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1.0

LEARNING OBJECTIVES

After studying this unit, you will be able to know
 The development of the Indian insurance sector.
 The provisions of the General Insurance Business (Nationalization) act 1972.
1.1

INTRODUCTION

In this chapter, you will learn about the growth and development of the insurance
sector in India from the early stage till the recent developments. This unit explains
how the general insurance business and life insurance business evolved and developed
in India. It also explains how the insurance business was nationalized and then reforms
were initiated and the sector was once again opened up to private sector participation.
History of Insurance in India
In India, insurance has a deep-rooted history and it finds mention in the writings of
Manu (Manusmrithi), Yagnavalkya (Dharmasastra) and Kautilya (Arthasastra). The
writings talk in terms of pooling of resources that could be re-distributed in times of
calamities such as fire, floods, epidemics and famine. This was probably a pre-cursor
to modern-day insurance. Ancient Indian history has preserved the earliest traces of
insurance in the form of marine trade loans and carriers’ contracts. Insurance in India
has evolved heavily drawing from other countries, England in particular.
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1.2

GROWTH AND DEVELOPMENT OF THE INSURANCE INDUSTRY
IN INDIA

The Constitution of India is federal in as much there is a division of powers between
the Centre and the States. Insurance is included in the Union List, wherein the subjects
included in this list are of the exclusive legislative competence of the Centre. The
Central Legislature is empowered to regulate the insurance industry in India and hence
the law in this regard is uniform throughout the territories of India.
Stages in the development of life insurance
The growth and development of the Indian insurance industry have gone through
below distinct stages.
 Bombay Life Assurance Company in 1823, the Madres Equitable Life
Insurance Society in 1829 and it had begun transacting life insurance business
in the Madras Presidency and Oriental Life Assurance Company in 1874.
 However, till the establishment of the Bombay Mutual Life Assurance Society
in 1871, Indians were charged an extra premium of up to 20% as compared to
the British.
 This era, however, was dominated by foreign insurance offices which did good
business in India, namely Albert Life Assurance, Royal Insurance, Liverpool
and London Globe Insurance and the Indian offices were up for hard
competition from the foreign companies.
 Presently 24 life insurers including one public sector and 23 private players are
available in the market.
Stages in the development of non-life insurance in India
 General insurance also has its origins in the United Kingdom.
 The first general insurance company, Triton Insurance Company Ltd. was
promoted in 1850 by British nationals in Calcutta.
 The first general insurance company established by an Indian was Indian
Mercantile Insurance Company Ltd. in Bombay in 1907.
 The Insurance Act, 1938 along with various amendments over the years
continues till date to be the definitive piece of legislation on insurance and
controls both life insurance and general insurance.
 General insurance, in turn, has been defined to include “fire insurance
business”, “marine insurance business” and “miscellaneous insurance
business”, whether singly or in combination with any of them.
 Presently 29 non-life insurers including 4 public sectors, one Agriculture
insurer, one export credit guarantee corporation, five stand-alone health
insurers and 18 private insurers are in the insurance market.
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Nationalisation of the insurance business in India
 On January 19, 1956, the management of the life insurance business of two
hundred and forty-five including 154 Indian and 16 foreign insurers and 75
provident societies. Then operating in India was taken over by the Central
Government. The LIC had a monopoly till the late 90s when the Insurance
sector was reopened to the private sector.
 The Life Insurance Corporation (“LIC”) was formed in September 1956 by the
Life Insurance Corporation Act, 1956 (“LIC Act”) which granted LIC the
exclusive privilege to conduct life insurance business in India.
 However, an exception was made in the case of any company, firm or persons
intending to carry on life insurance business in India in respect of the lives of
“persons ordinarily resident outside India”.
 The GIC was established by the Central Government under the provisions of
the Companies Act, 1956 (“Companies Act”) in November 1972 and it
commenced business on January 1, 1973.
 Before 1973, there were a hundred and seven companies, including foreign
companies, offering general insurance in India. These companies were
amalgamated and grouped into four subsidiary companies of GIC viz.





The oriental insurance company ltd.
The united India assurance company ltd.
The national insurance company ltd.
The new India assurance company ltd.

Insurance Sector Reforms
 In 1993, the Govt of India appointed R. N. Malhotra Committee to lay down
a road map for opening up the insurance sector to private sector participation.
 While the committee submitted its report in 1994, the enabling legislation was
passed in the year 2000, amending the Insurance Act of 1938 and legislating
the IRDAI Act of 2000.
 The same year the newly appointed insurance regulator IRDAI started issuing
licenses to private life insurance companies formed and registered under the
Companies Act 1950 to be set up with the sole purpose of carrying out Life
Insurance Business, General Insurance Business and Reinsurance Business.
 As per the FDI norms, foreign participation in an Indian insurance company
was restricted to 26% equity/ordinary sharing capital with the balance being
funded by Indian promoter entities. In April 2015 the Reserve Bank of India
notified the government’s decision to raise foreign direct investment (FDI)
lone in the insurance sector to 49.
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1.3

INSURANCE ASSOCIATION
COMMITTEES

OF

INDIA,

COUNCILS

AND

Insurance Association of India
All insurers and provident societies incorporated or domiciled in India were members
of the Insurance Association of India (“Insurance Association”) and all insurers and
provident societies incorporated or domiciled elsewhere than in India were associate
members of the Insurance Association.
There are two councils of the Insurance Association, namely
 The Life Insurance Council
 The General Insurance Council
Life Insurance Council
It connects various stake holder of the insurance sector. The council can co-ordinate
among government bodies, regulatory and others. On the other hand, it’s the mirror
of the insurance industry.
It Constituted under Sec.64C of the Insurance Act 1938, the Life Insurance Council
functions through several sub-committees and includes all life insurance companies in
India. In total, 24 life insurers offer a variety of traditional and new innovative
products.
The objective to play a complementary & significant role in transforming India's life
insurance industry into a trustworthy, profitable, vibrant sector to help citizens into
their growth to prosper.
The mission of the life insurance council
 To liaison with government and others for smooth operation.
 It helps for awareness and insurance education throughout the country.
 It takes steps to enhance research and development in the industry.
 It enables India for global exposer.
General Insurance Council
The insurance industry has transformed considerably since the establishment of the
Insurance Regulatory and Development Authority of India. The Industry is poised for
radical evolution in times to come due to changes in the overall economic
environment, it's bearing on the financial sector and the related need for risk
management. The General Insurance Council recognizes its role in the changing
business environment by articulating the following vision and mission for the industry.
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The General Insurance Council’s Vision:
 A sustainably profitable and growing non-life insurance industry in India.
 An industry trusted and recognized as contributing to society and the economy.
 An economic and public policy climate conducive to a flourishing industry.
 A body (GI Council) recognized as providing active leadership and an
authoritative collective voice for the non-life insurance industry in India.
The GI Council's mission:
To provide leadership on issues having a bearing on the industry's collective strength
and image and to shape and influence decisions made by the Government, regulator
and other public authorities, within the country, to benefit the industry collectively.
The General Insurance Council, through its Executive Committee, may fix the limits
by which the actual expenses of management incurred by an insurer carrying on a
general insurance business may exceed the limits as prescribed in the Insurance Act.
GI Council will provide other services to member companies (such as an active role
in the management of commercial vehicle third party liability motor pool) which
benefit the industry collectively; which support the mission; which can be provided
without the diversion of resources from the core functions; and which cannot be done
more effectively by any other body.
1.4

GENERAL INSURANCE BUSINESS (NATIONALISATION) ACT,
1972 (GIBNA)

The General Insurance Corporation of India (GIC) was formed as a Government
company under sub-section (1) of Section 9 of the General Insurance Business
(Nationalisation) Act, 1972 (GIBNA, 1972) and it commenced business from January
1, 1973. The purpose of the establishment of GIC as a holding company of the four
operating (subsidiary) companies, as stated in the General Insurance Business
(Nationalisation) Act, was superintending, controlling and carrying on the business of
general insurance.
Functions of GIC
GIC can function in the said Act are as follows:
 General insurance business as deemed desirable;
 Setting up standards of conduct and sound practice in the general insurance
business and in rendering efficient customer service;
 Acquiring companies in the matter of controlling their expenses including the
payment of commission and other expenses;
 Advising the acquiring companies in the matter of the investment of funds;
 Issuing directions to acquiring companies about the conduct of general
insurance business.

5

Provisions of the Act
It has also been stated in the General Insurance Business (Nationalisation) Act that
GIC shall keep in mind the desirability of encouraging competition among the
subsidiary companies as far as possible to make their services more efficient. Though
the concept of holding a company in the public sector was new at that time, the role
assigned to GIC and the need for competition among the four subsidiaries were
brought out in the Act itself. On the formation of the GIC, the shares of the Indian
insurance companies, which vested in the Central Government, were transferred to the
GIC and all the Indian insurance companies became the subsidiaries of the
Corporation. Under the schemes framed under GIBNA, 1972, the Indian insurance
companies got merged into one another and ultimately four Indian companies were
left, namely,
 The oriental insurance company ltd.
 The united India assurance company ltd.
 The national insurance company ltd.
 The new India assurance company ltd.
The 4 companies were so situated as to promote competition among them so that
effective services in the field of general insurance are rendered by them in all parts of
India.
The Insurance Regulatory and Development Authority of India Act (IRDAI) Act, 1999
incorporated a new sub-clause in section 2 of the Insurance Act, 1938 under which an
Indian Insurance company can carry on life insurance business or general insurance
business or re-insurance business. The Insurance Act, 1938 also defines the expression
“Indian re-insurer” to mean an insurer, who carries on exclusive re-insurance business
and is approved on this behalf by the Central Government.
GIC was designed as the Indian reinsurer to which all the domestic insurers were
obliged to cede 20% of gross direct premium in India [presently it is 5%].To ensure
retention of maximum business in the country and to secure the best terms from
foreign reinsurers, GIC and its subsidiaries have a common programme for
reinsurance cessions. All the four General Insurance companies became independent
insurers delinked from GIC.
The ceasing of the underwriting of civil aviation and crop insurance business by GIC
was dealt with administratively, it has delinked GIC from its subsidiaries by making
necessary amendments in GIBNA, 1972.
With the enactment of GIBNA in the year 1972, the share capital of insurance
companies that stood transferred to and vested in the Central Government was
immediately transferred to and vested in GIC. The Bill transfers back to the Central
6

Government, the share capital of the subsidiary companies [Vested in GIC] by making
necessary amendments in GIBNA, 19726. The Committee observes that to prevent the
flight of capital from India in the form of reinsurance premium and to ensure the
development of our strength and resources to retain the risks within the country itself,
General Insurance Corporation has been made to operate only in the reinsurance arena.
1.5

LET US SUM UP

 The Central Legislature is empowered to regulate the insurance industry in India
and hence the law in this regard is uniform throughout the territories of India.
 Oriental Life Insurance Company in 1818 in Calcutta was the first life insurance
company to start operations in India.
 The first statutory measure in India to regulate the life insurance business was in
1912 with the passing of the Indian Life Assurance Companies Act, 1912
 The first general insurance company established by an Indian was Indian
Mercantile Insurance Company Ltd. in Bombay in 1907
 In 1956 the life insurance business was nationalised and the operations of
companies were merged to form the Life Insurance Corporation (LIC) of India.
 With the introduction of the General Insurance Business (Nationalisation) Act,
1972, the general insurance business was nationalised.
 General Insurance Corporation (GIC) was formed in 1972 and was made the
holding company of 4 PSU general insurance companies. The operations of all
general insurance companies were merged into these 4 companies.
 In the year 2000 reforms were initiated by the Government and the IRDAI was
formed and the insurance sector was liberalised and opened up to private sector
participation. As per current rules, Foreign Direct Investment (FDI) up to 49 % is
allowed in the insurance sector.
 The Insurance Association of India (IAI) has two councils: Life Insurance Council
and General Insurance Council.
 As part of the reforms process, GIC was delinked from its 4 subsidiaries and was
converted into a re-insurance company. The ownership of the 4 subsidiaries was
passed on to the Central Government.
 Moreover, there are 5 private sector insurers are registered to underwrite policies
exclusively in Health, Personal Accident and Travel insurance segments. They
are Star Health and Allied Insurance Company Ltd, Apollo Munich Health
Insurance Company Ltd, Max Bupa Health Insurance Company Ltd, Religare
Health Insurance Company Ltd and Cigna TTK Health Insurance Company Ltd.
 Insurance Laws (Amendment) Act, 2015 provides for enhancement of the Foreign
Investment Cap in an Indian Insurance Company from 26% to an Explicitly
Composite Limit of 49% with the safeguard of Indian Ownership and Control.
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 Insurance penetration of India i.e. Premium collected by Indian insurers is 3.30%
of GDP in FY 2014-15. Per capita premium underwritten i.e. insurance density in
India during FY 2014-15 is US$ 55.0.
1.6
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1.8

KEYWORDS
FDI: A foreign direct investment is an investment in the form of a controlling
ownership in a business in one country by an entity based in another country.
IRDAI: The Insurance Regulatory and Development Authority of India is a
regulatory body under the jurisdiction of the Ministry of Finance, Government of
India and is tasked with regulating and promoting the insurance and re-insurance
industries in India.
General Insurance: general insurance is a short term contract, which needs to be
renewed every year. In life insurance, the sum assured is paid, either on the
happening of the event or the on the maturity of the term.
GIBNA: General Insurance Business Nationalisation Act
FURTHER READINGS
M.N. Mishra: Insurance Principles and Practice, S. Chand & Company Ltd, Delhi.
Indian Institute of Bankers (Pub) Commercial Banking Vol-I/Vol-II (part
I&II) Vol- III.
Hota P.K., and Das S.K. Financial Literacy and Banking, Kalyani Publishers
Dr P. Periasamy: Principles and Practice of Insurance, Himalaya Publishing
House, Delhi.
Mishra S. Banking Law and Practice – S Chand
Prasad – Banking Insurance – Vikash Publication
Inderjit Singh, Rakesh Katyal& Sanjay Arora: Insurance Principles and Practices,
Kalyani Publishers, Chennai.
G. Krishnaswamy: Principles & Practice of Life Insurance
Kothari &Bahl: Principles and Practices of Insurance.
MODEL QUESTIONS

Q1: What are the functions of the general insurance council?
Q2: Write on the mission and vision of the life insurance council.
Q3: Give a brief note on the nationalization of the Insurance business in India.
Q4: Briefly discuss the growth and development of the Insurance Industry in India
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2.0

LEARNING OBJECTIVES

After studying this unit, you will be able to know :
 The purpose of forming the IRDAI and explain the duties, powers and
functions of the IRDAI.
 The Acts governing the insurance business in India.
 The code of conduct applicable to Agents, Corporate Agents and Brokers.
 The regulation for Intermediaries.
 The registration of insurance companies
 Various regulations related to life and general reinsurance & Cross Border
Reinsurers
2.1

INTRODUCTION

For the smooth and orderly functioning of the insurance business in India, the
Government of India has enacted the Insurance Act, 1938 and the Insurance
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Regulatory and Development of India (IRDAI) Act, 1999. The Insurance Councils are
formed u/s 64C of the Insurance Act,1938. Insurance Regulatory and Development
Authority of India (IRDAI) is a national agency of the Government of India. In this
chapter, we will learn about the various powers of these institutions. This chapter will
also help you understand the various functions carried out by these institutions.
2.2










DUTIES, POWERS AND FUNCTIONS OF IRDAI
Insurance is a promise of compensation (Claim) for specific potential future losses
in exchange for a periodic payment (Premium). It allows one entity (Insured) to
transfer its risk to another entity (Insurer) for a payment called the premium.
Insurance is a tool of risk management. It is used to protect the financial wellbeing of the insured. The insurer, in exchange for payments from the insured,
agrees to reimburse the losses of the insured on the occurrence of a specific event,
covered in the said insurance policy.
Insurance is an agreement by which one party called the ‘insured’ pays a
stipulated consideration called ‘premium’ to the other party called the ‘insurer’,
in return for which the insurer agrees to pay a defined amount of money or provide
a defined service if a covered event occurs during the policy term.
An insurer is a company selling insurance; an insured (i.e. policyholder) is a
person or entity buying the insurance policy, premium is the payment made by
the insured to the insurer and claim is the compensation that is paid if the insured
event occurs during the policy term.
There is a delicate financial relationship between the insurer and the insured. It
has made insurance a highly regulated industry across the world.

Insurance Regulatory and Development Authority of India (IRDAI)
Insurance Regulatory and Development Authority of India (IRDAI) was formed by
the Government of India by passing the IRDAI Act, 1999 in the parliament. IRDAI is
the National agency of the Government of India for the Indian insurance industry. It
is created for the supervision and development of the insurance sector in India.
The Preamble of the IRDAI Act states the mission of IRDAI which is “to provide for
the establishment of an Authority to protect the interests of holders of insurance
policies, to regulate, promote and ensure orderly growth of the insurance industry and
for matters connected therewith or incidental thereto. IRDAI Act led to the amendment
of the Insurance Act, 1938, the Life Insurance Corporation Act, 1956 and the General
Insurance Business (Nationalisation) Act, 1972.”
Composition of IRDAI
The Authority consists of the following members:
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(a) A Chairperson;
(b) Not more than five whole-time members; and
(c) Not more than four part-time members.
These members are appointed by the Central Government from amongst persons of
ability, integrity and standing who have knowledge or experience in life insurance,
general insurance, actuarial science, finance, economics, law, accountancy,
administration or any other discipline which would, in the opinion of the Central
Government, be useful to the Authority.
The Central Government shall, while appointing the Chairperson and the whole-time
members, ensure that at least one person each is a person having knowledge or
experience in life insurance, general insurance or actuarial science respectively.
IRDAI is situated in Hyderabad. Its website address is www.irda.gov.in
Purpose of forming the IRDAI
 To protect the interest of and secure fair treatment to policyholders;
 To bring about speedy and orderly growth of the insurance industry (including
annuity and superannuation payments), for the benefit of the common man,
and to provide long term funds for accelerating growth of the economy;
 To set, promote, monitor and enforce high standards of integrity, financial
soundness, fair dealing and competence of those it regulates;\
 To ensure speedy settlement of genuine claims, to prevent insurance frauds
and other malpractices and put in place effective grievance redressal
machinery;
 To promote fairness, transparency and orderly conduct in financial markets
dealing with insurance and build a reliable management information system to
enforce high standards of financial soundness amongst market players;
 To take action where such standards are inadequate or ineffectively enforced;
To bring about the optimum amount of self-regulation in the day-to-day
working of the industry consistent with the requirements of prudential
regulation.
 To ensure that insurance customers receive precise, clear and correct
information about products and services and to make them aware of their
responsibilities and duties in this regard.
Duties, Powers and functions of the IRDAI Section 14 of IRDAI Act, 1999 lays
down the duties, powers and functions of IRDAI.
 Subject to the provisions of this Act and any other law for the time being in
force, the Authority shall have the duty to regulate, promote and ensure orderly
growth of the insurance business and re-insurance business.

11



Without prejudice to the generality of the provisions contained in sub-section
(1), the powers and functions of the Authority shall include.
o The issue to the applicant a certificate of registration, renew, modify,
withdraw, suspend or cancel such registration;
o Protection of the interests of the policy holders in matters concerning
assigning of policy, nomination by policy holders, insurable interest,
settlement of insurance claim, surrender value of the policy and other
terms and conditions of contracts of insurance;
o Specifying requisite qualifications, code of conduct and practical
training for intermediary or insurance intermediaries and agents
o Specifying the code of conduct for surveyors and loss assessors;
o Promoting efficiency in the conduct of insurance business;
o Promoting and regulating professional organisations connected with
the insurance and re-insurance business;
o Levying fees and other charges for carrying out the purposes of this
Act;
o Calling for information from, undertaking inspection of, conducting
enquiries and investigations including audit of the insurers,
intermediaries, insurance intermediaries and other organisations
connected with the insurance business;
o Control and regulation of the rates, advantages, terms and conditions
that may be offered by insurers in respect of general insurance business
not so controlled and regulated by the Tariff Advisory Committee
under section 64U of the Insurance Act, 1938 (4 of 1938);
o Specifying the form and manner in which books of account shall be
maintained and statement of accounts shall be rendered by insurers and
other insurance intermediaries;
o Regulating investment of funds by insurance companies;
o Regulating the maintenance of margin of solvency;
o Adjudication of disputes between insurers and intermediaries or
insurance intermediaries;
o Supervising the functioning of the Tariff Advisory Committee;
o Specifying the percentage of premium income of the insurer to finance
schemes for promoting and regulating professional organizations
referred to in clause (f);
o Specifying the percentage of life insurance business and general
insurance business to be undertaken by the insurer in the rural or social
sector; and
o Exercising such other powers as may be prescribed.

Regulations issued by IRDAI
The list of Regulations may be amended as follows:
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In exercise of the powers under the Act the IRDAI has in consultation with the
Insurance Advisory Committee made various regulations and amended them
subsequently as per requirement. Some examples of the regulations are given
below:
 IRDAI (Insurance Advertisements and Disclosure) Regulations, 2000
 IRDAI (Registration of Indian Insurance Companies) Regulations 2000
 IRDAI (General Insurance --Reinsurance) Regulations 2000amended in
2016 IRDAI (Assets,
Liabilities and
Solvency
Margins
of
Insurers) Regulations,2000 amended in 2016 for Life & General
separately
 IRDAI (Licensing of Insurance Agents) Regulations, 2000amended in
2016 as Appointment of Agents
 IRDAI (Actuarial Report and Abstract) Regulations, 2000; IRDAI
(Appointed Actuary) Regulations 2017
 IRDAI( Obligations of Insurers to Social sector) Regulations'
2000amended in 2015
 IRDAI (Investment) Regulations, 2000amended in 2016
 Insurance Surveyors and Loss Assessors (Licensing, Professional
Requirement amended as IRDAI Regulations 2015
 IRDAI (Life Insurance -Reinsurance) Regulations, 2000amended in
2015
 IRDAI (Third Party Administrators -Health Services) Regulations,
2001amended in 2016
 IRDAI(Insurance Brokers) Regulation' 2002amended in 2013
 IRDAI (Licensing of Corporate Agents) Regulations 2002amended
Registration of Corporate Agent Regulations 2015
 IRDAI ( Micro-Insurance ) Regulations' 2005amended in 2015
 IRDAI (Non-Linked Insurance Products) Regulations, 2013
 IRDAI (Linked Insurance Products) Regulations, 2013
 IRDAI (Health Insurance) Regulations, 2013
 IRDAI (Places of Business) Regulations, 2013
 IRDAI (Web Aggregators) Regulations, 2013 amended 2017
 IRDAI (registration of insurance marketing firms) Regulations 2015
 IRDAI (Lloyd’s India) Regulations, 2016
 IRDAI (Issuance of e-insurance policies) Regulations, 2016
2.3

ACTS GOVERNING THE INSURANCE BUSINESS IN INDIA

Motor Vehicles Act, 1988
The Motor Vehicles Act 1988, replaces the M.V Act 1939 and it came into force on
01/07/1989.
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Chapter (XI) provides for compulsory insurance of motor vehicles. According to this
Act, no motor vehicle can be used in a public place unless there is in force about that
vehicle a policy of insurance issued by an authorized insurer.
This policy is required to cover the insured’s liability in respect of death or bodily
injury of certain persons (e.g. third parties, fare-paying passengers, paid drivers, etc)
and damage to property of third parties. The limits of liabilities required to be covered
are also prescribed in the Act.
The Motor Vehicle Act also provides for the constitution of Motor Accidents Claims
Tribunals (MACT) by the State Governments. The object of this amendment is to
ensure speedy settlement of claims of persons involved in Motor Vehicle Accidents.
The procedure adopted by these Tribunals is simple and fast, the Court fee is nominal
and hence the procedure is not expensive.
The Motor Vehicles (MV) Act, 1988 mandates payment of compensation to the
victims of accidents arising out of the use of a motor vehicle or motor vehicle, in public
places by the owner or owners, as the case may be.
The MV Act provides that no person shall use a motor vehicle in public places without
a policy of insurance complying with the requirements of the MV Act. In such a policy
of insurance, the insurer agrees to indemnify the user of the vehicles against the legal
liability to pay compensation payable to the victims (third parties) of accidents (death,
injury, disability, property damages, etc.) arising out of the use of the motor vehicle.
The compensation payable to the claimants is determined by the Motor Accident
Claims Tribunals (MACT) established under the MV Act.
The MV Act, 1988: Salient features
 No person shall use, except as a passenger, a motor vehicle in public places,
unless there is a policy of insurance complying with the requirements of the MV
Act, (Sec.146)
 The policy must be against any liability incurred by the insured in respect of
death or bodily injury to any person or damage to any property of a third party.
(Sec.147)
 The insurer can be made a party to the proceedings of the Motor Accident claims
tribunal sec (149).
 When a cover note issued by an insurer is not followed by a policy within the
prescribed time, the insurer is bound to notify the fact to the concerned
Registering Authority (Sec 147)
 A claimant is entitled to compensation of Rs 50,000 in cases of death of Rs
25,000 in the cases of injury without the burden of proof of fault on the part of
the vehicle owner. (Sec 140-No fault liability)
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 A claimant may either seek compensation under section 140-Liability without
Fault or based on the structured formula prescribed in the Act (Sect 163A)
 A claimant may at his option, approach the Tribunal having jurisdiction over the
area i) in which the accident occurred, ii) where he resides, iii) carries on
business or iv) where the defendant resides ( Sec 166)
 For victims of hit and run cases i.e. where the identity of the vehicle cannot be
ascertained the insurers are liable to pay the stipulated compensation from the
Solatium Fund (sec 161)
 The Tribunal may direct payment to interest on the award at the rates and from
the date specified by it. (Sec.171)
 The Tribunal shall arrange to deliver copies of the award to the parties concerned
within fifteen days from the date of award( Sec. 168)
 The person liable to satisfy the award shall do so within thirty days of the
announcement of the award (Sec 168)
Employee’s State Insurance Act, 1948
The Employees; State Insurance Act, 1948 has been described as an Act “to provide
for certain benefits to employees in cases of sickness, maternity and employment
injury and to make provisions for certain other matters in relation thereof”. Under the
Act, the Employees’ State Insurance Corporation has been set up to administer the
Insurance Scheme.
The Scheme applies to industrial employees as defined in the Act. The Act operates in
certain industrial areas as notified by the Government from time to time. It is intended
that the Act will be eventually extended to all industrial areas in the country. Under
the scheme, a fund is maintained consisting of contributions from the employees,
employers and the Government. From this fund the following expenses are met:
i.
Sickness benefit, maternity benefit, disablement benefit, dependents’ benefits
(death), medically treatment.
ii. Establishment and maintenance of hospitals, dispensaries, etc. for the benefit
of the insured persons and their families.
iii. Administration of the Scheme.
Public Liability Insurance Act, 1991
An Act to provide for public liability insurance to provide immediate relief to the
person affected by accident occurring while handling any hazardous substance and for
matters connected therewith or incidental thereto was introduced in 1991. The Act
gives relief on principles of No-Fault.
(Note: under common law compensation is required to be paid to the claimant only if
fault or negligence of the wrongdoer is found)
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Where the death of or injury to any person (other than a workman or damage to any
property has resulted from an accident, whilst handling hazardous substances, the
owner shall be liable to give the following relief for such death, injury or damage.
i.
Reimbursement of medical expenses incurred up to a maximum of Rs.
12,500/- in each case,
ii.
For fatal accidents the relief will be Rs. 25,000 per person in addition to
reimbursement of medical expenses, if any, incurred on the victim up to a
maximum of Rs. 12,500/For permanent total or permanent partial disability or other injury or sickness, the
relief will be
(a) reimbursement of medical expenses incurred, if any, up to a maximum of
Rs. 12,500/- in each case and
(b) cash relief based on a percentage of disablement as certified by an authorized
physician, The relief for total permanent disability will be Rs.125,000/2.4

CODE OF CONDUCT APPLICABLE TO INTERMEDIARIES AGENTS, CORPORATE AGENTS AND BROKERS

This chapter gives a comparison and brief explanations of IRDAI regulations related
to various intermediaries i.e insurance Agents, Corporate Agents, Brokers in a tabular
form and Surveyors, TPA Health Services, Web Aggregators, CSC-SPV, Insurance
Repositories, Insurance Marketing firms those presently providing their services to
Insurance Industry, in next section. The channels of distribution are broadly slotted
into 3 categories based on the policy holders they serve, the relationship with the
Insurer and the range of products they sell namely
i)
Insurance Brokers,
ii)
Insurance Agents
Other insurance Intermediaries namely Corporate Agents, Web Aggregators,
Insurance Marketing Firm, CSC-SPV, Point of Salesperson (PoS). For a detailed
explanation, you can obtain the Code of Conduct applicable to the insurance
intermediaries from the IRDAI website (www.irda.gov.in).
Insurance Broker Licensing
 Direct broker Licensed by the Authority to act as such, for remuneration carries
out the functions as specified under Regulation 3 either in the field of life
insurance or general insurance or both on behalf of the clients.
 Reinsurance Broker An insurance broker who, for remuneration, arranges
reinsurance for direct insurers with insurance and reinsurance companies.
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Composite Broker An insurance broker who for the time being licensed by the
Authority to act as such, for remuneration arranges insurance for its clients with
insurance companies and/or reinsurance for its client/s.

Status of applicant
The Insurance Broker licence can be granted to proprietor / proprietary concern, a
partnership firm, a company formed under the Companies Act, 1956, a Cooperative Society registered under the Co-operative Society Act, 1912 or under any
law for the registration of co-operative societies; or any other person recognized by
the Authority to act as an insurance broker.
Corporate Agent
A corporate agent needs to be registered with the IRDAIA corporate agent can act as
an agent for a maximum of three life/general/health insurers. “Composite Corporate
Agent” means a Corporate Agent to act as an insurance agent to a maximum of 3 life
and general and/or health insurers.
Status of Applicant
 a firm; or
 a company formed under the Companies Act, 1956 (1 of 1956); or
 a banking company as defined in clause (4A) of Section 2 of the Act; or
 a corresponding new bank as defined under clause (d(a)) of sub-section (1)
of Section 5 of the Banking Companies Act, 1949 (10 of 1949); or
 a regional rural bank established under Section 3 of the Regional Rural
Banks Act, 1976 (21 of 1976); or
 a co-operative society including a co-operative bank, registered under the
Co-operative Societies Act, 1912 or under any law for the registration of cooperative societies; or
 a panchayat or local authority; or
 a Non-Governmental organisation or a micro-lending finance organisation
covered under the Co-operative Societies Act, 1912 or a Non-Banking
Financial Company registered with the Reserve Bank of India; or
 any other institution or organisation which on an application to the Authority
is specifically approved by the Authority. The corporate Agent to have a
minimum net worth of Rupees fifty lakhs.
Agent
No License is required “Composite Insurance Agent” means an Insurance Agent who
holds a license to act as an insurance agent for a life insurer, a general insurer and a
health insurer.
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Status of applicant
IRDAI has left the matter to the decision of the insurers to decide upon the minimum
educational qualification for recruitment of the agents.
Functions of Broker, corporate Agent & Agent.
The functions of an Insurance Broker are specifically given in the Regulations which
include apart from placing business, risk management, consultancy, assisting in
claims, marinating underwriting and claims records. The corporate agent identifies
himself/herself with the insurance company of whom he/she is a representative and
follows the code of conduct given in Regulations. The individual agent identifies
himself/herself with the insurance company of whom he/she is a representative and
follows the code of conduct
Qualifications
Principal Officer who possesses the minimum qualification and Insurance Broker
Examination is the chief executive officer of the Broking Company to exclusively
carry out the functions of an insurance broker. Corporate Insurance Executive or the
chief executive represents corporate agent and should undergo practical training and
is responsible for soliciting and procuring business. Individual agents who received
practical training and passed the examination can solicit and procure business for the
insurance company.
Disqualifications
The applicant for the Insurance Broker application shall not suffer from any of the
disqualifications specified under Sub Section (5) of Section 42D of the Insurance Act.
The corporate agents and individuals agents shall not suffer from disqualifications
under Section 42 of the Insurance Act.
Training & Examinations
The Principal Officer and persons soliciting and procuring business shall undergo at
least 50/25hours of theoretical and practical training from an institution recognized by
the Authority and pass an exam, at the end of the period of training conducted by the
Insurance Institute of India, Mumbai and Examination body are National Insurance
Academy, Pune. **IRDAI Circular -IRDA/INT/CIRff&E/136/07/2016 13th July,
2016 The practical training and passing of the pre-recruitment examination are to be
completed by the applicant for corporate agents. The practical training 50/25 hours
and examination requirements are given under Regulation 5. And Training Body is
Insurance Institute of India, Mumbai and Examination Body is Insurance Institute of
India, Mumbai Similar provisions are applicable for individual agents and training
duration is 25 hours (fresh) and Nil for Renewal as these requirements are as
mentioned in Regulations 5. And Training body is the Insurance Co. of Agent and
Exam conducting Body is the Insurance Institute of India, Mumbai.
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Capital Requirement
The applicant seeking to become an insurance broker shall have a minimum amount
of capital requirement:
 Direct Broker capital –Rs. 75 lakhs
 Reinsurance Broker capital –Rs. 400 lakhs
 Composite Broker capital–Rs. 500 lakhs.“Equity Capital requirement/net
worth for corporate agents is fifty lakhs at all times”
Validity of License
A licence once issued shall be valid for 3 years from the date of its issue, “Registration
valid for three years”. Not Applicable for an agent.
Remuneration (Regulation 26)
No insurance broker shall be paid or contract to be paid by way of remuneration
(including royalty or license fees or administration charges or such other
compensation), an amount exceeding prescribed under Regulation 19. Every
Corporate Agent shall be paid a commission as per provisions of Section 40A of the
Act. “The payment of remuneration to or receipt of remuneration by a corporate agent
shall be governed by the regulations notified in this behalf by the Authority from
time”. Every Agent shall be paid a commission as per provisions of Section 40 as
amended from time to time.
Maintenance of books of accounts, records etc.
(Regulation 34)
Every insurance broker shall prepare for every accounting year annual accounts and
submit them to the Authority. They shall also furnish to the Authority a half-yearly
un-audited financial statement containing details of performance, financial position
etc., along with a declaration confirming the fulfilment of requirements of capital by
the provisions of Regulation 10 and deposit requirements by the provisions of
Regulation 22.
The corporate agent / individual agent who is corporate entities may follow the rules
of the Company Act and prepare their accounts except the following:
A corporate agent incorporated exclusively for insurance intermediation is required to
prepare the account books comprising of the Balance sheet, Profit & Loss Account,
statement of cash/fund flow and any additional statements required by the authority
for each financial year (April to March). The copy of the audited statements with the
auditor's report is to be sent to the Authority before 30th September for each financial
year. Corporate agents whose principal business is other than insurance shall maintain
segment-wise reporting capturing the revenues received from insurance
intermediation and other income from insurers”.
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Membership
Every insurance broker shall confirm that it is a member of the Insurance Brokers
Association of India. There is no such mandatory provision for corporate agents /
individual agents.
Needs of a prospective client
The insurance agent and the broker have a responsibility to take into account the needs
of the prospective buyer while giving advice. This responsibility is reflected in the
following provisions:
(a) IRDAI Regulations for Agents / Corporate Agents Regulation 8(1)(c) of
IRDAI Licencing of Insurance Agents Regulations, 2000 and Regulation
7(2)(c) of IRDAI Licensing of Corporate Agents Regulations 2002, stipulate
“Every insurance agent disseminate the requisite information in respect of
insurance products offered for sale by his insurer and take into account the
needs of the prospect while recommending a specific insurance plan.”The
agent should gather all information from the prospect and analyse his
requirement through a process called ‘Fact Finding’ and then accordingly
recommend a product that best suits the client’s requirement.
(b) IRDAI regulations for brokers Under the Code of Conduct prescribed by
IRDAI regulations for brokers it is stated that “Every insurance broker shall
ensure that the policy proposed is suitable to the needs of the prospective
client”. Hence, the intermediaries should take into account the needs of a
prospect before recommending a particular insurance policy/product.
2.5

REGULATIONS FOR INTERMEDIARIES

Regulations of the functioning of Web Aggregators compile and provide information
about insurance policies of various companies on a website. Brief relevant information
(Web Aggregators) Regulations, 2013 amended 2017 [for details refer
www.irda.gov.in]
 The Principal Officer of the Web Aggregator should have gone 50 hours of
training initially and 25 hours of renewal training at the end of every three
years thereafter.
 The
Principal
Officer/Directors/Promoter(s)/Shareholders/Partners/KeyManagement
Personnel should fulfil the conditions in the FIT and PROPER criteria notified
by the authority from time to time.
 The web aggregator should not have violated the obligations as specified in
Schedule VI and the code of conduct as specified in Schedule VII to these
regulations. The Authority thinks that the grant of the license will be in the
interest of policyholders.
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2.5.1 Regulation for Intermediaries- Insurance Marketing Firm.
A new distribution channel – Insurance Marketing Firm is an entity registered by the
Authority to solicitor procure insurance products as specified in regulation3 (a) of
these regulations, to undertake insurance service activities as specified in regulation
3(b) of these regulations and to distribute other financial products as specified in
regulation 3(c) of these regulations by employing individuals licensed to market,
distribute and service such other financial products.
"Insurance Sales Person" (ISP) is an individual employed by an Insurance Marketing
Firm to solicit or procure insurance products and who holds a valid certificate issued
by the Authority for the same.
Explanation:
For these Regulations, the Insurance Marketing Firm shall undertake the insurance
servicing activities in respect of only those insurance companies with whom they have
an agreement for soliciting or procuring insurance products; Marketing of other
financial products through the FSE engaged by the Insurance Marketing Firm namely:
Mutual funds of mutual fund companies regulated by SEBI;
Registration of Insurance Marketing Firm
Application for grant of Registration to Insurance Marketing Firm:
An Applicant desiring to obtain a Registration to act as an Insurance Marketing Firm
shall follow the following procedure:
 Submit an application to the Authority in Form A as specified in these
Regulations.
 Remit the non-refundable application fees of five thousand rupees plus
applicable tax along with the application for grant of registration.
 Submit all the necessary documents as mentioned in detail in the application
Form-A along with the declaration of principal officer/directors/managing
partners satisfying the fit & proper criteria in the prescribed form or as may
be additionally prescribed by the Authority.
 Submit a copy of the Insurance Marketing Firm Exam pass Certificate of the
Principal Officer and the ISPs proposed to be engaged by the Insurance
Marketing Firm.
 Submit a copy of the surveyors and loss assessor license of the person proposed
to be employed by the Insurance Marketing Firm, if the Insurance Marketing
Firm proposes to undertake any insurance survey and loss assessing
assignments.
 Submit a copy of the approved person certificate of the Insurance Repository
of the Insurance Marketing Firm.
 Submit a copy of the licenses or authorization or registration obtained by the
FSE proposed to be employed by the Insurance Marketing Firm issued by
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SEBI, RBI, PFRDA, and Post Office for the line of activity proposed to be
undertaken.
2.5.2 Understand the regulation for Intermediaries - CSC-SPV.
Common Services Centres Scheme - Special Purpose Vehicle" As per the CSC
Scheme policy, a Special Purpose Vehicle (SPV) has been formed, so that the
Government can progressively migrate to an e-Governance platform and enable
services through the CSC network. The CSC SPV which is named “CSC eGovernance Services India Ltd” has been incorporated under the Companies Act 1956
on 16th July 2009. The Company has also received the Certificate for Commencement
of Business on 12th August 2009. The shareholders of the SPV include the
Government of India through 1 Golden share, State Governments – up to 44.5 %
shares, SCAs - up to 44.5 % shares and Financial Institutions - up to 11 % shares.
The SPV is proposed to adopt various roles. At the basic level, the SPV is
conceptualized to monitor the CSC Scheme and its outcomes on behalf of the
Government at the National and State levels. In brief, key roles would include:
 Facilitating Government Outreach through CSCs
 Providing a standardized monitoring framework for collaborative decisionmaking process with State Governments and SCAs
 Catalyzing and maintaining content aggregation on an ongoing basis
 Enabling Government functioning through the CSCs
 Facilitating G2C Service Readiness
 Monitoring the outcomes being achieved by the CSC
 Building Capacity of all stakeholders
 Facilitating in Deployment of Services
 Looping Best Practices
2.5.3 Understand the regulation for Intermediaries-Point of Salesperson (POS).
To facilitate the growth of insurance business in the country and to enhance insurance
penetration and insurance density, the Authority as part of its developmental agenda
issues the following guidelines on “Point of Sales Persons”
 Scope and Applicability of these guidelines shall apply to “Point of Sales
Person” and those engaging “Point of Sales Person”.
 Definition
“Point of Sales Person” means an individual who possess the minimum qualifications,
has undergone training and passed the examination as specified in these guidelines
and solicits and markets only certain pre-underwritten products approved by the
Authority.
 Point of Sales Person
 Appointment of Point of Sales Person
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An insurance company or an insurance intermediary can engage a “Point of Sales
Person” to represent him. “Point of Sales Person” can represent an insurance company
or an insurance intermediary. Products solicited and marketed by “Point of Sales
Person” The “Point of Sales Person” can sell only the following pre-underwritten
product.
 Motor Comprehensive Insurance Package Policy for Two-wheeler, private car
and commercial vehicles.
 Third-party liability (Act only) Policy for Two-wheeler, private car and
commercial vehicles.
 Personal Accident Policy
 Travel Insurance Policy
 Home Insurance Policy
 Cattle/Live Stock
 Agricultural Pump Set Insurance
 Fire and Allied Peril Dwelling Insurance
 Crop Insurance (Government Insurance Schemes Such as Pradhan Mantri
Fasal Bima Yojana (PMFBY), Weather Based Crop Insurance Scheme
(WBCIS) & Coconut Palm Insurance Scheme (CPIS) without any limit on the
sum insured
 Government insurance schemes such as Pradhan Mantri Jeevan Suraksha Bima
Yojana (PMJSBY) without any limit on sum Insured.
 Pure Term Insurance Product with or without return of premium.
 Non-linked (Non-Participating) Endowment product
 Immediate Annuity Product
 Any other Policy specifically approved by the Authority.
Every policy sold through the “Point of Sales Person” shall be separately identified
and pre-fixed by the name “POS –(name of the product)”. The insurance company
shall file the product with the Authority under the file use guidelines for information.
2.5.4 Understand the regulation for Third Party Administrators (TPA)
Regulations on the functioning of Third Party Administrators (TPA )[(Third Party
Administrators-Health Services) Regulations, 2016]
Health insurance is any health plan that pools resources upfront by converting
unpredictable medical expenses into a fixed health insurance premium. It also
centralizes funding decisions on the health needs of a policyholder. This covers private
health plans as well as medical policies.
TPAs were introduced by the IRDAI in the year 2001. The core service of a TPA is to
ensure better services to policyholders. Their basic role is to function as an
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intermediary between the insurer and the insured and facilitate cashless service at the
time of hospitalisation.
Insurance companies (insurers) can now outsource their administrative activities,
including settlement of claims, to third party administrators, who offer such services
for a cost. The insurers remunerate the TPAs; hence, policyholders receive enhanced
facilities at no extra cost. Once the policy has been issued, all the records will be passed
on to the TPAs and all further correspondence of the insured will be with the TPAs
and not with the insurance companies.
Conditions of and Procedure for Licensing of TPA
Only a company with share capital and registered under the Companies Act, 1956 can
function as a TPA whose primary object shall be to carry on business in India as a
TPA in the health services, and on being licensed by the Authority, the company shall
not engage itself in any other business.
 The minimum paid-up capital of the company shall be in equity shares
amounting to Rs. 4 crores (Rupees Four crore only); Provided that existing
registered TPAs shall comply with this stipulation within one year from the
date of notification of these regulations i.e 14th March 2016
 At no point of time of its functioning the TPA shall have a working capital of
less than Rs. 1 crore;
 At least one of the directors of the TPA shall be a qualified medical doctor
registered with the Medical Council of India;
 The aggregate holdings of equity shares by a foreign company shall not at any
time exceed forty-nine per cent of the paid-up equity capital of a third party
administrator.
2.6

REGISTRATION OF INSURANCE COMPANIES

Every insurer seeking to carry out the business of insurance in India is required to
obtain a certificate of registration from the IRDAI before the commencement of
business. The pre-conditions for applying for such registration have been set out under
the Act of 1938, the IRDAI Act and the various regulations prescribed by the
Authority.
1. General Registration Requirements.
The following are some of the important general registration requirements that an
applicant would need to fulfil.
 The applicant would need to be a company registered under the provisions of
the Indian Companies Act, 1956. Consequently, any person intending to carry
on the insurance business in India would need to set up a separate entity in
India.
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The aggregate equity participation of a foreign company (either by itself or
through its subsidiary company or its nominees) in the applicant company
cannot exceed forty-nine per cent of the paid-up capital of the insurance
company. However, the Insurance Act and the regulations thereunder provide
for the manner of computation of such forty-nine per cent.
The applicant can carry on any one of the life insurance businesses, general
insurance business or reinsurance business. Separate companies would be
needed if the intent were to conduct more than one business.
The name of the applicant needs to contain the words” insurance company” or
“Assurance Company”

2. Capital Structure Requirements
The applicant would need to meet the following capital structure requirements.
a) A minimum paid-up equity capital of rupees one billion in case of an applicant
who seeks to carry on the business of life insurance or general insurance or
health insurance business.
b) A minimum paid-up equity capital of rupees two billion, in case of a person
carrying on exclusively the business of reinsurance.
In determining the aforesaid capital requirements, the deposits to be made and any
preliminary expenses incurred in the formation and registration of the company would
be included.
a. An affidavit by the managing director, chief executive officer or whole-time
director of the Indian promoters and the foreign investors of the applicant
certifying that the holding of foreign paid-up equity capital, referred to in subclause (b) of clause (7A) of Section 2 of the Act, is calculated by Indian
Insurance Companies (Foreign Investment) Rules, 2015 read with Regulation
11 of these Regulations and does not exceed forty-nine per cent of the total
paid-up equity capital of the applicant company: Provided that in case of the
Indian promoter being Limited Liability Partnership, such affidavit shall be
signed by the Designated Partner.
b. In case of there being a foreign investment in the applicant, an affidavit by the
managing director, chief executive officer or whole-time directors and the
Indian promoters and Foreign Investors of the applicant certifying that the
company is “Indian owned and controlled” as per clause (b) of sub-section
(7A) of section 2 of the Act read with Indian Insurance Companies (Foreign
Investment) Rules, 2015 and Guidelines issued by the Authority on “Indian
Owned and Controlled” as amended from time to time.
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Where the foreign direct investment is more than 26 per cent, a certified copy
of the approval given by FIPB by Indian Insurance Companies (Foreign
Investment) Rules, 2015
2.7

REGULATIONS
REINSURANCE

RELATED

TO

LIFE

AND

GENERAL

Reinsurance is a contract of insurance where one insurer (called the reinsurer or
assuming company) agrees, for a portion of the premium, to indemnify another insurer
(called the reinsured or ceding company) for losses paid by the latter (reinsured) under
insurance policies issued to its policyholders. Reinsurance allows insurance
companies to share risk. It allows the reinsurers / assuming companies to assume a
part or all of the insurer’s (reinsured or ceding company’s) risk in return for part of the
premium paid to the insurer. Unlike primary insurance, reinsurance contracts deal with
catastrophic risks, which are highly unpredictable but can cause huge devastation
thereby threatening the solvency of an insurance company.
Various regulations related to Life and General Reinsurance
The fundamental objectives of reinsurance are similar for both life and non-life
insurance. They are:
 Maximise retention within the country.
 Develop adequate capacity.
 Secure the best possible protection for the reinsurance costs incurred.
 Simplify the administration of the business.
However, there are a few subtle differences such as:
 The statutory cession by the insurers to GIC Re in the case of general insurance
is not prescribed for the life insurance business.
 The mandate for provisioning for IBNR (Incurred But Not Reported) claims is
not available for life insurance whereas it is necessary for general insurance.
Various regulations related to Cross Border Reinsurers
In the context of Guidelines on Cross Border Reinsurers, exhaustive guidelines may
refer to IRDAI circular no. IRDAI/NL/GDL/RIN/017/01/201 dated 19th January
2016, of which brief details are mentioned below. The below-stated guidelines are
applicable for all reinsurance business transactions commencing/ effective from 1st
April 2016.
Introduction
The Authority had vided Circular ref IRDA/NL/GDL/RIN/015/01/2012 dated 06 - 01
-2012 issued Guidelines on submission of information on Cross Border Reinsurers not
having any physical presence in India and do reinsurance business with Indian
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insurance companies. The above guidelines are revised herewith to make them aligned
with the amendments in the Insurance Act 1938, and the regulatory prescriptions made
by the Authority concerning Registration of Branch Office of Lloyds and other
Foreign Reinsurers. The revision is being made to streamline the regulatory process
concerning cross border reinsurers. These guidelines are issued by the Insurance
Regulatory and Development Authority (IRDA) under the powers granted to it under
Section 14 of the IRDAI Act,1999. These guidelines shall apply to all Indian general
insurance companies (incl AICL & ECGC), Stand-alone health insurance companies,
Indian Reinsurers, Exempted Insurers, Branches opened in India by Lloyd’s, Branches
opened by other foreign reinsurers and reinsurance brokers. The Authority vide these
guidelines discontinues the existing process of the annual allotment of UIN to the cross
border reinsurers. However, the cross border reinsurer has to submit an information
sheet to the Authority, through an insurer, every year, in the manner specified in the
guidelines. The insurer shall file the information sheet through an online portal. A
filing reference number shall be created automatically, in the online portal, on success
fulfilling of the Cross Border Reinsurers information sheet. These guidelines
supersede the existing guidelines issued by the Authority vide Circular ref
IRDA/NL/GDL/RIN/015/01/2012 dated 06 -01-2012, on cross border reinsurers.
Definitions"
"Cross Border Reinsurers (CBR)" means those reinsurers who do not have any
physical presence in India and do reinsurance business with Indian
insurance/reinsurance companies.
“Insurer”
For these guidelines, insurer means, all Indian General Insurance companies including
ECGC & AICL, stand-alone health insurance, companies, Exempted Insurers, Indian
Reinsurance companies registered with the IRDAI and Branches of Lloyds and other
Foreign Reinsurance companies, who have been licensed by IRDAI to set up branch
offices in India.
“Financial Year ”means financial year in India starting from 1st April to 31st March.
Eligibility Criteria :
a. The CBR shall have over the past five years, counting from the year preceding for
which the business has to be placed, enjoyed a credit rating of at least BBB (with
Standard & Poor) or equivalent rating of another international rating agency.
b. The past claims performance of the CBR should be satisfactory.
c. The cross border reinsurer shall be a legal entity in its home country and regulated
and supervised by its home regulators/ supervisors.
d. The cross border reinsurer is required to have a solvency margin/ capital adequacy
as stipulated by the home regulator/supervisor.
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e. The financial strength, quality of the management and adequacy of technical
reserving methodologies of the cross border reinsurer should be monitored by its
supervisory authority, in the home country.
f. The Cross Border Reinsurer should be registered and/or certified in a national
regulatory environment with which the Government of India has signed a Double
Taxation Avoidance Agreement.
Duty of the Insurer
a. The insurer filing the CBR information sheet shall maintain all records and notes
of such filings and reinsurance placements for the inspection of the Authority
from time to time.
b. The onus of placing reinsurance business with cross border reinsurers shall be on
the Insurers. Before placing reinsurance business, it is the responsibility of the
insurer to ensure that the cross border reinsurers meet the requirements as
specified by the Authority from time to time.
c. It would be the duty of the insurers and the reinsurance intermediaries, to bring to
the notice of the Authority, any material information as regards the cross border
reinsurers that would impair the ability of the reinsurer to meet their commitments
towards cedants.
d. Within 30 days of the commencement of the financial year, every Indian re/insurer
shall submit a certificate of compliance confirming that all its reinsurance
placements to cross border reinsurers are made only to those CBRs who comply
with the eligibility criteria prescribed in these guidelines. This certificate is to be
filed with the Authority along with submissions required to be made under
regulation 3(6) of the IRDAI (General Insurance-Reinsurance) Regulation 2013.
2.8

CODE OF CONDUCT AND CATEGORISATION OF SURVEYORS

Role and Duties of Surveyors
Insurance companies appoint a surveyor to assess the loss and damages and then
compare it with the claim of the insured. After satisfaction, the insurance company
initiates the settlement of the claim. In this whole episode, the Surveyors play a crucial
role between the insured and the insurer. Before going to deal with the work of the
surveyor, it is necessary to know who can be a surveyor, the eligibility and
qualifications needed for the surveyor etc.
Surveyors are professionals who assess the loss or damage and serve as a link between
the insurer and the insured. When the insured lodges a claim before the insurance
company, the insurance company appoints a surveyor. Their job is to assess the actual
loss and avoid false claims. Surveyors like agents, are not employees but are
independent professionals hired by the insurance company.

28

Licensing Procedure
Application for, and matters relating to, grant of a licence
 Every person intending to act as a surveyor is required to be a member of the
Indian Institute of Insurance Surveyors and Loss Assessors (IISLA); a
Company incorporated under the Companies Act 2013 and apply to the IRDAI
for a licence.


The IRDAI shall, before granting a licence, take into consideration all matters
relating to the duties, responsibilities and functions of the surveyor and loss
assessor and satisfy itself that the applicant is a fit and proper person to be
granted a licence. The Authority shall satisfy itself that the applicant, in
addition to submitting the application completed in all respects also possesses
such additional technical qualifications as may be specified by the Authority
from time to time; has furnished evidence of payment of fees for grant of a
licence, depending upon the categorization and undergone practical training,
for a period not less than 12 months. (3) The IRDAI on being satisfied that the
applicant is eligible for grant of a licence, shall grant the same and send an
intimation to the applicant together with an identity card mentioning the
particular class or category of general insurance business namely, fire, marine
cargo, marine hull, engineering, motor, miscellaneous and loss of profit for
which the Authority has granted a licence and the licence shall remain valid
for five years from the date of issue thereof unless cancelled earlier.



A surveyor and loss assessor, whose licence has been cancelled or suspended
for any reason, may apply for the issuance of a licence, after the expiry of three
years from the date of such cancellation or suspension, and, such an application
shall be treated as a fresh case.



A licence issued, before the commencement of these regulations, by the
Controller of Insurance or his authorised representative shall be deemed to
have been issued by these regulations.

Corporate Surveyors and Loss Assessors
(1) Where the applicant is a company or firm, the IRDAI shall be satisfied that all
the directors or partners, possess one or more of the qualifications specified in
the Act and none of such directors or partners, suffers from any of the
disqualifications mentioned in the Act.
(2) The IRDAI on being satisfied that the applicant is eligible for a grant of a
licence, shall apply mutatis mutandis to corporate surveyors.
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Renewal of licence
An insurance surveyor and loss assessor, desiring to renew the licence granted earlier,
either under these regulations or before the commencement of these regulations, shall
apply to the Authority at least thirty days before the expiry of the period or IRDAI
may if it is satisfied that undue hardship would be caused, accept any application,
within six months of its expiry on payment by the applicant of a penalty of seven
hundred and fifty rupees. Provided further that a license not so renewed can be
revalidated only as a fresh case.
A licence so renewed shall be valid for five years from the date of renewal unless
cancelled earlier. Every applicant, be it an individual or a company or a firm, while
applying for renewal of the licence shall certify to the IRDAI that he or any of its
directors or any of its partners, as the case may be, has:
o Not contravened any of the provisions of the Act or the IRDAI Act,
o Not made a statement which is false in material particulars about his eligibility
for the licence;
o Neither had his licence cancelled or suspended under the Act nor had violated
the Code of Conduct prescribed under these regulations;
o Discharged the duties and responsibilities as a professional;
o Not been negligent in the discharge of his obligations;
o Not been sentenced to a term of imprisonment by any Court of law.
Duties and Responsibilities of a Surveyor and Loss Assessor
A surveyor and loss assessor shall, investigate, manage, quantify, validate and deal
with losses (whether insured or not) arising from any contingency, and report thereon,
and carry out the work with competence, objectivity and professional integrity by
strictly adhering to the code of conduct expected of such surveyor and loss assessor.
The following shall be the duties and responsibilities of a surveyor and loss
assessor:
Declaring whether he has any interest in the subject matter in question or whether it
pertains to any of his relatives, business partners or through material shareholding;
Bring to the notice of the Authority any changes in the information or particulars
furnished at the time of issuance of the license, within a period not exceeding fifteen
days from the date of the occurrence of such change, that has a bearing on the license
granted by the Authority
 Maintaining confidentiality and neutrality without jeopardizing the liability of
the insurer and claim of the insured;
 Conducting inspection and re-inspection of the property in question suffering
a loss;

30
















Examining, inquiring, investigating, verifying and checking upon the causes
and the circumstances of the loss in question including the extent of loss, nature
of the ownership and insurable interest;
Conducting spot and final surveys, as and when necessary and comment upon
the franchise, excess/under insurance and any other related matter;
Estimating, measuring and determining the quantum and description of the
subject under loss;
Advising the insurer and the insured about loss minimization, loss control,
security and safety measures, wherever appropriate, to avoid further losses;
Commenting on the admissibility of the loss as also the observance of warranty
conditions under the policy contract;
Surveying and assessing the loss on behalf of an insurer or insured;
Assessing liability under the contract of insurance;
Pointing out the discrepancy, if any, in the policy wordings;
Satisfying queries of the insured/insurer and persons connected thereto in
respect of the claim/loss;
Recommending applicability of depreciation and the percentage and quantum
of depreciation;
Giving reasons for repudiation of claim, in case the claim is not covered by
policy terms and conditions;
Taking expert opinion, wherever required;
Commenting on salvage and its disposal wherever necessary

(i)

Bring to the notice of the Authority any changes in the information or
particulars furnished at the time of issuance of the license, within a period not
exceeding fifteen days from the date of occurrence of such change that has a
bearing on the license granted by the Authority.

(ii)

A surveyor or loss assessor whether appointed by the insurer or insured, shall
submit the report to the insurer as expeditiously as possible, but no later than
30 days of his appointment, with a copy of the report to the insured giving his
comments on the insured’s consent or otherwise on the assessment of loss.
Where, in special circumstances of the case, either due to its special and
complicated nature, the surveyor shall under intimation to the insured, seek
an extension, in any case not exceeding six months from the insurer for
submission of his report.

(iii)

In cases where the Survey report is pending due to non-completion of
documents, the surveyor may issue the final survey report independently
based on the available documents on record, giving a minimum of three
reminders in writing to the insured.
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(iv)

2.9

If an insurer, on the receipt of a survey report, finds that it is incomplete in
any respect, he shall require the surveyor under intimation to the insured, to
furnish an additional report on such incomplete issues. Such a request may
be made by the insurer within 15 days of the receipt of the original survey
report. Provided that the facility of calling for an additional report by the
insurer shall not resort to more than once in the case of a claim. v) The
surveyor on receipt of this communication shall furnish an additional report
within three weeks of the date of receipt of communication from the insurer.
LET US SUM UP

 “Only insurance brokers are required to maintain an “Insurance Bank Account’,
Corporate agents with more than 50% revenue from insurance intermediation and
insurance brokers are required to maintain a professional indemnity policy.”
 “Composite Insurance Agent” means an Insurance Agent acts as an insurance
agent for not more than three life insurers, three health insurers and three general
insurers
 The brokers’ functions are wider in scope than the corporate/individual agents. It
includes maintaining records, risk management and consultancy etc.
 “The minimum capital prescribed for a direct broker is 50 lakhs, reinsurance
broker is 200 lakhs and composite broker is 250 lakhs. For a corporate agent
minimum of 50 lakhs. No minimum amount of capital has been prescribed for
individual agents.”
 A licence once the issue is valid for 3 years.
 There is a ceiling on the proportion of business that insurance brokers and
corporate agents can obtain from a single organization or person. No such ceilings
(proportion of business from a single client) are applicable for individual agents.
 It is mandatory for every life insurer operating in India to have a programme of
reinsurance in respect of lives covered by them.
 General insurers are allowed to maintain the maximum possible retention
commensurate with their financial strength and volume of business. The IRDAI
has the power to ask a General Insurer to justify its retention policy.
 Every general insurer is required to make outstanding claims provision for every
reinsurance arrangement accepted based on loss information advice received from
Brokers / Cedants. In the cases where such devices are not received, the provisions
are created based on actuarial estimations.
 Every general insurer is required to make an appropriate provision for Incurred
But Not Reported (IBNR) claims on the reinsurance accepted portfolio. This
provision is made on an actuarial estimation basis.
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KEYWORDS
Composite Insurance Agent: A Composite Insurance Agent means an insurance
agent who holds a licence to act as an insurance agent for a life insurer and a
general insurer.
IBNR: Incurred but not reported (IBNR) is a type of reserve account used in the
insurance industry as the provision for claims and/or events that have transpired
but have not yet been reported to an insurance company.
Surveyor: a person who examines the condition of land and buildings
professionally.
IIISLA: Indian Institute of Insurance Surveyors and Loss Assessors
Insurer: A person or company that underwrites an insurance risk; the party in an
insurance contract undertaking to pay compensation.
Tax avoidance: Tax avoidance is the use of legal methods to minimize the
amount of income tax owed by an individual or a business. This is generally
accomplished by claiming as many deductions and credits as are allowable.
Cross Boarder Reinsurer:
"Cross Border Reinsurers
(CBR)"
means reinsurers who do not have any physical presence in India and carry
on reinsurance business with Indian insurance/reinsurance companies.
FURTHER READINGS
M.N. Mishra: Insurance Principles and Practice, S. Chand & Company Ltd, Delhi.
Indian Institute of Bankers (Pub) Commercial Banking Vol-I/Vol-II (part
I&II) Vol- III.
Hota P.K., and Das S.K. Financial Literacy and Banking, Kalyani Publishers
Dr P. Periasamy: Principles and Practice of Insurance, Himalaya Publishing
House, Delhi.
Mishra S. Banking Law and Practice – S Chand
Prasad – Banking Insurance – Vikash Publication
Inderjit Singh, Rakesh Katyal& Sanjay Arora: Insurance Principles and Practices,
Kalyani Publishers, Chennai.
G. Krishnaswamy: Principles & Practice of Life Insurance
Kothari & Bahl: Principles and Practices of Insurance.
MODEL QUESTIONS

Q1: Who is an insurer? Explain its duties and eligibility criteria.
Q2: Briefly discuss the registration of Insurance Companies.
Q3: Write a note on the Insurance of the Marketing Firm.
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Q4: What are the features and functions of a broker?
Q5: Explain the composition of IRDAI. What are the powers and duties of IRDAI?
Q6: What are the roles and duties of the Surveyor.
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3.0

LEARNING OBJECTIVES

After studying this unit, you will be able to know:
 The insurers’ obligations to rural and social sectors.
 The meaning and history of micro-insurance.
 The regulation of ULIPs.
 How Unit Linked Insurance Policies (ULIPs) work.
 The provisions related to the nomination of insurance policies.
 The provisions related to the no risk to be assumed unless premium is received
in advance.
3.1

INTRODUCTION

In this chapter, you will learn about various regulations laid down by IRDAI about the
conduct of the insurance business. You will learn about the insurers’ obligations to
rural and social sectors. You will learn about the nature of micro-insurance, how it
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evolved and how it operates today. In addition, you would be able to appreciate the
type and nature of risks low-income groups people face and how micro-insurance
takes care of these eventualities.
INSURERS’ OBLIGATIONS TO RURAL AND SOCIAL SECTORS

3.2

IRDAI (Obligations of Insurers to Rural Social Sectors) Regulations, 20021.“Rural
sector” shall mean any place or areas classified as rural while conducting the latest
decennial population census Explanation: The categories of workers falling under
agricultural pursuits are as under:
(i)
Cultivators;
(ii)
Agricultural labourers
(iii) Workers in livestock, forestry, fishing, hunting and plantations, orchards
and allied activities.
(a) “Social sector” includes unorganised sector, informal sector, economically
vulnerable or backward classes and other categories of persons, both in rural
and urban areas;
(b) “economically vulnerable or backward classes” means persons who live below
the poverty line;
Obligations
All insurer, who begins to carry on insurance business after the commencement of the
IRDA Act, 1999, for Sections 32B & 32C of the Insurance Act, 1938 as amended from
time to time, shall ensure that it undertakes the following obligations, during the
financial years indicated herein, about the persons in
A . Rural Sector
 Insurers are obliged to percentages of the total number of policies written in
the respective year shown below(i)
Firstyear-7%
(ii)
Secondyear-9%
(iii)
Thirdyear-12%
(iv)
Fourthyear-14%
(v)
Fifthyear-16%
(vi)
Sixthandseventhyear-18%
(vii) Eighthandninthyear-19%
(viii) Tenthyearandeveryyearthereafter-20%


In respect of a General Insurer, the percentage of gross premium income
written directly in the respective years shown below:
(i)
Firstyear-2%
(ii)
Secondyear-3%
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(iii)
(iv)
(v)


ThirdyeartoSeventhyear-5%
Eighthyear-6%
Ninthyearandeveryyearthereafter-7%

SAHI ( Standalone Health Insurers)
i)
Non-life insurers have the obligation of 50 % for rural businesses.

B. Social Sector
In respect of all Insurers (Life, Non-Life, SAHI):
Total business for these regulations is the total number of policies issued in the case
of individual insurance and the number of lives covered in the case of Group
Insurance. In the case of individual health insurance policies covering the lives of
family members, the lives covered under such policy may be taken into account both
in the determination of target as well as actual performance.
Provided that in cases where an Insurer commences operations in the second half of
the financial year and is in operations for less than six months as of 31st March of the
relevant financial year, no rural and social sector obligations shall be applicable for
the said period.
3.3

INSURERS’ OBLIGATIONS TO MICRO INSURANCE

As India strongly marches towards two decades of the liberalized insurance industry,
the need for insurance products is undoubtedly growing. Buoyed by an ability to
provide life insurance protection to nearly two people every second, the need for
awareness of risk and education in the insurance sector is gaining fervent pace.
However, when we enter micro-insurance, the picture is a mere dot on the canvas.
Look at this scenario
Micro-insurance and dairy co-operatives Madanpal is a fifty-two-year-old milk
procurement supervisor at Ludhiana Milk Union. He maintains checks and balances
at the local collection centre and settles accounts. He also doubles up as a part-time
insurance agent, educating colleagues on the benefits of having a life cover. Like
Madanpal, many grassroots level representatives are being roped in by insurers to
increase their presence in India's hinterland. And micro insurance is slowly becoming
a big business, many insurers are serving the rural population of the country covering
services of people like Madanpal.
Huge Scope for microinsurance intervention in India
 About 42% or 100 million households in India have no access to banking
facilities(2015 release of the Ministry of Finance).
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About 45% of 168 million rural households and 33% of 79 million urban
households do not have bank accounts.
In urban areas, insurance penetration in the market is approx 65 % and is much
less in the low-income unbanked segment.
In rural areas, life insurance penetration in the banked segment is estimated at
40% and is marginal in the unbanked segment.

Meaning of Micro-insurance
All insurance companies operating in India have an obligation enforced by the
Insurance Regulatory Development Authority of India (IRDAI) to derive a certain
portion of their business from rural areas. To fulfil this obligation, many insurance
companies have come up with products suited to the rural population and tied up with
microfinance institutions (MFIs) in rural areas to promote these insurance products.
Under micro-insurance, MFIs sell Micro life insurance as well as general insurance
and health insurance products. Micro-insurance aims at providing insurance cover to
poor and low-income people at affordable rates. Micro-insurance is the protection of
low-income people against specific perils in exchange for regular premium payments
proportionate to the likelihood and cost of the risk involved. Micro-insurance protects
the low-income group people against loss of income due to death or accident (life
insurance) and risks to their assets (non-life insurance). Micro-insurance can help in
the following scenarios:
 death of the bread earner
 funeral expenses
 loss of small-scale assets due to perils
 livestock damage
 crop damage
The critical features of micro-insurance include:
 transactions are low-cost and exhibit members’ willingness to pay
 clients are essentially low-net-worth but not necessarily uniformly poor
 the essential role of the network of micro-insurance units is to enhance risk
management of the members of the entire pool of micro-insurance units over
and above what each can do when operating as a single entity.
Micro-insurance, regardless of its small unit size and its activities at the level of single
communities, is similar to insurance, in the concept of pooling. The insurance industry
works on the concept of pooling. People who are exposed to similar risks are brought
together. The members in the group agree that, if any one of them suffers a loss, the
other group members will share the loss and compensate the person who suffered the
loss. The compensation is expected to put the person in the same place, financially, as
he was before suffering the loss. Instead of the people from the group coming together
on their own, the insurance company acts as an intermediary and brings them together.
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The members who are exposed to the same risk contribute money to a pool, which is
maintained by the insurance company. When any member suffers a loss, the insurance
company pays compensation from this common pool. In this way, the risk is spread
among the members of the group and the probable big impact on one is reduced to
smaller, manageable impacts on all. Micro-insurance covers a wide variety of risks.
These include life and health risks (illness, injury or death) and risks to which assets
are exposed.
Government of India recommendations on micro-insurance.
The Consultative Group constituted by the Government of India to examine the
various insurance schemes available to the rural and urban poor was asked to submit
its report. The following suggestions were made:
 Micro-insurance should be a part of the broader spectrum of insurance in the
country.
 A proper channel of distribution should be established, and the insurer should
serve a client base that will be different from its regular clients.
 The micro-insurance agent might be entrusted with certain additional
responsibilities, in addition to the defined roles as an agent.
 The agents would be compensated for their additional services as laid down by
the authority.
 The agents could appoint their employees to attend to the responsibilities given
to them within the framework of the rules in this regard.
 The terms and conditions governing the policy should be filed by the insurer
and approved by IRDAI.
 Policy literature and documents are to be made available in regional languages,
and training is to be given to the agents in regional languages.
 For micro-insurance products, life and non-life insurance, the minimum and
maximum amounts of insurance, terms of the contracts etc. are to be
specifically laid down.
 Marketing of micro-insurance products could be made mandatory as part of
the rural and social sector obligations.
3.4

REGULATION OF ULIPS.

A unit-linked insurance plan (ULIP) is an insurance plan which is a combination of
insurance protection and investment.
A ULIP can be an ideal investment vehicle for people who are looking for the triple
benefits of:
 Insurance protection;
 Investment; and
 Income tax benefits.
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ULIPs or Unit linked insurance plans are market-linked insurance plans. ULIPs come
with the combined benefits of investment and protection. About protection, ULIPs are
very similar to traditional insurance plans such as endowment, money back and whole
life insurance plans, but with a major difference - the investment risks in ULIPs are
borne by the policyholder/investor and not by the insurance company.
Investment operations of ULIPs are very much similar to that of mutual funds. ULIPS
can be referred to as mutual funds with insurance cover. As in mutual funds, in ULIPs
too investors are allotted units, by the insurance company and a NAV is declared daily.
SEBI VS IRDAI
The Securities and Exchange Board of India (SEBI) regulates the capital market while
the Insurance Regulatory Development Authority of India (IRDAI) regulates the
insurance sector. The premium on ULIP has 3 major components.
(a) Premium life cover and
(b) Investment plus a third part
(c) Covering expenses like agent’s commission, administrative costs and
statutory levies.
There was a debate in 2010 as to whether the ULIPs should be regulated by IRDAI
who was historically regulating ULIP as insurance products, or by SEBI because of
the investment component.
Dispute between the regulators in respect of the 14 insurance companies commenced
when SEBI drew the attention of IRDAI to the fact that the 14 companies were not
permitted to access the market as their ULIPs were not registered with SEBI as they
need to take approval from SEBI to launch these ULIPs. IRDAI chairman replied to
SEBI that insurance companies are permitted to sell ULIPs and that ULIPs have a
mandatory insurance element and they do not fall under the purview of SEBI.
The hefty commissions earned by the insurance agents for selling ULIPs which are
pitted directly against mutual funds, which were under the no-load regime, were at the
heart of the dispute between the two regulators. This dispute between the two
regulators on ULIPs in the public domain highlights the penetration and importance
of the ULIPs in the savings market.
The Government intervened and issued an ordinance that ULIPs will continue to be
regulated by IRDAI and all ULIPs complied with regulations. The dispute between
the regulators ended and normally was restored in the market. After this event, IRDAI
passed a series of new guidelines which resulted in a major overhaul of ULIPs. The
cost structure of ULIPs was reduced a lot and they were made a lot more investorfriendly. All insurance companies were asked to comply with ULIP guidelines from
1st September 2010. ULIPs was reduced a lot and they were made a lot more investor40

friendly. All insurance companies were asked to comply with ULIP guidelines from
1st September 2010.
3.5

HOW UNIT LINKED INSURANCE POLICIES (ULIPS) WORK.

Unit Linked Insurance Plans (ULIPs) are market-linked insurance plans. These
products offer the twin benefit of life protection and investment to the policyholder.
The insurance company, after deducting the charges for life cover and a few other
charges, invests the remaining amount of the premium in a fund chosen by the
policyholder.
The fund consists of the contributions made by several policyholders. A Unit is the
component of the fund in a Unit Linked Insurance Policy. The policyholder’s
investment in the fund is denoted in the form of units and is represented by the value
that it attains, called Net Asset Value (NAV). The policy value at any time varies
according to the value of the underlying assets at that time. The returns from the ULIP
are dependent upon the performance of the fund. The investment risk of the fund is
borne by the policyholder. The policyholder has an option to invest in more than one
fund (redirection) and shift/change his/her existing investments from one fund to any
other fund (switching) offered by the insurer (i.e. the insurance company).
The insurance companies offer the following types of funds under the ULIP schemes:
Conservative fund: most of the fund corpus is invested in debt securities like
Government Securities (G-secs), corporate bonds, fixed deposits etc.
Balance fund: most of the fund corpus is invested in a mix of debt and equity
Aggressive fund: most of the fund corpus is invested in equities and equity-related
instruments i.e. in the stock market ULIP is an insurance product and is governed by
the Insurance Regulatory and Development Authority of India (IRDAI), and not by
the Securities and Exchange Board of India (SEBI).
IRDAI Guidelines
Recently IRDAI has issued a lot of new guidelines for ULIPs which has resulted in a
major overhaul of ULIPs. All insurance companies were asked to comply with these
guidelines from September 2010.
Calculation of Net Asset Value (NAV)
The NAV is calculated by dividing the total market value of the fund by the number
of outstanding units of the fund.
The total value of a fund is Rs. 100 crore.
The fund has 9 crore outstanding units.
The NAV of one unit will be:
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NAV = total number of funds / total number of Outstanding units
NAV = 100000000 / 90000000
NAV = Rs.11.11
Circulars / Guidelines
1. Circulars/guidelines applicable to ULIPs
The ULIP product is complex and flexible. The IRDAI has introduced certain
guidelines to bring in certain standardization in the way the products are designed and
in the way the policyholders are informed.
The IRDAI has issued the following guidelines regarding ULIPs.
Some features of these circulars have been modified over time.
 IRDA / Actl / 032 /Dec 2005 --- 2005 Dec 12th.
 061 / IRDA /Actl /March - 2008 --- 2008 march 12th.
 IRDA / Actl /ULIP /055 / 2009-10 --- 2009 sept 24th.
 IRDA / Actl /CIR /ULIP / 071 / 066 / 04 / 2010 –2010 April 27th.
 IRDA / Actl / CIR / ULIP / 071 / 05 / 2010 – 2010 may 3rd.
 IRDA / AcI / CIR / ULIP / 102 / 06 / 2010 ---2010 June 28th.
Brief description of circulars: The following are the minimum criteria that a ULIP
product is expected to satisfy:
 Reasonable insurance cover with a linkage to the premium payment during the
term of the contract
 Availability of greater part of a targeted sum at the longer end
 Basic features of a life insurance contract including the long term nature
 Avoid technical jargonRemain simple for the public to understand
 Complete transparency in all aspects of the product terms and conditions
 Despite the investment risk being borne by the policyholder, the investment
strategy to be aligned to the long term nature of these contracts
 Adequate disclosure of information about the investment of funds and the
elements of risk involved
 A standard method across the industry, about the computation of NAV (Net
Asset Value)
3.6

HEALTH INSURANCE REGULATIONS

IRDAI (Health Insurance) Regulations, 2016
General – Short title and commencement.
a) These Regulations may be called IRDA act (Health Insurance) Regulations, 2016.
b) They shall come into force from the date of their publication in the Official
Gazette of the Government of India.
42

c) Unless otherwise provided by these Regulations, nothing in these Regulations
shall deem to validate the Health insurance contracts entered into before these
Regulations coming into force.
d) Unless otherwise mentioned herein, these Regulations apply to all registered Life
Insurers, General Insurers and Health insurers, conducting health insurance
business, as defined under the Act. These Regulations shall also apply to all TPAs
wherever mentioned.
Understand various Terms, Definition Registration and scope of Business of
Health insurance.
Explanation of Various Terms:
i) In these Regulations, unless the context otherwise requires,
a. “Act” means The Insurance Act 1938.
b. "Health Services Agreement" means an agreement as defined in
IRDAI(Third Party Administrators - Health Services) Regulations, 2016.
c. “Authority” means the Insurance Regulatory and Development Authority of
India established under subsection 1 of section 3 of the IRDA Act 1999.
d. “AYUSH Treatment” refers to the medical and/or hospitalization treatments
given under ‘Ayurveda, Yoga and Naturopathy, Unani, Siddha and
Homeopathy systems.
e. “Break in policy” means the period of the gap that occurs at the end of the
existing policy term, when the premium due for renewal on a given policy is
not paid on or before the premium renewal date or within 30 days thereof.
f. “Cashless facility” means a facility extended by the insurer or TPA on behalf
of the insurer to the insured, where the payments for the costs of treatment
undergone by the insured by the policy terms and conditions, are directly
made to the network provider by the insurer to the extent pre-authorization is
approved.
g. “Product Filing Guidelines” mean the Guidelines specified by the Authority
on the procedure to be followed by insurers before marketing or offering a
product falling under Health Insurance Business.
h. “Health insurance business” means Health insurance business as defined
under Section 2(6C) of the Act.
i. "Health Services by TPA" means the services specified in Regulation (3) of
IRDAI (Third Party Administrators - Health Services) Regulations, 2016.
j. “Health plus Life Combi Products” mean products that offer the combination
of a Life Insurance cover offered by a life insurer and a Health Insurance
cover offered by a General Insurer or Health insurer.
k. “Network Provider” means network provider as defined in IRDAI (Third
Party Administrators - Health Services) Regulations, 2016.
l. “Pilot product” means a close-ended product with a policy term of one year
that may be offered for sale by General Insurers or Health Insurers for a
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n.
o.

p.

period not exceeding five years from the date of launch of the product to give
scope to innovation for covering risks that have not been offered hitherto or
stand excluded in the extant products.
“Portability” means the right accorded to an individual health insurance
policyholder (including family cover), to transfer the credit gained for preexisting conditions and time-bound exclusions, from one insurer to another
or from one plan to another plan of the same insurer.
“Senior citizen” means any person who has completed sixty or more years of
age as on the date of commencement or renewal of a health insurance policy.
“Specified” means specified by the Authority from time to time, by the issue
of Circulars, Guidelines or Instructions for these regulations on matters listed
in Schedule - III or any other matter which is required to be specified by the
Authority under these Regulations.
“Third-Party Administrators or TPA’’ means any person who is registered
under the IRDAI (Third
Party Administrators– Health Services)
Regulations,2016 notified by the Authority, and is engaged, for a fee or
remuneration by an insurance company, to provide health services as defined
in those Regulations.

ii) All words or expressions not defined in these Regulations but defined in the
Insurance Act 1938 or Insurance Regulatory and Development Authority Act
1999 or Rules or Regulations made thereunder shall have the same meanings
respectively assigned to them in those Acts, rules or regulations as amended from
time to time.
3.7

PROVISIONS RELATING TO HEALTH INSURANCE PRODUCTS.

Product Filing Procedure for health insurance products
(a) No insurance product of a Life Insurer, General Insurer and Health Insurer under
Health Insurance Business and any revision or modification thereon shall be
marketed or offered by any insurer unless it is filed with the Authority as per the
Product Filing Guidelines and duly disposed of by the Authority as provided
therein.
(b) Health Insurance products of Life Insurers shall also be subject to the provisions
specifically provided for health products in the following Regulations as
modified from time to time
i)
IRDA (Linked Insurance Products) Regulations, 2013.
ii)
IRDA (Non-linked Insurance Products) Regulations, 2013
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Withdrawal of Health Insurance Product
 Withdrawal of a health insurance product by Life Insurers, General Insurers and
Health Insurers shall be subject to the guidelines specified by the Authority.
 About specific withdrawal of indemnity based health products offered by life
insurers under the provisions of Regulation 3 (b) of these Regulations, the product
shall be closed by giving a prospective date of closure not later than three months
from the date of notification of these Regulations. For existing policyholders, the
policy shall continue until the expiry of the respective policy term.
 Review of Health Insurance Products (i) All particulars of any health insurance
product of Life Insurers, General Insurers and Health Insurers shall, after
introduction, revision or modification be reviewed by the Appointed Actuary at
least once a year. If the product is found to be financially unviable or is deficient
the Appointed Actuary may revise the product appropriately and apply for
revision under Product Filing Guidelines subject to the provisions of Regulation
10 of these Regulations.
Group Insurance
No Group Health Insurance Policy shall be issued by any Insurer where a Group is
formed with the main purpose of availing itself of insurance. There shall be an evident
relationship as specified by the Authority from time to time between the members of
the group and the group policyholder. The Group shall have a size as determined by
the Insurer which shall be applicable for all its group policies, subject to a minimum
of 7, to be eligible for issuance of a Group Insurance Policy. Further, the Insurer shall
follow the guidelines specified by the Authority on Group Insurance, from time to
time.
How Portability of Health Insurance Policies Offered by General Insurers &
Health Insurers.
 A policyholder desirous of porting his/her policy to another insurance company
shall apply to such insurance company to port the entire policy along with all the
members of the family, if any, at least 45 days before, but not earlier than 60
days from the premium renewal date of his/her existing policy.
 The insurer may not be liable to offer portability if the policyholder (a) fails to
approach the new insurer at least 45 days before the premium renewal date, or
(b) approaches the new Insurer more than 60 days before the premium renewal
date.
 Portability shall be opted for by the policyholder only as stated in (1) above and
not during the currency of the policy.
 In case the insurer is willing to consider the proposal for portability even if the
policyholder fails to approach the insurer at least 45 days before the renewal date,
it is free to do so.
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Where the outcome of acceptance of portability is still awaited from the new
insurer on the date of renewal
o The existing policy shall be allowed to be extended, if requested by the
policyholder, for a short period of not less than one month by accepting a
pro-rata premium for such a short period and
o The existing insurer shall not cancel an existing policy until such time a
confirmed policy from a new insurer is received or there is a specific written
request of the insured
o The new insurer, in all such cases, shall reckon the date of the commencement
of risk to match with the date of expiry of the short period policy issued based
on the request of the policyholder. If for any reason the insured intends to
continue the policy before the expiry of the policy or before the expiry of the
short-period policy referred to under Clause (5) (a) above, with the existing
insurer, it shall be allowed to continue by charging a regular premium and
without imposing any new condition.
o In case the policyholder has opted as in Clause (5) (a), and there is a claim,
the existing insurer may charge the balance premium for the remaining part
of the policy year provided the claims are accepted by the existing insurer.
In such cases, the policyholder shall be liable to pay the premium for the
balance period and continue with the existing insurer forth at the policy year.
o On receipt of intimation referred under Clause (1) above, the insurance
company shall furnish the applicant, the Portability Form as set out in
Annexure-I to these guidelines together with a proposal form and relevant
product literature on various health insurance products which could be
offered.
o The policyholder shall fill in the portability form along with the proposal
form and submit the same to the insurance company.
o On receipt of the Portability Form, the insurance company shall seek the
necessary details of the medical history and claim history of the concerned
policyholder from the existing insurance company. This shall be done
through the web portal of the IRDAI.
o The existing insurer, on receiving such a request on portability shall furnish
the requisite data for porting insurance policies in the prescribed format in
the web portal of IRDAI within 7 working days of the receipt of the request
o In case the existing insurer fails to provide the requisite data in the data format
to the new insurance company within the stipulated time frame, it shall be
viewed as a violation of directions issued by the IRDAI and the insurer shall
be subject to penal provisions under the Insurance Act, 1938
o On receipt of the data from the existing insurance company, the new
insurance company may underwrite the proposal and convey its decision to
the policyholder by Regulation 4 (6) of the IRDA (Protection of Policy
holders’ interest) Regulations, 2002.
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o If on receipt of data within the above time frame, the insurance company does
not communicate its decision to the requesting policyholder within15 days by
its underwriting policy as filed by the company with the Authority, the
insurance company shall not have any right to reject such proposal and shall
accept the proposal.
o To accept a policy that is being ported in, the insurer shall not levy any
additional loading or charges exclusively to the port.
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No commission shall be payable to any intermediary on the acceptance of a ported
policy.
Portability shall be allowed in the following cases:
o All individual health insurance policies issued by General Insurers and Health
Insurers including family floater policies.
o Individual members, including the family members covered under any group
health insurance policy of a General Insurer or Health Insurer, shall have the
right to migrate from such a group policy to an individual health insurance
policy or a family floater policy with the same insurer. Thereafter, he/she
shall be accorded the right mentioned above.
OTHER RELATED REFERENCE REGULATIONS.

Matters in respect of which the Authority may specify by the issue of Circulars,
Guidelines or Instructions as referred in these regulations: The Issues to be complied
with by TPAs, Insurers and Network Providers.
I.
Regulation (2) (i) (g): Product Filing Guidelines to be followed by insurers
before marketing or offering a product covering Health Insurance Business.
II.
Regulation (3) (b): Withdrawal of existing Indemnity Based products offered
by Life Insurers.
III.
Regulation (5): Withdrawal of Health Insurance Products shall be subject to
Guidelines specified by the Authority.
IV.
Regulation (7) (a): Guidelines on Group Insurance.
V.
Regulation (8) (d): Norms on mechanisms or incentives to reward
policyholders for early entry, continued renewals, favourable claims
experience, preventive and wellness habits.
VI.
Regulation (9) (b): Guidelines on Proposal Forms.
VII.
Regulation (10): Guidelines on pricing.
VIII.
Regulation (11) (b): Guidelines on Pilot Products subject to Product Filing
Guidelines.
IX.
Regulation (20): Standard terms used in all health insurance policies.
X.
Regulation (21): The nomenclature and procedures incorporated into policies
offering‘critical illness cover.
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XI.
XII.
XIII.
XIV.
XV.
XVI.
XVII.
XVIII.
XIX.
3.9

Regulation (22) (i): List of Generally Excluded Items that may be optionally
covered by the Insurers.
Regulation (26): Customer Information Sheet.
Regulation (31) (b) (iv): Guidelines on dis empanelment of Network
Provider.
Regulation (31) (c): Standard Clauses to be made part of Tripartite
Agreement amongst Insurers, TPAs and Network Providers.
Regulation (31) (e): Standards, benchmarks and protocols for Network
Providers.
Regulation (35) (c): Data Related.
Regulation (36): Systems and procedures to be put in place to identify
monitor and mitigate frauds.
Regulation (37): Returns to be submitted to the Authority.
Clause (10) Schedule– II: Information on Life plus Health Combi Products.
FREE LOOK PERIOD

All-new individual health insurance policies issued by Life Insurers, General Insurers
and Health Insurers, except those with tenure of less than a year, shall have a free look
period. The free look period shall be applicable at the inception of the policy and
 The insured will be allowed at least 15 days from the date of receipt of the policy
to review the terms and conditions of the policy and to return the same if not
acceptable.
 If the insured has not made any claim during the free look period, the insured
284shall be entitled to
a) Refund of the premium paid less any expenses incurred by the insurer on
medical examination of the insured persons and the stamp duty charges or;
b) Where the risk has already commenced and the option of return of the policy
is exercised by the policyholder, a deduction towards the proportionate risk
premium for the period on the cover or;
c) Where only a part of the insurance coverage has commenced, such
proportionate premium commensurate with the insurance coverage during
such period;
d) In respect of unit-linked policy, in addition to the above deductions, the insurer
shall also be entitled to repurchase the unit at the price of the units as on the
date of the return of the policy.
Explain the provisions related to the assignment and transfer of insurance
policies (Section 38)
Section 38 of the Insurance Act 1938 deals with the assignment and transfer of
insurance policies. The section has been substituted by the following sections vide
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Insurance Laws (Amendment) Act 2015: Section 38 - Assignment and transfer of
insurance policies.—
1) A transfer or assignment of a policy of insurance, wholly or in part, whether with
or without consideration, may be made only by an endorsement upon the policy
itself or by a separate instrument, signed in either case by the transferor or by the
assignor or his duly authorized agent and attested by at least one witness,
specifically setting forth the fact of transfer or assignment and the reasons thereof,
the antecedents of the assignee and the terms on which the assignment is made.
2) An insurer may accept the transfer or assignment, or decline to act upon any
endorsement made under sub-section (1), where it has sufficient reason to believe
that such transfer or assignment is not bona fide or is not in the interest of the
policyholder or public interest or is for the trading of the insurance policy.
3) The insurer shall, before refusing to act upon the endorsement, record in writing
the reasons for such refusal and communicate the same to the policyholder not
later than thirty days from the date of the policyholder giving notice of such
transfer or assignment.
4) Any person aggrieved by the decision of an insurer to decline to act upon such
transfer or assignment may within thirty days from the date of receipt of the
communication from the insurer containing reasons for such refusal, prefer a
claim to the Authority.
5) Subject to the provisions in sub-section (2), the transferor assignment shall be
complete and effectual upon the execution of such endorsement or instrument
duly attested but except, where the transferor assignment is in favour of the
insurer, shall not be operative as against an insurer, and shall not confer upon the
transferee or assignee, or his legal representative, any right to sue for the amount
of such policy or the money secured thereby until a notice in writing of the
transferor assignment and either the said endorsement or instrument itself or a
copy thereof certified to be correct by both transferor and transferee or their duly
authorized agents have been delivered to the insurer:
Provided that where the insurer maintains one or more places of business in India,
such notice shall be delivered only at the place where the policy is being served.
6) The date on which the notice referred to in sub-section (5) is delivered to the
insurer shall regulate the priority of all claims under a transfer or assignment as
between persons interested in the policy; and where there is more than one
instrument of transfer or assignment the priority of the claims under such
instruments shall be governed by the order in which the notices referred to in sub49

section (5) are delivered: Provided that if any dispute as to priority of payment
arises as between assignees, the dispute shall be referred to the Authority.
7) Upon the receipt of the notice referred to in sub-section (5), the insurer shall
record the fact of such transfer or assignment together with the date thereof and
the name of the transferee or the assignee and shall, on the request of the person
by whom the notice was given, or of the transferee or assignee, on payment of
such fee as may be specified by the regulations, grant a written acknowledgement
of the receipt of such notice; and any such acknowledgement shall be conclusive
evidence against the insurer that he has duly received the notice to which such
acknowledgement relates.
8) Subject to the terms and conditions of the transferor assignment, the insurer shall,
from the date of the receipt of the notice referred to in sub-section (5), recognize
the transferee or assignee named in the notice as the absolute transferee or
assignee entitled to benefit under the policy, and such person shall be subject to
all liabilities and equities to which the transferor or assignor was subject at the
date of the transferor assignment and may institute any proceedings about the
policy, obtain a loan under the policy or surrender the policy without obtaining
the consent of the transferor or assignor or making him a party to such
proceedings. Explanation — Except where the endorsement referred to in subsection (1) expressly indicates that the assignment or transfer is conditional in
terms of sub-section (10) hereunder, every assignment or transfer shall be deemed
to be an absolute assignment or transfer and the assignee or transferee, as the case
may be, shall be deemed to be the absolute assignee or transferee respectively.
9) Any rights and remedies of an assignee or transferee of a policy of life insurance
under an assignment or transfer effected before the commencement of the
Insurance Laws (Amendment) Act, 2015 shall not be affected by the provisions
of this section.
10) Notwithstanding any law or custom having the force of law to the contrary, an
assignment in favour of a person made upon the condition that —
a. The proceeds under the policy shall become payable to the policyholder or the
nominee or nominees in the event of either the assignee or transferee predeceasing
the insured; or
b. the insured surviving the term of the policy, shall be valid: Provided that a
conditional assignee shall not be entitled to obtain a loan on the policy or
surrender a policy.
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11) In the case of the partial assignment or transfer of a policy of insurance under
subsection (1), the liability of the insurer shall be limited to the amount secured
by partial assignment or transfer and such policyholder shall not be entitled to
further assign or transfer the residual amount payable under the same policy.

3.10

PROVISIONS RELATED TO THE NOMINATION OF INSURANCE
POLICIES AND PROHIBITION OF REBATE

Section 39 – Nomination by Policyholder
The holder of a policy of life insurance on his own life may when effecting the policy
or at any time before the policy matures for payment, nominate the person or persons
to whom the money secured by the policy shall be paid in the event of his death:
Provided that, where any nominee is a minor, it shall be lawful for the policyholder to
appoint any person in the manner laid down by the insurer, to receive the money
secured by the policy in the event of his death during the minority of the nominee.
Provision Related to the Prohibition of Rebate
Section 41 of the Insurance Act, 1938 states the following:
No person shall allow or offer to allow, either directly or indirectly, as an inducement
to any person to take or renew or continue insurance in respect of any kind of risk
relating to lives or property in India, any rebate of the whole or part of the commission
payable or any rebate of the premium shown on the policy, nor shall any person taking
out or renewing or continuing a policy accept any rebate, except such rebate as may
be allowed by the published prospectuses or tables of the insurer:
Provided that acceptance by an insurance agent of commission in connection with a
policy of life insurance taken out by himself on his own life, shall not be deemed to
be acceptance of a rebate of premium within the meaning of the sub-section if at the
time of such acceptance the insurance agent satisfies the prescribed conditions
establishing that he is a bona fide insurance agent employed by the insurer. Any person
making default in complying with the provisions of this section shall be liable for a
penalty which may extend to ten lakh rupees."
Explanation of Section 41.
No person, either directly or indirectly allow or offer to allow as an inducement to any
person to take out or renew or continue insurance in respect of any kind of risk to lives
or property in India, any rebate of the whole or part of the commission payable or any
rebate of the premium.
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OR No person taking out or renewing or continuing a policy shall accept any rebate,
except such rebate as may be allowed as per the published prospectus or tables of the
insurer.
3.11

THE REPUDIATION CLAUSE (SECTION 45)

The Section 45 of the Insurance Act, 1938
1) No policy of life insurance shall be called in question on any ground
whatsoever after the expiry of three years from the date of the policy, i.e., from
the date of issuance of the policy or the date of commencement of risk or the
date of revival of the policy or the date of the rider to the policy, whichever is
later.
2) A policy of life insurance may be called in question at any time within three
years from the date of issuance of the policy or the date of commencement of
risk or the date of revival of the policy or the date of the rider to the policy,
whichever is later, on the ground of fraud: Provided that the insurer shall have
to communicate in writing to the insured or the legal representatives or
nominees or assignees of the insured the grounds and materials on which such
decision is based.
3.12 PROVISIONS RELATED TO THE NO RISK TO BE ASSUMED
UNLESS PREMIUM IS RECEIVED IN ADVANCE (SECTION 64VB)
The Section 64VB of Insurance Act, 1938 states the following:
o No insurer shall assume any risk in India in respect of any insurance business on
which premium is not ordinarily payable outside India unless and until the
premium payable is received by him or is guaranteed to be paid by such person in
such manner and within such time as may be prescribed or unless and until a
deposit of such amount as may be prescribed, is made in advance in the prescribed
manner.
o For this Section, in the case of risks for which premium can be ascertained in
advance, the risk may be assumed not earlier than the date on which the premium
has been paid in cash or by cheque to the insurer.
Explanation: Where the premium is tendered by postal money order or a cheque
sent by post, the risk may be assumed on the date on which the money order is
booked or the cheque is posted, as the case may be.
o Any refund of premium which may become due to an insured on account of the
cancellation of a policy or alteration in its terms and conditions or otherwise shall
be paid by the insurer directly to the insured by a crossed or order cheque or by
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postal money order and a proper receipt shall be obtained by the insurer from the
insured, and such refund shall in no case be credited to the account of the agent.
o Where an insurance agent collects a premium on a policy of insurance on behalf
of an insurer, he shall deposit with, or dispatch by post to, the insurer, the premium
so collected in full without deduction of his commission within twenty-four hours
of the collections excluding bank and postal holidays.
Explanation of Section 64 VB
The Act provides that the Central Government may, by rules, relax the requirements
of subsection (1) above in respect of particular categories in insurance policies. The
Act also allows IRDAI, to issue regulations from time to time, specifying the manner
of receipt of premium by the insurer. Relaxations provided by the Central Government
are listed under rule 59 of the Insurance Rules 1939, the gist of which is given under.
Exemption to Section 64 VB as per rule 59 of the Insurance rule – 1939
a) Policies issued to Government and semi-Government bodies: The risk may be
covered on such policies on the strength of an undertaking by the proposer to
pay the premium within 30 days of the date of intimation of the amount of
premium or within such further period as the Controller may fix in any
particular case.
b) Policies under (Sickness Insurance, Group Personal Accident Insurance,
Medical Benefits Insurance and Hospitalization Insurance Schemes):
Premiums on such policies may be accepted in instalments provided that the
instalment covering a particular period shall be received (within 15 days from)
the date of commencement of the period.
c) Fidelity Guarantee Insurance: Fidelity Guarantee Insurance Policies covering
Government and semi-Government employees may be issued without receipt
or premium in advance if the policy is not in the renewal of an existing policy
and subject to the condition that the premium is paid within thirty days from
the date of appointment of the person covered by the policy.
d) Policies covering risks where exact premium cannot be ascertained without
reference to Head office, Principal office etc.: Where the exact premium for
risk cannot be ascertained without reference to the Specified authorities, or for
any other reasons, the risk may be assumed if there is a deposit made by or on
behalf of the insured with the insurer at a suitable rate not less than 2.5 per
mile.
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e) Declaration policies: Risk in respect of such policies may be assumed if at least
the premium calculated on 75% of the sum assured has been received before
the assumption of the risk.
f) Policies issued based on adjustable premium: Risk in respect of policies issued
based on adjustable premium such as workmen’s compensation, cash in transit
etc. may be assumed on receipt of provisional premium based on a fair
estimate.
g) Annual Insurances connected with aircraft hulls, other aviation risks and
marine hulls: Facilities for delayed payment of premium or the payment of
premium using instalments not exceeding four in number may be allowed at
the discretion of the insurer on policies covering the following risks, namely:
 Aircraft Hulls,
o Marine Hulls,
 legal liability to passengers,
 automatic personal accident insurance to passengers,
 blanket policies covering liability over basic cover connected with
aviation risks,
 war risk insurance of air passengers and aircraft hulls.
 third party and other liability risks connected with aviation risks and
marine hulls risks,
 S.R.C.C. risk connected with aviation risk and marine hull risks provided
that a clause to that effect is endorsed on the policy.
 The short period covers in respect of insurance connected with aircraft
hulls and other aviation risks and marine hulls. The same as the above.
Certain Policies issued (for more than one year) such as Machinery
Erection polices or contractors All Risk policies, certain Schedule and
Consequential Loss Policies, Marine covers others than Hulls, policies
relating to co-insurances and policies of reinsurance are also eligible for
relaxation from Section 64 VB to the extent provided under rule 59 of the
Insurance Rules.
3.13

LET US SUM UP

Ownership of the insurance does not change when it is nominated; it remains with the
policyholder. It entails the assignor (policyholder) transferring rights and ownership
to the assignee (person/entity). It allows the nominee to receive benefits in the event
of the life assured's death. Policy proposal documents in easily comprehensible
language; claims procedure in both life and non-life; setting up of grievance redressal
machinery; rapid settlement of claims; and policyholders' servicing are all covered by
the IRDAI's Protection of Policyholders Interest Regulations 2001. Nomination refers
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to the policyholder's designation of a person to receive the policy benefits in the case
of death. The term "assignment" refers to the transfer of a policy's right, title, and
interest to another person. Under the policy, the nominee has no right to sue. Under
the policy, the assignee has the right to sue.
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KEYWORDS
TPA: Third Party Administrator
Pilot Product: A pilot product means a close-ended product with a policy term
of one year that may be offered for sale by General Insurers or Health Insurers for
a period not exceeding five years from the date of launch of the product
Senior Citizen: The term “Senior Citizen” typically refers to someone who is
retired and above the age of 60 or 65.
ULIP: A Unit Linked Insurance Plan is a product offered by insurance companies
that, unlike a pure insurance policy, gives investors both insurance and investment
under a single integrated plan.
Conservative Fund: Conservative mutual funds are low-risk funds that are
designed to match or slightly outpace the average rate of inflation. Conservative
funds are best for investors who have a low tolerance for risk or are either near
retirement or currently retired.
SEBI: The Securities and Exchange Board of India is the regulatory body for the
securities and commodity market in India under the jurisdiction of the Ministry
of Finance, Government of India.
Micro Insurance: Microinsurance is a financial arrangement to protect lowincome people against specific perils in exchange for regular premium payments
proportionate to the likelihood and cost of the risk involved.
SAHI: Standalone Health Insurance
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Kothari &Bahl: Principles and Practices of Insurance.
MODEL QUESTIONS

Q1: What are the insurer’s obligations to micro insurance?
Q2: What are the provisions regarding the nomination of insurance policies?
Q3: Write the difference between SEBI & IRDA
Q4: What are the obligations to the Rural and Social sectors?
Q5: Differentiate between Conservative Fund and Aggressive Fund
Q6: Write a note on the transfer of insurance policies.
Q7: Briefly explain micro insurance.
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4.0

LEARNING OBJECTIVES

After studying this unit, you will be able to know :
 Different insurance policy stages.
 The stage of pre-sale and post-sale of an insurance policy.
 Grievance redressal, complaint handling and policyholders’ servicing.
 How the insured can resolve disputes under the Consumer Protection Act,
1986.
 How the insured can resolve disputes by approaching the Ombudsman under
the ‘Redressal of Public Grievances Rules, 1998.
 Understand the different types of reserves maintained by insurance companies
4.1

INTRODUCTION

Insurance Regulatory and Development Authority of India (Protection of
Policyholders’ Interests) Regulations, 2017 is of particular interest to the small,
isolated and defenceless individual policyholders pitted against the large, powerful
insurance companies. As the name suggests, this piece of legislation seeks to provide
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added protection to policyholders. The IRDAI (Protection of Policyholders’ Interests)
Regulations 2017 — prescribe the duties and obligations applicable on all insurers,
distribution channels, intermediaries, insurance intermediaries, other regulated entities
and policyholders including standard procedures and best practices in pre and postsale and service of insurance policies.
Before going into the details, we need to know certain keywords. These keywords will
help in understanding the protection of policyholders’ regulations.
Few keywords
i) Cover: Insurance contract whether in the form of a policy or a cover note or a
Certificate of Insurance or any other form prevalent in the industry and as
approved by the Authority to evidence the existence of an insurance contract.
ii) Proposal Form: A form to be filled in by the prospect in written or electronic or
any other format as approved by the Authority, for furnishing all material
information as required by the insurer in respect of a risk, to enable the insurer to
make an informed decision in the context of underwriting the risk, and in the event
of acceptance of the risk, to determine the rates, advantages, terms and conditions
of the cover to be granted.
iii) Material: Shall mean all-important, essential and relevant information sought by
the insurer in the proposal form and other connected documents to enable him to
take an informed decision in the context of underwriting the risk to be covered by
the insurer.
iv) Distribution Channels means persons and entities authorised by the Authority to
involve in the sale and service of insurance products.
v) Prospectus: Document either in physical or electronic or any other format issued
by the insurer or on its behalf to sell or promote the insurance products, to the
prospective buyers of insurance, and includes a brochure or leaflet serving the
purpose. Such Insurance products referred to herein shall also include the riders
offered if any. Where a rider is tied to a base policy all the terms and conditions
of the rider referred to in the definition shall be mentioned in the prospectus.
Where a standalone rider is offered a base product, a reference to the rider shall
be made in the prospectus of the base policy indicating the nature of benefits
flowing thereupon.
Two stages of an Insurance Policy
There are two stages of an insurance policy:
(i)
The pre-sale stage includes:
 Point of sale
 Proposal of insurance
(ii)
The post-sale stage includes:
 Issue of policy bond
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4.2

Grievance Redressal Procedures
Complaint-handling Procedures
Policyholders’ servicing

PRE-SALE STAGE OF THE INSURANCE POLICY
The pre-sale stage includes:
a) Point of sale
b) Proposal of insurance

Point of sale
There should be utmost transparency at the time of sale and promotion so that the
policyholder is made to feel confident that he or she is being given complete
information regarding the product. The provision of clear and complete information
about products is not only a fundamental expectation but also a necessity to ensure fair
treatment to policyholders by insurance companies. Insurance companies must
disclose such information the following points should be taken care of:
 An insurer or its agent or another intermediary shall provide all material
information in respect of a proposed cover to the prospect to enable the
prospect to decide on the best cover that would be in his or her interest.
 Where the prospect depends upon the advice of the insurer or his agent or an
insurance intermediary, such a person must advise the prospect
dispassionately.
 Where, for any reason, the proposal and other connected papers are not filled
by the prospect, the insurer or the distribution channel shall explain the
contents of the form and a certificate may be incorporated at the end of the
proposal form from the prospect that the contents of the form and documents
have been fully explained to him and that he has fully understood the
significance of the proposed contract.
PRODUCTS ON OFFER/ PRODUCTS WITHDRAWN:
Every insurer shall place on its website the terms and conditions of every insurance
product that is offered for sale by the insurer as it was approved by the Authority under
File and Use procedure or filed with the Authority under Use and File procedure,
including products modified or products withdrawn. The UIN allotted by the Authority
to every insurance product shall also be mentioned against each product. The insurer
shall keep the list updated at all times.
Proposal for insurance
 Except in case of a marine insurance cover, or such other covers approved by
the Authority exempting usage of the proposal form, a proposal for grant of
insurance cover, either for life insurance business or for general insurance
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4.3

business or health insurance business, must be evidenced by a document in
written or electronic or any other format as approved by the Authority. It is the
duty of the insurer to furnish to the insured, free of charge, within 30 days of
the acceptance of a proposal, a copy of the proposal submitted by the Insured.
In case of marine insurance cover or other insurance covers where a proposal
form is not used, the insurer shall record the information obtained orally or in
writing or electronically, and confirm it within 15 days thereof with the
prospect and incorporate the information in its cover note or policy. Where the
insurer claims that the prospect suppressed any material information or
provided misleading or false information on any matter material to the grant
of a cover, then the onus of proof rests with the insurer only in respect of any
information not so recorded.
Any proposal form seeking information for grant of life cover shall
prominently state therein the requirements of Section 45 of the Act.
While answering the questions in the proposal form for obtaining a life
insurance cover, the prospect is to be guided by the provisions of Section 45
of the Act.
Wherever the benefit of nomination is available to the proposer, in terms of the
Act or the conditions of the policy, the insurer or the distribution channel shall
draw the attention of the proposer to it and encourage the proposer to avail the
facility and inform him of the provisions of section 39 of the Act.
The insurer shall process the proposals with speed and efficiency and the
decision on the proposal thereof, shall be communicated in writing to the
proposer within a reasonable period but not exceeding 15 days from the date
of receipt of proposals or any requirements called for by the insurer.
Where a proposal deposit is refundable to a prospect under any circumstances,
the same shall be refunded within 15 days from the date of the underwriting
decision on the proposal.
POST-SALE STAGE OF THE INSURANCE POLICY

Issue of Policy Bond
A policy bond is a legal document setting out the terms and conditions of the contract.
It is the document that is given after the proposal for insurance is accepted by the
insurer. The risk coverage commences after acceptance of the proposal and the
conditions and privileges of the policy are mentioned in the policy bond. This is an
important document that would be referred to for various servicing interactions with
the insurer. It will also be required at the time of settlement of claims on the policy.
Along with the policy bond, the letter has to be sent informing about the free look
period.
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The insurer must ensure that the contents of the policy document are easy to
understand. The language used should be simple. The document should avoid jargon,
should be easy to read and most of all be attractive for the consumer to peruse. It would
bring out the risks involved for the policyholder and the obligations or commitments
required of him/her.
Free Look Period
Very often, we go out shopping and pick up something without giving too much
thought to it. And we realise that the item that we picked up should not have been
purchased at all in the first place. In such situations, the option of a free look period
(return of goods purchased), as in insurance products offer, could have helped.
However, this is not limited to household products. The same can happen when it
comes to buying insurance too. The last thing a person needs is to realise that he bought
or has been sold a policy that does not fulfil his requirements. In the competitive world
that insurance is today, and with an army of agents looking for new business, the
possibility of one falling into the trap of these agents cannot be ruled out. When we
buy a conventional consumer product, the purchase decision is irreversible. However,
when we decide to buy insurance, we have an option in the form of a free-look period.
This is a feature that has been followed by insurance companies, as mandated by the
Insurance Regulatory and Development Authority of India (IRDAI) in the interest of
the consumers. The free-look period option of a life insurance plan allows the
customer to cancel the policy after purchasing it if he disagrees with or is not
comfortable with its terms and conditions.
The option has to be exercised within 15 days of receipt of the policy and a period of
30 days in case of electronic policies and policies obtained through distance mode.
This option allows the customer to go through the fine print of a policy, understand
how it is going to work, study the charges in detail (in case of unit-linked plans) and
then decide whether he wants to go for a long-term financial commitment with the
plan. The term of life covers is usually 10-15 years, a long investment period, so the
prospective buyer needs to figure out whether the plan suits his needs. Usually, the
customer will be required to send the original documents of the insurance policy and
an application form for its cancellation to the customer service department, or the local
branch of the insurance company. It is important to send the documents within 15 days
of the receipt of the policy from the insurance company if the customer wants to avail
of the cancellation option. If a person cancels an insurance policy during the free-look
period, the insurance company refunds the premium paid after the following
deductions:
 Cost about medical tests, if any;
 Stamp duty; and
 The risk premium in case the customer is provided cover in the freelook period.
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In unit-linked insurance plans, any increase or decrease in the net asset value of the
plan during the free-look period is passed on to the customer. This is achieved through
additions to or deductions from the premium. Apart from the change in the NAV, the
other charges mentioned above will continue to be levied.
What is a free look period?
The free-look provision to a policy means a customer has 15 days from the date of the
policy's receipt to rethink his purchase decision. The free-look period option of a life
insurance plan allows a customer to cancel the policy after purchasing it if he disagrees
with or is not comfortable with its terms and conditions. The option has to be exercised
within 15 days of receipt of the policy and a period of 30 days in case of electronic
policies and policies obtained through distance mode. This option allows the customer
to go through the fine print of a policy document, understand how it works, study the
charges in detail (in case of unit-linked plans) and then decide whether he wants to go
for such a long-term financial commitment or not. The term of life covers is usually
10-15 years which is a long investment period, so the prospective buyer needs to figure
out whether the plan suits his needs.
The objective of the free look period
The objective of offering a free look period is to make the process of buying insurance
transparent, easy and fulfilling for the customer, rather than leaving him with the
feeling that he has picked up something that he never needed.
The insurance company is also at an advantage by offering a free look period to its
policyholders. If someone takes up a policy and subsequently realises that it is not
appropriate, he would either stop paying premiums and let the policy lapse or might
surrender it. From the point of view of the insurance company, it is more profitable if
a customer stays for a longer period. A premature exit only works to their
disadvantage. Customers who decide to continue with the policy after having studied
it thoroughly are likely to remain with the insurance company over an extended period.
Requirements for cancellation of a policy in the free look period
Usually, the customer will be required to send the original documents of the insurance
policy and an application for its cancellation to the customer service department, or
the local branch of the insurance company. To cancel the policy in the free look period,
it is important to send the documents within 15 days of receipt of the policy from the
insurance company. If a person cancels an insurance policy during the free look period,
the insurance company refunds the premium paid after the following deductions:
(a) Cost about medical tests, if any
(b) Stamp duty
(c) The risk premium in case the customer is provided cover in the free-look
period.
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In unit-linked insurance plans, any increase or decrease in the net asset value of the
plan during the free-look period is passed on to the customer. This is achieved through
additions to or deductions from the premium. Apart from the change in the NAV, the
other charges mentioned above will continue to be levied.
The list of documents that are normally required to be submitted by a claimant in case
of a claim under the policy.
 The insurer shall inform clearly by the letter forwarding the policy to the
policyholder that he has a free look period of 15 days from the date of receipt
of the policy document and a period of 30 days in case of electronic policies
and policies obtained through distance mode, to review the terms and
conditions of the policy and where the policyholder disagrees to any of those
terms or conditions, he has the option to return the policy to the insurer for
cancellation, stating the reasons for his objection, then he shall be entitled to a
refund of the premium paid subject only to a deduction of a proportionate risk
premium for the period of cover and the expenses incurred by the insurer on
medical examination of the proposer and stamp duty charges.
 In respect of a linked insurance product, in addition to the deductions under
sub-regulation (i) above, the insurer shall also be entitled to repurchase the
units at the price of the units on the date of cancellation.
 A request received by the insurer for free look cancellation of the policy shall
be processed and premium refunded within 15 days of receipt of the request,
as stated at sub-clause (i), (ii) above.
4.4
GRIEVANCE
PROCEDURES

REDRESSAL & POLICYHOLDERS’ SERVICING

Grievance redressal procedure:
Every insurer shall have in place proper procedures and effective mechanisms to
address complaints and grievances of policyholders efficiently and with speed. The
same along with the information in respect of the Insurance Ombudsman shall be
communicated to the policyholder in the policy document and as may be found
necessary.
a) Authority Designated by the Insurer: In the event, the policyholder is aggrieved
by any of the decisions taken by the insurer in the area of settlement of claims
or disputes related to deficiency of service, he/she may approach the Grievance
Redressal Authority of the insurer.
b) Insurance Ombudsman: The Central Government has framed rules known as
“Redressal of Public Grievances Rules, 1998 and created an authority called
“Insurance Ombudsman” to resolve all complaints relating to the settlement of
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the claim on the part of insurance companies. Since amended to Insurance
Ombudsman Rules 2017.
Complaints handling procedures
For any business entity, the customer constitutes the most important element. For
insurance companies, policyholders are the customers. When an insurance company
issues a policy, every year’s continuation of the policy brings in its share of profits to
the company. As a result, the longer the policy stays on the books; the larger is the
level of profit that will be generated for the insurance company. Having satisfied
policyholders also increases the possibility of getting repeat business from the present
policyholders. They are also likely to provide referrals to field personnel. All this
increased business activity generates increased profits for the insurance company. All
this depends on the insurance company being able to provide efficient service to the
policyholders and its effective complaint handling procedure.
Supply of copies of the proposal and medical reports
Every insurer carrying on life insurance business is under an obligation to supply to
the policyholder certified copies of the questions put to him and his answers thereto
contained in his proposal for insurers and the medical report supplied in connection
therewith.
Notice to be given of the options on the lapsing of the policy
Every insurer carrying on life insurance business is required to give notice to the
holder of a life insurance policy before expiry of three months from the date on which
the premium in respect of a policy of life insurance was payable but not paid,
informing him of the options available unless these are outlined in the policy.
The notice given by the life insurer is certainly a notice given before the lapsing of the
policy and protects the interests of the policyholders. But the provisions of this section
do not mention this notice if the options available to the assured on the lapsing of the
policy are outlined in the policy. It is suggested that even if the policy details about
options, such a notice is required because life insurance policies are long term policies
and in the ordinary course of business. These options are seldom noticed by the
policyholder. Hence the words “unless these are outlined in a policy” may be omitted,
which would make the notice requirement unconditional.
4.5

KNOW ABOUT THE KEY FEATURE DOCUMENT

IRDAI has incorporated a provision in IRDAI Regulations for Protection of
Policyholders Interests, 2017 that would require insurance companies to issue Key
Feature Documents for various insurance products to policyholders. The motive
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behind this is to ensure fair treatment to policyholders. The Key Feature Document
will have the same legal sanction as the comprehensive document.
Format of Key Feature Document:
The ultimate aim of a Key Feature Document is whether or not the target customer
can comprehend its main features and can make a decision as to whether the product
suits him/her. It is necessary to have the Key Feature Document as a separate item and
not a part of the other literature. A Key Feature Document should have the following
features:
 The proposed Key Feature Document should be developed in a clear format
with an appropriate title and sub-titles that makes it easy for policyholders to
understand
 The language used should be simple.
 The document should be supported by examples relating to cover/benefits
offered
 The document should explicitly bring out the risks involved for the
policyholder and the obligations or commitments required of him/her. The
document should be neither too long nor should it be too short thereby missing
out on important facts.
 The document should avoid jargon, should be easy to read and be attractive for
the consumer to peruse
 The title of the document should be prominent. It should be in at least 14 size
font (of Times New Roman, as an indication). Key Feature Document shall be
available in local languages depending on the region where the policyholder
resides.
4.6

RESOLVING DISPUTES BY OMBUDSMAN UNDER
‘REDRESSAL OF PUBLIC GRIEVANCES RULES, 1998.

THE

Insurance Ombudsman
To provide a forum for resolving disputes and complaints from the aggrieved insured
public or their legal heirs against the insurance companies, the Government of India,
in the exercise of powers conferred on it under Section 114(1) of the Insurance Act,
1938, framed the “Redressal of Public Grievances Rules, 1998”, which came into force
w.e.f November 11, 1998. These rules aim at resolving complaints relating to the
settlement of disputes with insurance companies on personal lines of insurance, in a
cost-effective, efficient and impartial manner. These Rules apply to all the insurance
companies operating in the general insurance business and life insurance business.
Provided that the Central Government may exempt an insurance company from the
provisions of these Rules if it is satisfied that an insurance company has already in
place of grievance redressal machinery which fulfils the requirements of these Rules.
The main objectives of these Rules are to resolve all complaints relating to the
65

settlement of claims on the part of the insurance companies in a cost-effective,
efficient and impartial manner.
Ombudsman
The governing body shall appoint one or more persons as ombudsman whose functions
are redressal of grievances from the policyholders of both life insurance and general
insurance business. Any aggrieved individual who has taken an insurance policy on
personal lines (or if deceased, the legal heir(s) under such policy) can approach the
Ombudsman. Insurance on personal lines means a policy taken or given in an
individual capacity e.g. life insurance, personal accident insurance, medical insurance,
and insurance of personal property of the individual such as a motor vehicle,
household articles, etc. Firms and organizations cannot go to the Ombudsman.
Nature of complaints
1. Repudiation of a claim by the insurance company
2. Any dispute on premium paid
3. Any dispute in the legal construction of policy wording
4. Delay in settlement of the claim
5. Non-issuance of any policy documents after receiving of premium.
Pre-requisite conditions for lodging complaint
 The complaints must be by an individual on a ‘Personal Lines’ insurance and
within the terms of reference on the Insurance Ombudsman as set out under
item number ‘C’.
 A representation should have been made to the insurance company, and either
an unsatisfactory reply should have been received or the representation should
stand un replied for at least 1 month.
 The complaint must be lodged within 1 year of the events mentioned in (b)
above.
 The total relief sought must be within an amount of Rs. 30 lakhs.
 The subject matter of the complaint should not currently be or have earlier been
before a Court / Consumer Forum.
The Ombudsman shall act as counsellor and mediator in matters that are within its
terms of reference and, if requested to do so, in writing by mutual agreement by the
insured person and the insurance company. In case both parties agree for mediation,
the Ombudsman shall give its Recommendations within 1 month; otherwise, it shall
pass its Award within 3 months. The Recommendations and Award of the Insurance
Ombudsman are both subject to acceptance by the complainant in full and final
settlement of the complaint. If such acceptance is not agreeable, the complainant may
exercise the right to take recourse to the normal process of law against the insurance
company. Further, dismissal of a complaint by the Insurance Ombudsman does not
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vitiate the complainants’ right to seek legal remedy against the insurers, complained
against, as per the normal process of law. If the Ombudsman deems it fit in the
circumstances of the case, it may award ex-gratia payment.
4.7

DIFFERENT TYPES OF RESERVES MAINTAINED BY INSURANCE
COMPANIES

Poor Reserving “There is no acceptable excuse for poor reserving. Unless we are
accurate with our reserves they will threaten our very existence.”(Tony Lancaster –
CEO, Groupama UK, CII Conference, 2001)
Insurance is a special industry in that a majority of its costs are both delayed and
uncertain. However, as these costs are critical, therefore, all insurers estimate the
future liabilities as accurately as possible and put aside (reserve) money to meet them.
Further, if claims are large, take time and are difficult to judge, the total amounts
required to be reserved per year can be enormous. However, maintaining reserves is
an important area for insurers as there is a lag between the receipt of premium and
payment of claims.
Technical reserves: the assets that an insurance company maintains to meet future
claims or losses. The technical reserves required can be classified as follows:





Reserves for unexpired risks
Reserves for incurred but unreported claims
Reserves for outstanding claims
Fluctuation reserves

Technical reserving is critical to any insurer and directly impacts profitability and
solvency; the two principal dangers being:
Under-reserving is where an insurer may take in an over-optimistic view of future
claim payments. Initially, it will boost profits and seem like the underwriting strategy
and pricing is correct; however, over time there will be difficulty in paying claims and
the insurer will have to call upon shareholders’ funds (sometimes known as free
reserves) to reduce its solvency.
Case Study:
Independent Insurance, UK Independent Insurance (estd.1903) was reinvented in 1987
when it metamorphosed into a forward-thinking, fast-growing, broker-only company.
In 1996, Independent combined with a merchant bank to buy the UK business of US
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insurer Allstate. It had become a Public Listed Company in 1993 and by 2000 had
grown significantly:
 2,000 employees in 16 locations in the UK as well as in Europe.
 500,000 individuals on home and motor policies,
 40,000 commercial customers
 Premiums over £850
The company wrote property, liability, home and motor business in the commercial
and personal sectors. It sowed the seeds for its collapse when it moved into the highly
competitive London market. In early 2001, problems regarding liquidity, claims ratios
and the need for new capital emerged. There followed a downward spiral of director
resignations, failure to raise capital and a general failure of credibility.
In June 2001, the liquidators were called in after unquantifiable losses from claims
surfaced, many of which had never been entered in the company's accounts. While
many were surprised at its collapse, several brokers and insurers were not. Almost
since its re-launch in 1987, there had been market rumours of accounting irregularities
and other practices, which no one managed to substantiate. The details of what went
wrong and who was to blame are still being argued over. The fundamentals for failure
were attributed to excessive growth, inability to reserve adequate premiums for longtail liabilities, insufficient reinsurance and under-pricing.
Stakeholders
About a company’s reserving practices, several stakeholder groups will take a close
interest – albeit from different perspectives. These stakeholders can be detailed as
follows:
i.
Shareholders
The major interest a shareholder will have is to see his or her investments increase and
the company stay viable, solvent and attractive to the market. They will be kept
informed as regards the company’s reserves through the Annual Report and Accounts,
together with the quarterly/half-yearly reports. They will look for the company to be
adequately preserved to ensure its future prosperity and avoid nasty shocks - they will
be less than happy if under-reserving results in a requirement for significant reserves.
On the other hand, over-prudent reserving will reduce the money available for
distribution as dividends or available for new investment and therefore, will not be
welcomed.
ii.
Government / Regulator
A government may consider a company’s reserving from two distinct standpoints. As
a regulator, the Government would like to see prudent reserving to:
1. protect the customers from company failure
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2. protect the insurance market from instability and the burden of funding corporate
failure
3. avoid future calls on the companies’ capital when solvency is threatened
As a collector of taxes, conversely, the Government would prefer that taxable profit is
not delayed or avoided by being placed in reserves. For these reasons, some
governments have set down rules about making a ‘best estimate’ of reserves and their
observance has to be confirmed in the annual audit.
4.8

UNDERWRITERS

The importance of claims experience in the pricing process was mentioned earlier.
1. Underwriters study the pattern of reserves development to understand the true
cost of claims for whole classes of business to determine the appropriate pure
risk premiums going forward.
2. they will use specific claims histories on cases that are individually
underwritten. Accurate reserving is, therefore, essential, although, in reality,
it is impossible to fully predict the economic, legal and regulatory impacts on
claims which may not be settled for years.
Insurance Company Management Reserving is also of great importance to company
senior management insofar as it
 Indicates the relative profitability of various parts of the portfolio
 Highlights trends
 Provides an early warning of future problems
4.9

LET US SUM UP

 Insurance Regulatory and Development Authority of India (IRDAI ) has made
continuous efforts requiring insurers to follow certain guidelines relating to
disclosures and increase their efforts to ensure that required information is
available to prospects and policyholders.
 There are two stages of an insurance policy
o pre-sale and post-sale.
 IRDAI aims to ensure fair treatment to all the policyholders
 There should be utmost transparency at the time of sale and promotion so that the
policyholder is sure that he or she is being given complete information regarding
the product
 Forms and documents used in the grant of cover may be made available in
languages recognized under the Constitution of India. The proposal form should
not be complex and too long
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 A policy bond is a legal document setting out the terms and conditions of the
contract.
 The free-look period option of a life insurance plan allows the customer to cancel
the policy within 15 days of receipt of policy documents if he is not comfortable
with its terms and conditions
 Insurance Ombudsman was created by the Government of India for quick disposal
of grievances of the insured customers and to mitigate their problems involved in
the redressal of those grievances
 Every insurer carrying on life insurance business is required to give notice to the
holder of life insurance policy informing him of the options available on lapsing
of a policy unless these are outlined in the policy
 A life insurance company is required to settle or dispute the claim within 30 days
from the date of receipt of the last requirement from the claimant.
 The motive behind the Key Feature Document is to ensure fair treatment to
policyholders.
 A consumer is a person who buys goods/services for consideration.
 The Consumer Protection Act, 1986 for the redressal of consumer complaints
provides three-tier quasi-judicial machinery at the National, State and District
levels.
 Jurisdiction: District forum where the value of services and compensation claimed
does not exceed Rs 20 lakhs. State commission above Rs 20 lakhs to Rs 1 crore.
National commission: excess of Rs 1 crore.
 The Redressal of Public Grievances Rules, 1998 has been formulated to resolve
all complaints relating to the settlement of claims on the part of the insurance
companies in a cost-effective, efficient and impartial manner
 The Insurance Ombudsman has been established to quickly dispose of the
grievances of the insurance consumers and lessen the problems involved in
redressing complaints.
4.10






KEYWORDS
Grievances: A grievance is a wrong or hardship suffered, real or supposed, which
forms legitimate grounds of complaint.
Underwriters: An underwriter is any party that evaluates and assumes another
party's risk for a fee. Underwriters play a critical in many industries in the
financial world, including the mortgage industry, insurance industry, equity
markets, and some common types of debt security trading.
Technical Reserves: Technical reserves are amounts of money set aside to pay
for underwriting liabilities.
Ombudsman: An ombudsman is an official, usually appointed by the
government, who investigates complaints against businesses, financial
institutions, universities, government departments, or other public entities,
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4.12
Q1:
Q2:
Q3:
Q4:
Q5:
Q6:

Free Look Period: The free look period is a required period, typically 10 days or
more, in which a new life insurance policy owner can terminate the policy without
penalties, such as surrender charges.
Policy Bond: The policy bond is the document that is given to you after we accept
your proposal for insurance.
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I&II) Vol- III.
Hota P.K., and Das S.K. Financial Literacy and Banking, Kalyani Publishers
Dr P. Periasamy: Principles and Practice of Insurance, Himalaya Publishing
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Inderjit Singh, Rakesh Katyal& Sanjay Arora: Insurance Principles and Practices,
Kalyani Publishers, Chennai.
G. Krishnaswamy: Principles & Practice of Life Insurance
Kothari &Bahl: Principles and Practices of Insurance.
MODEL QUESTIONS
What is a free book period? Discuss the objective of the free book period.
What are the different types of reserves maintained by the insurance company?
Explain the stages of an insurance policy.
Write a brief note on ‘ Underwritter’.
How disputes are resolved by the ombudsman?
Make a comparison between the pre-sale and post-sale stages of the insurance
policy.
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