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ABSTRACT 

This paper discusses the current situation of credit life insurance in India, different 
possible benefit structures of Credit Life Insurance, methods of distribution, pricing and 
valuation issues.  It then briefly discusses the scope to extend the concept to micro 
insurance and its social relevance. A few case studies are also included at the end of the 
paper. 
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1. Introduction 
 
Credit Life insurance is becoming popular in India.  It is a very useful tool for all parties 
involved in the transaction.  For the loan providers it provides protection in recovering 
the loan in case of the unfortunate death of the borrower. Also, it assists the family of the 
borrower by repaying the loan allowing them to retain the asset (e.g. house or car) 
without putting financial pressure on them during a time of bereavement.  There are also 
benefits for the insurer such as lower distribution costs, potentially less anti-selection and, 
depending on the product, better mortality experience. Beneficial to all the parties, Credit 
Life Insurance is all set to grow big in the Indian insurance market and may expand into 
new areas and cover just about any loan.  
 
We aim to discuss in this paper, the different possible benefit structures of Credit Life 
Insurance, methods of distribution, pricing and valuation issues.  A few case studies are 
also included at the end of the paper. 
 
2. Current situation in India 
 
Credit Life cover is provided primarily for death cover in India. 
 
The products are sold to cover mainly mortgage and car loans. There are some products 
covering credit card balances. Some companies are trying to cover personal loans and 
other types of loans but it is still not very prevalent in the market.  
 
The credit life cover is mainly provided through group products in India. There are some 
individual policies also in the market covering mortgage business.  
 
Distribution is predominantly through bancassurance. Other methods of distribution, 
though not very popular, are direct sales force and direct marketing. 
 
3. Product Structure 
 
Single premium contracts are popular. Typically the bank/loan provider adds the single 
premium to the loan amount and recovers the same in installments. This gives the 
company some additional profit from financing the money in addition to the commission 
on the premium.  It is also administratively simpler for the bank.  It does however provide 
less flexibility in that the loan schedule has to be fixed upfront. 
 
The other option is regular premium. This is mostly for group plans and the premium is 
usually paid by the bank /loan provider. This is part of their risk management to ensure 
recovery of the loan in the case of death of the life assured. 
 
The cover is usually decreasing. The loan schedule is usually fixed at outset for the 
purpose of life cover using an assumed rate of interest and the claim will be settled on 
that basis irrespective of the actual outstanding loan amount. This is done basically to 
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avoid administrative hassle of keeping track of outstanding loan for the purpose of life 
cover and so that premium adjustments are not necessary if there are variations in the 
sum at risk. 
 
Some companies are also offering level cover. In this case, after the outstanding loan is 
paid from the death benefit, the remaining money goes to the dependants of the life 
assured.  
 
In the case of any top up loans or rescheduled loans, either a pro-rata premium based on 
the existing cover is applied or the new premium is calculated afresh based on all the risk 
factors. The former approach is easier to explain to the borrower and simpler to 
administer, however it is deficient in that it does not allow for the ageing of the life 
assured. 
 
4. Benefit/Premium Combinations  
 
The following are the various combinations of benefit/premium depending on the need of 
the life assured : 
 

1. Level Sum Assured/Level Premium: this is a good option if the beneficiary is not 
the bank as there will be some additional benefit available after the settling of the 
loan 

2. Increasing Sum Assured/Increasing Premium: this is a good option if the 
beneficiary is not the bank and the insurance need (in addition to the mortgage) 
will increase over time 

3. Level Sum Assured/Single Premium: administratively simple 
4. Decreasing Sum Assured/Single Premium: also administratively simple and the 

decreasing term structure provides for the cheapest form of cover as there is no 
“excess” benefit 

5. Decreasing Sum Assured/Limited Premium Payment Period: the payment period 
is limited to ensure that the future benefits are never less than the future premiums 

 
 
5. Distribution methods 
 
The main distribution channel is bancassurance. This is natural as the credit is usually 
offered by banks. Also it becomes easy for banks to sell insurance by showing it as an 
additional benefit. The benefit for the bank is that it increases their income. 
 
Another distribution method is selling through the direct sales force. Mainly, the 
mortgage protection policies are sold through this channel.  
 
Direct sales is an option but not very popular yet for this type of business.  This can be 
done through a call center from which the borrowers can be contacted and the cover 
offered.  
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Another direct selling method is through direct mail. A mail will be sent to the borrower 
giving the benefits and details of cover. But the conversion ratio s have been historically 
low in this type of selling as the customer doesn’t come back on his own, without any 
extra push. Remember, insurance is sold, not bought, even if there is lot of benefit to the 
customer. 
 
Another option is to sell the cover through the internet. This is not yet very popular 
mainly because the internet is still predominantly an urban phenomenon. Also, the 
internet is more popular with younger people who tend to be less concerned about 
insurance.  But the trend is fast changing with older age groups becoming more 
technologically savvy and so the internet could become a major distribution channel in 
future. 

 
An alternative approach is to make insurance compulsory for anyone taking the loan. 
This would really be beneficial to all the parties involved from a protection point of view. 
But this could put extra burden on the borrower from a financial point of view. Also 
could limit the choice available to the borrower as the loan provider would fix who 
should give the cover.  
 
The following is a table of various sales models and participation rates with examples of 
the usage of sales model in different countries: 
 
Sales Model Description Participation rates Examples 

1. Automatic Customer seeking loan must 
purchase insurance to get the 
loan 

100% 
Most regulators do 
not allow this 
practice. 

Japan, Mexico 

2. Optional 
Sold by Loan 
Officer 

Customer selects the loan and 
is offered the insurance by 
loan officer or CSR 

10-75% depending 
on the market 

Canada, US, 
Spain, 
Australia, HK, 
Italy 

3. Insurance 
Agent 

Bank branch has licensed 
agent who makes the sale 

10-70% India, US, 
South Africa, 
Australia 

4. Use Call 
Centre 

Bank has access to call centre 
that make the insurance sale 

3-7% US, UK, 
Australia 

5. Direct 
Mail 

Customer mailed package 
after the loan application is 
complete 

0.5-3% Canada, US 

6. Web On-line applications with 
simplified underwriting –
instant approval 

Less than 1% Canada, US, 
UK 
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6. Underwriting 
 
Underwriting is a very crucial aspect of this product. The underwriting is different for 
this product because of the following factors: 

? The reason for insurance is a loan. Hence anti-selection is limited, as the primary 
reason for taking the loan is not for the insurance cover. 

? Usually, the borrowers of the loan will have some financial standing and some 
minimum level of income. 

? The loan provider will check the credentials of the loanee before giving the loan. 
This can be called a preliminary underwriting.  

 
Up to a certain limit, the underwriting is simplified. It is either a declaration of health or 
some questionnaire (short or long). Beyond the limit, the proposal will go for full 
individual underwriting. The underwriting limits are fairly high especially for mortgage 
and motor loan business as the scope for anti-selection is less, and lives covered are 
usually from a high income group. 
 
In North America simplified underwriting is used up to face amounts of US$150,000.  In 
India, the limit could vary from INR 5 lacs to 20 lacs depending on the product as well as 
the distribution and the age of the life assured. 
 
Simplified underwriting usually consists of 5-7 medical questions. If all are answered 
‘no’, the application will go through clean. If a ‘Yes’ is recorded for any one question, 
the application is passed on to an underwriter for further underwr iting. 
 
 
7. Pricing and Profitability issues 
 
As is the case with any product, the pricing is directly linked to the underwriting. If 
underwriting is liberal, price should be high and vice versa.  
 
There are many factors that should be taken into account while pricing this product. As 
stated already, underwriting is a most important factor. Another important factor is the 
loan provider. If the loan provider has a good customer base with high income, located in 
areas that have access to medical facilities, the mortality experience is going to be better. 
 
As discussed earlier, the scope for anti selection is less as the reason for taking insurance 
is to cover any outstanding debt.  However there is still some scope for anti-selection as 
the cover is of a voluntary nature. Anyone with some doubt about their health would 
obviously opt for the cover and this should be factored into the pricing.  Underwriting 
would limit this possibility to a great extent but having less detailed underwriting does 
make the process of declining any suspicious claims more difficult. 
 
Fixing the mortality basis for this product is still a challenge as there is not enough 
experience for this product. And there are many factors working both ways. 
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The biggest challenge in fixing the mortality basis is the spread of the customer base of 
the loan provider. Some of them are in metros and many of them are in ‘B’ and ‘C’ cities 
and some of them are in villages. Hence, the y have different living conditions. So, the 
target group for this product may appear homogeneous at a first glance, but there may be 
a lot of heterogeneity in it. 
 
The other issue is the quality of underwriting. The  majority of the policies will get 
through the declaration of health or simple questionnaire. Also this form is often 
completed by the loan provider. Hence it is possible that the loan provider encourages the 
customer to say ‘no’ to all the questions in the questionnaire so as to enable him to ge t the 
insurance.  Proving non–disclosure at claims stage is not easy.  
 
Also, insurance cover may make the loan provider more liberal about granting the loan. 
For example, he/she may be less concerned about granting a loan to a person who is not 
in good health. 
  
‘Rash driving’ is an issue with motor loans. There are no records to keep track of driving 
history in India. Hence, the rash drivers could anti-select against the life company in 
choosing the cover given the voluntary nature of the cover. Of course, we would agree 
with those who would argue that it is still not of a big issue in India thanks to the bad 
roads. But we can probably agree that it could become an issue in future.  Furthermore 
one may find that those who have a more risky attitude towards driving are those that are 
generally risk takers and would be less inclined to insure themselves. 
 
Assessing the nature of credit life groups other than mortgage and motor is a bigger issue. 
For example, credit card holders. A credit card holder who availed maximum credit need 
not necessarily have maximum income. In fact, it could work the other way round. The 
borrowers may be from different locations, with different levels of income, with different 
life styles and many other differences are possible. Hence assessing the risk of these 
borrowers is not easy. 
 
Calculating the expense loading is also not simple. More administration is involved due 
to the varying nature of cover and this should be allowed for in the expense loading. The 
administration system should be efficient enough to keep track of the decreasing cover 
based on the agreed loan schedule. Mis interpretations are possible as the actual 
outstanding loan amount at the time of claim could be different from the amount 
mentioned in the loan schedule at the time of taking the cover. It is therefore important to 
ensure clear communication between customer, loan provider and insurer. 
 
The expense loading is one area where companies can be more flexible and follow a 
strategy to make themselves more competitive in certain segments. For example, you 
may decide to be more competitive at younger ages and hence load expenses accordingly. 
However, the overall objective should be to recover expenses and assumptions regarding 
sales volumes would be very important here. For example, you may load a lot for 
expenses for certain segments and if you don’t get volumes from those segments, you 
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may end up not recovering expenses. It is always debatable whether to load less for 
expenses and get more volumes or load more for expenses and get less volumes. And 
both arguments have got advantages and disadvantages. 
 
Early repayment of loan is another issue and would lead to administration hassles if the 
life assured doesn’t want the cover any more. In the case of single premiums, the 
borrower would expect a portion of premium to be returned to him. Fixing the surrender 
value is an issue that needs to take care of many factors like anti-selection and decreasing 
cover. Anti-selection is an issue in case of a borrower deciding not to have cover when he 
thinks that the outstanding loan is small enough to be managed without an insurance 
cover. This is because the good lives usually opt out of cover leaving the relatively bad 
lives with the company. Also any surrender value fixed by the insurer is likely to be seen 
as small by the borrower as expenses and commission have to be deducted and hence 
may be challenged. The other option is to advise the borrower to continue the cover until 
the end of the term. This is the preferred option as it avoids the administration hassles of 
calculating and making refunds and also avoids the risk of anti-selection.  
 
The general practice is that no premium would be refunded in case of a regular premium 
policy. However, this may lead to problems. What if the borrower repays the loan one 
day after he paid the insurance premium for the year? He would reasonably expect the 
entire premium to be refunded to him and would not be happy to know that he would not 
get any refund. 
 
The profitability of the product is very sensitive to some of the assumptions. For 
example, if you charge a lot of surrender penalty and make a pessimistic assumption 
about surrenders, you may not make the required profit if the surrenders are less than 
assumed in pricing. This is referred to as a lapse-supported product.  Would you then 
complain for not having enough lapses/ early repayments? Also this is one product whose 
experience is linked to the general economic environment in the country and hence can 
fluctuate with it. For example, the loan schedule may look totally different if interest rates 
fluctuate a lot, there can be many early repayments if there is a significant improvement 
in the economy. So sensitivity and scenario testing should be done thoroughly before 
finalizing the price of the product. It is important that the product does not overly depend 
on one source of profit. 
 
There is scope for loading sufficient margins for profit. This is because the insurance 
premium as a percentage of total loan amount is negligible and hence customer may not 
bother to check if the premium is the lowest. This makes the relationship with the loan 
provider an important factor to get business for a life company rather than the price. 
 
8. Experience & Reserving  
 
It is probably too early to come to a conclusion on the experience of this product in India. 
However, if the experience so far is an indication, then it is good. Companies need to 
study the experience of this product separately and monitor the same on a regular basis. 
This would be essential as this product alone is projected to have lot of potential in future 
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in India. And this would ensure to get the price for this product right and that in turn 
would hopefully help expanding the market for this product. 
 
Reserving for this product becomes important if there are any changes that could impact 
the experience of the product in future. For example, if there is any change in the target 
market or any changes in the loan repayment trends it is important to keep track of the 
experience and make adjustment to the reserving. This should also help in deciding the 
timing and extent of any price changes. 
 
Unlike many other life insurance policies, the solvency requirement for a credit life 
policy will come down with the duration of the policy if it is a decreasing term policy. 
This means capital would be released during the duration of the policy. 
 
9. Scope for expansion to other loans  
 
As of now, credit life cover is focused on the big loans. However, there is a great deal of 
scope to extend this to other loans, e.g. personal and business loans. These would require 
a different approach in terms of pricing and administration but do offer significant 
opportunity. 
 
10. Micro Credit Insurance  
 
This is one area where insurance can be of great benefit and serves the government’s 
objective of taking insurance to the rural masses. There are many families in rural India 
who slipped below the poverty line by losing whatever little assets/money they have in 
repaying the loan after the death of the breadwinner. Insuring these loans (agriculture 
loans, cattle loans, tractor loans, etc.) would be very valuable to these families. 
 
There are obvious issues in doing this. Assessing risk is a big problem. This needs a lot of 
research. Administration right from issuing the policy to the settlement of the claim is a 
bigger problem due to lack of infrastructure. And there are other problems like anti-
selection, fraud, etc. There is a huge cost involved in doing this. But, will the benefit 
outweigh the cost? The answer is definitely ‘yes’ from a social point of view. But it will 
not last long if it is not self- supporting. So, the challenge is to make rural credit insurance 
profitable. 
 
One way of helping achieve this is to take it to the rural masses on a large scale. Then the 
law of large numbers will take care of many of the issues involved in it. This can only be 
done by the combined effort of government, the regulator and the industry. 
 
 
11. Case Study - US Model 
 
1) The Establishment of Morris Plan Banks 
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In US before 1910, bankers would only lend to those who had deposits in the bank. This 
led Arthur J. Morris to develop an idea to lend money if the borrower could show the 
earning power to repay the debt. This idea led to the establishment of Morris Plan Banks. 
 
2) The Establishment of the Morris Plan Insurance Society 
 
Morris then realized that the death or disability of the borrower could hamper the 
borrower's earning power. This situation led Morris to develop the concept of credit 
insurance. In 1917, Morris established The Morris Plan Insurance Society, a credit 
insurance company with the motto, "A man's debt should not live after him." 
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3) Group versus Individual Policies 
 
Before 1960, the industry was generally divided between insurers writing group business 
and those writing individual business. As group statutes became more liberal, credit 
insurers started writing more group business in order to benefit from the simpler 
administration procedures and special tax concessions. By 1970, 84% of all credit 
insurance was written under group business. 
 
4) Product sold 
 
The four principal types of credit insurance are: 

4.1. Credit life insurance 
4.2. Credit disability insurance 
4.3. Involuntary unemployment insurance 
4.4. Credit property insurance - insures property that is purchased with a consumer 

loan, or insures property that is offered to secure a consumer loan 
 
5) Growth of Credit Life Insurance 
 
Credit Life insurance has become very popular in the United States with the rising cost of 
consumer products. In several market segments, there is a demand for credit related 
insurance in amounts similar to ordinary insurance.

 
 
(Source: An introduction to Credit-related Insurance by Gary Fagg) 
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As the cost of consumer products has risen, creditors have extended the term of credit. In 
1955, 65% of all consumer credit was for one year or less. Gradually, 24-month and then 
36-month terms became standard. New motor loans moved to 48-month terms in the late 
1970s then continued to 60 months (or more) by the late 1980s.  
 
6) Growth of Credit Disability Insurance  
 
Initially, credit disability insurance policies paid off the loan if the insured was totally 
and permanently disabled. By 1950, a product providing a monthly benefit equal to the 
loan's monthly payment during the insured's continued disablement replaced the original 
concept.  
 
Growth was slow. Initially, disability cover was provided under individual policies. By 
1956, the total credit disability premiums were just $32 million. Over time, credit 
disability insurance gained popularity and rapid  growth has occurred in the last 30 years. 
The product is now offered in almost every situation that credit life insurance is sold.  
 
7) Growth of Credit Involuntary Unemployment Insurance  
 
Unemployment has always been considered as a difficult risk to cover. However, as 
insurers looked for ways to boost their income from credit insurance business, they began 
to cover the risk of involuntary unemployment.  The benefit to the insured is that their 
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credit payments are made for a specified period of time in the event of involuntary loss of 
employment. 
 
Growth was slow until the mid-1980s. Since then, a package of life, disability, and 
involuntary unemployment insurance (IUI) has been offered to cardholders. 
 
 

 
 
 
Written Premiums (or Net Written Premiums): The total gross written premiums less 
the premium refunds paid on terminated policies.  
 
 
8) Downward Trend in Prima Facie Rates 
 
The countrywide weighted average credit life prima facie rate has been declining steadily 
since 1984, dropping from 62 cents in 1984 to 50 cents in 2001—a drop of 20%. In 1950, 
the prevailing rate was $1.00. By contrast, the countrywide weighted average credit 
disability prima facie rate has dropped from $2.28 in 1984 to $2.21 in 2001—a drop of 
only 3.1 percent. 
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9) Split of credit life premiums 
(Source: www.cciaonline.com) 
The average amount of new credit life coverage is about $6,000. The national average 
rate across the nation for credit life insurance is 50 cents per $l00 per year of coverage. 
That means a consumer pays $30 a year to insure a $6,000 loan - 8.2 cents a day. 
 
This is how the credit insurance industry spends those 8.2 cents a day: 

3.5 cents for insurance claim benefits 
2.7 cents to lenders who serve consumers and companies as sales representatives 
0.3 cents in taxes and fees 
0.4 cents in salaries and benefits to our employees 
0.9 cents for other administrative costs 
0.4 cents as profit 
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10) Loss Ratios 
 
Both the credit life and the credit disability countrywide loss ratios have fluctuated from 
1987 through 2000, but the range of fluctuations has been narrow in the last six years. 
Since 70% of the new business is still single premium coverage, the effect of 1996-2000 
rate reductions is just beginning to appear. Considering the impact of further rate 
reductions in 2001 and 2002, the upward trend is likely to continue for many years.  
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11) SOA: Credit Life experience analysis 
 
It is interesting to go through the experience analysis of Credit Life business done by 
Society of Actuaries for the period 1998-99. 
 
29 companies contributed data to the study. Single premium policies only are included as 
only they are reserved on mortality basis. The differences in mortality by gender, 
underwriting status or type of lender were not studied as the split of data was not 
available. 
 
Mortality rates were computed by both amount and number. The actual to expected ratio 
is shown below.  The expected mortality rates are calculated using 100% of the new 
200X CSO Male Composite Ultimate Table mortality rates. 
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The overall actual to expected mortality ratio based on number is higher than the 
mortality ratio based on amount.  One might expect anti-selection by size but this is not 
apparent in the above tables. A possible explanation for this is that many states cap the 
amount of insurance that can be written as credit life insurance thus reducing anti-
selection by size. 
 
12. Case Study - Canadian Model 
 
1) Creditor business in Canada 

 
The Canadian banks have developed an efficient creditor life model. They have built an 
effective sales process that allows the loan officer to easily sell the insurance at the same 
time as the loan. 
 
2) Bank Distribution 

 
Banking in Canada is dominated by 5 banks. For regulatory reasons, banks can only sell 
credit insurance products through the branch. The mortgage and loan creditor products 
are most often sold by the loan officer or customer service representatives (CSRs). In the 
past training was only done on core bank products which were considered to be loans, 
investments and banking accounts. Credit insurance is now considered a core product and 
training and individual sales targets are set. 
 
Banks cannot tie the acceptance of the loan to the purchase of the insurance.  The loan 
officer makes the insurance offer at the point of sale of the loan. Some banks achieve 
penetration rates in the mid-70%’s on credit life for mortgages. There is a high 
percentage of ‘Joint Life’ and ‘First to die’ products. 
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3) Products 
 
The following benefits are sold: 
? Life Cover 
? Disability Insurance 
? Critical Illness 
? Accidental Death & Dismemberment 
 

4) Underwriting 
 

The risk of anti-selection is perceived to be low as the customer is there to buy the 
mortgage not the insurance. Insurers allow 4 tables (200%) above standard mortality to 
qualify as standard.  This would need to be allowed for in the pricing. 
 
There is a questionnaire with 4 to 5 questions for amounts less than US$150,000. The 
approval is automatic if “No” answers are made to all medical questions. 
 
5) Financial Model  

 
Generally the creditor insurance market is price inelastic so price does not have to 
compete with the standalone term. The Loss ratios are around 50% or lower. Profit 
Margins are close to 40%. Mortality tends to track normal standard mortality for term 
blocks. 
 
 
13. Conclusion 
 
Credit life has huge potential and can be as big as regular life insurance. However, it 
needs to be approached differently. Over a period of time, it needs to be developed as a 
separate line of business in terms of pricing and reserving. 
 
As the distribution is predominantly through credit institutions, insurers should work 
closely with them to develop a workable distribution model.  
 
Finally, it has a social cause in it that the deceased’s family will be spared the burden of 
debt. Hence the government, regulator and industry should work together in increasing 
the penetration of this product. 
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