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Life Tnsanance Assiqgument

Marketing tntermediaries

(ncludes agents and brokers. Theg sell tnsurance
products, on a face to face basis with customers for a
commLlsston on each sale.

4.
5.

There are four types of agency-building
distribution.

. Career agency
. Multiple-line exclusive agency [MLEA]

. Howe service

Salarted

workstite Marketing

* Non-Agency - Building Distribution

1. Brokerage

2. Personal producing General Agents [PPGA]

3. Independent property and casualty agents

4.Producer groups



Dlrect response

No face-to-face contact Ls involved, with the customer
responding to some type of solicitation directly from
the tnsurer, sueh as through the wmatl, television, or
telephowne.

Furnancelal tnstitutions

nclude commercial banks, investiment banks, thrifts,
credit untons, mutual fund organizations and other
insurers sell tnsurer’s products.
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. External factors:

1. Economic deciston making of the
policyholder

2. Economic-soctal background

3. Availability of alternative investment
options

4, Client specific Features
wealth and savings
Education
Agie
Ggenoer



Location - rural/urban
Financial difficulties
Resource avaiLabLLLtod

5. 5. Macro economic factors
Disposable income
nflation
qovernment policies with regard to taxation
Fiscal ncentives
Development of industrialized areas.

* Internal factors
1. Product design and choices
Types of plans
Mode of premium payment
Policy term

2. Marketing and personal strategies
Planning of business activities [budgets, time
frames]

Sales personnel agents, development officers,
branch marketing supervisors

Customer education

Market research

HRD linked to marketing [Recruitment and
Training, appraisal, tncentives anol
distncentives].



Other factors:

Policy mismateh [lack of need based approachl
Absence of Lnsurance awareness/consclousmness
Saving element [no element of risk management]
Tax based
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A. lnsurance company is correct in declining the
claim as

Mr. Harvey Rnew that the nurse had not accurately
filled the questionnaire and still signed it. It is a
clear case of nwon-disclosure.

B. Mrs. Harvey must file a complaint to nsurance
company of wrongfully rejecting the claim.

If company has either rejected it or not resolved it to
satisfaction or not responded to it at all for 20
days, Mrs. Harvey can approach the ombudsman.

C. claims could be rejected for any of the following
réeasowns:

1. Nown-Disclosure or Wrong) Disclosure of Facts

2. Not Appointing or Updating Nominee Details
3. Avoiding Medical Tests

4. operation of a condition or exclusion clause

5. Fraud



D. lnderwriting is the process of consideration of an
tnsurance risk. Through tnsurance the

company assumes the liability and uses underwriting
as a tool to manage risk.

L. tt involves selecting Lives that fit the company’s
wunderwriting standards

iL. Makes sure proper balance is maintained within
each rate classification

LiL. Charging equitable rates thus charging wmore to a
substandard Life to compensate for the

additional risk

V. w order to avold adverse selection against the
company

V. Avold Moral and Morale Hazard

E. The main types of Underwriting are
Medical

Financtal

Li-festg Le

claims
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1) Rate adequacg

To avoid financial problems and stoL\/ewcg,
Lnsurance company rates must be adequate in the
light of benefits promised under the company’s
Lnsurance products. Rate adequacy wmeans that, for a
given block of policies, total paywments collected now
and in the future by the insurer plus the investiment



earnings attributable to any wnet retained funds are
suffictent to fund the current and future benefits
promiseol plus cover related expenses.

2)Rate equity

Bquity means charging premiums commensurate

with the expected Losses ana other costs that tnsureol
bring to the insurance pool. The pursuit of equity is
owne of the goals of underwriting classification and
selection of tnsured.

3)Rates not excessive

Rates should not be excessive in relation to the benefits
provided. BY establishing a ceiling on the rates, this
objective Ls achieved. Competition discourages excessive
pricing.
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Yearly renewable term Life tnsurance

This plan provides coverage for one year only but
guarantees renewal Lrrespective of the tnsurability of
the policy owner. Premium depends on the rate of
wmortality. As age Lnereases, premium rate tncreases.
Therefore, there Ls a possLbLLLtg that those itn good health
discontinue the policies because of burdensome
premium.



Single premivm plan

In this system, premium will not inerease year after
year. only one single Lump sum ts collected at the
Lnception to cover risk for the selected period of
lnsurance. The present value of total death claims
anticipated to be paid by the tnsurer over the period of
tnsurance is caleulated at a chosen rate of interest. The
single premium payable by each policyholder Ls arrived
at by dividing the total value by the number of persons
taking tnsurance at tnception. The total fund created
by collection of single premivms will be utilized to pay
claims year after year.

Level premivm plan

In this system, premivm payable throughout the period
of insurance is level or uniform. n this system, reserve
builds up under each policy because the premivm
charged in the initial years of the policy is more than
what Ls required to cover the death risk. The difference
betweewn the face value of a policy and the reserve under
the policy is called the ‘net amount at risk’.

Flexible premium plan

Flexibility of dectding the amount of premivum to be
paid is allowed by many insurers to policy owners. EX.
universal Life policies. Out of the amount paid,
wmortality charges and expenses are deducted and
balance accumulates and the tnsurer glves tnterest



credit to the tnsured.

There are muLtLpLe LWSUFANCE plans to pro\/i,de chotce to
the conswmers based on their needs and financial
status

Re

under traditional forms of Life insurance, the savings
element is considered a by — product of the level
premium method of payment. Under this, premium s
not divisible into risk and saving elements.

under universal Life the savings element s often
consioered as a wmore inodependent part of the poLch,
specifically designed to build a savings fund from
which mortality and loading charges are withdrawn.
Unoler this premium is divisible into risk and
saving.The higher the premivm the higher will be the
cash value.
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Maturi’cg claims

Payment of Maturity claims is by far the easiest to
manage. These tnclude benefits payable during the
period of assurance called ‘Survival Benefits’ Payment
Ln these cases is easy because



*  there is no need on the part of the policyholder to
prove the happening of the event

*  the policyholder is alive so Proof of Title does not
pose any problem, and

*  the wsurance company need not awatt any claim
from the poLch holder and take Lnitiative to settle the
clatms e)q:eolitiousl,g.

The requirements for settlement of these claims are
very simple. They are: A Bischarge Voucher to be sent
tn advance

PoLch Document

Awny Deed of Assignment, Lf the same was executed on
a separate stamp Paper.

As the policyholder is alive, obtaining these
requirements poses very little problem. A few problems
are likely to arise whew a Policy Pocument is
mispLaoeal. Usually, L such cases, the Corpomtiow
settles maturity claims ow the basts of an ndemnity
Bownd to be executed on a Non- Judicial Stamp Paper of
the value of Rs. 100 by the policyholder along with a
surety of sound financial standing. while settling
survival benefits, however, the corporation insists on
Lssue of a duplicate policy because the contract
continues evew after the paywment of the survival
benefit.



Death Cclaims

Life insurance is basically for providing financial
security to the families of deceased policyholders. Death
claim settlement naturally assuwmes very great
Lmportance L the total operations of any Life
nsurance Company. Pespite several problems
encountered, still Life nsurance Companies struggle
to 8'(:ﬁo'bcwtl,5 and 6ffec’ci\/eL5 attend to this function.
unlike in Maturity and Survival Bene t Claims, the
Policyholder Ls not alive. This itself poses many
problems. Broadly the problems in settlement of Death
clatms are

obtaining satis{actorg Proof of Death, and
obtaining satisfactory Proof of Title

These two requirements are inodependent of each other. tt
Ls necessary for an insurance company to decide first
whether any liability Lies in a death claim. This not
only depends on the proof of the happening of the event,
L.e. death but also the status of the policy as on the date
of death. (t is necessary to verify whether the policy in
question is tn force or in a reduced patd-up condition.
n these cases, some money becomes payable. But there
may be cases where the policy had Lapsed without
acquiring any value. It is also necessary for the office
to verify whether any claims



concesstons or administrative concesstons (alread Y
mentioned earlier) are applicable or whether the claim
can be constidered on ex-gratia basis. Cause of death
also assumes importance. If it was suicide, it is to be
considered whether it was within one year from the date
of the policy. If it was accident, it Ls to be verified
whether Accident Bene t becomes payable. Once
liability is adwmitted, the office will have to verify the
position of title to the policy moneys and arrange
paywent to the persons legally entitled to receive the
sawme.

* assured Ls tnvolved tn war or war Like operations, or
whew the Life assured was flying in an aireraft
other thaw as a passenger, or in police or police Like
operations; he must not have been engaged tn
hazardous sports like car or motor cycle racing,
mountaineering, steeple-chasing, hangg- liding,
slzg—divlwg, seuba-diving, or the Life assured
making an attenmpt to commit suicide (whether
sane or not at that time).

Subject to all the above conditions being satisfied,
the tnsurance company decides to allow the extra
bene t. The bene t is generally paid along with the
wormal Liability under the policy.

ACCIDENT AND DISABILITY BENEFIT



we shall now turn our attention to settlement of
Accident and Disability Accident benefit:

* peath should be due to Accldent, L.e. lo(od External,
Violent and Visible means. Death must be directly
due to the accident and there should be no
lntervening cause. For example, Lf a person meets
with an accident, adwitted to hospital, develops
qangrene due to his Dlabetic condition and then
dies, Lt Ls not taken as death due to accldent
because there is an intervening cause viz.,
DLabetes.

* Death should take place within a speciﬁc period of
time after the accident. Asper the rules of LIC of
ndia, this period is 120 da Ys.

* Proof satisfactory to the insurance company
should be submitted. Usually the requirements
called for are

v First information Report
v Panchanama or Police lnguest Report

v/ Postimortem Report. If Viscera was sent for
Chemical Examination, thew the Report of the
Forensic Laboratory is also called for. These reports
tndicate the cause and circumstances of death,



whether Lt Ls acctdental tn nature, ete.

* The policy must be in full force at the time of
death. Policyholder should have availed of the
Accident Bene t by paying the necessary
adoittonal premivum. He must not have been aged
70 years and above at the time of death.

* Nowne of the exclusions should apply for
constaeration of sanctioning accloent bene t in a
case. There are also several exclusions tn
constoering granting Accloent Bene t. The Life
assured should not be under the influence of any
Lntoxicating Liquor, drug or narcotic at the time of
the accident. The accident should wot be because of
the Life assured being engaged in an activity
which ts a Breach of Law. The accloent should not
have happened whew the Life assured Ls tnvolved in
war or war like operations, or whew the Life assured
was flying in aw aireraft other thawn as a
passenger, or tn police or police Like operations; he
must not have been engaged in hazaroous sports
ltke car or motor cycle racing, mouwntaineering,
steeple-chasing, hangg- liding, sky-diving,
seuba-diving, or the Life assured making an
attempt to commit suicioe (Whether sane or not at
that timee).



Subject to all the above conditions being satisfied, the
insurance company decides to allow the extra benefit .
The benefit is generally paid along with the normal
Liability wunder the policy.

Owne is waiver of premiums and the other is pa ywment of
an income to the Life assured apart from waiver of
premiums. The exclusions mentioned in respect of
Accldent bene t are equally applicable to Disability
bene ts also. tn addition, disability itself is de ned as
permanent loss of two Limbs due to accldent, by
amputation or other wise. The Life assured shoula ot be
Ln a position to pursue the same occupation he was
engaged tw earlier to the accident.

RE

The requirements for settlement of these Maturity
clatms are very smeLe. They are:

v A Dlscharge Voucher to be sent tn advance
v/ Policy Document

v/ Any beed of Assignment, Lf the same was executed
own a separate Stamp Paper.

The requirements for settlement of these beath claims

@ obtaining satisfactory Proof of Death, and



@ obLtaining satisfactory Proof of Title
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FUTURE OUTLOOK

The insurance industry has grownup to become a
veritable tnstitution, with over 6000 insurance
companies worldwide collecting $ 200 billion tn
premiums each year and holding assets with an
estimated value of 4 2.7 trillion.information
technology is helping the tnsurance companies to
manage claims. Many softwares for insurance claims
have hit the market. A popular one among them is
claims Management Systems (CMS). It ts called
Managing, Organizing and Documenting Bvery Loss
(MODEL). This software is developed by Scott
nsuwrance. The highlights are —

@ Automatic completion of state required forms

@ nternal clatms management tratning

@ Adjuster-to-adjuster claims planning and oversight
@ Physician-to-physician medical reviews

@ organization of all information tn one place

@ Cowversation/event documentation



@ nternal/external claims tnformation
communLeation

@ Progress tracking
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The process by which the value of all the existing
polictes s ascertained is called valuation.

lt is also called valwation of Liabilities of the tnsurance
company. And since the process of valuation is taken
up by an ‘actuary’ by applying actuarial principles it
Ls termed as actuarial valuation.

R122

During the early years of a policy the preminm received
by an insurance company surpasses the required
amount due to the Level Annual Premium system.
Thus there is collective excess, corresponding to the
premiums of all the policles. This excess thew
constitutes a funds pool, which enables the company to,
settle clabms and meet defieit during years when the
premium is not sufficient. it now becomes essential to
determine whether the premivm accumulated is on the
same lines as the caleulated premivum. This enables the
company in determining its solveney. Thus the



process bg which the value of all the existing poLLc'Les LS
ascertained Ls called valuation.
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w Life insurance the word ‘surplus’ signifies an
estimateod profit. This is because the caleulation of
profit in tnsurance business is slightly different from
other businesses. We all know that wormally profit is
the excess over the cost price of a product. Thus in
regular businesses, the difference between the cost price
andl the selling price decides the profit made or Loss
tncurred. But Lt Ls not the same in the case of an
tnsurance business. Profit Ln tnsurance business is a
result of margin kept on the basis adoptea for the
caleulation of premium with regard to wmortality,
expenses, interest ana other factors like surrender and
Lapse. Profits are also made whew the actual earning is
wmore thaw the projected value at the time of premivm
caleulations
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PIFFERENT METHODPS FOR PISTRIBUTION OF
DIVISIBLE SURPLUS

1) Contribution Method: This is also called as fair
distribution, but ts an tmpractical method of surplus



distribution. According to this method distribution Ls
directly based on the contribution of the policies to the
surplus accumulated from basic sources Like Lnterest,
expenses, mortality ete.

2)sSimple Re\/ersiowarg Method: (n this method the
bonus is paid itn addition to the sum insured, when the
event for which tnsurance Ls provided oceurs, that is
death during the term of the policy, or on maturity of
the policy. Therefore it Ls termed as reversionary. It is a
popular method as it allows the tnsurer to retain the
surplus enabling him to earn iinterests ow it. It also
gives an incentive to policyholders to maintain their
policies. Furthermore it is a very simple procedure.

3) Compound Reversionary Bonus System: This
wmethod is also reversionary as the one discussed above.
But the tncentives provided to the policyholder by this
method are better. n this process the bonus addition of
each year Ls of an lncereasing nature, and the rate that
Ls givew is a percentage of the sum tnsured and the
bonuses added during the maturing years of the

poLicg.
4)Bonus L cash: tn this method the bonus announced
Ls paid n the form of cash to the policyholders.

5)Bonus Ln Reduction of Premium: n this method the
bonus is reduced from the premivm payable by the
policyholders to the company. But after a cevtain period
there will be no premiwm to reduce from, so the



company will have to change its way of distributing
surplus. There is another disadvantage of this wmethod;
Lt reduces the profit acquiring capactty of the company
due to loss of premium income and due to depletion of
funds, as the surplus is distributed as cash.

&) Tontine Bonus: n this process the bonus Ls
distributed after a specific period to the survivors
among the policyholders. To avail this kind of bonus,
the policyholder should be alive on the date whew the
bonus ts annouwnced. (n this method the distribution of
divisible surplus Ls deferved to a future date, and for
the first few years of the policy it Ls not considered
eligible to participate tn profit sharing. New entrants
favour this method, as it enables thew to conserve their
resources and also removes the need to distribute
surplus in early stages.

) lnterim Bonus: (n this the bonuses are announced
ow the basis of valuatiow of all the policies at the date of
valuation. f some policies result tn claim (in case of
death) or maturity before the next valuation thew they
are not eligible for that bonus, as by thew they will not
be part of the company records, but an interim bonus
according to the previous valuatiow s provided.

g) quaranteed Bonus: This method is applicable for
without profit policies, which are not entitled to surplus
of actuarial valuation. In this process there is
guaranteed addition of bonus at a fixed rate for every



year, to the sum assured, as long as the poLicg Ls L
force.

9)Final Additional Bonus: This is an extra bonus paiol
by the company to policyholders apart from the usual
annual bonus. This is generally paid to policies
Lasting for lLong durations, and due to the contribution
wmade by these policies to the surplus. Considering the
period for which the premivm under a policy was
received the company may decide to pay an additional
bonus to the policyholder tn case of claim or maturity
of the policy. Life insurance Corporation of ndia was
following this process, provided the policies were in force
at the time of claim or maturity, along with prior
paywment of 15 years premium.
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Profits:

the excess of assets that remains after settling current
Liabilities cannot be termed as “profit’ as it will be
required to meet the Liabilities in future. Thus it is very
difficult for a life insurance company to declare the
profit made at the end of a year. It Ls possible to declare
profits only if the company closes its new business
procuration operations, after which it should have met
the Liabilities to the last policy. After this the funds left
with the company can be considered as profit.



SurPLvLs:

Surplus is accumulated whew there Ls a favourable
deviation from the projected value with respect to
wortality savings, excess interest and loading
savings. That is, whew the actuwal experience overshoots
the assumptions made during valuation, which are
very conservative estimates.

w Life insurance there are five sources of surplus:



