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PREFACE
Health is and always has been the most important

element in every person’s life. The growing realization
of this fact is compelling all the stake holders of
society to give a serious thought towards health
insurance.

Health financing is a critical component of
discussion and worry. Health insurance has an
important role in this area. A serious and detailed
discussion is needed to provide coverage against the
cost of basic treatment in case of ill-health of each and
every individual of society irrespective of his/her
economic standing.

The Indian government today is bringing in
exclusive opportunity to develop financial inclusion in
India. In parallel, there is also a need to improve the
health care system in India, especially in the rural part
of the country.

The abundant availability and under utilization of
health insurance products gave the author an
opportunity to make an inquiry in this field. The results
motivated her to write this book.

The aim of this book is to make everyone aware
of the recent trends in the insurance market and to
present the ideas which might be fruitful to the society.

To bring in health inclusion among the rural poor,
a model is proposed in this book which would help the
post office, postal banks, health insurance company
and banks to work in coordination.

For suggestions, questions and comments the
author can be contacted at ratichandra@gmail.com.
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Chapter 1

Introduction

Health insurance is a vast area of Insurance business which
provides a wide range of covers to secure health related risk. Health
insurance mainly covers two types of benefits. The first is
reimbursement of medical expenses and the second is hospitalization.
Around the world, health insurance is of two types - cashless and cash
reimbursable.

This insurance, which protects the insured against the risk of
health hazards, has changed the way medical care is dispensed
globally. In India, its impact is felt by only few privileged ones. The
introduction of the new famous cashless “Mediclaim” policy has
made a huge difference to how hospitals bill the patient (with and
without insurance).

Risk managers perceived insurance as an economic model for
reducing but not eliminating the risk. This model brings together an
adequate number of homogeneous groups so that the loss arising out
of the risk becomes predictable. In practice, each member of the
group contributes a small part of the certain cost, called premium to
manage any uncertain financial loss that would exist during the
contract of insurance.

Insurance is a promise of compensation for particular estimated
future losses in lieu of a small contribution in regular intervals of time.
Insurance gives protection and financial well-being to the Insured in
case of unexpected or sudden loss. In India some Insurance policies
are mandatory by the orders of law, while others can be opted by the
choice. Insurance is a contract between the Insured and the Insurer.
The Insurer is under obligation to pay the pre-decided sum of money
upon the occurrence of a specific event of loss in exchange for a
regular or single payment.
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Key Definitions
● Insurance: Insurance is risk management majorly used to

hedge (investment intended to offset future potential losses)
against the risk of an expected but uncertain loss.

● Insurer: An Insurer is an Insurance carrier which is primarily
an Insurance company.

● Insured: The Insured or the policyholder is the person or
group like company or even a family buying the Insurance
policy.

● Policy: Insurance can be explained as an economic institution
that facilitates the reduction and transfer of financial and
personal risk from an entity to a pooled group of risks through
a contract called policy.

According to IRDA (Insurance Regulatory and Development
Authority of India), “A collective pool is generated through premium
paid by Insured to protect them from common risk. Premium is
collected by Insurance companies which are also responsible to
manage the collective pool of money collected, any loss to the Insured
in case of occurrence of an uncertain event is paid out of this pool”.
Insurance works on the basic principle of risk-sharing.

According to LIC (Life Insurance Corporation), “A basic
function of Insurance is that it distributes the risk of a few people
over a large group of people exposed to risk of similar type”.

What is Health Insurance?
Health Insurance is an insurance that give protection against

health Risks. Health Insurance is the protection against the financial
loss that may arise due to the high cost of medical care.

Mainly there are four types of health insurance that prevail
across the world:

(A) Disability Income Insurance: This covers the risk of loss of
income due to disability due to ill health.

(B) Long Term Care: Insurance covers the risk of living too
long.

(C) Critical Care policy: This covers the risk of serious illnesses
that may be terminal in nature.
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In India, health insurance prevails in its fourth form.
(D) Medical Expense Insurance: It covers mainly the cost of

medical treatment that the Insured incurs in the hospital.
Health insurance in India was popularized as a brand

“Mediclaim” by four Government Insurance companies in 1986.
● National Insurance Company Limited.
● The New India Assurance Company Limited.
● The Oriental Insurance Company Limited.
● United India Insurance Company Limited
The health insurance business has three basic pillars. They are:

1. Third Party Administrators (TPAs): A TPA is not a party
to the contract of Insurance. They serve as a bridge between
the health care, Insurer and Insured. It is a one point of
contact for policy holder or an easy access point to claim the
benefits from Insurance company. The TPAs are required to
maintain all the records pertaining to the individual and group
covered by the medical Insurance. At times, they may also
settle the claims.

2. Preferred Provider Organisations (PPOs): PPOs are the
organisations that enter into the agreement with select
healthcare Insurers to offer healthcare services to their clients.
They provide at the rates that are lower than the prescribed
rate in return for prompt and timely payments.

3. Health Maintenance Organisations (HMOs): A
combination of TPAs and PPOs is HMO. It is an organization
that provide comprehensive and wide range of health care
services to the policy holder at a prescribed fee.
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