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Disclaimer

The views expressed here are my/our personal views. It is a safe to assume I/We
am/are personally invested in some of the stock ideas that may have been
referred to in the presentation. It is also possible that I/we may have exited or
may exit from these positions in future without prior notification. My/Our views
will be biased. This is NOT a stock recommendation. Kindly do your own due
diligence and/or consult a registered investment advisor before making any
investment decisions. The objective of this presentation is purely educational.



Agenda

▪ Introduction to Insurance Industry – General, Life, Health

▪ Life Insurance

▪ General Insurance

▪ Learnings from Global Insurance Industry



This Is Not …

▪ An investment advise

▪ A complete reference for the insurance industry



Introduction

▪ Insurance Sector can be broadly classified into 2 sub-sectors
▪ Life Insurance - Protection, Savings, Health

▪ General Insurance – Motor, Marine, Travel, Fire, Health etc.



Difference between Life vs. General Insurance

Life Insurance General Insurance

Life insurance products are multi-year (multi-
decade) products

Largely general insurance products are annual 
products. Rates can be revised annually.

Underwriting profit concept has less utility Underwriting profit is most important parameter to 
judge the business

Risk of concentration is low Concentration risk exists in case of natural 
calamities or disease outbreaks

Risk of wide fluctuations on year to year basis are 
low on non-linked side of business.

Wide fluctuations can happen in premiums as well 
as claims. More capital intensive in that sense

Risk of fraudulent claims is low 
e.g. People can in general hide about 
smoking/drinking habits but rising life expectancy 
takes care of it

Risk of fraudulent claims exist
e.g. Over invoicing in hospitals for reimbursement 
claims, car Own Damage claims

Concept of linked or participating products exist 
where policyholders get benefit for any excess 
profit.

Concept of linked or participating products does 
not exist



LIFE INSURANCE SECTOR
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Opportunity

Under Penetration [1]



Opportunity

Protection Gap [1]



Opportunity

Premium/GDP in India over the years [1]



Terminology

Income Related:

▪ New Business Premium (NBP) – Gross premium received for newly issued 
policies

▪ Annual Premium Equivalent (APE) – 100% regular premium policies + 10% of 
single premium policies.

▪ Renewal Premium – Premium received from 2nd year onwards for life 
insurance policies

▪ Gross Written Premium (GWP) = NBP + Renewal Premium

Other terms like GDPI (Gross Direct Premium Income), RWRP (Retail Weighted 
Received Premium), TWRP (Total Weighted Received Premium) are largely 
similar to above terms.



Terminology

Product Related:

▪ Participating Products
• In these products, policyholders “participate” in the any additional surplus that is generated
• Examples include – Participating Life products like annuity
• IRDAI mandates that 90% of the profit has to be shared back to policyholders & insurers announce 

bonuses from time to time.
• The life cover in these products is fixed at 10 times the annual premium.
• On absolute basis, premium is more for similar sum assured for participating products vs. non-

participating products
• Risk borne by shareholders is low for these products

▪ Non-participating (“Fixed Benefit”) Products 
• In these products, policyholders do “not participate” in any additional surplus that is generated
• Example include – pure protection, fixed payout annuity, credit life
• On absolute basis, premium to some assured ratio is lower compared to Par products
• Higher risk borne by shareholders & generally margin is also higher for these products
• Black swan changes in assumptions – interest rate, inflation, life expectancy can cause severe losses



Terminology

▪ Linked Products
• Combination of protection & investment.

• The benefits depends on the price of underlying units, which depends on underlying fund 
performance i.e. returns are “linked” to fund performance & insurer carries no risk on balance 
sheet.

• Flexibility to choose the various funds as per risk appetite i.e. All Debt, Balanced, All Equity etc.

• Linked product has two parts:
• The non-linked portion: The sum assured for protection portion is 10x the premium. 

• The linked portion: Linked to market performance of the units

• Persistency linked with market volatility

▪ Non-linked Products
• The benefits are “not linked” to the performance of underlying investments i.e. fixed benefit 

payouts

• Insurer gets to keep part of additional profits or has to bear risk for loss

• No flexibility for policyholder to choose where the funds would be invested

• Persistency is not linked with market volatility due to guaranteed benefits.



Terminology

▪ Individual Products
• Products are sold to individuals

• Cost of Acquisition per Rupee is higher compared to group products

• Brand + Claim Experience plays some role 

▪ Group Products
• Products are sold to a group e.g. corporate pension plans or corporate life protection plans

• Generally insurers have lesser bargaining power compared to individual products

• Can cause fast growth & de-growth

• The period is generally a year

• No/Lower renewal premium

• Competition can under-cut and take business away

• Low operating costs 



Terminology

Putting it all together ->

Life Insurance Products [3]



Ratios

▪ Persistency Ratio
• % of policyholders who have continued with policies second year onwards

• Indicates ability of company to retain customers i.e. measure of “right” selling

• Costs are front ended in customer acquisition, higher persistency => higher profitability

▪ Solvency Capital & Ratio
▪ This is similar to capital adequacy ratio

▪ Solvency capital denotes the capital required to meet the future liabilities so as company 
remains solvent

▪ Solvency ratio = Available Capital / Required Capital

▪ IRDAI mandates solvency ratio of 150%



Evolution of Industry in India – Brief Timeline

▪ 2000  - Insurance sector was opened for private players with FDI limit capped at 26%

▪ 2010 – IRDAI ULIP Regulations

▪ 2013 – IRDAI Guidelines for Traditional Products

▪ 2014 - FDI cap was raised to 49%

▪ 2015 – Open Banking Architecture

▪ 2016-17 – Listing of Life Insurance Players



Evolution of Industry in India

Life Insurance Industry Evolution [1]



2010 ULIP Guidelines

▪ Cap on charges (commission) & 
surrender charges

▪ Lock-in period of ULIP increased from 3 
to 5 years

▪ Minimum premium paying term of 5 
years for all regular ULIP products

▪ ULIP charges to be evenly spread & not 
front ended

▪ Mortality sum assured to be 10x of 
premium for age < 45

▪ ULIP Pension/Annuity products to offer 
minimum 4.5% return

ULIP Vs. Traditional Split APE [1]



2013 Guidelines on Traditional Products

Non Linked

▪ Cap on commissions

▪ Minimum death benefit varying by age

▪ Minimum policy term & policy paying term of 5 years

▪ Minimum sum assured

▪ Guaranteed surrender value

▪ IALM 2006-08 table introduced

▪ NAV Guaranteed products were banned

Last major regulatory change except open banking architecture. Improved 
transparency & benefits to policyholders has set base for next phase of growth.



Major Players

NBP for FY18 [7]



Distribution Architecture

Products can be sold through following distribution channels –

▪ Bancassurance

▪ Agency

▪ Direct (Online, Own Sales Force)



Bancassurance

▪ Products are sold via bank branches. Either bank employees or insurer employees 
present at branch can sell the products.

▪ Low cost distribution channel & hence most suitable for selling of low margin 
products like ULIP.

▪ Prior to 2015, one bank was allowed to tie up with maximum one life/general/health 
insurer each.

▪ With introduction of open banking architecture, each bank is allowed to tie up with 
up to three life/general/health insurers each.

▪ This has reduced disadvantage for insurers promoted by non-banking entities.
• E.g. Max Life

▪ The banks with large branch network but no in-house insurance has also been quite 
sought after.
• E.g. Axis Bank



Agency

▪ Products are sold through insurance agents who work on commission.

▪ One of the high cost distribution channel e.g. Online term plans are cheaper 
than buying same plan through agent (10-20-50%).

▪ Because agents are incentivized through commissions, higher chances of mis-
selling. This is what happened before 2013 where agents sold ULIP policies due 
high upfront commissions & also large churn in new policies was present.

▪ IRDAI has put cap on commissions for both ULIP & Traditional products. Many 
agents exited the ULIP distribution post capping of commission.

▪ Usually agents are not exclusive to the insurer & can sell products from 
multiple insurers.



Direct (Online, Own Sales Force)

▪ Online distribution is one of the lowest cost distribution channel. This channel 
will grow at decent pace as digitization takes place.

▪ But this channel is also very competitive & large portion of the benefit has to 
be passed on to consumers.

▪ Own sales force is emerging as one of the most important distribution channel 
because of – ability to “right” sell the product, ability provide “good quality” 
service, no need to bargain with banca partners, lesser churn & more loyalty 
than agency channel.



Cost Comparison

Channel Cost Comparison [1]



Regulation - Investments

Life Insurance Investment Regulations [8]



Regulation - Investments

Life Insurance Investment Regulations [8]



Regulation – Commissions

Life Insurance Commissions [9]



Financial Reporting

▪ Policyholders’/Technical Account

▪ Shareholders’/Non-Tech Account (P&L Account)

▪ Balance Sheet



Technical Account/Policyholders’ Account (Revenue Account)



Non Technical/Shareholders’ Account (P&L Account)



Balance Sheet



Balance Sheet


