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AGENDA FOR PART I

WHAT IS SECONDARY GUARANTEE ?WHAT IS SECONDARY GUARANTEE ?

EFFECT OF STOCK MOVEMENT ON LAPSE OF UL POLICIESEFFECT OF STOCK MOVEMENT ON LAPSE OF UL POLICIES

WHY DO WE NEED SECONDARY GUARANTEE ?WHY DO WE NEED SECONDARY GUARANTEE ?

METHODS TO ESTIMATE SECONDARY GUARANTEEMETHODS TO ESTIMATE SECONDARY GUARANTEE

CONSUMER’S AND INSURER’S PERSPECTIVECONSUMER’S AND INSURER’S PERSPECTIVE
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What is Secondary Guarantee ?

It is a Guarantee provided by Insurance Company to keep the policy 
in force for a set year or to a certain age if the premium is paid in anin force for a set year or to a certain age if the premium is paid in an 
amount equal to or greater than required payment for each interval.
Hence Policyholder is not affected even if account value of the 
policy is negative unless he is paying minimum premium specifiedpolicy is negative, unless he is paying minimum premium specified 
while insurer is not worried of increase in lapse rates due to change 
in economic scenario. 
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Relationship between Lapse Rates and Stock Movement

 ULIP PROVIDES REAL RETURNS AS PART OF INVESTMENT IN EQUITY

 POLICYHOLDERS EXPECT HIGH RETURN ON HIGHER PORTION OF EQUITY

 ULIPs SOLD MORE AS INVESTMENT VEHICLE THAN LIFE ASSURANCE IN INDIAN MARKET ULIPs SOLD MORE AS INVESTMENT VEHICLE THAN LIFE ASSURANCE IN INDIAN MARKET

 STOCK MOVEMENTS AFFECTING RETURNS, HAVE AFFECTED LAPSES

Lapse Rates Vs Sensex Movement
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Why Secondary Guarantee?

ULIP POLICY CAN LAPSE ONCE THE ACCOUNT VALUE FALLS DUE TO FALLING MARKET

DUE TO LOW ACCOUNT VALUE, COI AND OTHER CHARGES NOT MET BY ACCOUNT VALUE

SECONDARY GUARANTEES PROVIDE PROTECTION AGAINST THIS RISK OF POTENTIAL LAPSE

Trends in UL Policy Lapse Rates
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Ref : 2004-05 US Individual Life Persistency Report from SOA (web link: http://www.soa.org/research/individual-life/2004-2005-ind-life-persistency.aspx) 



Two Methods to Estimate Secondary Guarantee

SHADOW ACCOUNTING METHOD STIPULATED PREMIUM METHOD

SEPARATE ACCOUNT FOR EACH POLICY-
CALLED SHADOW ACCOUNT

INSURES AGAINST LAPSE SO LONG AS MIN. 
STIPULATED  PREM PAID

HAS UNIQUE CREDIT RATES, COI CHARGES 
AND OTHER LOADS; DIFFERENT FROM 
POLICY RATES

STIPULATED PREM COVERS BASIC 
BENEFITS AND EXPENSES

POLICY RATES

POLICY DOES NOT LAPSE IF SHADOW 
ACCOUNT IS POSITIVE

POLICYHOLDERS CAN PAY STIPULATED 
PREM IN LUMPSUMACCOUNT IS POSITIVE PREM IN LUMPSUM
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Consumer’s and Insurer’s Perspective of Secondary Guarantee

CONSUMER’S PERSPECTIVE INSURER’S PERSPECTIVECONSUMER S PERSPECTIVE INSURER S PERSPECTIVE

REQUIRED FOR LIFE POLICIES SOLD WITH 
UNREALISTIC DIVIDEND PROJECTIONS

LOWER LAPSES LEAD TO HIGHER 
PROFITABLITY AND CREDITIBILITY

ASSURES LONG TERM DEATH BENEFIT NEW FEATURE ADDED GIVES A MARKETING 
GUARANTEES WHERE CASH VALUE IS OF 
LITTLE IMPORTANCE

ADVANTAGE

NON PAYMENT OF MIN PREM LEAD TO FOR SECONDARY GUARANTEES INSURERSNON-PAYMENT OF MIN. PREM  LEAD TO 
NON-RECOVERABLE SECONDARY 
GUARANTEE OR CATCH UP PREM TOO HIGH

FOR SECONDARY GUARANTEES, INSURERS 
NEED TO MAINTAIN PRUDENT RESERVES
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AGENDA FOR PART II

XXX RESERVING METHODOLGY & SAMPLE CALCULATIONXXX RESERVING METHODOLGY & SAMPLE CALCULATION

AXXX RESERVING METHODOLGY & SAMPLE CALCULATIONAXXX RESERVING METHODOLGY & SAMPLE CALCULATION

EFFECTS OF XXX and AXXX RESERVINGEFFECTS OF XXX and AXXX RESERVING

INSURER’S PERSPECTIVEINSURER’S PERSPECTIVEINSURER’S PERSPECTIVEINSURER’S PERSPECTIVE
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XXX RESERVE FORMULA

XXX RESERVES EQUAL TO GREATER OF:

a) RESERVE UNDER SEGMENT VALUATION METHOD (SEGMENTED RESERVE)

b) RESERVE FOR EACH POLICY AS A DIFFERENT SEGMENT (UNITARY RESERVE)

XXX RESERVES = MAX(SEGMENTED RESERVES, UNITARY RESERVES)XXX RESERVES  MAX(SEGMENTED RESERVES, UNITARY RESERVES)

STEPS IN ESTIMATING XXX RESERVES

STEP 1  - SEGMENT CLASSIFICATION CRITERION

STEP 2  - CALCULATION OF SEGMENTED RESERVES

STEP 3 CALCULATION OF UNITARY RESERVESSTEP 3  - CALCULATION OF UNITARY RESERVES
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SEGMENT CLASSIFICATION CRITERION

SEGMENTS ARE CREATED BY COMPARING THE INCREASE IN DESIGANATED 
PREMIUM AND VALUATION MORTALITY FOR A PARTICULAR POLICY OVER ITS 
DURATION

NEW SEGMENT CREATED WHEN:

RATIO OF SUCCESSIVE RATIO OF SUCCESSIVE

<

RATIO OF SUCCESSIVE RATIO OF SUCCESSIVE 
DESIGNATED PREMIUMS VALUATION MORTALITY RATES 

Designated Premiums = Sum of Admin. and COI charges for the current year at 1000th

<
Face Value

SEGMENTATION ASSUMES A LAPSE RATE OF 100% AT THE END OF EACH SEGMENT.
ENSURES SUFFICIENT RESERVES FOR NON-LEVEL PREMIUM NON-LEVEL BENEFITENSURES SUFFICIENT RESERVES FOR NON LEVEL PREMIUM NON LEVEL BENEFIT 
POLICIES 
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XXX RESERVE - SEGMENTATION METHODOLOGY
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XXX RESERVE - CALCULATION OF SEGMENTED RESERVES

CALCULATE PVFDB and PVFGP FOR EACH SEGMENT

K FOR EACH SEGMENT =     PVFDB OF THE SEGMENT \ PVFGP OF THE SEGMENT

NP FOR EACH SEGMENT = GROSS PREMIUM * K (OF THE SAME SEGMENT)NP FOR EACH SEGMENT = GROSS PREMIUM  K (OF THE SAME SEGMENT)

TERMINAL SEGMENT RESERVES=PVFDB-PVFNP
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XXX RESERVE - UNITARY RESERVES CALCULATION

CALCULATE PVFDB and PVFGP OF THE WHOLE DURATION

K FOR WHOLE DURATION =     TOTAL PVFDB  \ TOTAL PVFGP 

CALCULATE PVFNP WHERE NET PREMIUM= K * GROSS PREMIUMCALCULATE PVFNP WHERE  NET PREMIUM= K  GROSS PREMIUM

UNITARY RESERVES = PVFDB  - PVFNP
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XXX RESERVE - SAMPLE CALCULATION 
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AXXX RESERVE - METHODOLGY

CALCULATE BASIC & DEFICIENCY RESERVES

DETERMINE ACTUAL PREMIUM IN EXCESS OF MINIMUM PREMIUM

CALCULATE SINGLE PAYMENT TO FUND SHADOW GUARANTEE FOR PERIOD REMAINING

CALCULATE R  =  EXCESS PAYMENTS FROM STEP 2 / SINGLE PAYMENT  FROM STEP 3
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AXXX RESERVE - METHODOLGY

DETERMINE NET ADDITIONAL PREMIUM  =  R * (NET SINGLE PREMIUM – (BASIC + DEF. RESERVES))

FINAL DEFICIENCY RESERVES =  (1-R) *  INITIAL DEFICIENCY  RESERVES

FINAL TOTAL RESERVES1  =  MIN (NSP,  BASIC RESERVES+ DEF. RESERVES + ADD. 
PREMIUM – SURRENDER CHARGES))

FINAL TOTAL RESERVES2 = MAX (FINAL TOTAL  RESERVES1,  BASIC RESERVES + DEF. 
RESERVES, CRVM RESERVES)
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AXXX RESERVE - SAMPLE CALCULATION
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Effects of XXX and AXXX Reserves

RESERVE SUFFICIENTLY \ DISCOURAGE CHARGE OF EXCESS PREMIUM

 FOLLOWING IS AN EXAMPLE TO SHOW INEFFECT OF EXCESS PREMIUMS

TABLE 1 SHOW CALC OF NP & ITS PV IN GIVEN SCENARIO

TABLE 2 SHOWS CALC OF NP AND ITS PV IN SCENARIO OF EXCESS PREM

PVFNP IS SAME IN BOTH TABLES

TABLE 1
TOTAL PVFNP
SEGMENT 1
$54

TABLE 2TABLE 2
TOTAL PVFNP
SEGMENT 1
$54
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XXX and AXXX Reserving- Insurer’s Perspective

POINTS OF DISCUSSION

THE TWO METHODS REQUIRE ADDITIONAL CAPITAL IN 
EXCESS OF UNITARY RESERVES

ADDITIONAL CAPITAL MET 
BY  SURPLUS

NOTESADDITIONAL CAPITAL MET BY REINSURANCE, SURPLUS 

RETENTION PRACTICES CAREER DEVELOPMENT

NOTES, 
SECURITISATION, 

REINSURANCE
NOTES AND SECURITISATION

© 2009 Copyright Genpact. All Rights Reserved.
Slide 21



Conclusion

 Paper aimed at explaining the features and advantages of secondary guarantees

 We have tried to give idea on the reserving for these features We have tried to give idea on the reserving for these features

 The purpose was to bring forward to the life insurers
The new sophisticated guarantees that can be offered as part of the unit linked productThe new sophisticated guarantees that can be offered as part of the unit linked product
The reserve requirements that can be followed to maintain the solvency of the company.
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