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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)
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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.

Ly

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\
2,

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.

Pl e ®

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
D 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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INTRODUCTIONTOLIFE
INSURANCE

1.0 INTRODUCTION

Thischapter amsto introducethelearner to the concept of lifeinsurance and provide
abasic understanding of itsworking. They will learn about theroleof different typesof
premiums, factorsthat impact premium cal culation, bonus, commission ratesetc. By
the end of this chapter, astudent will gain aclear insight of the human life value,
mortdity rates, premiumsand commission that form the backbone of Lifeinsurance.

1.1 OBJECTIVES

After reading thislesson, youwill beableto:

DescribeLifelnsurance
Explainthe Concept of Premium - Typesand Determinants

Explain Conceptsof Bonus, Leve Premiums, Rebates, Mortality Rates, Interest,
Surplus

Explain InsuranceAgents Commission Rates
AnayseHumanLifeVaue(HLV)
DescribeMutudity

1.2 WHAT IS LIFE INSURANCE?

Human lifeisinvauablebut apremature desth of any individua canbring hugelosses
and uncertainty inthelivesof his’her loved ones. Lifeistheonly precious asset that
cannot berecovered onceitislost. Also, itisdifficult to predict thelife expectancy of
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any individual ascompared to predicting thelifeof anon-living asset. Therisk of death
cannot be avoided but the economic threat which it may cause can be secured. Hence,
itisessentia totimely preparefor thefinancial consequencesthat your family might
faceuponyour death such as.

¢  Payingforrent,

¢ Bils

<  Children'seducation,

¢  Other household expenses
¢  Loansetc.

Itisrational to prepare and plan for the aftermath before you are gone so that your
family doesn't havetofinancially suffer. Lifeinsuranceisaway of looking after your
loved oneseven whenyou're gone.

"Lifeinsuranceisacontract between theinsurer (Lifeinsurance Company) and the
insured (buyer) for aspecified time period wherein the policyhol der makesregular
payment of an amount (premium) to theinsurer inreturn of whichinsurer agreesto
provide a guaranteed payment (death sbenefit) upon the death of insured, to the
beneficiariesof the contract.”

1.2.1 Partiestothe Life I nsurance contract

¢  Insurer: Theinsurance company which entersinto alegally binding contact
with the policy holder to pay the specified amount of proceedsto beneficiary
upon the death of insured.

¢ Insured: Heor sheistheindividud whoselifeisinsured by theinsurance palicy.

¢  Owner or Policyholder: Thepersonwho ownsthelifeinsurance contract and
makes payment of the premiums. He/she can bethe same person asinsured or
beneficiary but not necessarily.

¢  Beneficiary: The person/personsentitled to receive the insurance proceeds
upon the death of insured.

1.2.2. Componentsof Lifelnsurance Policy

I.  Death Benefit - It isthe sum of money whichispaid to the beneficiaries of the
insured at thetime of his/her death before the policy matures. Itisthemain

Open Vocational Educational Programme



INTRODUCTION TO LIFE INSURANCE

purposeof alifeinsurancepolicy. A valid proof of death hasto be submitted for
filingthedlam.

Theamount of death benefit ischosen/decided by the policyholder at thetime
of enteringinto thelifeinsurance contract based on the estimated future needs
of surviving dependentsof theinsured upon his/her death.

Premium - It refersto the series of periodic paymentsmadetowardsthelife
insurance policy by the policyholder for covering therisk of insured'sdeath for
acertain period of time. Inalifeinsurance contract, thefinancid riskistransferred
frominsuredtoinsurer (Insurance Company). In exchange of bearingthisrisk,
theinsurance company chargespremium.

Lifeinsurance premium isdetermined by anumber of factorssuch astheamount
of death benefit, age of theinsured, illness, term of the policy etc.

Cash Value- cashvalueisthesurrender value of aLifeInsurance policy. The
policy cannot besurrendered by theinsurer but it isat the option of policyhol der
todoit. If itissurrendered before maturity or death of theinsured, theinsurance
company after compensating for itscosts (fees, part of premiums, fixed costs
etc.) will surrender the"unearned” part of premiumspaid by the policyholder.

However, itisimportant to notethat cashvalueisn't availableinal typesof life
insurance policy. For example, Term Insurances have no cash value.

Interestingly, in certaintypesof lifeinsurance such asUniversd lifelnsurance
‘Cashvaue also earnsinterest.

The Orientd Lifelnsurance Company wasthefirst Lifelnsurance Company in
Indiathat was established in Ca cuttain 1818, thoughit failedin 1834. Insurance
industry in Indiaisregul ated by Insurance Regulatory and Devel opmentAuthority
of India(IRDAI) whichwasfounded in 1999 with an aimto protect theinterests
of the policyholders and to regulate and promote an orderly growth of the
insuranceindustry.

COMPONENTS OF
LIFEINSURANCE
POLICY

| |
DeethBene‘it’ ‘ Premium ’ ‘ CashVaue

Fig. 1.1: Componentsof LifelnsurancePolicy
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1.2.3 Principlesof Lifelnsurance

Lifelnsurance cannot compensate for the emotional lossthat death causes. However,
itismeant to providefor thefinancial lossfaced by the surviving family intheevent of
untimely or unfortunate death of the 'bread-earner’. Usualy, thelivesof peoplewhose
deathwill createfinancid crunchfor thefamily membersareinsured. Thelifeinsurance
businessisdriven by somebasic principles.

Insurablelnterest - Itisanimportant principle of lifeinsurancewhich says,
that apolicyholder can buy apolicy inthename of another persononly if he/she
hasagenuineinterest inthelifeof that person. Thispreventspeoplefrommisusing

thepoalicy.
Mac-Gillivray definedinsurableinterest as:

"Wherethe assured is so situated that the happening of the event on which the
Insurance money isto become payablewould asaproximity cause, involvethe
assured inthelossor diminution of any right recognised by law or inany legal
ligbility thereisaninsurableinterest in the happening of that event to the extent
of thepossiblelossor lighility."

Example- A father buying lifeinsurance policy for hissonisgenuine. But, a
person buying life insurance for his neighbour cannot be allowed as the
policyholder might harmtheinsured for hisinterest.

Utmost Good Faith - It isacommon law principle. It meansthat the buyer
who entersinto acontract of lifeinsurance hasalegal obligationto act with
utmost good faith towards the company offering theinsurance. That person
must, therefore, alwaysbe honest and accuratein theinformation they provide
to the insurance company. Similarly, the insurance company also has a
responsibility to act withgood faithin all itsdealingswith the policyhol der.

That said, oncethe claim arises, the company isfreeto investigateall detailsto
ascertain that the factsbuyer have declared are correct before payouts. Any
fraud or misrepresentation of facts can result into cancellation of the contract.

I ndemnity - to indemnify alossmeansto fully compensate for the lossthat
occurred. Insurance contracts cannot be used to make profits by the
policyholdersingtead they only make good thelosses suffered. Thecompensation
doesnot exceed theamount of actual damage. Thus, indemnity isvery important
innon-lifeinsurancepolicies.

Open Vocational Educational Programme



INTRODUCTION TO LIFE INSURANCE

Sowhat about lifeinsurance?

Asfar aslifeinsuranceisconcerned, itisimmediately that the policy proceedsin
no way can compensatethelife of dead (insured). That iswhy lifeinsurances
arecalled benefit policies, not indemnities.

However, every lifeinsuranceclamisatota loss', inthe sensethat thefull sum
insured ispayable.

IV. Risk Pooling- Lifeinsuranceisbased on the principleof risk pooling which
meansspreading of financid risk equitably among large number of policyholders.
People exposed to arisk agree to share losses on an equitable basis. They
transfer the economicrisk of lossto aninsurance company. | nsurance company
collectsand pool sthe premiums of thousands of peopl e, spreading therisk of
lossesacrosstheentire pool.

PRINCIPLES
OFLIFE
INSURANCE
| | | |
Insurable Utmost Good : Risk
‘ Interest | Faith ‘ Indemnity | ‘ Pooling |

Fig1.2: Principlesof Lifelnsurance

1.2.4Typesof Lifelnsurance Contracts

Lifeinsuranceisusually along term contract which entails periodical payment of
premium by the policyholder according to thetermsof contract or till thepolicy matures.
Certainly, over theyearslifeinsurancemarket hasexponentialy growninto an organized,
sophisticated and devel oped market providing various optionsto buyers. A buyer
needsto choose the most appropriate policy asper hisneeds, affordability and goals.

® TermLifelnsurance
Permanent Lifelnsurance
ULIP

Endowment

Universa
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A detailed explanation of thesetypes of life insurance has been provided in later
chapters.

1.2.5. Benefitsof Lifelnsurance

Buyingalifeinsurance cover isoneof thesignificant financia decisonsto secureyour
family'sfuture. Certainly, one needsto do acost benefit analysisbefore deciding the
most suitableplan. Let'slook at the benefitsoffered by lifeinsurancepolicies:

@

® S S @

@

looking after your loved oneseven after you'regoneby providingthemastable
sourceof income

helpsindedingwithfinancid liabilitiesafter your death
itisalso aninvestment avenueto help achievelong-term gods
lifeinsurance supplementsyour retirement goa's

buying insuranceis cheaper when you're younger asthe premium amount is
lower ascompared to when you're ol der.

tax-saving benefit under Section 80C of Indian Income Tax Act, 1961

. INTEXT QUESTIONS 1.1

1

Which of thefollowing isnot the principle of insurance?

a Utmost Good Faith

b) RiskPooling

C) Maximizationof Profit

d) Insurablelinterest

What isthe primary purpose of alifeinsurance product?

a) Taxrebates

b) Invesment

c) Financia protection against therisk of death

d) Wedthaccumulation

Which organisation regulatesthelifeinsurance market in India?
a SEBI b)  IRDAI

c) ICAI d) Noneof theabove

Open Vocational Educational Programme



INTRODUCTION TO LIFE INSURANCE

4.

Which among thefollowing isnot aparty to alifeinsurance contract?
a Insurer

b) Shareholder

C) Bendiday

d) Insured

Lifeinsuranceisnot

a acontract of assurance

b) acontract of indemnity

C) applicabletoassetsother than humanlife

d) afinancia asst

Theinsuranceiseffected to cover the an asset isexposedto

a) Peil

b) Rik

) Loss

d) Event

Thebest timeto apply for lifeinsuranceis.

a) Today, becauseyou don't know what might happen to you tomorrow.

b) Tomorrow, becauseyou shouldn't do now what you can put off until then.
c) Assoonasyou haveany dependants, whenever inthefuturethat might be.

d) Assoonasyoudevelopaseriousmedical condition, soyou canbecovered
forit.

13 CONCEPT OF PREMIUM -TYPESAND DETERMINANTS

After reading the previous section, we have got an overview of alifeinsurance contract
and itsbasic concepts. Thelifeinsurance policy isessentially aproduct sold by the
insurance company to the buyersfor apremium. In thissection, wewill discussabout
the concept of premium, its constituents and the factorsthat are considered for its
caculation. Also, wewill study about thevarioustypesof lifeinsurance premiums.
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Ingmpleterms, insurance premiumisthe priceof your insurance policy inexchange of
which you get the policy coverage. You can choosethe policy based upon coverage
period and periodicity of the premium. Also, the periodicity of premium canvary from
monthly to quarterly to annually or even singlelump sum payment. It can bedecidedin
thetermsof the contract asper individual convenience.

1.3.1Key Componentsof a L ifel nsurance Premium

Theinsurance agent may not discloseto you the composition of the premium amount
you are paying to hiscompany. All you know isthat you pay an amount periodically or
oncefor the promisethat has been given by theinsurance company. But it'slikely that
you would liketo know: how the premium amount is determined by the premium
company?How doesit vary in caseof differentindividuals?

Lifeinsurance premium basically consistsof four key elements:

®  Expenses- Theoperationa expensesincurred by theinsurance company are
recovered from the premium paymentsby policyholders. Salesand marketing
expenses, agent commissions and the overhead costs incurred to run the
insurance businessare examplesof such expenses. These costsare spread across
apool of thousandsof investorsso that theimpact onanindividua buyer isvery
low.

® Mortality - Every humanbeingismortal and hasalimited lifeexpectancy. All
of usexpect that older peoplediebeforetheyounger ones. Smilarly, lifeinsurance
companies put ahigher probability onthedeath of old-ageindividua sthanthe
young ones. The higher the probability of death of anindividual (insured), the
higher would bethe amount of premium. Apart from the age, medical history,
illness, occupation, lifestyleetc. of anindividual aso helpsin determining the
likelihood of his’her degth. All thesefactorscombined together formthemortality
aspect of lifeinsurance premium.

To helpinsurancefirms, actuariesdeterminethese probabilitiesusing scientific
analysisand construct mortality tablesfor different ages.

® Investment - Cdl it savingsor investment, thereisalwaysacomponentinthe
lifeinsurance premiumthat isinvested by thelifeinsurance company inavenues
like government bonds, money market, securitiesmarket, loansetcin varying
proportions. Thiscomponent isessential to generateincomefor theinsurance

Open Vocational Educational Programme



INTRODUCTION TO LIFE INSURANCE

companiesto cover their codts, generate profitsand to make di stribution amongst
policyholdersintheform of cashvaue, bonusetc. However, not dl policyholders
aredigiblefor cashvaueand bonus; usudly it isgpplicablein caseof wholelife
policies.

® Contingency

What if sometragedy or natural calamity occursimpacting thelives of many
individuals?What if any economic policy changeor crisisdrastically impacts
insurance companies investments? What if the death projections made by
company fail ?Intheevent of such unprecedented circumstances, thelifeinsurance
company keepsapercentage of the premium reserved for contingencies. Like
the expense el ement, contingency allowanceisalso spread acrossthe pool of
policyholders. Hence, thelarger the number of policyholders, lower will bethe
shareof contingency alowanceinanindividua'spremium.

COMPONENTSOFA
LIFEINSURANCE
PREMIUM

‘Expensesl‘ Mortalityl‘lnvestmentl‘Comingerwl

Fig. 1.3: Componentsof Lifelnsurance Premium

1.3.2 FactorsAffecting Life Insurance Premium

Lifeinsuranceisagreat way tofinancialy secureyour loved ones. Butit'sasoamagjor
investment asit involvesregular paymentsof premium. With thetremendousgrowthin
insurance business, different companiesoffer different ratesof premiumand evena
dight difference canyield mgjor savings.

So question arises, what arethefactorsthat insurersconsider for pricing their policies
and how doesthe pricevary?

L et'sanalyze each factor oneby one:

1.  Age- Itisthemostimportant factor for consideration by theinsurer. Asyou get
older, the number of premium paymentsto insurer will decline. Thus, with the
higher age of insured theamount of premium alsorises. Ontheother hand, if the
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insured isyoung the chancesof livinglonger arehigh. Consequently, the chances
of insurer paying the death benefit to the beneficiarieswill below, hencethe
lower amount of premium. It isusually advised to takeapolicy at ayounger

age.

Gender - Itisastatistically observed fact that women on an average, livefive
yearslonger than men. The premium paying capacity in case of womaninsured
ishigher ascompared to man. Thus, gender bringsabout adifferencein premium
caculations.

Smoking - If apersonisasmoker, it putshim/her at higher risk of diseasesor
even death as compared to non-smokers. Hence, amount of premiumwill be
higher in case of smokersbecause of thehigh risk involved.

Health - Usually, the gpplication processof any lifeinsurance policy includesa
basic medical check-up (height, weight, blood pressure, diabetes, cholesteral,
ECG etc) of theinsured to examine any pre-existing health condition that might
have been overlooked or hidden by the buyer. It isobviousthat the premium
would behigher in caseof any illnessor serioushealth condition.

Some companiesdo offer "no exam" palicies, but you can expect to pay more.

Lifestyle - Is your favourite hobby racing cars or climbing treacherous
mountains?If yes, you'll probably haveto pay substantially morefor insurance
premium. If you regularly engagein high-risk activities, there'san increased
likelihood that you'll meet an early end - abig factor for insurance companiesto
determineyour policy premium. Some companiesa so chargemoreif you have
ardatively dangerousprofession, such asmining, fishing or trangportation.

Family medical history - Certain heathconditionsare hereditary. Although,
not much can be doneabout the genetic history insurance companiesareinterested
toknow if your parentsor siblingssuffered any hereditary serioushealth condition
such as diabetes, stroke, cancer etc. The existence of any such conditionis
likely toincreasetherisk inyour casethus, impacting your lifeinsurance premium.

Expensesand reserves- Lifeinsurershavetoincur varioustypesof operating
expensesincuding:
< Agentstraining and recruitment,

¢ Commissonsof agents,

¢  Staff saaries,

Open Vocational Educational Programme
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INTRODUCTION TO LIFE INSURANCE

< Officeaccommodation,

¢ Officedationery,

< FElectricity charges,

< Other miscellaneousetc.

All these haveto be paid from premiumsthat are collected by insurers.

Others- Other factorstaken into consideration by insurance companiesto
determineyour policy premiuminclude profession, drinking habits, driving record,
typeof policy etc.

The combination of the factorsdiscussed above concludesyour lifeinsurance
premium. Itisimportant to note that the weightage and combinations of these
factorsvary acrossdifferent insurance companies, which leadstovariationin
the premium amount.

1.3.3 Typesof Lifelnsurance Premiums

Apoalicyholder can decideto pay thepremiumonthebassof itsflexibility and periodicity.
Let'shaveabrief of each of these premiumtypes:

1

L evel Premium Insurance- Inthistype, theamount of premium remainsthe
samethroughout thelifeinsurance policy term. The paymentsarelocked-in
(fixed) and don't changewithincreasein age. Since, the premium remainsfixed
throughout the policy term, itisrelatively expensiveintheinitia yearsof policy
to compensatetheinflationinlater years. At thetime of maturity, if the holder
wantsto renew the policy the premium amount usualy getsrevised becausethe
older premiumwasdecided along timeago (such as 10, 20, 30 years). Thisis
themost common typeof premium.

Flexible Premium I nsurance- flexibility of premium alowsthe policyhol der
to make changesinthe policy such asdeath benefit, scheduling of paymentsetc.
The premiumsarerecal cul ated based on such changes.

Itisacommonfeaturein Universa Lifepolicies. Policyholdersareallowed to
make additional paymentsor even skip payments. The higher the amount of
premium payments, higher would bethe death benefit.

Module - 2
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TYPESOFLIFE
INSURANCE
PREMIUMS

‘ Level Premium ’ ‘Fle(ibIePremium’

Insurance Insurance

Fig. 1.4: Typesof Lifelnsurance Premiums

1.4 LEVEL PREMIUMS

1.4.1 Concept

Thelevel premium isthe premium amount that remains stabl e throughout the policy
term. The death benefit or the sum assured al so remainsthe same.

Itisacommonfeatureinlifeinsurancepolicies. Theterm of alifeinsurancecontractis
generally long such as 10, 20 or moreyears. The calculation of level premiumsis
based on the concept of averages. Thus, the periodic paymentsof level premiumsmay
appear expensiveintheinitia yearsof the contract sincetherisk of deathislower. As
theage of theinsured increases, therisk of death riseswhich meanshigher premiums
arerequired to compensate higher risk. But the amount of level premium does not
change. Hence, the premium in later years appearsto be cheaper than the average.
Overdl, theexcesspremium inyounger ages compensatesfor thedeficit premiumin
older age.

Level premium can befurther explained with thehelp of thediagram bel ow:

PREMIUM Increasing Term Premium

Levd Premium

Thelevel premiumscollectedininitia yearsof thepolicy termareheld by theinsurance
company intrust. Theamount so accumulated iscalled a"Reserve". The company
keepsthisreserveto meet the future obligationsof theinsurer. The excessamount can

Open Vocational Educational Programme



INTRODUCTION TO LIFE INSURANCE

adsobeusedtocreatea”Life Fund”. Lifeinsurance companiesinvest thisfundto earn
aninterest.

1.4.2 Components

Leve premiumsusualy compriseof thefollowing two components.

1.  Protection Component - it consstsof that portion of premiumwhichisneeded
to pay the cost of therisk.

2. Cash Value - it is made up of the accumulated excess payments of the
policyholder. It congtitutesthe savings component.

1.5 BONUS

1.5.1 Meaning

Bonus, in common parlance, refersto an add-on payment received over and above
theassuredincome. Inlifeinsuranceaswell, the concept of bonusissomewhat smilar.
A policyholder isentitled to theamount of sumassured at maturity or demiseandthere
may be an extraincomeintermsof bonus payments.

Likeany other businesslifeinsurance companiesalso make profits. They invest a
proportion of their premium recei ptsin diverseinvestment options such asequities,
government bonds, loans, etc. to earninterest income. Bonusisthat surplusincome
which getsaccumul ated yearly, after covering all other company expenditure. The
company can decideto distribute the bonusto the policyhol dersevery year or onceat
thetimeof maturity.

Not dl thelifeinsurancepolicieshavea'bonus featureavail able. Only the'participatory’
or ‘with-profits type of policiesattract bonus. Moreover, therate of bonusisnot pre-
decided; it dependsupontheinsurer'sprofit and Srategy. It may vary from year to year.

L astly, the bonus payment is contingent upon the successful completion of premium
payments by thepolicyholders.

1.5.2 Typesof Bonus

The most commontype of bonus paidistermed as'reversionary bonus. Itisregularly
declared and paid at thetimeof maturity of the contract. Theamount of bonusdeclared
every year getsaccumulated and treated asaliability for theinsurance company. But
thepolicyholder will receivethem only at thetime of maturity or deasth claim.
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Following arethevariantsof Reversionary bonuses:

1

SimpleRever sionary Bonus- Thecal cul ation of such bonusisdoneonthe
basisof smpleinterest. At the end of each year, an amount isdeclared which
getsaccumulated till thetime of maturity. Theamount of bonus accrued each
year doesnot earn any interest thereupon.

For example, XY Z Insurance Ltd. declared a Simplereversionary bonus of
Rs 25 per 1000 of sum assured. Thus, apolicy of Rs. 51akhswill accruea
bonusof Rs. 12500 whichwill be paid at thetime of maturity.

Compound Reversionary Bonus- Inthistype, the bonusisdeclared every
year asapercentage of the sum assured plusthe preceding accrued bonuses. It
entallstheeffect of compounding. Thus, it'sabonuson bonuswhich accumul ates
throughout thelifeof contract and paid at the maturity.

For example, XY Z Insurance L td. announced bonus @ 5% of the sum assured
plusattached bonus.

Terminal Bonus- It getsaccrued only oncei.e. at thetime of death or maturity.
Thus, every year the bonusisdeclared only for the death claims or maturity
claims. For example, theterminal bonusdeclaredintheyear 2018 will only
apply to clamsarising during thefinancial year 2018.

Usudly, thelonger thetimeduration of thepolicy, higher istheamount of termina
bonus. Itisaso caled as'persistency’ bonus.

Other thanthereversionary bonuses, thereisanother typecaled as'Cash Bonus.
Cash Bonusisthebonusaccrued inayear and getspaid at the end of the same
year. Thus, acompany may decideto pay cash bonusevery year instead of
accumulating themtill maturity.

TheVariantsof

Reversionary
Bonuses
|
| |
Smple Compound Teming
Reversonary Reversonary BonLs
Bonus Bonus

Fig. 1.5 Variantsof Reversionary bonuses
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1.6 REBATES

Often, lifeinsurance companiesoffer discountson premium rateto the policyholders
based on sum assured or themode of payment. Such discountsininsurancejargonare
called asrebates.

Primarily, therearetwo typesof rebates:

1

Based on sum assured
Based on Mode of premium

On Sum Assured - Thistypeisoffered on policieswith larger sum assured.
Usualy, thefixed costsor the service costsincurred by theinsurer areuniform
acrossall policiesirrespective of the sum assured. These costsincludethe cost
of preparation of policy, postal expenses, office expensesetc. Thefixed costs
aredividedto calculate cost per thousand of the policy amount. Thus, higher the
sum assured, lower will bethefixed cost per thousand of sum assured. This
resultsin savingswhich theinsurer shareswith the policyholder intheform of
rebatesin premium per thousand of the sum assured.

For example, aninsurance company offered reductionin premium for large
sum assured at Rs. 2 per thousand of the policy amount.

Rebatefor Mode of Premium - Similarly arebate may be offered for the
mode of premium. Premiums payments could bedonein annual, half yearly,
quarterly or monthly basis. However, higher thefrequency of premium payments
inayear, morewill bethecost of service. Yearly and haf yearly modesinvolve
collection and accounting of premiumsonly onceor twiceayear whileinquarterly
and monthly modes, it becomesmorefrequent. Half-yearly or yearly premiums
thusenableasaving inadminigtrative costsas compared to quarterly or monthly
modes. Moreover, intheyearly mode, theinsurer can utilisethe saved cost
during theentireyear and earninterest onit. Insurerswould hence encourage
payment viayearly and half yearly modesby allowing arebate onthese. They
may aso chargealittleextrafor monthly modeof payments, to cover additional
adminigrativeexpensesinvolved.
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. INTEXT QUESTIONS 1.2

1

What isthemeaning of "premium” inreferenceto alifeinsurance policy?
a) Profitearned by theinsurer

b) Pricepaidby the policyholder for purchasing the policy

¢) Compensation paid at thetimeof claim

d) Expensesincurred by aninsurer onapolicy

Which of thefollowingisnot acomponent of Lifelnsurance Premium?
a Mortdity

b) Expenses

c) Contingency

d) DesathBenefit

Which of thefactorsdo not affect thelifeinsurance premium cal culation of an
individud?

a Environmenta conditions

b) Lifestyleof theindividua

¢) Undelyingillness

d) Ageoftheindividua

What isthecharacteristic of level premiums?
a) Stablethroughout thepolicy term

b) Stepped

€) Huctuaing

d) Noneof theabove

In which type of the following types, acompany expresses the bonus as a
percentage of basic death benefit and aready attached bonuses?

a SimpleReversonary Bonus b) Compound Bonus

¢) Termind Bonus d) CashBonus
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6. Whichof thefollowing statement isfalsein context of bonus:
a) Itisoneof thewaysof alocating surplusby lifeinsurance companies
b) Itispaidtopolicyholdersevery year
c) Itispaidontothepolicyholderswho agreeto participatein company's
profits
d) Therateof bonusisnot pre-decided

7. Lifeinsurance companiesmay offer rebateto thebuyer onthepremiumthatis
payable on the basis of

ad Sumassured chosen by the buyer

b) Typeof policy chosen by thebuyer

c) Termof theplan chosen by thebuyer

d) Modeof payment (cash, chegque, card) chosen by the buyer

1.7 MORTALITY RATES/.CHARGES

1.7.1 Concept

Mortality istheinevitabletruth of life. A human being usually hasan averagelife
expectancy of 65-75 yearsbut therisk of death alwaysremains. Theriskishigherin
older peopleas compared to younger ones. Thus, mortality isclosely related to age.
Also, therisk of death ishigher in case of aperson suffering from apre existing
medical condition. A lifeinsurance policy providesyou acover against thisrisk of
untimely death. The premiumsare higher in caseof highrisk of mortality.

When onebuysalifeinsurance policy, theinsurer leviesachargeevery year to provide
risk coverage. Itiscalled thecost of lifeinsuranceor 'Mortality charge. Mortdity isan
important e ement whiledetermining thelifeinsurance premiums.

For example, Mrs. Bindu paysapremium of Rs. 12000 every year for alifeinsurance
cover of Rs. 600000. Out of the premium that she paysevery year, Rs. 2000 isthe
mortality charge.

Mortdity chargeisusually asmall percentage of premium. After deducting Mortality
charge and other costsfrom the premium, the remaining amount isinvested by the
company. Theamount deducted asmortaity chargeiskept asdeas'Life Fundreserve
whichisutilized to providerisk coveragein future. Thus, higher the sum assured,
higher would bethemortality charge.
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Lifeinsurance companiesin IndiausetheIndian Assured Life Mortality Table2012-
14 prescribed by the Insurance Regul atory and Development Authority (IRDA) for
caculatingthemortality rates. It providesan estimate of themortdity ratefor different

ages.

Say, for theage of 45, themortdity rateis0.0045. Thisimpliesthat out of every 1000
peoplealive at the age of 45, 4.5 (1000 multiplied by 0.0045) are expected to die
beforethey turn 46. Further, themortality rate of 0.0045 for the age of 45would mean
acost of insurance or 'risk premium’ of 0.0045 ' 1000 = Rs. 4.5 per thousand sum
assured.

1.8 INTEREST

Lifeinsurerscollect therisk premiumsat the beginning of each term. Thesepremiums
earn interest thereon. To estimate the amount of money required by theinsurance
companiesinfuture, to settlethe claims, itisimportant to consider therate of interest
into account.

Thisrateof interestissmply, the discount factor assumed by companiesto calculate
the present value of thefuture claimsto be made.

For example, if Rs. 5 per thousand is needed to meet the cost of insurance after 5
years, and the interest rate is assumed at 6% p.a. Then the present value of Rs. 5
payable after 5 yearswould be 5* 1/(1.06)5=Rs3.74. However, had theinterest rate
been assumed at 10%, the present valuewould only be Rs 3.10.

Hence, thefollowing conclusionscan be derived:

®  Higherthemortality rate, higher would bethe premiums.

®  Highertherateof interest assumed, lower would be premium.
Thisestimate of present value of thefuture claim costsisa so called the'Net Premium
whichiscomputed using theestimates of mortality and interest rate.

'GrossPremium isthen calculated by adding an amount of ‘loading' to the net premium.
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1.9 GUIDING PRINCIPLES FOR DETERMINING |  ‘feinarene
AMOUNT OF LOADING

To determinetheamount of loading, thefollowing considerationsor guiding principles
arekeptinmind:

1.  Adequacy - Thetotal loading fromall policiesmust be sufficient to cover the
company'stotal operating expenses. It should also provide amargin of safety Notes
andfindly it should contributeto the profits or surplusof the company.

2. Equity - Expensesand safety margins should be equitably apportioned among
variouskindsof policiesdepending upontypeof plan, ageandtermetc. Basicdly,
each classof policy should pay for itsown costs, such that one classof policy
doesnot subsidise another.

3. Competitiveness- Thegross premiums computed as such should enablethe
insurance company toimproveitscompetitive postion. If theloadingistoo high
making the policiescostly, peoplewould bereluctant to buy thepalicy.

1.10EXPENSES AND RESERVES

Likeevery company, lifeinsurance companiesa soincur varioustypes of operating
expensesinduding:

Agentstraining and recruitment,

Commissionsof agents,

Staff sdaries,

Rent,

Officegationery,

Electricity charges,

Miscdllaneousetc.

Asall these expensesareto be paid from the premiumscollected by theinsurers, thus
these areloaded to the net premium.

Expensesarebroadly classified into two types:
1.  NewBusnessExpenses whichareincurred at thebeginning stageof thecontract.

2. Renewa Expensesthat areincurred during subsequent years.
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Initial businessexpensescan besubstantia. Lifeinsurersarerequiredto hold certain
marginsasreservesby law to ensure that they meet their obligationsevenintheir
worsesituations. Therefore, theinitial expensesalong with thereserve marginsare
typicaly higher thantheinitia premiumsreceived by thelifeinsurer. Thisisknown as
new businessstrain. Theinitial outflow isonly recovered from subsequent annual
premiums. Hencethelifeinsurerscannot afford to havelarge number of their policies
cancelled or lapsing in initial years, before the expenses are recovered. Another
implication of new businessgtrainisthat lifeinsurance companiesbeginto makeprofits
only after agestation period of someyears.

1.11 DETERMINATION OF SURPLUS AND BONUS

Every lifeinsurance company undertakesaperiodic va uation of itsassetsand ligbilities.
Thevaduationisdonewith two objectives:

1. Toassessthefinancia state of thelifeinsurer, solvent or insolvent;

2. Todeterminethesurplusavailablefor distribution among policyholders/ share
holders

Qrplusistheamount of assetsin excessof liabilities. If liabilitiesarein excessof the
assets, it'sknown asastrain.

L et usgo abit deeper into themeaning of surplus. For doing thet, wewill first understand
what assetsand liabilitiesmean for alifeinsurancefirm.

Every lifeinsurer makesprovisonfor meeting futureclaimsof insurance policies, expenses
and other potential pay-outsthat may arise. Further, theinsurer isexpectedtoreceive
premiums on these policiesaswell. Hence, liabilities are determined asthe present
vaueof al paymentsthat haveto be madelessthe present value of premiumsexpected
to bereceived onthesepolicies. The present val ueiscal culated by applying asuitable
interest rate (discount rate).

L et usnow see how the assets are valued, discussed in the next section.

1.12WAYS OF VALUING ASSETS

Assetscan beva ued using thefollowing methods:

1. At Book Value - the value at which the assets were actually acquired or
purchased.

2. At Market Value- the current market price of insurer's assets.
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3. At Discounted Present Value - thismethod entails estimation of thefuture Lifelnsurance
incomestream from the assetsand then, discounting thesefuturevauesto arrive
at the present value of the assets.

Sincethewholeprocessof computing liabilitiesand assets (at discounted PV) involves
assumptionsabout factorslike mortality, interest, expensesand persistency to arrive

at the present value, thelifeinsurance firms use theterm surplusinstead of profits.

Thus, surplusdepends upon theval uation of assetsand liabilities. Thisva uation may Notes
differin caseof different lifeinsurersdepending upon their outl ook of therisk.

® Incaseof aconservativevaluation, liabilitieswould be overvalued and assets
would be underval ued, hence reducing the amount of surplusdeclared. This
might result inlesser distribution of bonusesto current policyholders. Onthe
other hand, it also ensuresfinancia soundness of theinsurance company since
the actual surpluswould be higher than the declared oneleading to itshigher
retention for thefuturewhich sill benefit thefuture policyhol ders.

® Incaseof aliberd valuation, the exact opposite of theabovewill hold true.

Thelifeinsurance company hasto striketheright bal ance between current and
futurepolicyholders.

. INTEXT QUESTIONS 1.3

1.  Mortality charges
a Increasewithincreaseinage
b) Arenot affected by the health of the prospect
c) Areconstant throughout the policy term
d) Will besamefor al malesof 25 yearsof age
2. Whichof thefollowing statementsistrue?

a Interest rateisthediscount factor used by insurersto calcul ate the present
vaueof futureclams

b) Interest rateisused to arrive at the interest amount due on the delayed
premium payments.

c) Higherthemortdlity rate, higher would bethe premiums.
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Lifelnsurance 3. Whichof thefollowing consideration determinethe amount of loading?
d Adequacy
b) Equity
c) Competitiveness

o e d) All of theabove

Notes
4.  Whichof thefollowingisaclassfication of expenses?

a New BusinessExpenses
b) Renewa Expenses
c) All of theabove
d) Noneof theabove
5. Whichof thebelow isoneof thewaysof defining surplus?
a) Excessvelidbilities
b) Excessiveturnover
C) Excessvaueof liabilitiesover assets
d) Excessvaueof assetsover ligbilities

6.  Withregardsto valuation of assets by insurance companies, is
thevaueat whichthelifeinsurer has purchased or acquired itsassets.

a Discountedfuturevaue
b) Discounted present value
c) Marketvaue

d) Bookvaue

1.13ALLOCATING THE SURPLUS

Surplusservesvariouspurposesof alifeinsurer:
®  Supportscompany'soperations

®  Additiontocompany'scapita or net worth
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® Didtributionto thepolicyholderswho agreed to participatein the profitsas per
thecontract.

L et usseethevarious considerations made by thelifeinsurer beforedistributing the
aurplus.

1.  Solvency Requirements: Firstly, lifeinsurers are supposed to maintain a
solvency marginwhichisdefined asthe portion of surplusassetsover liahilities
that are specifically set aside to serve as a cushion to meet any unforeseen
deviations between actual and expected amounts.

2. FreeAssats: Someportion of surplusisaso allocated towardsincreasing the
level of free assets. Free assets are unencumbered. In other words, they arenot
required for meeting any specific liabilities. Free assets can be used by the
insurance company for purposeslike businessexpans on.

Once these considerations are made, the divisible surplus is declared for
distribution among thelifeinsurer'spolicyhol dersand shareholders (if any). One
of the popular methods of surplusdistributionis'Bonus. Bonusispaid asan
addition to the basic benefit payable under acontract.

Bonushasalready been discussedindetail insection 11.4

1.14INSURANCE AGENTS COMMISSION RATES

An agent isaperson who representsthe Principal . Herein Insurance sector, an agent
isthe onewho represents an I nsurance company and sellspoliciesonitsbehalf in
return for acommission. Aninsurance agent sellspoliciesof only onecompany. The
commission of theagentsisbased onthenumber, sizeand typeof policiesthey have sold.

Commission of insurance agentsistied to policy premiums. They are governed by
IRDAI'sguiddlinesand InsuranceAct, 1938.

Asper InsuranceAct, 1938, theinsurance companies arealowed to pay amaximum
commission of 40% of thefirst year's premium, 7.5% of the second year'spremium
and 5% fromthereon. Also, itislimited to 2% in case of single premium policies.

Theinsurersarenot alowedto pay any rewardsor remunerationin excessof thelimits
specified by regulatory authorities.

Insurance Regulatory and Devel opment Authority of India(IRDAL) isan autonomous
body set up under theIRDAACt, 1999 to protect theinterests of policyholdersand to
regulate and devel op theinsuranceindustry.
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1.15HUMAN LIFE VALUE (HLV) - THE ASSET

Anasstisany property (tangibleor intangible) that hassomevalueand yieldsreturn.
Thus, theval ue the asset can be measured precisely in monetary termsaswell asthe
amount of compensation for itsloss or damage can a so be determined.

For example, aninsured car meetswith an accident and the damages are estimated
to beRs. 50000. Thus, theinsurer will compensatethe policyholder for the amount of
damagesincurred.

But what if aperson dies; how isthe amount of loss estimated in case of death?Ishe
worth Rs. 50000 or Rs. 5000007

Theanswer to thisquestion liesin the measure devel oped by Prof.Hubener seventy
yearsago. Themeasureisnamed asHuman Life Value (HLV) whichiswidely used
around theworld by insurance companies.

Theconcept of human lifevaueisbased uponanindividua's potentia to earnincome.
It focuseson human capita and overdl financid impact of losing someone. It calculates
the expected future earnings based on specified criteria; and the overal financia loss
caused to thefamily of the deceased in case of untimely death. The net futureearnings
arethediscounted using an appropriateinterest rateto arrive at the Human Life Vaue
or the present val ue of expected future earnings of the deceased.

Example

Mr. Kartik earnsRs. 12,00,000 ayear and incurs an expenditure of Rs. 3,60,000 on
household and personal needs. In case he diesprematurely, the netincome hisfamily
would lose would be Rs. 8,40,000 per year. Suppose the rate of interest is 7%
(expressed as0.07).

TheHuman LifeVauewill becalculated asfollows:

Human-Life-Vaue (H.L.V.) =Annua Contribution for Dependents Rate of Interest
Thus, thehuman lifevaue of Mr. Kartik'swill be estimated at Rs 1,20,00,000.

Thismethod hel psin determining an approximate amount of protection one should
haveto cover the minimum financial needs of family membersof the bread-earner.
Surely, one'sfinancia needscan be much more complex. Thismethod only takesinto
account the sources of regular income.
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1.16 MUTUALITY

Mutuality isthe pooling principleof insurance. Itisoneof thewaysof reducingriskin
financia markets. It playstwo specificrolesinlifeinsurance:

1

Thefirgt isit provides protection against the economiclossarising asaresult of
one'suntimely death. Thislossisshouldered and addressed through having a
fund that pool sthe contributionsof many who have entered into thelifeinsurance
contract.

Theprincipleof risk pooling however goesbeyond mortaity risk. It caninvolve
thepooling and evening out of financia risk aswell. Thisisachieved by pooling
the premiums, funds and consequently therisks of variouskindsof contracts
taken by individua sat different pointsof time. Itisthusacase of pooling among
different generationsof policyholders. The outcomeof thispoolingistotry and
ensurethat in good aswell asbad timesthelifeinsurer isableto pay auniform
rate of return (auniform bonus) through smoothing out the returnsacrosstime.

. INTEXT QUESTIONS 1.4

1

Which among thefollowingisnot acons deration with respect to alocation of
thesurplusby lifeinsurers?

a Mortdity charge

b) Allocationtowardsfreeassets

¢) Bonusanddividenddistribution

d) Solvency margin

Which of thefollowing statementsistrue?

a Aninsuranceagent can sdll policiesof morethan onecompany.
b) Theinsurersmay pay any rewardsor remuneration to theinsurance agents.
¢) Commissionof insuranceagentsistied to policy premiums.

d) All of theabove

Who devel oped the measure of Human LifeValue?

a Dr.MartinLuther King b) Warren Buffet

c) Prof. Hubener d) George Soros
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4.  Whichisthemost appropriate statement(s) vis-a-visHLV

a Mr.A'sannual earningisRs.1.5lacsand hasproposed for alife cover of
Rs.5croreon hislife.

b) Mr.Bisastudent and hasproposedfor alifecover of Rs25lacsonhislife.
C) Bothareappropriate
d) Botharenot appropriate
5. ToascertanHLV, Net earningsiscalculated by
a Addingall theincomeof thefutureyears.
b) All futureincomelesstheamount required to be spent on self

¢) Discountingthefutureincomelesstheexpenses, usng an gopropriateinterest
rate.

d) All of theabove

6. Mutudityisthe principleof insurance. Itisoneof theways
of riskinfinancia markets.
a Pooling, Diversfying b) Indemnity, Reducing
¢) Poaling, Reducing d) Proximity, Reducing

©-| WHAT YOU HAVE LEARNT

Lifeinsuranceisacontract between theinsurer and theinsured to providealiferisk
cover totheinsuredin return for specified premium payments. Insurance premiumis
thepriceof your insurance policy in exchange of whichyou get the policy coverage.
Itscd culation dependsuponthe mortdity, expensesandinterest. Therearetwo primary
types. FHexibleand Leve. Leve premiumsremain stablethroughout the policy term.
Bonusisthe surplusdistributed over and above the sum assured to the policyhol ders
with'participatory policies. Discounts offered on premium rates, ininsurancejargon
arecalled asrebates. It's of two types. based on sum assured & on mode of premium.
Mortality ratesare decided using mortaity tableswhich are prepared by I nstitute of
Actuariesof India. Grosspremium isthe net premium plusan amount called loading.
Surplusarisesasaresult of deviation in actual experience from the expectations.
Surplusallocation could be towards mai ntaining sol vency requirements, increasing
freeassetsetc. Bonusisaway of distributing thedivisiblesurplusamong 'participatory’
policyholders. Themaost common typeof bonusisthereversionary bonus. Commission
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of insurance agentsistied to policy premiums. Human lifeva ueisthe present value of
potentia futureearningsof the deceased. Mutudlity isthe pooling principleof insurance
inorder toreducerisk.

)

= n

N

7.

TERMINAL QUESTIONS

What isthe purposeof alifeinsurance contract? Elaboratethevariousprinciples
onwhichalifeinsurance contract isbased. Give suitable examples.

What isalifeinsurance contract comprised of ?Also discussthe varioustypes
of lifeinsurancepolicies.

What factorsimpact the valuation of lifeinsurance premium?How do level
premiumsdiffer from flexibleinsurance premiums?

What do you understand by 'bonus' in context of alife insurance contract?
What areitsvarioustypes?

Discussthecriteriafor determining Net premium and Grosspremiuminalife
insurance contract?

What do you understand by Surplus? What arethevariouswaysinwhich alife
insurancefirm can alocateitssurplus?

Explaintheconcept of Human LifeVauein detail.

‘E‘I ANSWERS TO INTEXT QUESTIONS

11

1. () Maximizationof Profit

2. (c) Financid protectionagainst therisk of death
3. (b) IRDAI

4. (b) Shareholder

5. (¢) Applicabletoassetsother than humanlife
6. (b) Risk

7. (c) Assoonasyouhaveany dependants, whenever inthefuturethat
might be
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Pricepaid by the policyholder for purchasing thepolicy
Degth Benefit

Environmenta conditions

Stablethroughout thepolicy term

Compound bonus

Itispaidto policyholdersevery year

Sum assured chosen by the buyer

Increasewithincreaseinage
Bothaandc

All of theabove

All of theabove

Excessvaueof assetsover ligbilities

Book value

Mortality charge

Commission of insurance agentsistied to policy premiums.
Prof. Hubener

Both are not appropriate

Discounting thefutureincomelessthe expenses, using an gppropriate
interest rate.

Pooling, Reducing

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Tocomprehend and andysealifeinsurance contract and the basicterminologies
associated withit (premium, bonusand itstypes, Human Lifeva ueand Mutudity

etc.).
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LIFEINSURANCE PRODUCTS

2.0 INTRODUCTION

Accordingto Philip Kotler "A product isanything that can be offered to amarket for
attention, acquisition, useor consumption and that might satisfy aneed or want.” Kotler
has defined insurance products as unsought goods. Unsought goods are the ones
which can besold after putting alot of persond sdlling, advertising, and marketing. But
withtimetherehasbeen achangein peopl€sattitudetowardsvariouskindsof insurance.
Infact, nowadaysinsuranceistakenwith variousriders. Arider isaprovision usualy
additional to the basic policy with the purpose of surging benefitsto theinsured such
asaccident cover rider, premiumwaiver rider, critical illnessrider, and disability income
benefit rider.

Lifeinsurance productsthus can be understood asthose productsthat can be offered
toamarket to satisfy thedifferent lifeinsurance needs of people. Therearedifferent
kindsof productshaving different featuresto satisfy different kindsof needs.

Lifeinsuranceisan intangible product wheretheinsurance agent hasto explain the
benefit of different productsto the potential customersso that they can understandits
variousfeaturesand can choosethe product that best servestheir purpose. Lifeinsurance
isnot only restricted toitstraditional roleof providing financia protection against the
death of aperson but it also servesasinvestment option. It a so helpspeopleand their
family onthelr retirement or after aperiod of timedepending onwhat isbeing covered
by thepolicy. Thischapter will discussvariouskindsof lifeinsurancepoliciesavailable
to aperson.
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2.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explandifferent typesof lifeinsurancepolicies

® Explaintheconcept of ridersusedinlifeinsurance

2.2 OVERVIEW OF LIFE INSURANCE PRODUCTS

Withtime, lifeinsurance products have undergone various changesfor the benefit of
insurance buyers. A person may consider variousfactorsbefore selecting aninsurance
planfor him. Some of thefactorsare age of the person, age of family membersand
number of dependentsin hisfamily, amount of premium that he can afford, time period
for which hewantsto pay insurance premium, benefitsfrom aparticular insurance
product, etc. Figure 2.1 showsthedifferent typesof Life lnsuranceproductsavailable
inthemarket. Let usdiscussthese productsin detail.

Term
Insurance
Annuity and WholeLife
Pension Insurance
Plans

Typeoflife
Insm:ra}nce Endowment
policies Policy

Children Money
Insurance Back
Policies Policies

Figure2.1: Typeof LifelnsurancePolicies

2.3 TRADITIONAL LIFE INSURANCE PRODUCTS

Traditiond lifeinsurance plansare such that provide various advantages. These plans
securetheinsured and hisfamily fromrisk, providereturnsaswell astax benefits.
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These plans provide sum assured in case of the death of theinsured or somereturns
on maturity of theinsuranceplan.

Theseplansinvest your money invery low risk financia instrumentsand thusreturns
arelow. These productsoffer either guaranteed maturity amount or abunch of bonus
amounts. How much bonusyou are going to get isnot guaranteed. Thesebonusesare
usually declared at various points during the term of the policy. These plansdo not
offer any flexibility totheinsured. If you arenot willing to continuewith these plansyou
may surrender your policy and the surrender valueislow inthese plans. Sotheseplans
will bebeneficial only if all premiumsare paid till maturity. These planscan also be
used asatax saving instrument.

Traditional lifeinsurance was devel oped with theaim of giving death benefit tothe
nominee or beneficiary inthe event of the death of the person whoisinsured. But
nowadays severa type of productshaveevolved. Traditional insuranceplansusually
includeterm plans, endowment plansand Wholelifeinsuranceplans.

Traditiona insuranceplansaretakenupfor:
® Longtermfinancid stability

®  Tobesecuredfromfuturefinancid risk, expensesrelated to education of children,
marriageof children, etc.

® Torecalveaguaranteed return against payment of premiums.

® Taxsaings

2.4 TERM INSURANCE PLANS

Term Insuranceisatypeof lifeinsurancethat providescoveragefor afixed period of
time or aspecific number of yearsknown as'term of thepolicy'. If theinsured dies
during theterm of the policy, adesth benefit will bepaidtothefamily of insured. Inthis
sense, terminsuranceisalso known as'Purelnsurance' asit only providesthe death
benefit and thereisno maturity benefit. No benefit will bereceived if aperson survives
till the compl etion of theterm of the policy. Thesum assured will bepaidin case of the
death of theinsured. In casetheinsured stops paying premium then no benefit under
such planswill bereceived. Under terminsuranceplans, protectionisusualy given up
to 65 or 70 yearsof age. Theminimum policy termisfiveyears, with the maximum
varying from twenty-five yearsto wholelife span for equated monthly premium
payments.
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Most of theterminsurance plansare renewable. Sometimesthey can be converted

into an endowment plan with anincreasein premium. Terminsurance plansusually
have alow premium in comparison to other plans. Term insurance plans can al'so
comeasanincomereplacement plans. Inthis, thefinancial benefitisgiven asaseries
of regular interval paymentslike monthly, quarterly, etc for apredefined duration.
Examplesof someterminsurance plansare 30 pluslife option, Poorna Surakshaby
SBI, TATA Sampoorna Raksha L umpsum, etc.

A terminsurance plan may comewith adisability protectionrider. Inthiscase, if
insured facesan unfortunate event of disability during thetime period of terminsurance
then theinsurance company will pay someamount to theinsured. However, onthe
death of insured such payment will stop.

Terminsurance plan can berenewableand convertible. Inthe case of renewability, the
plans have the option to be renewed when the duration of the term plan ends. In
renewable plan at thetime of renewing, premiumwill berecal culated kegpinginmind
the age and health of insured as well as the term of the renewed plan. In case of
convertible plans, theterm insurance planscan be converted intoa"WholeLife Plan”
without providing fresh evidence of insurability. On conversion premium amount is
revised which would beon ahigher side.

Death benefit
e will bereceived
L Aing poic by nominee
s)
Mr. X took a D@“
terminsurance
plan If
Mr. x i,
&Stha :
Policy 4, No maturity
benefit will be
recelved

Figure 2.2: Benefitsof Term Insurance

Terminsuranceplan canbeof different typeslikedecreas ngterm assuranceor increasing
term assurance or terminsurance with return of premium.

® Indecreasing term assurance, death benefit decreases asthe number of year
passes. A 20 year decreas ng term policy may thusoffer abenefit of Rs. 2,00,000
for deathin thefirst year, with the amount decreasing by Rs. 10,000 on each
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policy anniversary, to finally cometo zero at the end of the 20th year. The
premium payable here remainsthe same, only the death benefit isdecreasing.
Thesekindsof plansarebeneficial for thosewho may havetaken someloan, as
theamount outstanding on theloan decreaseswith each EM I payment, risk also
reduces.

In caseincreasing term assurance, death benefit increases asthe number of year
passes. The death may increase by some percentage or aspecific amount. As
thedeath benefit increases, premium amount al so increases.

Terminsurancewith return of premiumsarethe planswhereit isassured that
youwill at least get thereturn of premiumyou havepaid. It givesyouasatisfaction
that you havenot lost anythingin caseyou survivetheterm. Herethe premium
would be moreif you compareit without thereturn of premium plans.

Basic purpose of terminsuranceisto givefinancial benefit to an insured'sfamily/
nomineeintheevent of insured'sdegth. Thepremiumonterminsuranceplansisgenerdly
lower than other plans.

. INTEXT QUESTIONS 2.1

1

Which of thefollowing factorsshould be considered before buying an I nsurance
policy?

a) Ageof thepersonanditsfamily members

b) Number of dependentsin hisfamily,

c) Benefitsfromaparticular insurance product

d) All of theabove

Which of thefollowingisnot atypeof lifeinsurance policy?

a ChildrenInsurancePolicies

b) ULIPS

€) Annuity and Penson Plans

d) Noneof theabove
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3. Whichof thefollowingisnot atraditiona insurancepolicy?
a Termplans
b) Endowment plans
¢ ULIPS
d) Wholelifeinsuranceplans
4.  Whichof thefollowing policy hasonly desth benefit and no surviva benefit?
a ULIPS
b) Endowment Plans
c) TermPans
d) All of theabove

5. iswherethe death benefit decreases asthe number of
year passes.

a) Decreasingterm assurance
b) Increasingterm assurance
c) Terminsurancewith returnof premiums

d) All of theabove

2.5 WHOLE LIFE INSURANCE

WholeLifelnsurancepoalicy isalifeinsurance policy whichisguaranteed toremainin
forcefor theinsured'sentirelifetime, provided required premiumsarepaid, or to the
meaturity date. Thereisnofixed term of cover inwholelife policy but theinsurer offers
to pay the agreed upon the death benefit when theinsured dies, no matter whenever
thedeath might occur.

The premiumsin these policiesare usually morethan those of term lifeinsurance
wherethepremiumisfixed only for alimited term. Wholelifeinsurance policy premiums
arefixed and based onthe age of the persontaking apolicy. Thepremiuminwholelife
policy can be paid throughout one'slifeor for aspecific period whichisgeneraly less
than on€'slifetimeand areavailablewithapar termof 5, 10, 15, 20 yrsor pay till 60
yrsof ageoptions.
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Thepremium usually doesnot increasewith age. Someexamplesof wholelifeplanin
Indiaare SBI-Shubh Nivesh, HDFC Life Sampoorn Samridhi plus-wholelifeinsurance,
etc. Thepolicy termisusualy 100 yearsminusage of entry.

Death benefit
Al will bereceived
% auind by nominee
Mr. X took a D@ho
wholelife
insurancepolicy If 1y
. S-”"VIV$”_)
epo/,q, ¢ Maturity benefit
isreceived

Figure 2.3: Benefitsof WholeLifelnsurance

Thispoalicy givesguaranteed degth benefitsthroughout thewholelifeof the policyhol der.
Coverageistill thetimeinsured lives, paysapremium and he doesn't surrender the

policy.

Theterm of awholelifeinsurance policy usualy extendsupto 100 years. Thepolicy
will beinforcetill thetimepremiumispaid. Theamount that iscovered by thepolicy
will bereceived by thefamily or nominee of insured on hisdeath. But if theinsured
survivestill the age of hundred yearsthen hewill receive the matured endowment
coverage asamaturity benefit. Every year whenyou pay apremium, some portion of
that premium isutilised to provide you protection and remaining staysinvestedinthe
company. If the profit or dividend isearned on the remaining amount, you will be
entitled to receive bonus. Thegrowthininvestmentsisreturned to youif you want to
withdraw or a thetimeof maturity.A facility of loanisa so available onceyou complete
threeyearsof the policy and paying regular premiums.

Benefit from these policiesisusually tax-free. Aswell asadeduction can beclaimed
under section 80C which givestax benefit on the premium you are paying for this
policy. Therearecertain wholelifeinsurance policieswheretheoptionisgiventoavall
loanagaingtit.

Death benefit Stated faceamount. Butin caseof participating policy or if thepolicy
ishaving somerider then benefit may increase

Maturity Policy matureson death or at theage of usualy 100 yearswhichever
isearlier. Theage of 100 years may change as per the plan of the

company.
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2.5.1 Benefits of whole Life Insurance Policy

Themain benefitsof wholelifeinsuranceplansare;

It providesacomprehensiverisk cover against death to the policyholder. Thus,
adeath benefitispaid to the nomineein the event of the policyholder'sdeath.

It provide coverageto the policyholder till he reachestheage of 100 years.
The premium rate remains constant for the duration of the policy term.

Wholelifeinsurance plansaso acquireacash value. Thus, policyholderscan
avail aloan againgt them. Borrow without acredit check on thebasisof the built
up cash valueinthe policy. Theamount of |oan taken out of cash value created
will be deducted from the death benefit if it isnot paid back.

Tax benefits can be availed when you purchase awholelifeinsurance plan.

2.6 ENDOWMENT ASSURANCE

Endowment isactually acombination of insurance and investment. The endowment
policy hasthefeatures of both death and survival benefits. These plansare preferred
by aperson who wantsto set asideasurplusfromtheir incomeat regular interval and
commitittotheir future. Endowment insurance plansarethose which fulfil both the
needs, i.e. alife cover aswell as saving under the same plan. These are one of the
traditional formsof lifeinsurance. Endowment plans can bewith profit aswell as
without profit. These plans are preferred by many as these are risk-free assured
investments. Endowment plans aretaken by different individualsfor meeting the
expensesrelated with old age, having an education fund or for meeting marriage
expenses.

2.6.1 Benefits of Endowment Plan

Financid protection
Savings
Tax benefits

L oan against the policy in case of emergency
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TERM PLAN ENDOWMENT PLAN
Maturity Benefits| NotAvailable Yes
Death Benefits Yes (Sum assured) Yes (Sum assured bonus+
additiona bonug(if any)
Premium amount Low Comparatively very High Notes
Liquidity No Yes. After someyearssome
amount can bewithdrawn
I nvestment No (not considered as Yeshecause maturity benefitis
consideration investment becauseno availablehere.
other benefitisreceived
other than the death
cover.
Tax benefits Yes Yes
Desth benefit
e will bereceived
w Auind by nominee
eaind M
D
Mr. X took an
endowment plan
I* My
< Vesip, . .
eDo//q, - Maturity benefit
will bereceived

Figure 2.4: Benefitsof Endowment Insurance

Maturity benefits= sum assured+bonus+additiona bonus

Death benefit = sum assured +accrued bonus+additional bonus (If any)

2.7 MONEY BACK PLANS

Inamoney back plan, theinsured person gets a percentage of sum assured at regular
intervals, instead of getting the lump sum amount at the end of theterm. Itisan
endowment planwith thebenefit of liquidity. Thisisagainacombination of aninsurance
andinvestment.

Diploma in Insurance Services



Module - 2

Lifelnsurance

Notes

LIFEINSURANCE PRODUCTS

A money back planisideal for thosewho want aguaranteed return ontheir investment
and arelooking for regular pay-outs at the sametimein addition to an insurance cover
for themsdves. Thedifferenceinthispolicy fromother policiesisthat heretheamount
isnot received only at thematurity of policy or death of theinsured but thispolicy pays
anamount that iscalled assurvival benefit over thelifetimeof thepolicy.

The Survival benefit islike another income sourcefor the policyholder. One must
understand that the survival benefitsonly accrueif thepolicyholder isdive. Incasethe
policyholder passesaway during thetenure of the policy, the sumthat will be paid to
thenomineeswill betheamount of sumassured with revisonary or additiona bonuses,

if any.
Andif the policyholder survivesthewholeterm of thisinsurance policy then onthe

maturity of the policy the sum assured and bonusesif any isreceived. Kegpitinmind
that till maturity the policyhol der has got somemoney backsalso.

Two kinds of bonuses are avail able under the money back plans.

® Revisonary Bonus- Thisisdeclared asapercentage of the sum assured every
year by aninsurance company. Therevisionary bonusisgiven along with sum
assured at thetime of maturity of the policy or onthe death of theinsured.

® Additional Bonus- Thisbonusisgiven onthebasisof the performance of the
insurance company from which insurance hasbeentaken. Also, it isdependent
onthetimely payment of al the premium during the tenure of the policy.

Thesurviva benefit startsafter afew yearsof starting thispolicy. Say Mr. X buysa
money back plan of 20 yearswherehewill get first money back if hekeepson paying
apremiumfor thefirst fiveyears. That isat theend of thefirst fiveyears, hewill get
someamount back. Then after thenext five years(say), hewill get money back and so
onif hesurvivestill thetimeperiod of the policy. Butin caseif hediesin betweenthen
the nomineewill get the sum assured apart from the money back which isalready
received. Bonuses can also be added to sum assured in death benefit or maturity
benefit.

Thus, themoney back plansoffer regular incomea ongwith amaturity benefit just like
standard lifeinsurance policies. Some examplesof money back policiesinIndiaare
L1C Money back Policy-20years, SBI Life-Smart Money Back Gold, Bajg Allianz
cashAssure, etc.
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Surviva benefit Lifelnsurance
(money backs)
{erm till thetimeof

du‘mgpo“c’\] survival and
Desth benefit
Mr. X took a will bereceived

Money back by nominee
plan If Mr

Sury; Surviva benefit
IVesthepo - and Maturity
/ICJ/I-
&m benefitis
received

Notes

Figure2.5: Benefitsof Money Back Insurance

2.8 CHILDREN PLANS

A Child Insurance Planislikeacombination of insuranceand investment plans. These
plans ensure asecure future for your child. Life cover isavailable asalump sum
payment at the end of policy term. Not just this, these plansa so provideflexible pay-
outsat important milestones of your child's education. While one may not want to
think about unfortunate situationslike death or seriousmedical illness, it'simportant
that you shield your child'sfutureagainst such incidents. These Plansensurethat your
child'sfuturefinancial needsaretaken care of eveninyour absence. Theseplansare
basically taken by parentswhose children are of fifteen yearsor |less. Infect, many
plansoffer thefacility of partial withdrawa where parentsliketo withdraw thesum
assured in multiplefragmentswhenever they need it to comeacrossthefinancia needs
of child at certainimportant moments.

Someexamplesof suchplaninindiaareMAX lifeChild Insurance Plans, Bgg Allianz
Young assure, etc.

2.8.1 Bene€fit of Children Plan

®  Financia security duringthecrucia yearsof child'slifelike higher education,
marriages. Even after the demise of parent.

® Investment onthebasisof children'seducation needsa ong with other personal
factorsof insurancetaker. Thusit offersaperfect blend of investment and saving
inasingleplan.

® Tax benefitscan beavailed for thepremium paid.
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. INTEXT QUESTIONS 2.2

1

isalifeinsurance policy whichisguaranteed toremainin

forcefor theinsured'sentirelifetime, provided required premiumsarepaid, or
tothematurity date.

a)
b)
©)
d)

TermInsurance
WholeLifelnsurance
Endowment

ULIP

provide coverageto the policyholder till hereaches

theage of 100 years.

a)
b)
©)
d)

Term Insurance
WholeLifelnsurance
Endowment

ULIP

isaplaninwhich theinsured person gets a percentage of

sum assured at regular interval s, instead of getting the lump sum amount at the
end of theterm.

a)
b)
©)
d)

Term Insurance
WholeLifelnsurance
Endowment

Money Back Plan

provideflexible pay-outsat important milestones of your

child'seducation.

a)
b)
©)
d)

Term Insurance
ChildrenPlans
Endowment

WholeLifelnsurance
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2.9 ANNUITY

Anannuity planisusually taken up to have asteady incomeduring retirement. Asan
investment product, an annuity isafinancia insrument that paysout asum of money to
itsowner over the course of anumber of years. If you havean annuity, youreguaranteed
at least acertain amount of money every year until theannuity expiresor you become
deceased. Thisamount isapayment plusinterest, which can accrueat different rates.

Theinterest rateyou earn depends on thetype of annuity you have. Themost popular
typesare:

® FixedAnnuities: whichearninterest at afixed rate set at thetimeyou purchase
theannuity.

® \VariableAnnuities: which earninterest at aratetied to market trendsthat may
increase or decrease over thelife of theannuity.

If the beneficiary choosesto receivethe death benefit asan annuity, that meanshe or
shewantsto divide up the paymentsacrossanumber of yearsof hisor her choosing.
Instead of receiving alump sum of money, the beneficiary can choosetoturnthedesth
benefit into an annuity by using thelump sumto purchasetheannuity, or what'scalled
annuitization.

Theannuity pay-out beginsimmediately after payment of asinglelump sum amount
(known asthe purchase price). The plan allows oneto choose theretirement age and
givesagteady retirement incomeaslong astheannuitant isaive. Thishepstomaintain
aduitablelifestyle.

For example: if Mr. X haspaid alump sum amount say Rs 10 lakhto theinsurance
company under such aplan then in return theinsurance company will pay him Say
Rs70,000 every year for therest of hislife. Mr. X can chooseto takethese Rs 70000
onamonthly, quarterly half yearly or onan annua basis. Onemust note herethat inthe
exampleaboveitisassumed that Mr..X. will get Rs70,000. But what amount will be
received in an actual annuity loanisdependent upon thetermsand conditionsof the
plan of theinsurance company from which thiskind of plan hasbeen taken.

OptionsintheAnnuity Plan
Theannuitiesalso offer someoptions.
1.  Invesinginalumpsumandinreturnget aregular anounttill theend of insureddife

2. Insured get aregular amount plusthe company returntheamount to insured's
nominee
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3. Thethird optionisthat no amount isgiven toinsured but after the death of
insured theinsurer will pay tothenomineetill his’her death.

These plansare better than Fixed depositsasin fixed depositstheinterest rate vary
fromtimetotime. Butinannuity plansinterest ratewill not fluctuatewnhichisimportant
intheretirement period. Thusthereismore security of incomeduring retirement.

2.10ULIPS

ULIP (Unit Link Insurance Policies) isacombination of insurance and investment.
Here policyholder can pay apremium monthly or annually. A small amount of the
premium goesto secureyour lifeand rest of themoney isinvested inthe market just
likeamutual fund. Policyholder goeson investing through theterm of thepolicy - 5,10
or 15 yearsand accumulatesthe units. ULIP offersinvestorsoptionsthat invest in
equity and debt. An aggressiveinvestor can pick equity oriented fund option whereas
aconservative one can go with debt option. "If you have along term ULIP, go for
equity oriented fund option called agrowth option

A ULIPplanissuchthat it offerstheflexibility toinvest in equity or debt andinsurance
benefitswhich makesthem an attractive option. Example of someof the ULIPsin
IndiaareBgg Allianzfuturegain, SBI Life WedthAssure, LIC Market Plus-| Growth
Fund etc.

UL IPscan aso be purchased for various purposeslike UL I Pfor retirement, children
education, health benefitsetc. UL IPisdifferent from traditional plansmajorly on
followingbasis

® InULIR returnsare solely dependent on the market performancewhichisnot
thecasewithtraditiond plans.

® InULIR, moneyisinvestedindebt, equity or hybrid fundsbutin caseof traditiond
plansitisinvestedin debt instruments.

®  ULIPismarket linked sothereishigh risk eement in comparisontotraditional
plans.

2.11RIDERS IN LIFE INSURANCE PRODUCTS

A rider inaninsurancepolicy arelike add on that adds benefitsto thetermsof abasic
insurance policy. Riders provideinsured with benefit of an additional coverage, or
they may evenlimit coverage.

A riderisanatachmentinaninsurancepolicy thet givesthepolicy holder supplementary
coverage. Ridersbascdly providemorefinancia benefit tothe policy holder or nominee
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inthe event of aparticular happening for which rider istaken. One must know that
having rider may increasetheamount of premiumto be paid. Ridersbasicaly helpsto
strengthen aninsurance policy. But whichrider isavailablewith what policy and by
which company hasto be checked by the policy taker.

| Different Typesof Riders ’

|

Module - 2
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{ { {

Accidentd Accderated Accidental || critica 11l Waiver of | | Income
DesthBenefit|| et Benaiit | DISbilty || BeitRide || Premium || Benefit
Rider Rae || Benefit Rider Rider || Rider

Figure2.6: Different Typeof Riders
Following are some of theimportant riders:
Accidental Death Benefit Rider

Thisrider securesagaing accidentd degth, i.e. If theinsured diesby meeting an accident,
then the nominee of theinsured will receive an additional amount with sum assured.
Thisadditional amount isdependent onthe sum assured and thetermsand conditions
of theinsurance company from which policy hasbeen taken.

Accelerated Death Benefit Rider

Under thisrider if theinsured sufferssometerminal illnessthen theinsured family can
haveapart of sum assured in advance. Thishel psthem to meet medical expenses.

Accidental Disability Benefit Rider

If thisrider istherewith theinsurance palicy, then on becoming partialy or permanently
disabled, the policy holder will receive someamount which issome percentage of sum
assured for someyears say next fiveto ten yearsafter the accident caused disability.

Critical lllnessBenefit Rider

Ondiagnosisof acritical illness, whichisprespecifiedin policy at thetimeof taking
thepolicy with therider, thepolicy holder will receivealump sum. In somepoliciesthe
coverage amount reduces by the amount paid to policy holder under thisrider.

Waiver of Premium Rider

In casethe policy holder couldn't pay the premium dueto incomeloss or becoming
disablethenthefuture premiumsarewaived off under thisrider. Itislikeinsuring your
premium payments.

Notes
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I ncome Benefit Rider

Thisrider helpstheinsured family to get someregular incomefor someperiod of time
say fiveor ten yearsafter theinsured diesin addition to sum assured. But one must
understand the policy and al thetermsand conditionsin detail beforeadding any rider.

. INTEXT QUESTIONS 2.3

1 isusually taken up to haveasteady incomeduring retirement.

a Annuity Plan
b) ChildrenPlans
c) Endowment

d) WholeLifelnsurance

2. isaplan where a small amount of the premium goesto
secureyour lifeand rest of themoney isinvested inthe market just likeamutual
fund.

a Annuity Plan
b) ULIP
c) Endowment

d) WholeLifelnsurance

3. rider secures againgt accidental death.

a) Accidental Death Benefit Rider

b) Accidenta Disability Benefit Rider
C) Acceerated Death Benefit Rider
d) Critica llinessBenefit Rider

4, plan offerstheflexibility to get benefit of investment in equity and

debt along with theinsurance benefit.
a ULIP

b) Childrenplan

¢) EndowmentPlan

d) TermPlan
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5.

a)
b)
©)
d)

6-

isdeclared asapercentage of the sum assured every year
by aninsurance company.

a) Additiona Bonus

b) Revisonary Bonus
) Sumlinsured
d) All of above

isaprovisionusually additional to thebasic policy with
the purpose of increasing benefitsto theinsured?

Premium
Rider
Exdudgon

Noneof theabove

WHAT YOU HAVE LEARNT

Terminsuranceisthemost basic type of insurance. Theinsured'sfamily getsalump
sumamount in caseof hisdeath. But nothingwill bereceivedif theinured survivesthe
term. Wholelifelnsurancegivescoveragefor alifetime. Endowment plansarepreferred
by aperson who wantsto set asideasurplusfromtheir incomeat regular interval and
commit it totheir future. Inamoney back plan, theinsured person getsapercentage of
sum assured at regular intervals, instead of getting thelump sum amount at the end of
theterm. Children Plansand Annuity Planshelp peopleto take care of their future
needsand the needs of their family members. L1Pisacombination of insuranceand
investment. A rider in aninsurance policy arelike add on that adds benefitsto the
termsof abasicinsurancepolicy.

ml!lll»

o)

=

TERMINAL QUESTIONS

Select any two lifeinsurance Company of your choice. Makealist of all the
kindsof lifeinsurance plansoffered by them. Comparetheamount of premium
and Sum assured on al the plans of both the companies.

What isalifeinsurance policy? Explain variouskindsof lifeinsurancepolicy
What are UL 1Ps?How they aredifferent from other insurance policies?

What arethe benefitsof wholelifeinsurancepolicy?
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Lifelnsurance 5.  Differentiate between Term Plan and Endowment Plan.

6.  Writeshort notesonfollowing:
a ChildrenPlan b) ULIPs

c) Amnuity d) Riders

Notes ‘E ANSWERS TO INTEXT QUESTIONS

21

(d) All of theabove
(d) Noneof theabove
(© ULIPS

(© TermPans

o ~ w NP

(@ Decreasngtermassurance
22

(b) WholeLifelnsurance

(b) WholeLifelnsurance

(d) Money Back Plan

(b) ChildrenPlans

A 0 D P

2.3

(@ Annuity Plan

(b) ULIP

(@ Accidental Death Benefit Rider
(& ULIP

(b) Revisonary bonus

(b) Rider

o g &~ W N P

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplain the different type of life insurance policy to the client and the
importanceof ridersinlifeinsurancepolicy totheclient
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FIRE & CONSEQUENTIAL Nores
L OSSINSURANCE
(PART-1)

3.0 INTRODUCTION

Businessenterprises may takegreat caution and useal thelatest technology at their
business premisesfor avoiding any lossduetofireor other perilsbut the possibility of
accident cannot be entirely negated. In case of any fire, thefireand water used to
extinguish thefire can destroy the building aswell asthe stock, and other goods
present insidethe building. Thismay create abig financia and mental burden onthe
busi ness enterprisesand organisationsmay not be ableto rebuild their businessdueto
lack of funds. Thus, buying afireinsurancefor your businessbecomesessentia aswell
asrecommended. Inthischapter you will learn how property, fireand Consequential
LossInsurance can help the business enterprisesavoiding abig financial loss caused
duetovariousfactors.

3.1 OBJECTIVES

After reading thislesson, you will beableto:
® Explanfireinsurance

® Defineconsequentid lossinsurance

3.2 MEANING OF FIRE INSURANCE

Thetermfireinfireinsuranceisinterpretedintheliteral and popular sense. Thereisfire
when something burns. In other wordsfire meansvisible flamesor actual ignition.
Simmering/ smolderingisnot consderedfirein Firelnsurance. Fire producesheat and
light but either of themdoneisnot fire. Lighteningisnot afirebut if it ignitessomething,
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the damage may be dueto fire. Under section 2(6A) Insurance Act 1938, thefire
insurance businessisdefined asfollows:

"Fireinsurance bus ness meansthe business of effecting, otherwisethan independently
to some other class of business, contractsof insurance against lossby or incidental to
fireor other occurrence customarily included among therisksinsured against infire
insurancepolicies’.

Example: Thefollowing aretheitemswhich can beburnt/ damaged thr ough
fire

®  Buildings

® Hectricd ingdlationinbuildings

®  Contentsof buildingssuch asmachinery, plant and equipment, accessories, etc.
(]

Goods (raw materias, in-process, semi-finished, finished, packing materials,
etc.) infactories, godownsetc.

® Goodsintheopen
®  Furniture, fixtureandfittings
®  Pipdines(including contents) located inside or outs dethe compound, etc.

The owner of abovementioned propertiescaninsureagainst firedamagethroughfire
insurancepolicy which providesfinanciad protectionfor property against lossor damage
by fire.

Commer cial enterprisesarebroadly divided intotwo types.
®  Smadl and Medium Enterprises[ SMES| and
® LageBusnessEnterprises

By meeting these consumers needs, the general insuranceindustry hashistorically
expanded to asignificant extent.

It'simportant to carefully match insurance productswith customers demandswhen
sdling generd insuranceto businesses. The productsthat are provided must be properly
understood by the agents. Let'stakeaquick ook at afew of these general insurance
options.
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3.3 FIRE INSURANCE

Commercial buildings, property owners, peoplewho hold property intrust or on
commission, and peopleor financid ingtitutionswith afinancid interest inthe property
areadl eigiblefor fireinsurancepolicies.

Any movable or immovable property that is present at aspecific location, such as
buildings, machinery, plant, furniture, fixtures, fittings, and other contents, socksand
stock in process, including stocksat suppliers or customers premises, and machinery
that has been temporarily removed from thelocation for repairs, can beinsured. To
repair and refresh the damaged property and return the businessto normal operations,
financia relief isnecessary. Thisiswherefireinsurance comesinto play.

InIndig, inadditiontofire, additional risksarea so covered by fireinsurancepolicies.

3.3.1 Perils under Fire Policy

Someof the perilscovered by thefire policy are discussed below. Thefirepolicy for
commercia riskscoversthe perilsof:

Fire

Lightning

Exploson/implosion

Riot strikeand maliciousdamage

Impact damage

o

o

o

o

o

® Aircraftdamage

®  Storm,tempest, cyclone, typhoon, hurricane, tornado, flood and inundation
®  Subsdenceandlanddideincluding rock dide
® Burstingand overflowing of water tanks, apparatusand pipes
® Missletedting operations
®  Leskagesfromautomatic sprinkler ingtallation
® Bushfire

Commercia insurancediffersfromindividual and retail coveragein two significant
ways.
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a) Comparedtoindividuas, businessesor organisationshave substantialy greater
insurance demands. Thereasonisbecausethevalue of abusinesssassetsisfar
higher than the value of an individual'sassets. Their destruction or losscould
have anegative effect onthe businesssvery existence and future.

b)  Lega or other regulationsfrequently dictate or make necessary the need for
businesscompany insurance. For instance, insurancefor plantsand assetsmay
be required when setting up assetswith abank loan. In India, thereare many
professionally operated corporations, many of whichare multinationals. They
must upholdinternationa qudity standards, whichincudesimplementing suitable
risk management plansand purchasing insuranceto safeguard company assets.

Subject to certain exclusions, the policy will cover any loss resulting from the
aforementioned hazards.

Exclusions
a  Warandwar likeactivities
i.  Nuclear perils
ii. lonizationandradiation
jii.  Pollutionand contamination|osses
b)  Perilsthat are covered by other policiesin General Insurance
i.  Machinery Breakdown,

ii. Businessinterruption

3.3.2Add-On Covers

However some perilscan be covered by payment of additional premium:
® Eathquake,
®  Fireandshock;

®  Déderioration of stock inthe cold storagesfollowing power failureasaresult of
insured peril,

®  Expenditureinvolvedinremoval of debris,
Architect, consulting engineersfee over and above the amount covered by the
palicy,
Forestfire,

®  Spontaneouscombustion and impact damage dueto own vehicles.
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. INTEXT QUESTIONS 3.1

1.  Afirepolicy for commercid or businessriskscoversthe perilsof
a Exploson
b) Imploson
c) Bothoftheabove
d) Noneof theabove
2. Whichof thefollowingisnot an exclusion under fireinsurance?
a Nuclear perils
b) lonizationandradiation
c) Machinery Breakdown
d) Subsidenceandlanddide
3. Whatisthestandard period for fireinsurance policy?
a 6months
b) 12months
c) 4months

d) 18months

3.3.3 Variants of Fire Palicy

Fireinsurance plansare often given out for 12 months. Insurance companiesonly
providelong-term policies, or thosethat |ast morethan ayear, for homes. Sometimes
short-term policiesare also issued, and these policiesare covered by the short-term
scales.

Standard
Fireand
Allied Perils
Policy
Types
Declaration of fire Floater

Policy Policies palicy

NS

Figure3.1: Typesof firepolices
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InIndia, under fireinsurance policy, in addition tofire, other perilsarealsoincluded
andthepolicy isknown as" Standard Fireand Allied PerilsPolicy".

A)

Sandard Fireand Allied PerilsPoalicy:-

PerilsCovered:-

1. FireExcluding destruction or damage caused to the property insured by
i)  itsownfermentation, natural heating or spontaneouscombustion.
i) itsundergoing any heating or drying process.
i) burning of property insured by order of any Public Authority.

2. Lightning

3. Explosor/imploson

Excludingloss, destruction of or damage: -

1

Toboilers(other than domestic boilers), economizersor other vessals, machinery
or gpparatus (inwhich steamisgenerated) or their contentsresulting fromtheir
own explosion/implosion, caused by centrifugal forces.

Aircraft Damage

L oss, Destruction or damage caused by Aircraft, other aeria or space devices
and articlesdropped there from excluding those caused by pressurewaves.

Riot, Strikeand MdiciousDamage

Physical damageor destruction by external violent meansdirectly causedtothe
property insured.

Storm, Cyclone, Typhoon, Tempest, Hurricane, Tornado, FHlood and Inundation
Impact Damage

Lossof or visible physical damageor destruction caused to the property insured
duetoimpact by any Rail/ Road vehicleor anima by direct contact not belonging
toor owned by :-

a Thelnsured or any occupier of the premisesor
b) Their employeeswhileactinginthecourseof their employment

Subsidenceand Landdideincluding Rock dide
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10.

12.

L oss, destruction or damage directly caused by Subsidence of part of thesite
onwhichthe property standsor Land dide/Rock dide excluding:

a) thenormal cracking, settlement or bedding down of new structures
b) thesettlement or movement of made up ground

C) coasta orriver erosion

d) defectivedesignor workmanship or useof defectivematerias

€) demoalition, congtruction, structura aterationsor repair of any property or
ground worksor excavations

Bursting and/or overflowing of Water Tanks, Apparatusand Pipes
Missle Testing operations

L eakagefromAutomatic Sprinkler Installations Excluding | oss, destruction or
damage caused by

a) Repairsor dterationsto thebuildingsor premises
b) Repairs, Removal or Extension of the Sprinkler Ingtdlation
c) Defectsinconstruction knowntothelnsured.

Bush Fire Excluding loss, destruction or damage caused by Forest Fire.

Exclusions

1

ThisPolicy doesnot cover (not applicableto policiescovering dwellings) Excess
applicablewill be asmentioned inthe policy schedule. The Excessshdl apply
per event per insured.

L oss, destruction or damage caused by war, invasion, act of foreign enemy
hostilitiesor war like operations (whether war be declared or not), civil war,
mutiny, civil commotion assuming the proportionsof or amounting to apopular
rising, military rising, rebellion, revolution, insurrection or military or usurped
powe.

L oss, destruction or damagedirectly or indirectly caused tothe property insured
by

a) lonizing radiationsor contamination by radioactivity fromany nuclear fuel
or from any nuclear waste from the combustion of nuclear fuel
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b) Theradioactivetoxic, explosive or other hazardous properties of any
explosivenuclear assembly or nuclear component thereof

L oss, destruction or damage caused to theinsured property by pollution or
contaminationexcluding

a Pollutionor contaminationwhichitsalf resultsfrom aperil hereby insured
agang.

b) any peril hereby insured against which itself results from pollution or
contamination.

L oss, destruction or damageto bullion or unset precious stones, any curiosor
worksof art for an amount exceeding Rs.10000/-, goods held in trust or on
COMMISsion, manuscripts, plans, drawings, securities, obligationsor documents
of any kind, stamps, coins or paper money, cheques, books of accounts or
other businessbooks, computer systemsrecords, explosivesunlessotherwise
expresdy stated inthe policy.

L oss, destruction or damageto the stocksin Cold Storage premises caused by
change of temperature.

L oss, destruction or damageto any el ectrical machine, apparatus, fixture, or
fitting arising from or occasioned by over-running, excessive pressure, short
circuiting, arcing, self-heating or leakage of electricity fromwhatever cause
(lightning included). Thisexclusion may apply toonly totheparticular electrical
machine, apparatus, fixture or fitting so affected and not to other machines,
apparatus, fixturesor fittingswhich may be destroyed or damaged by fire so set

up.
Expensesnecessarily incurred on
(i) Architects, Surveyorsand Consulting Engineer's Feesand

(i) DebrisRemoval by thelnsured following aloss, destruction or damageto
the Property insured by an insured peril in excess of 3% and 1% of the
claimamount respectively.

a) Lossof earnings, lossby delay, lossof market or other consequential or

indirect lossor damage of any kind or description whatsoever.

b) Lossor damageby spoilageresulting from the retardation or interruption
or cessation of any processor operation caused by operation of any of the
perilscovered.
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c) Lossby theft during or after the occurrence of any insured peril except as

d)

provided under Riot, Strike, Maliciousand Terrorism Damage cover.

Any Lossor damage occasioned by or through or in consequencedirectly
or indirectly dueto earthquake, Vol canic eruption or other convulsions of
nature.

Lossor damageto property insured if removed to any building or place
other thaninwhichitisherein stated to beinsured, except machinery and
equipment temporarily removed for repairs, cleaning, renovation or other
similar purposesfor aperiod not exceeding 60 days.

B) Declaration BasisPolicies

@

Thispolicy isissued for the maximum value of stock to beinsured. At the
beginning of the contract, three-fourths of the premium payableischarged
fromtheinsured in advance. Every month the policyholder isrequired to
declare the value of present stock. In case of any loss by fire, the
compensation is made on the basi s of declared value. At the end of the
insured period, based on the values stock declared, thetotal of premium
payableisworked out asaverage.

Wholesalers, retailers or distributors often taken this type of policy. A
declaration policy takescare of thefrequent fluctuationsin stock or stock
values. Stock stored at awarehouse or factory may includeraw materials
or finished goods.

Inthedeclaration policy for awarehouse or afactory, the minimum sum
insured can befor one or morelocation. But thisamount of sum insured
must not belessthan apre-defined amount inthe policy for at |east one of
thelocations. The policy doesnot alow areduction in thesuminsured.

In case of awarehouse or afactory, the monthly declarations areto be
submitted to thefactory and warehouse insurance company latest by the
last day of the next month. These declarations can be based upon:

Averageof thevaueat risk
Highest valueat risk for the particular month

In caseof failureto submit the declaration within the sti pulated period, the
insurerscongder that thefull sum insured under the policy isdeclared.
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< Another important factor that the declaration policy statesisthat, when
thereisarefund of premium based on adjustmentslike declarations or
cancellations, therefund will not exceed 50% of thetotal premium.

¢ Thebassfor vauation of thestock or theinventory stored inthewarehouse
or thefactory value closeto the market price.

C) Floater Policy

Itisapolicy which coverslossby fire caused to property belonging tothesame
person but |ocated at different placesunder asingle sum and for one premium.
Such apolicy might cover goods lying in two warehouses at two different
locations. Thispolicy isalwayssubject to ‘average clause’.

Basic features:-
¢ Takescareof frequent changesin valuesat variouslocations.
¢ Singlesuminsuredfor al thestocksinal thelocations.

< Nomind premiumloadingto cover al thestocksin all thelocations

3.3.4 Special Clauses

Reinstatement

\

Types of Clauses

in FirePolicy

Fig. 3.2: Typesof clausein Firepolicy
1. Renstatement Clause

Reingatement ClauseinaFireinsurance policy makesit different fromatraditiona
fireinsurancepoalicy. Infireinsurancethe principle of indemnity can bemodified
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inthecaseof building, machinery and other fixed assetswhereby, subject tothe Lifelnsurance
suminsured representing the value of similar new property, it can beinsured
under ‘Reinstatement Value' clause.

In case of reinstatement val ue policy, the basis of loss settlement isthe va ue of
new property without taking any depreciationinto account. Thistypeof insurance
enablesthe owner to replace hisproperty without any financiad strainonhisown
resourcesand isquite commonly taken by industridistsand building owners. Notes

Each building has adefinite built-up areaand ascertai nabl e constructional
specification. Any civil engineer or architect can examinethe current cost of
construction, keeping all relevant factorsin view. For arriving at the cost of
buildings, various publicationssuch asthe CPWD ratesareavailableasguideline

2. AverageClause

To cater to the concerns of under-insurance, thereisan average clauseinfire
policy. Thismeansthat in case of losstheinsured hasto bear apart of theloss.
Underinsuranceimplieswhen theinsured hasinsured the property lessthanits
actual value. Theinsurer will only bear ratable proportion of theloss. In other
words, for the difference between the actual value of subject matter and the
amount for whichitisinsured, theinsured hasto be hisowninsurer.

Example: Supposeaproperty worth Rs. 4,00,000isinsured for Rs. 2,50,000
and thefire policy containsthe average clause. Now, if half the property is
destroyed by fire (lossamount- Rs100000), theinsurer will pay only Rs. 62,500
whichisca culated as per thefollowing formula.

Insured amount (Rs.2,50,000) x Actua loss(Rs. 1,00,000) / Actua valueof the
property(Rs.4,00,000)

3. Agreed Bank Clause

All policiesinwhichaBank hasapartial interest areto bemadeout inthename
of theBank and Owner or Mortgagor and theAgreed Bank Clauseincorporated
inthe policy. Thesalient featuresof theclauseare:

(@ Theclamispayabletothebank whosereceipt shal beacompletedischarge
and binding ondl partiesinsured.

(b) Any noticeunder thepolicy issufficient if given by or to the bank.

(©) Any settlement, compromiseetc. inrelation to dispute if made with the
bank shall bevalid and binding onall partiesinsured.
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(d) Any dterationorincreaseinrisk doesnot invalidatetheinsurance, provided
the bank notifiesthe same as soon asit comesto itsknowledge and pays
additiona premium

TheAll IndiaFire Tariff statesthisclauseasunder:-

"Itishereby declared and agreed: -

a)

b)

d)

That upon any monies becoming payable under this policy the same shall be
paid by the Company to the Bank and such part of any moniesso paid asmay
relateto theinterestsof other partiesinsured hereunder shall bereceived by the
Bank asAgentsfor such other parties.

That the receipts of the Bank shall be compl ete discharge of the Company
therefore and shall be binding on all the partiesinsured hereunder. N.B.(Note
WdI): TheBank shal meanthefirst named Financid Ingtitution/ Bank namedin

thepoalicy.

That if and whenever any notice shall be required to be given or other
communication shall be required to be made by the Company to theinsured or
any of themin any manner arising under or in connectionwith thispolicy such
noticeor other communication shall be deemed to have been sufficiently given
or madeif given or madeto the Bank.

That any adjustment, settlement, compromise or referenceto arbitrationin
connection with any dispute between the Company and theinsured or any of
themarising under or in connection with thispolicy if made by the Bank shal be
valid and binding on all partiesinsured hereunder but not so astoimpair rights
of theBank torecover thefull amount of any claimit may have on other parties
insured hereunder.”

. INTEXT QUESTIONS 3.2

1

What arethe policiesthat cover storage of itemsin many locationsunder a
snglesuminsured?

a) Dedarationpolicies
b) Hoater policies
C) Rengatementpolicies

d) Noneof theabove
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2.

What arethe policiesfor stocksof goodsthat are subject to fluctuation in quantity
cdled?

a) Dedarationpolicies

b) Hoater policies

C) Rengatementpolicies

d) Noneof theabove

Which of thefollowingisnot aperil under aFirepolicy?

d Lighning

b) Aircraftdamage

c) Storm,tempest, cyclone, typhoon, hurricane, tornado, flood andinundation
d) WarandNuclear perils

Themonthly declarationsfor awarehouse or afactory areto be submitted to
theinsurance company latest by thelast day of thenext month. Thesedeclarations
can be based upon:

(i) Averageof thevalueat risk
(i) Highestvalueat risk for the particular month
(iii) Profitsof previousyear

(iv) Rent of warehouse

a &I

b) i &iii
C iii&iv
d i&iv

Which of thefollowing clause catersto theissueof underinsurancein Firepolicy?
ad Rengatement Clause

b) AverageClause

c) Agreed Bank Clause

d) Noneof theabove
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3.4 CONSEQUENTIAL LOSS (CL) INSURANCE /
BUSINESS INTERRUPTION INSURANCE

Business|nterruption insuranceisalso known as Consequential Loss|nsurance or

Lossof Profit Insurance. Insurance against fire offers protection against material or
property loss or damageto buildings, machinery, plants, fixtures, and other property
caused by insuredrisks. Theinsured'sbusinessmay becompletely or partialy interrupted
asaresult, causing varying economic lossesduring thedisruption.

3.4.1 Coverage under Consequential Loss (CL) Policy or Business
Interruption Policy

Consequentia Loss(CL) Policy [Businessinterruption (Bl)] offersindemnity for loss
of grossprofit, whichismade up of Net Profit plus Standing Charges, aswell asthe
increased cost of operationsor working incurred by theinsured to get the business
back to normal as quickly as possible to reduce the final loss. The risks and
circumstances covered are the same asthose covered by thefirepolicy.

Example

If thesugar mill factory isdamaged by an earthquake, the company will lose money
because of thelost production. If thelosswas caused by aninsured danger, both the
additional expensesand thelost income can be protected.

Thisinsurance must be purchased alongsideanormal fireand special perilspolicy
sinceclaimsunder thispolicy can only be honoured in conjunction with aclaim under
astandard fireand specia perilspolicy.

. INTEXT QUESTIONS 3.3

1. A busnessinterruptioninsurancepolicy can betaken only in combinationwith

a) Standardfireand specid perilspolicy
b) Standardfireand marinepolicy
c) Standard and specid perilspolicy

d) Standard Engineeringand marinepolicy
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2. Consequential Loss(CL) Policy Providesindemnity for loss of gross profit Lifelnsurance
comprising of + along with the increased cost of
operationsor workingincurred by theinsured to get the businessback tonormal.

a) Net profit, Standing charges
b) Netincome, standing charges
C) Net profit +sdaries Notes

d) Netincome+ salaries

©-| WHAT YOU HAVE LEARNT

Afireinsurancepolicy isappropriatefor businesses, the property owner, and people
or financia inditutionswith afinancid interest inthe property. Fireinsuranceplansare
often given out for 12 months. Reinstatement value policies, Declaration policies, and
Floater policiesareexamplesof firepolicy variants. Consequentia Loss(CL) Policies
or BusinessInterruption (Bl) Policies provideindemnity for lossof what isreferred to
asgrossprofit, whichincludesNet Profit plus Standing Chargesaswell astheincreased
cost of working incurred by theinsured to get the businessback to normalcy asquickly
aspossibleto reducethefinal loss.

ml!lll»

TERMINAL QUESTIONS

o)

=

What arethe perilscovered under Fireinsurance?Also list downtheexclusions
under fireinsurancepolicy.

N

Explainindetail varioustypesof firepolicies.
3. Destribeinbrief

ad Rengatement Clause

b) AverageClause

c) Agreed Bank Clause

4.  DefineConsequentia InsurancePoalicy.
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‘E ANSWERS TO INTEXT QUESTIONS

31

3.2

3.3

1

2.

©
©
(b)

()
@
©)
@

()

@
()

Both of the above
Subsidence& Landdide

12 months

Floater policies
Declaration Policies
War and Nuclear perils

I & ii -Average of thevaueat risk & Highest valueat risk for the
particular month

AverageClause

Standard fireand special perilspolicy

Net profit, Standing charges

@ LEARNING OUTCOMES

After studying thischapter, you areable:

® Toexplaintheconceptsof fireand consequential insuranceaongwithitstypes.

Open Vocational Educational Programme



MISCEL L ANEOUSINSURANCE
(PART - 2)

4.0 INTRODUCTION

Inthepreviouschapter you have studied about thefireinsuranceanditsvariouspolicies
which madeyou understand theimportance of taking afireinsurance policy for any
commercid or busnessenterprisesor afirm. Thered so exist adifferent set of customers
who have other needsfor safety and protection. These arethecommercid or business
establishmentsor firmsthat areinvolved in or deal with diversevarietiesof products
and services. Inthischapter we shall consider theinsurance productsavailableto
cover therisksfaced by thissegment. You will be ableto learn burglary insurance
cover, coverageof | ossescausesdueto dishonesty of employeescalled fiddlity guarantee
insurance, banker'sindemnity insurance and jewel ler'sblock policy insurance.

4.1 OBJECTIVES

After reading thislesson, youwill beableto:
®  Understand burglary insurance
® Explain MiscdlaneousInsuranceother than Life, Fireand Marine

® Explainburglary insurance, money insurance, fidelity guaranteeinsurance,
banker'sindemnity insuranceand jewel ler'sblock policy

4.2 MISCELLANEOUS INSURANCE

Miscellaneous | nsurancerefersto thoseinsurance contracts other than those of Life,
Fireand Marineinsurance. It coversarange of risks, thefew of which areburglary
insurance; fidelity guaranteeinsurance; money insurance; bankers indemnity insurance;
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jeweller'sblock insurance;and banker'sindemnity insurance.

Burglary
Insurance
Money FHadity
e es Guaantee
Miscellaneous Insurance
Insurance
Jewdler's | Bmkqs
Block Policy ndemnity
Insurance

Figure4.1: Typesof Miscellaneous|nsurance

4.2.1Burglary Insurance

Thepolicy isintended for commercial buildings such asfactories, shops, offices,
warehouses, and godownsthat may also include stock, commodities, fixtures, and
furniture, aswell asmoney in alocked safethat issusceptibleto theft. Thefollowing
aretheareascovered:

1.  Risksprotected by burglary insurance

a) Alossof persona possessionsfollowingared, violent, forceful entry into
the premises or aloss observed following aviolent, forciblewithdrawal
fromthe premises.

b) Burglar damagetoinsured assetsor premises. Only whenapieceof insured

property isstolen fromtheinsured premisesand not from another location
isit covered.

Typesof cover under burglary insurance:

A) Cashcover

Cash cover isacrucia component of burglary insurance coverage. It only works
aslong asthemoney iskept safein asafethat isboth burglar-proof and of a
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reliable make and design. Thefollowing list includesthetypical termsand Lifelnsurance
conditionsfor providing cash cover:

a Money stolen fromthe safe after the original key was used to accessit.
Only when such akey has been gained through force, violence, or threats
of violenceisit covered. Thisistypicaly referredto asa"key clause.”

b) A comprehensivelist of the cash quantitiesin the safeismaintained secure
somewhereother than the safe. Themaximum amount for whichtheinsurer
isliableisindicated by such documents.

Notes

B) FirstLosslnsurance

The chanceof losing the entire stock dueto asingle event isregarded asremote
incircumstanceswherelow valueitemsmay be purchased in large quantities
(suchascottoninbales, grain, sugar, and many others). Thepremiumischarged
to cover thetotal stock at risk while accounting for the val ue of the property,
goods, or stock that could be burglarized. Thisvalue is determined as the
probable maximum oss. It isanticipated that a second burglary won't occur
right away after thefirst one, or that theinsured may decideto add extrasafety
precautionsasaresult of itsrecurrence.

C) Similartofireinsurance, declaration cover and floater cover area so optionsfor
stocks.

Exclusions

®  Theft by employees, family membersor other personswho arelawfully onthe
premises

® Larcenyorordinary theft.

® Lossesthat arecovered by afireor plateglasspolicy.
Extensions

® Riot, strikesandterrorismrisksat extrapremium.
Premium

Ratesof premium for burglary policy depend upon:

® Thenatureof insured property,

®  Themord hazard of theinsured himself,

® Previousclamsexperienceetc.
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Safety measures(e.g. watchmen, burglar darm),
Congtruction and location of premises,

Inadditionto detailsgiveninthe proposal form, apre-acceptanceinspectionis
doneby insurerswhere high valuesareinvol ved.

4.2.2 Money I nsurance

Cashhandlingisanintegrd part of any business. Itisdesigned to guard againg financia
lossfor industria businessesand banks. Both insde and outsidethebuilding, money is
indanger. It might beillegally taken away whether making awithdrawal, deposit,
payment, or collection.

Coverage of Money Insurance

L osses that could happen when handling cash, checks, postal orders, or postage
sampsare covered by money insurance palicies. Typicdly, thepolicy offersprotection
through two sections:

a)

b)

Transit Section

It coversloss of cash while being transported outside by the insured or her
authorised staff asaresult of theft, robbery, or other similar actions.

Two amountsare specified inthetranst section:

i. "Limitper carrying": Thegreatest sumthat insurersmay beforcedto
pay in respect of any loss

ii. "Estimated amountintransit duringthepolicy period™ : It represents
theamount towhichtherateof premiumisto beappliedinorder todetermine
theamount of premium.

Likewithfireinsurance, policiescan begranted ona"declarationbasis.” Asa
result, insurersassessaprovisional premium onthe expected quantity intransit
and then adjust it when the policy expiresdepending on the actual amount that
wastransported throughout the policy period asreported by theinsured.

Pr emises Section

Thissection deal swith thetheft of cash from aperson'shomeor locked safeas
aresult of burglary, homeinvasion, holdup, etc. Other aspectsof thepolicy are
typically the same asthose of the above-discussed burglary insurance.
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Important Exclusions
a  Shortageduetoerror or omission,
b)  Lossof money that hasbeen entrusted to other than authorized person and

) Riotstrikeand terrorism: Thiscan be covered asan extension by paying an
extrapremium.

Extensions

On payment of additional premium the policy may be extended to cover:
a  Dishonesty of personscarrying cash,

b) Riot, strikeandterrorismrisks

c)  Disbursement risk, whichistheloss suffered during payment of wagesto
employees

Premium

The premium amount is set based on theinsured, the company's capacity to carry
cash at any onemoment, theform of transportation, the distancetravelled, the safety
precautionstaken, etc. If adeclaration ismadewithin 30 daysof the policy'sexpiration,
the premium can be adj usted depending on the actual cash carried throughout the
courseof theyear.

. INTEXT QUESTIONS 4.1

1.  Thepremiumfor burglary policy dependson

a Natureof insured policy
b) Mora hazard of theinsured himself
¢) Congtructionand location of the premises
d) All of theabove
2. Whichof thefollowingisexclusionunder burglary insurance?
d Larceny
b) Theft by employeesor family members
C) Lossthat arecoveredby fireor plateglasspolicy

3. Whichof thebelow iscovered under amoney insurance policy?
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a) Shortagedueto error or omission
b) Lossof cashfrom one'spremisesdueto burglary
c) Lossof money that hasbeen entrusted to other than authorized person
d) Riotdrikeandterrorism
4.  Money insurancepolicy iscovered under which of thefollowing sections?
a) Trangt Section
b) PremisesSection
c) Noneof theabove

d) All of theabove

4.2.3 Fidelity Guarantee | nsurance

Companiesexperiencefinancial lossasaresult of what arereferred to as"white collar
crimes,” such asemployeefraud or dishonesty. Employersare protected by fidelity
guaranteeinsurancefromfinancia lossbrought on by employeefraud or dishonesty,
including forgery, embezzlement, larceny, misappropriation, and defaullt.

Coverageunder Fidelity Guaranteel nsurance

Cover isgranted against adirect pecuniary lossand does not include consequential
losses.

ad  Thelossshould beinrespect of moneys, securitiesor goods
b)  Theact should be committed in the course of the duties specified;

C¢)  Thelosshasbediscovered within 12 monthsof expiry of thepolicy or death
retirement resignation or dismissal of theemployee, whichever isearlier

d) Nocoverisprovided in respect of adishonest employee who has been re-
employed

Typesof Fidelity Guar antee Policy
Therearevarioustypesof fidelity guarantee policies, asdiscussed below:
a) Individual Policy
When only one personisrequired to beensured, thiskind of policy isemployed.
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b)

d)

Itisnecessary to specify the employee'sname, title, and guarantee amount.
CollectivePolicy

Thispolicy includes aschedul e detailing the empl oyees namesto whom the
guarantee applies, anotation on each employee'srespongbilities, and distinct
individua quantitiesguaranteed.

Floating Policy or Floater

Thenamesand responsibilitiesof the peoplewhowill beinsured areincludedin
ascheduleof thispalicy, but therearenoindividua guarantees, instead, acertain
amount of guaranteeis"floated" over theentiregroup. Therefore, aclam against
any oneemployeewill lower thefloated guarantee, unlesstheorigind amountis
restored by paying an additional premium.

PositionsPolicy

Thisissimilar to acollective policy, with the exception that the nameisnot
mentioned and only the schedule spellsout " positions” that areto be guaranteed
for agivenamount.

Blanket Policy

Thispolicy appliestodl employeeswithout identifying them by nameor position.
Theinsurersdon't makeany inquiriesregarding the personnel . Such procedures
areonly appropriatefor an enterprisewith as zableworkforceand the organi sation
conductsadequate background checksonal new hires. Intheevent of aclaim,
thereferencesthe employer collectsmust be made availabletotheinsurers. The
policy isonly givento reputablelarge organisations.

Premium

Thetype of business profession, the employee's status, the check-and-supervision
system, and therate of premium areadll factors.

4.2.4 Bankerslndemnity Insurance

Thiscomprehensive cover wasdrafted for the banks, NBFCsand other institutions
who dedl with operationsinvolving money, considering the specia risksfaced by them
regarding money and securities.

Coverageunder Bankerslindemnity I nsurance

Therearedifferent variationsto this policy based on the requirement of banker.
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a  Money securitieslost or damaged whilst withinthe premisesduetofire, burglary,
riot and strike.

b) Losssufferedduetoany causewhatsoever including negligenceof theemployees,
when the property is carried outside the premisesin the hands of authorized
employees.

c)  Forgery or ateration of cheques, drafts, fixed deposit receiptsetc.

d) Dishonesty of employeeswith referenceto money/securities or in respect of
goods pledged.

€)  Digpatchesby registered post parcels.
f) Dishonesty of appraisers.

g  Moneylostwhileinthehandsof agentsof thebank like" JanataAgents’, " Chhoti
BachatYojanaAgents'.

Sincetheinsuranceisprovided onadiscovery basis, it will apply to any period during
whichalossisdetected rather than just thetime during which it occurred. However, a
cover ought to have been therewhen theloss actually happened.

Only lossesthat occurred within the previoustwo years of the date of discovery are
typically covered, if theinsurance coverage was continuousfromthe earlier datethe
lossoccurred.

Important exclusons

a  Tradinglosses

b)  Negligence

c)  Softwarecrimesand

d) Dishonesty of thepartners/ directors
Suminsured

Thesuminsured, whichwouldtypically float over thefirst five sections, must befixed
by the bank. "Basic suminsured” iswhat thisisknown as. Additionally, the policy
permitsasinglemandatory and autometic reinstatement of the sum insured by payment
of anadditiona premium.

Rating

The premium cal cul ation isbased on:
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a)
b)
©)
d)

Basicsuminsured
Additiona suminsured
Number of staff

Number of branches

4.2.5 Jeweller s Block Palicy

Indiahasbecomeamajor trading hub for jewel lery, particularly diamonds, in recent
years. Raw diamondsfromimportsare polished, cut, and exported. It coversal risks
for ajewdler whoseline of work isselling high-valueitemsin limited quantities, such
asjewellery made of gold and silver, articles set with diamonds and precious stones,
wristwatches, etc. Thetrade entail skeeping big quantities of these pricey commodities
on hand and transporting them between locations.

Coverage of Jeweller sBlock Palicy

Jewellersblock policy coverssuchrisks. Itisdivided into four sections. Coverage
under Section 1iscompulsory. Theinsured can avail of other sectionsat her option.
It'sapackage policy.

a)

b)

d)

Section |: Coverslossof or damageto property whilstinthe premisesinsured,
asaresult of fire, explosion, lightning burglary, house-breaking, theft, hold-up,
robbery, riot, strikesand maliciousdamageand terrorism.

Section |1: Coverslossor damagewhilst the property insured isinthe custody
of theinsured and other specified persons.

Section I11: Covers loss or damage whilst such property isin transit by
registered insured parcel post, air freight etc.

Section 1V: Provides cover for trade and office furniture and fittingsin the
premisesagainst the perilsspecifiedin Sectionl|.

Each sectionisseparately rated for cal culating premium.

Important Exclusons

a)
b)

©)

Dishonesty of agents, cutters, goldsmiths,
Property kept during public exhibition

Lost whilst beingworn/ carried for personal purpose
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d) Property not kept in safe outside businesshours

€)  Property keptindisplay windowsat night

f) Lossduetoinfidelity of employeesor membersof theinsured family isnot
covered.

Fidelity guarantee cover should a so betaken by theinsured for full protection.

Premium

Based onthe meritsof each case, risksare graded. Different premium ratesare used
for each sector, and there are discountsfor thingslike aprivate strong room, around-
the-clock watchman, aclosed-circuit TV system, and other safety measures.

Type Types Risk Exclusons | Premium Extensions
of policy coverage
Burglay | Cash Lossof Theft by Nature of Riot, strikes
Insurance | cover property employees, | insured and
* First Loss| following family property, terrorism
Insurance | actud members themora risks
forcibleand | or other hazard of
violententry | persons theinsured
intothe whoare himsdif,
premises | lawfullyon congruction
damageto |thepremises, | andlocation
insured nor doesit of premises,
property or | cover larceny | safety
premisesby | orordinary | measures
burglars theft. (eg.
Italso watchmen,
excludes burglar
lossesthat dam),
arecovered | previous
by afireor | dams
plateglass experience
policy. etc.
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Type Types Risk Exclusons | Premium Extensions
of policy coverage
Money |Coverthe |Thepolicy [Shortagedue | Dishonesty | Cash
Insurance |lossesthat | normaly toerror or of persons carying
may occur | provides omisson carryingcash | lighility
whilecash, | cover Loss Riot, strike of the
cheques/ |undertwo |of moneythat | andterrorism | company
postal sections hasbeen risks at any one
orders/ a) Trandt  |entrustedto | Disburse- time, the
postal section other than ment risk, mode of
samps b) Premises |authorized whichisthe | conveyance,
arebeing | section personand | losssuffered | distance
handled Riot strike during involved,
andterrorism | paymentof | safety
wagesto measures
employess | takenetc.
Fiddity |eIndividud | Insurance |+ Conse- Typeof
Guarantee policy indemnifies | quentid business
Insurance | Collective| employers | losses. occupation,
policy agangthe |[sNocoveris | statusof the
*FHoating |finandd loss |providedin | employee,
policyor | sufferedby |respectofa |thesystem
floater themdueto |dishonest of check
* Positions | fraud or employee and
policy dishonesty |(whohas Upervison
*Blanket | of their beenre-
policy employees  |employed
by forgery,
embezzlemert,
|larceny,
misappro-
priationand
default.
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Type Types Risk Exclusons | Premium Extensions
of policy coverage
Bankers | Money This Tradinglosses| Bascsum
Indemnity | securities | compreh- | Negligence | insured
Insurance | lost or engve software Additiona
damaged | coverwas |crimesand | suminsured
Loss draftedfor |dishonesty Number of
uffered thebanks, |of the qaff
due NBFC's partners/ Number of
toneglig- | andother  |directors branches
enceof the | inditutions
employees, | who dedl
Forgery or | with
dterdtion | operations
of cheques, | invalving
drafts, fixed| money,
deposit conddering
receipts thespecia
Dishonesty | risksfaced
of employ- | by them
eesDigpat- | regarding
chesby money and
registered | securities.
post parcels.
Dishonesty
of
appraisers
Jewellers | Sectionl | Coversloss | Dishonesty | Sectionwise | Sectionll
Block Sectionll | of or damage of agents, Sectionlll
Policy Sectionlll | toproperty |cutters, Section |V
SectionlV | whilgtinthe |goldsmiths,
premises b) Property
insured, asa | kept during
result of fire, | public
explosion, |exhibition
lightning c) Lostwhilst
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Type Types Risk Exclusons | Premium Extensions
of policy coverage

burglary, beingworn/
house- carriedfor
breaking, the| persona

ft, hold-up, |purpose
robbery, riot, d) Property Notes
strikesand | notkeptin
mdidous  |safeoutside
damage safeoutside
and e) Property
terrorism.  [keptin
display
windowsat
night

f) Lossdue
toinfiddity
of employees
or members
of theinsured
family isnot
covered.

Table26.1: Overview of Miscellaneous|nsurance

. INTEXT QUESTIONS 4.2

1.  Fddity guaranteeinsuranceindemnifies

a Employersagainst thefinancia loss suffered by them due to fraud or
dishonesty of their employees

b) Employeesagainst the financial loss suffered by them due to fraud or
dishonesty of their employer

¢) Employeesand employersagaing thefinancial losssuffered by them dueto
fraud or dishonesty of third party

d) Shareholdersagainst thefinancial loss suffered by them dueto fraud or
dishonesty of the company management
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2.

Which of thefollowingisafiddity guaranteeinsurance policy?

a) PogtionsPolicy

b) BlanketPolicy

c) CollectivePolicy

d) All of theabove

Which of thebelow can be covered under abankersindemnity insurancepolicy?
a Money securitieslost or damaged whilst withinthe premisesduetofire
b) Forgery or ateration of cheques

c) Dishonesty of employeeswith referenceto money

d) All of theabove

The premium cal culation for bankersindemnity insurance policy isbased on:
ad Bascsuminsured

b) Number of staff

c) Number of branches

d) All of theabove

In case of aJeweller's Block Policy, damageto property insured whenitisin
trangit by registered parcel will be covered under

a Sectionl

b) Sectionll

c) Sectionlll

d) SectionlV

Which of thefollowingisan exclusionunder Jeweller'sBlock Policy?
a) Dishonesty of agents, cutters, goldsmiths,

b) Property kept during public exhibition

C) Lostwhilstbeingworn/ carried for persona purpose

d) All of theabove
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©-| WHAT YOU HAVE LEARNT

Burglary insuranceisdesigned for commercia buildingslikefactories, stores, offices,
warehouses, and go-downsthat could have valuableslike cashlocked upin asafe
that could be stolen. The purpose of amoney insurance policy isto provide coverage
for any potential lossesthat may arisefrom handling cash cheques, postal orders, or
postage stamps. A money insurance policy offers protection under the transportation
and premises sections. The hazards associated with transferring costly things between
different locationsin big quantitiesare covered by the jewellersblock policy. The
JewellersBlock Policy hasfour distinct sections. Employersare protected by fidelity
guaranteeinsurancefromfinancia lossbrought on by employeefraud or dishonesty,
including forgery, embezzlement, larceny, misappropriation, and default. Individual
policies, collectivefloating policies, positiona policies, and blanket policiesareafew
examplesof fidelity guarantee policy types. A comprehensiveinsuranceplancaleda
"bankersindemnity policy" was created for banks, NBFCs, and other organisations
that deal with financia transactions, taking into account the uniquerisksthat concern
money and securitiesthat they face.

ml!lll»

TERMINAL QUESTIONS

o)

=

Describe Burglary Insurance. Also mention thetypesof risk coverage.
2. ExplainBanker'sIndemnity insurancein detail.

3. ExplainJewdler'sBlock insurancein detail.

4.  DescribeFiddity Guaranteelnsurance Policy.

5.  ExplanMoney Insuranceanditscoverage.

‘E‘I ANSWERS TO INTEXT QUESTIONS

4.1
1. (d) Alloftheabove
2. (d) Alloftheabove
3. (b) Lossof cashfromone'spremisesdueto burglary
4. (d) Allof theabove
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4.2

6.

4,
5

@

()
()
()
(©
()

Employersagainst thefinancia losssuffered by them dueto fraud or
dishonesty of their employees

All of theabove
All of theabove
All of theabove
Section |

All of theabove

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaintheconcept of burglary insurance, money insurance, fiddity guarantee
insurance, banker'sindemnity insurance. Jeweller'sblock policy totheclient.
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SCOPE OF FINANCIAL PLANNING,
INVESTMENT PRODUCTS& RISK
PROFILING

5.0 INTRODUCTION

Financia Planisawritten document that clearly definestheroad-map or strategiesto
achieveyour financia goals, reducesfinancid risk & money-rel ated uncertainties of
future. It can help youin maintaining agood financia health for your family.Financia
Panning hel psyoutotakebetter control of your financia Situation, enhancesthequaity
of lifeand increasesyour confidence. Thischapter will focus on the components of
financid planning like Cashflow planning; Tax planning; Investment planning; Insurance
planning; Retirement planning; Debt planning and management; and Estate Planning.
Youwill dsolearn about different investment optionswhich can helpyouin achieving
your financid gods. Thechapter will a so focuson understanding themgjor components
of Risk profiling.

5.1 OBJECTIVES

After reading thislesson, youwill beableto:

® Explanthescopeand componentsof financial planning

®  Elaboratedifferent investment productsavailablein our country
® CreateaRisk profileof your client

5.2 SCOPE OF FINANCIAL PLANNING/ COMPONENTS
OF FINANCIAL PLANNING:

Financia planning should cover al areas of theclient'sfinancia goalsand needs. It
should result inthe achievement of each of the client'sfinancial goasasrequired. The
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key componentsor important elementsof financid planningare:

Cash Flow
Flanning
Estate Tax
Planning Fanning
Components
Debt : :
of Financial
. Investment
Planningand Planning i
Management g
Retirement Insurance
Ranning Ranning

Figure5.1: Scopeof Financid Planning

5.2.1 Cash Flow Planning

Cash flow planningisaprocess of balancing the cash inflowswith that of the cash
outflows. Your cash flowswouldincludeyour assetsand incomeswhereas cash outflows
wouldincludeyour expensesincluding your current and futureligbilities. Itisimportant
for you to expertly control what goesin and what goes out of your bank account.
Cash flow plans can be prepared for amonth, quarter or ayear. It isan activeand
0NgoiNg process.

If youwant to createwed th for yourself, you haveto make surethat you are spending
lessthan you earn. Many people, whether of high or low incomegroup, for fulfilling
their present needs, they start using credit cardsand buying goodson EMIs. They fal
into thetrap of over-spending and end up creating unnecessary debt for themselves
which shall beavoided to createwedlth.
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A financid planner needsto prepare aCash Flow statement of itsclient which provides
apictureof theinflow and outflow of money intheclient'slife. For this, alist of all
income sourcesaswell astota expensesshall beconsidered. Thedifference between
total incomefromall sourcesand total expenseswould account for the savingswhich
arevital in helping towardsthe creation of financial resourcesto meet the various
financial goalsand needs. In casethereare no or few savings, the goalsand needs of
the client may not befulfilled in the future and as such, it would betherole of the
financial planner to suggest corrective actionswhich might betaken.

Cashflow planning a so helpsyou in determining the return needed oninvestmentsto
meet yourfuturegoals. Cash flow planning may help youin understanding how likely
you may achieve your goals or whether you need to consider trade-offs, such as
savingalittlemore, changinginvestment risk, atering thetimeframe, buying adifferent
houseetc.

5.2.2 Tax Planning

Tax planningisanimportant element of financia planning and should not be addressed
inisolation. Whether you earn your incomefrom salary or business, you need to pay
Tax. Every individual should planto savetaxesasrightly said by experts'Money
savedisMoney earned'.Proper tax planning will help you in saving tax, leaving more
money inyour hand for meeting your futuregoals. Tax planning hastwo parts:

a  Reducingyour tax ligbility onincomeearned by you from different sourceslike
sdary, interest and so on.

b)  Reducingyour tax liahility by investing your savingsintax savinginvestment
ingrumentslike Public Provident Fund (PPF), Nationad Pension Scheme(NPS),
etc. which directly reducesthetax payable onyour income.

Oneshould not leavetax planning till theend of thefinancia year asitisnot theright
approach. Thisusualy leadsto either falling short of theamount you arerequired to
save or buying the wrong product to save taxes. One should also be aware of the
investment optionswhich canhe pyouinreducing your tax lighility likeavenuesmentioned
in section 80C, 80D and other sections of incometax act 1961.

5.2.3 Investment Planning

Investment planning isone of themajor component of financia planning. Investment
planning involvesdeciding how best to put your money or savingstowork for achieving
your financial gods. It beginswith identification of your goal sand objectivesand then
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we need to match these goalswith our availablefinancial resources. Thereare many
investment vehicleswhich can help you in achieving your goa's, most common being
cash, equities, bonds, property and mutual funds. So accordingtothefundsavailable
we caninvest inthese vehiclesto achieve our goalsand objectives. Thus, Investment
planningistheprocessof matching your financid goa sand objectiveswithyour financid
resources.

You may createyour own investment plan or may takeahelp of afinancia planner to
meakeit better for yoursdlf onthebasisof your godsand availableresources. Afinancia
planner can helpyouin setting clear and measurablegoa's, and can helpyouin matching
the most suitable mix of investmentsto each specific goa inthemost efficient way.
When making an investment decision, onemust look at different parameterswhich
can helpyouindeciding theright product for achieving your goals. These parameters
ae

d  ReturnPotentid

b)  Risksthatyouaretaking

c)  Liquidity offered by theinvestment product or lock in
d) Taxtreatment andtax benefits

e)  Conveniencewithwhichyou can makeaninvestment

Return Potential
Risk

I nvestment e
Parameters

Tax Treatment
and Tax Benefits

Convenience

_7 I\

Figure5.2: Investment Parameters
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5.2.4 Insurance Planning

Insurance planning isrequired to protect yourself, your family, your loved ones, your
home, your assetsor your business against unexpected events. Insurance planningis
animportant component of acomprehensivefinancia plan that includes eval uating
risks and determining proper insurance coverage to mitigate theserisks. Theidea
behind buying aninsuranceisto help you recover in the case of an unexpected loss.
Themaingoa of insurance planning isto identify and analyserisk factorsinlifeand
seek proper coverageto attain apeace of mind if any uncertainty happens. Inthisway,
insurance may ease your financial burdens that can occur at the time of any
uncertainties.One should develop agtrategic planfor itslifeand hedthinsurance needs.
Oneshould buy insuranceto protect itsassets, your family and /or your business.

5.2.5 Retirement Planning

Retirement isone of themost important lifeevents, many of uswill ever experience. To
ensurethat there are sufficient financia resourcesto provideadesired lifestyleinthe
retirement yearsisvery important. Retirement planning isthe processof determining
retirement income goal s and the actions and decisions necessary to achieve those
gods. Redlizing acomfortableretirement isanincredibly extensive processthat takes
sensibleplanning and yearsof pers stence. Onemust take cal culative stepsfor planning
his/ her retirement.

1. Determineyour
retirementincome

P

5. Review your plan 2. Estimateyyour
avalable
regularly i

\ /

4. Construct your 3. Caculatethe
retirement plan based T gaptobefilled
onyour risk profile

Figure5.3: Stepsto Retirement Planning

Therearedifferent investment vehiclesthat can help youin achieving your retirement
goals, such asEmployer Provident Fund, PPF, Pensions; Social Security Schemes,
Real Estate and Personal Investments.
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5.2.6 Debt Planning and M anagement

Financial Planning actualy beginswith managing your loansand debt. Managing your
loansisnot about reducing your debt but about managing your debt. For creating
wealth, it isimportant to spend less money than you earn. But most of the people
today can't managetheir money, havetoo much debt and livewel | beyond their means.
Itisimportant to for you to devel op an appropriate budget to hel p you achieve your
short, medium and long term goal s. Peopletakeloanslike House L oans, education
loans, persond |oans, loansfor business, Car loans, etc. Itisnot only about thesebig
loansbut small loanslike credit cards, buying goodson EMIsaso addssignificantly to
your debt. Managing these debts properly adds significantly to your ‘bottom line.'
When you save money on debt repaymentsyou freeyourself from afinancial burden
andthe money you save can be utilised for making contributionstowardsfour future
gods. Afinancia planner can helpyouin creating abudget and can suggest Strategies
to reduce your expenses so that your cash outflows could be reduced for better
management of your loans.

5.2.7 Estate Planning

Anedateplanning isaprocessof creeting adefinite planfor theorderly administration
and disposition of property and wealth after the owner dies. Estate planning isthe
preservation and the distribution of your wealth or assets, both during your lifeand
after your death. Your estateisall the property that you own which include cash,
jewdlery, cars, houses, land, stocks, paintings, lifeinsurance proceeds, businessinterests,
retirement, investment and savingsaccounts, etc.

Edtate planningisimportant if youwant to preservefamily wedth, providing surviving
spouseand children, funding theeducation of your children or grand children, or leaving
your legacy behind for acharitabletrust.

An estate plan can be as simple as creating awill and naming abeneficiary, or as
complicated ashaving severd trugtsfor different purposesin additiontothewill.Estate
planning can be accomplished through avariety of methods, including:

®  CredtingrevocableLiving Trusts

Last Will / Probate (establishing avalidity of awill)
LifetimeGifting

Joint Ownership

Beneficiary Designations, etc.
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Estate planning helpsyou in passing on your wealth and assetsto your loved onesand Lifelnsurance
heirs, inahasd efreemanner. Estate Planning will hel pyour family to avoid any disputes

andfights. You havethefamily settlement in advance where property and assetsare

divided inan amiable manner. A probate might prevent lengthy court battles.

. INTEXT QUESTIONS 5.1

1.  Whichof thefollowingistruefor afinancia plan: " Notes
a Itisawritten document
b) Itdefinestheroad-map or strategiesto achieveyour financia goas
c) Itenhancesthequality of lifeandincreasesyour confidence
d) All of theabove
2. Whichof thefollowingisnot the component of financia planning?
a CashFlow Planning
b) Hospitdisation Planning
C) RetirementPlanning
d) EgatePanning

3. isaprocessof balancing the cash inflowswith that
of the cash outflows.

ad RetirementPlanning
b) EgaePanning

c) CashFlow Planning
d) InvestmentPlanning

4, involves deciding how best to put your money or
savingstowork for achieving your financid goals.

a InsurancePlanning
b) EgaePanning
c) CashFlow Planning

d) InvestmentPlanning
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5.

Which of thefollowingisanimportant parameter of an Investment?

a)
b)
©)
d)

Return Potential
Risk

Liguidity

All of theabove

includes eval uating risks and determining proper

insurance coverageto mitigatetheserisks.

a)
b)
©)
d)

Insurance Planning
EgtatePlanning
Cash Flow Planning
Investment Planning

ensuresthat thereare sufficient financial resources

to provideadesired lifestylein theretirement years

a)
b)
©)
d)

Insurance Planning
EgtatePlanning
Retirement Planning
Cash Flow Planning

isaprocessof creating adefiniteplanfor theorderly

administration and disposition of property and wealth after theowner dies.

a)
b)
©)
d)

Insurance Planning
EgtatePlanning
Retirement Planning
Cash Flow Planning

5.3 FINANCIAL PRODUCTS

Financial productsareinvestment vehiclesthat can hel p you growing theamount of
money you haveto meet your financia goals, such asretirement, children'seducation,
marriage and so on. Theseinvestment vehicles can be categorised into two different
baskets: Financid and non-financia assets. Financid Assetsmay includemarket linked
productslikeequity shares, mutual funds, NPS; and fixed income productslike PPF,
bank depositsor other small saving schemes. Non-financia assetsarethetraditional
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productslikegold or real estate. Large number of financial productsareavailablein
our county. Beforeyou invest in any investment product, you should learn about its
potentia risks, limitations, costs, liquidity, tax benefitsaswell asother characteristics
of the products. L et usdiscussfew popular investment products.

I nvestment Avenues
| \ \ \
" . Postal Real
Securities Deposits ST Insurance Asres
* Stocks * Bank * Monthly eLife * RedEdate
«Bonds Deposits Income Insurance « Precious
&Debentures  «NBFC Schemes Policy metds
«G-Securities  Depodits * Nationa +ULIPS « Artsand
Saving anti
*Mo iques
Vor Certificates
Instruments * VikasPetras
« Derivatives * Senior
«Mutud Citizen
Scheme
* PPF

Figure5.4: Investment Avenuesin India

5.3.1 Direct Equity / Equity Shares

A major sourceof capital for an organi sation may beintheform of equity shares. Ina
company form of organisation, thetotal capital of thebusinessisdividedinto smaller
unitsor sharesknown asequity share. When aninvestor subscribesto the equity share
of acompany, he becomesthe shareholder. The profits of the organisationisto be
divided among the shareholders as dividends. Investors earn returns in equity
investmentsby way of dividendsand capita appreciation. Along with these monetary
benefits, the equity shareholdersalso get voting rightsin the critical mattersof the
company asthey arethe ownersof the company whereintheownershipislimited to
theextent of the sharesheld by them. Investors can buy equity shareseither during the
Initial Public Offerings (1PO) or trade these on astock exchange.

Toinvestindirect equities, you haveto open ademat account. Investmentsin equity
sharesisarisky affair asrisk of losing asignificant portion of capital ishigh and the
return potential isalso high. Equity sharesare good investment vehicleswhenthe
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investment horizonislong, i.emorethat 5-7 years. One should have aknowledge
about the market to select theright equity sharefor investments.

5.3.2Hybrids

Theseinstruments can a so be bought from the stock exchangesand includes:

Preferred Stock / Preference Shares are the shares which entitle you to
receivedividend at afixed rate. Thedividend shall befirst paidtothe preference
shareholdersbeforeitispaidtotheequity shareholders. Intheevent of liquidation
or winding up of the company, your claim asapreference share holder to the
company'ssurpluswill be higher than that of the equity holders, but however,
bel ow the claimsof the company's creditors, bondhol ders/ debenture holders.

CumulativePreference Shares: Atypeof preferencesharesonwhich dividend
accumulatesif remainsunpaid. Cumulative preference sharesgiveyouaright to
dividendsthat may havebeen missedinthepast. All arrearsof preferencedividend
haveto be paid out before paying dividend to the equity shareholders.

Cumulative Convertible Preference Shares: A type of preference shares
wherethedividend payableonthesameaccumulates, if not paid. After agpecified
date, these shareswill be converted into equity capital of the company.

5.3.3 Corporate Debt

Corporatesor companiesa soissuesingrumentsto raise debt capital whichisacheaper
source of financefor the companies. Theseare Debenturesand Bonds.

Debentures: Debentures aretheinstrumentsissued by companiesto rai se debt
capital. Asaninvestor, you lend your money to the company, inreturnfor its
promiseto pay youinterest a afixed rate (usually payable half yearly on specific
dates) and to repay theloan amount on aspecified maturity date say after 5/7/
10 years (redemption). Normally specific asset(s) of the company are held
(secured) infavour of debenture holders. Thiscan beliquidated or sold, if the
company isunableto pay theinterest or principa amount. Unlikeloans, you can
buy or sall theseinstrumentsinthe market.

Bonds: Bondsarefinancia instrumentssimilar to debentures. Theseareissued
by companies, financid ingtitutions, municipalitiesor government companiesand
arenormally not secured by any assets of the company (unsecured). These
bonds offer ahigher rate of interest ascompared to debentures asthereisno
collateral and therisk of investment ishigh. Whenissued by the companies,
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these bonds are known as Corporate Bonds. Whereas if issued by the
government are known as Government Bonds.

5.3.4 Government Securities / GiltSecurities

Government securitiesareinstrumentsissued by the government to borrow money
fromthemarket. Thesearea so known asgiltsor gilt edged securities. " Government
security” meansasecurity created and i ssued by the Government for the purpose of
raising apublicloan or for any other purpose asmay be notified by the Government.
Depending upon the expiry date, government securitiesaredivided into short term
andlong term securities.

Short term government securitiesare Treasury bills. They haveamaturity of lessthan
oneyear. Therearethreemaintreasury billsinIndia- 91 days, 182 daysand 364 days.

L ong term government securitiesare known asgovernment bondsor dated securities.
They haveamaturity period of fiveyears, tenyears, fifteen yearsetc.

5.3.5 Derivatives

A derivativeisacontract between two partieswhich derivesitsval ue/pricefroman
underlying asset. Derivativesarebased onwiderangeof underlying assets. Theseinclude:

® MedssuchasGold, Silver, Aluminium, Copper, Zinc, Nickel, Tin, Lead
®  Energy resourcessuchasOil and Gas, Cod, Electricity

®  Agri commoditiessuch aswhest, Sugar, Coffee, Cotton, Pulsesand

®  Financia assetssuch as Shares, Bondsand Foreign Exchange.

Therearefour typesof derivativesi.e. Forward, Futures, Optionsand Swaps. One
can buy futuresand optionsin astock exchange asthese are standardi sed instruments
also known as exchange traded instruments whereas forwards and Swaps are not
standardised and aretraded 'Over The Counter' and not in exchanges. Derivativesare
complex ingrumentsand aremeant for thoseinvestorswho understiand financia markets.

5.3.6 Mutual Funds

A mutual fund is formed when an Asset Management Company (AMC) pools
invesmentsfromvariousindividua andingtitutiona investorswith commoninvestment
objectives Afund manager professionaly managesthe pooledinvesment by srategicaly
investing in different investment avenues to generate maximum returns for the
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investors. Theassetsmanaged by AM Cisknown asAsset Under Management (AUM).
Anyonewithaninvisblesurplusof aslittleasfew thousand rupeescaninvest inmutua
funds.

Asper Association of Mutual Fundsin Indial(AMFI), "A mutual fund isapool of
money managed by aprofessional Fund Manager.Itisatrust that collectsmoney from
anumber of investorswho shareacommoninvestment objectiveand investsthe same
inequities, bonds, money market instrumentsand/or other securities. And theincome

/ gainsgenerated from thiscollectiveinvestment isdistributed proportionately amongst
theinvestorsafter deducting applicable expensesand levies, by calculating ascheme's
Net Asset Value or NAV. Simply put, the money pooled in by alarge number of
investorsiswhat makesup aMutua Fund.”

Therearedifferent categorieson mutua fundson the basisof investment objectives.
Two popular categoriesare:

® Equity mutual funds: Asper AMFI, "Anequity fundisamutua fund scheme
that investspredominantly in equity stocks. Inthelndian context, asper current
SEBI Mutua Fund Regulations, an equity mutual fund schememust invest at
least 65% of the schemeé'sassetsin equitiesand equity related instruments.Equity
fundsarevery popular amongst theretail investorsamong various categories of
mutual fund products. Therearedifferent typesof equity mutual fund schemes
and each offersadifferent type of underlying portfoliothat havedifferent levels
of market risk."

Equity oriented Mutua Funds can be categorised into Large Cap Funds, Mid-
Cap Equity Funds, Small Cap Funds, Micro Cap Funds, Multi Cap Equity
Fundsor Diversified Equity Funds, Thematic Equity Fundsand Equity Linked
Saving Schemes(EL SS) which are popularly known asTax Saver Funds.

®  Debt mutual funds: Asper AMFI, "A debt fund isamutual fund schemethat
investsinfixed incomeinstruments, such as corporate and government bonds,
corporate debt securities, and money market instrumentsetc. that offer capital
appreciation. Debt fundsare also referred to asIncome Funds or Bond Funds.
Debt fundsareided for investorswho want regular income, but arerisk-averse.
Debt fundsarelessvolatileand, hence, arelessrisky than equity funds. If you
have been saving in traditional fixed income productslike Term Deposits, and
looking for steady returnswith low volatility, debt mutua fundscould beabetter
option, asthey help you achieve your financial goalsin amoretax efficient
manner and therefore earn better returns.”
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5.3.7Money Market I nstruments

Asper the Reserve Bank of India(RBI), "theterm'Money Market' isused to define
amarket where short-term financial assetswith amaturity upto oneyear aretraded.”
Money Market instrumentsincludes Call / Notice Money Market; Treasury Bills,
Commercial Papers, Certificate of Deposits, Commercial Bills and Repurchase
Agreements (Repo).Institutions like Commercial Banks, Non-banking Finance
Corporations (NBFCs) and acceptance houses are the componentswhich make up
themoney market. Money market isahighly liquid market and dealsininstruments
with short term maturity with large volumetradesbetween ingtitutions.

5.3.8 National Pension System (NPS)

TheNational Pension System (NPS) isalong term retirement - focused investment
product managed by the Pension Fund Regulatory and Development Authority
(PFRDA). The objectives of NPS are to provide old age income with Safe and
reasonable market based returns over thelong term and extending old age security
coverageto all citizens. NPS helpsan investor in generating market based return
wherehe/she caninvestinActive choice Equity (E), Corporate Debt (C), Government
Securities (G) or Alternate Investments (A) or Auto choice. Therearetwo accounts,
i.e. Tier | account ismandatory non-withdrawabl e retirement account whereas opening
of Tier Il account isoptional whichisjust likeyour savingsaccount.

5.3.9 Public Provident Fund (PPF)

Public Provident Fund (PPF) schemeisalong terminvestment schemebacked by the
Government of Indiawhich offerssafereturnsthat arefully exempted from Tax.Anyone
who wantsto savetaxes and earn guaranteed returns should open aPPF account. The
PPF hasaminimum tenure of 15 years, which can be extended in blocks of 5years.
Theinterest rate on PPF w.r.t. 01.07.2023 to 30.09.2023 was 7.1% and changes
every quarter under theannouncement by Ministry of Finance, Department of Economic
Affairs. A depositor can also avail |oan against balancein the PPF account.

5.3.10 Bank Fixed Deposit (FD)

A Bank Fixed Deposit (FD) isoneof the popular investment vehiclewnhich offersyou
safety and returns better than your savingsaccount. As per your need, you may opt for
monthly, quarterly, half-yearly, yearly interest optionsin thesefixed deposits.Under
the Deposit Insurance and Credit Guarantee Corporation (DICGC) rules, each
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depositor inabank isinsured up to amaximum of Rs. 1 lakh for both principal and
interest amount.

5.3.11 Senior Citizens Saving Scheme (SCSS)

Asthe name suggests, only senior citizenscaninvest in SCSS. SCSScan beavailed
from apost office or abank by anyone above the age of 60. SCSS hasafive-year
tenure, which can be further extended by three years once the scheme matures.
Currently, theinterest ratethat can be earned on SCSSwi.r.t. 01.07.2023t0 30.07.2023
was 8.2% per annum (earlier 7.4%), payable quarterly andisfully taxable. Theupper
investment limitisRs 30 lakh ( earlierl5 lakh) and one may open more than one
account.

5.3.12 RBI TaxableBonds

Thesebondsare popularly knownasRBI or GOI bondsand areavail ablethroughthe
year through nationalised banks. A few private sector banksare also allowedto sell
theseinvestments. Theinterest rates on these bonds are announced by RBI.

5.3.13 Post Office Schemes

There arevariousinvestment options offered by the post offices. Theinterest rates
offered on these schemes are reviewed and fixed quarterly by the government.The
USP of these schemesistheir sovereign guaranteei.e., it isbacked by the central
government. These schemesincludePost Office SavingsAccount ; National Savings
Recurring DepositAccount ; Nationa Savings Time DepositAccount; Nationa Savings
Monthly IncomeA ccount; Senior Citizens Savings SchemeA ccount ; Public Provident
FundAccount; National Savings CertificatesAccount ; KisanVikas PatraAccount;
Sukanya Samriddhi Account. Theinterest rateson these schemesareavailableonthe
website of Indiapost.

5.3.14 Insurance

There arefew productswhich offers somereturnslike endowment policies, child
insurance, pension plans, or ULIPS. But most of thefinancial plannerswould suggest
you to not mix your investment with Insurance. It isalways better to separate these
two goals, i.e. investment and insurance. Traditiond productslike endowment, child
insurance, retirement or pension plans offersyou somereturns as maturity benefits
whereas ULIPSor Unit Linked Insurance Policies offersyou market based returns
aongwiththeinsurance.
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5.3.15 Real Assets

Onecanasoinvestinreal estate, preciousmetalsand artsand antiques. The house
that you liveinisfor your self-consumption and usageandit should never beconsidered
asaninvestment. But the second property that you arewilling to buy may beconsidered
asaninvestment. Thevalueof the property and therent it may earn dependson the
location of the property. Investmentsin real estate generate returnsin two ways-
capital appreciation and rentas. Investment inreal estateishighly illiquid asit cannot
beimmediately sold and one needstofirst find abuyer for the property and the sale
will dsotaketime.

Preciousmetaslikegold, silver, and platinum have been recognized asva uablefor a
very longtime. Gold isthe most popular way of investing in precious metals. One
should takeinvest in Gold using Gold Bondsor Gold ETFswhich arethesmarter way
of investingin Gold.

Hard assets, such asart, antiques, gemsand collectibles, etc. are yet another way to
diversify your investments. Theva ueof these assets depends so heavily onsupply and
demand, economic conditions, and the quaity and condition of agiven pieceitsdlf, it
will bedifficult to predict whether it will generateareturn or not.

. INTEXT QUESTIONS 5.2

1.  Whichof thefollowinginsrument entitleyouto receivedividend at afixedrate.
a) Equity Shares
b) Preferred Stock / Preference Shares
c) Debentures
d) FixedDeposts
2. Whichof thefollowing instrument isissued by companiesto raisedebt capital .
a) Equity Shares
b) Debentures
€) GILT Securities
d) All of theabove
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3.

isacontract between two partieswhich derives

itsvaluel pricefrom anunderlying asset.

a)
b)
©)
d)

Mutua Funds
Debentures
Derivative

Preference Share

AMC and AUM aretermsrelated with

a)
b)
©)
d)

Mutual Funds
Debentures
Derivative
Preference Share

isamutua fund schemethat investsin fixedincomeinstruments,

such as Corporate and Government Bonds, corporate debt securities, etc.

a)
b)
©)
d)

Equity Linked Saving Schemes (EL SS)
Themeatic Equity Funds

Debt oriented Funds

Large Cap Funds

isamarket where short-term financial assets

with amaturity up to oneyear aretraded.

a)
b)
©)
d)

Equity Market
Nationa Pension Scheme
Money Market

Bonds

5.4 RISK PROFILE AND INVESTMENTS

Risk profilingisaprocessfor finding out theoptimd leve of investment risk for you by
balancing risk required, risk capacity and risk tolerance. Various parameters can be
utilised to eval uateyour risk-taking capacity and, accordingly, allocatemoney to different
asset classes.
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Important parametersthat can help youin creating your risk profileincludesageof an
investor, number of dependents, financial commitments, investment horizon, liquidity
requirements, current loang/ liabilities, stability of your income, time horizon and
understanding of investmentsand financia markets.

Usudly, risk profilingisundertaken by afinancid planner through aforma questionnaire
which contains questionsthat probetheir risk-taking capacity and suitability.

Risk required, risk capacity and risk tolerance are theimportant components one
must study to createarisk profileof itsclient.

How much risk you
PREFER totake.
(Psychological)

\

Risk Risk
Required Required

e

How much risk you How much risk you
NEED to take. can AFFORD to
(Psychological) take. (Financial)

Figure5.5: Componentsof Risk Profiling: Risk required,
Risk capacity and Risk Tolerance

® RiskRequiredisthefinancia risk associated with thereturn that you need to
earninorder toachieveyour financid godsfromthefinancia resourcesavailable,

® Risk Capacity istheleve of financid risk you can afford to take and may be
measured by looking at your financia background or current financia position,
and

® Risk Toleranceistheleve of psychological risk you prefer totake or you are
comfortablewith.

Risk required and risk capacity arefinancial characteristicswhich can be calculated
using somefinancid planning software. Risk toleranceisapsychological characteristic
whichisbest determined by way of apsychometric test. There should be amatch
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between the Risk Required, Risk Capacity and Risk tolerance while suggesting a
financia product toyour client.

For example, if aperson with ahigh risk tolerance and finely balanced financial
situation islooking for investmentsin direct equity. You need to counsel your client
explaining theconsequencesof investmentsin equity which may generatel ow or negetive
returnsif themarket isnot performingwell.

M oder ate:
Investor cantolerate
moderatelevel of riskin
exchangefor rdatively
Moder ately higher potential returns Moder ately
Conservative: over themediumtolong Aggressive:
Investor iswillingto term Investor iskeento
accept smal level of risk accept highriskinorder
inexchangefor some tomaximizepotentia
potential returnsover the returnsover themedium
mediumtolongterm y ‘ tolongterm
. . Aggressive:
Corllservatlye: , Typlcal Investor iswillingto
Investorstop priority is RIS.k e
safety of capital and hef Profiles tomaximizepotentia

sheiswilling to accept
minimumrisksand,
hence, recelveminimum
or low returns

returnsover thelong
term and isawarethat
he/shemay losea
significant part of capital

Figure5.6: Typica Risk Profiles

Risk profiling requires each of these characteristicsto be separately assessed so that
they can be compared to one another. Each of thesethreerisk aspectshasanimpact
on the selection of an appropriate investment strategy. On the basis of these
characterigtics, customerscan be categorised intoAggressive, Moderately Aggressive,
Moderate, Moderately Conservative and Conservative Customers.

Thenext step isto match theinvestment productsas per therisk profilesof theclient
and makeaportfolio of suitable products so asto achievetheir financial goals.
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. INTEXT QUESTIONS 5.3 Lifelnsurance

1 istherisk associated with thereturn required to achieve the
client'sgoasfromthefinancia resourcesavailable

ad RiskTolerance
b) RiskRequired
€) Risk Capacity
d) All of above

Notes

2. istheleve of financia risk theclient can afford to take, and

ad RiskTolerance
b) RiskRequired
¢) Risk Capacity
d) All of above

3. isthelevd of risk theclient iscomfortablewith.

ad RiskTolerance
b) RiskRequired
¢) Risk Capacity
d) All of above

4.  Rikprofilingisaprocessfor findingtheoptima leve of investment risk for your
clientconsidering .

ad RiskTolerance
b) RiskRequired
¢) Risk Capacity
d) All of above

©-| WHAT YOU HAVE LEARNT

Financial Planisawritten document thatclearly definesthe road-map or strategies
toachieveyour financialgoal s,reducesfinancial risk & money-related uncertainties
offuture. The elementswhich definesthe scope of financia planning are Cash flow
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planning; Tax planning; Investment planning; Insurance planning; Retirement planning;
Debt planning and management; and Estate Planning. Cash flow planningisaprocess
of balancing the cash inflowswith that of the cash outflows.Whether you earn your
incomefrom salary or business, Tax planning hel psyouinreducing your tax liability on
incomeearned by you aswell asby investing your savingsintax saving investment
instruments. Investment planning involves deciding how best to put your money or
savingstowork for achieving your financid gods.Insurance planningincludeseva uating
risksand determining proper insurance coverageto mitigate these risks.Retirement
ensuresthat there are sufficient financia resourcesto provideadesired lifestyleinthe
retirement years. Financia Planning beginswith managing your loansand debt which
isnot only about reducing your debt but about managing your debt.An estate planning
isaprocessof creating adefinite plan for theorderly administration and disposition of
property and wealth after the owner dies.

Financial productsareinvestment vehiclesthat can hel p you growing theamount of
money you haveto meet your financia goal's, such asretirement, children'seducation,
marriageand soon. Therearemany investment optionswhich canhepyouinachieving
your financial goalslike equity shares; hybridslike preference shares, cumulative
preference shares, Cumul ative Convertible Preference Shares, Corporate Debt like
Debentureand Bonds; Government securities; Derivatives, Mutual Funds, Money
Market Instruments; National Pension System (NPS); Public Provident Fund (PPF);
Bank Fixed Deposit (FD); Senior Citizens Saving Scheme (SCSS); RBI Taxable
Bonds; Post Office Schemes; Insurance and Real Assets.Beforeyouinvest inany
financid product, you should learn about itspotential risks, limitations, costs, liquidity,
tax benefitsaswell asother characteristicsof the products.

Risk profilingisaprocessfor finding out theoptimd leve of investment risk for you by
balancing risk required, risk capacity and risk tolerance. Important parametersthat
can help you in creating yourrisk profile includes age of an investor, number of
dependents, financiad commitments, investment horizon, liquidity requirements, current
loand liahilities, sahility of your income, timehorizon and understanding of investments
andfinancia markets. Risk requiredisthefinancia risk associated with thereturn that
you need to earnin order to achieveyour financial goasfromthefinancia resources
available. Risk capacity istheleve of financia risk you can afford to take and may be
measured by looking at your financia background or current financid position, andRisk
toleranceistheleve of psychological risk you prefer to take or you are comfortable
with.
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TERMINAL QUESTIONS Lifelnsurance

ml!lll»

o)

=

What do you understand by 'Financial Planning? What are the components of
agoodfinancia plan?

N

What aretheinvestment avenuesavailablein our country whichcanhelpyouin
achievingyour financid goas?

3. Howtocreatearisk profileof anindividua ?What aretheimportant parameters Notes

that hel p gauge aninvestor'srisk profile?

4.  Explainthemeaning of Risk Require, Risk capacity and Risk tolerance. Why
there should beamatch between thesethree while suggesting afinancia product
toyour client.

‘E‘I ANSWERS TO INTEXT QUESTIONS

5.1
1. (d) Alloftheabove
2. (b) HospitdisaionPanning
3. (¢ CashHowPanning
4. (d) InvesmentPanning
5. (d) Alloftheabove
6. (@ InsurancePlanning
7. (¢ RdirementPlanning
8. (b) EdaePanning
5.2
1. (b) Preferred Stock / Preferenceshares
2. (b) Debentures
3. (¢ Deivative
4. (@ Mutud Funds
5. (¢) Debtoriented Funds

6. (¢) Money Market
Diploma in Insurance Services m
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5.3

1

2.

3.

4.

(b)
(©
@
©

Risk Required
Risk Capacity
Risk Tolerance

All of above

@ LEARNING OUTCOMES

After studying thischapter, youareable:

To explain the scope of financial planning, Categorise and suggest different
investment productsand createarisk profileof itsclient.
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LIFE INSURANCE “Notes
APPLICATIONPROCESS

6.0 INTRODUCTION

Imagineyourself asan insurance agent and a prospect approachesyou for buying a
lifeinsurance policy. Hehasnever bought alifeinsurance policy and needsyour advice.
You need to explain himthe stepsinvolved inidentifying the best insurance policy as
per hisrequirements. Also you haveto explain himthe processinvolved in applying for
thelifeinsurancewherefew formsand documentsareto be completed. Thesedocuments
arevery important for insurance contract between insurance company and policy
holder. Inthischapter wewill discussabout the documentsrequired at the proposal
stage of takinginsurancepolicy anditssignificance.

6.1 OBJECTIVES

After reading thislesson, youwill beableto:

Enumerate Life InsuranceApplication Process
Explainthe documentsrequired at thetime of Proposal
Explain the contents of prospectusand proposal form

Explainthesignificance of KY C and other relevant documents

6.2 LIFEINSURANCE -PROPOSAL STAGE DOCUMENTATION

Therearelarge number of formsand documentsin the Life Insurance Industry. There
are some specific documentswhich areto befilled or completed at the time of buying
aninsurance policy. These documentsare required for insurance contract between
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insurer and insured. The documentsrequired at theinsurance proposal stageare as
folows

1.  Prospectus
2. Proposa form

3. Agent'sreport

4.  Medica examiner'sreport
5. Moral hazard report
6.  Ageproof

7. Know Your Customer (K'Y C) documents

6.2.1 Prospectus

A lifeinsurance contractisissued onthebasisof proposd formasoknown asapplication
formwhichisfilled by the proposer, aperson who wantsinsurance. The proposer can
bedifferent from theinsured. For examplefather proposing toinsure hisminor children.
Theproposa formisfilled up by proposer and insurance company or insurer accepts
that proposal form. The application and the supporting documents must meet the
criteriafor alegaly binding contract.

Definition "Aninsurance company'sprogpectusisaformal lega document that contains
information about theinsurance product”.

The prospectusisvery smplewhichisissued by lifeinsurer. It consstsof detail of the
lifeinsurance company, different insurance productswith their termsand conditions.
Dueto complex lifeinsurance plansand their termsand conditions, prospectusisnot
enough for theinsurance prospect to takeinformed decision regarding purchase of life
insuranceplan

Accordingto IRDAI regulations, the progpectusof Insurer should consist of following
detalls

® Thetermsand conditions

Thevariousplansoffered by insurer

Scope of benefits- guaranteed and non-guaranteed

Theentitlements

Theexceptions
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®  Whether thelifeinsurance policy is"participative" (with bonus) or "non-
participative’ (without bonus)

® Avallability of ridersanditsscope

A prospectusisnot asinglebook whereal the plansoffered detail sare present. Some
insurance companies print separate pagesfor each plan offered citing the benefits,
obligationsand termsand conditionsof theparticular policy.

6.2.2 Proposal Form

Accordingto IRDAI (Protection of Policyholdersinterests) Regulations, 2002 the
proposal formisdefined as:

"It meansaformto befilledin by the proposer for insurancefor furnishing al materia
information required by theinsurer in respect of arisk, in order to enabletheinsurer to
decidewhether to accept or decline, to undertaketherisk, and intheevent of acceptance
of therisk, to determinetherates, termsand conditions of acover to begranted.”

Material fact isevery information, which isvery important and would impact the
judgement of aunderwriter ininsurance company for risk assessment. Theunderwriter
decision for accepting or rejecting the proposal is based on disclosed material
information.

Thelifeinsurancepolicy isthelega contract betweeninsured and lifeinsurer. It aso
contains proposal and acceptance like any other contracts. The proposal formisan
application document for theinsurance. Theseareprinted by Insurersand madeavailable
through insurance agentsand in most of the casesinsurershavethe proposa format on
their website. The proposer is the person requesting insurance and he/she must
completely fill and sign the proposa form themselves.

The proposer should declareinthe proposal form that theanswersaredictated by him
in casetheproposal formisfilled by some other person. Declaration and signature of
other personisrequiredif thesignature of proposer isin different language asprinted
inproposal form. The declaration should mention that the contents of question asked
inproposal form are explained to proposer and accordingly theanswersarerecorded.
The proposer'ssignature must bewitnessed. The proposer whoisilliterate must attach
aleft thumbimpressionin place of asignature, and another person must witnesstoit.
Thisproblem occursin nationslike Indiawhere variouslanguages are spoken outside
the businesslanguage of theinsuranceindustry and a so because of low literacy rates.
Thesetermsarecrucia in order to hold the proposer accountablefor the statements
they makein theinsurance proposal form and to turn it into an enforceable contract.
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Both partiesto contract are responsible for the facts stated in proposal form. Any
inability to recognizeitslimitationsmay have anegative effect when it comestimeto
stleclams.

Insurance request and an offer to enter theinsurance contract are two functions of
proposal. The proposer providesfollowing information inthe proposa form:

Proposer Information like name, date of birth, address, occupation of proposer
etc)

Nameand other particulars

Family history of theinsured person
Suminsured opted

Insurance Planand itsduration

Modeof premium

Nomineedetails
The completed proposal formisgiven to theinsurance company along with:

® Thepersona statement of health which consistsof information regarding past
illnessand hospitalization history and habits of proposer

® Theconfidentia report of theagent

Intheinsurance proposa formthe proposer declaresinthe end that all the statements
and answersaretrue and complete. Theinsurance contract will becomenull and void
if any statement provided in proposal form foundsto be untrue.

LifelnsuranceIndividud standard proposal formwasprescribed by insuranceregulator
asInsurance Regul atory and Development Authority of India (IRDAI) (Standard
Proposal Formfor Life-Assurance) Regulations, 2013. The copy of standard proposal
formisattached inannexure.

The proposa formwas specified by the|[RDAI, but theinsurer wasfreeto choosethe
form'slayout and contents.

ThelRDAI regulationsrequire acopy of the proposal to be givento policy holder
withthepolicy.

A copy of standard proposal formfor lifeinsurance prescribed by IRDAI isattached
inAnnexureA for reference.
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. INTEXT QUESTIONS 6.1

1

Which of thefollowing paperwork isnot needed during the proposal phase?
a) Prospectus

b) Proposa form

¢) Clamform

d) Medica examiner'sreport

Aninsurancecompany's isaformal legal document that containsinformation
about theinsurance product

a Clamform.

b) Proposa form

C) Prospectus

d) Noneof theabove

Accordingto IRDAI regulations, which of thefollowing should bestated inthe
prospectus by Insurance companies?

a Thevariousplansoffered by insurer

b) Scopeof benefits- guaranteed and non-guaranteed

c) Theentitlementsand exceptions

d) All of theabove

Which of thefollowing arethefunctionsof the proposal form?

a) Itisarequestforinsurance

b) Itisanoffertoenter thecontract

c) Thishelpstheinsurance company to assesstherisk of proposer.

d) All of theabove
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5. Insurance Regulatory and Development Authority of India(IRDAI) (Standard
Proposal Formfor Life-Assurance) Regulationswas passedin

a 2000
b) 2018
c) 2008
d) 2013
6.  Whichoneof thefollowing statementsiscorrect?
a Theinformationintheproposa formisused for underwriting.
b) Wronginformationinthe proposa form can nullify theinsurance contract.
¢) Both(a) and (b) statementsare correct.

d) Both(a) and(b) statementsarewrong.

6.2.3 Agent's Confidential Report

Theinsurance agent isal so known as primary underwriter. Theinsurance company
needstheagent'sconfidentia report to eva uatetherisk and acceptability of theinsurance
proposal. It containsdetailson thelifestyleand financial situation of the proposer.
Health, habits, occupation, income, and family information areasoincludedinthis
report. Themagjor goal of thisreport isto give extrainformation to the underwriter so
they can assesstherisk and, if necessary, find moral risks.

6.2.4 Medical Examiner's Report

In order to assessthe applicant'shealth, generally the empanelled medical officer of
insurancecompany medically examinesthegpplicant. Themedica officerinhismedica
examiner report records the detail s regarding blood tests, height, blood pressure,
weight etc. Thetypesand number of medica examinationsare based ontheageof the
policy holder and the suminsured amount. Asthe age and theamount of suminsured
increasestherigor of medica examination aso enhances. Therigor medica examination
congstsof testslike echo, cardiac tests, radiology etc. Government medical officers
areavailableat remoteareasfor thispurpose. Proposerswho require specia diagnostic
testsand if high suminsuredisinvolved then senior specialist medical officersare
authorized to examinethe case.

Medica examination requirement iswaived off for those proposerswho satisfy certain
conditions. Over time, insurershave established apolicy inthisregard. Theserestrictions
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aregradually eased asaresult of positive claim experiences and an expansion of the
insured popul ation pool. Therearemany proposa swhich are accepted by underwriters
of insurance company without medicals, known asnon-medica cases. Therequirements
for accepting proposalsfor aspecific amount insured on anon-medical basisvary
depending ontheinsurance company aswell astheinsurance product withinthe same
insurance company.

Thenon-medical insurance planssimplify therisk assessment process, causeless
inconveniencefor the partiesinvol ved, and savetheinsurer money onmedica expenses.
When the proposer isnot considered under non-medica underwriting then heisasked
togofor medical examiner report. Thissituation ariseswhen suminsured under the
policy or age of proposer isat higher side or thefactsdisclosed by proposer resultsin
medica underwriting.

Non-medical insuranceinvolvesathorough proposa formthat hasbeenfilled out and
amore comprehensivereport fromtheagent and other officias. Onthebasisof agent's
confidential report and statements in proposal form the risk is assessed by the
underwriter. Theinsurance company can still ask for medical examinationin case
where proposer comes under non- medical case, based onthe persond detailson the
proposal form, agent confidential report and medical history of the proposer. The
non-medical planisavailableto employeesworkingin government agencies, state
corporations, etc. that typicaly undertakemedica examinationsprior to hiring, provide
agood working environment, pay fair salaries, and maintain leaverecords.

6.2.5Moral Hazard Report

Lifeinsurance contract is between apolicy holder and an insurance company that
paysapre-defined amount of money known assuminsured if theinsured individual
death takesplace during policy term.

Definition: Therisk that someone's behaviour may change because of buying alife
insurance policy and thischangewould raisethe chance of alossisknownasmoral
hazard.

For Example

Recently, Rohit bought alifeinsurance plan. He then made the decisionto go for
skydivinginwhichisconsdered to beoneof thehighrisky placesintheworld. Hehad
previoudy turned down such excursions.

Lifeinsurance companieswant to safeguard themsel vesfrom thelikelihood that someone
wouldtry to gainfromthe purchase of lifeinsurance by committing suicideor killing
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someone else. Hence, lifeinsurance underwriterswould ook for any indicators of
sucharisk.

To safeguard themsalvesfrom mora hazard thelifeinsurer would ask for mora hazard
report by lifeinsurer officia. Thereporting authority representing theinsurance shall
ascertain the proposer'sidentity before submitting thereport. Theofficia should meet
hinvher at his’her homebefore submitting themora hazard report. Thereporting officer
should conduct impartid investigetionsinto the heal th and habits, employment, earnings,
socia background, and financia condition, among other factors, of thelife assured.

6.2.6 Age Proof

Withtheincreasing age, themortdity risk of anindividua dsoincreasesinlifeinsurance.
Thelikelihood of dying aso riseswith age. A 65-year-old would have ahigher chance
of dyinginthecoming year than a25-year-old. Becauseof this, insurancefirmsconsider
agewhen determining therisk profileof alifethat needsto beinsured. Therefore, the
proposer'sageisakey factor in determining the probability of death, and the premium
iscalculated for each age group in accordance. So, theimportance of checking an
acceptable document of age proof to confirm the exact age becomesapparentinlife
insurance.

Valid age proofs may be standard or non-standard.
a) Sandard ageproofs

Documents used as standard age proofsinclude:

< Certified extract from School or collegerecords
Birth certificate extracted from municipal records
Passport withinvalidity period
PAN Card

R R R

Certified extract from Serviceregister in case of employeesof Government
or quas Government ingtitutionsand reputed commercia and educational
inditutions.

Certificate of Baptism

Aadhar Card

Identity card issued by Defence Department in case of defence personnel

R R R

Drivinglicensewithinvaidity period
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% Any other document where date of birth has been proved on the basis of Lifelnsurance
one of the other standard proofs of age acceptable to the insurance
companies.

b)  Non-standard ageproofs

If standard age proofs mentioned above are not avail ablewith proposer then
insurer allowsthem to submit the non standard age proof . | nsurance company
may charges some extrapremium for nonstandard age proofs. or restrict the
termsto safeguard against the possibility of the correct age being higher than
what isstated.

Notes

Documents used asnon-standard age proofsinclude:
<+ Sdf-declarationAffidavit

< VillagePanchayat Certificate

<+ RationCard

¢ Horoscope

. INTEXT QUESTIONS 6.2

1. Standard ageproofsidareasfollows:
a Municipd recordsextracted birth certificate.
b) Passportwithinvalidity period
c) PAN Card
d) All of theabove
2. Non- Standard age proofsigareasfollows:
a Horoscope
b) Rationcard
c) Cetificatefromvillagepanchayat
d) All of theabove
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3.

isalso known asprimary underwriter of Insurance.

a)
b)
©)
d)

Asthe age and theamount of suminsured increases

a)
b)
©)
d)

Agent
TPA
Surveyor

Noneof theabove

Thenumber of pre policy medical testsalsoincreases
Thenumber of prepolicy medical testsdecreases

No medical testsare conducted

All theaboveare correct

isthe possibility that anindividual's behavior might

changeasaresult of purchasing alifeinsurance policy and such achangewould
increasethe probability of aloss.

a)
b)
©)
d)

Physica Hazard
Mora Hazard
MoradeHazard

Noneof theabove

6.2.7 Anti-MoneyL aundering (AML)

Definition

"Money launderingisthe process of passing cash obtainedillegally through financial
systemsto makeit appear asthough it was obtained legally”.

To curb money laundering-rel ated operationsthe Prevention of Money Laundering
Act (PMLA), 2002 brought in forcewith effect from 1st July 2005.

AML program features-

Insurersarerequiredto createaformal, risk-based AML programmethat coversthe
relevant insurance products. The programme must havethefollowing elements:

Appointment of designated Principa complianceofficer

Recruitment and training of employees, insurance agentsand brokers
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® Internd rules, regulations, and checksthat are specificto theingtitution'sAML
rsks.

) Internal audit or control

SuspiciousActivity Reporting (SAR) requirementsisalsoimportant for aninsurance
company dongwithAML program implementation.

IRDAI hasgivendear guiddinestoal insurancecompaniesto prevent money laundering
through insurance productsand immediatel y reporting of any suspicioustransactions
which cometotheir notice.

"Illustrativelist of Suspicious Transactions. (Source|RDAI)

1.  Cudgomer ingsting onanonymity, reluctanceto provideidentifying information,
or providing minimal, seemingly fictitiousinformation

2. Cashbased suspicioustransactionsfor payment of premium over and aboveRs
5 lakh per person per month. It should also consider multiple DDs each
denominated for lessthan Rs50,000/-

3. Frequent freelook surrendersby customers,

Assignmentsto unrel ated partieswithout valid consideration;

o &

Policy from aplace where he does not reside or isemployed;
6.  Frequent request for changein addresses

7. Inflated or totally fraudulent claimse.g. by arson or other means causing a
fraudulent claim to be madeto recover part of theinvested illegitimatefunds

8.  Anestablished trend or pattern or frequent overpayment of premiumwitha
request for refund of the overpaid amount

9.  Freguent cancdlationof paliciesfor thereturn of premiumby aninsurer'scheque.”

If thereisany cash transaction done morethan ten lakh in amonth through one or
multipleinsurancepoliciesit need to bereported to Financia Intelligence Unit-India
(FIU-IND). It agovernment investigation body to track casesrelated to possible
money laundering.

Theinsurer/agents/corporate agentsneed to maintaintherecordsrel ated to transactions
typesand documentsrelated to verification of identity of clientsfor 10 years
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6.2.8 Know Your Customer (KYC)

KY Cisaprocesswhichisrequired to verify theidentity of applicants. To prevent
frauds, money laundering and identity threat al insurance companiesand banking are
askingfor KY C fromtheir customers. Themain objective of know your customer is
to prevent theinsurance companies from money laundering activitiesand frauds.
Thereforeit isimportant for the insurance companiesto make reasonabl e effort for
ascertaining thereal identity of customer through K'Y C. Customer also includes
insurance policy holder or proposer, beneficiariesand assignee.

Thegeneral insurers should check KY C norms at the claim settlement stage al so
whereclaim amount or refund of premiumismorethan onelakh rupeesper claimor
refund of premium. Thisisdoneto prevent thethreat of money laundering at theclaim
stage of genera insurance company.

Insurance company should verify documentsrel ated to identity, address and recent
photograph of customersasper KY C norms compliance.

Following documents should be submitted by applicant with the proposa form asper
KY Cnorms.

1.  Recent Photographs
2. Standard age proof

3. Address Proof- Aadhar Card, Driving License, Passport, Telephone Bill,
Electricity Bill, Bank Passbook etc.

4.  Proof of identity - Aadhar Card, Driving License, Passport, Voter D Card,
PAN Card, Photo Identity Proof of Central or State Government, etc.

5.  Documentation verifyingincomeintheevent of high valuetransactions.

6.2.9 Free-look Period

Whenever apolicyholder purchasesafresh life assurance plan and after receiving the
policy comesto know that benefits, termsand conditionsunder theinsurance policy
arenot right for him/her. Under freelook period the policy holder hastheright to
returnthe policy within 15 daysof receiving it from the date of receipt of the policy
document and get arefund. Thetime period for the Free-look Period is 15 days. Free
look period isalso known as cooling period.
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Thelnsurance Regulatory and Development Authority of India(IRDALI) introduced Lifelnsurance
thefree-look period, aconsumer-friendly clausethat permitspolicyhol dersto cancel
thepolicy without incurring fines.

However, thereare someconditions.
a  Afterreceivingthepolicy document, heor shehas 15 daysto apply thisoption.
b) Heshemustwritetoinformtheinsurer. Notes

c)  Thepremiumrefundwill beadjusted for the proportionaterisk premiumfor the
term of coverage, theinsurance company'schargesfor themedica examination,
and the charges of the stamp duty.

. INTEXT QUESTIONS 6.3

1.  Money laundering isthe processof passing cash obtained through
financia systemsto makeit appear asthough it wasobtained

a) lllegdly,lllegaly
b) Legdly,Legdly
c) lllegdly,Legdly
d) Legdly,lllegdly
2. Whichof thefollowing doesn't qudify asan address proof?
a DrivingLicense
b) Passport
c) PAN Card
d) Aadhar Card

3. Underfreelook period the policy holder hastheright to returnthepolicy within
days of receiving it from the date of receipt of the policy
document and get arefundif he/sheisnot satisfied with insurance policy.

a) Sixtydays

b) Forty-fivedays
c) Thirtydays

d) Fifteendays
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4.  Cashtha hasbeenobtained unlawfully isbeing movedthroughfinandd inditutions
togivetheimpressionthat it hasbeen legally acquired. Thisisknown as

a MoneyLaundering
b) FreelLook Period

o KYC

d) Noneof theabove

5. ThePrevention of Money Laundering Act (PMLA) of 2002 becomeseffective
asof

a 1stJuly 2005
b) 1stJuly 2002
c) 1stJuly 2000

d) 1stJuly 2010

©-| WHAT YOU HAVE LEARNT

In thislesson you have understood the process of life insurance application and
documentsrequired at thetime of proposal stage. The possibility that acustomer's
behaviour may change asaresult of buying alifeinsurance policy and that thischange
would raise the chances of alossis known as moral hazard. School or college
documents, birth certificates obtained from municipal records, and other documents
are examples of those that are commonly used to prove an individual's age. Each
insurer must havean AML policy and submit acopy of itto IRDAI. Thedesignation of
achief compliance officer and internal policies, procedures, and controls should be
part of theAML programme. Insurance companies must ascertain thereal identity of
their clients. As part of the KY C process, KY C documents like address proof, a
PAN card, and photos, among others, must be gathered.
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TERMINAL QUESTIONS

Vigtthewebsite of few lifeinsurance companiesand collect their Prospectus
and Lifelnsurance Proposal Form.

a) ldentify theimportantinformation providedintheprospectus& the Proposa
formsand makeacomparativeanayss.

b) Takeaproposa formof any Lifelnsurancecompany andfill it asaproposer
Whét doyou mean by freelook periodininsurance?How andwhy itisexercised?
Which arethe standard age proofs?

What isaproposal from?Which typesof the questionsare asked in proposal
forms?

What isthe significance of Know Your Customer (K'Y C) inInsuranceindustry?

Which are non-standard age proofs? Which documents can be utilized asnon-
standard age proofs?

‘E‘I ANSWERS TO INTEXT QUESTIONS

6.1

6.2

() Clamform

(@ Prospectus

(d) All of theabove
(c) Bothof theabove
(d) 2013

o o &~ w bdpoE

() Both(a) and (b) statementsare correct.

(d) All of theabove

(d) All of theabove

@ Agent

(@ Thenumber of prepolicy medical testsalsoincreases

o > 0w N BRF

(b) Mord Hazard
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6.3

4.

5.

(©
(©
©
@
@

lllegaly, Legdly
PAN Card

Fifteen Days
Money Laundering

1st July 2005

@ LEARNING OUTCOMES

After studying thischapter, youareable:

Toexplainthe processof LifelnsuranceApplication, KY C and other relevant
documentsthat arerequired at thetime of proposal.
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POLICY CONDITIONS

PART-

7.0 INTRODUCTION

You have studied about the few documentswhich arerelated with the Policy inthe
previous chapter. Thischapter focuses on some specific topicslike Policy conditions
and privileges, Graceperiod; Policy reviva measures, Non-forfeitureprovisons, Specid
policy provisions and endorsements; and Provisions related to nomination and
assgnmen.

7.1 OBJECTIVES

After reading thislesson, youwill beableto:
® ExplanthePolicy conditionsand privileges

® Explaintheconceptslike Grace period, Policy revival measures and Non-
forfeitureprovisons

®  Recdl the Specid policy provisonsand endorsements

7.2 POLICY CONDITIONS AND PRIVILEGES

There are someimportant conceptswhich you need to understand while dealing with
issuesrelated with Insurance. Therearefour typesof policy conditionsand privileges.

Theseare
Explanatory Conditions: they clarify the conditionsof thepolicy

Restrictive Conditions. theselimit the scope of the assurance
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Privileges. theseincreasetheinsurance's advantages and grant privileges.
Supplementary Benefits. these provide extended or supplementary benefits

Explanatory Conditionsarefor theinsured'sinformation; they clarify the policy
conditions. For example, therewoul d beacondition that intheevent that the policyhol der
failed to pay the premium by thedeadlineor if any of theinformation provided by the
policyholder on the proposal, persona statement or declaration wasuntrue, thenthe
policy would benull and void and dl benefitsunder thepolicy will cease; any premiums
paid will also beforfeited as per the InsuranceAct 1938.

For example- An explanatory condition onapolicy document would beaclausethat
advisestheinsured, that should death occur, any premium instalmentsduefor the
remaining part of the policy year will be deducted from thetotal amount of claim.

Redtrictive Conditionsare created to remove specific hazardsthat aren't considered
when cal culating the premium. If such arisk arises, theguaranteeisonly good for the
surrender va ue, therefund of premiums, or aportion of thesuminsured asspecifiedin
theterms. Theserestrictive conditionsare decided by the underwriter and haveto be
agreed by the policyholder.

For Example- Thefact that no claimwill be paid if aperson whoselifeisinsured
commits suicide within thefirst year isastandard restriction across al policies.
Ordinarily, thisregtriction lastsfor ayear after thepolicy'sstart date. In somenations,
thesuicide clauseisin effect for two yearsfollowing the day the policy wasissued.
Suicidedoes not qualify for the payment of accident benefits. Thereisaclausethat
statesthat no loansare payablein sometypesof insurance.

Hazardous occupations often do not result in restrictions, but anincreased premiumis
charged to cover the additional risk that thelifeinsured isexposed to asaresult of
their lineof work. An occupationin aviationisone suchinstance. Intheevent of death
asaconseguence of an accident whilethelifeinsured isengagedin aviation, double
accident and disability benefitsare not avail able unlessthe person was a passenger on
acommercid arline. Failureto notify someinsurersof achangeinwork may resultin
the cancellation of accident paymentsor other benefits obtained through riders.

Foreigntravel and residency may be prohibited under somepolicies. TheL1C policy
isnot subject to any travel or residency congtraintsin India. WWhen moving outside of
the country and death takes placewithin fiveyearsor asaresult of war, someinsurer
do not provide coverage. War deathswere previoudy not covered by LIC insurance
policy. With the exception of double accident benefits, they are no longer subject to
war limits.
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The privilegesand supplementary benefit will be explained in next chapter.

Asper thelnsuranceAct 2015, it ismandatory for every insurer to maintain arecord
of dl policiesissued by theinsurer. Thefollowing shall beincludedinal records.

® thenameand address of the policy-holder, the date when the policy was
effected and arecord of any transfer, assignment or nomination of which
theinsurer has notice

® arecordof claims, every claim made together with the date of the claim,
the name and address of the claimant and the date on which the claim
was discharged, or; in the case of a claim which is rejected, the date of
rejection and the grounds thereof; This record may be maintained in
such form including electronic mode, specified in Regulations made
under this Act.”

All policiesshall soto beissuedin eectronic[dematerialised or Demat] form. The
ordinance providesthat

"Every insurer shall, inrespect of all businesstransacted by him, endeavour toissue
policiesabove aspecified threshold intermsof sum assured and premiumin electronic
form, inthe manner and form to be specified by theregul ations made under thisAct.”

7.3 GRACE PERIOD

Every lifeinsurance contract hasacondition that must be met in order for the death
benefit to be paid both the policy must beinforceand all premiumsmust have been
paid. A policyholder may pay the premiumfor alonger length of timeafter theduedate
during agrace period.

Thegraceperiodisgeneraly 15 daysfor monthly mode of payment and not lessthan
30daysfor other modeslikequarterly, haf yearly & yearly premium. If thelast day of
the grace period isaholiday, the next working day will be considered aslast day of
grace period. Generally standardized time period for grace period is1 month or 31

days.

Evenif thepremiumisnot paid, the policy isstill in effect during the daysof grace.
After reducing thefinal outstanding premium from the death benefit, theclamisfully
paidif death occursduring the grace period.

If the premiumisnot paid even after the grace period has passed, the policy will lapse.
The death benefit will not be paid by theinsurer in any way.
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For exampleManishisnot ableto pay hismonthly insurance premiumwhenitisdue.
Itisdueon 22.8.2022, but hewill beableto pay the premium only by 30.8.2022. He
callshisinsurance agent and asks her what he should do. Theinsurance agent tells
Manishthat hehasa15-day grace periodto pay hisinsurance premium and therewill
be no extrachargeto pay the premium within that grace period. She al so assured
Manishthat hisinsurance coveragewill not ceaseaslong ashisinsurance paymentis
received within agraceperiod of 15 days.

7.4 POLICY LAPSE AND REVIVAL

If theinsured does not pay theinsurance premium on specified date or even not pay
after the grace period, the insurance policy will betreated to be lapsed. After the
policy expires, dl benefitsto the policyhol der will bediscontinued. Thepolicy becomes
discontinued or |apseswhen paymentsand servicing areexcessively delayed.

Thereisno benefit to both insurance company and insured if the policy lapses. The
policy holder losesboth the entire benefits and insurance coveragefor which they had
paid apremium. Theinsurance company losesthefuture expected revenueor earnings.
Theinsurance agent too loses hiscommission earnings.

—| Daysof grace
Revival of |apsed
policies
Non-forfeiture
regulations
Policy Paid up
Conditions provisons
Surrender
vaue
— Loans
Clam
concessions

Figure7.1: Policy Conditions
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Thereisdwaysarisk of adverse sdection againg theinsurancecompany inlifeinsurance.
Generdly peoplewith adverse hedlthwould liketo continuewith policy whereashedlth
peoplewill discontinuetheir policies. Inthisway if thepolicy lapsesand dl adverselife
aretherewith insurance company then hugeliability comeson insurance company to
pay theclaims.

Hencelapsation of policy affectsal thestakeholders. So, dl lifeinsurance companies
givethepolicy holder torevivethepolicy which haslapsed. Thisiscaledreviva of life
insurance policy. Thereare many optionsgiven by insurer to continuethe policy of
insured. The procedurefor revival may vary frominsurer toinsurer.

Definition- "The processby which alifeinsurance company reinstates (or revives) a
policy that haseither been cancelled dueto non-payment of premiumsor continuing
dueto oneof thenon-forfeiture clauses.”

Revivd of the policy isaccomplished with certain conditions. They areasfollows.

a  Policy holder needto pay al overdue premium along with interest from due
dateof premium.

b)  Insurerrisk should not enhance.

c)  Thereviva of policy should be donewithin stipul ated time period as per the
conditionsset by insurer. InIndiagenerally thisshould bedonewithin 5 years
after thelapsedate.

d) Continued insurability of insured isrequired as evidence like good health
condition, sound financia condition and no mora hazard involved etc

€)  Policy holder need to pay any outstanding loan amount

Under thefollowing conditions, thelifeinsurance company requiresamedica examor
any other proof of insurability:

a Ifthegraceperiod hasbeenover along period of timeand thelapsed policy has
beenin effect for about ayear.

b) If thelifeinsurance company suspectspolicy holder health condition or any
other problem. If thelifeinsurance policy suminsured ishigher inthat case
insurer will ask for fresh medical examination.

Thepolicy holder should take arational e decision whether to exerciserevival
option or not becausefor the purpose of reviva, heor shemust pay asubstantial
amount of money in the form of past premium arrears and interest. The
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policyholder must decidewhether to revivethe policy or purchaseanew one.
Revival of policy isagood option for insurance aslapsation of policy isnot

good for both insurance company and insured.

7.4.1 Different Revival M easures

Subject to the requirements of proof of continued good health and insurability and
arrearsof premium, theinsurersoffer offersdifferent schemesof reviva. Someinsurers
do haveinnovative schemes.

Thenormsand typesof revival may vary from oneinsurer to another. The different

waysto revivethepolicy areasfollows:

1.  OrdinaryRevival

Themost straight forward revival option offered to policy holdersistheordinary
revival scheme, which entailspaying arrears premium plusinterest. Whenthe
insurance policy has accumulated surrender value, it is impacted. A
straightforward declaration of theinsured'sgood health may be requested by

theinsurance.

2. Special Revival

The policy should not have
acquired any surrender value

And

Revival under this
schememay be
allowed if thegiven
conditionsaremet

The policy should havelapsed
at least sx monthsbeforeand
not morethan 3 yearsbhefore

thedateof reviva

And

Reviva under thisschemehas
not been effected under the
samepolicy onaprevious

occasion

Figure7.2: Specia Reviva conditions
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For policyholderswho want to revivetheir policiesbut are unableto pay all Lifelnsurance
past-due premiumsplusinterest, thereisaspecia revival scheme.

Insmpler words, thisschemeisavailablefor thosewho did not pay the premium
amount for amaximum of 3successveyearsonly. If thispolicy isto bereinforced
after two years, the date of policy will be taken 2 years ahead. As such the
policy maturity datea sowill go 2 yearsahead. So the premium amount will be
increased alittleand thedifferenceamount along withinterest hastobepaid. | Notes

Reviva under thisscheme (asfollowed by one of theinsurers) may beallowed
if thegiven conditionsare satisfied:

3. L oan Cum Revival

Loan cumrevival includessimultaneoudy extending aloanandreviving alife
insurance policy. Thisschemeisbeneficial for those policy holderswhowould
liketo utilizeloan amount for paying arrearsof premium. Only if the policy has
accumul ated sufficient surrender value from which theloan can be advanced
canit beexecuted.

Thistypeof optionisnot availablewith al theinsurer and it may vary fromone
insurer to another.

Theprocedureisasfollows:

Loan availableunder thepolicy iscal culated assurning
that the premiumsare paid up to date

et

Amount availablethusisutilised to adjust the
arrearsof premium and interest

et

Baanceamount of theloan, after adjustingthereviva
congider ation, ispaidtothepolicy holder

.l

If theloan amount isnot sufficient, thenthe balancerequired
for effecting therevival isto be paid by the policy holder

gt

An evidenceof healt histo be submitted and loan
papersarealso to besigned

Figure7.3: Loan cum Revival Scheme
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Lifelnsurance 4. Instalment Revival

Instalment revival schemeisfor those policy holderswho would liketo avail
reviva option but arenot comfortablewith paying lump sum arrearsof premium
and neither canthe policy berevived under specia revival scheme. Thearrears
of premiumsarecd culated inthe samemanner asunder ordinary reviva scheme.

o e Lifeinsured can pay theinsurance premium asper the payment mode opted by

Notes him. Thepolicy holder hasto pay initialy six-monthly premiums, two quarterly
premiums, one half yearly premiumsor the half of theyearly premium. The
balancearrearswill be spread over the remaining due datesin the current policy
year andtwo full policy yearstheresfter. The policy document will beendorsed
suitably. The criterion that there be no outstanding loansunder the policy at the
timeof revival may beimposed.

Wherethepolicy holderisnotina
positionto pay the arrears of
—| premiuminonelumpsumandthe
policy cannot berevived under the
specia revival scheme.
And
Revival under Wherethe premiumis
ingtallment —_ outstanding for more
schemeispossible than oneyear
And
Thereisnoloan
— outdanding
under thepolicy
Figure7.4: Reviva under Installment Scheme
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. INTEXT QUESTIONS 7.1 Lifelnsurance

1.  Iftheinsured doesnot pay theinsurance premium on specified date or even not
pay after the grace period, the insurance policy will be treated to be

a Lapsed
b) Reviva Notes
c) Surrendered
d) Noneof theabove
2. Whichof thefollowingclarify theconditionsof thepolicy?
a) Explanatory conditions
b) Redrictiveconditions
c) Privileges
d) Supplementary benefits
3. Whichof thefollowinglimit the scope of the assurance?
a) Explanatory conditions
b) Redrictiveconditions
c) Privileges
d) Supplementary benefits

4.  Whichof thefollowing arethe conditionsthat are designed to eiminate certain
rsks?

a Explanatory
b) Extended
C) Supplementary

d) Redrictive
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7.5 NON-FORFEITURE PROVISIONS

Nonforfeiture provisonsaretheimportant provisionsunder section 113 of Insurance
Act 1938. Inthe event of apolicy |apsing because of non-payment of premium, the
followingoptionsareavailable:

® paymentof surrender valueor cashvalue

® reduced paid-up vauefor theremaining term of thepolicy

®  Automatic advanceof future premiumsuntil the surrender valueisexhausted
®  Extendedterminsurancecover availableonthebassof thenet surrender value
Reduced paid up valueoption

Under the option of thereduced paid-up vaue, the policy continuesto beinforcewith
theonly changethat the SA (Sum Assured) will stand reduced to alower figure. The
reduced SA issuchthat it bearsthesameratiotothefull SA, asthenumber of premiums
actudly paid bearsto thetotal number originally stipulated to bepaid.

When apolicy ispaid up, itisfreefrom future payment of premiums. The paid up
value becomesthereduced SA payableon maturity or on death, asper the conditions
of thepolicy. If other benefitsrelated to the SA are payabl e, the benefitswill now be
related to the paid-up va ue. Insurance companies may providefor aminimum amount
that must beacquired aspaid up vaue. If the paid up val ue (reduced SA), ascal cul ated
aboveislessthan the stipul ated minimum, thisoption would not be available. The
surrender valuewill be paid and the policy closed.

Automatic advanceof futurepremiumsoptions

The option of automatic advance of future premiumsbecomes possibleby notionally
advancingloans, equal to the premium fallen due, from the surrender value available
onthedateof lapse. Thiscan continueaslong asthetotal premiumsadvanced, isless
than surrender vaue. (Incidentally, thesurrender va uewill increasewith every premium
advanced and treated as paid). At astage when surrender valueis not sufficient to
advancethe premium faling due, the policy will befinally closed and any surrender
vaueleft over will bepaidtothepolicyholder.

Many insurers prior to nationalization and somein Indianow, offer this option of
automatic advance premium from surrender value. There are few advantagesand
disadvantages attached to thisoption:
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® Theadvantageisthat the policy continueswithout any reduction in benefits.
Bonusa sowill beadded.

® Thedisadvantageisthat after sometimethesurrender value getsexhausted and
at that stagethe policyholder getspractically nothing. Itisasif al the premiums
paidtill then have gonewaste. Thereisasense of having been‘cheated . People
do not understand that they had arisk cover for alonger period.

Because of thelikely intense disappointment, insurersoffer thisoption only on
specificrequest. Thisoptionwill beuseful in caseswherethe default in payment
of premiumisbecause of sometemporary difficulties, expected to be overcome
very soon. In caseof policiesof someinsurers, thiscondition operatesunless
the policyholder optsfor apaid up policy.

Extended Term I nsurance cover option

Extended terminsuranceisatype of lifeinsurance designed to maketraditional life
insurance productsmoreattractive. Here arethebasicsof extended termlifeinsurance
and how it works.

Under the option of Extended Term Insurance cover, theinsurer convertsthe policy
into asingle premium terminsurancefor thefull sum assured of the policy for sucha
period asthe net surrender value will purchase at the insured's age at the time of
lapsation of the policy. Under the extended term cover option, the policy remainsin
full forcefor thefull SA, for alimited period, instead of areduced amount of insurance
remaining inforcefor theentire policy period, asprovidedintheoption of paid up
vaue. Theamount required to beadvanced from the surrender value under thisoption,
would belessthan the premium advanced under the automati c advanceof the premium
option. Therefore, the benefit would last alittlelonger. But the sense of being cheated
at sometime cannot be avoided. Generally, insurersin Indiado not alow thisoption.

Surrender Values

Lifeinsurance company generally show the surrender val uesaccumul ated at different
timeinform of chart and a so tell sthe methods used to cal cul ate surrender valuesin
policy document. Theformulaconsidersplan and type of lifeinsurance, policy term
and duration of premium paying period.

Thepolicyholder getssome percentage of premium fromthelifeinsurance company if
he decidesto cancel the policy beforeit maturesisknown asthe Surrender Value.
Guaranteed Surrender Valueissurrender va ue cal cul ated asaproportion of premiums
paid.
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Asper Section 113 of InsuranceAct 1938, all policieswhich havebeeninforcefor at
least threeyears, are entitled to recelve aguaranteed surrender val ue, which must be
shown on the policy document.What the policyholder ultimately receivesisanet
surrender value. Surrender Valueisapercentage of paid-up value.

For Example-L1C policiespromise aguaranteed surrender value of not lessthan 30
per cent of thetotal amount of premium paid, excluding premiumsfor thefirst year.
Theactual surrender valuein any casewill be morethan thisminimumvalue. The
formulamay differ from one company to the other and from one product to another.

For example-
Sum Insured Rs50000
Age 35years
Date of commencement 1/9/90
Term 20years
Mode of payment a Yealy
b) Hdfyealy
c) Quarterly
d) Monthly
Last premium 1/9/2001
paid Surrender Valuefactor 60 percent
Calculatethe Paid up valueand Surrender value of thelifeinsurancepalicy.
Thepaid up valueiscalculated asunder:
Paid-upValue= (No.of instalmentspaid/Total no of Instalmentspayable)* Sum
Insured + Bonus (If Any)
. Surrender Value (SV) = Paid- Up Value* Surrender Value Factor/100

a) Modeof Payment isyearly
No. of Instalmentspaid = (1/09/2001 - 1/09/1990) + 1 =12
(Note: Becausetheinstalmentson 1/09/1990isa so paid)
Total no. of instalments payable= 20
Paid up value=12/20* 50000
= Rs 30000
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Surrender value = Rs 30000 * 60/100
= Rs 18000
b) Modeof Payment ishalf yearly
No. of Instalments paid = (1/09/2001 - 1/9/1990) + 1
=11*2+1=23
(Note: Becausetheinstalmentson 1/09/1990isal so paid)
Total no. of instalments payable=20* 2=40
Paid up value =23/40* 50000
=Rs 28750
Surrender value = Rs 28750 * 60/100
=Rs 17250
c) Modeof Paymentisquarterly
No. of Instalments paid = (1/09/2001 - 1/9/1990) + 1
=11*4+ 1 =45s
(Note: Becausetheinstalmentson 1/09/1990isa so paid)
Total no. of instalments payable=20* 4=80
Paid up value = 45/80* 50000
=Rs 28125
Surrender value = Rs 28125 * 60/100
=Rs 16875
d) Modeof Paymentismonthly
No. of Instalments paid = (1/09/2001 - 1/9/1990) + 1
=11*12+1=133
(Note: Becausetheinstalmentson 1/09/1990isa so paid)
Total no. of instalmentspayable=20* 12=240
Paid up value = 133/240 * 50000
=Rs 27708
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Surrender value=Rs 27708 * 60/100

=Rs 16624.8

7.6 POLICY LOANS

Loans

Therearemany benefitsof purchasing aninsurance policy. Oneof those benefitsisthe
availability of loansagainst aninsurance policy. A policyholder may apply for aloan
through thisserviceand put up hisinsurance policy assecurity. Astheloan grantedis
only upto aspecific percentage of surrender value, theloan amount will be determined
by theinsurance policy'soveral surrender vaue.

When aloanistaken by the policyhol der, the policy getsassigned absolutely to the
insurer. However, nomination continuesto bevalid even after theassignment inthis
case. All insurance productsdo not offer thefacility of loans.

Featuresof loan against insurance policy

L oan Amount: Typically, 90% of the surrender value of alifeinsurancepolicy is
granted astheloan amount. Theloan wasoften gpproved for up to 85% of the surrender
vaueof afully paid-up policy. Thisformulamay change depending ontheinsurance
company. Therateof interest on outstanding loan chargedisgeneraly paid half-yearly
to coincidewith the due date of premium.

Regular premium paymentswill resultinagrowth inthepolicy'ssurrender vaue, which
can be used to offset the outstanding loan amount and interest on any existing loans.
Theloan can only betaken out for aminimum of six months. Theloaninterest must be
paid for aminimum of six monthsif the policyhol der wantsto repay theloan earlier.

If the policyholder dieswithin six monthsof taking theloan, theinterest will becharged
up to the date of death of thelifeassured. If the policy matureswithin six months of
taking aloan under the policy, then theinterest will be charged up to the date of
meaturity only.

Theloan could berepaid over the course of the policy. At thetime of adeath claim, the
loan payment might bemodified and delayed. Thelega heirsof thelifeassured receive
the balance that remains after theloan has been repaid.
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Additional loan against insur ancepolicy Lifelnsurance

Throughout the policy'sterm, the policyholder may take out more than oneloan.
Additiona loanthat isbeing granted a ong with previousloan generaly doesnot exceed
90 % (85% for fully paid up policies) of the surrender value. Overdueinterest on
previousoutstanding loan isdeducted whilegranting additional loans.
Insuranceplansthat arenot eigiblefor loan against insurance policies Notes
® Annuitiesand pension plansarenot eligiblefor loansasthey do not acquire

adequate surrender value.

®  Theinsured cannot takeloan on Money back policy becausetheinsured receives
periodic returnsof aportion of the sum assured.

® Inchildplans, loan cannot be granted during the deferment period (when the
childisaminor). Certain plansof lifeinsurance do not offer aloan facility under
certain products.

Theinsured cannot take loan on Money back policy becausetheinsured receives
periodic returnsof aportion of the sum assured.

Thedifference between policy loan and commercia loanisasfollows-

Policy loan Commercial loan

Nolegal obligation torepay theloan: A commercial loan createsadebtor-
Thepolicy ownerisnotlegaly obligatedto |  creditor relationshipinwhichthe
repay theloan, She canrepay al or part borrower islegaly obligated to

of theloan at any time she chooses. If the repay thelender.

loan hasnot beenrepaid, the

insurer deductstheamount of outstanding
(unpaid) loan and interest from the policy
benefit that ispayable.

No credit check isrequired: The creditor doesathorough credit
Sincetheinsurer doesnot redly lendits check on the debtor

own fundsto the policyholder, itisnot
necessary to perform acredit check on
the debtor when the latter appliesfor the
loan. Theinsurer needsto only ensure
that theloan does not exceed thedligible
amount (90% of SV assuggested above).
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. INTEXT QUESTIONS 7.2

1

6-

How long must the premiumsbe paid asrequired by law beforethe policy has
aguaranteed surrender vaue?

a)

b)

d)

Insured need to pay insurance premiumsfor at minimum six continuous
years.

Insured need to pay insurance premiumsfor at minimum three continuous
years.

Insured need to pay insurance premiumsfor at minimum four continuous
years.

Insured need to pay insurance premiumsfor at minimum two continuous
years.

What isit known aswhen alapsed policy ismadeactiveagain?

a)
b)
©)
d)

PolicyActivetion
Policy Revivd
Policy Survivd

Policy Renewd

Specia revival schemeis available if the policy has not lapsed for more
than Years

a)
b)
©)
d)

2

5

3

4

WHAT YOU HAVE LEARNT

Therearefour typesof policy conditionsand privileges. Explanatory conditionsclarify
the conditions of the policy, restrictive conditionslimit the scope of the assurance,
privilegesadd to the benefitsof theinsuranceand provide privileges, and supplementary
benefits provide extended or supplementary benefits. A grace period isan extension

Open Vocational Educational Programme



DOCUMENTATION POLICY CONDITIONSPART-I Module- 2

of thetimeafter thedue datethat apolicyholder isgivento pay the premium. Generaly Lifelnsurance
standardized time period for grace periodis1 month or 31 days. The policy continues
toremaininforceduring daysof grace, evenif premiumisnot paid. If theinsured does

not pay the insurance premium on specified date or even not pay after the grace

period, theinsurance policy will betreated to belapsed. The processby whichalife

insurance company reinstates (or revives) apolicy that haseither been cancelled due

to non-payment of premiumsor continuing dueto one of thenon-forfeitureclauses | Notes
Therearedifferent schemesof revival offered by the Insurerslike Ordinary revival,

Specid reviva, Loan cumreviva and Instament revival.

'lPlll»

)

'.

L

TERMINAL QUESTIONS

=

Explainfour typesof policy conditionsand privileges.

2. What do you understand by 'Grace Period'? What will happentothepolicy if
the premiumisnot paid during the days of grace?

3. Wiriteanoteon Policy lapseanditsrevival. Under which conditionsyou can
revivethepolicy?

4.  Writeanoteonthedifferent schemesof reviva offered by thelnsurers.

‘E‘I ANSWERS TO INTEXT QUESTIONS

7.1
1 @
2. (@
3. (b)
4. (d
1.2
1 (b)
2. (b)
3. (©

Lapsed
Explanatory conditions
Redtrictiveconditions

Redrictive

Insured need to pay insurance premiumsfor at minimum three
continuousyears

Policy reviva
3
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Lifelnsurance @ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toexplaindifferent Policy conditionsand privilegesthiscould beexplainedto
theclient or policyholder and to memorizethe Specia policy provisonsand
endorsements.

Notes
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8.0 INTRODUCTION

If apersonwhoishaving aninsurancepolicy dies, after hisdeath whowill get thesum
assured or the benefits of the policy and it what proportion? Shall he declarethe
person to whom the money shall be given after hisdeath? These are few questions
which needsto beanswered. You must have nominated someoneat thetime of opening
aBank Account, i.e. naming aperson to whom the money will be given after your
death. Thisprocessisknown asnomination. Inan Insurancepolicy a so, you need to
nominateaperson or personswho isentitled to get the claim amount or suminsured
by insurer after the death of policy holder. In thischapter, you will study specific
provisionsrelated to Nomination and Assignment. The chapter will also help you
understand termslike Free Look Period, Alterationsand Claim Concession.

8.1 OBJECTIVES

After reading thislesson, youwill beableto:
®  Recdl the Specid policy provisionsand endorsements.
® ExplantheProvisonsreated to nomination and assgnment.

® Explaintermslike FreeLook Period, Alterationsand Claim Concession.

82 SPECIAL POLICY PROVISIONSAND ENDORSEMENTS

8.2.1 Nomination

Asper section 39 of InsuranceAct 1938, in Insurance policy, you need to nominatea
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person or personswhoisentitled to get the claim amount or sum insured by insurer
after the death of policy holder. Thisprocessissimilar to the nomination in the bank
accountswhere you have to propose anominee to whom the amount will be given
after the death of aperson or an account holder.

Lifeinsurance policy holders may nominate 1 or morethan 2 personsasnominee at
thetimeof buyingthepolicy or at alater stage. Thereisagenerd practice of gppointing
spouse, children and parents asthe nominee. Every proposal form of alifeinsurance
policy doesask for the details of Nomineeand Appointeeif the Nomineeisminor.

Nomination Details:

Nomineg'sFull Name

Age Redationship
AppointeesName Appointee's
(if Nomineeisminor) Sgnature
Appointee'saddress

Figure8.1: Extract of Proposal Formfor Nomination Details

You can change the nominees of the policy if you wish to, by making another
endorsement in the policy during the policy period. The nomineewill get the death
claim benefit only when policy holder dies. Hedoesn't have any right to takewholeor
partia benefitin casepolicy holder survives.

Theinsured should appoint an appointeein case the nomineeisaminor. The consent
of the appointeeisto betaken by taking his signature on the policy. Assoon asthe
minor nomineereachestheage of 18, the appointeelosestheir status. The appointee
can aso be changed at any time by theinsured. If theinsured death takesplace then
hislega heirsisentitled for claim amount if the nomineeisminor and appointeewas
not assignedinthepalicy.

Itisimportant to notethat, "'If thereare many nominees, thedeath claimwill either be
paidtoal of themtogether or to the survivor or survivorsif thereareany. No particular
share may be determined for each nominee. To be effective, nominationsmade after
thestart of the policy must benotified totheinsurers.”

Asper theamendment inthe InsuranceAct, "aninsurer can accept any changeinthe
nomination or cancellation of a nomination. Insurer may charge a fee from the
policyholder, as specified by theregulationsfor affecting such changes'.
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8.2.2 Assignment

Assignment isthetransfer of the benefitsor proceeds of the policy by theholder of a
lifeinsurance policy (Assignor) to alender (Assignee), ascollateral for aloan. The
assigneeis paid first and any remaining funds, if any, are given to the insurance
beneficiariesinthe event of the death of the assignor or insured.

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 becancelled.

Except when an assignment ismadeto an insurance company for apolicy loan, the
nomination isrevoked upon assignment. Thisonly impliesthat the nominationwill not
be revoked when the benefitsor revenuesof the policy aretransferred to theinsurance
company for the purpose of accepting apolicy loan.

Assignment of I nsurancePolicy

TWT R Yy
iy ¢

-7

o

- oy

1 e (¥ b

b 3 -

| o i -
—_ 1

Policyholder (Assignor) o . Banker or aBank (Assignee)

HomeL oan Disbursement
Figure8.2: Assgnment of Insurance Policy

"Theassignment 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 iscalled assignor and the person to whom the policy'srightsare
transferredisknown asthe assignee.

ThelnsuranceAct's Section 38 governsassignment in India. The assignee acquires
ownership of the policy upon execution of theassignment and receivesall rights, title,
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and interest therein, subject to the restriction that the assignee may not have agreater
tittethan theassignor.

Asper the Insurance LawsAmendmentsAct 2005, " Aninsurer may, accept thetransfer
or assignment, or declineto act upon any endorsement, whereit has sufficient reason
to believethatsuch transfer or assgnment isnot bonafide or isnot intheinterest of the
policyholder or in publicinterest or isfor the purpose of trading of insurance policy.”

The partiesmust be competent to enter into contractsand must not belegdly ineligible
toassign.

Therearetwo typesof assgnments:
1.  Conditiona Assgnmentand

2. AbsoluteAssignment

Conditional Assignment

AbsoluteAssignment

Conditiona assignment providesthat the
policy shal return backto thelife assured
on hisor hersurviving the date of maturity
of theconditiona assgnment oronthe
death of assignee.

Absolute ass gnment providesthat all
rights, titleand interestwhich the

gnor hasinthepolicy aretransferred
to theassigneewithout reversionto
theformer or his/her estatein anyevent.
Asaresult, theassignee hascomplete
ownership of thepolicy. Without the
gnor'spermission, theassigneeis
freeto handlethe policy anyway they
consider right.

Thisisdonewhentheinsured wishesto
pass benefitsof thepolicy toareative
incaseof early death or certain
conditions. Therightsof the
policyholder arerestored oncethe
conditionsarefulfilled.

Thisisdoneasapart of consideration
for aloaninfavour of thelender/bank/
lendingindtitution. Insuchan
assgnment, theinsured loseshisrights
inthe policy and the absol ute assignee
canded withitindependently.

Example:

Example:

Youownalifeinsurancepolicy of
Rs. 20 lakhsand wantsto take aloan
of Rs20|akh from the bank. So, can go

Youownalifeinsurancepolicy of
Rs.20lakhsand wantsto gift your life
insurance policy to your mother. Soyou

Open Vocational Educational Programme



DOCUMENTATION POLICY CONDITIONSPART-II

for aconditional assgnment of the palicy.
You (Assigner) will assgnthepolicy to
thebank withaconditionthat al the
rights, benefitsof the policy will stay with
thebank (assignee) till thetimeyou have
an outstanding loan amount. In caseyou
fail to pay theloan, the bank can recover
the outstanding amount by surrendering
thelifeinsurancepolicy. If Youareable
to pay back theloan amount to the
bank, thenthe bank will reassignthelife
insurance policy back to you. Incaseif
you diebefore paying theloan to the
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.

will haveto gofor an absolute
assgnment of thepolicy. After the
assgnment, rights, titleand interest of
thepolicy will betransferred to your
mother. After the assignment of the
policy, your mother will haveafull
control onthepolicy. Shecangiftitto
some other person if shewishesto,
subject to the clauses and acceptance
of assgnment request by theinsurance

company.

8.2.3 Nomination vs.Assignment

Basis of Nomination Assignment
Difference
Meaning The policy holder suggests Assignment isthe process of
thename(s) of the transferring thetitle of
person (s) towhomthe theinsurance policy to another
insurer should pay the person oringtitution.
money promisedfollowing
hisor her death through the
nomination process.
When canthe | Nomination canbedone Assignment can bedoneonly
nominationor | either at thetimeof proposal | after commencement of
assignment orafter the commencement thepalicy.
bedone? of thepolicy.
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Who can make | Nomination can bemade only by thelifeassuredon

thenomination | only by thelifeassuredon owner of thepolicy either by the

or assignment? | thepolicy of hisownlife. lifeassuredif heisthepolicy
holder.

Wheredoesit | Itonly appliesingtuations Thisisapplied acrosstheworld

B T Notes apply? wheretheInsuranceAct of asper thecountry'slaw
1938isineffect governing property transfer.

Does the The policy holder retainstitle | The policy holder losesthe
policy holder and control over thepalicy. right, titleandinterest under the
retain control policyuntil are-assgnment is

over the executed.

policy?

Isawitness Witnessisnotrequired. Witnessisrequired.

required?

Do the Nomineehasnorightsover | Assgneegetsfull rightsover the
Nomineeor thepoalicy. policy, and can even sueunder
Assignee get thepoalicy.

any rights?

Canit be Nomination canberevoked | Theassignment oncedone
revoked? or cancelledat any time cannot be cancelled, but can

duringthetermof thepolicy. | bere-assigned.

Minor Case Appointee hasto be appointed| Guardian must be appointed if

if nomineeisaminor assgneeisaminor
In event of Inevent of nomineg'sdeath, | Accordingtotheprovisionsof
nomineeor theinsurancepolicy rights theassignment, therightsunder
assignee revert to the policy holder thepolicy revert back tothelife
passes away ortohislegar heirs assured intheevent of the

conditional assignee'sdeath. The
policy belongsto the absolute
assignegslawful heirsinthe
event of hispassing
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What happens
if thenominee
or assignee
passes away
after thelife
insurance
policy holder
has passed
away but
beforethe
death claimis
paid

In case of nominee'sdesath,
therightsof thepolicy revert
tothepolicy holder or tohis
legd heirs.

In caseof conditiona assignee's
death, therightsonthe policy
revert back to thelifeassured,
based on theterms of

gnment. Incase of the

absol ute assignee's death,
hislegal heirsareentitled tothe

policy.

Cancreditors
attach the

policy?

Creditorscan attach the
insurancepolicy which has
anominationinit.

Creditorscannot attach the
policy unlesstheassgnmentis
shown to have been made
todefraud the creditors.

. INTEXT QUESTIONS 8.1

1.  Whenapolicyholder or insured suggestsanamefor the person or peopleto
whomtheinsurer should pay thesuminsured following their deeth, thisisknown

as

a) Contract of Adhesion

b) Nomination

C) Assgnment

d) Indemnity

2. Thepolicy holder needsto appoint

minaor.

in casethenomineeisa

a AnAssgnor

b) AnAssgnee

c) AnAppointee

d) Noneof theabove
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3.

If the nomineeisminor and appointeewas not assigned in the policy, thenthe
Death clamispaidtothe

a AnAssgnor

b) AnAssgnee

c) Legd heirsof thepolicyholder
d) AnAgent

impliestheact of transferring therights, titleand interest of
the policy from one personto another

a Contract of Adhesion
b) Nomination

C) Assgnment

d) Indemnity

On assignment, nomination isnot cancelled, when assignment ismadeto a

a Bankforaloan
b) NBFCforaloan
€) Insurancecompany for apolicy loan

d) All of theabove

8.3 FREE-LOOK PERIOD

Whenapolicyholder receivesand readsthetermsand conditionsof anew lifeinsurance
policy, hemay realisethat they are not what hewanted. Within 15 daysafter receiving
theinsurance policy, the policyholder may returnit.

IRDAI has addressed thisissue by incorporating aconsumer-friendly clauseintoits
regulations. It hasdevised a"freelook period” or "cooling off period,”

Thefollowing criteriamust befulfilled for theinsuredto return aninsurance policy they
have purchased during this period and receive arefund:

1

Within 15 daysof obtaining the policy document, he or she hasthe choiceto

executeit.
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2. Heor shemustintimatetheinsurance company inwriting.

3. Theinsurancepremium refund will be adjusted to account for the proportionate
risk premiumfor theduration of coverage, theinsurer'sexpensesfor themedical
exam, and the costs of stamp duty.

Asabenefit, owners of lifeinsurance policies have accessto thisfreelook
period. They havefifteen daysfrom the date theinsured received the policy
document to exercisethisoption.

8.4 ALTERATION

The contract'stermsare stated i n the policy document, and they apply for the duration
of the policy. No changes can be made unless they are agreed to by both the
policyholder and theinsurer. There may bestuationswherethe policyholder requests
achangeinthetermsof the contract if their circumstances change. Such adjustments
may be made provided they are approved by both theinsurer and the assured. An
example of thismay bewhereapolicyholder requestsareduction in the sum assured
asthey arefinding it difficult to pay the premiumfor theorigina sumassured, or they
maly ask to change the mode of payment.

Typically, changesto theinsurance policy cannot be madewithinthefirst year of the
policy, with the exception of changesto the premium payment method or changesthat
aremandatory, such as

® Nameor addresschange,
® Readmissonof ageincaseitisproved higher or lower.
® Reguestfor grant of doubleaccident benefit or permanent disabilitybenefit etc.

Alterationsmight bealowed inlater years. Some of these changes may be made by
adding an appropriate endorsement to the policy or in separate papers. Some changes
may necessitate the cancellation of current policies and theissuance of new ones
becausethey call for asignificant changeto the policy termsand conditions.

Thefollowing are someexamplesof themajor kinds of modificationsallowed:

1.  Modificationstospecificinsurancetypesor policy duration. (Whereenhancement
of risk doesn't take place)

2. A decreaseinthesuminsured.

3. Premium payment modealteration
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4.  Modificationsin the commencement of theinsurancepolicy date

5. Separation of theinsurancepolicy into two or moreinsurance policies
6. Removad of restrictiveclauseor an additiona insurance premium

7. Conversionfromwithout profitstowith profitsinsurance plan

8.  NameCaorrection

9.  Optionfor settling claim and awarding double accident benefit.

Inmost cases, thereisno risk increase associ ated with these changes. Thereare other
policy changesthat are prohibited. Theinsurer must try to ensurethat therewill beno
adverse selection against them when they consider arequest for alteration. Adverse
selection meansthe change should not increasetherisk.

Alterationswhichincreasetherisk are:

® increasingthesumassured

® increasingtheterm

® changeof insuranceplan e.g. conversion of term plantowholelifeplan
Alterationsaregenerally not allowed if they involve:

® changetoalongerterm

®  extendingthepremium paying period

® changingfrom oneplan of insuranceto another that representsincreased risk

Someadterationsare made by having asuitable endorsement onthepolicy itsdlf. If the
dterationsare substantial, anew policy may beissued. Thiswill happenif apolicy is
being splitinto two or more palicies, incorporating the desired alterations. Unlessan
alteration isto correct amistake, afeeisusually charged to effect the alteration.
Alterationsinfrequency of payment from quarterly to haf yearly or yearly reducesthe
administrativework in servicing the policy so nofeeischarged.

Charging afeehastwo pur poses:
® tocover expenses

® isanattempt todiscouragefrequency of aterations
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8.5 CLAIM CONCESSION

Strictly, if premiumisnot paid, the policy lapsesand no further paymentswould be
dueunder the policy. Therefore, no claim can be entertained on alapsed policy.

However, insurersdo takeliberal and humaneview inthese matters. Eg: TheL1C of
Indiaallowsthefollowing privilegesor concessons.

Claim Concession: If under apolicy at least threefull years premiumispaid
andif subsequent premium remainsunpaid and thedeath claim ariseswithinsix
monthsof thefirst unpaid premium, theclamissettiedinfull, asif thepolicy had
remainedinfull force

Extended Claim Concession: Similarly, if under apolicy at least fivefull years
premiumispaid andif the subsequent premium remains unpaid and the death
clamariseswithintwelvemonthsof thefirst unpaid premium, theclamissettled
infull, asif thepolicy had remainedinfull force.

Note: In both the above cases, the policy money will be paid after deducting the
outstanding premiumswithinterest thereon and the premiumsfalling duetill the next
anniversary of thepolicy.

. INTEXT QUESTIONS 8.2

1

Theinsured may return theinsurance policy during thefree-look period, which
iswithin of receiving theinsurance policy document if they are
not happy withit.

a 60days b) 45 days
c) 30days d) 15days

Which of thefollowing statementsabout apolicy that apolicyholder returned
during thefreelook periodistrue?

a Full refund of insurance premiumisgiven by insurer
b) Haf refund of insurance premiumisgiven by insurer

c) The insurance premium refund will be adjusted to account for the
proportionate risk premium for the duration of coverage, the insurer's
expensesfor themedical exam, and the costs of stamp duty.

d) Norefund of insurancepremiumisgiven by insurer
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3.

If aninsured purchases an insurance policy during the period and
decidesthey do not want it, they may returnit and receivearefund.

a Survivd

b) Freelook
c) Temination
d) Freeup

Which of thefollowing arethe conditionsthat are designed to eliminate certain
rsks?

a Explanatory

b) Extended

C) Supplementary

d) Redrictive

What conditionswould requirethe policy holder to designate an appointee?
a Insuredisminor

b) Nomineeisaminor

¢) Insuredisnot of sound mind

d) Insuredisunmarried

Under the Insurance Act of 1938, a nomination for an
insurancepolicy ispermissible.

a Section10

b) Section38

C) Section39

d) Section45

Which of thefollowing changeswill aninsurance company accept?

a) Separation of theinsurance policy into two or moreinsurancepolicies
b) Extensonof thepremium payingterm

c) Conversonfromwith profittowithout profitinsuranceplan

d) Increaseinthesumassured
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©-| WHAT YOU HAVE LEARNT

Assignment isthetransfer of the benefitsor proceeds of thepolicy by theholder of a
lifeinsurance policy (Assignor) to alender (Assignee), ascollatera for aloan. Inthe
event of the death of the assignor or insured, theassigneeispaid first and the balance
if leftispaid to the beneficiaries of the policy. There aretwo types of Assignment:
Conditiona Assignment and AbsoluteAssgnment.

During thisfreelook of 15 days, if apolicy holder who has purchased anew life
insurance policy and after receiving and examining the policy document comesto
know that thetermsand conditions are not what he wanted. The policy holder may
returnthe policy to theinsurer within 15 daysof receiving theinsurancepolicy, if heis
not satisfied. The policy document embodiesthe terms of the contract, and these
terms continue throughout the period of the policy. No changes can be made unless
they are agreed to by both the policyholder and theinsurer. There may be situations
where the policyholder requests a change in the terms of the contract if their
circumstances change. Such adjustments may be made provided they are approved
by both theinsurer and the assured. Alteration whichincreasestherisk arenot allowed.

'lPlll»

'%Iei TERMINAL QUESTIONS

1.  What doyou understand by 'Nomination'? What are the different provisions
related to Nomination?

2. What do you understand by ‘Assignment'? What arethe conditionsfor valid

assgnment?

3. What do you understand by 'Assignment'? What are the different provisions
related to Assignment of insurance policies?

4.  What arethedifferences between Nomination and Assignment?
5. Writeashort noteon:

a) FreelLook Period

b) Alterations

c) Clamconcession
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‘E ANSWERS TO INTEXT QUESTIONS

8.1

8.2

7.

o &

()
©
(©
(©
(©

©
(©

()
©
(b)
©
@

Nomination

AnAppointee

Legad heirsof thepolicyholder
Assgnment

Insurance Company for apolicy loan

15days

Theinsurance premium refund will be adjusted to account for the
proportionaterisk premium for the duration of coverage, theinsurer's
expensesfor themedica exam, and the costs of stamp duty.

Freelook
Redrictive
Nomineeisaminor
Section 39

Separation of theinsurance policy into two or moreinsurancepolicies

@ LEARNING OUTCOMES

After studying thischapter, youareable:

® Toassgtheclientwhiledealing with the provisionsof nomination, assgnment,
freelook period, and dterations.
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9.0 INTRODUCTION

Thework of lifeinsurance advisor isnot only submitting the proposal form fromthe
proposer to theinsurance company. The proposal form should be accepted by the
underwriter of thelifeinsurance company resultinginissuanceof policy. Every proposd
form goesthrough agateway wherethelifeinsurance company decideswhether to
accept or reject theinsurance proposal. If it isaccepted what should betermsand
conditions attached to acceptance. In thischapter you will cometo know about the
processinvolved inlifeinsurance underwriting and what aretheelementsinvolvedin
itsprocess.

9.1 OBJECTIVES

After reading thislesson, youwill beableto:

Explainthe concept and process of Underwriting
Explaintheclassification of therisk

Explain therole of an agent asaprimary underwriter and in the process of
Fraud monitoring

Discussand apply the methods of underwriting whileassessing risk
Explainthe concept of Medical and Non-medical underwriting
Explain thefactorsaffecting medica and non-medica underwriting

Describethe sourcesof lifeinsurance underwriting
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9.2 UNDERWRITING - BASIC CONCEPTS

Lifeinsurance underwriting isthe processof:
Assessing

Selecting

.

Classifying

@

Evaluating

@

Measuring and

@

Ratingtheleve of risk with an individual.
Figure9.1: Underwriting Process

The underwriting processisanimportant process asit assessestherisk proposed to
beinsured andisthe basisof the decisionto accept the offer for insurance and on what
termsinsurance or declinetheoffer for insurance. It would beunfair if thepremiumis
not charged according to therisk assessment (charged premium may bemoreor less

than necessary).

9.2.1 Underwriting Concept

Inlifeinsurance, theunderwriter will review al theinformeation disclosed onthe proposd
form, personal statement, thereport of the agent and officialsand themedical reports
toarriveat their decision.

Lifeinsurance underwriting ismainly concerned with two aspects:
1.  Evauationof risk associated with anindividua for providing lifeinsurancecover.

2. Pricingtherisk
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9.2.2 Purpose of Underwriting

The purposesof underwriting areasfollows:

1.  Anti-selection prevention or salection against theinsurance company
2.  Riskclassficationand ensuring risk equity

Definition

Risk Selection

The process of selecting risksinvolvesassessing each lifeinsurance proposal for the
leve of risk it entails, deciding whether toissuelifeinsuranceor not, and if so, onwhat
termsand conditions. One of the methods used by insurance companiesto screen
insuranceapplicantsisrisk selection. It entail scategorizing candidatesusing underwriting
rulesand figuring out how much premiumto offer aspecific applicant.

Anti-selectionisthe propengty for peopleto enthusiastically seek for insuranceand
profitinthe processwhen they suspect or know that their likelihood of suffering aloss
ishigh. For example- Anti-selection happenswhen alack of underwriting datamakes
it possiblefor smokersor other higher-risk individual sto pay the same premium for
lifeor health insurance asnon-smokers.

Example- If Lifelnsurance Company isnot selectivein offeringinsurancethen there
ishigh chancethat the person with medica hazardslike cancer, digbetes, hyper tenson,
heart disease etc who are not expected to live long they would liketo purchaselife
insurance. In other wordswe can say that if insurer isnot selectivein accepting livesit
wouldincur losses.

9.3 EQUITY AMONG RISKS

Theterm"Equity" denotesthe need that proposerswho facesimilar levelsof risk be
assigned to the same premium class. We've aready seen how lifeinsurersfigure out
theratesto charge using amortdity table. Themortality experienceof typical livesor
typical risksis shown in thetable. They primarily consist of those who propose
purchasing lifeinsurance.

9.3.1 Risk classification

Based on theinformation collected by the underwriter from different sources, hecan
classfy therisk rlated to anindividua . Thevarioussourcesfromwheretheunderwriter
can gather information for ngtherisk are:
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Proposal form
Insurance agent's confidential report
Medicd history and medical examinationsreportsof thelife proposed

Income statements (for eg. Balance sheset, ITR, Form 16 etc.)

Inorder to maintain equity, lifeinsurance underwriter follow risk classification process
inwhich depending upon thekind of risk individual lives possessthey are categorised
and different classesof risk are assigned. Therearefour classesof risk.

1

Sandard Lives

Definition- If therisk withanindividua isconsidered to below and insurable
at the standard premium rates by insurance companies, and then itisknown as
standard risk.

Risk Classification

Preferred Risk
Substandard Lives

Declined Risks
Sandard Lives

Figure9.2: Risk Classfication
Preferred Risks

Becausetherisk-anticipated mortality ismuch lessthan that of standard lives, a
lesser premium could be charged.

Policy holder under preferred risk category islesslikdy tofileinsuranceclaims.
Theinsurer would prefer preferred risksover higher or standard risk because
preferred risk representsagood risk for their company and thereishigh chance
to makethe profit out of it. Thelessnumber of claimsfor insurance company
equatesto moremoney received andlessmoney paid outinform of claims. The
insurance companiesgeneraly givediscount tothe preferred risks. For example-
Lifeinsurersgivediscount to non-smoker.
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3.

Substandard Lives

Thelivesinwhich anticipated mortdity ishigher than standard or averagelives,
but till canbeinsurable. Standard lives are accepted for insurancewith extraor
higher premium or with certain restrictions.

Sub-standard risk isaterm used to describewhen anindividua'srisk isdeemed
to behigh and cannot beinsured by insurer at regular premiumrates. Therange
of sub-standard, too, may vary frompeing dightly sub- sandard to substantialy
sub- standard.

If theinsurer hasto assesstheinformation onindividuasfor risks, therewill be
acaseof adverse selection, wheremoreindividua swith standard riskswill get
insured, asaresult of which insurance companieswould haveto suffer losses.
The Underwriter a so haveto ensurethat the terms offered to the substandard
lives are reasonable and fair, not only to the proposer but also to the other
policy holdersand theinsurer.

Sub Standard risk can befurther classified as:
a Increasingextrarisk

b) Decreasingextrarisk

c) Congantextrarisk

Increasing extrarisk- It ischaracterized asrising extrarisk when the danger
attached to aparticular personisinitialy thought to beminimal but thereisa
probability that risk could increaseinthefuture.

For example-An obese person may not be having any disease at thetime of
underwriting and may beassumed low risk at thetime of taking apolicy. But if
weight isnot managed properly thenin near futurewith theadvancement of age,
heismore proneto hypertension, diabetesor heart disease.

Decreasing extrarisk- Decreasing extrarisk isthe opposite of increasing
extrarisk. Therisk associated with an individual ishigh at thetimeof initial
underwriting but decreases over apassage of time.

For example- If apersonisdiagnosed with TB at thetime of taking apolicy
whileunderwriting, thereisthe chancethat person can be completely curedin
futurewith proper medication and supervision.

Constant extrarisk- Constant extrarisk iswhat isknown asthe case where
anindividual'srisk isthought to be constant over time.
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For example- If anindividua looking for lifeinsurancepolicy isapilot thenthe
risk associated with himwill remain congtant in future a so because hisoccupation
ispilot and thereisalwayschance of accident death related toflying plane. If he
leaveflying hewill be categorised asstandard risk.

Declined Lives

If therisk associated with anindividua isconsdered to be substantialy highand
no amount of extrapremium or specified exclusionscan help the company in
diminishing that risk for thecompany, thenthe proposd isdeclined by theinsurance
company.

Thisisalso called uninsurablerisk. Inthistypethe medical or financial risk
exposureishigh and according to theunderwriting cong deration of Lifelnsurance
Company theindividua proposal isdeclined citing thereason for the same.

For example- Theproposa form of the person with seriousailment like cancer
of specific gravity, highly diabetic, heart diseaseetcisdeclined for terminsurance
policy.

. INTEXT QUESTIONS 9.1

1

Lifeinsurance underwritingisthe process of

a) Assessingand Sdlectingrisk

b) Classfying, Evaluatingand Measuring Risk
c) Ratingthelevd of risk withanindividua

d) All of theabove

Which of thefollowing risksassociated with anindividua ishigh at thetime of
initial underwriting but decreases over aperiod?

a Increasingextrarisk
b) Congant extrarisk
c) Decreasingextrarisk

d) Fdlingextrarisk
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9.5 UNDERWRITING/SELECTION PROCESS

Underwriting or the sel ection process may be said to take place at two levels: There
aretwo levelsof underwriting, or the selection process. They are:

® Atfiddlevd
® Atthedepartmentleve of underwriting division

Underwriting or the selection process

Under writing or the Selection Process

% Field or Primary L evel ]

{ Underwritingdepartment L evel ]

Figure9.3: Underwriting or the Selection Process
1. Fieddor Primaryleve

Itisalso known as primary underwriting. Theinformation about the proposer
and subject matter of insuranceisgathered by lifeinsurance agent or insurance
company representative and on thisbasisinsurer decide whether aninsurance
coverage be granted to applicant or not. The agent asthe primary underwriter
playsavita role because he knowsthe proposer very well.

Thereisacolumninthe proposal form named agent confidential report where
agent or primary underwriter complete or fill thisreport regarding specific
information, opinion and give recommendati on about proposer.

A mord hazard report may be sought fromlifeinsurer official regardingincome
andfinancia status, occupation and reputation of proposer.

Roleof agent asprimary underwriter and Fraud monitoring

Thefactsthat the proposer disclosesinthe proposal formwill determinewhether
or not therisk will beaccepted. It'squitechdlenging for theinsurance underwriter
who sitsininsurance underwriting department to know about the truthful ness of
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factsdisclosed by the proposer. It'sachallengefor them to detect thefraud and
mi srepresentation by the applicant.

Theinsurance agent playsavita roleasaprimary underwriter. Theinsurance
agent knowsvery well about the proposed life. He or sheisthe best personto
know about true facts about applicant. Agent confidential report helpsthe
underwriter to assesstherisk related to proposer'slife.

Underwriting Department L evel

Underwriting department or officelevel isthe second level of lifeinsurance
underwriting. Theinsurance underwritersarethe specialized person who assess
therisk and take decision to accept or reject the proposal onthebasisof relevant
data

9.5 METHODS OF UNDERWRITING

For decision making underwriter sfollowstwo methods:

M ethods of

Underwriting

| |
Judgment Numerical
Method RatingMethod

Figure 9.4: Methods of Underwriting

Judgment M ethod- Inthismethod, the underwriter's persona assessment based
on hisexperience determineswhether to accept or deny therisk. Thismethodis
rarely used inunderwriting in present times. Theindividua isassigned ratingson
thebasisof subjectivejudgment of theunderwriter.

When professional assistanceisrequired in asituation with just one or two
unfavourableevents, thistechnique can bequitehe pful. But when more number
of factors needsto be evaluated, thereisno standard processfor underwriting.

Limitation: - It wasfound to be very inconsistent and very subjective.

Themethod of classificationisnot scientific.
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2. Numerica Rating Method-Decisionto accept or declinetherisk dependsupon Lifelnsurance
numericd rating employed by underwriters.

® Itwasoriginaly devisedin USA in 1960sand hasgained popul arity around
theworld.

® Thebiggest advantageisit ensuresconsistency inrisk classification.

® Itisemployed by underwritersfor taking decisionsto accept or declinethe § Notes
rsk.

® Thismethod usesmortdity ratingsasthebassof selection and classfication
of lives.

Advantagesof Numerical Rating M ethod-
Establishesastandard method of underwriting.
Thefactorsarerated on the basis of documented manuals.

o

o

@ Iteliminatespersonal judgement of theunderwritersto alarge extend.

® Ithdpsin ng the combined effectsof multiple adversefactorstogether.
o

Itincreases speed and efficiency in handling large volumes of businessand
aso maintaining consistency in decision making inthe underwriting process.

Disadvantagesof Numerical Rating M ethods- Thismethod involve charging a
level extrapremium for thesub- sandard livesthroughout theterm of the policy contract.
Thiswould beunfair for the personswhose category of extrarisk isof decreasing type
that iswheretheextrarisk diminishesover aperiod of time. Hence charging of level
extrapremiumfor theentiretermto theseindividualsisnot justifiable.

Judgment Method Numerical Method

Under thismethod subjectivejudgmentisused, | Under thismethod underwriters

especially whendecidingonacasethat is assign positiverating pointsfor all
complex. Example: Deciding whether togive negative or adversefactors
insuranceto giveinsuranceto someonewho (negative pointsfor any postive
has acute diabetesand on what terms or favourablefactors).
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Insuch situations, thedepartment may getthe | The total number of points so
expert opinion of amedical doctor whoisalso | assigned will decide how much
caledamedical referee. ExtraMortdity Rating (asocalled

EMR) it hasbeen given. Higher the
EMR, moresubstandard thelifeis.
If theEMRisvery high, insurance
may even bedeclined.

9.6 UNDERWRITING DECISIONS

Lifeinsuranceunderwriter takesvariouskindsof decis onsregarding underwriting of
proposer. They areasfollows:

1

Acceptance with standard risk- the proposer is charged with the same
premium asmentioned in premium table and isassumed as standard or ordinary
life. Thisisthe most common decision taken by insurance underwriter. The
standard premium will be charged from the proposer.

Acceptancewith an extrapremium: Thisisgenerally in majority of sub-
standard risks. Inthismethod an insurance company chargesextrapremium
over the standard rate for accepting therisk. Theloading ischarged fromthe
proposer inthiscasewhich meansextrapremiumwith extrarisk. For example
aproposer haselevated lipid profileand high blood pressure, inthiscasehewill
be charged extra premium and will be assumed sub standard risk.

Acceptancewith alien on thesum assured: Thisisatypeof full or partial
restriction on benefit amount a thetimeof damwhichisimposaed by lifeinsurance

company

Example: If theinsured person diesdueto rel gpsed tubercul osi swithin specified
time period then lifeinsurer will pay decreased suminsured. Thisisaexampleof
Lienimposed by lifeinsurer for aTB recovered person.

Acceptancewith arestrictiveclause: In certain circumstances, arestrictive
conditionisin placethat limitsthe death benefit that would otherwise be paid
out inthe event of adeath.

Example Pregnant women are subject to apregnancy clausethat restrictsthe
amount of insurancethat will be paid out inthe event that apregnancy-rel ated
death occurswithin, say, 3 monthsof delivery.
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Denying or delay the proposal: If therisk associated with anindividual is Lifelnsurance
consdered to besubstantialy high and no amount of extrapremium or specified

exclusonscan heptheinsurer indiminishing that risk for thecompany, thenthe

proposal isdeclined by theinsurance company. Finally underwriter of Life

Insurance Company may declineor regject thelifeinsurance proposal.

Example: Anindividua whoissufferingfrom cirrhosisof liver and havinglittle
chance of remission, would beareason for rejection Notes

Example- Aninsurance company may ask proposer towait for few monthsin
case of arecently diagnosed TB person before accepting hislifeinsurance
proposa. Theunderwriter delay or postponethedecisiontoreview thesituation
of proper'shealth after proper medication and supervision.

Acceptance
at ordinary
/ rates \
Declineor Acceptancewith
Postpone " anextraPremium
PO Underwriting
Decisions
Acceptance Acceptance
witha withdienon
redrictive thesum
clause assured
v

Figure 9.5: Underwriting decisions
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. INTEXT QUESTIONS 9.2

1

Inwhich casethelifeinsurer underwriter will declinethe proposal form-
a llliteratewomen

b) Anoverweight person

c) AIDSPdient

d) Personoperatedfor gall bladder stone

What istheroleor function of insurance underwriter?

a ClamManagement

b) Acceptanceor decliningtherisk

C) Insurancepolicy sales

d) Pricingof insurancepolicy

9.7

SOURCES FOR LIFE INSURANCE UNDERWRITING

b)

d)

Application form (Proposal form)-Thisisthemajor sourceof lifeinsurance
underwriting becauselot of information regarding proposer isextracted from
thisform and thishel pin assessing and classification of proposer risk.

Occupational/avocation/residential-supplementary questionnaire
regar dingthisareasked in proposal form. Theinformation helpinidentifying
occupational or residential or avocation risk. Theseaso helpinidentifying the
typeof risk and taking appropriate underwriting decision to accept or reject the
proposal form.

Underwritingmanuals- Underwriting manual arewritten manualswhichhelp
theunderwriter to ratethe different factorsof underwriting. Thefavorableand
unfavorablefactorsareidentified and appropriaterating isdone on the basis of
manuals. And at |ast the decision istaken by the underwriters on the basis of
find ratingvaue.

Internet, government data base, other relevant data- These days
underwritersalso useinternet and social mediato identify thekind of risk the
proposer carries. For exampleif aparticular lifeinsuranceistaking aterm cover
of acelebrity then underwriter will also take someclueregarding lifestyleand
habits of that celebrity before accepting the proposal.
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€)

f)

¢))

M edical examiner report- Thishelpsinthe medical underwriting. If some
adverse medical report comes, the underwriter will take the decision on the
basisof thesemedical reportsand finally take decision to accept the proposer
on same premium or chargeloading or reject the proposal form.

Sandard incomedocumentsfor salaried applicants- Salary dips, last six
month bank statement of salary account, form no 16, individual incometax
returns. Thishelpsinnon- medical underwriting.

Agent sconfidential report- Thisisthe special columninthe proposal form
whereunderwriter expects something significant information whichinsurance
agent will shareregarding the proposer. Theinsuranceagent isalso caled primary
underwriter ashe/she knows more about the proposer risk ascompared to the
insurer'sunderwriter sttingintheoffice. If any adverseinformationisfound out
the agent should share that with theinsurer through thisreport. Thisreport is
kept confidential.

. INTEXT QUESTIONS 9.3

1

Which of thefollowing arethe sourcesfromwhere the underwriter can gather
information for ngtherisk?

a) Proposal formand Insurance agent'sconfidential report

b) Medica history and medica examinationsreportsof thelife proposed
c) Incomestatements(for eg. Balancesheet, ITR, Form 16 etc.)

d) All of theabove

Which of thefollowingisnot an underwriting decison?

a) Ddayingtherisk

b) Declinatureof risk Regjection of risk

€) Acceptingthestandard risk

d) Regectionof Insuranceclaim
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3. Apregnant lady named Pallavi would liketo purchaseterminsurance policy.
What would be the best decision an underwriter can take according to you.
Choosethe most appropriate decision-

a) Acceptanceat ordinary rates

b) Acceptancewith extrapremium

c) Declinetheproposa

d) Postponement of the acceptance of risk

4.  Rameshmay becharged|essinsurance premium because hisexpected mortality
issubstantially lower than standard life. He has submitted aterm insurance
proposal form. Risk category classification for Mr Ramesh would be

a Standardlives
b) Preferredrisks
C) Sub-standardlives

d) Declinedlives

©-| WHAT YOU HAVE LEARNT

The underwriting processisanimportant process asit assessestherisk proposed to
beinsured and isthe bas sof the decisionto accept the offer for insurance and on what
termsinsurance or declinetheoffer for insurance. It would beunfair if thepremiumis
not charged according to therisk assessment. Lifeinsurance underwriting ismainly
concerned with two aspects. It consstsof eva uation of risk associated with anindividud
for providing lifeinsurance cover and pricing therisk. The purpose of underwritingis
anti-selection prevention or selection against the insurance company and risk
classification and ensuring risk equity.

Underwriting or the sel ection processmay besaid to take placeat field and underwriting
department levels. There are two methods of life insurance underwriting named
judgement and Numerica Rating Method (NRM). The underwritersproceedto collect
the premium and issue theinsuranceif they are convinced that all the requirements
have been met.
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10.

TERMINAL QUESTIONS

What isthe purpose of underwritingin Insurance? Explainwith examples.

What do you understand by ‘equity among risks? Give examplesto support
your answer.

Write anote on the various sources from where the underwriter can gather
information for ngtherisk.

Classify differentrisk classes depending on the degree of risksassociated with
it.

Explaintheprocessof underwritingin detail.

Explaintheroleof agent asprimary underwriter andin Fraud monitoring.
Explain the Judgment and Numerical rating method of underwriting.

Writethe advantagesand disadvantages of Judgment method of underwriting.

Write the advantages and disadvantages of Numerical Rating Method of
underwriting.

DiscussthevariousL ifelnsurance underwriting decisionsan underwriter can
take?

‘E‘I ANSWERS TO INTEXT QUESTIONS

9.1

9.2

9.3

1. (d) 4l oftheabove

2. (¢) Decreasingextrarisk

1. (c) AIDSPdient

2. (b) acceptanceor decliningtherisk

1. (d) Alloftheabove

2. (d) Rgectionof Insuranceclam
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Lifelnsurance 3. (d) Postponement of theacceptanceof risk

4. (b) Preferredrisks

@ LEARNING OUTCOMES

After studying thischapter, youareable:

Notes § ®  Toexplaintheprocessand concept of the underwriting and apply the methods
of underwritingwhileassessngrisk.
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10.0 INTRODUCTION

The previous lesson provided an understanding of the importance of the role of
underwriting and the processinsurersuse to assessrisk and underwrite aproposal.
Thislessonyouwill learn about the concept of Medica and Non-medica underwriting
aongwiththefactorsaffecting medica and non-medica underwriting.

10.1 OBJECTIVES

After reading thislesson, youwill beableto:
® Explaintheconcept of Medica and Non-medica underwriting
® Explanthefactorsaffecting medica and non-medica underwriting

® Describethesourcesof lifeinsurance underwriting

10.2TYPES OF UNDERWRITING: MEDICAL AND
NON-MEDICAL UNDERWRITING

Therearetwo typesof underwriting:
1. Medicd Underwriting
2. Non-Medica Underwriting
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10.3MEDICAL UNDERWRITING

10.3.1 Meaning of Medical Underwriting

Definition- Medical Underwriting refers to the underwriting process where
underwritersuse health related information through apreinsurance medical screening
of aprospect to take adecision regarding acceptance or rejection of the application,
or theamount of insurance cover to be provided to theinsured.

To determine the health status of applicant the medical reports are asked by the
underwriter of thelifeinsurance company. Theinsurance company then assessesthese
medical findingsto decidewhether to accept or reject the proposal. Therefore, the
use of medical reportsto accept or declinearisk ismade possible.

High costsareinvolved in conducting and examining medical underwriting. When
srict underwriting cons derationsare done by theinsurance company underwriter, itis
called cream skimming. It meansthey are choosing the best lifeor risk and rejecting
other proposal forms. Thisdecision can disappoint the proposer.

For lifeinsurance underwriting cons derationsage and hedlth statusof theindividua is
important. Theunderwriter canidentify any preexisting diseasesor medica conditions
by consulting persona and family medica histories.

Example: Medicd conditionslikehigh blood pressure, obesity and high glucoselevels
haveahighmortaity. Themedical underwriter needsto bevery careful whileassessing
proposerswith thesemedical conditions.

10.3.2 Factor s Affecting Medical Underwriting

Thelifeinsurance underwriting decisonsareinfluenced by somemedicd factorsthrough
medical underwriting. Generdly they call for medical reports.

Some of thefactorsare asfollows;
a) FamilyHistory

There are three considerationswhile assessing the family history impact on
mortality risk. They areasfollows-

i. Heredity: Thereare someailmentswhich can betransferred from parents
tochildren. Medicd insuranceratesareinfluenced by family medica history
sncegenetic disordersincreasethelikeihood that the gpplicant may contract
them as well. The insurance writer will compute the applicant's life
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b)

expectancy while setting insurance rate premiums. For instance, it is
necessary to determine hereditary risk factorsby looking at the applicant's
family members medica historieswith referenceto diabetes, hypertension,
etc.

Aver age longevity of the family: The questions related to parents
longevity areasked in proposa formwhere underwriter wantsto ascertain
longevity of thefamily members. Thisaso providesaclueto underwriter to
ascertain thetype of risk aproposer is. For example: if both the parents
died early due to cancer the underwriters need to be very cautious in
accepting the proposa . He needsto rule out the possibility of cancer inthe
proposed before accepting the proposal form.

Family Environment: Thefamily may be susceptibleto infection or other
allmentsas per the environment in which they reside. Theseincludesthe
occupation (whether hazardous or not), place of residence and occupation.
Theplacewherethefamily isresiding also affectsthe underwriting. The
factorslike polluted area, densely populated, narrow lanes, lessmedical
facilities, placewhere every year some communicabl e di sease spreadsetc.
will affect theunderwriting decision.

Lifeinsurance companies need to more cautiousin dealing with applicant
with adversemedical history. Insurer may impose extramortality rating or
loading and can call for additional medical reportsin thesetypesof cases.

Personal
History

N

: Medical
Family Factor sthat Personal

History , influencean ‘Characteristics
Underwriter's
Decision

Figure 10.1 Medica Factorsthat influencean Underwriter'sdecision.

Personal History

Thelifeinsurance proposal form consi stsof some specific questionsrelated to
treatment, surgeriesdone, any past impairment, diseasewhichlifeto beinsured
has suffered from. The proposer issupposed to answer these questions.
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A person’'sprognosis may beimpacted by their medical background. Some
illnesses |leave marks and can recur or reduce resistance. The proposer is
guestioned about any current or previousillnessesrelated to different body
systems. The proposer should not hide any information related to present and
past illnessbecauseit helpsthe underwriter to take prudent decision regarding
therisk. If proposer accepts any past and present disease it will not means
denial of proposal. There are specific diseasesof |ess severity where standard
premiumischarged, or extrapremium would be charged for substandard risk.
The proposer should disclosethe name of disease, duration and treatment taken
inproposal form. Some questionsrelated to a cohol, drug and habitsare asked.
Theapplicant should also disclosethesefactsaccurately.

Themedical examiner'sreportsor any necessary pecid reportsmay asoreved
theissues. Themost commonilinessesthat arefata diseasesinclude.

i. Cardiovascular diseases like heart attack, coronary artery disease,
myocardid infarction

ii. Diseasesrelatedto respiratory systemlikeTB, bronchitis, Asthma

iii. Madignant tumours, (also known ascancer)

iv. Diseasesrelatedtorenal systemlikekidney failurewhich may lead death
V. Imparmentsof theendocrine system like Diabetes.

vi. Diseasesrelatedtodigestivesystemlikegastric ulcers, hepatitis, ulcerative
colitisand cirrhosisof theliver

vii. Diseasesrelated to nervous system like Parkinson disease, meningitis,
Alzheimer diseese

viii. Blood diseaseslikeanaemia, thalassemia
Personal Characteristics
These can a'so give somemgjor indicationsfor somedisease.

i.  Build: Toascertain that apersonisoverweight or underweight, height and
weight isrequired to calculate Body MassIndex (BMI). On the basis of
BMI underwriter comesto know about weight category. Thishelpinrisk
assessment. The proposer'sheight, weight, chest measurement and girth of
abdomenisrequired aspart of built.

Theway aperson isbuilt reveals whether or not they are healthy. The
person'sheight, weight, and chest measurement can be used to determine

_Open Vocational Educational Programme
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height and weight must be provided. Thisillustrateshow the body isbuilt.
Infact, themajority of insurergpublish achart of ideal height and weight,
which even doctorsabide by. Whilewriting the height and weight, the actua
measurement should be quoted instead of taking from the build- chart.

Generdly itisexpected that there should beminimum four centimeterschest
expangoninnorma person andjindividual'sexpanded chest should bemore
thanabdomind girth.

ii. Blood Pressure: Individual bjood pressureisthe next indicator. Blood
pressure cons stsof two measurements. They are;

® Systalic: Systolic blood pressure measuresthe pressurein your blood
vesselswhen your heart beats.

® Diastolic: Diastolic blood pressure measuresthe pressurein your blood
vessel swhen your heart rests between beats.

A personissaidto behave high bload pressure or hypertensionif hisher actua
reading are much higher than above mentioned vaues. If anindividual havelow
blood pressure, itisknown as hypotension.

Normal blood pressurerangeislessthan 120/ lessthan 80.Anything between
120-139/80-89 isconsidered pre-hypertension. Numbers above 140-159 /
90-99iscongdered high (hypertension). High blood pressureincreasestherisk
of heart attack, heart disease & stroke and can also causekidney disease.

The pulserateindicatestheblood pressureblow inthe system. It canvary from
50 - 90 per minutewith an average of 72 per minute.

iii. Urine- Specificgravity: Thevarioussat balancesintheurinary system
of thebody isindicated by specific gravity of urine. Any malfunctioningin
thesystemisindicated by specific gravity of urine. The presenceof sugar in
urineindicatestowards diabetesdisease.

. INTEXT QUESTIONS 10.1

1

Which of thefollowing Factorisnot related with medical underwriting?
a Family Medica Higtory

b) Persona Characteristicslikebuild, blood pressure, etc.

c) Placeof Residence

d) Persona Medica History
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2. Why doeshereditary history matter in the underwriting of medical claims?
a) Toascertainthewealth of proposer
b) Someailmentsmay betransferred from parentstotheir children.
c) Waedthy parentshavehedthy children.
d) All of theabove

3. Whichof thefollowing personal characteristicsare studied for the purpose of
medica underwriting?

a Build

b) Blood Pressure

c) Specificgravity of onesurine
d) All of theabove

10.4ANON-MEDICAL UNDERWRITING

10.4.1 M eaning of Non-Medical Underwriting

Definition- The underwriting procedure wherein the insurance companies offer
insurance coverage to the prospects on anon-medical basisisreferred to asnon-
medica underwriting.

Many lifeinsurance proposals are accepted by the underwriters of theinsurance
companieswithout conducting medicd tests. These casesare known asnon-medical
proposals.

Thelogic behind conducting non-medica underwriting isdueto thefindingwhich says
medical examinationsbring out adversefeaturesonly inasmall proportion (say one
tenth) of the cases. Rest can befound out from the proposa formfilled by proposer or
leaverecordsof proposer and various other documents.

Thecost involved in conducting medical test and doctor's fees can be saved by not
conducting medical test. Lifeinsurers have hence adopted the practice of granting
insurance without insi sting on amedical examination. Aninsurance cover isprovided
totheinsured without any medicd tests, non- medica underwritingisconsideredtobe
riskier and so theinsurance cover ispriced higher than medically underwritten products.
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10.4.2 Non-Medical Underwriting conditions

Certain conditionsfor Non-medical underwriting areasfollows:

Imposition of somemaximum limit on suminsured: For example, any proposa
abovefivelakh suminsured will be subject to medica examination.

Entry age barrier may beimposed: for examplethe proposer bel ow the age of
55 need not to undergo medical test.

Limitationsfor certaininsurance plans: for example, anyone above 55 years of
agehasto undergo medical tests.

Restriction for certaininsurance plans. for exampletheterminsurance planwill
not be given without medicals.

Limitationinform of duration of cover likeinsurance maximum term may be
limited to twenty fiveyears/up to age 60 years of age.

Classof lives: Non-medical insurance may a so be allowed to certain specific
categories of individuals, for instance, non-medical special is provided to
employeesof reputed firms- having oneyear service. These companieshave
proper |eaverecordsand may also have periodic medical examinationsso that
theemployee'smedica statuscanbeeasily verified.

10.4.3 Rating Factorsin Underwriting

— Femalelnsurance

— Minors

— Large SumsAssured
Rating Factorsin PH Age

Underwriting - P

- Occupation

— Lifestyleand Habits

— Place of Residence

Figure 10.2 Rating factorsin Underwriting
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a)

b)

Femalelnsurance: Althoughthelongevity of womenisgreater than men but
they may have some problem related to mora hazard. Theother factor affecting
longevity of womenispregnancy. Theinsurer may providefull insuranceto
women who are earning and can restrict the coverage on other categories of
women. Theinsurability of women dependsupon need for insuranceand premium
paying capacity. Likewise somerestrictions or conditionsmay beimposed on
pregnant women.

This presents aspecial challenge to the underwriter. When the services of
housewives are not compensated financialy itsvery difficult to arriveat the
cover. If due careisnot taken while giving life cover to non- working women
thenit canled to hugeadverseclaimexperience. Generdly smdl sumsaregranted
if thereisan equal cover onthehusband'slife.

The specia consideration need requiresfor giving moderate or large coversto
women areasfollows:

i) Educational Background- If thewomaniseducated thenthereisagood
possibility of her being aware of the cover and therisk on her life.

i) Insuranceon other family member s- There can be higher chances of
mora hazard if sheistheonly oneinsuredin her family.

i) Natureof Plan- Whether the insurance policy requested by womanis
TermInsuranceor Investment typeof planitisimportant tolook into reasons
and needsfor purchasing the policy. If reason for purchasingissaving then
why sheistaking cheapest form of insurance (term plan).

Generdly anilliteratewomanwith very littleor no earned incomeasking for
highsuminsuredterm planisahigh risk. Anunderwriter needsto understand
the trends related to social or cultural aspects and trends related to the
clam experiencewhilegrantinginsurancetowomenwith no earned income.

Minors. According toinsurance contact aminor (aperson lessthan 18 years
of age) cannot enter into contract. A parent or legal guardianisrequiredif minor
enter into contract. Asminor usually have no earned income, it isimportant to
ascertain the need of insurance. From the point of risk perspectiveinsurance
taken on child'slifedoesnot make any sense. But in our country thereisahuge
demand for thissegment.

The parentstake moderate or large coverson their childrenlifeduetofollowing
reasons.

¢ Asatargeted savinginstrument
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<+ Toget insurance at low cost when the children enjoy good health and
insurability
< Inanticipation of their insurance needsasadults

<+ Topassonthewedlthtothefuture generation

Three conditionswould generally be sought when considering insurancefor minors:

d)

i.  Whether they havea properly developed physique

Poor growth of physiquecan ariseasaresult of malnutrition or other health
problemsposing graverisks.

ii. Proper family history and personal history
If thereare adverseindicatorshere, it may poserisks.
iii. Whether thefamily isadequately insured

Theunderwriter hasto bevery vigilant while getting the proposal formon
minor'slifeif child's parentsare not insured. The underwriter will try to
ascertain why insuranceisnot taken on parents life.

Large SumsAssured: The underwriter of an insurance company need to be
very cautiousif proposer isasking for higher suminsured policy relativetohis/
her annual income. Generally insurance company can put restrictiontoit like
allowing sum insured 10-12 times of annual income of proposer. It can be
adverse selection for the company if he/sheask very high suminsured.

Example: If theproposer annual incomeisRs 10 lakhsper annumand heis
askingfor Rs2 croresuminsured terminsurance policy, theinsurance undenwriter
need to bevery vigilant asthis proposal may berisky for insurance company.
Asthismay indicate that proposer may be suffering from seriousailment or
anticipation of suicide. Other reason may beignoranceor misssdling by insurance
agent.

Therewould be higher premiumif proposer optsfor high suminsured policy.
There can bequestioninthemind of underwriter regarding policy continuity by
paying renewa payment regularly. Thereforeitisadvisabletolimit thesuminsured.
For exampl e premium payableisamaximum of say onethird of anindividua's
annud income.

Age: Mortality refersto afatal outcome or death. The number of deathsina
given populationisthemortdity or death rate. Ageisclosdy related to mortality
risk. Asthe age advancesthe mortality risk alsoincreases. When looking at
insurancefor personswho are of senior ages, the underwriter must be cautious.
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For example- If apersonistakingistaking aninsurance at theage of 55 yearsfor the
first timetheunderwriter will definitely enquireabout the need for taking insurance at
higher agefor thefirst timeand thisis suspected to have moral hazard for thefirst
instance.

Generally, asthe age advancesthereismore chances of occurrence of some specific
diseaselikeheart disease, kidney diseaseetc. Theinsurer may ask somespecia medica
reportslike Chest X Ray, HbA 1c, ECG etc, if aperson of advance ageisopting for
higher suminsured. Thesemedica testswill tell moreabout the hed th of thelife proposed
ascompared to the ordinary medical test conducted or answersgiven by proposer in
proposal form.

Ageisvery important aspect for underwriting. Valid age proofs may be standard or
non-standard.

Sandard AgeProofs
Some documents considered as standard and non- standard age proofsare:
Valid age proofs

Sandard age proof

Schoolorcollegecertificate

passport

PANcard

Serviceregister

Certificateofbaptism
Certifiedextractfromafamilybibleifitcontainsthedateofbirth
| dentitycardincaseofdefencepersonne
marriagecertificatel ssuedbyaRomanCathoticchurch

N N
e 6 6 o o6 o o o

Non-standar d age pr oof

Horoscope Rationcard

Rationcard
Anaffidavitbywayofsdlf-declaration

Certificatefromvillagepanchaya

p
e o o o

Figure 10.3 Valid age proof (Standard and non- standard age proof)
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If the proposer has no standard age proofs, theninsurer may consider non- standard
ageproof. Theinsurersmay impose somerestrictions on submission of non- standard
ageproofslikerestriction of suminsured, insurance plan etc.

€)

f)

Moral Hazard

Dishonesty or character defectsinanindividua that increasethefrequency or
severity of loss. For example- adishonest person would liketo do fraud with
insurance company to get insurance claimwhich heisnot entitled to.

Moral hazard cannot be assessed or measured, it is judged entirely on
circumstantia evidencesuch aslifestyleand reputation for integrity etc. Thisisa
risk for which premium cannot be cal culated for. The underwriter would not,
under any circumstances, approvetheproposal if moral hazard was suspected.

Theinsurer needsthe agent's confidential report in order to evaluate therisk
and viability of theinsurance proposal. Thereport includes detail sabout the
proposer'sfinancia situation andway of living. Thereport'sobjectiveistogive
theunderwriter additional detailsto help them evauatetherisk, particularly in
light of any potentia moral hazard.

Occupation

Thefactorsevauated for underwritingisnature of occupation. Thereare hazards
related to nature of occupation called occupational hazard. These hazardsare
those that are attached to the job the person does. People working at great
height or with high e ectric voltage equipment are morelikely than thosewho
don't to bevictimsof accidents. Many of thejobsat municipa and other local
bodiesare hazardousin the sensethat theincumbentsare susceptibleto serious
respiratory and other illnesses. Although these risksjustify extrapremium, the
insurersmay decideto waivethe extrapremium.

For example- Rgeshissuffering from asthamaand isemployed in cement
factory. Hewould be assumed higher risk by underwriting team ascompared to
the person suffering from same disease but working asafaculty (teaching job)
inuniversty.

Sour cesof Occupational Hazar ds- It may arise dueto three sources. They
areasabove:
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A

Sour cesof Occupational
Hazards

Health Hazard

Moral Hazard

Figure 10.4 Sources of Occupational hazards

Accidental Hazar ds. There are some specific jobswhich aremore prone
for occurrence of accidentslike peopleworkingin chemica and firecracker
factories, artistsinfilm stuntsetc.

Health Hazar dsthereare some specificjolbswhich canraisethe occurrence
of medica impairment. Variousexamplesof health hazardsareasfollows:

For example- apersonworking in chemical industry isexposedto certain
chemicaseither short or long term dueto which hecan develop skin related
diseases, respiratory diseases, cancer etc.

For example- apersonworking in mines. The health problemsrelated to
physica work undertaken and theinha ation of dust causing pneumoconioss.

Lastly, thejobswhere person sitson computer screen for long like BPO,
KPO can affect certain body parts. A person working in noisy settings
have high probability of ear and brainimpairment.

Moral Hazar d thesetypesof hazard arisewhen job'sproximity istowards
drugs and acohol or criminal elements. For example bodyguard of a
bus nessman with suspected crimina links. Generdly the proposer isasked
tofill the occupational questionnairerelated to job details, risk exposure
and job profilewhenever the applicant's occupationislisted in hazardous
occupation.A flat extra(for example Rupeesone per thousand sumsinsured)
or loading (extrarisk with extra premium) is charged for such kind of
occupational risk. Such extrapremium charged can beremoved or reduced
if insured's changes hisoccupation fromrisk to lessrisky one.
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¢))

A higher premiumischarged to compensatethe additional risk that thelife
insured isexposed to asaresult of their work, however restrictions are
typically not enforced based on risky occupations. A career inaviationis
onesuch example. Intheevent that thelifeinsured passesaway dueto an
accident whileengaged in aviation, only passengerson commercia arlines
areeligiblefor the double accident and disability payout. Someinsurers
demand that they beinformed of achangein employment.

Lifestyleand Habits

Thiscoversawiderangeof applicant characterigtics. If any lifestyleand habits
characteristics are present in applicant then moral hazard report and agent
confidential report are expected to mention it which suggest extraexposureto
risk. Threeimportant featuresare asfollows:

Smoking and tobacco use habits: Asweall know that tobacco usein
any formisvery hazardousto health andlife. Thisisledto many other kinds
of medical risks also. The life insurance companies give discount to
nonsmokersand on the other sde chargesextrapremium from smokers. In
proposa formif theapplicant disclosethat he/sheisasmoker then addition
question related to frequency (number of timesconsumptioninaday) is
asked.

Alcohol: If thealcohol isconsumed in excessregularly for longtimeit
affectsthe mortality rate. The digestive system and liver functioningis
impairedif proposer ishabitua of heavy drinking for longer term. Thiscan
also cause mental disorders. Small amountsof acohol used on occasion
poseno danger. Inmany nations, it actualy playsaroleinsocid life. Itaso
leadsto family abuse, accidents, suicides, violenceand suicides.

If the proposer givesaffirmative answer regarding alcohol consumption
then underwriter ask addition question from her/him. The underwriter
decision to accept or reject the proposal depends upon quantity, frequency
of alcohol consumption and complicationsfrom acohol drinking.

Substance abuse: The use of drugs or narcotics, sedativesand other similar

stimulants comes under the substance abuse. The use of these substances
indicatescrimina digpogition and mora hazard and someof theseareillegd.
Onsuspicion, theunderwriter can call for addition test to check the substance
abuse. Generally the proposal isdeclined for thesetype of cases.
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h)

1

For example: Rg hasahighrisk hobby asbungeejumping, scubadiving.
Hisproposa formwill beaccepted by charging higher premium. If therisk
factorsaretoo high, the proposal of that individual may be declined or
rejected.

Placeof residence: thefactorsevaluated for underwriting are
® Risklevesreatingtothelocationwhereindividua resides.
® Risklevesrdatingtothelocationtowheretheindividud istraveling.

For example: Rameshresidesinalocation wherethemedical infrastructureis
poor, palitica ingtability exigts, thecrimerateinthislocationishighor thisplace
isdisease prone. Thiswill be considered high risk by the underwriter of the
insurance company. Inthiscasetherisk will be categorised ashighrisk andthe
proposa may either berejected or accepted with modified terms.

. INTEXT QUESTIONS 10.2

Themora hazard exampleidare:

a) Thepersondied dueto e ectric shock.

b) A dishonest personwant toinflatethe claim amount dueto fraudulent means
c) Thepoalicy lapsesbecausetheinsured hasnot paid timely premium.

d) Alltheabove

Which of thefollowing circumstanceswill not impact aperson'sability to obtain
insurance?

a) Dalyexercise

b) Banned substanceabuse.

c) ChainSmoking

d) Alcohol consumptioninlargequantity

Onthebasisof non- medica underwriting, which proposal form of applicantis
unlikely to be selected?

a) Saroj, working asassistant professor in government university, aged 25
yearsand hasapplied for money back policy of 15 year duration.

b) Mahi, aged 55 years, worksin achemical factory and hasapplied for a
terminsurance cover of Rs. 80lakhs
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c) Sahu, aged 25 years, working asunderwriting manager in privateinsurance
company and wantsto take Rs 10 lakh suminsured term insurance plan.

d) Mohit, whoisworking asaclaim manager inlifeinsurance company, aged
28 and applied for Rs 15 lakhs suminsured endowment policy.

Ragnishisan asthmapatient whoisemployedin acement factory asasupervisor.
Which of thefollowing risksheisexposed to?

a Physcarisk b) Financid risk
c) Lifestyleand habitsrisk d) Occupationd risk

Which of thefollowing isconsidered to be the greatest risk in the chemical
industry?

a Combatinjury

b) Typeof equipment used

c) Heavyworkinghours

d) Contact with dangerouschemicals

Which of thefollowing isan exampleof arisk factor that isnot associated with
theresdenceof anindividua?

a Medicd fadllities b) Infrastructure
c) Occupation d) Political conditions

WHAT YOU HAVE LEARNT

Medica Underwriting refersto the underwriting processwhereunderwritersuse hedlth
related information through apreinsurance medical screening of aprospect totakea
decis on regarding acceptanceor rejection of theapplication, or theamount of insurance
cover to beprovidedtotheinsured. Thereare somemedica factorsthat wouldinfluence
anUnderwriter'sdecisonlikefamily history with repect to Heredity,Averagelongevity
of thefamily, and Family environment; Personal history with respect to past illness;
and Personal characterigticslike build, blood pressureetc.

Therearedifferent sources of underwriting likeApplication form (Proposal form),
Occupational/Avocation/Res dential -supplementary questionnaireregarding thisare
asked in proposal form, Underwriting manuals, Internet, government database, other
relevant data, Medical examiner report, Standard income documentsfor salaried
applicants, Agent'sconfidential report, etc.
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3.

TERMINAL QUESTIONS

What do you understand by medical underwriting? How isit different from
Non-medica underwriting?

What arethefactorsthat must be known to theinsurer which may affect the
decision of amedical underwriter?

What do you understand by non-medical underwriting? What arethe certain
conditionsthat need to befollowed in case of non-medica underwriting?

What arethefactorsthat must be known to theinsurer which may affect the
non-medica underwriting?

Study thefactorswhich may affect the non-medical underwriting by collecting
theinformation from 2-3 membersof your family and ascertaintheleve of risk
involved whichisuseful in non-medical underwriting.

‘E ANSWERS TO INTEXT QUESTIONS

10.1

10.2

1. (¢) Placeof resdence
2. (b) Someailmentsmay betransferred from parentstotheir children.

3. (d) Alloftheabove

1. (b) A dishonest personwantstoinflatetheclaimamount dueto fraudulent
means

2. (@ Dalyexecise

3. (b) Mahi, aged 55 years, worksinachemical factory and hasapplied for
aterminsurance cover of Rs. 801akhs

5. (d) Occupationa risk
6. (d) Contactwithdangerouschemicas
7. (¢ Occupation

@ LEARNING OUTCOMES

After studying thischapter, youareable:

To understand the medical and non - medical underwriting process.
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11.0INTRODUCTION

The purpose of any Lifelnsurance policy isto support thefamily in case of any loss
dueto any unfortunate event with thelife of theinsured. Itisnot easy for thefamily to
bear theloss. In such asituation it isimportant that the members of thefamily should
have the knowledge of the claim settlement processand the documentsinvolved soto
ensurethetimely settlement of claims. You asan insurance agent or manager need to
make them aware about the procedurefor claim settlement at thetime of buying the
policy aswell asat thetimeof claims. Inthischapter you will study about theclaim
settlement procedurein lifeinsurance aswell asabout the documentsinvolved at the
timeof clams.

11.1OBJECTIVES

After reading thislesson, youwill beableto:

® Understand themeaning of a'LifelnsuranceClaim'
Classfy thedifferent typesof 'Lifelnsurance Claim
Describethe Claim Settlement procedurein LifeInsurance.

Summarizethe documentsrequiredin Lifelnsurance Claim.

Explaintheroleof agent in the Claim Settlement procedurein Life Insurance.

Diploma in Insurance Services 181



Module - 2

182

Lifelnsurance

Notes

CLAIMSMANAGEMENT INLIFE INSURANCE

11.2CONCEPT OF CLAIMS

Theclaim eventissignificant ininsurance because theinsurer have made promise at
the proposal stageto cover the perilsaccording to termsand condition of the policy.
Thisistheright timeor opportunity for insurer tofulfill their promisesby paying clam.
Definition

Aninsurance claim isarequest madeto theinsurer to execute itscommitment in
accordancewith thetermsand conditionsof thepalicy.

A damisthepayment given by theinsurer totheinsured or claimant upon theoccurrence
of the event stated in the contract in exchangefor the premiums paid by theinsured,
according to thedefinition provided by theinsuranceindustry.

Aninsurer'scrucia roleisto pay alegitimate claim quickly and easily.

After checkingthevalidity of lifeinsuranceclaim asper thetermsand condition of the
policy theinsurer approved it and pay tolifeassured in case of survival or maturity
claimsor pay to nomineeor lega heir in case of insured death.

Example:

Rajesh buysalifeinsurance policy of Rs25 lakhsto protect hisfamily incaseof his
unfortunate death. He diesdueto serious car accident leaving thefamily behind. His
wife, who isthe nominee under the policy, can claim theinsurance amount from the
insurance company.

Aninsurer istheinsurance company selling theinsurance policy.
Aninsured isaperson or company purchasing theinsurance company.

Premium istheamount paid by the policy holder toinsurance company for assuming
therisk.

11.3TYPES OF CLAIM

Basicdly therearetwo main typesof lifeinsurance claimswhich comestolifeinsurer.
Claimscan beof two types:

a  Maturitydams

b) Deahclam

Whileadeath claim arises only upon the death of thelife assured, survival claimscan
be caused by one or more events.
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Thelifeinsurance claim settlement depends upon variousfactorslike evidence of
insured event, nomination, natureof claim, etc.

11.3.1 Maturity Claim

Theamount paid by theinsurer a the completion of the plan'sduration, assuming the
lifeinsured survives, isknown asthe maturity benefit or the maturity claimamount.

Maturity Claim = Sum Insured + Accumul ated bonuses - any unpaid Premium (s) -
any dueinterest

Example:

Ramesh paid apremium of Rs. 60,000 to get an endowment insurance policy worth
Rs. 2,000,000for 15 years. Hemight request amaturity claimin accordancewith the
policy'sconditionsif hesurvived tothe maturity of thepolicy'sterm, whichis15years.

The payout inmaturity claimiseasy because:
i) No need to prove the occurrence of the event by policy holder.
i)  Sincetheinsuredisdtill alive, provingtitleisnot problematic; and

i) Theinsurer need not wait for the policyhol der to submit aclaim; instead, they
cantaketheinitiativeto quickly resolvetheissue.

Survival benefits: Benefitsfrom theinsured's survival up to apredetermined time
throughout the policy term may giveriseto claims. Money-back policiesfrequently
provide such periodic payouts.

Benefits paid during the assurance period known as" Survival Benefits' under some
typesof insurance, such asmoney back plans, areincludedin maturity claims.

Theinsurance company servicing officesmakethe paymentsof thematurity and surviva
benefit claims. Theservicing officeinitiatesaction inrespect of both typesof payments
inadvanceof their due dates.

Thebelow sectionwill explain how maturity claimsare handled for different typesof
policies.
i Participating Plan: If aperson choosesthis participating plan, the amount

payable under amaturity claimisthe suminsured plusaccrued bonuses, less
any obligationssuch unpaid premiumsand interest on policy loans.

ii.  Return of Premium (RoP) Plan: In case of some term plans, insurance
companiesreturn back the premiumsto thelife assured at theend of thetenure
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of the plan. In case of some RoP planstheinsurance companiesa so pay some
interest onthe premium paid.

Unit Linked InsurancePlan (UL1P): Thefundvaueispaidtotheinsured as
maturity claim onthematurity of thisplan. Some companieseven pay thefund
valueand the sum assured on maturity.

M oney-back Plan: Throughout the policy duration, periodic paymentsare
giventothepolicy holder by thelifeinsurer a predetermined time period. With
each survival benefitinstalment, theinsurance policy isdelivered back to the
policyholder with an endorsement of the payments made.

If aperson choosesthis participating plan, the amount payable under amaturity
clamisthesuminsured plusaccrued bonuses, lessany obligationssuch unpaid
premiumsand interest on policy loans.

Claim settlement requirements

Therequirementsfor settling these claimsarequitessimple. Thoseare.

Ageproof documentary evidence, if age proof isnot already admitted.

Origina policy or duplicate, if issued, inlieu thereof aong with deed or deed of
assignment (if any)

A form of dischargefor thematurity proceedsby the person entitled to receive
themoneys. Dischargeform should be duly stamped, signed and witnessed.

Document of assignment, in case of any assignment

Thegrossamount of the claim, any applicable deductions, and the net amount dueare
al listed on the discharge voucher. Thebasic sum assured or paid-up value, the bonus
due, any surplus deposits present in the relevant policy account, and any returned
excess premiums, if any, make up the grossamount in most cases.

Therearevariousreasonsto take proactive action in thisareaof operations:

)

)

For ensuring good image of insurer speed of insurance claim settlement is
important.

Themainam of insurer isto pay thematurity and surviva claimtimely ondue
datesto policy holder.

Theinsurer would have kept its promisesif the policyholder received such
paymentson time, and he or shewould be extremely grateful and satisfied.
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iv)  Byturningaportionor theentiream
thefield forceto approach current pd

bunt of theclaiminto premium, thisenables
nlicyhol dersabout purchasing anew policy

andtoidentify new prospectsthrough happy policyholders.

If the policy document ismisplaced then us
holder claim onthe basisof indemnity bg
paper.by insured. In caseof surviva benefit
insurance policy becausethe contract cont
benefits.

11.3.2 Death Claims

Death clamsare payments made by insurs

Inthistypeof claimthesuminsured or clai
or assignee(if assgnment isexercised by
Studtion at timeof deathclam. Thelifeins
death of lifeassured. Theinsurer paysthea
suminsured plusaccrued bonuses(if parti
premiumsand interest on policy loans.

Therearetwo typesof death claim:

sua ly insurance company may settlepolicy
nd to be executed on anon-judicial stamp
clam settlement theinsurer issueduplicate
nues even after the payment of the survival

¥ inthe event that theinsured passesaway.

m amount ispaid to nominee(if registered)
ifeassured) or legal heir depending onthe
urance contact endsafter desth claim dueto
mount payableunder amaturity clamisthe
Cipating), lessany obligations such unpaid

a  Earlydeathclam (if desthclaimcol

meswithin 3 yearsof policy tenure)

b)  Non-early death claim (if death claim occursafter 3 yearsof policy tenure)

If death claim comeswithin 3 yearsof policy tenure (commencement or revival of life
insurancepalicy), itisknown asearly death claim. They are a so known as premature
desthclams.

Example

R4 had taken lifeinsurance on 30th August 2016. Hedied of sicknesson 28thMarch
2018. If Rg heirslodged adeath claim with theinsurance company on 2nd April
2018, it would be considered an early claim asthe claim had arisenwithintwo years of
thedate of commencement of thepalicy.

Example

OnAugust 30, 2014, Ranjan purchased lifeinsurance. He passed away on September
28,2019, duetoillness. If the Ranjan heirsfiled adeath clamwith thelifeinsurer on
October 2, 2019, it would be regarded asanon-early claim because the claim had
materialised morethan two yearsafter thepolicy'sstart date.
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Examining each document that the deceased person’'s heirs submit isnecessary. By
filing therequired claim paperwork, thelifeinsurance agent ass ststhe deceased person's
family nomineein receiving the policy payout.

Theinsurer must beintimated of the cause, date, and | ocation of desth by thenominee,
assignee, or legdl heir.

Throughout the policy duration, periodic paymentsare givento the policy holder by
thelifeinsurer at apredetermined time period. With each surviva benefit instalment,
theinsurance policy isdelivered back to the policyhol der with an endorsement of the
payments made.

. INTEXT QUESTIONS 11.1

1. Identify whichtypeof lifeinsurance policy where periodic paymentsaregiven
tothepolicy holder by thelifeinsurer at predetermined time period

a TermInsuranceplan
b) ULIP
c) Noneof theabove
d) Money back insuranceplan
2. Anearly deathclammeans?
a) Ifinsured, death claim comeswithin 3 yearsof policy tenure.
b) If insured, death claim comeswithin 8 yearsof policy tenure.
c) Ifinsured, death claim comeswithin 5 yearsof policy tenure.
d) If insured, death claim comeswithin 1 yearsof policy tenure.
3. Whoisentitledtothematurity clam?
a Nominee
b) Assgneewhenthereisno assgnment registered
c) Policy holder himsdf if thereisno assignment under the policy

d) Appointee
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114 CLAIM PROCEDURE FORLIFEINSURANCE POLICY

1)

2)

I ntimation of Death

Thefirgt gepisto send anintimation of desth to the branch office of theinsurance
company fromwherethe policy wasissued.

Theintimation should be sent inwriting by any of thebel ow mentioned persons.
<+ Theregistered nominee

¢ Theemployer

<+ Aninsurance agent or the Devel opment Officer

<+ Thereativeof the deceased policyhol der

Sending anotice of death to theinsurance company branch officewherethe
policy wasissued isthefirst step.

Any of the peoplelisted below should send the notification in writing: The
following detailsshould beincluded intheletter of death notification:

<+ Nameof thelifeassured

A statement that thelife assured isdead
Thedate of thedesth

Thecause of death

Theplaceof death

Therelationship of the claimant with theassured

Thepolicy number

IR B TR R R 4

Certificate of deathissued by theMunicipa authorities/ public record office
that maintainstheserecords.

Thebranch officeverifiesthe status of the policy and sendsthe necessary claim
forms along with instructions regarding the procedure to be followed and
requirementsto be met by the claimant assoon asit receivesthe notification of
death and i s satisfied with the authenticity of thenatification.

Submission of Proof of Death

The proof of death isacertificateissued by the Municipa Death Registry or by
aPublic Record Officewhich maintainsthe records of birthsand desthsinthe
locality. Other statementsor certificatesare also required to begiveninthe
prescribed clamform, such as:
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3)

4)

5)

A statement by the doctor who last treated the deceased
A certificate by the hospital wherethe policyholder died
A certificatefrom the employer wherethe policyholder last worked

® S & &

A certificateof cremationor burial (thisisgeneraly calledinearly claim
cases)

Submission of Age Proof

If theinsured'sagewas not previoudy verified, the claimant must do so. Most
peopl e seethefollowing documentsasbeing valid age proof:

Birth Certificate

School Certificate

Certificaterelating to baptism ceremony among Chrigtians
Passport (whichiswithinvalidity period)

Proof of Titleof the Claimant

® S & &

No proof of titleisrequired if the policy has been properly assigned or the
nominationisstill in effect at the time of death. The claimant must present
convincing proof of titleto the decedent's estate from the appropriate authority
if thereisno legitimate nomination or assgnment.

TheAdministrator General or acourt may havethe authority, and they should
beableto:

< A succession certificate; or
< Lettersof administrator; or
< Letter of probate; or

¢ Aregigeredwill

Payment of the Palicy

Theinsurer issuesadischargeform for completion that needsto be signed by
the personwhoiseligibleto collect policy money onceall theformalitiesare
finished. Such aperson might be.

< thenomineg, if nomination was madeunder the policy
¢ theassgneg, if thepolicy wasassigned

< thelega representative or successor
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Accordingtol RDAI regulations, Lifelnsurance

I. "Alifeinsurance company, uponreceiving aclaim, shal processtheclamwithout
delay.Any queriesor requirement of additional documents, totheextent possible,
shall beraised al at onceand not in apiece-meal manner, within aperiod of 15
daysof thereceipt of theclaim.

ii.  Aclamunderalifepolicy shall bepaidor bedisputed givingall therelevant
reasons, within 30 days from the date of receipt of all relevant papersand | Notes
clarificationsrequired. However, wherethe circumstancesof aclamwarrant an
investigationintheopinion of theinsurance company, it shal initiateand complete
suchinvedtigation at theearliest. Wherein the opinion of theinsurance company
thecircumstancesof aclamwarrant aninvestigation, it shdl initiateand complete
suchinvestigation at the earliest, in any case not later than 6 monthsfromthe
timeof lodgingtheclaim.

ii.  Subjecttotheprovisionsof Section47 of theAct, whereaclaimisready for
payment but the payment cannot be made due to any reasons of a proper
identification of the payee, thelifeinsurer shal hold theamount for the benefit of
the payee and such an amount shall earn interest at the rate applicableto a
savingsbank account with aschedul ed bank (effectivefrom 30 daysfollowing
thesubmission of dl papersandinformation).

iv. ~ Wherethereisadelay onthe part of theinsurer in processing aclaimfor a
reason other than the one covered by sub-regulation (iv), thelifeinsurance
company shall pay interest on the claim amount at aratewhichis2% abovethe
bank rate prevalent at the beginning of thefinancial year inwhichtheclaimis
reviewed by it."

11.5FORMS TO BE SUBMITTED FOR DEATH CLAIM

The nominee must submit thefollowing formstotheinsurer for lifeinsurance death
clamsprocessng:

Clamform.

Insurance Policy Document

Certificate of cremation or buria

Statement by the doctor who | ast treated the deceased.
Statement by the hospital wherethe policyholder died.

Statement by the employer about theleave, if any, taken by thelifeassured on
theground of sickness.
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Certified court copies of policereport like First Information Report (FIR),
Inquest Report, Post-Mortem Report, final Report which arerequiredin case
of death by accident.

Death certificateissued by municipal authoritiesetc. asproof of death.

Documentsrequired in caseof early claims:

Policy document

Dischargevoucher

Assignment deed (if any)

Age proof document (if ageisnot admitted)

Proof of titleof claimant

Statement by the doctor who | ast treated the deceased
Statement by the hospital wherethe policyholder died

Statement by the employer about theleave, if any, taken by thelifeassured on
theground of sickness.

Certificate of cremation or buria

Documentsrequired in caseof non- early claims.

Policy document

Dischargevoucher duly completed, signed and witnessed
Assignment deed (if any)

Age proof document (if ageisnot admitted)

Proof of titleof claimant

Claimant'sstatement giving detail sof cause of death, nature of illnesssuffered,
treatment, cremation, etc.

Origind desath certificate

Repudiation of death claim:

If the proposer givesincorrect statement and suppression of material factsrelated to
policy, thecontract comesto end and becomesvoid. Thedeath claim can berepudiated
if itisfound by claimsdepartment while processing the death claim and all the benefit
under thelifeinsurance policy will beforfeited.
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Section 45: I ndisputability Clause

However thispenalty issubject to Section 45 of the InsuranceAct, 1938.

"No policy of lifeinsurance shdl becalledin question on any ground whatsoever after
theexpiry of threeyearsfromthedate of the policy, i.efrom the 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”.

Claim Concession:

In the strictest manner, if the premium is not paid, the insurance expires, and no
additiona paymentsarerequired. Therefore, no clamfor aninsurancethat haslapsed
can be considered.

However, insurersdo adopt aliberal and compassionate stancein certain situations.
For instance, the L1C of Indiaoffersthefollowing benefitsor concessions:

® ClaimConcession: If adeath clamarisesunder apolicy within six monthsof the
first unpaid premiumand at |east threefull years worth of premiumshavebeen
paid, theclamisfully settled asif the policy had beeninfull force.

® Extended Claim Concession: Inasimilar manner, if apolicy’'sminimumfive
completeyears worth of premiumsare paid, the subsequent premiumis|eft
unpaid, and adeath claim ariseswithin ayear of thefirst unpaid premium, the
clamwill befully settled asif the policy had continued to bein effect.

Note: Inthetwo instances mentioned above, the policy money will bepaid
after deducting any past-due premiumswith interest and any premiumsthat
remain duetill thepolicy'snext anniversary.

Presumption of Death:

According to Indian EvidenceAct "When someoneisreported missing, theclaimant
should beinformed that thelifeinsured will be considered dead after sevenyearsor
upon submission of acourt order, whichever comesfirgt. Inthemeanwhile, the policy
must be kept inforce by making regular premium payments.”.

Example:

If theinsured individual hasbeen reported missing for sometimeand amaturity claim
ismade, theclamwill remainameaturity claim and not adeath claim until thedeathis
established. However, sincetheinsured person holdsthetitle, it will be necessary to
provide evidence of death before any other party, such asan heir, can receivethe
policy income. The processwill bethe same aswhen death isassumed.
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If circumstantial evidenceisprovided showing that thelife assured would not have
survived afatal accident or hazard, theinsurance company may take into account
paying the claiminthe event of supposed death, evenwithin 7 years.

Insomeingtances, the payment isprovided inreliance on anindemnity bond to safeguard
theinsurer'sinterestsin the event that the presumption of death isdiscoveredto be
fdse

Role of an agent:

Anagent must providethenominee, legal heir, or beneficiary with every assstancein
appropriately filling out and submitting claim papersto theinsurance company office.
Inadditionto fulfilling duties, thisgenerates goodwill because the agent hasagood
chanceof getting future businessor referral sfrom the deceased'sfamily.

11.6 INSURANCE RIDERS

Withastandard insurance policy, ridersoffer extrainsurance protection. A rider isan
optional extrabenefit that can be added to astandard insurance plan. Thisisan added
benefit that comeswith the basic coveragefor an additional cost. Thesuminsured for
rider isalwayslessthan the suminsured of basicinsurance. Thesevera typesof riders
that insurance companiesprovidearehe pful in boosting insurance coverage by raising
thebase policy'spremium.

Theadvantage of taking rider isthat extrabenefit or cover can betakeat lesspremium
with baseinsurancepolicy.

Thefeaturesof Insurance Ridersareasfollows-
® Ridersareoptiona cover and not compulsory to purchasewith base policy.

® Toavail thisrider benefitinsured need to pay extrapremium. Extrabenefit with
extrapremium.

® Makingthemhandy for financia advantagesshould someunpleasant occurrences
occur.

® Nosnglerider will haveapremiumthat isgrester than the base premium of the
chosen palicy.

Therearemany different kindsof riders, but well focuson two essential oneshere:
®  Accident Death Benefit (ADB)
®  Permanent Disability Benefit
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Accident Death Benefit (ADB) Rider

Accidents occur randomly, but they are always apossibility. Accidental deathis
regrettable sinceit happenswithout warning. The deceased'sfamily membersareina
seriousfinandd difficulty.Accident Death Benefit Rider ishe pful inthesecircumstances.
Thisbenefit hasalow premium. Accident can refer to any sudden, unexpected incident
that hasviolent outward force and resultsin bodily injury or death. It need not bea
road accident.

For example- Accident include snake bite, death in the swimming pool/ river/ sea,
death dueto lightening, €l ectric shock etc.

Permanent Disability Benefit

Inthe event of ahandicap, theinsured are unableto support themselvesfinancialy.
Theinsured person becomestotally dependent or aburden onfamily members. Benefits
for permanent disability are hel pful inthese circumstances. It isneither aclaim for
death nor aclaim for maturity.

For Example-

Rajan met with afatal accident which led to the disability and hampered hisdaily
workinglife. Duetothiscover, hereceived monetary aidinlieu of hisdisability.Although
unabletowork, Rganwasneverthel essableto maintain himsdf and hisfamily thanks
to the necessary aid from disability insurance.

11.7 SURRENDER OF INSURANCE POLICY

Beforeit matures, alifeinsurance policy can bewithdrawn; thisisknown assurrendering
thepolicy. Theterm "surrender value” or "cash value' refersto the sum that will be
paidtothepolicyholder after theinsurance policy issurrendered. Ainsured may choose
to surrender hispolicy and withdraw the benefitsin times of financial emergency,
provided that certain conditions specified in the policy aremet. Ingeneral, insurers
providethoroughinformation onthesurrender valuefor variousyearsduring thepolicy's
duration. For threeyears, theinsured must pay premiumsin order to get the surrender
vauebenefit.

Featuresof Surrender:

® Thesurrender valueisusudly given asapercentage of thepaid-up value, or the
premiumspaid.

® Thesurrender valuefactor increaseswithincreasing insurance duration. Itis
independent of the mode of premium or theactua premium.
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Example:

Thesurrender value of acertain policy after 15 yearswill be morethan of the same
policy after 10years.

. INTEXT QUESTIONS 11.2

Which claim needs submission of proof of death?
a MaurityClam

b) Surviva benefit payment

c) DeathClam

d) Noneof theabove.

2. Inclaim settlement cases, in how many months should the investigation be
completed?

a 3months
b) 6months
c) 9months
d) Noneof theabove

3. Onceadl therequirementsare completed, how much timeshould aninsurance
company taketo settletheclaim?

a 60days

b) 30days

c) 120days

d) Noneof theabove

4.  Praveendiedinacar accident. The beneficiary submitsdocumentsfor death
claim. Which of the below document isan additional document requiredto be
submitted in case of accidental death ascompared to natural death.

a) Cetificateof buria or cremation
b) Treating physcian'scertificate

c) Employer'scertificate

d) Inquest Report
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5. Basedonclassificationof claims(early or non-early), pick the odd one out? Lifelnsurance
ad Ramyadiesafter 6 monthsof buying aterminsuranceplan
b) Manoj diesafter oneand half yearsof buying aterminsurance plan
c) Daviddiesafter twoand half yearsof buyingaterminsuranceplan
d) Pravindiesafter fiveand half yearsof buyingaterminsuranceplan

Notes
6. Givenbdowisalist of documentsto be submitted for anormal death claim by

al beneficiariesinthe event of death of lifeinsured. Pick the odd one out which
isadditionally required to be submitted only in case of death by accident.

a Inquestreport
b) Clamform
c) Cetificateof buria or cremation
d) Hospitd'scertificate
7.  Whattypeof clamisinvestigated beforeapay out?
a Mauritydams
b) EalyClams
c¢) NonEarlycams
d) Surviva Benefit payment

8.  AspertheEvidenceAct, after how many yearswill amissing person bepresumed
dead?

a TwoYears
b) FiveYeas
) SevenYears
d) TenYears
9.  Theextrabenefit withthebasic policy by paying extrapremiumis
a Rider
b) Loading
c) Exces

d) Deductible
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©-| WHAT YOU HAVE LEARNT

A cdlamisthe payment made by theinsurance company to thepolicy holder or claimant
on the occurrence of the event specifiedin the contract, in return for the premiums
paidfor theinsured. Basicaly, therearetwo main typesof lifeinsurance clamswhich
cometolifeinsurers. @) Maturity claims- The maturity benefit or the maturity claim
amount istheamount paid by theinsurance company at the end of the tenure of the
plan, provided thelife assured survives. b) Death claim- The payment of sum assured
amount in casetheinsured dies. Thereare certain Claim settlement requirementswhich
you havetofollow at thetimeof claims. For the settlement of theclaimthefirst stepis
to send an intimation of death to the branch office of theinsurance company from
wherethe policy wasissued. Age Proof, Proof of Death and Proof of Title of the
claimant areto be submitted. When al theformalities are completed, theinsurance
company issuesadischargeform for compl etion whichisto be signed by the person
entitled to receive policy money. An agent must providethe nominee, legal heir, or
beneficiary with every assstancein gppropriately filling out and submitting claim papers
to theinsurance company office. Beforeit matures, alifeinsurance policy can be
withdrawn; thisisknown as surrendering the policy. Theterm " surrender value' or
"cashvaue' referstothesumthat will be paid to the policyholder after theinsurance
policy issurrendered. The surrender valueisusualy given asapercentage of the paid-
up value, or the premiums paid. The surrender valuefactor increaseswith increasing
insuranceduration.

'lPlll»

'%Iei TERMINAL QUESTIONS

1.  Comparetheclaim settlement ratiosof different Life Insurance companiesand
highlight thetop 5 companieson the basisof their claim settlement ratios.

2. Raeshhasbought alifeinsurance policy with adisability benefit rider. Hehas

made absol ute assignment of the policy infavor of Kamran. Rgesh met withan
accident resultingin disability andthereisacdam of Rs. 50,000 under theaccident
benefit rider. Towhomwill the payment be madeinthiscase?

3.  Discussthefollowing: a) Claim concession b) Accident and disability benefit
4.  Differentiate between early and non-early claim.

5.  Writethedocumentsrequiredfor lifeinsurance death claim.
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6.

7.

8.

9.

Explain thedocumentsrequiredfor lifeinsurance maturity claim.

What istheroleof insuranceagentinlifeclam?

Explain the procedureto befollowed in case of death claim.

Defineclaim. Explaintheclassification of lifeinsuranceclam.

‘E ANSWERS TO INTEXT QUESTIONS

111

11.2

1 @

2. (@
3. (©

1 (0
2. (b
3. (b)
4. (d)
5 (d)

6. @
7. ()

Money-back insurance policy
If insured, death claim comeswithin 3 yearsof policy tenure.

Policy holder himsdlf if thereisno assgnment under thepolicy

DegthClaim

6 months

30days

Inquest Report

Pravin diesafter fiveand haf yearsof buying aterminsuranceplan
Inquest report

Ealy Clams

SevenYears

Rider
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After studying thischapter, youareable:

® ToexplaintheClaim Settlement procedurein Lifelnsuranceto theclient and
summarizethe documentsrequiredin Lifelnsurance Claim.

— — § @ Toexecutetheroleof agentinthe Claim Settlement procedurein Lifelnsurance.
Notes
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