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"CHAPTER = IV
THCOME OF LIC
The main ingredients of LIC's income are 3 ptuminmsl.

2

‘conn from investzants” and uniscelianecus 1nceaoﬁ.ywha relative

_share of each of the components of income for .tudg period has

SABES

been upaun in Table IV.l. Though the presiums form themost
impétt@nt itsm of the total 1ncouo_¢£-tha.arc, its télative

share }n income is on slow and gradual aoclin;a This decline

in share, howevar, does not dmply a fall in absolute premium
income. On the contrary, it is on rise from Rs,588,25 crores,
during 1975-76, the pxeniumllnqoma'hao shot up to the height of
a§.1.762.93 crores {1985-86) - trebiing of incowe with average
1ncrcaa§ in business being R8.119.47 cXores per anuu- {(Table 1IV.2).
Op the other hand, income from invaaementa has" uitnoaaoa & steady,
though slow, upward trend. The turning point vas 1975-76 when '

’income from invastments, earlier accounting for one-fifth of total

tncoms. shoved a rise and contrihuted cnaofaurth share. In the
next years (1976-77 to 1980-8l) investoent income contributed to
the extent oOf pna-thi:d of total ineonn. “heVe has never been a

1 It includes, first yesr yrcninma. rentutl premiuns and singlq
pxamium and consideration for annuities.

2 It includes interest, dividend and rental Encone

3 It is a residuary head of income and it includes, registeration
and other fees, profit on realisation on assets and exchange
adjustments, ©ld outstanding and unclaimed claiimg and deposits
written back and refund of income from income-tax authority,
transfer ©f excess noney from different reserxves, like resexve
.for loans, bad and douttful debts, acturial reserves, reserve
. £or net assets in Pekistan and‘aangladeah and dnvestxent
- ¥eserve account.




TABLE IVel

ompoeition O The Potal Ineome Of ¥he LIC

Yooy

Trend ay

Indox bmse

Ineone fran Isndew base Mioe,.

Indeor bupe

Income W76 = 100 Invegtnent 1976= 1400 Iannomne 1976= 100
{Ra.eroren) ' {&e.crores) | {5a. croren)

(1) (2) (3) (4) (53 (6) (7)
1975=76 528 ¢25 100 20090 100 1469 190
1976=77 65330 111 265 .85 133 6e55 - 3a7
1977-72 709443 124 TG o 0 153 %409 132
1979=T3 774,98 132 351,55 176 TalS 448
197980 87537 149 415408 208 Te33 432
1980=R1 364.58 164 492.81 246 360 212
1983982 1092.90 195346 583603 292 7429 17
192257 1217496 - 207 68404 342 4,59 274
198394 135510 230 T 812.62 406 550 324
1994=85 1555 ,33 265 956458 475 10.08 596
1985-136 1782.98 3% 1126.98 563 155 1254

foureer fompiled and aﬁmputeﬂ Fron LIT'e Annusl Reporsis and Accownis.
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DABLR  IV.2

CORFOTINION OF TOT4L IvConDd (IN PRR OEdas®)

Your Premium as % Income Tron #igcelianacsns . © Toiol Income
o total Inventsents as © o Totol income {absolute
ingane, ¢ %o Total | Tigure)
, income ' :
'(.1) : : {23 (33 (4) v {(5)
1956 Bl 197 043  A7.52
1965~606 7YY 15.3 (a8 224,55
1975«76 7404 2544 Da2 T90.84
1976="T7 Tieb 237 _ 0eT7 - 525%.70
1577=738 E97T reld Cad 101761
1978=79 68 o4 | 3.0 Geob 113362
197980 674 3240 06 129778
1980=581 . GEeU 33,7 | e : 461,29
199933 6he2 e - 167564
198283 £%e9 3569 Dol T 1807.39
19A3-54 £24% 3.4 Ge3 217322
1984-85 6949 2747 Db | 2519499
1985=26 66 Thed 1«1 2841.3%1

fouresr Cospiled and conpulted frap LIU's Annusl Repords and Acconnta.

61T



LIC: Trends in composition of income
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decline in zelative shares it contributed 38.3% te the total
income. In absolute terms during the study perieod, income shot
up wore than £ive and half tiaowe, the average rate of increass

being R8.92.61 orores per annun.

The growth irn miscellaneous income did ncot show any trend
and this ias underntandébl@ becauge it does not include any
regular predictable and maaagagblu income. Its share in income,

barring 1985-86, was negligible, not even 1%.

1. PREMIUN IHRCOME

The percentage ©f the premium income to the total incowe
vas as high as 80% during 1956. Dgring the first post-nationalisa-
tion ducaﬂs-there was hardly any change-premium incowe ranged
between 82 and 79 percent. It wae during the second decads that
the process of decline aét in motion, The third decade, howsver,
regintered an almost uniform rate of decline. From 74.4% in 1975-
- 76, premium incoine has core down €6 60.6% in a time span of ten
vears. Thus the rate of decline during the study period, has bDeen
i% per annum.

The income fromthe first year premiums is the barometer
for measuring the progress of life insurance business. The position

o2 ‘renewal premium income' is secondary iu this respect.

The fixst yoar premiumyinc@me. in_tazns of money, rocorded

a spectacular growth during the period 1857 and 1976. This perioa
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achieved an increase of 10 tiwes of the firet year premium
income. First yesr premium income was Re.1l0.31 crozes in the
year 1957 which roge to Rs.99.60 crorss in the yeax 1975-76.%
Further, theincrease in this component of ingome during our

porfécd was 188 per cent.

Though the LIC's Lirst year prawium inéo@¢ has increased
several times, ita relative proporticn to total incoume ©f the
Corporation has gone down marginally from about 17 per cent in
the vear 1975-7¢ to 16 per cent Lo the vear 1385-86 after rewaine

'ing stognant arcund 1l4% for a number of years.

iLike first year premiums, renewal premiums have alse
increased consistontly £rom Rs.457.96 crores (1975-76) to Re.
‘1,331;31 crores (1965-86) - an incr&aaé by more 200%. But its
relative share in premium inceme has declined from 77.85% (1975-
76) to 74.67% {1985-86). The trend of falling share is more
discernable aince 198;-82.

. Income from single px&miumg apd anouities®

formed & very
insignificent amount during the first fiftcen years of the nationa=-
lisaticn. it remaiﬂad on AVeIrage nbﬁﬁt one per centléf premiam
incoma, However, thereaftor these itsms have shown a steady xi-e

in its proportion to totel premium inocome over the paricd under

"1 LIC's Annyal Reports and Accounts.

2 The single premium policy is that endowment polléy under which
the assured is rsguired to pay the entire premium in one instal-
ment at the beginning of the contract.

3 annuity is contract between  &ssured and insurer which provides a
rogular income for specified period or throughcut the life of the
foxumy fov consideration of lump sum amount paid by the assured.
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rovicw. It was 5.22 per cent of the total premsium income 4in
the year 1875-76 and incxaaégd tQ 9.25 pex @@bt in the year
x985~86. This indicates that single premium en&awming policy
and4°censiderati¢n for annuities® are getting more popularity
YOar aﬂtex year. It may be inferred here that thp'cencasui@n
in income~tax is one of the nost iﬁp@rtant reasons for this
davelopment as these pollcies ave teken by the people from
higher income bracket. Composition of praium income ©f the

LI¢ has beoen shown in Table Iv,3.

2. INVESTMENT INCOME

The personal aavimgafcam@'ta the LIC in the form of
prémiums and the Corporation transforms them into institutiopal
savings (life insurance savings) after meeting its ownjdparaﬁional :
costs. The average transforimation by LIC has Leen move than 0%
since its formation and the co-efficient of correlaticn betwesn
two variables (premium incowe and LiC's investment) is nearly
perfect positive ( r = 0.2 ) lnplylag very close ﬁOVement

' togethar;;

As policyholdexs' sevings increase in size (represented
by the Life Insurance Fund) investmant portfolio also grows in
size and 20 grows income from portfolio and its shere in total

income. As shown in Table ./ there is more than 13% annual growth

i pajpal, O.P., Life Insurasce Fipnance in India, p. 530;>

According to Sexhiyan Committee Report (1980}, p. 58 savings
slement in endowment premium policlies was 55,.26% in 15 years
poliicy for a perason of 40 years asnd 57.37% for a pexson of
30 years. In a 20-years policy savings element was 46.60% for
& 40 years old person and 49.91% f£or a 30 years old perscn.
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TABLE  IV.3

GOHPOGIDION OF LIQ'H MUBTUM Ingouz

WP TINTers TY S A e
(X0 PYRCERTAGE

Year Firet Yezr  Renewanld Dthers fortnl
Preaiumea ® Prosiune {Ro.arores)
@ C(3) (%) (5)
197576 1693 7785 Fed2 S 588,25
1976=T7T 15460 78425 6e15 653430
197778 14,739 79 .29 632 T09 43
1597379 13,59 BUIB . 563 774498
197580 15,47 765 .34 5473 874437
1980=11 13,99 T7 88 Te43 9654408
198182  15.49 75 o ¥4 4 109290
198293 14.88 TG 62 8o G0 1257.96
198384  14.11 9709 8480 135510
198485 14,47 76,10 9.4 1559,33
198586 1608 74467 9,25 1982.98
2ouras:

Compiicd and Computed Trom
LIC*e Annusl Heporim

and Accounitp.



LIC: Trends in Composition of Premium income
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in uta insurance fund and at the sane tim the rate of interost
ha; gmwn almost 4% annually. Both factors taken together exphin
r.amn behind immuing zhare of 1nweatmnt éncomu in total

) ‘ncam. 2 ’ . o ’ BT ot

3; llimllaneaus Ingone
B Miscellanecus income of the Wration consists of regis-
t::jat.,ion and other fees, refund of income-tax, old clsims outstand=
ing and unclaimed written back, other amount written back and the
: exéhhnﬁe a’djusmné due to ,;Qs@vhicm in the value of the currencies.

?&e’~ﬂi§c@l¢neﬁm income not only &enstiﬁu&ea a 'very negligible
itom of the LIC's incomo (ususlly less than 1% of total income)
bug. also lacks consistency in trend. it fluctuates invnriablyi and
viclently ysar to year. | R
QUTGO OF THE_LIC

'ﬂw outgo of the LIC consists of (i) amount paid to paucy-
homern on account of death e.laim or on maturity of policies, (u)
managerial expenses (eomni-aian to agents, management expenses and
other expenses) lné (iii) txansfor to specific reserves under

different :ect:ienc of LIC Aet:.

' ‘The total outgo of ﬁhe LIC dntiag 1956 (6 ocnths) was Rs.
31,35 czexan which constituted about 65.3 per cent of the total
~income for t.he year. This was the hiqhest ratio batmn inmm
md ouggo- xn the £irst decade of post-natmnaiutwn period
t:l:si.n sat:ie was brought down to 46.3%. A daczgd-. later, 3..q.. in
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1_975?-76. the total outgo of the cérpontiab asounted to Rs.

- 38:"3566 crores which constituted about “.Si'm: cent Of the
eé&al .incom of the LIC. Thus, during the sscond dmtde of post
nationdintion pnried the outgo percentage ahwcd a rising
tmnd. The rat-.:lo of. total outgo to total mm. lmmvar. again

‘ lhmmd a downward trend, though with exratic -xmuul. fluctuations,
between 1975-76 and 1982-83. However, this rstic once again |
uhmted u ahctp upvard trend Detween 1983-84 and 1985-86 and
durtng 1985-86 it crossed 1375-76 .‘h\ml- At the. cnﬂ of itudy
mrtad tmu cutgo wcount: for half of the eeatal. inm {Table
xv.4). A atudy of ag;anaea outge helps us in unedaz-seaading
z:m:tern af fasource qonqmtim bue.. as the sum inclmies both
Aexgansu mﬂ repaymant of savings clainms of th. policyheldau.
znzl:hcr ﬁiummgutim of uut.g& is necean:‘y for analytical

purpona. -

*nw pgymni:a to t-.hq po}.icy holders (elaim by maturity,
clum by death, annuities and surrenders) eanstitute the aost A
~ iuportam: part of !:hc eutgo. mring 1956. these paymnes sccounted |
f.'o:: hau‘ of the mxt.qe. *s*hgir aham in eutqa mm: upto 54.8% in
the ﬁne Qolt-nuiwnuution mm. The nexr dwade registered
a2 tall. But from the yeax icnwiﬂg (1976*77) paymm:s aga&a took
a z:l.iag look. A inct.aa:!.ng life ’baainaa- wit:h 2 tioe lag hrxngt
1nc:..;»»w outgo undsr thie head and 80 net:hing is wrong with this
_ t:rand, (a speadier settlecent of claims also i_mrqvgg-. slightly this
pnfrcgnﬁ;ge and this is a welcous defvolopmm);



TABLE IV.4

SOUPGEITION OF TOTAL OUTOO OF LIO

venr  olGeneiders  sen fema te”T mespag 0 Satedoutmo
an Batio to @ WL oums  xatiot o feowt  goHg to
4 Patal outaols) (%) s aL anteo (Reworore) Income(®)
(13 2y 3 (&) D, (6}
19562 months) 50.0 4243 9.7 SB35 6543
1965-66 5448 424 a6 126405 4647
1975=76 5143 4641 2.6 383.66 4345
1976=77 5446 4540 . Ge4 - 413.79 44,7
1977=15 . 5543 41,7 30 469.79 45.2
1973=79 5543 4248 1.9 518,04 4547
1979-80  56.2 3640 7 o8 596 o 01 45,9
1950-51 5747 7647 5.6 637.94 4347
198182 5749 35e9 B2 75447 4540
19082-83 62.4 31.2  Ged 832423 45,9
1983-34 0.8 B2 R 1904.56 46 .2
1984-85 6243 32.2 | 505 1194.56 47.4
195585 534 31,2 1045 1466 445 49.9

g pciagii

flourae: Soppiled and Couputed fyom LIC's Annunl Reports
and Accountn.

9cl-
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How we propoge to analyse the individual items of the
pa?manéu to policyholdara to study the trend and thedr relation~
ship with the total outgo.

{A) Claims

A 1life inn&ranca clainm may arise ai@&er hy maturity of
the policy or by death. In the former casze, the insured is
required o submig the proof of age, if not submitted earlier,
along with the original policy and a ﬁiaeha:ga,élip acknovladg-
ing the recaigﬁ of the sunm assured. In the case of the clairs
"ﬁy death, the sum assured will be paid to the heﬁeﬁieiariaa
afte:-hubmiuaion of proof of death and the title.

fotal claime paid by the LIC during the decade ending
3lst Manch, 1966 znd yelative changes between claims by death
and claims by maturity have been shown dn Teble IV.S5.

it is observed that the majcﬁitf of payoents made to

pblicyhcl&ars are on the maturity of policios and their parcene -
tage in totel payments o policyholders has ﬁhcwn an improvement
- throughout the atuﬁy'peéi&d. The percentage of maturity claims
to total payments to policyholders was 63.4% during 1975-76
which rosn to 69.4% in the year 1985-88. This welcone trend is
enderstandable in view of incxaasin@ longivity, On the other
hand, payments towards death claims has ahmwg & declining trend.
Bernofits paid under death ¢laims have decreased by 25 pér éenﬁ
{€rom 19.2% in 1875-76 €0 1l4.9% &n 1985-86) during the psricd
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TABLE IVeH

COEPDOIEION OF FATHENTO 20 POLYICYHGIAEAS

{ PIROPRSLGES)

Your Denth - EumilY  gynne of ‘Annuity  Currender
giaima Q&&ama @l@iga i Giedos & gﬁyg@n%a
§6221~ iﬁggl ggzﬁé o= an ﬁ,t” %:€§1t§&y-
puyeonts  payuents (2 4+ 3) "gg;zén@a mente.

(1) @ (3 (4  (5) . (8)

197576 9.2 634 82.6 1.2 1641
1976=TT 19,6 57.7 . T6eT - 1.2 22,0
197772 1.6 6140 79 o6 R 19.2
1976879 19,2 65,8 B850 1.3 174
197980 19.6 64,9 E4a5 1,3 14,73
1980mB 9 1B.7 66a7 8544 Ted 13.4
198122 1042 D671 0 853 1.8 13,3
19524573 165 6740 B35 145 1540
1983114 1602 6845 8447 1.6 1347
198489 15.0 7048 85,8 1.7 12,5
198536 14.9 £9.4 8443 149 13.2

-

e e B e G B R G e GG Gk W WSGA el Chod  GSue W COOL  %HO W QNN mMD ek A Gall MY W e eBR Sas  S08 Gus
Louraos -
Soppated Trom LI0's Annusld

Zonoris and Ascountse
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uﬁﬁs: raview.

The growing importance of maturity claimg can ul-o-b;
vieved differsntly. In 1975-7€, maturity claimzs were 3.3 times
of the death chaims vhersas these rose and reached to 4.7 times
in 1985-86, A rising trend in maturity claims FTacilithtes early
T ¢laine disposal because bioth the policy-holdere and LIC antici-

Pate &nd accordingly prepars for the claim settlement.

{B) Annuitieg

The peyments to policyholders through annuities‘eanstituta
a very insignificant percentage 0£ the total pﬁymenta mads toO
policyholders. This itom of outgo neover croessd even 2 per cent
of the total payuents to policyholders. In spite of the faot,
that the awount of payment increased about 6 times during the
- Qggieda yet it remained an insignificant segweni of payments to
| policyholders. This indicatea that the annulty schoxe has not
been popularised among the insurable populations as it should be.

{C) Suzrenders

In case the agsured does not want or is unable to centinue
the policy for an agread poriocd ef’@iﬁé. he can voluntarily
gurrendar his xight,title and inaaxnsgggndwx the policy. In
return, the insuredr pays to the assured certain proportion of
praniums Yeceived till thé date of surrender. The amount psyable

is called the surrender value ©f policy.
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The trend in paymant'ef suyrender value, indicatas -
that alt:hmx  the anount ©f paysent ih sbaclute texms has
increased thras=folds from Re.31.75 crores in the year 1975=76
to Rs.116.84 crores during 1985-86, its percentage to total
payments to policyhoiders showed a declining treud. The per—
centage of surrenders poyment to total paysonts to the policy
holders came down from 1613 per cent in the year 1975-76 to
13;71 parceat in the year 1585-86 (However, this percentage
was abnorumally hign durzﬂg 197&*7? and. 19??-78 claiming as
much as 22.01 per ccnt and ‘9.16 per cant taé9QCu1VGlj of the
total paymaats to pclicyhmléers).

| | However, rate cﬁ‘ﬂn suzrenﬁ&rn in the life inasurance
businnss iu imdicative of poor guality of Gusiness. The pertbr-
aagce of the Corporation on this front seems tO Ls satisfactory
,ainee‘thu percentage of surrenders is declining yesr after Yeaar.
Thig iz a very healihy sign for life insurance business ag &
.pulicy holder hes not to foregoe protection cover fox. unforoseen

: ircumsﬁanceu. But theye is hardly any scope for camplaéency as
whgﬁe'aurr@uaa? gaﬁg.in‘th&s countyy is still very hiéhﬁih:éumpari-

son to weatern lifa insursnce. B

(o) Managament ?xg@@aae

- Im life imaur&nee mtnagement cost ‘aeluﬂas cost. of progur-
;gg. mainga;ping‘ané cpergtzng haain@ga._zte thue, couprizes of
‘hhé coat Of fleld erganisnt;aa and of the office arqaniqatimﬁ.

" The LIC has spent Re.456.%0 croreg in the year 19585-86 out of its

pramium income Of Re.l,762.38 crxores. Henagersnt cost is the
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second biggest item of outflow, next anly tO payzents to

- poiicyholdere. As a percentage pﬁ-tﬁi- ltam claimg a share of
25.6% and in this rospect the LIC has not made much differences
during its thirty yeaxs of existence az in 1958 it¢ apantlzﬁ.zﬁ
of its income on managemnent cost. Durdng the intexvening years
there have Deen varistions @ the highest ratic was in 1975«7€
€ 29.7% and the lowest at 2L.5% in 1962-83 (Table IV.7). It
will thus be peen that the LIC ims spending & big chunk of its

income on management and level of veduction is below expectation.

Erponses of mamagamént~ara'direﬂtl§ related tﬁ.pr@miums.
The loweyr they are.ghallﬁaée: will be the p:emium chargeabls to
policyholders., Bigh exgﬂﬁééa aﬁwb therefore, & couse of Concern.
It ia this concarn whiéh éau:@d Guvernment: of Indla, és early aa
Jmly 1967, o aset ﬁ conmdttes Of Engulry te lock into tho expen~

ses of the LIC.T

Loy meaningfal analysis of managerial expanses reguires
Cits eopsideration by conporents. On the Dasis of information
available it can be disaggregated intd three componants, vig.,
coeeaigsion ate. t@ %genta, Salery and othex benefita to Pmployees

and orher expensss 2f managamaot.

- Comxaiesion paid to Agents:

e

This high item of oxpendituvre is pecessary f£or prosuring
new business. The @xpenditﬁra under this head ia directly linked

1 Thuz runs the resclutién appointing the committas “expenses
of panagement Of the Life Insurance Corporation of India have
Loen high, particularly recently. In view 9f the faect that
economy in managesent is of utacet iusportance in life insurence
and governnant have decided to goustitute a comaittes to
investigate this question in all its aspects and suggest mea-
sures for achleving economy.”
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* * iglgra@a L *in grons * sirength ' gross * * iﬁigﬁﬁﬁs

_ v SBRIRTY . s SRLATY ¢ salaxy . salarigs
€1) : {3} . ¢ {3;’ g ‘4} s (5} : (5} ¥ Q?:} “.:‘ * {9)
1975=T76 4y 2?:& 1399 T 682 15460 313565 6513 1,128 »‘? 23
197677 4,086 13,63 72356 1592 362719 b345% Te97 = 692
1977=782 4,221 14406 7. 102 15 o447 36,522 63.69 Te 372 5aT58
1973=99 4422% “145?@’ fs93EY 16554 B 220 6782 - T547 £ .36
1979=80 4,254 14.%4 G752 1h A5 36,7380 G4 .65 TT57 6«79
1980=-81 4,497 14.63 6,382 1342 61T E4T0 ToT90 675
1981=82 4,974 15 o 20 G289 1300 CETBEG 64 eHT TeFT2 5.2%
39532-%3 {'}GC?G? 3404‘5‘3 5;‘133} 7 ?‘3-35 4&, 153 6?.35 89 12@ ' 50% 1
198%-84 5,790 C14.98 65649 10459 40,178 5719 78273 Ta2d
199455 6190 1615 Tod¥ | 11.496 49,5673 65 .01 Be 477 6657
190586 66975 19 .73 1,076 GTY 43,269 6371 2,438 577

fources

LICY's Rnnusd Haporto and Avcounise.

ctT
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PABLE  IV.7 :

RANADERI AL - EEPRHEES OF TR LI

é@tz&&. | “}é %o %*» %a | %i&a - ‘i%éx;{ezml .grst-— B
YOO  anount totnl tptal presiap |~ PenEe ¥alie
: (Re.croves) OV rnoone  Insome

(1} (2 (3) {4) (5} {6)
197576 176.77 46,1 22,3 29.7 ERETR
197677 196,17 45.0 2041 285 14.9
197778  196.08 41,7 193 27.6 156
197872  221.99 42,8 19.6 283.6 . 15.4
197980 214467 3640 1646 2445 15,0
1980=81  233.83  36.7 . 16.0 24,2 1246
1981-82  255.44 3.9 15.2  25.4 11.7
190283  261.39 3142 137 21.5 92
198%.84 30511 T0e2 14,0 2244 11.2
1964-85 384.83 32,2 15.3 2447 139
198586 456,90 = 3.2  15.5 2566 13.5

Enurce:

Sompiied and Coaputed from
LIG'e Annuni Reports and
Aooouwntn for Helevand

yenrte
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an peiceﬁtage to sum assured and, thereiore, there is hardly
any scope for egonomy uné@r this héad. The slight vari;tiana
{Table IV.8) in the percertaqea are result of compozitional
chanqe in policies aold with the Varying cammius&an Totes.
‘Discontinuance af oid plans and 1ntroduet£en af new plans has
alsa caused thesemminar fluctuations. The c@mmission differen-
tial in caae of qualifiﬁﬂ agents also leads tc peczcentage

variation.

Salaries £o Explovéees (TAGLE N6)

The expenditure under this head is the most important
‘aamponemt of mgna@axial @gpensesgiﬁt the pame time it is also
least emensble ftaom te control. ﬁe doubt increasing cost of
1l :ving forces Lxd t0 vield higher emoluments to organised and
strong staff nn;on capable of arm twisting. But this dces not
explain the whole story. Though mechanisation has crept into
the LIC in a big way and unions are erving hosrse againast it on
emplovment cons;dsratzon. at every level of staft(nxcepting
Theve has beew

*ﬁavelepment Cfficers till 1982-83)addition to the cadre £orce
" since 1979-80 as shown below s |

{Fercentage addition to work foxce stxength)

Year Clags I De0u'a Supervizory subcrdinate
officers & clerical staff
, . statf
1975=80 S 1] =287 G447 2.78
15980-81 ’ +5.58 wf 20 1S 1) 8 ' O.43
1981l-82 +9.96 =1 .85 2.05 2.28
"1882-83 +5,53 -l .81 7.03 1.96

zc@ﬂtdo ce
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Year Class I =  D.O.'s Supervisory Subordinate
AR officers o & clerieal staff
T gtaff

1983-84 11,20 +7.59 0.62 =375
1984=85 ° °  + 6.91 + 5499 3.45 4.53

staff added

during study

period L _

{1975~76 to .

1985-8¢) . 2.4?5 287 8904 .. .310
Percentage

growth [ J

dgring J ‘ ' | R Y: :

study R v§58.68 . -+ 5403 415,80 +3.81
pericd {

”he xncrease in workforce is a good indicahor t© absence
,of proper ataif planning. There 13 an unmiataken sign of growing
tcp h@avy organiaaticn: the largest staff gxewth haa taken place

at c;ass I laevel.

Besides, increaced workforce, rising_trend‘in emoluments
has also its role in raising the level of ekgeniess In an infla-
tion ridden economy LICuhés a véry limited tole in controlling
wage bill, But, here, militant trade unicnism is more effectiﬁe
‘and even with éhe state sﬁpport LIC has not succeeded in arrest-
ing wage bill rise at a,levg1 p:éva;1ing in other areas of

organised trade and industry., .

(C) Other Expenses
Besides salaries to employecs and commission to agents

the Corporation has to incur a variety of other expenses in day
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RABLE IV,

e ot 2,57 L% L VTIPS 8wy SV W B 7
EYPERSES OP HAWALEIENTD An PEROEIRAGT

O
- PREEIGE IBCOHE

i i s

- Yaar

(1)

Other expenges
of ¥snagenent.

selavies eta.
- Y0 eaplioyeds

. Oomminepion
atin. o
Arentie
{2y

om0 (4}

197576
1976=77
197778

197679
197950
1951081
1981-62

Y52

198%=84

1984=83
1961586

97442
14053
15,90
14,65
13.64
13,55
12461
11.68
11.54
14,05

13.82

27

CFe 0D

8496
8.57
8457
7 .83
fe21
B0t
7«81
D43
7.54
7e52
826

2480
2.66
2467
2468
RJ76
D220
3429
B.11
Fe54

flaurces |
LIC s Anpual Peporis and

Aooountife
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ood - o
o R Tronsfer to special reserves. -
1 Managerial expenses :
15004 P Benefits to policy-hoiders.
" 1300

1100 -

900 4 .

i T(:Rupee's in crores)

7004

. 5004
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‘to day operatien of business. Other expsnses of the corpozation ‘
have risen £rom Ro.4.35 crores® in 1957 to Rm.63.12 crores in |
the year 198485 a record increase of about fifteen times in

30 years. It vent into ‘tens' for ﬁiie fs.:atl eima in 13 years

‘o!! the LIC's existence but the figure chmﬁcd to ‘twmtics’ in
“ a littlo more than half eﬁ_p.ziad to touch ‘tans® (i.a. 7 years).
and juut:' nﬂia; the expiry et‘ next three years, other expenses
haa crossed the limit of Rs.30 crores. The atepéttian of other
expenses to totel mm&i&l expensen xocdzded u"viry vide
tluct&ations durigg the pexiod under zcviw. ‘rhe analysis of
"pomnnm of *othor expenses' to total expenses gives the
tupzeuim; that the share of *cther expemu' hu wmwn sore
upidly ma calariu & comzission etc dnxig;g i:lm last :ew years.
: Jms dovalomng desexves qumial at;tentim of Lm to initiate

) a p:ountive chaekc. In absence of & reasonable btaak up oo

zurehor emalusi@m can be drawn at ehis nme. -

. The LIC, it Qppeam. looks €0 the problaea in a éifﬂoscnt
b- waYe Accoxdigq l:b‘ it *Normally, for most of tM' buaiheu oxgani-
afa_tim'n. the ratio ‘of éhe expenses incurred with c;artliu udjuli-
ments. like cutstanding or prepaid expenses to the total incoms
vaﬁeuld iu’mm as & good indax of the econony of 'mnggmne. This
is knoun ua‘ma»mu eWno ratioc. Butin life _inqurmee. éhn

1 Miehra & Ral, Indlan Jourpal of Commerce, VOl.XXXVIII, Part 3
&3001“. 8“1?"’3@% 19850 Do 85. = ) ’

-




'adopted as a yara stick oﬁ economie mugcmm; ef. a 1i£e office”
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expenses are of two typas; those incurred for the development
of new business and those for administiation of existing
business. Marketing life insurance needs a good deal of spade
work: a vast sales force has to contact a large number of
Wu. by undortakmg em:ansivo tours, whare Necessary.
Pmcuing of new proposals in the office, preparation and

‘issue of policies with simultaneous certain long-tarm policy

records for servicing aids, all these result in larger expenses
in the ﬂ.rat year. A straight foxward. eoupaxiacn of tha ovatau

e:qmmes ratia my ;aue an aﬁﬂcn. aiung at aehhvlag hrm

scah cxpanuon of tmn.nam (a desirahh gm) in poox l.iqm:.

H'rh-retom. ' :euewal expeme ntio' um.ch ia ca!.cuht:gd aﬂm:
: ’uklag wditicatim for t:hc d.velogmane oxpanau tar t:ho portion

| '._'of the tiut ycar‘s pmntum col.leemd (ueturial. xamvui.on is
o udo tox' meh expcnnn in prenium aneulatien alsu) as gencreny

1

- In meuing :.l.u po:ﬂernancu vh-a-vii texoign inmm:-.

the Corporation concltﬂoa. “on the whalo the uc'o perf.omnce

is commendable if one kupj in mind its efforts in -dx’pandinq
. its operation into rural aress which results in ﬁﬁit»‘m-“z

e, however, beg to differ and soO doss researcher communi~

‘s But for constraints of space it is pu_‘.’éibla" to demolish this

sisplaced cénti&mé. The HMorurks Coamittes Report and ¥xa Seshie
yan Conpittaee Report are well kucwn public documents on record

1 Towards & Secure mtute. Life Insurance c‘:m:goratian of India,
Sthewber. 1986, pp. 25-26.

2 Ibvid, p. 250
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zfcfueiz{g this big claim. Zven two decales &30 A.R.C. had éha
follewing to yemark in this -connection “the prevailing level
of expenses an at & much higher level than werranted and
gMnim Of expenses is & must if life insurance has to
suzvive .and thrive in this eeuntry“". Though  uch water has’
flown down the Ganges. the scenaric has not changed with the |
LIC. It is surviving. Whether it is thriving is an ‘open’
quution. e I

(d) Transfer to §mci¢1 Beuwea

Transfer to specisl reserves represant the last u:ea
o!.' the utilization of income, The transfers are generally m.
t0o capital reserve, general zreserve, contingencles reserve,
._z_.*en"orve for loans and worYtgages, resarve for investmants,
Qanwe 'tor house propetty ind transfer under Section 28 of the
Lze et 1956. 'rmnd in the amount of transfers to d&t!eremt
renaz:vaa indicama thut'. ther& has been a phenomenal growth
in its mum: during the periocd under review. Transfers to
reserve mistamd an. increase of more than 15 tixes between
March 1976 to March 1986, The percentage Of reserves formed
about 2.6 and 1.3 per cent of the total outgo and total incoke
respectively as on 3lat March 1976 which went upto 10.5 and
5.2.p8r Cent as On 33.:&1!!::;\::1:. 1586. The growth in the amount
of reserves has been more :m since the beginning of 'eighties.’

: 1. chbrt of the wm:lng Group on Life Insurance corpoxat:ion.
A.!{.C.. ep.c‘it-. volel oct’}mra 19€8, p. 730 ‘
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It is worth mentioning h&re that 5% of vaimeion surplus is
to bo“txanqt"etmﬁ to conétn ﬁwurn;mm; §vezy altexnate year
qpqo':‘ the provisions of j‘swtigxf» 28 of the LIC Act, 1956. Thias
forms the largest items of reserves. Transfers to. special

| resmu for the years 1975-76 tu 1965-85 have hoen shown in
'rable xv.s.

sﬁg}_- us Di’staribugian

| | - The government of :nah 15 tho co).o .hatchom-r: oﬁ the
LIC hy eontribut:ﬂ.ng Rs. 5/~ mreu towards iu share e:pi.tn.' ,
‘a8 per the p:mr.isiom of mfa znawmce ca:paratian at zmxm fret,
- 195€ (Section 28) : 3% of the an:plu; is to be trannform& f:.o

. Guvemmt of india wox'y ult-mau ym. six acturial va.'l.ua-'

tie '8 havc taken place batwnn e:ha peri.“ .1975 and ).985. 'rh.
[smre of the Central qevarnmene out of tho -urpluuu bat:vm
;1975 and 1985 is given in wabl.e IV.J.O. o

; It will be cbserved that the.LIC hes paid ‘abaut. Rs,169
c_ﬁémi to the éair.mmnt of Indis by %ic end of Deceuber, 1988
‘on the said Rs.5/« c:bxas,ahdz;e capital.Sino» 1971, the mune'.l
u'e puid has uﬁay. been nbfovia R#5/= croxes hvel. in 1955 |
alema.eho Ceuntral guvernment nccivwd more ishan as.sz cxores
'aB. return, %“me amount uqua‘l. te 5% of the valuat:lon :ux:plu-
:&ua.led during that year. In Gther _wu:du. the rato of .zfghm o
en Central government's investzent was as hiéh ap 10S5% for

two yoars (or 527% for one year). This ‘?:.’d something tmuii.ticl
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TARLE IV.9

SPADTMEET SHOWING TRANESVIRS 20
-

SEuYVTE RN YR RYEYE P ol
5'3«».- 'y '\:z Avard -.R;E.‘a. 7o g;: VE{‘

Year Amound Ratio o Ratio Yo
Total ounlpe Total Incone
{Hge.arores) (9} {2} '
{4)

(1) {2) (3)

197576 16605 2.6 1.3
197677 155 God 0e2
197798 13,99 3.0 1.4
197879 9.71 1.9 Ged
1979-80 46 434 7.8 | Fe8
1930-21 3615 5.6 25
198182 62448 B2 37

1952.8% 53.83 6.4 248
199%-84 0,71 - 9.0 o hed
1984-85 . £6593 . G5 246

1985.86 - 155499 . 10.5 - 18-

. Sourses: (1) LIC'a Annual Reports

and Acoounifge
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TABLE IV 10

Stadement Showing 5% Velusntion Jurplus

Paid Yo The Ceniral Government Uy The

LEICe

Yeonr ending Vsluation surplus

Annual Rute of
Return on shaye

#8 on nodd {Re. evorom) ‘
, capidel of (Ro.S
o | aroras) {%}
{13 (23 {33
gareh Tty 1975 907 DT
¥orsh %1, 1978 0 12.69 126 90
C Bayehl 3‘3, 1980 Vi &S ‘“36053
Maroeh 31, 1982 2610 269100
Fareh 3'3’ 1%%4 '59 -‘36 3‘.‘31.60
tareh 31, 1996 3275 527 .50
Po el 182.91 36975 ¥
tpto 19896

fourcees (1)

HIC'n Annucl feports and Accounts

(ii) veluntion Reparts of the LIC
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and abnormal vhen compated to the performance of 201 publie
enterprises with Rs.2%,896 crores of capital eﬁpl@fed_iz oh'
31-3-1984 give a dividend of R3.132 ciores only which meant
8 return of 0.44% only.*> Perhaps that is why it has been
suggestad bydifferent comuittees to reduce the Parcentage of

surplus valuaticn payable to the qovexnmmut.z

Life rund

The iife insurance fund is the acoumalation of previous
sxcess of actual total income over the actual totel espenditure
in respect of the Life insurance hLusiness. It is shown as the
credit balance of the Rovenue Acaount of 1life insurance company
fér the periocd ending at that date. Life Insursnce Revenue
account baginsbéith,a credit balange brought forvard from the
previcus period and is credited with all incomes including
premiumu, interest, dividends, fwes etc and is debited with all
exponditure and paysents like p@ii@y claims, sanuities, surrender
é&iues. management expenses etc. The ha;ance of the two sides

ééprea@nts the Life Insurance Funda at the end of the periocd.

LIC attracts personsl savings of méllions of pesple in
Indis and abroad in the form of premiums. After meoting the
@laiuvz and other expepnses, the Coxrporaticn accumilates & huge

ancunt of fnat SAVings every year. There ave tainly three aethods

1 Sezhiyan, Brs, LIC's Role in wationsl Péonoxy, The Economic ¥>\7é,
Times, Hew Dalhi, Hay 26, 1985, p.6.v . ‘ L

2 Ses Report of the Working Group on Life Insurance Administra-
tion, A.R.C. Ope.cit. vol.I Octobar, 1968, p. 2Cl. Algo refer to
the Repoert of the Cozmitiee t0 Keview the Working of LIC,
September, 1980, ppe. 132-33.
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efrcoﬁﬁuting promiums viégo éogéaaménﬁ'plan. tiatural plen,
and Level Premium plan; The LIC f@l;wwa.&evel'ﬁzeﬁ&um pian

ih'@ehetmininq the raté‘éf';mﬁm&ﬁmso-‘ﬁ

Un@er Level ?*emium plan.Aaaeal premiums payable ara
aﬁwiae& hy tha nunbez @f‘years aver which a p@l*nyhalﬁer
agreea te gay the premiumﬁ. depce, tha pxami&m is aslways evaa
thrOLgh thae pericﬂ of palicy. "The. inaurauce campnﬁiea cnaxge
- gxeater amcunt - by-wny of premﬁum during. the aarly yeaza éf*

1 The axcesaf'

| Xp@liey than 1a zeally necaamnry fwom tha imauraa"
:paywen% involved in hhia 15 r&aorved far use in mﬁrtality ce-tl
.,in the lattez yea:a ghen tha p:emiume ara inaafﬁi@i&nh ﬁar the

:7 purpuaa¢ ?hia exaeas amnunt acmumulates whichis callea tha |

5Lize znsu:aaee ?und.

RIRERRS §:2 view @f th@ cmmtinu@na expansi@m of it& hmsinaas. a
‘jimiﬁe Ansuranca aemyany will have an evex increaslnq Lit@ Fund
";%at itg cammamd Tﬁia funﬁ “must ae kegt 3ﬂhg@t an& 311033@ g@

ne j

., Thus tha Lifa Funﬁ a& Lh& camman& Qf th@ ch ia tha

SRCOSS aﬂ accumula&@d inaames over autga. ?he ina@ﬁel coasise

_ of gmmm&ums. d&vxﬂ&&ﬂz. int@reﬁt. rent ate an&tha cxpeuaituxo
r autga c@nsistiug @f alaima paymenta. puLrendat v&luna. annul-

'tiama manag@rial exponsaa anﬁ contributian te sp@eial raaaxves.

-1 Khan, Moa. 2 Thaory anﬂ Eraetica of Znsuxanca. &ducatlanal
Book B@uﬂﬂo 2 197?) 0 90&-@2. . /
clayt@n. G. anﬁ @ W.Te 8- anuranca Lampany Investitent, /
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ftatenont Chowing Crowth 0F Lile Insurance

Pund Of The LIO

Yanr

ap on 3leb. Bareh

Potal Lafe (% inarenze
QoY previe
- {Hpl.arorvan) ous veaw)

Pung

Rate of
irtoroesd
renlined
On Baean

life Tund

{ Srass )

Percontags
Trorense
of in rate
of Interent
Life Pund

| OVOr NIOw

vioun yeay

198697

14,5024 20

hiden

14.80

POV

1030

(13 (2) (3) (4) (5)
197576 3440 .97 15,42 6045 -6 o9
197677 952,08 145 7457 17.36
197773 A500GT0 13.86 7 49 -1.06
197879 51164732 13.68 7 458 1,20
1979580 6918.09 15,72 7«09 4409
198701 6C41,44 14,15 §e21 4406
195182 7562461 13,87 5455 4,14
193203 86731472 14.14 801 5,04
199%w4 980078 13,54 9,49 4a1
1984035 11,191,098 14019 3,46 2,94
1985236 124665495 13.18 9.7 4433
4e76

Enuvogy

fonpiied and computed Lrom LIC's

Annunl Reporig and Azcounia for

the years 1973-76 through 1986-87,
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Anhlyaia'oﬁ Life Fund

There has been a continued annual accreticn to the Life
Fund of the LIC since its incep;ioﬁ in the year 1956, The . |
average annual accretion to the Life Fund during the first
(1956-1§56) and sacond {(1966«1976) decades w&&_59.70>crorep‘
and 246,34 crorss respectively. However, the average annual
accretion to the Life Fund ofthe LIC duringhthe third (1576«
1966) decade has Leen R8.922.50 crores.

The decade-wise growth of the Life Fund indicates th#t
growth rate in the third decade {1976-1936) haalba@n Lfanter
fhan tha>éx0uth rates during the first two decaéaa - ﬁha life
 fund increased 2.57 times and 3.52 times during the first and
gacond decades respectively, whereas the thixd docade registered
& growth of about 3.68 times in the life funds. An increase in
rate of interast realised on maan’life fund thooughout the

period has also cﬁntributeﬁ-if: raising volume of 1lifes fund,

The growth of Lifs Fuﬁd of the LIC during the period
under reviazw indicates that the aggregets of the Life Fund as
. ab 3lst March, 1976 waz R8.3,440.97 crores which went upto He.
- 12,865,985 crores as ¢n 3lst March, 1%86. The average growth rate
during the period under review has Leen about l4 perc¢epnt. The
growtlh profile of Life Fand of the LIC for the years under

raoviaw haz besen shown in Table IV.il.

i



