocent Misrepresentation or
fraudulent Misrepresentation. The existence of insurableinterest isessentia to make
aninsurancecontract valid and enforcesbleunder law. Theinsured must haveinsurable
interest inthelife or property insured. Caseswhere no proof of insurableinterestis
required arethat of ahusband’sinterest in hiswife' slifeand wife'sinterest in her
husband’slife. In casesof businessand family relationships, proof of insurableinterest
isrequired. If the principle of insurable interest is absent, the insurance contract
degeneratesinto awagering agreement. In an insurance contract, insurableinterest
should be present at thetime of taking the policy. In generd insurance, insurableinterest
of theinsured in the subject matter should be present both at the time of taking the
policy and at thetimeof claim/happening of theevent with someexceptionslikemarine
policies.In order to nameinsurableinterest however, it isnot necessary that one should
bethe owner of the property.

ml!lll»

TERMINAL QUESTIONS

o)

=

Explaintwo key principlesof insurance contract?
2. What doyou understand by insurableinterest? Discusswith examples.

3. Elaborate UberrimaeFidei? What are the various reasons of breach of
UberrimaeFida?

4.  What do understand by term* fraud’ ? Discusswith the hel p of examples.

5.  Discusssomeexamplesof materid factswhichtheinsured should disclosewhile
entering into theinsurance contract.

‘E‘I ANSWERS TO INTEXT QUESTIONS

91
1. (b) Utmostgoodfaith
2. (¢ Non-Disclosure
3. (@ Lifelnsurance
4. (d) Utmostgoodfaith

5. (@ Caveat Emptor
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Insurance 7. (d) Voidableat theoption of theaggrieved
9.2

1. (@ Wageringagreement

o e 2. (c) Interestwhichconsiderably altersthe position of Taking the policy

Notes and happening of theevent theinsured in the event of mishap or loss
taking placeand if the event doesnot take place, he/sheremainsinthe
sameold position.

3. (b) Mr. Xtakesfireinsurancefor hisneighbour’shouse

4. () Takingthepolicy and happening of theevent

@ LEARNING OUTCOMES

After studying thischapter, youareable:

®  Tounderstand key principlesof insurance (utmost good faith, insurableinterest)
aongwith other important conceptsassociated withit likematerid facts, breach
of utmost good faith.
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10.0INTRODUCTION

You have studied about two important principlesof Insurance, i.e.  Utmost Good
Faith’and ‘ Insurableinterest’ in the previous chapter. This chapter will help you
understand other principlesof Insurancelike Indemnity, Subrogation, Contribution,
Proximate Cause and Contract of Adhes on. The chapter will also explain the specia
policy provisionsof nomination and assignment along with the difference between
nomination and assgnment.

10.1 OBJECTIVES

After reading thislesson, youwill beableto:

®  Explaintheprinciplesof Indemnity, Subrogation, Contribution, and Proximate
Cause

® Explanthespecia policy provisonsof nomination and assignment

® Differentiate between‘Nomination' and* Assgnment’

10.2INDEMNITY

Theprincipleof indemnity isapplicableto Non-lifeinsurance policieslikefire, marine,
motor or other type of general insurance policies. It means putting the policyhol der or
insuredinthesamefinancid positioninwhich hewasimmediatdy beforetheoccurrence
of thelossevent. Theinsurance contract guaranteesthat the policyhol der or insured
would beindemnified or compensated up to the extent of lossand no more. Soin
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simplewords, we can say Insurer agreesto compensate theinsured for the actual
amount of losssuffered by theinsured. The purposeof Insuranceisfor giving protection
against lossesor risk and not for making profit.

The philosophy hereisthat the person buying insurance should not make aprofit by
insuring itsassetsand recovering morethan thelossfrom theinsurance company. The
insurance company would estimatetheva ue of theactua losssuffered by you andwill
accordingly compensate.

Let usunderstand it with the help of an example:

You haveinsured your houseby buying aninsurancepolicy. You havetakenaninsurance
for Rs. 101akhswhichisthe actua vaueof thehouse. If you suffer alossbecause of
fireat your home and thelossis estimated at say, Rs. 70000. Now, the insurance
company would pay you an actual amount of loss, i.e. Rs. 70000 and not morethan
that.

Congder asituation, whereyou have not taken insurancefor thefull vaue of thehouse
but for alesser amount. Supposefor same house having aworth of Rs. 10 Lakhs, you
havetaken aninsurance policy for asum of Rs. 51akh. Now, you will not be ableto
clamtheentireamount of Rs. 70000 from theinsurance company. Asyou have bought
insurancefor haf of thevaueof property, your clamwill accordingly beadjusted and
youwill only get Rs. 35000, whichishalf of theamount of loss. Your losswould be
indemnified in the same proportion of your insurance. Thiscaseisan example of
underinsurance.

In most of the non-lifeinsurance policiesin case of property insuranceand liability
insurance, theinsured iscompensated for the amount of actual loss. The amount of
lossiscalculated by considering the amount of money needed to replacethelost or
damaged property at current market pricesless depreciation. Theamount of normal
‘wear andtear’ or depreciationisgenerally reduced fromthetotal amount asyou have
used the asset for sometimeand may betheval ue of that asset may have comedown.
Thevalue of car decreaseswithitsusagein termsof number of years. A car used for
4 yearswill not have the same value when compared to anew car. Let ustake an
Example: You have bought a car for Rs. 10 Lakh and after one year your car is
stolen. Then theyou would not get the entireamount of Rs 10 Lakh but adepreciation
of oneyear would be deducted.

Thefollowing modesof settlement would beusedinindemnity:

¢  Cashpayment
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¢  Repair of adamageditem Sill Indiaand BFSI
Introduction to
& Replacement of thelost or damaged item Insurance

¢  Redoration, (Re-establishment) for example, rebuilding ahouse destroyed by

fire
Modesof Settlement in Indemnity
Notes
Cash Payment Repair Replacement Restoration or

Reestablishment
Figure10.1 Modesof Settlement in Indemnity

In caseswhereitisdifficult to estimate or ascertainthe va ue of asubject or an asset at
thetimeof loss, aprincipleknown asthe* Agreed Vaue' isadopted. Examplescould
betherare artefacts or antiques etc. In these cases, both the parties, i.e. Insured and
Insurer agree on the val ue of asset before entering into an insurance contract at the
beginning. Insurer agreesto pay the agreed val ue of an asset to theinsured in case of
any loss. Thiskind of insurance policy isknown as‘ Agreed Value Policy’.

INTEXT QUESTIONS10.1
Choosethe correct option:

1 meansputting the policyholder or insuredinthesamefinancia
positioninwhich hewasimmediately beforethe occurrence of thelossevent.

a Principleof Indemnity

b) Principleof Subrogation

c) Principleof Contribution

d) Principleof Proximate Cause
2. Thepurposeof Insuranceis

a Tomakeprofit

b) Toenjoyaluxuriouslife

C) Protectionagainstlossesor risk

d) Noneof theabove
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Skil” 't”;ila Catlhd ?FS' 3. Youhavetakenaninsurancepolicy for asumof Rs. 101akhfor ahouse property
" |rnsuli a;]ig ° having aworth of Rs. 20 Lakh. In casethereisadamageof Rs. 1 Lakhtoyour
house property because of fire, insurance company will pay you
d Rs.1llLakh
b) Rs.2Lakh
Notes ¢) Rs.50,000
d) Rs.20,000
4.  Whichof thefollowing could beamode of settlement indemnity?
a Cashpayment
b) Repair of adamageditem
C) Replacement of thelost or damaged item
d) All of theabove
5. Incasseslikeartefactsor antiques, whereit isdifficult to estimate or ascertainthe
value of asubject or an asset at thetime of |oss, theclaimispaid asper the
a Wishof Insurer
b) Wishof Insured
c) Directionsof IRDAI
d) AgreedVauebetween Insurer and Insured
10.3SUBROGATION
Subrogation followsthe principle of indemnity.Subrogation means*thetransfer of al
legal rightsand remedies, with respect tothe subject matter of insurance, fromthe
insured to theinsurer”. Or in other words, we can say that subrogation meansthat the
insurer (insurance company) holdsthelegal right (claim) of theinsured property after
thelossof the property wasindemnified or compensated by theinsurer.
For example: if you havesuffered fromalossof property caused duetothe negligence
of athird party and the loss has been paid or indemnified by theinsurer, then the
insurer will havetheright to collect damagesfrom the negligent party. Itisimportant to
notethat the amount of damage that can be collected from thethird party should not
be more than theactual amount of lossor what ispaid to you by theinsurer.
160
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In most of the cases, an insurance company pays the claim amount directly toits
policyhol dersand then seeksthe reimbursement from thethird party, or hisinsurance
company. Thiswill ensurethat the policyholder isreceiving the payment for aloss
quickly and then theinsurance company may pursue asubrogation claim against the
third party at fault for theloss.

Subrogation can a so be defined asasurrender or transfer of rightsby theinsured/
policyholder to aninsurance company that haspaid aclaim against thelossor damage
doneby thethird party.

Example:

You havehired the services of ABC Transport Servicesfor carrying your household
goods from one place to another. The goodsworth Rs. 50000 got damaged dueto
thenegligenceof driver during thetransfer. If theinsurance company paid an amount
of Rs40000 to you then theinsurance company stands subrogated to the extent of
only Rs40000 and can collect that amount from ABC Transport Services

Suppose, theinsurance company isableto recover Rs.50,000 from thethird Party
under subrogation, then the balance amount of Rs.10000 will haveto begiventoyou.

Thispreventstheinsured (or yoursdlf in thiscase) from making any profit by collecting
twicefor theloss, i.e. oncefrom theinsurance company and then again fromthethird
party. Subrogation arisesonly in case of contractsof indemnity.

However, theright of subrogationisnot part of lifeinsurance policiesor hedthinsurance
policies, because both of these policiesare not based on indemnity. For example®if a
persondiesinanair crash. Hisher family isentitled to collect thefull sum assured from
theinsurer who haveissued aPersonal A ccident Policy aswell asthe compensation
paid by theairling’. Similarly, in case of healthinsurance, if you are serioudy injured
because of anegligent driver, and you have al so taken adisability cover, you can
collect thedisability insurancefrom theinsurance company and can dill suethenegligent
driver.

10.4CONTRIBUTION

Theprincipleof Contributionisapplicableonly to non-lifelnsurance. The principleof
Contributionimpliesthat “if the same property isinsured with morethan oneinsurance
company, the compensation paid by all theinsurerstogether cannot exceed theactual
losssuffered”.
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If insured or apolicyholder collectsthe amount of thelossfrom each insurer fully then
he/she would make a profit from the event of loss which violatesthe principle of
indemnity. Thus, according to the principleof contribution, one cannot gain morefrom
insurancethan one haslost through the peril.

For example: If you havetaken afireinsurance policy for your housevalued at Rs.
40 Lakh from two different insurance companieswith acoverage of Rs. 20 Lakh
each. If your houseispartialy damaged because of thefireand the estimated lossis
Rs. 10 Lakh. Then as per the principleof contribution, you cannot claim Rs. 10 Lakh
each from both thecompaniesasit will resultin making profits. Since both theinsurance
companies are deemed to have shared inthe insurance to the extent of 50%, each
would pay 50% of theloss, viz., Rs.5 lakhseach, thusensuring that theinsured (youin
thiscase) getsno morethanthevalue of the actual |oss.

Another examplewould bewhere you have taken two Mediclaiminsurance policies
for self with acoverage of Rs 3 Lakhsfrom company A, and for Rs2 Lakhsfrom
company B. You haveincurred an expense of Rs4 Lakhson hospitalisation following
an ailment. Thiscompensation of Rs4 Lakhswill be shared and paid by both the
companieson rateable proportion basis. The share of each company will be

Company A: 4,00,000 x 3,00,000/ (3,00,000 + 2,00,000) = Rs. 2,40,000

Company B: 4,00,000 x 2,00,000/ (3,00,000 + 2,00,000) = Rs 1,60,000

10.5PROXIMATE CAUSE

ThePrincipleof Proximate Causeisthelast but one of theimportant legal principles.
Itispartidly goplicableinlifeinsuranceand fully gpplicablein nonHifeinsurancepolicies

Proximeate Causeisanimportant principleof insurancewhichisconcerned withidentifying
the actual reason of the loss or damage and whether it isindeed as aresult of an
insured peil. If thelosshasbeen caused by theinsured peril covered under thepalicy,
theinsurer idiable, otherwisenot.

Now let usfirst understand how the Principle of Proximate Causeisappliedtolife
insurance contracts. Lifeinsurancepoliciesprovidefinancia coveragefor your lifeina
form of giving death benefit toyour family in caseyouloseyour life. Regardlessof the
cause or reason of the death, Principle of Proximate Cause would not apply. The
party iseligibleto claim the cover in case of life insurance except in the cases of
suicides. However, many lifeinsurance contractsa so have an additiond rider of accident
benefit. If you have purchased thisrider a ong with your insurance policy, an additiona
sum assured would be payableinthe event of deathif it iscaused by anaccident. In
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such situation, it becomesimportant for aninsurance company to find out the actual
cause - whether the death has occurred due to an accident or because of any other
reason. The Principle of Proximate Cause would be applicablein such cases.

InNon-lifelnsuranceaso, losseswill only beindemnified or compensated if thelosses
are caused by theinsured perilswhich are covered under the policy. Theimportant
stepinthe congderation of any claimisthedetermination of theactua causeor reason
of damageor loss. Proximate Causeisakey principleof insurancewhichisconcerned
with how the actual lossor damage happened to theinsured party and whether itisa
result of aninsured peril covered under the policy.

Unfortunately, when aloss occursthere may beaseriesof eventswhich areinvolved
inanincident. Sometimesit isvery difficult toidentify the nearest or the Proximate
Cause. Insurer looksfor the predominant causewhich resulted in the chain of events
resulting inloss. Thispredominant cause may not necessarily bethelast event that
immediately preceded theloss. Proximate causeisan event whichisclosest to, or
immediately responsiblefor causingtheloss.

For exampleafireinan officemight result in awater pipeto burst whichresultsina
lossto property. Herethefirewould still be considered the proximate cause ofthe
incident.

L et ustake more exampl esto understand the Proximate Cause. “ Assume your car
wasgtolen. Four dayslater, the policefound thecar inadamaged condition. Investigation
revea ed that the car wasbangedinto atreeby thethief. Youfiledaclamwithinsurance
company for the damagesto the car and to your surprise the insurance company
rejected the claim. Thereason given by theinsurance company wasthat “ theft” was
the proximate cause for the damageto the car and theft was an excluded peril inthe
insurance policy that you had taken for your car and henceinsurance company isnot
ligbleto pay theclaim”.

L et ustake another example, “ Mr. Pinto, whileriding ahorse, fell onthe ground and
had hisleg broken, hewaslying onthewet ground for along timebeforehewastaken
to hospital. Because of lying on the wet ground, he had fever that developed into
pneumonia, finally dying of this cause. Though pneumoniamight seem to bethe
immediate cause, infact it wastheaccidental fal that emerged asthe proximate cause
and the claim was admitted under personal accident insurance’.

Therearecertainlosseswhich are suffered by theinsured asaresult of firebut which
cannot be said to be proximately caused by fire. In practice, some of theselossesare
customarily paid by businessunder fireinsurancepolicies.
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Example of suchlossescanbe—

¢  Damageto property caused by water used to extinguishfire

<  Damageto property caused by fire brigadein execution of their duty

<  Damageto property duringitsremoval from aburning building to asafe place

<  Damage to goods which are thrown out of the window for the purpose of
preventing the spreading of theflames

10.6 CONTRACT OF ADHESION

A contract of adhesion which isalso known as an adhesion contract isacontract
between two partieswheretheterms and conditions of the contact isdrafted by one
party having greater bargaining power (generdly theinsurance company). Theother
party haslittle or no ability to negotiationthefavourabletermsand thusisplacedina
position of “takeit or leaveit”. Theother party only hasthe opportunity to adhereto
i.e., to accept the contract or reject it.

Aninsurance contract isan example of adhesion contract wheretheinsurer createsa
contract with standard terms and conditionswith no opportunity to the customer to
changethetermsand conditions. Customer either can accept the contract or reject it
but cannot modify it.

Toneutralisethis, afree-look period has been introduced whereby policyholder has
theoptionto cancel thepolicy in caseof any disagreement, within 15 daysof receiving
the policy document. The csompany hasto beintimated inwriting and premiumwill be
refunded after deducting some chargesand expenses.

. INTEXT QUESTIONS 10.2

1 meansthat theinsurer holdsthelegd right of theinsured property
after theloss of the property wasindemnified or compensated by theinsurer.

a) Principleof Indemnity
b) Principleof Subrogation
c) Principleof Contribution

d) Principleof Proximate Cause

Open Vocational Educational Programme
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2.

impliesthat if the same property isinsured with
more than one insurance company, the compensation paid by all theinsurers
together cannot exceed the actual loss suffered.

a) Principleof Indemnity

b) Principleof Subrogation

c) Principleof Contribution

d) Principleof Proximate Cause

isanimportant principle of insurancewhich

isconcerned with identifying theactua reason of thelossor damageand whether
itisindeed asaresult of aninsured peril.

a Principleof Indemnity

b) Principleof Subrogation

c) Principleof Contribution

d) Principleof Proximate Cause

Inwhich of thefollowing cases, principleof proximate causewould not apply?
a) Persond Accident Insurance

b) Lifelnsurance

c) Firelnsurance

d) Marinelnsurance

Free-look period where apolicyholder hasthe option to cancel the policy in
caseof any disagreement is

a Within15daysof filing theproposa form
b) Within 15daysof paying thepremium
c) Within15daysof receiving thepolicy document

d) within15daysof meeting aninsurance agent
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10.7ASSIGNMENT AND NOMINATION

10.7.1 Nomination

Nominationiswherethe policyholder or aninsured proposesthe name of the person
or personsto whom the sum assured should be paid by theinsurance company after
their death. Thisprocessissimilar to the nomination in the bank accountswhereyou
have to propose anomineeto whom the amount will be given after the death of a
person or an account hol der.

Thepersonwhoselifeisassured can nominate one or morethan one person asnominees
at the time of buying the policy or at alater stage. Thereis ageneral practice of
appointing spouse, children and parentsasthe nominee.

Every proposal form of alifeinsurance policy doesask for the detailsof Nomineeand
Appointeeif theNomineeisminor.

Nomination Details:

Nomineg' sFull Name

Age Redationship
Appointee’ sName Appointee's
(if Nomineeisminor) Sgnature
Appointee’ saddress

Figure 10.2: Extract of Proposal Form for Nomination Details

You can change the nominees of the policy if you wish to, by making another
endorsement in the policy during thetenure of the policy. Nomination only givesthe
nomineetheright to receive the policy benefit in the event of the death of thelife
assured. A nomineedoes not have any right to thewholeor part of theclaim.

The policy holder needsto appoint an appointeein casethe nomineeisaminor. The
consent of the appointeeisto betaken by taking hissignature on the policy. Assoon
asthe minor nominee reaches the age of 18, the appointeelosestheir status. The
appointee can a so be changed at any time by theinsured. Death claimispaidtothe
legd heirsof thepolicyholder if the nomineeisminor and gppointee was not assigned

inthepolicy.
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Itisimportant to note that, “where more than one nomineeis appointed, the death
clamwill bepayableto themjointly, or tothesurvivor or survivors. No specific share
for each nominee can be made. Nominations made after the commencement of the
policy haveto beintimated to theinsurersto be effective’.

Asper theamendment inthe InsuranceAct, “ aninsurer can accept any changeinthe
nomination or cancellation of a nomination. Insurer may charge a fee from the
policyholder, asspecified by theregulationsfor affecting such changes’.

10.7.2 ASSIGNMENT

Assignment isthetransfer of the benefits or proceeds of the policy by the holder of a
lifeinsurance policy (Assignor) to alender (Assignee), asacollateral for aloan. Inthe
event of the death of the assignor or insured, theassigneeispaid first and the balance
if eft ispaidtothebeneficiariesof thepalicy.

Onassignment, nominationiscancelled, except when ass gnmentismadetoinsurance
company for apolicy loan. Thissmply meansthat when the benefits or proceeds of
the policy aretransferred to theinsurance company for taking apolicy loan, then
nominationwill not be cancelled.

Assignment of I nsurancePolicy

‘m'l": RA N
ﬁ' .
- r I\.\.'\. &

"'H._\ =

Policyholder - B ~ BankeroraBank
(Assignor) € (Assignes)

Home L oan Disbursement
Figure 10.3: Assignment of Insurance Policy

“Theassgnment of alifeinsurance policy impliestheact of transferring therights; title
and interest of the policy from one person to another”. The person who transfersthe
rightsof the policy are called assignor and the personto whom rightsof the policy is
trandferrediscalled assignee.

Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

Diploma in Insurance Services

167



Module- 1

Skill Indiaand BFSI
Introduction to
Insurance

Notes

PRINCIPLESOF INSURANCE (PART-II)

InIndia, assgnment isgoverned by the Section 38 of InsuranceAct. On execution of
theassgnment, theassignee getsall rights, titleand interest in respect of the policy and
becomesthe owner of the policy, subject to the provision that the assignee cannot

have abetter titlethan theassignor.

Asper theInsurance LawsAmendmentsAct 2005, “ Aninsurer may, accept thetransfer
or assignment, or declineto act upon any endorsement, whereit has sufficient reason
to believethat suchtransfer or assgnment isnot bonafide or isnot intheinterest of the
policyholder or in publicinterest or isfor the purpose of trading of insurancepolicy.”

Assignment requiresthat the parties be competent to contract andis not subject to

legd disqudifications.
Therearetwo typesof assgnments:
1.  Conditiona Assgnmentand

2. AbsoluteAssignment

Conditional Assgnment

AbsoluteAssignment

Conditional assignment providesthat
thepolicy shal return back tothelife
assured on hisor her survivingthe
date of maturity of theconditional
assignment or on the death of
assignee.

Absolute assignment providesthat all
rights, tittleand interest which theassignor
hasinthepolicy aretransferredtothe
assigneewithout reversonto theformer

or his’her estatein any event. Thepolicy
thusvestsabsolutely withtheassignee. The
assigneecanded withthepolicy in
whatever manner heor shelikeswithout
the consent of theassignor.

Thisisdonewhen theinsured wishes
to passbenefitsof thepolicy toa
relativein caseof early death or
certain conditions. Therightsof the
policyholder arerestored oncethe
conditionsarefulfilled.

Thisisdone asapart of consideration for
aloaninfavour of thelender/bank/lending
ingtitution. In such an assignment, the
insured loseshisrightsinthe policy and
the absolute assignee can deal withit
independently.

Example: Youownalifeinsurance
policy of Rs. 20 lakhsand wantsto
takealoan of Rs201akhfromthe
bank. So, can go for aconditional

Example You ownalifeinsurancepolicy
of Rs. 201akhsand wantsto gift your life
insurance policy to your mother. Soyou
will haveto gofor an absolute assignment
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gnment of thepolicy. You
(Assgner) will assgnthepolicy to
thebank withaconditionthat all the
rights, benefitsof the policy will stay
withthebank (assignee) till thetime
you have an outstanding loan amount.
Incaseyoufail to pay theloan, the
bank can recover the outstanding
amount by surrenderingthelife
insurancepolicy. If Youareableto
pay back theloan amount to the bank,
thenthebank will reassignthelife
insurance policy back toyou. In case

if you die beforepaying theloantothe

bank, then the bank will get the death

benefit and no family member will have
any right over the policy. In case benefit
received under thepolicy isRs20lakh

and outstanding loanisfor Rs 10 1akh,
theinsurance company will give
Rs10lakhto the Bank and the

remaining amount totheyour legd heirs.

of thepolicy. After theassgnment, rights,
titteandinterest of the policy will be
transferred to your mother. After the
gnment of the palicy, your mother will
haveafull control onthepolicy. Shecan
giftit to someother personif shewishes
to, subject to the clauses and acceptance
of assignment request by theinsurance

compary.

10.7.3 Conditionsfor Valid Assignment

As per the | C-38: Insurance Agents, the conditions that are necessary for avalid

gnmentare:

I. First of al, the person executing it (the assignor) must have absol uteright and
title or assignableinterest to the policy being assigned.

ii.  Secondly it is necessary that the assignment be supported by valuable
cons deration, which may includelove and affection.

ii.  Thirdly itisimperativethat the assignment isnot opposed to any law inforce.
For example, theassignment of apolicy toaforeign nationd residing inanother
country may contraveneexchange control regulations.

iv.  Assgneecandoanother assgnment, but cannot do nomination because assignee

isnot thelifeassured.
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The assignment hasto bein writing and must be signed and attested by atleast one
witness. Thefact of transfer of title hasto be specifically set for thintheform of an
endorsement onthe policy. Itisalso necessary that the policyholder must givenotice
of theass gnment to theinsurer. Unlesssuch noticeinwriting isreceived by theinsurer,
theassigneewould not haveany right of titleto the policy.

Onreceipt of the policy document for endorsement and noticethelifeinsurance may
affect and regigter theassgnment. It must be noted that whileregi stering the assi gnment
thecompany doesnot take any responsibility or expressany opinion about itsvalidity
or legd effect. Thedate of theassgnment asrecorded inthebooksof thelifeinsurance
company would be the date on which the assignment and notice there of hasbeen
received by itsconcerned office. If the notice and the assignment wereto bereceived
on separate dates, the date of the one received later will be deemed asthe date of
registration.

Anassgneemay reassigninterest inthepolicy to thepolicyholder /life assured during
thecurrency of the policy. On such reassignment the latter may be advised to execute
afresh nomination or ass gnment for expeditious settlement of theclaim. Again, inthe
caseof conditional assignment thetitleto the policy would revert tothelifeassuredin
theevent of death of the assignee. On the other hand, if the assignment were absol ute,
thetitlewould passto the estate of the deceased assignee.

Asper theamendment inthe InsuranceAct, alifeinsurance policy can be assigned
wholly or partidly. In caseof apartia assgnment, liability of aninsurer shall belimited
to theamount secured by partial assignment. Thepolicy holder cannot further assign
theresidual amount under thepolicy.

Aninsurer may accept or refuse the assignment and communicate the reasonsfor
refusal within 30 daysfrom thedate of notice of assgnment by the policy holder. Any
person aggrieved by the decision of theinsurer may appedl totheAuthority. Therights
of an assignee existing prior to the current amendment shall not be affected by the
current provision under section 38.”
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10.7.4 Nomination vs. Assignment

Basis of Difference

Nomination

Assignment

Meaning

Nominationisthe process
wherethe policyhol der
proposesthe name of the
person(s) towhom thesum
assured should be paid by
theinsurance company after
his’her death.

Assignment isthe process of
transferringthetitleof the
insurance policy to another
person or ingtitution.

When canthe Nomination can be done Assignment can bedone
nomination or either at thetime of proposal | only after commencement of
assignment or after thecommencement | thepolicy.

bedone? of thepolicy.

Who can make Nomination can bemade Assignment can bedoneby

thenomination
or assignment?

only by thelifeassured on
thepolicy of hisownlife.

owner of thepolicy ether by
thelifeassuredif heisthe

policyholder.

Whereisit Itisapplicableonly Itisapplicableall overthe
applicable? wherethelnsurance world, accordingto thelaw
Act, 1938 inapplicable. of therespective country

relating totransfer of
property.

Does the Thepolicyholder retains Thepolicyholder losesthe

policyholder titleand control over the right, titteand interest under

retain control policy. thepolicy until are-

over thepolicy?

assgnment isexecuted.

Isawitness
required?

Witnessisnot required.

Witnessisrequired.
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Do the Nominee

Nomineehasnorights

Assigneegetsfull right sover

or Assignee get over thepolicy. thepolicy, and can even sue
any rights? under thepolicy.

Canitbe Nomination canberevoked | Theassgnment oncedone
revoked? or cancelled at any time cannot be cancelled, but can

during theterm of the policy.

bere-assigned.

I n caseof minor

In casethenomineeis
aminor, appointee hasto

Incasetheassigneeisa
minor, aguardian hasto be

be appointed. appointed.

What happens In caseof nominee'sdeath, | Incaseof conditional

in case of the therightsof thepolicy assignee sdesath, therights

nominee' sor revert to the policy holder onthepolicy revert back to

Assignee’'sdeath? | ortohislega heirs. thelifeassured, based onthe
termsof assignment. Incase
of theabsoluteassignee’s
death, hislegd heirsare
entitledtothepolicy.

What happensin In casethenomineedies Incasetheassigneedies

case of death of
thenomineeor
assignee after
thedeath of the
lifeassured
and beforethe
payment of the
death claim

before the settlement

of death claim, thedeath
clamwill beppayableto
thelegal heirsof thelife
assured.

beforethe settlement, the
policy money ispayableto
thelegd heirsof theassignee
and not thelife-assured who
istheassignor.

Cancreditors
attach thepolicy?

Creditorscan attach the
insurancepolicy which
hasanominationinit.

Creditorscannot attach the
policy unlesstheassgnment
isshown to have been made
todefraud the creditors.
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. INTEXT QUESTIONS 10.3

1

iswherethepolicyholder or aninsured proposesthe name of

the person or personsto whom the sum assured should be paid by theinsurance

company after their death.
a) Contract of Adhesion
b) Nomination
C) Assgnment

d) Indemnity

in casethenomineeisa

Thepolicy holder needsto appoint
minor.

a AnAssgnor
b) AnAssgnee
c) AnAppointee

d) Noneof theabove

If the nomineeisminor and appointeewas not assigned in the policy, thenthe

Death clamispaidtothe

a AnAssgnor

b) AnAssgnee

c) Legd heirsof thepolicyholder
d) AnAgent

policy from one person to another
a Contract of Adhesion

b) Nomination

C) Assgnment

d) Indemnity

impliestheact of transferring therights, titteand interest of the
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5. Onassignment, nomination isnot cancelled, when assignment ismadeto a

a Bankforaloan
b) NBFCforaloan
c)  Insurancecompany for apolicy loan

d) Allof theabove

©-| WHAT YOU HAVE LEARNT

Therearedifferent principlesof Insurancelike Utmost Good Faithand InsurableInterest,
Indemnity, Subrogation, Contribution, Proximate Cause. The principle of indemnity
means putting the policyholder or insured in the samefinancia positioninwhich he
wasimmediately beforethe occurrence of thelossevent. Thereare different modesof
settlement that would be used in indemnity. These are Cash payment, Repair of a
damaged item, Replacement of the lost or damaged item and Restoration, (Re-
establishment) for exampl e, rebuilding ahouse destroyed by fire.

Subrogation followsthe principle of indemnity. Subrogation means* thetransfer of dl
legal rightsand remedies, with respect to the subject matter of insurance, fromthe
insured to theinsurer”. The principleof Contribution isapplicableonly to non-life
Insurance. Theprincipleof Contributionimpliesthat “if the same property isinsured
with more than one insurance company, the compensation paid by all theinsurers
together cannot exceed the actual losssuffered”.

ThePrincipleof Proximate Causeisthelast but one of theimportant legal principles.
Itispartialy goplicableinlifeinsuranceand fully gpplicablein nonHlifeinsurancepolicies,
whichisconcerned withidentifying theactua reason of thelossor damageand whether
itisindeed asaresult of aninsured peril. If theloss has been caused by theinsured
peril covered under the palicy, theinsurer isliable, otherwisenot. Aninsurance contract
isan example of adhesion contract wheretheinsurer createsacontract with standard
termsand conditionswith no opportunity to the customer to change the termsand
conditions. Customer either can accept the contract or rgject it but cannot modify it.

Nominationiswherethe policyholder or aninsured proposesthe name of the person
or personsto whom the sum assured should be paid by theinsurance company after
their death. Assignment isthetransfer of the benefitsor proceedsof thepolicy by the
holder of alifeinsurance policy (Assignor) to alender (Assignee), ascollateral for a
loan. Inthe event of the death of the assignor or insured, theassigneeispaidfirstand
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thebalanceif | eft ispaid to the beneficiaries of the policy. On assignment, nomination
iscancelled, except when assignment ismadeto insurance company for apolicy loan.
Therearetwotypesof Assignment: Conditiona Assgnment and AbsoluteAssignment.

)

= n

N

5.

6.

7.

TERMINAL QUESTIONS

ExplainthePrincipleof Indemnity. What arethedifferent modesof settlement in
Indemnity?

Explainhow thePrincipleof Subrogationisdifferent from Principleof Contribution.
Give examplesto support your answe.

Explain thePrincipleof Proximate Cause using different examples.
Writeshort noteson:

a  Contract of Adhesion

b. FreeLook Period

What isnomination?At what time nomination isdone?

What isAssignment?What areitstypes?

Differentiate between Nomination and Assgnment.

‘E‘I ANSWERS TO INTEXT QUESTIONS

10.1

10.2

(@ Principleof Indemnity

(c) Protectionagainstlossesor risk

(© Rs.50,000

(d) All of theabove

(d) AgreedVauebetween Insurer and Insured

a > w0 N BRF

(b) Principleof Subrogation
(¢) Principleof Contribution

(d) Principleof Proximatecause

A w0 d P

(b) Lifelnsurance
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5.

10.3

4.

5.

(©

()
©
(©
(©
(©

Within 15 daysof receiving the policy document

Nomination

AnAppointee

Lega heirsof thepolicyholder
Assgnment

Insurance company for apolicy loan

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toapplytheprinciplesof Indemnity, Subrogation, Contribution, and Proximate
Cause in Insurance and explain the special provisions of Nomination and
Assgnment.
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RISK MANAGEMENT

11.0INTRODUCTION

No body can foresee what will happen in the future sinceit is unpredictable and
uncertain. Wearelimited to forecasting what will occur tomorrow. Thismay bring
variationsin the outcome, which anyonewould have planned dueto changesin many
factorslike economic conditions, natural disastersand many other factors. Every
individual or organization facesrisk, which may affect their operationsand future
outcomes. Different peopledefinerisk indifferent sense. Thereare severa hazards,
some of which are connected to aperson’sillness or poor health and others of which
arerelated to property, such asfire or theft. It may a so berelated with the activities
related to speculation. Risk can affect the whole society and economy or may be
specificfor anindividua or organization. Theimportant thingisto managetheserisks
by avoiding, reducing or transferring the same on some other party. Risk and
management of riskswill bethefocal point of discussion of thischapter. Youwill learn
about different typesof risk and strategiesto tackletherisk.

11.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explanthemeaning of Risk Management
® Explandifferent Classficationof risk

® Explainthemeaning and typesof Hazards
o

Describethe processof Risk Management
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11.2MEANING OF RISK MANAGEMENT

Risk Management is*the process of measuring, or ng, risk and developing
strategiesto manageit. Strategiesinclude avoiding therisk, reducing the negative
effect of therisk, transferring therisk to another party and accepting someor al of its
consequences’.

When arisk isidentified, it isanalyzed and then either accepted or mitigated. The
process, which goesthrough these stages of identifying, analyzing and accepting /
mitigating thefuture potential losses/ uncertainties, isknown asRisk Management. In
other words, the quantification of future potential |osses and then taking remedial/
preventive measuresto mitigate thelossisknown as Risk Management. Sometimes
the participation in the particular activity involving risk isnot done and sometimes
participation into various other activitiestakes place to compensate thelossesfrom
oneof theactivities.

Before understanding the concept further, let usfocus upon the concept of risk and its
varioustypes.

11.2.1 Risk

Therearemany definitions, whichyouwill find for theterm Risk. Let usexplorethese
and try to understand thisterm in abetter way.

® SO 31000 : standard prescribed by The International Organisation for
Standardization - defines’ Risk astheeffect of uncertainty on objectives, whether
positiveor negative’.

® InaccordancewiththeconciseOxford dictionary: risk isdefined as* hazard,
chance of bad consequences, loss etc.; exposureto mischance”.

® TheAmerican Risk InsuranceM anagement Association: definesrisk as
“uncertainty or lack of knowledge concerning the outcomeof events’.

® Termrisk may bedefined as “futureuncertainty asregardsfinancia 10ss’.Risk
isdefined as“thevariationin the outcomethat occursover aspecified periodin
agivenstuation”.

Insurance companiesgenerally usetheword ‘ Risk’ intwo distinctive meanings
a  Asthesubject-matter of insuranceor

b) Different typesof perilssuchasfire, flood etc.
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11.2.2 Classification of Risks

Classification of Risks

| | | | |
Speculative Fundamental  Particullar  Economic  Enterprise

FLUERES B e Risk Risk Risk Risk

. Persond Sysematic  Strategic
Risk Risk Risk

. Property | Unsydemdic  Operationd
Risk Risk Risk

| Liebility | Fnandd
Risk Risk

Figure11.1: Broad classification of Risk
1. PureRisk

It means" elther thereispossibility of lossor noloss’. Thisisatypeof risk where
thepossibility of lossiseither present or absent, however thereisno possibility
of gain. Purerisk can be measured a so and theval ue of premiumto becharged
can be cal culated by theinsurance companiesbased on the probability of lossin
thefuture. Therearethreetypesof purerisks:

Typesof Pure Risk

| | |
Lizhility Risk Property Risk Personal Risk

Figure11.2: Typesof Pure Risk
a) Personal Risk

By the nameitsdf, personal risk impliesthat it isarisk onthe person, beit
intheform of illness, disability, poor health or even death. Suchariskisa
typeof adirect risk and may involveinjury aswell caused dueto accident,
unforeseen circumstancesor any other mishagppening. It might dsoinvolve
old ageor the possibility of having insufficient money for retirement.

b) Property Risk

Thisrisk ison the property whether the property ispersonal or real. For
example: If ahouse catchesfire, or acar isdamaged becauseof acollison,
or thereisrobbery in the house, etc, such losses are categorized under

property risk.
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Property risk can be direct loss (physical 10ss) and consequential 1oss
(indirect loss) also. For example: If apart of your property, say, your
motorbike catchesfire, then thisformspart of direct lossandisoftentermed
asdirect property risk. However, if let us suppose somebody stealsyour
car and because of which you haveto book acab for yourself, then the
money you may pay for the cab isafinancial loss, which hasoccurred due
tothedirect loss of robbery of the car. Asaresult, the cost of thetaxi or
cabisafinancia lossthat resultsfrom therobbery’sdirect loss.

0 Liability Risk

Liability risk isakind of persond risk, which can ariseonthe personif heis
found guilty or liable. Thisrisk arisesif any harm or damageisdoneto
someone’ s property or any injury iscaused to someoneelse. Legal risk
takesplaceintheformof financia lossintermsof either compensating the
other person as per the court ordersor in defending your own caseinthe
court (intheform of legal charges).

Speculative Risk

Unlikepurerisk wherethereiseither apossibility of lossor noloss, aspeculative
risk istheonewhereeither thereisapossibility of profit or aloss. Speculative
risk ariseswhen peopleindulgethemselvesinto speculative activitiessuch as
investing instock market with an expectationto makeagood profit. Theserisks
can’t beinsured as peopledeliberately enter into these activities. In order to
protect onefrom such risks, theonly way out isto avoid such activities.

Speculativerisk can be categorized into two types:

Types of Speculative Risk

l [
Systematic Risk Unsystematic Risk

Figure 11.3: Typesof Speculative Risk
a) Systematic Risk

Systematic Risk by thetermitself denotes* system’. Itisthat type of risk
which impacts the entire system as a whole. It arises due to external
macroeconomic factorsand affectsall the stockstogether. Inaddition, itis
very difficult to prevent it asit isnot specific. Hence, itisalso called non-
divergfiablerisk.
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b) Unsystematic Risk Sill Indiaand BFS|
Introduction to
Unlikesystematicrisk, itisagpecificrisk whichimpactsaparticular industry/ Insurance

stock/ sector, etc. In order to prevent thisrisk, investment must bemadein
different sectorsor industries so that if oneindustry isimpacted, theloss
can be compensated through gainsfrom other industry. Sincethisrisk can
bediversified, itisadsocaled diversfiablerisk.

. ] . Notes

S. No| PureRisk Speculative Risk
1 A typeof arisk wherethereis| A typeof arisk wherethereis

achanceof either lossorno | achanceof ether financia loss

lossbut no chanceof gain. or financid gain.
2 Itisinsurablerisk Itisuninsurablerisk
3 For Example- Damage For Example- investmentin

toproperty fromfire, shares, betting etc.

lightning, flood or

earthquake etc

3. Fundamental Risk

Thistypeof risk can affect thewhol e society or economy. It arisesfrom natural
disastersor changesin the political or economic system. Itsorigin and effects
affect large number of people. For exampletsunami, flood earthquake etc In
other words, it affectsmillionsof individua stogether. For example, if ahurricane
comesthenit hasthe potential to sweep away hundredsof housesand families.
Similarly an earthquake can affect many peopleat the sametime. Such disasters
fall under the category of fundamentd risksasthey havethepotentia to affect a
lot of livestogether. Some fundamental risks are insured by the insurance
compani es such aswind damage, etc however the responsibility of most of
theseriskslieswith the government to make good theloss. Thistypeof risk is
generdly notinsurable.

4. Particular Risk

Unlike fundamental risk, thisrisk is specific and does not affect the entire
community at the sametime, hencethe name particular risk. For example, if
robbery took placein somebody’ shouse, then that will affect only aparticular
individua or aparticular family. It won't affect many peopl e at the sametime.
Hence, particular risk istherisk, which affectsindividualsand isgenerally
insurable.For example- burning of house, car accident etc.
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Fundamental Particular
Risk Risk

It affectsthe
entireeconomy It affectsa

— orlarge ] particular
numbersof individua

people

Eartquake, ) Damageto
—| War, Flood, —| property, injury,
etc. etc.

. J - J

Figure11.4: Fundamental and Particular Risks
5. EconomicRisk

Economicrisksare also atype of fundamenta risksand impact many peopleat
thesametime. Oneof theeconomic risksisunemployment which affectslarge
number of people but if the government takes appropriate measures such as
throughitsmonetary policy, etc, thenthisrisk can be controlled and prevented
to some extent.

6. EnterpriseRisk

Sometimesthereare certain riskswhich affect an organization or an enterprise
asawhole. Suchrisksfdl under the category of enterpriserisks. Now enterprise
riskscan also be of threetypes:

Typesof Enterprise Risk

l { [
Strategic Risk Operationd Risk Financid Risk

Figure 11.5: Typesof Enterprise Risk
a) SrategicRisk

Those riskswhich may end up an enterpriseinto morelossesinstead of
gains because of the goal oriented behaviour aretermed asstrategic risk.
For example, if an enterprise hasthought of taking an extraadvantagein
the market and for which it has bought anew equipment or entered into a
new technology, thenit may add on to thelossesfor that enterpriseinstead
of increasingtheir gains.
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All thoserisksor losseswhich an enterprise canincur dueto itsday to day Insurance

operationsare classified asoperational risks. Supposethelabour working
inthefactory getsinjured dueto some mishandling of machinery etc or

when someimportant confidentia information of theenterprisegetslesked

to public, then such risksare categorized as operational risks.

Not
¢ Finandial Risk ores

Financia risk occurswhen an investment meant to give positivereturns,
resultsinlosses. Such enterpriseriskscan add on to thefinancial burden of
theorganizationinstead of reducingit.

. INTEXT QUESTIONS 11.1

1.  Whichtypesof risksare considered in the context of the existence of achance
of lossonly, but not the chance of gainat al?

a) Purerisks
b) Speculativerisks
C) Inflationrisk
d) Noneof theabove
2. Inaccordance withthe concise oxford dictionary, risk isdefined as.
a Chanceof lossorinjury
b) Thedegreeof probability of loss
c) Theeffect of uncertainty on objectives
d) Exposuretomischance

3. Insurersgenerdly usetheword ‘risk’ intwo digtinctive meaningsviz. asasubject
matter of insuranceand different typesof:

a) Hazards
b) Uncertanties
c) Peils

d) Losses
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4.

What isdefined asvariation in the outcomethat occurs over aspecified period
inagivendtuation?

ad Rik

b) Uncertainty

c) Probability

d) Expectedvdue

Those riskswhich may end up an enterpriseinto morelossesinstead of gains
because of the goal oriented behavior aretermed as

a) StrategicRisk

b) Operationa Risk
¢) Financid Risk

d) Noneof theabove

risk occurswhen an investment meant to give positivereturns,

resultsinlosses.

a) StrategicRisk

b) Financid Risk

C) Operationa Risk
d) Fundamenta Risk

Unlike purerisk wherethereiseither apossibility of lossor noloss, a
risk istheonewhereeither thereisapossibility of profit or aloss.

a) Purerisks
b) Speculativerisks
c) Bothpurerisk and speculativerisk

d) Neither purerisk nor speculativerisk
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11.3DEGREE OF RISK EXPOSURE

Risk Exposure= Probability of anincident occurring* Potential Losses

Or

Risk Exposure= Quantified L oss Potential

Therearethreebasic waysto cal culate risk exposure or to measure the degree of risk
exposure:

1

SINGLE VALUE

Inthismethod, two thingsare estimated. Oneisthe probability of lossor risk
and theimpact vaue of thesame. Oncethetwo areca culated, they aremulltiplied
with each other to calculate therisk exposure.

Risk Exposure = Probability * Impact

Example: The probability that aparticular product would fail inthemarket is
30% and theimpact would cost the company Rs. 10 lakhs. According to this
data, therisk exposure comesout to be0.30* 10 lakhs=Rs. 31akhs. Thisis
the probabl e cost and not the maximum cost.

DISCRETE

Whentherisk iscomparatively more complicated and can’t be cal culated with
asinglevaueof impact cost and probability but with discrete probabilities, then
it fallsunder thiscategory. In case of thismethod, the probabilitiesaremultiplied
withtheir respectivediscrete va uesof impact costisand theexposureiscal culated
through the sum of the probablevalues.

Example: Supposeaproduct ‘ X’ hasthree possiblelevelsof failure: Low
failure, mediumfailure, high failurewith 5%, 7% and 8% astheir respective
probabilities and impact costs being Rs10 lakhs, Rs5 lakhsand Rs 1 1akh.
Then the respectiverisk exposureswill be Rs50000, Rs 35000 and Rs 8000,
thetotal being Rs93000.

CONTINUQUS

When therisk exposureis measured asacontinuous curve, thenit fallsunder
thecategory of continuousrisk exposure. Thishappenswhen the measurement
of probability of losscan beeasily donefor every increasein INR.

For Example: Whenthe probability of INR 1000 10ssis2.40% and that of INR
1001 is2.41%thenthisfallsunder the category of continuousrisk exposure.
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11.4HAZARD

11.4.1 Meaning of Hazard

Hazard isacondition that creates or increase achance of lossor, it can bedefined as
theunderlying factors, whichincrease the probability of occurrenceof loss.

A hazardisthat condition of aninsured risk, which needsto be carefully analysed by
theinsurer so that the possibility of lossesisreduced. Hazards are nothing, but the
sourcesof risk whichmay lead tolosses, if not treated or taken care of .

Certaintypesof hazards can betreated and prevented through common diligence but
some hazards cannot be measured. If therisk istangible and can be observed through
common sense, then the insurer can prevent it before hand but an insurer cannot
measure how careful theinsured person with bewith respect to the property that he
hasgot insured for himself. Such hazards cannot be prevented by mere observation
becausetheintent of theinsured personisnot known.

11.4.2 Typesof Hazard

Hazards can beclassified into three categories:

Physca

Hazards

Types of

H d
Morde azards Morde
Hazards Hazards

Figure 11.6: Typesof Hazards

1. Physcal Hazards

Physicd hazardsare*the physica conditionsthat increasesthe chanceor severity
of loss”
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@

@

A hazard isasource of risk or acondition which can lead to apossibleloss/
injury or damage. If such hazard is observable and can betreated with mere
diligencethen such hazardsfall under thefirst category of ‘ physical hazards .
Hence, physical hazardsaretangible conditions of losseswhich aremeasurable
and can be prevented through alittle dose of education and common sense.

For example:
A greasy floor canlead to moreinjuriesthan anormal cleanfloor.

Also, ahouse constructed at the beach has more chances of getting affected
through awater wave or flood than that constructed near roads, in coloniesetc.

A personwho consumesa cohol or smokeson aregular basishasmore chances
of developing health problemsthan aperson with no such habits.

| ce-covered roadsthat raisetherisk of acar accident

Faulty wiring inastructurethat raisestherisk of fire.

Thusphysical hazards areidentifiable by mereinspection and are apparent in the
subject matter itsdlf.

2.

Moral Hazards

“Moral hazards arises dueto dishonesty or character defectsin anindividual
that increasethefrequency or severity of |0ss’

Moral Hazard isthe changein the behavior of the person such that he/sheis
benefited by the occurrence of an event. And thischangeinbehavior isddiberate.
A person conscioudy triesto benefit from an event especialy because heknows
that he hasan insurance cover for any mishappening. There aretwo types of
mora hazards:

a) Ex-anteMoral Hazard

Inthiscase, the changein behaviour of the person takes place beforethe
occurrence of theevent.

For example: Amit isascubadiver and earns his livelihood through
showcasing deep divesto public. But he hasnot got any insurance cover
for hishedlth asyet. So heremainsvery careful whilediving and prefersto
divein shalow water so that he does not get any typeof injuries. Oncehe
falssick or getsany injury, hewill haveto pay theentirebill himself tothe
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hospital because he does not possess any health cover asyet. But oncehe
takeshealthinsurancefor himself, he startsto take deep divesand triesto
get into deep and riskier watersbecause heknowsthat if something happens
tomorrow, hewould begetting fully reimbursed by theinsurance companies
for any hospital expensesor treatment of any injuries. Thisisatypeof ex-
antemoral hazard which takes place before the occurrence of any event
andisconscioudy undergone.

b) Ex-post Moral Hazard

Thistypeof mord hazard isthe onewhereaconsciousor deliberate change
in the behaviour of the person comes once the event has already taken
place, hencethe name* ex-post’. For example: Suppose aperson needed
aloanto start off hisbusiness start up. He appliesfor theloan which gets
sanctioned. But once hereceivesthemoney, heddiberately showsnegative
accountsand tellsthe bank that hisbusinessfailed, athoughit wasgoing
good. Hedoesthisjust to get abailout or awrite-off of thetax amount.
Thiskind of deliberate changein behaviour which occurs after the event
hastaken placeisknown asex-post moral hazard.

Other instances of moral hazard-

@ inflatingtheamount of aclaimintentiondly,

® filingafraudulentcam,

® Ddiberately burning insuredinventory that isunsold.
MoraleHazards

“Themoral hazards arise dueto carel essness or attitudeto theloss because of
the existence of theinsurance.”

Thereisvery thinlineof difference between mora and moral e hazardsand that
differenceisinthe‘intention of the person’. If aperson conscioudly takesthe
risk to enhance hispersonal benefit, then that type of consciousrisk takingis
mora hazard. But when aperson becomesindifferent tothelass, or unconscioudy
changeshisbehavior towardsaparticular item just becauseit isinsured, t hen
that type of behavior fallsunder the category of moradehazard. Here, theriskis
not taken ddliberatel y but thereisan unconsciouschangeinatitude. For example;
Kapil ownsacell phoneand hasgot aninsurancedonefor it. After sometime,
when hisphone getsoutdated, he stopstaking care of it because he knowshe
hasinsurancefor hisphone. In other words, hebecomesindifferent to hisphone
becauseif it gets damaged, hewould get anew phone because of theinsurance
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that he possesses. Hence, thisisacase of morale hazard wherethe changein
behavior isnot conscious.

Other examples

® Leavingthecar keysinthevehiclewhileitisunlocked, whichincreasestherisk
of theft (motor insurance)

® Leavingadoor unlocked, whichmakesit smplefor aburglar tobresk in (burglary
insurance).

Thesimplest definition of Risk Management can be:  Theidentification, evaluation,
control and prevention, and transfer of risk’

11.5RISK MANAGEMENT PROCESS

Tomanagetherisk isvery important in every field of life, beit professional, personal
or social. For any organization to flourish, it requiresthat it implements a proper
mechanismto managethe potentia threatsand riskstoit by whichit can get adversely
affected. Hence, therole of arisk management processisvery important. Although
putting such amechanismin place requiresalot of time and work, but duetoits
inevitability, it becomesboth necessary aswell asrewarding, if properly applied. There
arefivemgor stepsinthe processof Risk Management. Thesestepsincludeldentifying
theRisk, Analyze or Measuring the Risk, Examining Sol utions, Implementing Solutions
and Monitoring the Resullts.

Identify

/ theRisk \

Monitor
Results

N ldenify

theRisk

Figure 11.7: Risk Management Process
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Sep 1: Identify the Risk

Thefirst stepinvolves*therecognition/ anticipation of risksthat threaten the assets
and earningsof abusinessenterprises.”

Thisstepisthebasic part of risk management processwhich includesidentification of
thetypeaswell asnature of risk present. In other words, thefirst stepistoidentify al
those thingsthat can go wrong and hence cause harm to the society/ organi zation/
human etc. Riskscan only beassessed/ eval uated, controlled and financed oncethey
have been identified. The process of risk identification, therefore, assumes great
importance. It can beconsdered asthe hardest of al thetasksinvolved sinceit requires
agreset deal of foresight. Now |etstake an exampl e of an organization M/sVibhuti Ltd.
Inthisorganization the manager hasasked toidentify thedifferent categoriesof risksin
the organi zation. Now, he checkswhether or not thereispresence of any hazardous
risk or not such asfire, injuries, etc that can cause harm to the employeesworking
there. Secondly hetriestofind out if thereisany operational risk such asstoppagein
machinery, or failure of supplier, etcin consultation with theworkersof thefactory.
Next he movesto the broader category of risk such aseconomic risk which forms
part of theexternal risk category. Thismay includerecession, inflation or downturnin
the economy. Further, he also makes sure that there is no strategic risk such as
competition, threat to brand reputation, etc. If heisabletoidentify any of theserisks,
thenthey areimmediately reported to the higher authorities and risk management
processtakes off onceall therisksareidentified.

Sep 2: Analyze/ M easurethe Risk

Thisstep catersto the measurement of frequency aswell asseverity of the present and
potential risks. Such measurement hel psin eval uating asto how much money and
resources should be spent on the rescue process such that harmful effects can be
prevented. In other words, oncetherisksareidentified, it isimportant to seewhich of
theserisksaremorefrequent ascompared to othersand how severely can they impact
the organization. If any of theserisksare morefrequent aswell asmore harmful as
comparedto others, then they need to bethe specid focusand high preventivemeasures
need to beimmediately taken against them. Hence measurement of thefrequency as
well asseverity of therisksdecidesonto theallocation of fundsto prevent them.

Sep 3. Examinesolutions

Oncetherisksareidentified and they have been measured onthebasisof their frequency
and severity, solutions need to be examined. And that solution hasto befinalized
whichisthemost effectiveaswell asaffordableto theorganization.
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Therearemany waysof solving arisk problemor preventing arisk. Let usdiscussthe
four broad ways:

b)

Avoid
therisk

Risk .
Transfer Avoid

_ M angement therick
therisk Srategies er

Control the
risk

Figure 11.8: Risk Management Strategies
ToAccept theRisk (risk retention)

Sometimeswhen therisk isunavoidableand it isknown beforehand that such
typesof riskswould definitely ariseinthe process but the benefits of the process
are more than the risks attached to it, then those risks are accepted by the
organizetion.

ToAvoid the Risk

Thenext optionisto not participatein aparticular activity or processand smply
avoidtheactivity to avoid therisk. Thisstepisusually taken when the benefits
of that activity do not outweighthelossdueto risk attached withit. And it does
not seem affordableto get into the activity. For example, If afactory isabout to
bebuilt by ariver that frequently floods, it can be chosen to movethefactory to
asafer area.

To Control theRisk (L ossPrevention and Reduction)

Another option isto control the risk in the sense that the likelihood of its
occurrenceisreduced. Thisisalso called risk mitigation through control or
prevention. It alsoinvolvesreducing itsnegativeimpact. Loss Prevention and
Reduction strategiescan prevent or lessen potentia lossesresulting from hazards.
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For instance, strictly enforcing “No Smoking” lawsmay resultinanendtofire
losses, yet actionslikethe congtruction of sprinkler syssemsand other appliances
may |essenthe severity of firelosses.

d) ToTransfer the Risk

Thisindicatesthat the burden of assuming therisk and itsnegative consequences
is passed to another party. For example: When we purchase insurance, we
transfer the negative effects of risk to the insurance company such that if
tomorrow, something wrong happens, they should either take the onus or
compensateus.

Sep 4: Implement Solution: Thefourth stepistoimplement that solutionwhichis
most desirablewith respect to need and affordability. After doing aproper analysis of
all theoptionsavailable, the solution that can providethe best results should then be
implemented. For implementation of the solution, both fundsaswel | aspersonnel need
to betaken care of. Thetop management first approvesof thesolutionand thenitis
further proceeded with. Onceit isdecided asto which solutionto gofor, it isimportant
that the solutionisimplemented throughout the organi zation on acons stent basisand
theemployeesaretrained aswell asmotivated to work on theimplementation of the
same.

Sep 5: Monitor Results: Thefina stage of therisk management processisthemost
significant one, becauseitisnot aone-time project meant for short run but along-term
processwhichinvolvescongtant review and monitoring. It needsto be checked whether
thesolutionsare effective or not, whether thereisaneed of any changein the solution
implemented or not, etc. Sometimes, itisnecessary that theentire processisrevisited
because effective results are not being achieved. Hence monitoring the solutions
implemented and their effectivenessisvery important for aninformed and effective
decisonmaking.

. INTEXT QUESTIONS 11.2

1.  Thesmplest definition of risk management can betheidentification, evaluation,
control and prevention and of risk.

a Trander
b) Expectation
c) Protection

d) Retention
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2. Thewaysof solvingarisk problemor preventing arisk isare-
a ToAccepttheRisk
b) ToAvoidtheRisk
c) TotransfertheRisk
d) All of theabove
3.  Theexampleof Physica hazardis-
a) Faultywiringinastructurethat raisestherisk of fire.
b) Inflatingtheamount of aclamintentionaly,
¢) Flingafraudulentclam,

d) Ddiberately burninginsuredinventory thatisunsold.

©-| WHAT YOU HAVE LEARNT

Risk Management isthe process of measuring, or assessing, risk and developing
strategiesto manageit. Thereare many definitions, which youwill find for theterm
Risk. Few definesit asthe effect of uncertainty on objectives, whereasfew other may
defineit asthevariationin the outcomethat occursover aspecified periodinagiven
situation. Therearedifferent types of risk, which one needsto understand. Therisk
can be broadly categorised into Pure Risk, Speculative Risk, Fundamental Risk,
Particular Risk, Economic Risk, and Enterprise Risk

Risk Exposureiscal culated by multiplying the Probakility of anincident occurring with
the potential losses.Hazard isacondition that creates or increase achance of lossor,
it can be defined asthe underlying factors, which increasethe probabil ity of occurrence
of loss.Hazards can be classified into three categories.Phys ca Hazards Mora Hazards
and MoraleHazards. Physical hazardsarethe physical conditionsthat increasesthe
chanceor severity of loss. Moral hazardsarisesdueto dishonesty or character defects
inanindividua that increasethefrequency or severity of loss. Themora hazardsarise
dueto carelessness or attitudeto theloss because of the existence of theinsurance.

Therearefive mgjor stepsin the process of Risk Management. These stepsinclude
I dentifying the Risk, Andlyze or Measuring the Risk, Examining Solutions, Implementing
Solutions and Monitoring the Results. There are four broad ways of solving arisk
problem or preventing arisk. These areto accept therisk (risk retention), toavoid the
risk, to control therisk (lossprevention and reduction), and to transfer therisk.
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TERMINAL QUESTIONS

Definethefollowing:

a) StrategicRisk

b) Property Risk

¢) Financid Risk

d) PureRisk

€ SpeculativeRisk

f) Liability Risk

Differentiate between:

a) Sysematicand Unsystematic Risk withexample
b) Pureand speculative Risk withexample

¢) Fundamentd and particular Risk withexample
Definethefollowing:

a) EconomicRisk

b) Operational Risk

Explainthe processof Risk Management in detail. Explainthe processwith an
example.

Discussvarioustypesof hazardswith examples?

Definethefollowing briefly with anexample:

a Mord Hazard

b) MoraleHazard

c) Physcd Hazard

What arethedifferent typesof Hazards? Explain thesewith thehelp of examples.
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@ ANSWERS TO INTEXT QUESTIONS Introduction to
Insurance
1.1

1. (@ Purerisks
2. (d) Exposuretomischance
3. (0 Pails " Notes
4. (@ Rik
5. (@ StrategicRisk
6. (b) Financid Risk
7. (b) SpeculaiveRisks
11.2
1. (@ Trander
2. (d) Alloftheabove

3. (@ Faultywiringinastructurethat raisestherisk of fire.

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaintheprocessof risk management and Classify therisk and hazards
into different categories.
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