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Introduction
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Meaning

• Insurance = Collective bearing Risk. • Basic Human trait is to be averse the idea of risk taking. • Insurance, whether life or non-life provides people with a reasonable degree of security and assurance that they will be protected in the event of a calamity or failure of any sort. In law and economies insurance is a form of risk management primarily used to hedge against the risk of a contingent, uncertain loss. Insurance is defined as the equitable transfer of the risk of a loss, from one entity to another, in exchange for payment. An insurer is a company selling the insurance; an insured, or policyholder, is the person or entity buying the insurance policy. The insurance rate is a factor used to determine the amount to be charged for a certain amount of insurance coverage called, the premium. Insurance is a subject listed in the concurrent list in the Seventh Schedule to the Constitution of India where both centre and states can legislate. The insurance sector has gone through a number of phases and changes. Since 1999, when the government opened up the insurance sector by allowing private companies to solicit insurance and also allowing foreign direct investment of up to 26%, the insurance sector has been a booming market. However, the largest life-insurance company in India is still owned by the government.
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PRINCIPLE Insurance involves pooling funds from many insured entities (known as exposures) to pay for the losses that some may incur. The insured entities are therefore protected from risk for a fee, with the fee being dependent upon the frequency and severity of the event occurring. In order to be insurable, the risk insured against must meet certain characteristics in order to be an insurable risk. Insurance is a commercial enterprise and a major part of the financial services industry, but individual entities can also self-insure through saving money for Insurability.
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Legality
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When a company insures an individual entity, there are basic legal requirements. Several commonly cited legal principles of insurance include: 1. Indemnity – the insurance company indemnifies, or compensates, the insured in the case of certain losses only up to the insured's interest. 2. Insurable interest – the insured typically must directly suffer from the loss. Insurable interest must exist whether property insurance or insurance on a person is involved. The concept requires that the insured have a "stake" in the loss or damage to the life or property insured. What that "stake" is will be determined by the kind of insurance involved and the nature of the property ownership or relationship between the persons. 3. Utmost good faith – the insured and the insurer are bound by a good faith bond of honesty and fairness. Material facts must be disclosed. 4. Contribution – insurers which have similar obligations to the insured contribute in the indemnification, according to some method. 5. Subrogation – the insurance company acquires legal rights to pursue recoveries on behalf of the insured; for example, the insurer may sue those liable for insured's loss. 6. Causa proxima, or proximate cause – the cause of loss (the peril) must be covered under the insuring agreement of the policy, and the dominant cause must not be excluded. 7. Principle of loss minimization - In case of any loss or casualty, the asset owner must attempt to keep the loss to a minimum, as if the asset was not assured.
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Characteristics

1 . Large number of similar exposure units: Since insurance operates through pooling resources, the majority of insurance policies are provided for individual members Page | 7 of large classes, allowing insurers to benefit from the law of large numbers in which predicted losses are similar to the actual losses. Exceptions include Lloyd's of London, which is famous for insuring the life or health of actors, sports figures and other famous individuals. However, all exposures will have particular differences, which may lead to different premium rates. 2. Definite loss: The loss takes place at a known time, in a known place, and from a known cause. The classic example is death of an insured person on a life insurance policy. Fire, automobile accidents, and worker injuries may all easily meet this criterion. Other types of losses may only be definite in theory. Occupational disease, for instance, may involve prolonged exposure to injurious conditions where no specific time, place or cause is identifiable. Ideally, the time, place and cause of a loss should be clear enough that a reasonable person, with sufficient information, could objectively verify all three elements. 3. Accidental loss: The event that constitutes the trigger of a claim should be fortuitous, or at least outside the control of the beneficiary of the insurance. The loss should be pure, in the sense that it results from an event for which there is only the opportunity for cost. Events that contain speculative elements, such as ordinary business risks or even purchasing a lottery ticket, are generally not considered insurable. 4. Large loss: The size of the loss must be meaningful from the perspective of the insured. Insurance premiums need to cover both the expected cost of losses, plus the cost of issuing and administering the policy, adjusting losses, and supplying the capital needed to reasonably assure that the insurer will be able to pay claims. For small losses these latter costs may be several times the size of the expected cost of losses. There is hardly any point in paying such costs unless the protection offered has real value to a buyer. 5. Affordable premium: If the likelihood of an insured event is so high, or the cost of the event so large, that the resulting premium is large relative to the amount of protection offered, it is not likely that the insurance will be purchased, even if on offer. Further, as the accounting profession formally recognizes in financial accounting standards, the premium cannot be so large that there is not a reasonable chance of a significant loss to the insurer. If there is no such chance of loss, the transaction may have the form of insurance, but not the substance. (See the U.S. Financial Accounting Standards Board standard number 113) 6. Calculable loss: There are two elements that must be at least estimable, if not formally calculable: the probability of loss, and the attendant cost. Probability of loss is generally an empirical exercise, while cost has more to do with the ability of a reasonable person in possession of a copy of the insurance policy and a proof of loss associated with a claim presented under that policy to make a reasonably
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definite and objective evaluation of the amount of the loss recoverable as a result of the claim. 7. Limited risk of catastrophically large losses: Insurable losses are ideally independent and non-catastrophic, meaning that the losses do not happen all at once and individual losses are not severe enough to bankrupt the insurer; insurers may prefer to limit their exposure to a loss from a single event to some small portion of Page | 8 their capital base. Capital constrains insurers' ability to sell earthquake insurance as well as wind insurance in hurricane zones. In the U.S., flood risk is insured by the federal government. In commercial fire insurance it is possible to find single properties whose total exposed value is well in excess of any individual insurer's capital constraint. Such properties are generally shared among several insurers, or are insured by a single insurer who syndicates the risk into the reinsurance market.
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Different acts related to Insurance Industry

• 1. The Insurance Act,1938 • 2.Life Insurance Corporation Act,1956 • 3.General Insurance Business Act,1972 • 4.Insurance Regulatory and Development Authority Act,1999 • Regulation of insurance companies began with the Indian Life Assurance Companies. In 1938, all insurance companies were brought under regulation when a new Insurance Act was passed. It covered both life and non-life insurance companies. It clearly defined what would come under life and non-life insurance business. The Act also covered among others, deposits, supervision of insurance companies, investment, commission of agents and directors appointed by the policyholders. This piece of legislation lost significance after the insurance business was nationalized in 1956(life) and 1972(non-life), respectively. When the market was opened again to private participation in 1999, the earlier Insurance Act of 1938 was reinstated as the backbone of the current legislation of insurance companies, as the IRDA Act of1999 was superimposed of the 1938 Insurance Act. By mid-2004, there were 21 private sector insurance companies operating in India, alongside eight public sector companies. Of these, there were 14 life insurance companies comprising one public and 13 private companies. Most private companies had foreign participation up to the permissible limit of 26% of equality. One such charter worth special mention is the joint venture between the State Bank of India and Cardif SA of France SBI Life Insurance Company Limited. Since the SBI is a bank, the Reserve Bank of India needed to approve the SBI’s participation because banks are allowed to enter other business on a case by case basis. It is also an encouraging sign that the authorities are ready to accommodate more diverse forms of corporate structure, as banc assurance will become an important channel for the distribution of insurance. At the same time, in a few joint ventures, Indian banks shared the domestic equity portion with other non-bank entities. It till remains to be seen how this new mode of corporate cooperation will develop going forward. In the non-life insurance sector, there were 14 companies operating in India by mid-2004. Six of them are public sector companies, of which four were former subsidiaries of the GIC that operated as natoinalised companies. And the other two are the Export Credit Guarantee Corporation Limited and the Agriculture Insurance Company of India Limited. The rest are private sector companies. Most of these private sector companies have foreign partners with a maximum of 26% of shares but there are also purely domestic companies.
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Types of Insurance

Page | 10 Auto Insurance: Under the policies of auto insurance, coverage is provided for any damage caused by accidents. The insured needs to pay an amount on a monthly basis to the insurer who in turn provides compensation to the insured in case of accident and mishaps. There are 3 types of auto insurance coverage – liability coverage, physical damage coverage and uninsured and underinsured motorist coverage. Car insurance comparison is important in order to achieve cheap car insurance quotes that will help you to buy your most suitable policy. Life Insurance: Life insurance is a plan which provides protection to the insured and his family with financial coverage in case of any mishaps. To avail the benefits of life insurance policy, the policy holder has to pay a monthly premium to the insurer for a certain period of time. Health Insurance: Under this type of health care cover, medical expenses are covered. When an insured person needs medical treatment due to illness or accident, the insurance agent provides coverage for his expenses such as doctor fees, hospital fees, medicine cost and other related bills. Home Insurance: The most popular among the 6 types of insurance is the home insurance that provides compensation for any mishaps that occurs on your home. Coverage is provided according to the policy and premium paid by the homeowner. There are various types of home insurance plans that you can choose from to suit your needs. Disability Insurance: Disability insurance is the financial coverage provided to an insured individual when he looses his ability to work due to any illness or accident. There are two types of disability policies: Short Term Disability (STD) and Long Term Disability (LTD). In short term disability, compensation is provided for a period of maximum 2 years. On the other hand, if you avail the long term disability plan, you can get benefits for the rest of your life. Business Insurance: If you have a business organization, be it small or big, you should always opt for business insurance policies to protect it from any mishaps. Under business insurance, you can avail policies that provide coverage for business property and liability. The most popular business insurance policy that is availed by various business concerns is BOP (businessowners policy). BOP is a package that provides coverage for property insurance, business interruption insurance and liability protection.
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Main companies

Page | 11 Life Insurance Corporation of India The Life Insurance Corporation of India (LIC) is undoubtedly India's largest life insurance company. Fully owned by government, LIC is also the largest investor of the country. LIC has an estimated asset of ` 8 Trillion. It also funds almost 24.6% of the expenses of Government of India. Established in 1956 and headquartered in Mumbai, Life Insurance Corporation of India has 8 zonal offices, 100 divisional offices, 2,048 branch offices and a vast network of 10,02,149 agents spread across the country. Tata AIG Insurance SolutionsTata AIG Insurance Solutions, one of the leading insurance providers in India, started its operation on April 1, 2001. A joint venture between Tata Group (74% stake) and American International Group, Inc. (AIG) (26% stake), Tata AIG Insurance Solutions has two different units for life insurance and general insurance. The life insurance unit is known as Tata AIG Life Insurance Company Limited, whereas the general insurance unit is known as Tata AIG General Insurance Company Limited. AVIVA Life Insurance AVIVA Life Insurance, one of the popular insurance companies in India, is a joint venture between the renowned business group, Dabur and the largest insurance group in the UK, Aviva plc. AVIVA Life Insurance has an extensive network of 208 branches and about 40 Bancassurance partnerships, spread across 3,000 cities and towns across the country. There are more than 30,000 Financial Planning Advisers (FPAs) working for AVIAV Life Insurance. It offers various plans like Child, Retirement, Health, Savings, Protection and Rural. MetLife Insurance MetLife India Insurance Company Limited is another popular player in Indian insurance sector. A joint venture between the Jammu and Kashmir Bank, M. Pallonji and Co. Private Limited and other private investors and MetLife International Holdings, Inc., MetLife Insurance offers a wide range of financial solutions to its customers including Met Suraksha, Met Suraksha TROP, Met Mortgage Protector and Met Suraksha Plus etc. It has
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its branches situated over 600 locations across the country. More than 50,000 Financial Advisors work for MetLife.



ING Vysya Life Insurance ING Vysya Life Insurance entered into the Indian insurance industry in September 2001. A joint venture between ING Group, Ambuja Cements, Exide Industries and Enam Group, ING Vysya Life Insurance uses its two channels, viz. the Alternate Channel and the Tied Agency Force to distribute its products. The first channel has branches in 234 cities across the country and has got 366 sales teams. On the other hand, the later one has more than 60,000 advisors. Currently, ING Vysya Life Insurance has tie ups with more than 200 cooperative banks. Birla Sun Life Financial Services Birla Sun Life Financial Services is a joint venture between Aditya Birla Group and Sun Life Financial Inc, Canada. It has got an extensive network of more than 600 branches. More than 1,75,000 empanelled advisors work for Birla Sun Life, which currently covers over 2 million lives. MAX New York Life Max New York Life Insurance Company Ltd. is one of the top insurance companies in India. A joint venture between Max India Limited and New York Life International (a part of the Fortune 100 company - New York Life), Max New York Life Insurance Company Ltd. started its operation in April 2001. It currently has around 715 offices located in 389 cities across the country. It also has around 75,832 agent advisors. Max New York Life offers 39 products, which cover both, life and health insurance. Bajaj Allianz Bajaj Allianz is a joint venture between Bajaj Finserv Limited and Allianz SE, where Bajaj Finserv Limited holds 74% of the stake, whereas Allianz SE holds the rest 26% stake. Bajaj Allianz has been rated iAAA by ICRA for its ability to pay claims. The company also achieved a growth of 11% with a premium income of ` 2866 crore as on March 31, 2009. Bharti AXA Life Insurance Bharti AXA Life Insurance, one of the top insurance companies in India, is a joint venture between Bharti group and world leader AXA. Bharti holds 74% stakes, whereas AXA holds the rest of 26%. Bharti AXA has its branches located in 12 states across the country. It offers a range of individual, group and health plans for its customers. Currently more than 8000 employees work for Bharti AXA Life Insurance.
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Origin and Growth of Insurance Industry

1. Till end of FY 1999-2000, two state-run insurance companies, namely, Life Insurance Corporation and General Insurance Corporation were the monopoly insurance providers in India. 2. Under GIC there were four subsidiaries -National Insurance Company Ltd. -Oriental Insurance Company Ltd. -New India Assurance Company Ltd. United India Assurance Company Ltd. -United India Assurance Company Ltd. 3. Insurance Industry Foreign investment insurance market was also allowed with 26% cap. 4. GIC was converted into India’s national reinsure from December, 2000. 5. All the subsidiaries working under the GIC umbrella were restructured as independent insurance companies. 6. In fiscal 2000-01, the Indian federal government lifted all entry restrictions for private sector investors.
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List of Insurance Companies

LIFE INSURERS(14)

Public sector (1) Life Insurance Corporation of India Private sector(13) Allianz Bajaj Life Insurance Company Limited,Birla Sun Life Insurance Company Limited,HDFC Standard Life Insurance Company Limited, ICICI Prudential Life Insurance Company Limited, ,ING Vysya Life Insurance Company Limited, Max New York Life Insurance Company limited, MetLife Insurance Company Limited, Om KotakMahindra life insurance company limited ,SBI Life Insurance Company Limited, Tata AIG Life Insurance Company Limited, AMP Sanmar Assurance Company Limited, Aviva Life Insurance Company Pvt. Limited, Sahara India Life Insurance Company Limited
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NON-LIFE INSURERS(14)

Public sector(6) National Insurance Company Limited, New India Assurance Company Limited. Oriental Insurance Company limited, United India Insurance Company Limited, Export Credit Guarantee Corporation, Agriculture Insurance Company of India Limited Private sector(8) Bajaj Allianz General Insurance Company Limited, ICICI Lombard General Insurance Company Limited, Royal Sundaram Alliance Insurance Company Limited, Tata AIG General Insurance Company Limited, Cholamandalam General Insurance Company Limited, HDFC Chubb General Insurance Company Limited



REINSURERS(1)

General Insurance Corporation of India
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Number of Companies under different sector

Types of Business Nos. of Public Nos. of Sector Private Companies Sector Companies 01 06 12 08 0 20



Page | 15



Total



Life Insurance General Insurance



13 14 01 28



Reinsurance 01 Total 08
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Contribution to Growth

Page | 16 • • • Currently, the insurance sector size is estimated at Rs.500 billion. On account of intense marketing strategies adopted by private insurance players, the market share of state owned insurance companies like GIC, LIC and others have come down to 70% in last 4-5 years from 97%. The private insurance players despite the sector is still regulated has been offering rate of return to its policy holders which is estimated at about 35% as against 20% of domestic insurance companies.
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Swot Analysis Of Hdfc Standard Life Insurance

HDFC and Standard Life first came together for a possible joint venture, to enter the life Insurance market, in January 1995. It was clear from the outset that both companies shared similar values and beliefs and a strong relationship quickly formed. In October 1995, the companies signed a 3-year joint venture agreement. STRENGTH 1. Domestic image of HDFC supported by Prudential’s international image is strength of the company. 2. Strong and well spread network of qualified intermediaries and sales person. 3. Strong capital and reserve base. 4. The company provides customer service of the highest order. 5. Huge basket of product range which are suitable to all age and income groups. 6. Large pool of technically skilled manpower with in depth knowledge and understanding of the market. 7. The company also provides innovative products to cater to different needs of different customers. WEAKNESS 1. Heavy management expenses and administrative costs. 2. Low customer confidence on the private players. 3. Vertical hierarchical reporting structure with many designations and cadres leading to power politics at all levels without any exception. 4. Poor retention percentage of tied up agents. OPPORTUNITIES 1. Insurable population –According to ING only 10% of the population is insured, which represents around 30% of the insurable population. This suggests more than 300m people, with the potential to buy insurance, remain uninsured. 2. There will be inflow of managerial and financial expertise from the world’s leading insurance markets. Further the burden of educating consumers will also be shared among many players. 3. International companies will help in building world class expertise in local market by introducing the best global practices. 4. Insurance liberalization in India is expected to result in a wider choice of major companies. Threats1. Many big companies like , max newyork life insurance , ING vaisya are trying to capture market. 2. Sensex downfall is big threat for ulip link products .
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Comprison between Public Companies and Private Companies

• • • LIC and GIC have limited number of policies to offer to their subscribers. Private insurance companies offer many policies and the premium amount as well the maturity period is much competitive as against those of government insurance companies. The private sector insurance players have started exploring the rural markets in which until recently, the state owned companies had the monopoly.
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