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From the Publisher

inancial planning is an exercise that is

essentially needed for a corporate entity

as well as an individual. In the case of
individuals, it is an inherent part of wealth
management. However, a minimum level of
financial planning is absolutely necessary for every
individual. Some of the areas of planning that
are required to be considered absolutely essential
from the insurance point of view are life, health,
old age security etc., in addition to the physical
assets that are created from time to time.

Life insurance has to be treated as an essential
component of one's portfolio and the need for
this should be considered at the very
commencement of one's earning phase. The
amount of life insurance should also be
commensurate with the quantum of earnings so
that in the unfortunate event of the bread-
winner's death, the family can continue to
maintain the same standard of living.

Maintaining sound health is essential for an
individual so that there is no hindrance to one's
activity and the stream of earnings. But this is
easier said than done. Several factors affect the
health of even the fittest person thereby causing
great physical and mental agony, apart from being
adrain on the financial resources of the individual.

Health insurance takes care of such calamities that
could otherwise devastate the families financially.

Historically, India has been strong in the domain
of the joint family system; and this to an extent
took care of the ills arising out of the loss of the
breadwinner, ill-health, old age etc. Particularly
in the case of the post-retirement phase of life, it
was always considered that the younger
generation would come to the rescue of the
parents. In the modern society, there is a certain
deviation from this practice and even the social
fabric tends to veer towards nuclear family set-
ups. Hence there has to be some arrangement
that would take care of the older sections of the
society when the earnings go down and expenses
on account of ill-health tend to go up. Annuities
and pension products of insurers would provide
an excellent answer to such problems.

The focus of this issue of the Journal is on
‘Personal Financial Planning'. It is believed that
the earliest form of insurance took its origin in
marine trade, but marine insurance has grown a
great deal in its stature since then and is one of
the most complex forms of insurance today.
‘Marine Insurance’ will be the focus of the next

issue of the Journal.
Q . s , W
C.S. Rao
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from the editor

Planning for
a Secured Tomorrow

inancial planning has become an essential requirement for corporate entities and individuals alike. What used
to be a simple exercise earlier for an individual by way of setting aside a part of the earnings for future
consumption has become a very complex matter of reckoning various factors. With the dissolution of trans-
national borders and the development of a global economic entity, economic planning has become a truly
challenging task for an individual.

Further, the awareness of risk coverage itself has been low on the priorities for the average Indian historically.
A very strong existence of the Joint Family system also added to this factor. For ages, the joint family acted as
a very strong protective shield against various eventualities like death or ill-health of a bread earner, old age
etc. It was automatically assumed that the younger generation would take care of the aged persons in the years
of their retirement. Dependence of one generation on another has certainly weakened over a period of time in
light of the growth of nuclear families. It is essential that as people grow older, they should keep in place not
just a source of income for the essentials of daily life but also provide for some arrangement to take care of
expenses arising out of illness.

A strong portfolio of insurance covering various eventualities would certainly go a long way in providing answers
to some of these issues. Life insurance of an order that is sufficient for the family to continue to maintain the
same standard of living; a decent package of health insurance that would take care of the hospitalization and
other related expenses; and an annuity or a pension product that would provide for a steady stream of income
during the later part of one’s life would be an ideal recipe for every family that cares to think of its continued
well-being. It would not be needed to over-emphasize the fact that if one starts planning for these things at a
younger age; it should not be a major issue at all. But then, it fails to be a priority until one is confronted with
a real-life situation. Thankfully, there has been tremendous growth in the recent years in such awareness which
augurs well for the society.

‘Role of Insurance in Personal Financial Planning’ is the focus of this issue of the Journal. The living environment
is getting increasingly risky and unless there is protection against some of the risks, survival for humanity
becomes a more complicated issue. Mr. P.C. James throws light on some of the areas that need to be taken up
by individuals in order to make life easier for themselves. Prof. R. Vaidyanathan, in his article talks about the
problems associated with old age and goes to suggest ways that can be adopted to address the issue. It was Prof.
Solomon Huebner who introduced the concept of Human Life Value that would be helpful to decide the quantum
of life insurance that a person needs to take. However, in the more modern times, there is need for review of
such theories; and Mr. Srinivasan Varadarajan and Mr. Shrinivas Susarla do exactly that in their article.

Mr. Bharat S. talks about how insurance does not only provide for an emergency need but also for sustenance,
in his article. In the next article, Mr. Bhargav Dasgupta discusses the indispensability of life insurance in one’s
personal portfolio. ‘To have in place proper health coverage is vitally important to face the uncertainties of
life’ says Dr. Somil Nagpal in his article. In addition to the issue focus, there are three articles in this issue - one
each in the Follow Through, End User and the Thinking Cap sections - by Mr. Gnanasundaram Krishnamurthy,
Dr. G.Gopalakrishna and Mr. Sandeep Joshi respectively.

Marine Insurance is one of the most ancient classes of insurance globally; and is replete with huge complications
in view of the international trade and the associated barriers. The focus of the next issue of the Journal will be
on Marine Insurance.

U. Jawaharlal
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Report Card:LIFE

First Year Premium of Life Insurers for the Period Ended December, 2007

s Premium u/w (Rs. in Crores) No. of Policies / Schemes No. of lives covered under Group Schemes
No. Insurer
Dec, 07 Up to Dec, 07 Up to Dec, 06 Dec, 07 Up toDec, 07 Up to Dec, 06 Dec, 07 Up to Dec, 07 Up to Dec, 06

1| Bajaj Allianz

Individual Single Premium 58.53 425.30 799.22 7985 63085 79074

Individual Non-Single Premium 604.07 3316.06 1365.95 323836 2299200 848617

Group Single Premium 0.12 8.25 3.78 0 0 1 365 6085 1502

Group Non-Single Premium 16.29 30.54 14.73 39 211 159 156147 664820 528295
2 | ING Vysya

Individual Single Premium 3.05 7.1 20.90 304 1629 1517

Individual Non-Single Premium 68.61 402.46 257.20 30645 232157 134361

Group Single Premium 1.04 1.85 2.31 1 1 0 234 a7 517

Group Non-Single Premium 0.01 2.45 547 0 15 40 10053 79329 12006
3| Relionce Life

Individual Single Premium 33.89 154.84 75.15 7898 33915 11985

Individual Non-Single Premium 243.72 1043.89 323.89 110794 539509 207683

Group Single Premium 22.06 170.12 9.44 0 43 15 0 68856 13486

Group Non-Single Premium 3.94 18.64 7.09 35 204 121 55340 299741 136288
4| SBILife

Individual Single Premium 143.91 780.33 286.58 20155 107905 42434

Individual Non-Single Premium 288.66 1258.99 572.77 77064 383365 250314

Group Single Premium 21.33 148.95 146.85 0 0 2 11195 77381 89590

Group Non-Single Premium 53.18 166.91 184.51 5 4 268 67933 448691 789411
51 Tata AIG

Individual Single Premium 4.40 2701 1213 861 4448 1308

Individual Non-Single Premium 62.71 477.88 356.81 35560 309528 281319

Group Single Premium 423 47.08 38.01 1 4 6 28223 283385 202310

Group Non-Single Premium 4.68 45.03 29.07 8 53 62 13763 152660 176360
6 | HDFC Standard

Individual Single Premium 14.31 86.53 88.14 14336 196795 78309

Individual Non-Single Premium 249.66 1335.88 745.66 46483 388332 205591

Group Single Premium 24.00 65.00 99.47 10 93 7 23530 108249 132971

Group Non-Single Premium 0.39 45.98 51.68 0 36 22 67 31779 39187
7 | 1CICI Prudential

Individual Single Premium 34.67 255.39 253.46 5518 40356 38163

Individual Non-Single Premium 771.74 3968.52 2276.36 288716 1779137 1106798

Group Single Premium 46.04 203.69 150.95 4 134 123 28686 355776 110373

Group Non-Single Premium 81.37 388.33 269.00 7 271 233 3917 313312 244173
8 | Birla Sunlife

Individual Single Premium 2.52 16.83 23.35 11950 58768 38516

Individual Non-Single Premium 183.37 1010.60 417.46 60183 297477 169668

Group Single Premium 0.56 3.61 6.39 0 3 0 648 4445 3638

Group Non-Single Premium 13.64 66.23 65.02 3 89 117 916 128557 48129
9 | Aviva

Individual Single Premium 1.92 15.26 21.52 344 2317 2218

Individual Non-Single Premium 102.77 609.65 418.46 34325 237132 186105

Group Single Premium 0.03 1.63 2.46 0 0 1 32 873 1330

Group Non-Single Premium 0.61 21.47 18.54 3 87 48 48244 481235 239138
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Kotak Mahindra Old Mutual
Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Max New York

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Met Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Sahara Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Shriram Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Bharti Axa Life

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

Future Generali *

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Private Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

LIC

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium
Grand Total

Individual Single Premium
Individual Non-Single Premium
Group Single Premium

Group Non-Single Premium

3.99
102.11
2.71
7.96

5177
187.54
0.00
3.08

1.21
71.32
3.25
0.00

4.42
7.21
0.00
0.00

37.66
20.09
0.03
0.00

0.41
16.27
0.09
0.00

0.00
0.02
0.00
0.04

396.66
2979.91
125.49
185.19

2397.40
1759.45
1036.85

0.00

2794.06
4739.36
1162.34

185.19

18.26
484.02
17.16
39.36

189.54
817.97
0.00
33.05

15.78
386.56
8.73
0.00

23.03
40.36
0.00
0.00

130.21
86.28
0.04
0.00

1.35
50.22
0.09
0.00

0.00
0.02
0.00
0.59

2156.97
15289.36
676.22
858.58

13218.05
15435.74
5941.80
0.00

15375.02
30725.10
6618.02
858.58

24.27
270.16
7.66
25.82

60.51
522.33
0.00
3.99

4.52
152.02
0.00
12.28

10.10
4.68
0.00
0.94

56.03
48.03
0.00
0.00

0.00
1.90
0.00
0.00

0.00
0.00
0.00
0.00

1735.87
7733.68
467.32
688.14

15210.46
16706.75
6336.58
0.00

16946.33
24440.43
6803.90
688.14

530
29685
0

22

2934
124378
0

19

186
20209
8

0

1162
9035

6563
13468

77
11580

oo w o

80803
1215964
26

144

654486
2406845
1953

0

735289
3622809
1979
144

2444
166188
2

174

12068
546134
0

250

2423
133974
47

0

6011
57159

23621
54078

163
40084

w o w o

555948
7463457
330
1439

3593197
19567164
15677

0

4149145
27030621
16007
1439

2704
83168
9

121

4503
381207
0

43

1010
62994
0

178

2637
11527

cooco

316408
3978135
228
1415

4281480
13130576
13573

0

4597888
17108711
13801
1415

15782
40261

88153

11030

214

122804
485077

1997775
0

2120579
485077

133523
347103

0
443338

141001
0

171

4633
623

18319

1184695
3409628

15279055
0

16463750
3409628

42660
184609

51613

0
335179

0
103191

598377
2887579

9913512
0

10511889
2887579

2. Compiled on the basis of data submitted by the Insurance companies.
3. * Commenced operations in the November, 2007.

Note: 1. Cumulative premium upto the month is net of cancellations which may occur during the free look period.
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Marine Insurance

NEED FOR EXTRA DILIGENCE

‘THE MODERN CONCEPT OF INSURANCE IS BELIEVED TO OWE ITS GENESIS TO MARITIME BUSINESS. BUT THE HUGE

GROWTH OF TRADE BETWEEN SEVERAL COUNTRIES HAS PUT MARINE INSURANCE IN A NEW SHADE OF COMPLEXITY. IT

CALLS FOR A HIGH DEGREE OF CARE AND ALERTNESS ON THE PART OF INSURERS TO ENSURE THAT THEY ARE NOT

TAKEN FOR A RIDE” WRITES U. JAWAHARLAL.

enturies ago, trade flourished in the

continental Europe and in due

course the merchandise of the rich
traders found its way to the other parts of
the world. The traders had to face the risk
of not just the perils of the sea and the
inclement weather; but also the
intermittent attacks of sea pirates. Traders
whose merchandise eventually reached the
destinations made huge profits and at the
same time, the others had to turn paupers.
In order to obviate the problems arising
out of the uncertainty, the merchants
resorted to an arrangement of pooling
whereby the losses were shared by all the
traders who were exposed to the risk of
facing huge losses. Thus the first seeds of
the modern concept of insurance
were sown.

Although insurance is believed to have
taken its genesis in the marine class, the
complexities associated with the class are
huge as it necessitates taking into account

several restrictive trade practices that
various countries practice. The codes and
practices of the different trade bodies and
conventions help in providing the
parameters within which to operate. All
the same, the complexities continue to
exist and marine insurance provides a
fertile ground for several types of
fraudulent activities. Flying flags of
convenience is a common peril that
marine insurers confront and have to
guard against.

It is also a common practice that when a
ship is past its prime and ceases to be sea-
worthy, it is scuttled midway on its voyage
after insuring it for high amounts. Insurers
have to be additionally careful in light of
such attempts to ensure that the vessels
are sea-worthy, that the adventure is
genuine and that the credentials of the
parties involved are decent enough.
Besides, drafting the policy conditions and
exclusions has to be of a very high order

of quality so that fraudulent elements do
not take shelter under the ambiguities of
poorly drafted policies.

Insurance of logistics falls under the Inland
Marine category in several markets
including India. Considering the huge
growth of the infrastructure projects in
the Indian domain (Golden Quadrilateral;
and the East-West and the North-South
Corridors etc.), the scope for inland
marine insurance is tremendous. The
complications associated with ocean
marine are greatly reduced in the case of
inland marine insurance. However, it
would be advisable to remain ever alert
to thwart the nefarious designs of dubious
transporters to make a quick buck.

‘Marine Insurance’ will be the focus of
the next issue of the Journal. We look
forward to bringing you the rich
experiences of several practitioners who
have soiled their hands in this very special
area of operation.

Ensuring Marine Security

in the next issue...
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In the air

PUBLIC NOTICE

It has come to the notice of the Authority that companies by the
names and style M/s. Lifeline Global Limited / Lifeline EMS India
Ltd. are doing health insurance business and collecting money
from the general public for issuance of health insurance policies
from the following addresses:

3, Coral Crest, Ground Floor, Sector 23, Nerul, Navi Mumbai

Agnelo House, S.V. Road, Khar (W), Mumbai - 400 052

This is to inform that the above companies are not holding any
licenses whatsoever under Section 2C (1) and 3 (1) of the
Insurance Act, 1938 from the Authority for carrying on business
of insurance, which is a condition precedent under the provisions
of the Act and the company’s operations are in violation of the

provisions of the Insurance Act, 1938 and IRDA Act, 1999.
IRDA has already initiated appropriate action in the matter.

The general public are hereby cautioned not to purchase
insurance policies from the said companies or through any person
claiming to be their Agents / Advisers or representatives.

This is issued by orders of the Chairman, IRDA.

Date: 8" January, 2008
Hyderabad

(Prabodh Chander)
Executive Director

IRDA/DB 258/04

11t January, 2008

To

The Principal Officer

M/S. Lord Krishna Insurance Brokers Pvt Ltd
3rd Floor, Hind Bharti Tower

7, DDA Service Centre

Sector-5, Rohini

DELHI- 110 085.

Dear Sir,
Re: Expiry of Validity of Direct Broker License No. 276.

WHEREAS, LORD KRISHNA INSURANCE BROKERS PVT LTD.
(hereinafter referred to as the ‘Broker‘) having its Registered
Office at 3rd Floor, Hind Bharti Tower, 7, DDA Service Centre,
Sector-5, Rohini, DELHI- 110 085 have been granted license by
the Authority to act as a Direct Insurance Broker, vide License
No. 276 on 09-09-2004, pursuant to the provisions of the IRDA
(Insurance Brokers) Regulations, 2002.

WHEREAS, the validity of direct Broker License No 276 issued to
M/S. Lord Krishna Insurance Brokers Pvt Ltd expired on
8th September, 2007.

WHEREAS, the Broker has not made the renewal application in
Form A to the Authority as required under Regulation 13(1) of
IRDA (Insurance Brokers) Regulations, 2002.

NOW THEREFORE, the Authority, in view of the Broker not applying
for renewal of direct Broker license No 276 as per Regulation
13(1) of IRDA (Insurance Brokers) Regulations, 2002, hereby
declares the validity of direct Broker license No 276 granted to
M/S. Lord Krishna Insurance Brokers Pvt Ltd expired with effective
from 8th September, 2007 and the company shall cease to act as
an insurance Broker.

The Broker is advised to comply with following procedure.

Ref: IRDA/DB 258/04

1. Anundertaking from the directors to service the existing clients
whose policies are in force for a period of six months as
required under Regulation 40 of IRDA (Insurance Brokers)
Regulations 2002.

2. Confirmation from the Broker that no fresh business has been
placed after 8" September, 2007.

3. Submit the Original License No. 276.

4. Details of every event that has come to the company’s notice
where the company may become liable to pay damages or
compensation to clients, whether covered by the professional
indemnity policy or not, giving the following information.

i) Date of period of occurrence.
ii) Name of client concerned.

)
iii) Nature of event likely to give rise to a claim
iv) Brief description of basis of claim
v) Intimated or estimated amount of claim.
)

Amount provided by the broker in its books for the
claim.

Vi

vii) Present status of claim.

5. Remittance of annual fee due as per Regulation 18(1) read
together with Schedule Il (2) and (3) of IRDA (Insurance Brokers)
Regulations, 2002 along with a certificate from its auditor
certifying that the annual fee has been calculated as per
Schedule Il Regulation 22 of IRDA (Insurance Brokers)
Regulations, 2002.

6. Submission of half yearly and yearly accounts as per Regulation
25 and 26 of IRDA (Insurance Brokers) Regulations, 2002.

(Suresh Mathur)
Joint Director



11t January, 2008

To

The Principal Officer,

M/S. SMS Insurance Services Pvt Ltd,
2nd Floor, Tarasing Market (West Wing),
Above Sangli Bank,

Nanded-431601.

Dear Sir,
Re: Expiry of Validity of Direct Broker License No. 279.

WHEREAS, SMS INSURANCE SERVICES PVT LTD. (hereinafter
referred to as the ‘Broker‘) having its Registered Office at 2nd
Floor, Tarasing Market (West Wing), Above Sangli Bank, Nanded-
431601 have been granted license by the Authority to act as a
Direct Insurance Broker, vide License No. 279 on 26-10-2004,
pursuant to the provisions of the IRDA (Insurance Brokers)
Regulations, 2002.

WHEREAS, the validity of direct Broker License No 279
issued to M/S. SMS Insurance Services Pvt Ltd expired on 25th
October, 2007.

WHEREAS, the Broker has not made the renewal application in
Form A to the Authority as required under Regulation 13(1) of
IRDA (Insurance Brokers) Regulations, 2002.

NOW THEREFORE, the Authority, in view of the Broker not
applying for renewal of direct Broker license No 279 as per
Regulation 13(1) of IRDA (Insurance Brokers) Regulations, 2002,
hereby declares the validity of direct Broker license No 279
granted to M/S. SMS Insurance Services Pvt Ltd, expired with
effective from 25th October, 2007 and the company shall cease
to act as an insurance Broker.

The Broker is advised to comply with following procedure.

1. An undertaking from the directors to service the existing

IRDA/DB 200/03

Ref: IRDA/DB 258/04

clients whose policies are in force for a period of six months
as required under Regulation 40 of IRDA (Insurance Brokers)
Regulations 2002.

2. Confirmation from the Broker that no fresh business has been
placed after 25th October, 2007.

3. Submit the Original License No. 279.

4. Details of every event that has come to the company’s notice
where the company may become liable to pay damages or
compensation to clients, whether covered by the professional
indemnity policy or not, giving the following information.

i) Date of period of occurrence.
ii) Name of client concerned.
iii) Nature of event likely to give rise to a claim.
iv) Brief description of basis of claim.
v) Intimated or estimated amount of claim.

vi) Amount provided by the broker in its books for
the claim.

vii) Present status of claim.

5. Remittance of annual fee due as per Regulation 18(1) read
together with Schedule Il (2) and (3) of IRDA (Insurance
Brokers) Regulations, 2002 along with a certificate from its
auditor certifying that the annual fee has been calculated as
per Schedule Il Regulation 22 of IRDA (Insurance Brokers)
Regulations, 2002.

6. Submission of half yearly and yearly accounts as per Regulation
25 and 26 of IRDA (Insurance Brokers) Regulations, 2002.

(Suresh Mathur)
Joint Director

NOTICE

4™ January, 2008

The Committee of Surveyors and Loss Assessors, constituted in
terms of sub-regulation 12 of the Insurance Surveyors and Loss
Assessors (Licensing, Professional Requirements and Code of
Conduct) Regulations, 2000, has submitted its report containing
its recommendations on ‘Parameters for upgradation of surveyors
categories’ to the Authority. The Report may be accessed at
www.irdaindia.org/flash_2008.htm or www.irdaindia.org/
surveyor.htm.

The Authority hereby calls for suggestions/feedback on the
recommendations contained in the report, from surveyors,

IRDA /NOT/051/SUR/JAN-08

insurers and other stakeholders. The suggestions/feedback should
reach the Authority on or before 31st January, 2008.

All communications may be kindly sent to the attention of Shri
T.S.Naik, Deputy Director at the following address/e-mail IDs:
Insurance Regulatory and Development Authority,

3 Floor, ‘Parishram Bhavan’ Basheerbagh,

Hyderabad : 500 004

E mail: tsnaik@irda.gov.in; surveyor@irda.gov.in

(Prabodh Chander)
Executive Director



CIRCULAR

February 1, 2008

Circular No.IRDA/F&A/053/Feb-08

Submission of Details of Sum Assured

This is further to our Circular No.039/IRDA/F&A/Cir/Oct.-07 DATED
11t October, 2007 on the said subject.

In the said Circular under reference it had been indicated with
respect to the premium segment on ‘Workmen’s Compensation’
at Point (4) that the sum insured details with respect to the said
segment of premium income need not be furnished.

The instructions have been re-examined in the context of the
industry practice, and it now advised that the sum insured details
with regard to ‘Workmen’s Compensation’ be indicated as indicated
under Point (5) of the Circular under reference.

You are accordingly, requested to furnish the details of sum assured

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

Send your articles to:

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

under the business segment ‘Workmen’s Compensation’
as indicated.

You are requested to ensure compliance with the clarification
with immediate effect.

(C.R. Muralidharan)
Member

CEOs of
All Non-Life Insurance Companies




Issue focus

Planning for the Risk Economy

RoLE oF THE INDIVIDUAL

‘IN LIGHT OF THE FACT THAT INSURANCE IS A PUBLIC GOOD; REGULATIONS, SELF-REGULATIONS AND STANDARDS

NORMALLY REQUIRE THAT RATES AND TERMS ARE FAIR, REASONABLE AND NOT EXCESSIVE’ OPINES P.C. JAMES.

odern world has been transformed

due to the increasing availability

of credit and insurance. These
have helped to power investments, asset
creation and unlocking of opportunities,
which in their wake have brought
considerable upsides to those striving for
economic betterment. Risk mitigation, if
any, prior to the application of the laws of
probability and large numbers, was the
domain of fortune-tellers and diviners. By
understanding the probabilities of the
occurrences of risks leading to losses, it
was possible to convert risk situations into
catalysts for driving the economic
momentum in society. Wealth creation and
prosperity is considered to be the
measurement of development. Risk taking
thus plays an important part in the path of
progress in the economy and risk
management capability is an important
determinant of the development
barometer. It is thus common to look at
the insurance intensity of an economy by
seeing its percentage in a country’s GDP
and the per capita level of premium and a
correlation is often seen between this and
economic development.

Opportunities and choices can be taken
advantage of by almost everyone. The
central theme of a welfare economy is the

possibility of improving a person’s
economic status through risk taking and
opportunity utilisation. Risk taking
therefore has a centrality in this scheme
of things and today’s economy can be
called a risk economy where people
become increasingly venturesome and
entrepreneurial; and prosper due to the
leveraging of risks and taking care of its
downside through insurance and other risk
mitigating managerial approaches.

It is essential to imbue risk management
in everyone’s life as no one is ever quite
certain of things and though knowledge has
come far, there is never a case for full
knowledge and awareness before acting to
skirt risks when striving for wealth
creation. Decisions are often made under
complex, confusing, indistinct or stressful
conditions. In addition, a major driving
force in peoples’ mind is loss aversion. This
adds to the need for loss proofing. In a
way it can be said that the upside of a risk
is based on the capabilities of an individual
to leverage opportunities; but however
capable, there is an ever present chance
of failure. Such downsides can happen to
everyone and hence diversification and risk
sharing has become the hallmark of today’s
society. This is also the reason why
insurance is applauded and its march is
inevitable in all areas in the lives of people.
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Risk and vulnerability are currently issues
that worry not only individuals and
families, but also communities and
countries. There are increasing global
concerns, because global hazards and
stresses are interlinked and aggravated by
global trends in population, land use,
urbanisation, climate change and so on.
Vulnerability goes beyond risks. Risk is said
to be a function of hazard with its
characteristics of frequency and severity,

By understanding the
probabilities of the
occurrences of risks
leading to losses, it
was possible to
convert risk situations
into catalysts for
driving the economic
momentum in society.
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Fiscal
unsustainability is
beginning to tell on
welfare issues. Hence
there is an increasing
need for organised
business entities to
carry risks based on
actuarial
assessments for all
types of business and
personal needs.

and its potential consequences of exposure
and sensitivity, but stops short of
considering the coping capacity and
resilience of the exposed system or unit.
Risk and vulnerability are seen as
complementary concepts. Risk can be
viewed as the focus on hazard, while
vulnerability is a focus on the victims. A
key concept in the exploration of the
concepts of risk and vulnerability is the
need to ensure resilience and
sustainability. The fullness of insurance
comes when there is an assurance of

resilience and sustainability.

In managing risks traditionally; individuals
and families, when not able to cope
through self-insurance, passed on or shared
the risk with the traditional joint family,
clan or the local society. When the
industrial society happened, the traditional

patterns of risk coping, which were in any
case inadequate, saw the need for more
organised and monetarily capable entities
to take on the increased risks. Employers
and governments began to fill in this need
in diverse ways. Welfare schemes and
legislations looked to creating safety nets
to take care of risks in the lives of people.
This also brought in the need for organised
insurance schemes based on actuarial
basis. Thus governments and employers
began to adopt insurance schemes such as
compulsory motor liability insurance,
health and accident insurance and so on.
Individuals, urged by their own fears of risk
and prompted or compelled by credit
institutions, also began to hedge their risks
through insurance and organised insurance
has risen to cover more and more
contingencies in the world and looks to
becoming an end to end solution provider
to the risk economy in a variety of ways.

The role of the individual in deciding on
risk mitigation is rising, even where
government cushions are in place. This is
inevitable in a world of choices and
plurality. This is also prompted by the
growing fatigue and inability displayed by
employers and governments to shoulder an
ever increasing risk burden of its people.
Fiscal unsustainability is beginning to tell
on welfare issues. Hence there is an
increasing need for organised business
entities to carry risks based on actuarial
assessments for all types of business and
personal needs. However insurance being
a matter of public good, insurers are
required to make premiums affordable.
Regulations, self regulations and standards
normally require that rates and terms are
fair, reasonable and not excessive.

As the perception of risks increases, the
coverage needs of people are going up. If
in olden days the concern was on death of
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the family breadwinner and its disastrous
consequence on the family’s future, today
the concern is more on living to an ever
increasing older age properly, without
financial burdens and losses. Such concerns
encompass the risks of health and
disability, longevity, employment, as well
as for loss of assets, attachment of
liabilities and the various unforeseen costs
and expenses that cause financial loss.
Thus the expectations on the insurance
industry are increasing two dimensionally
for wider and deeper coverage in the
various concerns and risks that affect
citizens and the organisations that form
part of the society.

For an insurance product to meet customer
requirement, it must make both an
economic sense as well as service sense to
the customer. Economic sense includes
issues such as a reasonable premium load
on the consumer, the assurance of contract
certainty, and to receiving the expected
level of indemnity in case of a covered loss
as promised. In the service sphere it
includes ease of use, including minimum
possible paperwork; easier understand-
ability; assurance on timeliness and speed;
minimisation of other formalities; and
clear and honest advice; and disclosures.

In a rapidly developing economy as wealth
grows, aspirations and expectations also
move ahead. Aversion for risks,
uncertainties and their consequent losses
will rise. In this scenario it is essential
that the products and services of insurers
not only meet but anticipate consumer
needs and thus remain relevant and
important to consumer satisfaction. For
this traditional products of insurers such
as the Householder’s Policy, Shopkeeper’s
etc need a constant revamp and scaling
up. A house owner invests heavily in a

house, and a true indemnity in the absence
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of depreciation funds will normally be a
reinstatement of loss in full; and not a
depreciation based indemnity as is usually
offered. Similarly underinsurance is a
concept that is not easy to understand and
taking advantage of this concept to an
uncomprehending individual may have its
backlash. Many technical subterfuges
which were traditionally used to garner
premium may get jettisoned in the face of
a relentless scrutiny by the Regulator,
consumer forums, ombudsmen and others.
If insurers redefine insurance and its
concepts in many innovative ways, risk
mitigation will move in from the margins
of the economy to the mainstream; and
development and welfare will be
accelerated to the benefit of all.

If one were to make a simple survey of a
person’s life cycle risk needs, many a
product need emerges. An unborn child
cover begins the saga of lifecycle risks as
the probability of possible birth disability
is there for the precious baby of today’s
nuclear family. Health covers are required
for mother and child to take care of
pregnancy, birth and early babyhood risks.
A child’s growth phase needs due accident
and health covers. Accident insurance will
be low on death benefits, but has to be
very high in case of permanent disabilities
and temporary total disabilities. Disabled
children can live long and treatment costs
can be repetitive and very high. Thereafter
one can proceed to education, which is
becoming increasingly expensive. Loss of
non-refundable education costs due to
prolonged illness or accident is a necessity
as also accident liability for school
authorities. After education comes
employment, and with it the young person
acquires income, assets, and the possibility
of liabilities due to torts; and many are
the losses that can arise therefrom. Even

a comprehensive personal cover for those
living alone may have relevance.

Young persons begin their family life with
a wedding, and this is usually expensive. A
costly wedding will be a big risk without a
proper insurance, and many such events
will take place in families for which
necessary event insurances are required.
Buying a home or living in a rented home
still need home insurance covers including
cover for alternative accommodation in
case of serious damage to the residence. A
family in its full bloom offers insurers a
substantial opportunity for protection.
Insurance costs for an average family car,
health insurance for a family of six
including parents, personal accident
insurance, and home insurance can
generate a premium of Rs. 25,000 to 50,000
per family. If one were to add the
opportunities in this still mostly white
space of opportunity, many billion rupees
of premium are yet to be accounted for.

One of the important emerging areas of
coverage requirement is health protection.
Health as a concept is coverable both under
life and non-life, under annual or long term
contracts. New product opportunities are
there in the areas of critical illness, loss
of employment due to serious short tem
illnesses, health premium for combo-
products in the employment period for
both current needs and the needs of old
age protection when the earning stream
stops. Medical saving products are another
line that is emerging as popular in various
countries. Since savings are popular in our
country, savings linked long term products
probably hold considerable promise in
our country.

Protection plans are also needed for
professionals, for credit availed from
financiers, for mortgages, for legal risks,
for travel risks, losses during holiday, while
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on cruise or partaking in hazardous sports,
and so on. One can add on to the lists of
such need-based covers. What needs to be
understood is that financial products,
especially risk products, are definitely
coming into the priority buying lists of
consumers across the world; and the Indian
consumer awaits the necessary offerings
from their insurers.

The service sector is growing and the future
of business probably lies in contracts,
agreements, obligations and commitments
which lie between various entities that
serve the purpose of organisations, its
supply chain partners, and various stake

and resource holders. In such an

environment, risk exposures not only hold
for physical assets, but increasingly for

What needs to be
understood is that
financial products,
especially risk
products, are
definitely coming into
the priority buying
lists of consumers
across the world; and
the Indian consumer
awaits the necessary
offerings from their
insurers.
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In a world of
unforeseen risks and
disasters, insurance
will play the role of
providing the
necessary resilience
through robust
insurance products
and service.

financial and human assets and more
and more in terms of legal and moral
liabilities. Thus service sector insurances
for loss of intellectual property rights,
reputation, for errors and omissions, for
loss of capacity to earn, and costs built up
but not encashed due to various risks that
caused losses are areas that become ever
more relevant to organisations and
individuals. Earnings and costs will be the
twin pillars for future innovations in a
service sector dominated society.

Two important segments that have not
been included in the mainstream insurance
segments are those in the agricultural
sector; and people and organisations in the
unorganised

and poor segments.

Considerable advances have been made in

micro and agro insurances inputs that give
the much needed hope that these segments
also will receive the urgent attention they
await. The agriculture sector looks to be
richer and has more affordable alternatives
in the areas of yield, income or weather
insurances. Similarly animal insurance
needs coverage that takes care of not only
loss of capital in the form of animals but
also loss of consequent earnings. Similarly,
in the case of plantation and horticultural
trees the economic loss of the plant may
be more important than a minimal
indemnification for input costs. The same
concept needs to spread across all informal
sectors as they tend to fall back below
poverty line in case of a major loss.

Social and community insurance is an
important part of society’s security and the
need to reduce social distress and
governments’ need for reducing fiscally
unsustainable disaster funding. Thus motor
insurance, liability insurance, health,
longevity covers and other such social
protection nets must be encouraged by
leaders in society. These can be on
contribution basis or subsidised or funded
by governments. Compulsory insurances
are inevitable in many such circumstances,
but they get disliked owing to the poor
service sense they make and unless
reviewed often may not make much
economic sense as well.

Resilience is defined as the ability to
recover rapidly from illness, change or
misfortune. In a world of unforeseen risks
and disasters, insurance will play the role
of providing the necessary resilience
through robust insurance products and

A

service. It is important for insurers to
extend the boundaries of insurability
by expanding capacity not only through
financial capital but also through
innovation and capability. Insurance and
insurers are often seen as reactive and
referring to past experiences to
arrive at risk coverage terms and rates. In
this milieu, insurers tend to forget that
insurance is all about the future.
Therefore planning for the future means
also planning for financial security based
on insurance values.

The author is General Manager, Agriculture
Insurance Company of India Limited.
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Financial Planning for Old Age

CHALLENGES INVOLVED

PROF. R.VAIDYANATHAN WRITES THAT WITH GLOBALIZATION AND MIGRATION OF YOUNGER POPULATION TO OTHER

LOCATIONS AND FOREIGN COUNTRIES, THE JOINT FAMILY SYSTEM IS ON THE DECLINE; AND THE CHALLENGE OF

CARING FOR THE AGED HAS BECOME GREATER FOR THE SOCIETY AND GOVERNMENT.

he explicit recognition of the
T ‘retirement stage’ has given rise to

actions by family and community to
felicitate the same at sixty /eight years
etc .Hence, caring for the aged is by and
large taken care by the joint family and
community. Caring for the aged is part of
the Indian tradition, going back to
thousands of years. In the past, rich
merchants and other donors used to
construct ‘Old Age Homes’ nearer to

We observe that
around one-eighth
of the world’s
elderly population

pilgrimage centres where the old aged
people could spend their time in Godly
pursuits. The traditional division of human
existence by Hindu scriptures suggests four
stages consisting of Bramacharya or
bachelorhood [period of education],
Grihasta [married stage], Vana Prastha
[retirement stage] and
[renunciation of all worldly things]. We

Sanyas

observe that around one-eighth of the
world’s elderly population live in India.
Most of them are not covered by a
mandated pension system, and have to rely
on family based arrangements or their
own earnings.

Table 1

But with globalization and migration of
children to other locations and foreign
countries, the joint family system is on the
decline— at least in the urban areas— and
to that extent the challenge of caring for
the aged has become greater for the
society and government. The traditional
and informal methods of old age income
security are not able to cope with the
trends of increased life span and enhanced
medical expenses during old age. Hence
there is a very pressing need to re-examine
the existing formal and informal systems
available to tackle the challenge of the
‘Age Quake’.

Percentage distribution of Project Population by Age and Sex

live in India. Most (1996 - 2016)

of them are not Age Group 1996 2001 2006 2011 2016
covered by a

. 60 - 69 4.2 4.3 45 5.0 5.5
mandated pension
sysfem, and have to 70 - 79 1.8 2.1 2.3 2.4 2.6
rely on family based 80+ 0.8 0.6 0.7 0.8 0.9
arrangements or Total of 60+ 6.8 7.0 7.5 8.2 9.0

their own earnings.

Source: Population Projections for India and States 1996-2016, Registrar General, Ministry

of Home Affairs, Govt. of India, India Stat.com
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Traditionally, gold
has been a major
investment vehicle
since it has many
favorable
characteristics. It is
very liquid in the
sense anywhere in
the country and any
point of time, one
can sell it or get loan
against it from
money lenders.

The total population is expected to rise by
49% between 1991and 2016; and the
number of elderly persons (aged 60 and
above) is expected to increase to 113.0
million.[See Table-1]. In other words, the
share of aged in the total population will
rise to nearly 9% by the year 2016 and to
13.3% (179 million) by the year 2026. Males
and females in India at age 60 today are
expected to live beyond 75 years of age.
Thus, on an average, an Indian needs to
have adequate resources to support
himself or herself for nearly 15 years after
retirement.

Savings in Different forms of
Financial Assets

We also observe that in the year 2006,
around Rs.11.5 lakh crore was our savings
which was more than 32 percent of our
national income. Out of this the savings

Table 2
Composition of House Hold Savings 1950 to 2006 (%)
Item 1950- |{1960- | 1970- | 1980- | 1990- | 2000- | 2004- | 2005-
51 61 71 81 91 01 05 06

Gross domestic Savings 8.9 | 11.6 14.6| 18.9| 23.1| 23.7| 31.1| 32.4
(GDS) to GDP
House hold Savings (HS)
to GDS 69 63 70 73 84 89 69 69
Physical Savings 90 64 70 57 55 51 53 48
(PS) to HS
Financial Savings to HS 10 36 30 43 45 49 47 52
(FS) to HS
Currency to FS 131 32 25 19 13 7 12 12
Net Deposits to FS -42 2 19 34 22 34 13 24
Shares and Bonds to FS 84 15 7 5 17 4 3 8
Net Claims on Govt.
to FS -136 12 -1 7 15 18 33 21
Life Insurance to FS 32 11 14 10 11 15 21 20
PF and Pensions to FS 31 28 36 25 22 22 18 15
Total FS 100 | 100 100, 100| 100| 100| 100| 100

Source: Economic Survey 2005-06, tab 1.4. pp. S-6 Gol New Delihi & for 2005-06 data -
Stt 18, National Accounts Statistics 2007; CSO
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by household sector was nearly Rs.8 lakh
crore [around 70 percent]. Of this Rs.8 lakh
crore, half was saved in financial assets
and the other half in physical assets like
flats/houses etc.[See Table-2]

The Financial assets were saved in Bank
Deposits [24%]; Postal Savings [21%];
Insurance [20%]; Provident funds [15%];
Shares and Bonds [8%] and others like
currency etc. Actually the proportion of
financial savings in shares and bonds used
to be 17% prior to 1992 - that is before
Harshad Mehta scam. After 1992 the
financial savings are more in Bank deposits
and Postal savings.

Other than this, India is also the largest
buyer of Gold for Jewellery purposes.
Nearly 30 percent of world Gold
consumption is by Indian households. For
instance, last year around 700 tonnes [at
an average price of say Rs.10,000 per ten
grams] of purchase by Indians imply an
investment of nearly Rs.70,000 crore. [See
table-3]. As far as households are
concerned, it is considered as investment
even though government statistics may
treat it as consumption.

Traditionally, gold has been a major
investment vehicle since it has many
favorable characteristics. It is very liquid
in the sense anywhere in the country and
any point of time, one can sell it or get
loan against it from money lenders. It is
divisible -that is even small amounts can
be invested unlike say real estate. It is
portable unlike real estate and generally
not disposed off without the explicit
consent of the lady of the house, unlike
bonds etc. Actually many males may not
know the exact amount of gold held in the
household. It is considered as an
insurance/pension product for the
housewife particularly after the demise of
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Table 3
Gold : Jewellary Demand 2000-2006

Conuntries 2000 2001 2004 2005 2006
India 620 598 517 587 505
Greater China 282 265 259 277 275
Japan 37 38 35 34 33
Indonesia 87 98 84 78 58
Vietnam 21 24 26 27 22
Middle East 448 429 343 365 304
Turkey 148 92 189 195 165
USA 387 389 352 349 309
Italy 92 90 77 71 64
UK 75 82 70 59 50
Total - Including

others 3209 3016 2610 2610 2267
Gold price ($/0z) 279.1 2711 409.2 444.5 603.8

Note: 1 Tonne=32, 151 troy oz of fine gold

Source: World Gold Council - Gold Demand Trends various issues

the husband and that is one reason for the
rule that she should not remove her basic
ornaments like Mangal Sutra etc while he
is alive. That is; if the children are
rapacious, she is left with at least these
ornaments for her future needs. The most
important advantage for Gold is that it can
be bequeathed without much difficulty
unlike shares or land. In the case of Gold
in India, possession is ownership and no
other proof is required.

The other type of assets is bonds and
shares. The critical difference is the risk
underlying these assets. Risk is a measure
of uncertainty associated with future
benefits of an asset. It is not possible to
measure the entire uncertainty but a
significant portion can be measured using

statistical techniques. For instance if you
invest in Government bonds like those
issued by RBI the returns will not be high.
They may be 7 or 8 percent. But there is
no risk or uncertainty associated with the
interest/s and principal. This is because
of the fact that Government will never
renege on its commitments since it can
always print more notes. This facility is not
available to corporates and individuals like
you and me.

Similarly if one invests in fixed deposits of
say SBI, then it can also be considered as
less risky since SBI is as good as
Government of India and it is too big to
fail or allowed to fail. But if one invests in
say fixed deposits of companies or bonds
of companies, then expected return is
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more but risk is also more. It is important
to understand and internalize the axiom
that greater the expected return, the
greater the risk - that is chance of not
getting it. For instance there may be
schemes offered by some non-bank
companies or firms that will double your
money in three years - which imply that
you earn above 30 percent per year. Such
schemes which offer attractive expected
returns also have a very high risk namely
chance of not getting interest and even
your principle.

Let us be clear that volatility or uncertainty
in the share market is a reality. That arises
due to hundreds of reasons. It is more due
to globalization and impact due to
developments in USA or Japan. At old age,
one is not comfortable with uncertainty
when certain death is nearing oneself.
Hence a larger part of funds should be
invested in less risky bonds and some
percentage in shares. As one gets older say
more than seventy then focusing on fixed

It is important to
understand and
internalize the axiom
that greater the
expected return, the
greater the risk - that
is chance of not
getting it.
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income is better since health related costs
also have to be managed. Having a health
insurance from the fifties is more
important for the self employed since they
do not have post-retirement benefits like
government employees.

The Government can provide larger tax
advantages to people in the age group of
fifty compared to younger groups in
pension deductions. From the point of view
of the pension funds, the younger cohorts
are more attractive since the early money
is with them for longer period of time. But
from the point of view of facilitating the
transition from a community and family
dependant system to deposits and funds
dependant system, it is needed to give a
big boost to the savings of persons in the
fifty years bracket . For instance, the
ministry can think of giving tax exemption
up to Rs.5 Lakh for exclusively to pension
savings to this group. We feel that a
constant deduction across all age groups
needs to be re-looked in the context of
tectonic changes taking place in the
demographic profile and the social system.
May be, after a decade this tax structure
can be re-worked.

FM can also create a National Fund for the
Aged [NFA]—similar to PM’s relief fund. This
NFA should be used to meet medical
expenses of the aged and the needy by
tying up with hospitals. A contribution to
this fund should provide tax exemption to
corporates; and tax exemption and
membership to individuals. It is a replica
of the successful Yashaswini scheme
in Karnataka but covering even the
middle class.

Pension funds can be encouraged to take
single premium in the form of gold since
we are one of the largest savers in gold
ornaments in the world and for that

Traditionally, reverse
mortgages were
designed as a
product for elderly
homeowners, who
are ‘house-rich’ but
‘cash-poor’, whereby
they could liquidate
a portion or the
whole of their home
equity over a period
of time to create a
regular stream of
income.

suitable monetary tax exemption can be
given by the Government. This would put
to productive use the stock of gold which
is available with the middle class and not
much used. All the more so, in the context
of girls belonging to younger cohorts not
showing as much interest in gold ornaments
as it used to be by their grandmas.

Another major asset is the house or
buildings available with the elderly. The
importance of the housing equity is well
understood in a country like India. Data
provided by the National Sample Survey
(59* Round) on Household Assets and
Liabilities provide clues to the situation.
An analysis of data by MPCE (Household
monthly per capita expenditure) class
shows that middle class households (urban)
hold up to 67% of their wealth in the form
of housing equity. In the rural areas, about

irda journal m

A

63% of the elderly had some property;
whereas the corresponding figure for urban
areas was 58% .This over investment in
housing is against the textbook type of
investment in a diversified portfolio. Most
households tend to over invest in housing
equity because housing is both a durable
(investment) as well as consumption good
(‘shelter needs’ that have an outflow of
imputed rent).

Traditionally, reverse mortgages were
designed as a product for elderly
homeowners, who are ‘house-rich’ but
‘cash-poor’, whereby they could liquidate
a portion or the whole of their home equity
over a period of time to create a regular
stream of income.

Hence the Finance Minister in his budget
should give a huge boost to reverse
mortgage by completely exempting the
income stream from taxation and also
ironing out other legal issues in the Indian
context. If some enterprising Pension Funds
want to use Gold for reverse mortgage then
that should also be treated similarly.

Ageing is a normal process since it happens
biologically; but graciously aging and
dignified living in old age is more difficult
in the context of decline in joint family.
The choice is that of the aged but it should
be facilitated by the Government.

The author is Professor of Finance and
Control, Indian Institute of Management-
Bangalore, and can be contacted at
vaidya@iimb.ernet.in. The views are personal
and do not reflect those of his organization.
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Role of ILIV

In Personal Financial Planning

RELEVANCE TO INDIA

SRINIVASAN VARADHARAJAN AND SHRINIVAS SUSARLA OPINE THAT LIFE INSURANCE IS UNIQUE IN THE SENSE THAT IT IS

THE ONLY FORM OF SAVINGS THAT CAN PROVIDE A RISK COVERAGE ALSO, A FEATURE THAT CANNOT BE MATCHED BY

ANY OTHER FORM OF SAVINGS.

ersonal financial planning is one of

the most important aspects of

personal finance. Ideal personal
financial planning has five stages:

» Goal setting: An individual for planning
his future has to decide on the desired
lifestyle he wishes to lead in the future.
That has to be done in reference to his
present lifestyle and hence his current
level of affordability. He has to set up
long term as well as short term goals.
Long term goals should consider the
desired post-retirement life style.

o Assessment: After setting the goals an
individual has to assess his current
financial condition. The financial
condition of an individual can be gauged
by formulating balance sheets and
income statements. The personal
balance sheet calculates the assets on
the one hand and liabilities on the other.
Assets include car, house, stocks, and
bank account. Personal liabilities include
credit card debt, bank loan, mortgage
etc. Information regarding personal
income and expenses is listed under the
personal cash flow statement.

Constructing a plan: After assessment,
appropriate strategies should be
formulated in order to fulfill the goals.
This could be achieved by curtailing

unnecessary expenditure or by
expanding the income level by investing
in stocks, real estate or other interest
earning assets.

» Execution: For proper implementation
of the financial plans, individuals
lack patience and perseverance; and
hence seek professional help from
financial planners, investment advisors
and lawyers.

» Monitoring and reassessment: The
personal financial plan should be
monitored from time to time for
reevaluation.

Such planning helps us to understand
whether our daily financial decisions have
any impact on financial planning goals. If
they are affecting any short or long-term
goal then we can revise our decisions.

Financial products available for
Personal Financial Planning

There are several savings and investment
vehicles used for financial planning. In
India, apart from purchasing various life
insurance products; bank deposits, mutual
fund accounts, post office deposits,
Government bonds, direct investment in
stock markets both through the IPO and
secondary markets route, real estate
purchases etc are used. In most cases, the
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selection of any vehicle depends largely
on the person who provides advise
(broker / agent / financial advisor) and
quite often more biased, depending on the
benefit the adviser is getting out of such
recommendation, rather than the need and
risk tolerance mindset of the client.

For proper
implementation of
the financial plans,
individuals lack
patience and
perseverance; and
hence seek
professional help
from financial
planners, investment
advisors and lawyers.
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Inhibiting factors for Insurance in
Financial Planning

e Insurance has to compete with
other financial planning products for its
share of investment. Out of the total
amount available to savings, an
individual has to allocate among various
financial products as mentioned in the
previous paragraph.

Life insurance being intangible and the
availability of other options which are
more easily understood by the layman
makes it difficult for the insurers to sell
life insurance.

o It is true that income-tax sops are
offered for life insurance and pension
purchases, but they are also offered for
other financial products such as national
savings certificates, PF deposits, and
infrastructure bonds making life
insurance on par with them. Hence a
person may obtain the maximum level
of deductions from taxable income
without purchasing life insurance at all.

Besides, the amount of savings is also
determined by non-essential purchases.
The more attractive they are, the less is
the money left for savings after spending
on those non-essential items. In that
context “nice-to-have” purchases can
also be deemed to be competition to life
insurance, albeit in an indirect manner.

Drivers for Insurance in Financial
Planning

In spite of the inhibiting factors mentioned
in the above paragraph, life insurance has
been playing a major role in personal
financial planning in the Indian context.
The factors which cause insurance to be
chosen over other available financial
planning options are highlighted below:

Socio-economic factors

» Savings: The need for savings is also at
times a factor in purchasing insurance.
In fact, the savings element offered in
branded insurance products is often a
successful selling proposition. Insurance
products offering both risk management

A person’s economic
worth depends upon
a number of factors
including current
earnings, projected
rate of growth of
earnings throughout
working life, future
working lifetime,
amount of taxes
which will be
incurred and a
reasonable discount
rate.

and savings features are more attractive
than pure insurance products to the
majority of customers. In India, various
forms of Endowment Assurance are the
most popular ones among the life
insurance products. More than 80% of
the life insurance business is from
these products.

Risk tolerance: In general, Indian
community is very conservative and does
not have appetite to take huge risks. This
factor increases the opportunity for the
buying insurance products where the
returns are more guaranteed than
non-insurance products of similar nature.

Obligation to distribution channel: Life
Insurance is often force-sold. The agent
often approaches the prospects well
known to him and leverages his influence
with them towards insurance sales. Also
many institutions while lending credit
pressurize to insurance policy collateral.

Predilection for insurance: At times,
people have a bias towards insurance
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over other financial planning options
like National Savings Certificates,
Provident Fund due to perceived hassles
attached with them. This is often caused
by own experiences; hear say and various
media information.

« India specific factors: Factors unique to
India like lack of a strong social security
net, lack of sophisticated state provided
health care etc. makes a individual
purchase of insurance almost a necessity
in India for a safe and health living

« Insurance products are highly regulated
than non-insurance products such as
mutual funds, direct equities, etc.

» Tax incentives: Tax rebates on insurance
premiums are a known strong factor in
influencing purchases.

o Risk spread: Customers wishing to
spread their investment risks choose
insurance as one among the devices to
park their savings.

Risk & Liability management:
Valuing the risks

Human Life Value: For arriving at the
necessary levels of insurance to be
purchased, the human life value concept
is used by insurance companies and
distribution channels. The Human Life
Value (HLV) approach offers a shift from
focusing on needs, to value replacement.
Under this approach, the total
contributions a wage earner makes to his
or her household over the course of a
lifetime is calculated.

A person’s economic worth depends upon
a number of factors including current
earnings, projected rate of growth of
earnings throughout working life, future
working lifetime, amount of taxes which
will be incurred and a reasonable discount
rate. From this, the amount needed for
self-maintenance over the life time is
deducted. From the arrived amount, any
existing insurance, savings and present
value of any other assets are deducted to
get the HLV to be insured.

The authors contend that in the Indian
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scenario, the HLV is grossly undervalued
and hence any individual who has insurance
equal to HLV is actually under insured. In
the Indian culture an average individual
has to fund even the professional education
expenses of his/her children. Also marriage
expenses are a huge lump sum outgo which
is to be borne by the individual parent.
Also even in the prevalent nuclear family
system, aged parents are still supported
by the grown-up children which is not
widely seen in the developed western
societies. The absence of a state sponsored
social security benefit system forces an
individual to lean on his children when he
outlives his savings in the retirement years.
And as one ages his/her medical expenses
grow which is also to be funded by
the progeny.

From Human Life Value to iLIV
(Ideal Life Insurance Value)
Hence specific to the Indian context, we
introduce a concept called iLIV (ideal Life
Insurance value). iLIV is Human Life Value
calculated as described in the previous
section plus quantification of an
individual’s social obligations.

From a financial planning point of view

Example:

Let us consider an individual aged 25.
Present Age = 25 (t)
Annual Income = 5 lakhs

general insurance needs should also be
seen as a risk management planning. If we
add quantified financial obligations
towards general insurance needs like
property, liability, health and disability
insurance to HLV, we arrive at iLIV (ideal
Insurance Value). As we wish to restrict the
scope to iLIV, this is not gone into in
detail here.

iLIV does not stop with calculating the net
economic worth of the individual which the
HLV does. iLIV recognizes that in the Indian
society the contribution of an individual
goes much beyond the netted value in time
based only on earnings, taxes, self-
maintenance and assets. iLIV takes into
account the social obligations which are
widely prevalent in the Indian society. In
India partly due to tradition (Joint family
system & Arranged marriages) and partly
due to lack of state support towards the
unemployable and the sick (No Social
Security & Medicare), the head of the
household tends his children well into
adulthood and marriage. He also has to
provide for his parents in old age.

In an example below we try to portray the
impact of social obligations an individual
has, to show that they are not trivial.

Period Lump sum Present Need Value
Need spending at the period
(t + 16) | Child School
Education 1 lakhs 5.16 lakhs
(t + 20) | College
Education 2 lakhs 15.55 lakhs
(t + 23) | Professional
Education 4 lakhs 42.31 lakhs
(t + 25) | Marriage Expenses | 3 lakhs 38.96 lakhs
(t) Extended
Family Support 0.5 lakhs 0.5 lakhs
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The absence of a
state sponsored
social security benefit
system forces an
individual to lean on
his children when he
outlives his savings in
the retirement years.
And as one ages his/
her medical expenses
grow which is also to
be funded by

the progeny.

Accumulations already present:

(t) Fixed deposits (1) lakhs

Assumptions

 Impact of Demand Supply curve on the
expenses is not taken into consideration.
Only an interest factor of 10 % impacted
by an 8% inflation rate is considered.

e One child family is assumed.

After calculating HLV, if the above
mentioned social obligation amounts are
considered, we will arrive at the iLIV.

This iLIV should be the basis for the
financial planning needs of the individual.
As we see from the above example, the
infrequent lump sum needs are significant
and hence should be planned for.

Insurance in India

The average Indian now spends 5.4 times
as much on life insurance as what he/she
did seven years ago when the industry was
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yet to be opened up for private
participation. Life insurance share in
household financial savings improved to
14.6% in 2006-07 from 11.2% in 1999-2000.
The life insurance premium contributions
per capita have jumped from Rs 280 in
1999-2000 (pre-liberalization) to Rs.1,510
in 2006-07.

No. of Players 1 16
NB Premium (Rs. Cr) 8,299 | 75,400
NB Policies (No. Cr) 1.69 3.82
Total Premium (Rs. Cr) 26,250 | 153,000

Penetration as % of GDP 1.2% 4.1%

Insurance Premium

per capita (Rs.) 280 1,510

Capital deployed (Rs. Cr) 5 9,485

Source: Life Insurance Council

With the largest number of life insurance
policies in force in the world, India’s
insurance sector accounted for 4.1 per cent
of GDP in 2006-07, up from 1.2 per cent in
1999-2000, far ahead of China where
insurance accounts for just 1.7 per cent of
the GDP and even the US where insurance
penetration stands at 4 per cent of the GDP.

The life insurance premium contributions
per capita have jumped from a little over
USS 7 in 1999-2000 (pre-liberalization) to
USS 38.5 in 2006-07. Life insurance
penetration in India - which was less than
1 per cent till 1990-91 - increased to 2.53
per cent in 2005, and to more than 3 per
cent in 2006-07. While the impetus for
growth has come from both public and
private insurers, the number of players in
this segment has also increased with Life
Insurance Corporation (LIC) being the
dominant player. It may be heartening to
note that GDP emanating from ‘insurance’
which constituted 12 per cent of total GDP
(current prices) in 2000-01, the year in
which this sector was opened up for private
participation; increased to 19.3 per cent
in 2004-05.

Insurance (as computed by iLIV)
vis-a-vis other financial planning
components

We aver that using insurance purchases is
an economical and better option than
other tools of financial planning which
offer only savings features. Only insurance
based products offer both risk management
and savings features. In the above
mentioned example an individual has to
make an investment of INR 7 lakhs towards
future marriage and professional education
expenses needs of his child. This amount
is huge and insurance is a better option
than any savings to plan for this need as in
case of early death, the lump sum amount
would be provided only by insurance.

Advantage insurance has from a
financial planning perspective

Consider a policy where the sum assured
is paid either as survival benefit/death
benefit only at the end of the term. This
means that even in the event of early death
of the insured, the sum assured will be paid
at the end of the term (can be timed to
lump sum need) without any further
payment of premiums. Such a policy is
indeed available with one of the Indian
insurers. Clearly this feature of insurance
cannot be matched by any other form of
deposits where it is required that savings

be built up continuously to achieve the
desired amount.

It seems that the Indian population is also
of the same opinion that insurance product
with savings options are a better bet. Ernst
&Young statistics show that savings based
insurance products form the majority of
the sales in India. It is compared against
the UK sales data as shown below:

Comparison of Life Insurance Products

Breakup of
Premium 100 0.5 p——1.2
Income (%) 14.9

75 7 223

50 29.0

25

UK
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Conclusion

While nuclear families are becoming the
norm in India, the tendency to postpone
child birth in the family is more
pronounced. This has a huge impact on
financial planning both in a positive and
negative manner. Having two earning
family members increases the size of the
amount available for savings. But the fact
that the family has gone nuclear increases
the need to make essential purchases like
home, home needs etc., which would have
been shared investments in a joint family
system. A nuclear family also accentuates
the need for financial planning as there is
no fall back option offered by the society.

The above depiction shows the staggered
time frame of the income-generation,
responsibilities management and
dependency period timelines. Financial
planning will be apt only when this
staggered division is taken into
consideration. As we see when sometimes
social/financial obligations continue even
after retirement, the choice of
components for financial planning become
very vital.

Also, the current demographics show
that the age of the parent when the
birth of first child in a family occurs,
is increasing over time. This puts a
stress on the resource ramp up
towards lump sum needs for social
obligations as the accumulation
gradient becomes steeper.

Each individual has a unique level of risk
tolerance when it comes to financial
planning. Life insurance offers a bouquet
of products not only to suit every individual
need but also to support the changing risk
tolerance levels over one’s lifetime. For
example, when one is young and has high
risk tolerance levels due to lesser
obligations, he/she can go for unit linked
products. As one attains middle age and
assumes ever increasing responsibilities
with well defined periodic outgo such as
education expenses, money back policies
and endowment products with loan
facilities on cash value could be purchased.
As mentioned before, endowment products
with benefits payable only on a specific
date are excellent financial planning
methods to counter specific huge future
expenses. Limited payment term whole life
products ensure one’s insurance need over
entire life is met during the earning period
of the individual. Pension and annuity
products are available to take care of post-
retirement financial needs. However there
is lot of scope for the insurers to bring new
product innovations in India, to cater to
the changing attitudes of the individual.

We conclude that given the uncertainty
mortality brings in to personal financial
planning, insurance is an essential tool to
provide for the future. We also wish to
point out that life insurance using
traditional Human Life Value calculations
may not be apt for Indian society. Enhanced
HLV or iLIV should be used for precise
matching of needs over time as it is more
relevant for personal financial planning in
the Indian scenario.
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Need for Professional Advice

INSURANCE & PERSONAL FINANCIAL PLANNING

BHARAT S. WRITES THAT THERE IS NEED FOR EVERYONE TO MAKE A CLEAR ASSESSMENT OF ONE’S REQUIREMENTS AND
PLAN THE INSURANCE PORTFOLIO ACCORDINGLY.

hough often neglected, insurance
Tforms an important pillar of any

sound financial plan. The perils of
modern lifestyle, a northward bound cost-
of-living index, medical exigencies that
extract heavy financial toll, all add up to
underscore the importance of financial
protection for the modern family unit.
Oftentimes, we are simply not aware of
the financial requirements that arise out
of an unfortunate event like the death of
the bread-earner or an expensive medical

treatment including hospitalisation.
Findings reveal that respondents grossly
underestimate the requirements that may
arise and hence are lulled into a false sense
of financial security. Financial planning
priorities are often skewed towards returns
than security - the need for insurance not
felt - which is why we have the adage:
insurance is not bought but sold. However,
the average Indian family is severely
unprotected in the face of crisis.

Nearly half of the respondents felt that in

Respondents to the Life Matters Index

More than
Between 5yrs Less than
2yrsto5yrs 1% 1 month

4%

Between
1to2yrs
23%

6 mths to 1 yr
23%

16%

1 mth to less
than 3 mths
19%

3 mths to less
than 6 mths
14%
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the event of their main income
getting eliminated, they would not be able
to sustain their current standard of
living beyond six months. Only 5 % of the
respondents felt that they could
sustain beyond two years under
similar circumstances.

Source: Life Matters Index 2006 (This is a survey
done by Tata AIG Life on generic insurance
awareness and the penetration of insurance
in India).

Horses for courses: Personal financial
planning isn’t complete until one assesses
and addresses his insurance needs.

T Findings reveal that
respondents grossly
underestimate the
requirements that
may arise and hence
are lulled into a false
sense of financial
security.
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Any plan which does not identify the
contingencies that may arise and hedges
against them could turn woefully
inadequate in the future. The first step,
then, in planning for personal finance is
to identify the important areas of risk
exposure. Some exposures are generic -
they apply to all of us - and some are more
imminent for particular individuals,
families, professions or economic
situations. An analysis of your financial
goals, your current income levels and
sources as also these risks by a professional
financial planner is the ideal way to draw
up your insurance plan. Such a plan will
complement your overarching financial
plan and ensure minimal overlap of
different investment instruments for the
same financial objective. It is very
important to have a detailed discussion

with your insurance/professional financial
advisor to stitch your insurance solutions
to your needs.

There are many forms of insurance and,
unfortunately there isn’t a one-size-fits-
all plan. Different types of insurance
protect you and your loved ones in
different ways - against the cost
implications of accident, illness, disability,
death and other unforeseen circumstances.
Life insurance, for example, is a virtual
necessity if you have a spouse and children.
Disability or accident insurance, which
provides income if you are unable to work,
is important for everyone. There are
specific-need based insurance solutions
too. For example, anyone who owns a car
should have auto liability insurance.
Collision, fire, and theft coverage can
provide financial protection when you
have a sizeable investment in valuables.
Homeowner’s insurance should provide
coverage of the cost of replacing
your home, should any unforeseen
tragedy strike.

Sustenance Needs: Fundamentally,
insurance can both protect you by
providing for a contingent or emergency
need and also provide sustenance for
maintaining a certain standard of living
into the future. An example of the latter
is life insurance, payable when in the event
of one’s death, can provide the surviving
spouse, children, and other dependents
with the funds necessary to maintain their
standard of living, can help repay debt,
and can fund education costs of children
and regular expenses of the spouse. But
the amount one needs depends on his or
her situation and the best way to do a need
analysis is through a professional advisor.
There are various methods like Human Life
Value or need based approach through
which the advisor can suggest you the

amount of cover you need. The product
available in the market can also be
customized as per the need of the
individual. The insurer tries to make the
product flexible enough to be able to
satisfy the different life goals. In case of
investment linked insurance product
the individual should make use of
asset allocation.

Medical Needs: The awareness and
consequent levels of medical insurance
cover in India is woefully inadequate. Most
people enjoy medical insurance as an
employee benefit, often with their
employers paying whole or part of the
premiums. A change of employment,
retirement, etc. remove that cover and the
post retirement years become the riskiest
given the increased probability of ailments
and the absence of cover. Findings point
out the people are generally unaware of
the scale of costs incurred for
hospitalisation and medical treatment for
critical illnesses and many think they are
actually aware when they are not. There
have been many innovations on this front
with insurance providing you additional
cover, specialised cover for high risk groups
and ‘complementary cover’ which takes
care of the additional expenses like travel
and stay when treatment is out of station.

Accident and dismemberment needs: The
third area of accident involving accident
policy helps to ensure replacing a portion
of your lost income, when you are unable
to work for an extended period. Some, but
certainly not all, employers cover their
employees with some form of company-
paid accident insurance. Typically, such
coverage is only partial and/or short-term
in nature. Every individual needs to
augment this coverage so that he is
adequately covered to spend money for his
treatment also. Thus, many people seek
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to purchase an individual accident
insurance policy.

Insurance Market - Present and

Future

« Whilst a lot of life insurance was sold as
tax savings and investment,

liberalisation and competition has

brought sharper focus on insurance as a

protection for future income.

* We get to observe an industry trend of
advisors moving into professional
domains like AFP,CFP as also licensing
themselves for both mutual funds and
life insurance - so that they are able to
meet clients short term and long term
needs in a holistic way.

* Heightened education levels and
consumer awareness on financial
planning is also driving life insurance
sales people towards a solution based
approach to meeting client needs as
opposed to a plain product push.

o The rapid movement of life insurance
sales towards Unit Linked products has
also aided greater need to adopt a
financial planning approach - fact finding
as a mandatory requirement for Unit
Linked sales as well as customer
signature on the SIS means that advisors
have a more engaged financial planning
approach to life insurance sales.

* More developed markets often see
customers being charged for financial
planning - customers are willing to pay
since they derive significant benefit from
a professional approach to planning
their future.

Summing up
e It is risky to underestimate the role of
insurance in personal financial planning.

« However, your insurance requirement
will always be specific to your needs and
financial goals; and it is better to seek

professional advice before choosing
insurance solutions.

Insurers are responding to market needs
and there is a wider range of solutions
available for every need base.

» New products are being designed with
flexible options to enable people to
customise it to their needs.

» With geographic expansion, smaller
cities and towns now have access
to a wider choice of insurers and
their products.

The author is Sr.Vice President, Agency, Tata
AlG Life Insurance Company Ltd.
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The Role of Life Insurance in PFP

CaN't Do WiTHouT

BHARGAV DASGUPTA AVERS THAT PERSONAL FINANCIAL PLANNING (PFP) IS NOT A ONE-TIME EXERCISE BUT IS ADYNAMIC

IMPERATIVE THAT NEEDS FREQUENT REVIEW AND REVISION, WHEREVER AND WHENEVER NECESSARY.

erms such as personal finance and

financial planning are now more

prevalent in the vocabulary of the
comman man, than they were a few years
ago. And rightly so. The Indian growth story
along with that of the young population
with high income are some of the key
reasons of this growing trend. The market
has also reacted by providing a range of
financial planning tools and the retail
investor is being communicated the same.

Personal financial planning can be
considered as a process where an individual
or a family decides to develop and
implement an integrated plan to
accomplish their financial goals. The
process of financial planning, as you may
know, involves setting your life goals,
examining your current financial status and
coming up with a strategy to meet your
goals effectively, given your current and
projected requirements. It is a dynamic
process that requires regular monitoring
and re-evaluation. The first step, which is
to define your goals, is crucial, since it
would determine the way forward. More
often than not, financial goals tend to
include buying a house, sending children
abroad for higher education, leading a
comfortable retired life, going on a world
tour, etc. Here is how life insurance helps
you meet these financial needs.

While planning your finances, you are
thinking about the plethora of investment

options available in the market that may
help achieve those goals. But, consider a
situation where the bread winner who is
supposed to fulfill these goals for his family
meets with an unforeseen event. That is
where insurance will serve as the
foundation of a good and sound financial
plan. The core benefit of life insurance is
that the financial interests of one’s family
remain protected from circumstances such
as loss of income due to critical illness or
death of the policyholder. Essentially, it
safeguards your financial goals even in
your absence.

Having said that, life insurance has evolved
from being a loss protection tool to a
wealth creation tool. The entry of private
companies in the life insurance sector saw
significant innovations that redefined the
way life insurance was perceived by the
common man. One such innovation was the
launch of unit linked insurance plans or
ULIPs as they are popularly known. ULIPs
were designed to enable customers meet
both their investment and insurance
needs at one go, vis-a-vis the traditional
insurance plans that were primarily
for protection.

The basic difference between ULIPs and
traditional insurance plans is that while
traditional plans invest mostly in bonds and
government securities, ULIPs’ mandate is
to invest a major portion of their corpus
in stocks. Individuals need to understand

26

and digest this fact well before they decide
to buy a ULIP. Also, ULIPs by design are
long-term products that encourage
disciplined savings towards specific
financial goals. The policyholder has the
benefit of both the sum assured and fund
value, so that he/she receives at least one,
whenever required. Another feature that
makes the ULIPs unique is that it
automatically helps the policyholder enter
into a systematic investment process and
have a life cover.
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Investments in ULIPs should be in tune with
the individual’s risk appetite. Individuals
who have a propensity to take risks could
consider buying ULIPs with a higher equity
component. Also, ULIP investments should
fit into an individual’s financial portfolio.
If for example, the individual has already
invested in tax saving funds while
conducting his tax planning exercise, and
his financial portfolio or his risk appetite
doesn’t ‘permit’ him to invest in ULIPs;
then what he may need is a term plan and
not unit linked insurance.

Today, ULIPs constitute the largest share
of insurance policies sold and this can be
attributed to the boom witnessed by the
Indian economy, the bullish phase of the
stock market and the marketing efforts of
life insurance companies. This has ensured
that life insurance is now being perceived
as a wealth creation instrument apart from
being an exclusive protection tool.

ULIPs by design are long-term products that
encourage disciplined savings towards
specific financial goals like retirement,
child’s education or marriage and wealth
creation. Life insurance is the only
investment option that offers specific

products tailor made for different life
stages. It thus ensures that the benefits
offered to the customer reflect the needs
of the customer at that particular life
stage, and hence ensures that the financial
goals of that life stage are met.

Also, fund managers who manage the ULIPs
have a long term investment horizon. This
allows them to maximize the returns on
the investors’ money. The long-term
commitment from retail investors works
for fund managers too, as they are better
poised to take long-term calls on the
invested funds and deliver higher returns.
As a long term investment tool, another
unique feature of ULIPs is the switch
feature. This enables policyholders to
switch between equity and debt and back
to equity any number of times at zero or
nominal cost, depending on their life stage
or risk appetite.

To help customers understand the various
complexities of the unit-linked product the
life insurance regulatory body, IRDA, has
laid out very strict ULIP guidelines. To begin
with, ULIPs are sold by advisors who
undergo special product training in
addition to the basic mandatory training.
This is to empower them with knowledge
to give consumers specific financial advise,
based on various parameters including
lifestage, risk appetite etc.

Customers are also provided with product
brochures that give them comprehensive
information on the product, including their
benefits, term and much more. Policy
documents, benefit illustrations and key
features document that highlight the risk
of investing in ULIPs are given to customers
as part of their welcome kit. Advisors offer
a customized benefit illustration to the
customer outlining all charges, fund values
and disclaimers regarding the ULIPs. Above
all, there is a free look period in ULIPs,
wherein the customer has the option of
returning the policy within 15 days if they
are not happy with the product - a feature
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that is not available in any other financial
product. All these features put
together, make this product one of the
most transparent financial products
available today.

Finally, buying a ULIP is quite different
from buying a traditional insurance product
and investors must be aware of this. All
financial products have a certain amount
of risk and charges; and ULIPs also come
at a cost, though the charges are
considerably lower than that of a
traditional product. In fact, because the
customer knows the charges and risks
involved, the product is fairly transparent.
Also, one must know that it is one’s right
and responsibility to ask a company for
printed benefit illustration and brochures
on the product. On their behalf, consumers
must take some time to read, understand
and question the documents they
receive on ULIPs so that they can reap
maximum benefits.

In this way, life insurance provides dual
benefit of investment and protection,
making it a must have in an individual’s
investment portfolio.

The author is Executive Director, ICIC/
Prudential Life Insurance Co. Ltd.
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Importance of Health Insurance

EsseNTIAL COMPONENT IN PERSONAL FINANCE

‘KEEPING MEDICAL INSURANCE AS AN ESSENTIAL COMPONENT OF ONE’S PORTFOLIO WOULD POSSIBLY OBVIATE THE

NEED FOR HOLDING EXCESSIVE LIQUIDITY OR ENCASHABLE INVESTMENTS TO MEET HEALTH EVENTUALITIES’ EMPHASIZES

DR. SOMIL NAGPAL.

n a country where out-of-pocket

expenditure by households is very high

in comparison to other countries, and
accounts for about 70% of all health
expenditure in the country®2, the
importance of individuals planning for their
own health expenditure needs cannot be
over-emphasized. In addition to the
frequent episodes (involving relatively
smaller expenditure) on minor ailments,
there is also the added element of

unpredictable major illnesses which may
require substantial amounts of money at a
short notice. Such illnesses are, in fact,
estimated to be impoverishing 2.2% of
India’s population every year®#. Illness,
thus, has the potential for catastrophic
effects on the finances of individuals and
their families, and hence the importance
of planning for health needs in the personal
finances of individuals.

Health insurance products available in the
Indian market have been dominated by
hospitalization products, which protect
individuals from the high expenditure only
in the event of hospitalization. Such
products do take care of most such events
of major illnesses requiring substantial
amounts of money. With ever-increasing
costs of healthcare, newer and more
expensive health technology and also the
costs of newer generations of
pharmaceuticals, bearing the financial
dent of a major health episode is becoming
increasingly difficult for the uninsured,
even the relatively well-off, and thus,

health insurance is not only important for
financial access to healthcare but also for
wealth preservation. With increasing
awareness of this protective role of health
insurance, and with renewed focus on
marketing of health insurance products on
the part of insurers in the detarrifed
regime, the health insurance portfolio is
now the fastest growing market segment
for the non-life insurance industry. There
is, however, tremendous potential, as even
today, less than 3% of the country’s
population has availed the protection of a
commercial health insurance product.

Increasing visibility and focus on health
insurance has also led to innovations in
product design and delivery. The ‘cashless’
system of providing hospitalization cover
has immense value in terms of personal
finances, as it obviates the need to arrange
a large amount of money for payment to
the hospital, even if it were to be
reimbursed or indemnified later by the
insurer. The security provided by the
cashless hospitalization cover, thus, also

1 Mahal A, Sakthivel S, Nagpal S. National Health Accounts for India. In: Rao Sujatha, editor. Financing
and delivery of health care services in India. New Delhi: Ministry of Health and Family welfare,

2005: 256-263

2 Ministry of Health & Family Welfare. National Health Accounts, India. New Delhi: Government of India,

2006

3 Peters D, Yazbeck A, Sharma R, Ramana G, Pritchett L, Wagstaff A. Better Health Systems for India’s

poor. Washington: World Bank, 2002

4 van Doorslaer E, O’Donnell O, Rannan-Eliya RP, Samanathan A, Adhikari SR, Garg CC et al. Effect of
payments for health care on poverty estimates in 11 countries in Asia: an analysis of household survey

data. Lancet 2006
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The cost of
unexpected medical
treatment during an
overseas visit can be
very high and could
indeed be beyond
the means of the
overseas traveler.

niinimizes the need to keep surplus
liquidity or encashable investments to
meet health eventualities. There are also
products presently available that cover
specific illnesses, provide coverage for pre-
existing diseases, cover incidental costs of
hospitalization (like that of an attendant -
through ‘hospital cash’ products), offer
higher sum insured options, cover dental
treatment, cover OPD treatment in a
limited way and other such combinations
of products, to meet the specific needs of
various segments of the population.

In addition to these health insurance
products, even Personal Accident products
have an important role for accidental
injuries, wherein they cover medical costs,
and even compensate for loss of wages
during temporary disablement, depending
on the plan opted. As these products also
cover accidental death and disablement,
and are also priced attractively; they are
also a useful adjunct to one’s wealth
preservation toolkit.

Another product for health needs, is what
is known as a Medical Savings Account
(MSA) or a Healthcare Savings Account.
MSAs are not a new concept amongst
international health financing models and
in fact, for over two decades in Singapore,
and for over a decade in China, Medical
Savings Accounts have found wide
acceptance, and these are also operational

in South Africa, US and many other
countries®. India, too, has had a little
known form of its own MSA-type model in
health insurance, which has been marketed
by the public sector insurers as ‘Bhavishya
Arogya’. Such Medical Savings Accounts are
characterized by the existence of an
individual (or family) account in which
health insurance contributions are
deposited, and out of which health-related
expenditures are incurred by the individual
(or family) concerned. A characteristic
feature of these accounts is that funds
which have not been utilized by the
beneficiary can accumulate in his/her
account and can be used later (e.g. in older
ages), and do not lapse. In practice, MSAs
can meet costs of frequent, low-cost
episodes of illnesses (like outpatient
consultations, diagnostics and medicines,
or low-cost hospitalization) and are usually
combined with the protection of a high-
deductible or catastrophic health
insurance, which protects MSA
beneficiaries from major illnesses which
could be beyond what their MSAs could
protect them from, or could wipe out their
savings in their MSAs. The presently
available Indian model, Bhavishya Arogya,
is also a hospitalization product, but can
be effectively used in younger ages to build
up health protection for older age. It is
also likely that we see more savings-related
products offering more innovations and
options, in the days to come.

Another variant of health insurance is the
top-up or add-on covers for individuals (and
families) already covered for certain risks
by employers. Thus, such individuals need
only buy such add-on or top-up covers
which provide them coverage beyond what
is available to them through employers,
rather than more comprehensive products.
These would be more cost-effective and
will not duplicate the coverage already
available through employers. These could
also have the option for enhancing

5 Nagpal S, Gautam RN, Singh P. Medical Savings Accounts. In: Planning and Implementing Health Insurance
Programmes in India- An Operational Guide. IPH/ WHO India. 2006
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coverage as and when employers’ coverage
changes or ceases.

Yet another option available for protection
against health contingencies is the
Overseas Medical Insurance plans, which
are sometimes packaged as Overseas Travel
plans by including other components like
loss of baggage. The cost of unexpected
medical treatment during an overseas visit
can be very high and could indeed be
beyond the means of the overseas traveler.
Just to illustrate the difference in costs,
an Ultrasound investigation which costs
Rs.300 to Rs.1000 in India, could cost a
similar amount in dollars (i.e. around forty
times), in many western countries.
Overseas Medical Insurance provides cover
for such unforeseen health related
contingencies and protects the insured
person from high costs of medical attention
when traveling outside India. Indeed, some
countries insist on having a valid medical
insurance as part of the Vvisa
documentation. Although the sum insured
is high by Indian standards (like USD 50,000
in many products), it is in line with the
expected high costs in foreign travel, but
as the probability is low and the duration
of cover is short (often in days or weeks),
it does not cost a fortune to buy and should
form an integral part of the overseas
traveller’s portfolio.

Health Insurance, thus, is a need which
cannot be overlooked. However, with
increasing choices available in the market,
the decision is no longer whether to buy
health insurance, but also as to which
product and which variant to buy, and with
which benefit package. And as the market
grows and the choice improves; it is also
likely that products which are a better ‘fit’
with the personal finance needs of more
people are available, which will help
further growth of the market.

The author is Special Officer - Health
Insurance, IRDA. This article is contributed in
his personal capacity and views provided
herein do not reflect those of any
organizations to which he is currently or
previously affiliated.
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Meeting Healthcare Objectives

A NATIONAL PRIORITY

GNANASUNDARAM KRISHNAMURTHY AVERS THAT IN ORDER TO MAKE THE HEALTH INSURANCE PLANS MORE POPULAR

AND SOUGHT-AFTER BY THE PEOPLE, THERE IS NEED FOR BETTER TRANSPARENCY IN THE POLICY CONDITIONS.

he highest possible level of
healthcare to the people,
envisaged by the World Health

Organisation, has triggered off positive
responses in the countries across the world
and India is no exception. The National
Health Policy, formulated in 1983,
envisaged health for all by 2000 A.D. When
the policy was reviewed in the year 2002,
the goal post was shifted to 2010 in certain
areas, considering the mammoth efforts
needed to achieve the said objective.
Despite the steps taken by the Central and
State governments to build public
healthcare infrastructure, dependence on
other alternatives has always been stressed
upon by the researchers.

Not long ago, the Hon. Union Health
Minister had referred to the concern
expressed by the Hon. Prime Minister, over
the growing healthcare costs and said that
a public-private model is being worked out
for universal health insurance to involve
private players also in the task.

When the area of concern is clear and
shared by the Government, one would
expect that the health insurance schemes
of the insurers, those of the PSUs in
particular; fall in line with the thinking of
the World Health Organisation and the
National Health Policy. The Mediclaim
policy of the PSUs, the mother of all health
insurance policies, introduced in 1986, had
a contextual relevance in this connection.

Admittedly, the Mediclaim policy was
viewed not merely as a business
proposition for the PSU insurers but as a
social measure to supplement the efforts
of the Government to realize the objective
of the National Health Policy. The purpose
of such a step should, therefore, be to
confer the benefits of health insurance,
as best as possible, on the people who
direly need it, as long as it does not cross
the basic principle of insurance or
transgress the laws of the land. It is to the
credit of the judiciary, quasi judicial and
statutory authorities to have upheld this
purpose whenever the insurers were found
to have strayed away from it. Legal
position apart, the products of health
insurance also should fall in line with the
objective, lest the very purpose of such a
measure of social relevance gets defeated.

In a matter of national concern, the sector

of business matters little. Nearer home,
the stipulation of IRDA in regard to
spreading of message of insurance to the
rural areas to both the public sector players
and private insurance companies is an
example of involving private sector in
matters of national objectives. Similarly,
the products of health insurance also
cannot be allowed to vary from insurer to
insurer, in areas of national interests and
require to be vetted by the Regulator
before and after launch.

Surprisingly, what served as a model for
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When the area of
concern is clear and
shared by the
Government, one
would expect that the
health insurance
schemes of the
insurers, those of the
PSUs in particular;
fall in line with the
thinking of the World
Health Organisation
and the National
Health Policy.

the private insurers, appears to have lost
its status when the Mediclaim policy was
brought out in its new avatars by the public
sector insurers recently, copying the
private sector products in some aspects.
Moreover, matters that had gone in favour
of the insureds after judicial scrutiny,
instead of getting honoured by product
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incorporation; had been subjected to
derecognition in the revised and new
products of the insurers.

The WHO’s millennium declaration’s
expectation of fewer women dying in
childbirth and more children surviving in
the early years of life, does not get
supported by the health insurance policies
of some insurers, which exclude from
cover, caesarian sections, abortion,
miscarriage and extra uterine pregnancy.
In particular, the reversal of the thinking
of some public sector insurers, to exclude
abortion and miscarriage in their revised
Mediclaim policy, which were allowed by
them earlier, exposes their female
unfriendly approach. Any issues of moral
hazard or unethical professional conduct
of the medicos would require to be tackled
differently and not by exclusion altogether
of such risks peculiar to the weaker
section. In fact, health insurance policies
of some of the foreign companies do cover
ectopic pregnancy, hydatidiform mole,
post partum hemorrhage and miscarriage.

The policy pronouncement of the
Government, espousing the cause of the
Indian medical systems and homeopathy,
in the National Health Policy, as a means
to provide healthcare to a larger section
of the society, does not get whole heartedly
reflected in the health insurance policies
of the insurers. While the old Mediclaim
policy excluded naturopathy only, the
policies of some of the insurers altogether
exclude Ayurvedic, Homeopathic and or
any other form of local medication in
addition to naturopathy and recognize only
allopathic treatment for purposes of health
insurance. In others, the reimbursement
for Ayurveda etc. is limited to twenty five
percent of the sum insured and treatment
is restricted to Govt. hospitals only,
unmindful of lack of adequate public
health infrastructure in these areas of
medical practices. As a sizable chunk of
population depends upon these alternative
medical systems for relief, which is also
cost effective; such restrictions militate

against the Government policies
on healthcare.

It is noteworthy that WHO’s concern is not
only about physical health of the people
but also about their mental well-being. The
National Health Policy 2002 expresses its
concern over lack of mental health thus:

“Mental health disorders are actually much
more prevalent than is apparent on the
surface.While such disorders do not
contribute significantly to mortality, they
have a serious bearing on the quality of
life of the affected persons and their
families. Sometimes, based on religious
faith, mental disorders are treated as
spiritual affliction. This has led to the
establishment of unlicenced mental
institutions as an adjunct to religious
institutions where reliance is placed on
faith cure. Serious conditions of mental
disorder require hospitalization and
treatment under trained supervision.
Mental health institutions are woefully
deficient in physical infrastructure and
trained manpower. NHP 2002 will address
itself to these deficiencies in the public
health sector”.

While the old Mediclaim policy of the PSUs
excluded psychiatric disorders, only under
domiciliary hospitalization, the new
Mediclaim policies and the policies of some
of the private insurers entirely exclude
mental illness from the scope of cover,
under hospitalization benefit also.
Recalling the words of the Director, Mental
Health Division of WHO, mental illness
necessitates the involvement of non-
medical sectors in addition to medical
professionals. Health insurance providers
should not shy away from their
responsibility in making available quality
treatment to such unfortunate victims of
mental illness. Psychiatric treatment is
very well a part of the insurance cover
offered by the insurers in other countries,
albeit with some restrictions.

Health and life go together. Healthy living
prolongs life. Surely, when WHO and
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National Health Policy talk about
healthcare, it cannot be health for a year
only but for the entire life of a person.
Critical illness policies, tailor-made group
Mediclaim policies and personal accident
policies have been granted by the insurers
for terms more than a year. It is for this
reason, one imagines, that the old
Mediclaim policy provided for continuity,
although it was required to be renewed on
ayear to year basis. Inception of the policy
for the first time meant not the
commencement with the present insurer
but the date when the policy was taken
with any PSU insurer, provided the renewal
was continuous without any break.
However, this provision is absent in the
present day policies with the result that
when there is a switchover from a PSU
insurer to a private insurer or vice-versa
and within the PSU or private insurers, the
continuity is lost and the new policy is
treated as a fresh policy, forfeiting all
benefits, particularly in respect of the
diseases for which claims have already
been preferred with the previous insurer,

Any issues of moral
hazard or unethical
professional conduct
of the medicos would
require to be tackled
differently and not by
exclusion altogether
of such risks peculiar
to the weaker
section.
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Policyholders of
mediclaim porifolio,
though hold them
individually, are parts
of a larger group
and high adverse
claim ratio of a
particular individual
has no significance,
as there will be many
more with no claims
or low claim ratio.

as these diseases are treated as pre-
existing. A uniform approach is therefore
called for, as in the case of Motor
Insurance, where no claim bonus is
transferred along with the insured.

In fact, the principle of continuity with the
same insurer also is getting eroded with
the insurers refusing to renew the policy
on account of adverse claim experience
or taking a stance that on renewal, fresh
conditions and increased premium will be
imposed. This amounts to unfair trade
practice in the sense that as long as a
person is healthy you take normal premium
from him and when he falls sick deny
renewal or cancel the policy or impose
fresh conditions like loading extra
premium, introduce excess and exclude
diseases from future cover. The Delhi High
Court, in the case of Mukul Lal Duggal Vs
United India Insurance Co., held that high
claim ratio cannot be the ground to turn
down renewal and that mediclaim policies
are liable to be renewed on the same
terms and conditions as the old ones,
without excluding diseases which the
consumer may have sought medical

attention for, during the last period of
policy, but, however, left it open to the
insurers to load the premium to a limited
extent if high payments are sought by the
consumer . However, the Hon. Supreme
Court, in case CA no.2296 of 2000 of
Biman Krishna Bose Vs United India
Insurance Co. Ltd. had held that denying
renewal cannot be arbitrary and the
original policy provides for its renewal
which is a repetition of the original policy.
It further held that on renewal a new
contract comes into being, but the said
contract is on same terms and conditions
as that of the original policy.

In fact, National Insurance Company
decided in 2000, that where a claim was
not barred by pre existing condition or
break in renewal, no denial of renewal or
loading of premium or imposing of excess
should be considered, merely because the
diagnosis of an illness or disease leading
to a claim could cause further illness or
diseases in future policy periods. In group
insurance, Bonus and Malus are done on
total premium at renewal, depending on
the incurred claim ratio for the entire
group, for past years. Policyholders of
mediclaim portfolio, though hold them
individually, are parts of a larger group and
high adverse claim ratio of a particular
individual has no significance, as there will
be many more with no claims or low claim
ratio. If necessary, the entire portfolio’s
experience may have to be considered for
lowering or increasing the premium rates
for the whole class of such policyholders,
periodically.

In the light of Hon. Supreme Court’s
judgement referred to above, the action
of the PSU insurers to renew the old
mediclaim policies with the new Mediclaim
policies launched by them recently (which
have several features adversely affecting
the existing policy holders), unilaterally,
appears to be bad in law. The remedy lies
in a parallel run till termination or break
of the old policy or an option to existing
policyholders to switch over to the new
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policy. In fact, one of the public sector
players has allowed this option, but to the
senior citizens only.

The sadder part of the story is that disputes
over non renewal have been taken away
from the jurisdiction of the Insurance
Ombudsmen by the Governing Body of the
Insurance Council, which needs the
intervention of the Regulator and the
Govt., lest an important financial source
for achieving healthcare of people loses
its importance.

As an offshoot of the Mediclaim policy, the
PSU insurers had launched Universal Health
Insurance Policy, falling in line with the
Govt’s directive, conceived as a strategic
measure to protect the less fortunate from
the pangs of ill health and injury. Except
for the limits on sum insured and expenses
in respect of hospitalization benefit, the
terms and conditions remain the same as
those of the mediclaim policy. Stipulation
of number of beds, exclusion of caesarian,
miscarriage and abortion, twelve month’s
disclaimer clause etc. do not go down well
with a policy, designed to serve the
rural poor.

The potential for health insurance
premium is estimated to be in thousands
of crores of rupees. Health insurers rejoice
at the growth of their premium income.
While these are welcome signs, the health
insurers need to play the role of
conscience keepers of the industry and
frame the terms conditions of the health
insurance policy, not with the law books
alone by their side but also the objectives
of the WHO and the National Health Policy.

The author is former Chairman, LIC; and
former Insurance Ombudsman.
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The Insurance Customer

THE Consumer ProtecTion Act, 1986

DR. G. GOPALAKRISHNA SAYS THAT THE CONSUMER PROTECTION ACT HAS BROUGHT A NEW WAVE OF AWARENESS IN

THE COMMON CONSUMER ABOUT HIS RIGHTS WHICH AUGURS WELL FOR THE BETTERMENT OF THE MARKET PLACE.

consumer is a person who buys

goods or avails of any service for a

consideration. The various aspects
relating to consumer welfare affect the
entire population of the country, as
everyone is a consumer in one way or other.
Therefore, ensuring consumer welfare
becomes the responsibility of the state.
About three decades ago, consumer action
in India was virtually unknown. It was left
to the individuals to look for ways to solve
their own grievances. Relief was severely
limited by the resources available with
these individuals. There was not much
organized effort to take up larger issues
that affected masses of consumers or the
general public. All this changed with the
coming of the concept of public interest
litigation. It gave individuals and the newly
formed consumer groups easier access to
law and introduced the broad public
interest perspective. Apart from several
other measures and enactments, the
Consumer Protection Act, 1986 was a
landmark legislation, which gave a new
direction to the consumer movement
upholding and protecting the consumer’s
interests. It is a remarkable piece of
legislation for its focus and objectives. It
is one of the most progressive and
comprehensive pieces of legislation

enacted for the protection of consumers.
It entails minimal technical and legalistic
procedure; and provides easy access to the
redressal system. This Act applies to all
goods and services, provided by private,
public or cooperative sectors.

This is a general legislation which lays
down a uniform set of laws, procedures
and forum for protecting the rights of all
kinds of consumers. Thus, it brings into
existence a separate class of people called
consumers, and endeavours to protect
their rights irrespective of the nature of
the transaction that takes place between
the consumer and the seller. The advantage
of this legislation is that it provides a
speedy, informal and inexpensive justice
within the reach of all the consumers.

Deficiency in Insurance Services
Insurance is one of the express ‘services’
covered by the definition under the Act.
The Insurance Companies may cause
deficiency in services when they fail to
indemnify the insured regarding loss, or
they fail to make the payment to the
nominee appointed under Section 39 of the
Insurance Act, 1938 or fail to settle the
claim under the insurance policy within a
reasonable period of time.
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Apart from several
other measures and
enactments, the
Consumer Protection
Act, 1986 was a
landmark legislation,
which gave a new
direction to the
consumer movement
upholding and
protecting the
consumer’s interests.

The Insurance Customer

The customer in insurance is not only the
person who makes the decision to buy, but
also the person who makes the claim for
the insurance money, after the insured
event has happened. The former is called
the insured or the policyholder and the
latter is called the claimant. However, as
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is evident, the policyholder may not always
be the claimant.

The insured is not particularly happy to
buy, because the context is one of loss,
hardship, tragedy, etc., which no one likes
to visualize. He needs a lot of persuasion
to recognize the imminence of that
possibility and not to delay the insurance
arrangement. Resistance to the purchase
is natural. He is being made a promise by
a representative of the insurer. He is not
sure that the promise would be redeemed
when the time comes for it. It is possible
that the person representing the insurer
at the time of the claim may not be the
same as the one making the promise and
may have different ideas as to what the
cover really meant. This possibility raises
doubts about the precise nature of the
purchase. That creates dissonance.

The claimant would be seeking redemption
of the promise made. The claimant may
be the policyholder in the case of general
insurance and may be aware of the nature
of the promises made to him. But many of
them may not understand the principle of
indemnity on which the business of
insurance operates. They may not
appreciate the reasons for the costs of
repairs or replacement not being paid in
full. When deductions are made for
depreciation, or because of lower sum
assured, or for breach of warranties; the
claimant sees these as ploys to avoid the
claim. These are outcomes of the promises
being understood differently by
the insured.

In the case of life insurance the claimant
may not be aware at all of the nature of
the promise, if the policyholder had died.
The claimant in this case, is not only
anxious, but in a disturbed frame of mind,
trying to come to terms with the new
situation and an uncertain future.

The insurer asks for information and
documents to confirm that the event has
actually occurred and that the claim is
genuine. This process of verification may
create delays, leading to further doubts
and anxiety about the intention of the
insurer. The delays would be partly because
these have to be obtained from third
parties, like police, garages, hospitals,
doctors, municipal offices, etc., who have
other priorities and partly because the
documents may not meet the exact needs
of the insurer.

Thus, the circumstances relating to the
business of insurance are such as to cause
disturbances, more than satisfactions, to
their customers, except perhaps, when the
claim is paid .Even at that time, there
could be a problem, if the claim is less
than what the claimant thinks was his loss.
In the case of general insurance and in the
case of maturity claims in the case of life
insurance; the dissatisfactions could also
arise if the amount of claim is found to be
less than the total premium paid under the
policy. That would be construed as a loss,
as few appreciate the concept of risk
having been covered and there being a cost
to it. The erosion due to inflation could
provide another perception of loss.

Customer Service

The factors affecting perceptions of
customers are different before, during and
after purchase. Before purchase, they are
affected by the image created by the
brand, previous experience, what the
friends say, published results and
endorsements and the price as advertised.
During purchase, the relevant factors are
the performance specifications, the
salesman, the warranties, service and
repair arrangements, support programs
and the price which is quoted. After
purchase, the relevant factors shift to case
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In the case of
general insurance
and in the case of
maturity claims in the
case of life
insurance; the
dissatisfactions could
also arise if the
amount of claim is
found to be less than
the total premium
paid under the policy.

of installation and operation, handling of
claims and repairs, spare parts availability,
reliability and service effectiveness.

In the case of life insurance, after the
purchase, the only experience to create a
perception, is the continued attention and
concern shown to the customer, which
would reassure him that the promise he
believed in while making the purchase, was
not misplaced. If he does not receive such
attention and expressions of concern, he
could start doubting the bonafides of the
salesman. That is the first step to having
doubts about the wisdom of the purchase.
That is what is referred to as ‘Dissonance’.
Dissonance is likely to be more frequent
in the case of insurance purchases than in
other purchases, because of the following

e In insurance, the payment of premium
is real and immediate, while the benefit
is distant and uncertain.



©nd-user

e In most other purchases, there is
predisposition to buy, while in insurance,
it is as if the purchase has been forced.
The need is not felt strongly.

Policyholders feel a sense of loss or waste
if the claim does not occur before the
end of the term.

e There are conditions and warranties
which the policyholders could ignore,
being unaware of their implication,
affecting validity of the insurance policy.

Apart from the help in processing the claim
when it occurs, post-sales servicing would
include regular reminders as to the
customer’s obligations like payment of
renewal, furnishing of data as may be
required, compliance with warranties and
so forth. There could also be changes in
the customer’s situation, which the agent
should become aware of to decide whether
the policy conditions need amendment.

These are all the various aspects,
considerations, issues and situations that
lead to the grievances which the insurance
customer may experience, face with and
encounter. Should there be any slackness
or deficiency on the part of the service
provider, namely the insurance company
or any of its representatives, the Consumer
Protection Act, 1986 is the proper
instrument to afford speedy and cost
effective remedy for the insurance
customer and to provide due redress.

Even before the Consumers Protection Act
had been enacted in 1986, the consumer
movement had been strong in India. There
were many NGOs who volunteered to look
after the interest of consumers.

Marketing and Consumerism

Marketing and consumerism complement
each other. Both focus on the consumer as
the main concern of business, whose

Insurance is based
on the principle of
uberrima fides or
uvtmost good faith.
This requirement is
mutual, binding on
the insurance
company, as much as
it is binding on the
policyholder.

satisfactions should be the primary
objective of all business. A company
pursuing marketing principles in its
strategy and policies will automatically
conduct itself in ways that do not harm
the consumer. There will be no room in
this situation for a grievance or for a third
party to intervene as a mediator in
a dispute.

Insurance is based on the principle of
uberrima fides or utmost good faith. This
requirement is mutual, binding on the
insurance company, as much as it is binding
on the policyholder. Consumer interests are
automatically taken care of, if the
insurance company adheres to these
principles. An agent represents the
insurance company and is therefore, bound
by these principles in the same way as the
insurer is. If ever a situation arises alleging
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that the insurer or its agent had
misrepresented facts or given false
information or misled the prospect to take
insurance, the prima facie presumption has
to be that the insurer is guilty of violating
the principle of uberrima fides.

Conclusion

Thus with the passage of Consumer
Protection Act, 1986, a new dawn of
protection to consumer interests has set
in. The main objective of the Act is to
provide for the better protection of
consumers. The Act is intended to provide
simple, speedy and inexpensive redressal
to the consumers’ grievances and reliefs
of a specific nature; and award of
compensation wherever appropriate to the
consumer. The Act has been amended in
1993 and 2002 to extend its coverage and
scope; and strengthen the powers of the
redressal machinery. The law is
undoubtedly well settled now that, the
insured rights are questionable under the
Consumer Protection Act. Thus, there are
many legal issues involved in the legal
relation between the insured and the
insurer to avail legal relief under Consumer
Protection Act.

The author is a retired Senior Officer,
LIC of India.
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An Overview of Islamic Insurance

Score AND OBJECTIVES

SANDEEP JOSHI OPINES THAT THERE IS NEED FOR DEVELOPING A MODEL THAT IS TOTALLY IN AGREEMENT WITH THE

PRINCIPLES OF THE ISLAM; AND FURTHER SAYS THAT TAKAFUL COMES VERY CLOSE TO ACCOMPLISHING THAT.

Preliminary Remarks

Banking system under the Shari’ah
principles has definitely made considerable
progress during the last two decades.
However, Islamic insurance (7akaful) has
yet to go a long way before it can acquire
universal recognition and growth. It is not
suggested that 7akaful does not have the
potential to grow, but its development has
been hampered by the general beliefs
amongst Muslims, that insurance
particularly life insurance is not
permissible under Shari’ah. In response to
the above negative phenomenon the
contemporary Islamic scholars argue that
Takaful does not amount to gambling,
uncertainty nor it clashes with the general
principles of the Shari’ah. This is because
a Takafulis a contract of indemnity or bail
with mutual cooperation against the
consequences of a specified event or risk.
In other word, 7akaful is a financial
transaction based on the principles of co-
operation, Mudarabah and al-7abarru,
whereby T7akaful operator and the
participants or the beneficiaries share
profits made on the contributions
accordingly. This is certainly in harmony
with the Shari’ah principles.

However, despite having some
misconception against 7akaful, there are
about sixty 7akaful companies operating
in various parts of the world. These
companies provide different types of
Takaful coverage mainly:

e General Takaful Business (Property,

Engineering, Miscellaneous accident,
Marine, Motor etc.)

o Family 7akaful Business (Education,
Marriage, Haj & Umrah, Savings Plan,
Life Insurance etc)

o Re- 7Takaful (Reinsurance)

Those who have set up these companies
are no doubt the pioneers in the field and
have set a great precedence for the
Muslims Ummah. 1t is hoped that the
experience gained would be of
considerable assistance in this beneficial
trend for the future generations of the
Muslim society.

The Origins of Takaful

The origin of 7akaful can be traced to
several practices from ancient Arab tribal
custom and the companions of the Prophet.
For example, under the customs of “al-
agilah”, it is mutually agreed among the
tribes that if a person is killed
unintentionally by a person of a different
tribe, the accused’s paternal relatives will
take the responsibility to make the mutual
contribution for the purpose of paying the
blood money to the victim’s relatives. This
practice of having a fund that pools
contributions from a group of people to
assist others in need was further
encouraged in the early Islamic period.

The first modern Islamic insurance was
introduced in Sudan, and was based on a
cooperative model not dissimilar from a
conventional mutual insurer. More
commercial models of 7akaful were later
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implemented in countries such as Malaysia
and Saudi Arabia. 7akaful has evolved into
a viable alternative to conventional
insurance and is able to attract a wide
range of customers, Muslim and non-
Muslim alike. For example, in Sri Lanka,
where less than 10 percent of the
population is Muslim, some 15 percent of
the policyholders of the sole T7akaful
undertaking are non-Muslims.

The development of 7akaful is now seen
as a key component of the development

Takaful is a financial
transaction based on
the principles of co-
operation,
Mudarabah and al-
Tabarru, whereby
Takaful operator and
the participants or
the beneficiaries
share profits made
on the contributions
accordingly.
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of Islamic finance in general, not least
because of its ability to mobilize funds for
investment in a similar way to conventional
insurance.

Takaful is now practiced by over 60
companies in 23 countries and has now
evolved into a rapidly growing industry.
More recently, Re- 7akaful, the equivalent
of conventional reinsurance, has been
developed, initially in Malaysia. At present,
most 7akaful operators reinsure to
conventional reinsurers and this is
considered acceptable so long as there is
no practicable Shari’ah compliant
alternative.

The Takaful Contract

Takaful is derived from an Arabic word
“kafl” which means guarantee or
responsibility; and also 7akaful, whose
chief characteristic is al-Musharakah
means sharing. Thus the word T7akaful
means shared responsibility, shared
guarantee, collective assurance, mutual
undertaking etc.

In a 7akaful contract, there are usually four
parties involved namely; a) participants b)
operator c) insured and d) beneficiary.

The nature of 7akaful is that anyone who
has a legal capacity may contribute a sum
of money to mutual co-operative fund in
view of ensuing material security for one
against defined risk probably encountered
by another’s life or property. Thus, those
who contribute to the mutual co-operative
fund are known as participants while those
among the participants who face the risk
and are assisted by the fund are known as
insured. Those who actually benefit from
the fund are known as beneficiaries to the
co-operative fund. The fund, managed by
a registered or licensed body or
corporation is known as a 7akaful operator,
who binds himself bilaterally to manage
the fund according to Shari’ah principles.
Furthermore, the contribution made by the
participants is put into two funds; one of
them is investment fund according to the
principles of al-Mudharabah (profit and loss
sharing) while the other is treated as

charity according to the principles of
al-Tabarru.

There are several forms of contract that
govern the relationship between the
participants and the 7akaful operator. The
most widely used contracts are the
al-Mudharabahand Wakala (agency) contract.

e Pure Al-Mudharabah Model: In the
al-Mudharabah model, the Takaful
operator acts as a mudarib
(entrepreneur) and the participants as
rab ul mal (capital provider). The
contract specifies how the investment
profit and/or surplus from the T7akaful
operation are to be shared between the

Takaful operator and participants. Losses
are borne solely by the participants as
the providers of capital on the condition
that the operator is free from any
misconduct and negligent actions; and in
that case the mudarib is not entitled to
receive any compensation for his efforts.

Pure Wakala Model: Under this model,
the principal-agent relationship is used
for both underwriting and investment
activities. In underwriting, the Takaful
operator acts as an agent on behalf of
the participants to run the Takaful fund.
All risks are borne by the fund and any
operating surplus belongs exclusively to

Comparison between Conventional Insurance and Takaful

Nomenclature

Conventional Insurance

Takaful

Contract

A policy in the form of a
contract between the
insured (policyholder)

and the insurance company.

A combination of tabarru
contract (donation) and
agency and/or profit
sharing contract between
the individual insured and
the pool of insured as
represented by the Takaful.

Responsibility of the

Policyholders to the insurer.

Policyholders pay premium

Participants make
contributions to the
Scheme.Any underwriting
surplus belongs to the
policyholders, who are
liable for any deficit.

Liability of the insurer /
Operator

Insurer is liable to pay
claims according to
the policy contract.

Takaful operator acts as the
administrator of the
scheme and pays the
Takaful benefits from the
Takaful fund.In the event
of deficiency in the Takaful
fund, the 7akaful operator
is expected to provide an
interest free loan to the
Takaful fund to cover the
deficiency.

Access to the capital

Access to share capital and
debt with possible use of
subordinated debt.

Access to share capital by
Takaful operator but not
debt, except for interest
free loan from operator to
underwriting fund.

Investment of Fund

As per the prudential norms.

Assets from the Takaful
funds are invested in
Shari’ah compliant
instruments.
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It is also sad to say
that there are also
many scholars of
today who oppose
the practice of
insurance, especially
life insurance,
without suggesting
an alternative for the
Muslim Ummah.

the participants. The 7akaful operator
does not participate in the surplus/
deficit of the fund and instead receives
a set fee called a wakala fee for
managing the operation on participant’s
behalf, which is usually a percentage of
contributions paid.

o« Combination of Wakala and Al-
Mudharabah Contracts: In this model,
the wakala contract is adopted for
underwriting activities, while the Al-
Mudharabah contract is employed for
investment activities of the 7akafulfund.
This approach appears to be favoured
by some international organizations and
is widely adopted by T7akaful
undertakings in practice.

Regulatory Issues in Takaful

The differences between T7akaful and
conventional insurance clearly have
regulatory implications. For example:

o A Takaful operator has an obligation to
ensure that all aspects of the insurance
operations are compliant with Shari’ah
rules and principles. To do so, it will draw
on in-house religious advisers, commonly
known as a Shari’ah board.

o The 7akaful operator will be representing
to policyholders, either explicitly or
implicitly, that its operations are in
accordance with Shari’ah rules and
principles. Some regulators would
consider they have a responsibility to
ensure such representations are
well founded.

o In a family 7akaful plan, there are
generally no guarantees (i.e. they
operate on a ‘defined contribution’
rather than a ‘defined benefit’ basis).
This implies that the risk profile is
different from the standard insurance
product, where guarantees are
normally given in terms of maturity
benefits, surrender benefits and death
benefits. This has implications both
for capital adequacy and for disclosure
to consumers.

The solvency regime needs to reflect the
location of risk. For example, if there is
a deficit in the underwriting fund, how
strong is the obligation on the operator
to give an interest free benevolent loan
and what account should be taken of
this in the solvency regime. This raises
the issue in practice of whether liability
can be extended to policyholders
investment accounts.

e The investments must be Shari’ah
compliant, a 7akaful firm cannot invest
in conventional interest paying bonds,
or in certain types of equity (brewers /
tobacco companies being an obvious
example). There are also limitations on
the use of derivatives, for example to
hedge currency risk. The asset profile
will therefore be different from that of
a conventional insurer.

Thus, there is need to develop standard

polices applicable for addressing issues
applicable to 7akaful firms relating to risk
management and financial stability,
appropriate levels of consumer protection
in terms of both risk and disclosure,
acceptability of business/operational
models and design/marketing of
Takaful products.
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Conclusion

The gradual growth and development of
Shari’ah-based insurance practices in the
twentieth century in both Muslim and non-
Muslim countries is quite satisfactory
despite the fact that there are still some
areas to be developed in this field in
meeting the needs and the necessities of
the society today. It is also sad to say that
there are also many scholars of today who
oppose the practice of insurance,
especially life insurance, without
suggesting an alternative for the Muslim
Ummah. It is undeniable that there are
some elements involved in today’s
conventional insurance practices which are
not recognized by the Shari’ah. This does
not mean that insurance practice is
entirely unlawful and illegal. It is however,
suggested here that even though certain
aspects of the conventional insurance
could not be practiced by Muslims due to
its involvement of some unlawful elements
in the eyes of the Shari’ah, it is now the
responsibility of the present Islamic
scholars to be innovative and come up with
an alternative model of Islamic insurance
which eliminates all the elements
prohibited by Islamic law, in order to
ensure the Muslim Ummah to be rescued
from any form of unexpected risk and peril.
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Statistics - non-life insurance

Report Card: General

GROSS PREMIUM UNDERWRITTEN FOR AND UP TO THE MONTH OF DECEMBER 2007

(Rs.in Crores)

DECEMBER APRIL - DECEMBER GROWTH OVER THE
INSURER 200708 200607 200708 200607 CORRESPONDING PERIOD
OF PREVIOUS YEAR
Royal Sundaram 56.14 48.99 495.90 437.82 13.26
Tata-AlG 61.79 49.54 589.48 569.66 3.48
Reliance General 209.10 90.29 1524.47 611.14 149.45
IFFCO-Tokio 91.77 80.62 800.13 893.76 -10.48
ICICl-lombard 276.57 247.85 2624.67 2326.54 12.81
Bajaj Allianz 197.37 148.63 1712.89 1307.50 31.01
HDFC General 20.34 16.05 168.51 141.93 18.73
Cholamandalam 38.50 22.91 387.52 229.60 68.78
Future Generali* 0.18 1.04
New India 390.39 370.84 3910.73 3692.49 5.91
National 330.21 317.66 2922.10 2746.20 6.41
United India 317.07 277.08 2760.52 2628.68 5.02
Oriental 299.28 319.16 2897.95 2969.64 -2.41
PRIVATE TOTAL 951.76 704.88 8304.60 6517.94 27.41
PUBLIC TOTAL 1336.95 1284.74 12491.30 12037.01 3.77
GRAND TOTAL 2288.71 1989.62 20795.89 18554.95 12.08
SPECIALISED INSTITUTIONS
Credit Insurance
ECGC 53.70 51.73 473.96 443.41 6.89
Health Insurance
Star Health & Allied Insurance 54.51 1.05 152.96 15.66 876.87
Apollo DKV* 0.10 0.12
Health Total 54.60 1.05 153.07 15.66 877.61

Note: Compiled on the basis of data submitted by the Insurance companies
* Commenced operations in November, 2007.

Premium underwritten by non-life insurers Note: 1. Total for 2006-07 is for 12 month period
fOl’ December 2007* 2. Total for 2007-08 is up to December, 2007.
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SPREAD THE WORD...

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

7 - 8 Feb 2008
Venue: Mumbai

11 - 16 Feb 2008
Venue: Pune

12 - 13 Feb 2008
Venue: Dubai, UAE

26 - 28 Feb 2008
Venue: Bahrain

3 - 4 Mar 2008
Venue: Singapore

11 - 12 Mar 2008
Venue: Singapore

13 - 14 Mar 2008
Venue: Singapore

15 - 17 Mar 2008
Venue: Qatar

17 - 20 Mar 2008
Venue: Dubai, UAE

25 - 26 Mar 2008
Venue: Moscow, Russia

27 - 28 Mar 2008
Venue: Singapore

10th Global Conference of Actuaries
By /International Actuarial Association
& Institute of Actuaries of India

Management of Marine Insurance (Cargo & Hull) ®
By NIA Pune

Takaful Conference on Islamic Investment Management
By Asia Insurance Review, Singapore

GAIF Conference ®
By General Arab Insurance Federation

Asian Conference on M&As, Commutations & Run Offs
By Asia Insurance Review, Singapore

3rd Asian Conference on Takaful (Islamic Insurance)
By Asia Insurance Review, Singapore

Conference on Terrorism & Political Risk in Asia
By Asia Insurance Review, Singapore

The MultaQa Qatar Conference ®
By Qatar Financial Centre Authority

World Insurance Forum
By Asia Insurance Review, Singapore

Moscow International Reinsurance Congress
By Russian Polis - Information Group

Alternative Risk Financing Conference
By Asia Insurance Review, Singapore



view point

Our primary objective is to achieve effective implementation of the (IAIS’s)
supervisory standards world-wide, thus promoting efficient and well-functioning
insurance markets that will ultimately contribute significantly to global
financial stability.

Mr Michel Flamée
Chair of the IAIS Executive Committee

As stakeholders in the health insurance domain, there is need for continued

interaction and consensus building with providers and insurers acting together to
ensure sustainability of health insurance.

Mr C S Rao

Chairman, Insurance Regulatory & Development Authority, India

Over-reliance has been placed on financial models and ratings without full

comprehension of the risks of the product; and misunderstanding the scope of the
ratings that measures default risk.

Mr Lim Hng Kiang

Minister For Trade & Industry and Deputy Chairman, Monetary Authority of Singapore

The engagement with industry in producing the revised requirements will ensure a

high level of acceptability and compliance which makes the regulator’s job much
easier and the money launderer’s that much more difficult.

Mr Marcus Killick

Chief Executive of the Financial Services Commission, Gibraltar.

With the many changes taking place in the financial services marketplace, consumer

protection poses significant challenges to a regulator. Insurance is a unique and

complex product that is fundamentally different from other financial services such
as banking and securities.

Mr Walter Bell

Vice-Chair, IAIS Executive Committee

When our house is on fire, the first thing we should do is to put out the fire, rather
than thinking about installing a fire alarm for future prevention.

Mr Takafumi Sato

Commissioner, Financial Services Agency, Japan




