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BEHIND THE PoLicy: A CLoser Look oF RoLE oN
UNDERWRITING IN LIFE INSURANCE

S. Sushmitha*

Abstract. Even for people with shorter lifespans, death can happen in any way and at any time in the modern world. The current generation

is less concerned with saving money and making plans for the future than earlier generations were. More and more people see insurance as

a way to invest, save money, and tax evasion. A fundamental procedure in the sector, underwriting entails assessing risk and establishing the

conditions under which insurance coverage is granted. The necessity, significance, and necessary attributes of an underwriter are emphasised

in this essay.
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INTRODUCTION

Classifying risks, guaranteeing risk equality, and preventing
adverse selection against the insurer all depend on the
company’s underwriter. Refers to applicants who, because of
their same risk exposure, ought to be grouped together and
given the same premium. They consider lifestyle, financial
status, and health in order to establish appropriate rates and
assess any risk. This procedure guarantees that the insurance
provider can sustain a steady insurance pool and manage
risk efficiently.

Underwriting is the process by which insurers determine the
terms and cost of an insurance policy by evaluating the risks
associated with offering insurance to a person, business, or
asset. Because it ensures that premiums are fair considering
the insurer’s level of risk, it is crucial to the insurance
industry.

Determining the probability of a claim being filed is the
aim of the underwriting risk assessment. The process of
establishing reasonable and equitable premium rates based
on risk levels is known as premium determination. The goal
of loss prevention is to protect the insurance industry against
disproportionate losses. The process of accepting or rejecting
an insurance application is known as policy approval. By
carefully classifying and selecting risks, underwriters
help to maintain the financial stability and profitability of
insurance companies. The procedure makes use of statistical
data, actuarial analysis, and sometimes human judgment.
Automated and algorithmic underwriting techniques have
become more widespread as technology has developed,
improving speed and accuracy.

UNDERWRITING PROCESS

® Review of the Application for the Underwriting
Process: The underwriter examines all of the
information that the applicant has provided.

e Actuarial records, statistical information, and
occasionally medical examinations or interviews are
used in risk assessments.

e Choosing whether to accept, amend, or deny the
insurance application is the underwriter’s choice.

e Issuance of Policies the agreed-upon terms and
conditions are applied when the policy is issued, if
approved.

Need of Underwriting

In the insurance industry, underwriters are crucial in
assessing and controlling the risk involved in providing
insurance for people, companies, or real estate as well as in
establishing the conditions and costs of insurance plans. By
taking on the related risks, underwriters play a critical role in
assisting a business in reducing or correcting its losses. The
company’s capacity to recover or improve its financial status
is attributed primarily to the underwriter’s actions.

Essential Qualities of Underwriter

An insurance underwriter must possess strong analytical
and decision-making skills, meticulousness, exceptional
communication, and a deep understanding of insurance
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regulations and ideas. They also need to be adept in risk
assessment, negotiation, and problem-solving.

Analytical Abilities

These abilities are essential for the underwriting process
in order to assess risk, make well-informed decisions, and
finally decide whether to accept or reject an application.
To ensure accuracy and spot possible risks, attention to detail
entails being careful and comprehensive while examining
application policy documents and other data.

Understanding of Insurance Products

The underwriter stresses the importance of being fully
informed about all policies, unique features, and the rider
as well.

Decision-Making

The procedure entails obtaining and confirming data from
applications, medical exams, financial statements, credit
reports, and other pertinent sources in order to reach a
prompt judgment.

Negotiation Skills

Underwriters must be tenacious and follow up on
agreements because negotiations can occasionally be
difficult.

Risk Assessment

The underwriter examines a number of variables to ascertain
the possibility and the magnitude of losses, which in turn
affects the conditions and expense of investment coverage.

Problem-Solving

To assess risk, make wise decisions, and create suitable
solutions, underwriters must possess good problem-solving
abilities.

METHODS OF UNDERWRITING

Judgmental Method: This approach depends on personal
opinion, especially when making a difficult decision.

For instance, choosing whether to offer life insurance to
someone who lives in a hazardous nation or area.

The numerical approach used by underwriters gives all
negative or unfavourable attributes positive rating points.

Bonus points could be awarded, for instance, to someone
who has a family history of heart disease and/or early
mortality. An underwriter can assess the degree of risk by
looking at the overall number of points awarded.

UNDERWRITING DECISIONS

Acceptance of the Normal Rate

Acceptance at Ordinary Rate (OR), where the request is
granted at the same premium as for regular life, is the most
common option.

Extra-Rate Acceptance (ER)

The practice of charging higher premiums for subpar lives is
known as extra-rate acceptance (ER).

Lien Acceptance

Denotes a hold on the entire insured sum. It suggests that the
nominee is entitled to a lower sum assured in the event that
a policy is accepted underline and the proposer passes away
during the lien period. Typically, the lien is in effect for one-
third of the overall duration.

Acceptance with Restrictions

Certain limiting classes or hazards are imposed; if a claim is
made tomorrow due to one of these classes, the full amount
guaranteed is not refundable Put off or refuse.

If the proposer does not meet any of the previously stated
criteria, i.e., they are incredibly unfavourable and have little
chance of improving, the case is dismissed or the judgement
is postponed for a specified amount of time.

UNDERWRITING RISK

Assessing and accepting risk on behalf of an insurance
business is known as underwriting. Depending on
the industry (life, health, property, and casualty, for
example), the risks associated with underwriting insurance
might vary, but generally speaking, they include:
This is the main risk that arises from predicting the
likelihood or expense of claims incorrectly.
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Mispricing of Risk

Charging premiums that are too low to cover future claims
and expenses; Adverse Selection: High-risk people are more
likely to seek insurance, which, if not properly identified,
can result in higher-than-expected claims.

Moral Hazard

Insured parties may take greater risks knowing they are
covered, increasing the frequency or severity of claims.

Volatility Risk of Claims

Unexpected events or disasters (such pandemics or natural
disasters) may lead to significant, unexpected claims.

e Catastrophic Losses: Large-scale cyberattacks,
hurricanes, floods, and earthquakes can all cause mass
claims.

e Frequency and Severity Surges: A sudden increase in
the quantity or size of claims.

Risk to Operations

Underwriters make use of models, data, and human
judgement. Poor underwriting judgements could result from
any of these mistakes.

® Data Errors: Incomplete or inaccurate information may
lead to a misjudgement of the risks. Using outdated or
flawed risk models is one example of modelling errors.

e Human Error or Bias: Errors or capricious choices
made throughout the underwriting procedure.

Legal and Regulatory Risk

Insurers are required to adhere to strict regulations. Penalties
or legal action may follow underwriting judgements that
violate the rules.

e Non-Compliance: Breaking insurance, data protection,
or anti-discrimination laws.

e [Litigation: Customers or regulators may bring a
lawsuit in response to discriminatory practices or
irrational coverage denials.

Risk to Reputation

Negative publicity, a decline in consumer confidence, or
strained ties with brokers and reinsurers might result from
poor underwriting processes.

Risk of Reinsurance

Underwriters commonly utilise reinsurance to manage
risk. Because of problems with reinsurers, that risk can be
returned to the original insurer.

e Reinsurer Delay or Insolvency: 1f a reinsurer is unable
to pay, the insurer is left to manage significant claims
alone.

e Coverage Gaps: Misconceptions about the actual
extent of reinsurance.

CHALLENGES OF UNDERWRITING

e Fraud and Misrepresentation: Underwriters should
check application paperwork and claims for any
irregularities, suspicious patterns, or red flags.

e Speed Demands of Customers: Insurers are under
pressure to satisfy customers’ high expectations
for speed, responsiveness, and efficient service
while striking a balance between accuracy and risk
management.

Female Insurance

Eligibility varies based on circumstances such as income,
pregnancy, moral dangers, and domestic violence.

Minor’s Insurance

A well-developed body, a decent family history, parental
capacity, the need for insurance, and parents who are suitably
covered are all factors that determine a minor’s insurability.
Given the considerable risk of moral hazard, senior
insurability should be carefully examined. There may be a
call for some specific reports.

e Large Amount Guaranteed: Large sum assured
policies’ insurability raises questions. S.A. should
typically be 10—12 times yearly income.

Age

Given the considerable risk of moral hazard, senior
insurability should be carefully examined. There may be a
call for some specific reports.

The term “moral hazard” describes how a person’s aspirations
are reflected in their financial situation, way of life, habits,
reputation, and mental health.

People like drivers, circus performers, deep sea divers, as
well as criminals and nightclub employees, may become
insurable due to occupational dangers.
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Under Writing’s Significance in
Business Insurance

Protecting Insurers Effective underwriting ensures that
insurers stay solvent by limiting excessive exposure to high-
risk policies.

Fairly priced premiums by matching rates to actual risk,
underwriting maintains the insurance market’s equity and
competitiveness.

Customised Defence makes coverage more effective by
allowing companies to choose policies that are tailored to
their particular risk profile.

In order to avoid penalties and other repercussions, insurers
must adhere to the regulations during the underwriting
process. This means adhering to anti-discrimination laws
and maintaining correct records.

Underwriting challenges for commercial insurance include:
complex organisational structures; inadequate information
or deception; shifting risks (such cyberattacks and climate
change); Changing economic conditions.

Predictive analytics and artificial intelligence (Al) are two
technological advancements that are increasingly being used
to improve underwriting accuracy and efficiency.

COMPARATIVE STUDY OF
GOVERNMENT AND PRIVATE
UNDERWRITING

e Government Underwriting: Is conducted by public
institutions like LIC Nabard and Public sector banks
these entitles are owned majorly controlled by the
government and operate with public interest in mind.

e Risk Appetite: Typically follow a conservative
approach they aim to minimize this prioritize long
term stability over short term gains.

e Decision Making: Decision making is often slow
due to layers of approval, rules, and public policy
consideration.

e (Cost: Government underwriting is often subsidized are
lower in cost especially when used to support public
sector ipos or financial inclusion initiatives.

e Speed of Process: Government underwriting tends
to be slower largely due to bureaucratic procedures
compliance, and lengthily internal approvals.

® Market Innovations: This underwriter are less adaptive
to market innovations usually sticking to traditional
methods and models.

e Private Underwriting: Is performed by privately
owned entities such as investment banks and financial
institutions such as Kotak Mahindra, Axis, etc.

e Risk Appetite: Are more aggressive taking calculated
risks to maximize returns they may take riskier
ventures if there is potential for higher profits.

® Decision Making: Operate with more autonomy
enabling faster more flexible decision based on real
time market data and competitive strategies.

e (ost: Change market based fees which may be higher
due to the value added services advisory expertise and
faster execution they offer.

e Speed of Process: Can process deals much faster with
learner structures and agile teams focused on efficiency
and timely market entry.

e Market Innovations: Are highly innovative using new
technologies data analytics and marketing strategies to
attract investors and ensure deal success.

CONCLUSION

Underwriting, which ensures that risks are suitably assessed
and appraised, is the cornerstone of business insurance.
Businesses gain from a strong underwriting process because
it enhances coverage and risk control. For insurers, it
preserves market stability and profitability. Underwriting
must continue to use data and technology to adjust as
business conditions change in order to meet the demands of
a dynamic risk landscape.

To sum up, underwriting is essential to maintaining the
financial viability of insurance companies and ensuring that
rates are set equitably. It is the cornerstone of the insurance
system, reducing risk and protecting policyholders and
insurers alike.
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