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UNIT 01

CREATION OF AGENCY
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1.0

OBJECTIVES

After studying this unit, you will be able to:
 Undestand the meaning and classes of an agent.
 Ascertain the difference between agent and servant.
 Discuss the functions and appointment of an insurance agent.
 Explain the process of creation of an agency and delegation of authority.
1.1

INTRODUCTION

The provisions addressing agency are included in Chapter 10 [Sections 182- 238]
of the Indian Contract Act, 1872. The terms 'agent' and 'principal' are defined in
Section 182. An 'agent,' according to the law, is a person hired to perform any act
for another or to represent another in contact with third parties. The agency
contract is a legal agreement in which one person appoints another to carry out
some transactions on his behalf. The principal is the individual who appoints the
agent to handle his business. When a person delegated his authority to another
3

person, that is, appointed them to undertake certain tasks or a group of jobs in a
defined field of work, an agency is formed.
The rights and responsibilities of both the parties are used to construct a PrincipalAgent relationship. It is a legal connection between a principal and the agent in
which the agent acts as a mediator or middleman between his principal and a third
party.
For example, A appoints B to make a property acquisition on his behalf. The
principal is A, and the agent is B. The relationship between A and B is referred to
as Agency.
1.2

ESSENTIAL ELEMENTS OF AGENCY












Competency of Principal and Agent: The principal should be able to
contract, but an agent may not be. As a result, while a minor cannot act as
a principal, he can act as an agent [Sections 183-184].
Consideration is not necessary: Section 185 does not need consideration
for the appointment of an agent. The fact that the principal agrees to be
obligated by the agent's actions and that he must reimburse the agent with
consideration. In most cases, an agent is compensated in the form of a
commission for services done, although no payment is required at the time
of employment.
Intention to act on behalf of the principal: The legal relationship
between principal and agent must be established as a result of the agent's
work. The agency may arise if a person plans to act on behalf of another.
Who can employ an agent: Any individual who has reached the age of
majority and is of sound mind can designate an agent, according to Section
183. Anyone who is legally capable of contracting can designate an agent.
Minors and people who are mentally ill are unable to select an agent.
Who may be an agent: As between the principal and third parties, any
individual; may become an agent, but no person who is not of the age of
majority and sound mind can become an agent, to be responsible to his
principal according to the provisions in that behalf herein contained,
according to Section 184 of the Act.
Authority of an agent: The authority of an agent can be expressed or
implied, according to Section 186 of the Act. According to Section 187 of
the Act, express and implicit power is defined as authority conferred by
words spoken or written.
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1.3

CREATION OF AGENCY






Express Agency: When an express authority is granted to the agent
through spoken or written words, it is referred to be an agency by express
authority. Exercising power of attorney in A's favour, P chooses A to
handle one of his businesses. P and A's connection as principal and agent
has been established by express authorization.
Implied Agency: Implied agency is a type of agency that must be deduced
from the conduct and behaviour of the parties. It can be deduced from the
facts of the case and statements made or recorded, as well as the normal
course of business. P, for example, resides in Delhi but runs a business in
Manali and travels there regularly. A is in charge of the company, and P
is aware of it. As a result, A has implied permission from P to administer
the company in P's name. P, who lives in Delhi, hired A to help him
recover a loan owed to him by T, who lives in Chennai. A may now pursue
any legal action necessary to recoup the debt.
Agency by Ratification: Ex-post facto agency is another name for it.
"Approval of an illegal person's act" is what ratification signifies. It occurs
when a person ratifies an unauthorised act performed by someone posing
as his agent. Ratification occurs when the principal approves an act
performed by an agent who never had the right to do so. For example, A
lends money to T without P's permission. Following that, P accepts T's
interest. P's actions imply that the loan has been ratified. A, who has no
authority, purchases products for P. P then sells them to T on his account.
P's actions imply that he approves of A's purchases for him.

Effects of Ratification:
Ratification has the effect of making the agent's unlawful acts as if they were
undertaken with the principal's authorization. "Ratification is the same as having
prior authorization." It signifies that the ratification refers to the date on which the
agent performed the act, not the day on which the principal ratified it. As a result,
the agency is considered to have come into existence when the agent first acted,
rather than when the principal validated the act.
Essentials of Ratification
 Act on behalf of another person - An agent can only ratify the acts he or
she performs on behalf of another person. As a result, the activities
performed in his name by the agent cannot be ratified.
 Full knowledge - A person whose knowledge of the facts of the matter is
materially faulty cannot make valid ratification.
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Whole transaction - Ratification must be given for the entire transaction,
not only a portion of it.
No damage to a third party - An act that causes a third party to suffer
damages cannot be ratified.
Existence of Principal- The principal must be in existence at the time
when the act is done in his name.
Principal’s contractual capacity- Both at the time of contracting and at
the time of ratification, the principal must have contractual capacity.
Within reasonable time- The ratification must be done within a
reasonable time otherwise it will not be binding.
Lawful Acts- Only those acts which are lawful can be ratified.

Agency by Operation of Law:
It occurs when the law considers one person, to be the agent of another. For
example, when a partnership is formed, one member becomes the agent of another
partner. By operation of law, such an agency is said to have arisen. By law, the
promoters of a corporation are its agents when it is founded.
1.4

CLASSIFICATION OF AGENTS








Broker: A broker is someone whose job is to develop connections with
other parties to sell and buy goods or assets for brokerage. He does not
have possession of the commodities, but he operates in the principal's
name. He also has no lien over items because he does not own them. An
agency broker has a legal obligation to operate in the best interests of his
or her clients.
Factor: A factor is a person who is tasked with selling things that have been
placed in his possession or purchasing goods on behalf of his principal. He is
the clear owner of the things in his possession, allowing him to sell them and
get cash. He also has an insurable interest in the commodities in his care, as
well as a general lien on any claim arising from the agency.
Del-credere Agent: A del-credere agent assures or promises his principal
that the creditors of commodities will pay for the products they purchase in
exchange for additional compensation. If the third party fails to pay, he must
pay the due amount to his principal.
Auctioneer: A person who sells goods at auction is known as an auctioneer.
An auction is a public competition in which commodities are auctioned to
the highest bidder. He is unable to vouch for his principal's ownership of the
commodities. Until the goods are auctioned or knocked down, he acts as the
seller's representative. However, following the knockdown, he becomes the
buyer's agent.
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1.5

Banker: A banker's relationship with a customer is similar to that of a debtor
and a creditor. When a banker buys or sells securities on behalf of a customer,
or collects cheques, dividends, interest, bills of exchange, or promissory
notes, he becomes the customer's agent. As a result, he has a general lien on
all of the securities he owns about the general debt owed to him by the client.
Partners: Every partner in a partnership firm is both an agent and the
principal of every other partner, according to the Partnership Act. In
addition, each partner acts as the firm's representative for the firm's
business.
DUTIES OF AN AGENT











1.6

To conduct Principal’s Business: An agent is required to conduct his
principal's business by the principal's instructions or, in the absence of
such instructions, by the custom in effect in the location where the agent
conducts such business. If the agent behaves improperly, any loss incurred
by his principal must be made good, and any profit earned must be paid.
To act with reasonable care and skill: Unless the principal is aware of
his lack of capacity, an agent is obligated to do the agency's business with
the same level of skill as others engaged in a similar business. The agent
must always act with prudence and apply his experience, and must
compensate the principal for the direct consequences of his negligence,
lack of competence, or wrongdoing, but not for failure or harm caused
indirectly or remotely.
To render proper accounts: An agent is obligated to provide his
principal with correct accounts on demand and to pay the total sums
collected on the principal's behalf, less any permissible deductions for
remuneration expenditures properly incurred by him.
To communicate with the Principal: In the event of difficulties, Section
214 requires an agent to communicate with his principal and seek his
directions with all reasonable diligence.
Not to disclose Secret: It is an agent’s responsibility to keep the agency’s
business secrets and not to disclose any vital information.
RIGHTS OF AN AGENT



Right to remuneration – An agent is entitled to a contractually agreedupon fee. If there is no mention of salary in the contract, he is entitled to
adequate compensation. However, if an agent is found guilty of
misconduct in the agency's business, he is not entitled to any
compensation.
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1.7

Right of retainer – An agent has the right to keep his principal's money
until his salary or advances claims, if any, are paid, or expenditures
incurred during his normal course of business as an agent are paid.
Right of lien – An agent has the power to hold back or retain commodities
or other property received from the principal until his dues or other
obligations are met.
Right to indemnity – An agent is entitled indemnification for any
expenses and damages incurred in the course of his business as an agent.
Right to compensation – An agent is entitled compensation for any injury
he sustains as a result of the principal's negligence or lack of expertise.
INSURANCE INTERMEDIARIES

Insurance intermediaries act as a link between policyholders and insurers.
Individual agents, corporate agents, such as banks and brokers, and insurance
marketing businesses are all examples of insurance intermediaries. Surveyors and
Third Party Administrators are also considered insurance middlemen, however,
they are not involved in the company acquisition process. Losses are assessed by
surveyors on behalf of insurance companies. For insurance firms, Third-Party
Administrators provide services linked to health insurance.


Insurance Agent:

A person who is licenced by the Authority to solicit and procure insurance
business, including business connected to the continuation, renewal, or revival
of insurance policies, is referred to as an agent. An agent is a person who acts
as an intermediary for an insurance firm. An insurance agent who possesses a
licence to work as an insurance agent for both a life insurer and a general
insurer is known as a Composite Insurance Agent.


Corporate Agent:

A corporate agent is an intermediary who represents an insurance company
and is not an individual. It could be a firm, a company, or a registered
organisation. An officer generally in charge of marketing operations, as
indicated by an insurer, and allowed by the Authority to grant or renew
licences under the applicable regulations is referred to as a Designated Person.


Insurance Broker:

A person licenced by IRDAI who arranges insurance contracts with insurance
companies on behalf of his clients is known as an Insurance Broker. An Insurance
Broker may represent more than one insurance carrier and interact with many life,
general, or both insurers.
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AGENT’S COMPENSATION

1.8

Insurance Agent Commission is nothing but the commission that an Insurance Agent
gets from the corporation. It varies from policy to policy, and also the Commission of
Insurance Agent is based on the term of the policy. Therefore,the higher the term, the
higher the commission will be. The first Agent commission will be dependent on terms
of the policy and type of the policy (Endowment, Money back, etc). Here we have
provided the information about the commission that an Insurance agent gets.
The Insurance Agent Commission in Insurance is also based on the type of policy
which is available on the insurer’s website.


The maximal commission the Insurance Agent gets in the first year is approx
25% for 15 years, and above and the commission is cut down to approx 5%
after the 4th year.
 For Endowment Natured Policies with 15 years or more term the first-year
commission of 25% and a Bonus Commission on the same to the extent of 10%
on the First Year Premium. 35% is payable if the Agent is eligible for
Bonus. Otherwise, the maximal Commission payable to be 25 % on the First
Year Premium. furthermore, the sale gives repeated commission payments for
one sale.
Life insurance policies
For single premium category


An agent will get 2% for individual life product



7.5% for individual pure risk products



2% for individual immediate and deferred annuity products



5% for group pure risk products

Pure risks regular premium products


The first-year commission will be 40%



10% for every renewal premium
Regular premium products bundled with investments



The commission for the first 5 years will be 15%. This commission will be 35%
over 12 years.



There is also a renewal premium of 7.5% per annum.



So from the 12th year onwards, the commission will be 42.5% per annum.

9

1.9

PROCEDURE OF BECOMING AN AGENT

Those interested in becoming insurance agents must register online through the
IRDAI (Insurance Regulatory and Development Authority of India) portal, or
contact the insurance companies directly or register online through their websites
in today's world. They can also approach an insurance aggregator if they want a
diverse variety of products and companies. For example, if someone wants to
work as an insurance POS advisor for Renew Buy, they can do so by going to
their website and filling out the Partner Registration form; all you have to do is
submit a few data and the company will contact you right away.
The entire training and licencing process can be finished in a matter of days. The
registration process necessitates the submission of specific documents and
formalities.
Even the IRDAI website has manuals for agents/POSP to help them learn what it
takes to become a licenced insurance agent/POSP. The study resources are
provided in English, Hindi, Marathi, Gujarati, Tamil, Bengali, Kannada,
Malayalam, Telugu, and Punjabi, among other languages. There are also links to
corporate agents, the Insurance Institute of India portal, FAQs, and other
resources on the site.
Becoming an insurance agent/POSP can be a rewarding and stress-free job for
many people. Without being tethered to a desk and a 9 to 5 job, you can set your
working hours and work from home. Working as an insurance or POS advisor can
be beneficial for retirees, stay-at-home mothers, and those wishing to supplement
their income.
Who can be an Insurance Agent?
According to IRDAI guidelines, any individual who wants to become an insurance
agent must fulfil the below-mentioned criteria:


A bachelor's degree is required for an Insurance Agent/POS (graduate).
Someone who has dropped out of school but has great sales aptitude and
expertise may be able to work as an agent. As a result, passing the 10th grade is
the bare minimum for becoming an insurance agent.



Evidence of identity, required exam certificates, proof of address, a copy of the
PAN card, and pictures in the prescribed format are all required papers.



An individual must complete a particular amount of training to receive a licence
to sell insurance. The number of hours of training necessary varies depending
on the type of insurance the individual plans to sell; for example, life insurance
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training may take longer than other types of insurance. The length of training
varies depending on whether the person is renewing an existing licence or
applying for a new one. Some businesses also provide on-the-job training to
their employees.
Eligibility Criteria for Becoming an Insurance Agent
There are some basic eligibilities that the applicant must fulfil to become an Insurance
agent:





Education - The applicant must have a qualified 10th Standard.
Age - 18 years and above
IRDAI Certification - Certified with Insurance Regulatory and Development
Authority of India (IRDAI)
State Licensed - Every state has a license for insurance business. One needs to
qualify for the state-level exam to get a license according to the state’s
regulation policies.

Procedure to Become an Insurance Agent


Registration: Log on to the insurance provider’s website of choice, look for the
insurance agent application and submit your basic details as required.



Training: To work as an insurance agent, one must first finish the IRDAI's
basic training requirements. The training can take place either in person or
online. The training will be a 15-hour session that will take two to three days to
finish. The candidate will receive a certificate once the course is completed.



License Exam: After completing the programme, the candidate must pass a
pre-licensing exam to qualify for the licence. The exam is objective, and to
qualify as an insurance agent, you must score at least 17 out of 50.



Receiving the License: The Insurance Regulatory and Development Authority
of India (IRDAI) grants qualified candidates a licence that allows them to work
as certified insurance agents.

Documents required to become an Insurance Agent
You will be asked to provide a few papers in addition to the registration form when
registering to become an insurance agent. It is always preferable to have all of the
necessary paperwork on hand before registering. The following is a list of papers that
the website will require.
 Identity proof (Aadhar card, Voter ID card, Driving License etc.)
 PAN card
 Address proof
 Educational qualification certificates
 Passport sized photo
11

1.10

FUNCTIONS OF AN INSURANCE AGENT

Insurance brokers specialised in providing insurance plans to their clients that protect
them against unforeseen catastrophes such as illness, property damage, theft, or death.
An insurance agent's principal goal is to offer insurance plans that will fulfil the needs
of the client.
An insurance agent must find a new client and build a client base for the company. An
insurance agent is a representative of an insurance business who serves as the
company's first point of contact. A primary job of an insurance agent is to provide
information about various insurance plans to prospective or existing customers, as well
as to clarify their doubts and persuade them to choose the best insurance policy.
An insurance agent must be well-versed in the company's various products and services
to explain them to potential customers and persuade them to purchase the appropriate
coverage.
Functions of an insurance agent
An insurance agent might work as part of a team or on their own. They engage with a
variety of people, including team members, superiors, and clients, and their work is
frequently goal-oriented. In many insurance businesses, agents are in charge of
evaluating insurance plans and advising clients on how to make necessary changes.
Certain functions and responsibilities are shared by all insurance agents, and a few of
them are listed below:









Takedown the specifics of the client's needs, comprehend them and then
recommend an appropriate insurance plan to the client.
Calculate the premium details of the policy and discuss the same with the client.
Attend industry-related events, seminars, and gatherings to learn about the latest
techniques, products, and services.
Call clients and policyholders to explain and deliver insurance policies, change
beneficiaries if necessary, estimate insurance plans, and suggest changes or
additions.
Monitors insurance claims to ensure that they have been properly paid for by
both the insurer and the client.
Discuss what needs to be shared with clients, and get information when claims
are made against insurance plans.
Develop sales and marketing to compete with agents in the same field.
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To ensure that the offered plan meets the client's insurance needs, contact
underwriters and customize insurance policies that will fit the client's criteria,
covering different risks.
To persuade customers to submit to required medical tests and complete KYC
procedures.
Examine and evaluate the property's overall condition, construction type, age,
and other features to assist underwriters in determining if the risk is appropriate
for both the client and the insurance business.
Explain the features, merits, and demerits of various insurance policies to
encourage the sale of an insurance policy.
Interview potential clients to learn about their insurance needs, financial
resources, future financial needs, the physical condition of the person (in the
case of life insurance) or property (in the case of general insurance), and any
existing coverage they may have.
Plan and assess the company's insurance policy integration with its accounting
system.
Perform administrative activities such as handling policy renewals.
Represent the insurance firm by marketing and selling various types of
insurance policies to individuals, businesses, and groups.
Always be on the lookout for new clients and expand your network to locate
them.
Work toward the sales goal that has been set for you and achieves it using a
variety of approaches and ideas.
Gain a thorough understanding of the client's needs and, if necessary, request
that the insurance plan be customized to fit those needs.
An insurance agent must stay informed about policy-related information such as
changes to an existing plan, new services, or the introduction of a new policy
regularly.
Gather information on various insurance firms and become familiar with their
products and services. This enables an insurance agent to explain to clients how
their insurance policies are superior to those offered by competitors.

Qualification and Training
The majority of insurance companies and independent businesses seek to hire young
graduates with business or economics degrees. Non-graduates are often not preferred
for this position. There are, however, certain exceptions to this rule. Non-graduates
with prior job experience or demonstrated expertise in any business field can operate as
insurance agents. Experience with sociology and public speaking might help a
candidate improve their selling abilities. Software and computer knowledge are critical
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for use as an educational, promotional, and communication tool. While the
requirements for becoming an insurance agent vary from company to company, all of
them require a candidate to obtain an IRDAI licence. Applicants must pass an
examination and complete pre-licensing training on insurance practice and laws to
obtain a licence.
Skills
To be considered for a job in the insurance industry, a candidate must have a specific
skill set. It's all about marketing and selling the correct products to clients in the
insurance industry. This job demands a candidate to have outstanding communication
skills, to be well-organized, and to be able to analyse the needs of the customer. This
will assist an insurance agent in recommending insurance coverage that will
successfully meet their insurance demands. Individuals who want to work as insurance
agents must first complete training with insurance businesses to learn about the
company's goods as well as insurance regulations and legislation. An insurance agent
must be able to exhibit his or her abilities while also paying close attention to the
prospect. He or she should be able to translate difficult materials into simple language
that everybody can comprehend. Most insurance companies look into a candidate's
ability in this area as well. The primary functions of insurance agents are to
demonstrate, communicate, and persuade. An insurance agent who is knowledgeable
about these aspects has a lot of opportunities to succeed in this area.
1.11

APPOINTMENT OF INSURANCE AGENT

A candidate must pass the IRDAI IC 38 pre-recruitment qualifying exam to become an
Insurance Agent in India. Agent pre-recruitment exams are conducted on behalf of the
IRDAI (Insurance Regulatory and Development Authority of India) by institutes
approved by the regulator. One must enrol with the insurance company with whom
he/she wishes to be linked. He/she will be able to attend the examination only through
that insurer. To work as a Life Insurance agent, one must finish 50 hours of training
from an IRDAI-approved training facility. If he/she wants to become a composite
insurance agent for the first time, he/she needs to complete 75 hours of training. The
exam is conducted entirely online. Result is declared as soon as one submits the
answers to the multiple-choice questions. The license validity is three years.

14

Appointment of Insurance Agent by the Insurer:
An applicant seeking appointment as an Insurance Agent of an Insurer shall submit an
application in Form I-A to the Designated Official of the Insurer. The Designated
Official of the insurer, on receipt of the application, shall satisfy himself that the
applicant:






Has furnished the Agency Application in Form I-A complete in all respects.
Has submitted the PAN details along with the Agency Application Form.
Has passed the insurance examination as specified under Clause VI.
Does not suffer from any of the disqualifications mentioned in Clause VII.
Has the requisite knowledge to solicit and procure insurance business, and is
capable of providing the necessary service to the policyholders.

The Designated Official must verify the agency application and ensure that the
applicant does not hold agency appointments with more than one life insurer, one
general insurer, one health insurer, and one monoline insurer and that the applicant is
not on the centralised list of blacklisted agents.
The Designated Official shall also verify



The centralised list of agents maintained by the Authority with the PAN
Number of the applicant to ascertain the information as in subclause above.
The centralised list of black listed agents maintained by the Authority to
ascertain that the applicant is not black listed.

The Designated Official may process the agency application and, if found fit and
proper, grant appointment to the applicant as an insurance agent by issuing an
appointment letter within 15 days of receipt of all documents from the applicant after
satisfying himself that the applicant has met all of the conditions listed in Clause IV (2)
to IV (4) above and does not suffer from any of the disqualifications listed in subsection (3) of Section 42 of the Act. The chosen agent will be assigned an agency code
number by the Designated Official, which will be preceded by the insurer's name
abbreviation.
The agency appointment letter indicated in subclause above must include the terms of
appointment, which must include the conditions controlling the applicant's appointment
and operating as an insurance agent, as well as the code of conduct outlined in Clause
VIII. The letter of appointment must be sent out within 7 days following the agent's
appointment, as described in subclause above.
15

The insurer shall issue an identity card to the applicant who has been designated as an
insurance agent, which will identify the agent with the insurer for which he or she is
functioning as an agent.
The Designated Official must enter and update the Agency Data of the applicant
appointed as an Insurance agent in the Authority's Agency Portal through online mode
as soon as the agent is appointed. The insurer's online updating of Agency database
records is necessary to keep the Authority's centralised list of agents up to date. The
Designated Official is in charge of keeping the consolidated list of agents up to current
and correct.
If an applicant fails to meet any of the standards outlined in these Guidelines, the
Designated Official may refuse to grant Agency Appointment. Within 21 days of
receiving the application, the Designated Official shall notify the applicant in writing of
the grounds for his or her rejection to be appointed as an agent.
An applicant who is aggrieved by the Designated Official's refusal to grant the agency
appointment may file a review application with the insurer's appeal officer for
reconsideration of the decision. The insurer will appoint an Appellate Officer to assess
the applicant's request for a review. Within 15 days of receiving the review application,
the Appellate Officer will evaluate it and express his or her final decision in writing.
Appointment of Composite Insurance Agent by the insurer:
An applicant for appointment as a 'Composite Insurance Agent' must submit a separate
application in the 'Composite Agency Application Form I-B' to the Designated Official
of the appropriate life, general, health, or monoline insurer, as the case may be. The
application will be handled by the respective insurers' Designated Official in the
manner and procedure indicated in Clause IV.
Insurance Agency Examination.
 To be qualified for an appointment as an insurance agent, an applicant must
pass the Insurance Agency Examination conducted by the Examination Body in
the topics of Life, General, and Health Insurance, as applicable, as per the
Authority's curriculum. The insurer will offer the candidates the necessary help
and coaching to ensure that they have the essential insurance knowledge to pass
the agency examination.
 The Examination body will provide a pass certificate to the applicant who has
successfully passed the Insurance Agency Examination as described in (1)
above. The Examining Body's pass certificate is valid for twelve months and
16



can be used to apply for an appointment as an agent with any insurer for the
first time.
Only candidates who have passed the above-mentioned Insurance Agency
Examination and have a valid pass certificate issued by the Examination Body
will be considered for appointment as agents.

Disqualification to act as an Insurance Agent:
The conditions for disqualification shall be as stipulated under Section 42 (3) of the
Act.
Authority’s right to inspect:







The Authority may appoint one or more of its officers as "Investigating
Officers" to conduct investigations into the affairs of insurance agents,
including determining and verifying whether the business is conducted by the
Act, Regulations, and instructions issued by the Authority from time to time, as
well as inspecting the Agent's books, records, and documents. Provided such
inspection will be limited to the matters about insurance business undertaken by
the Insurance Agent.
During the inspection, the Investigating Officer may question the insurance
agent or any other person found to be in possession or control of any books,
accounts, or other documents under oath, and any statement made by the
insurance agent or such person during such examination may be used as
evidence in any proceedings under these Guidelines.
The Authority may also call for any information from the insurance agent and
he shall submit the same within the timelines referred therein by the Authority.
The purposes of an inspection under this Clause may include but are not limited
to;o Monitoring compliance with the provisions of the Act, rules, regulations
etc.
o Investigation of severe complaints received from any insured, any
insurers, other stakeholders, or any other individual regarding any
subject affecting the Agent's insurance-related activities; and
o Inquiring into the activities of the Insurance Agent to ensure the
appropriate development of the insurance business or to defend the
interests of policyholders.
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Suspension of Appointment of an Agent:


The appointment of an agent may be cancelled or suspended after due notice
and after giving him/her a reasonable opportunity of being heard if he/she:
o Violates the Insurance Act of 1938 (4 of 1938), the Insurance
Regulatory and Development Authority Act of 1999 (41 of 1999), or the
rules and regulations enacted thereunder as amended from time to time.
o Attracts any of the disqualifications mentioned in Clause VII.
o Fails to comply with the code of conduct stipulated in Clause VIII and
directions issued by the Authority from time to time.
o Violates terms of appointment.
o Fails to furnish any information relating to his/her activities as an agent
as required by the Insurer or the Authority;
o Fails to comply with the directions issued by the Authority;
o In the application for appointment of Agent or throughout its validity,
provides incorrect information, or conceals or fails to disclose material
facts.
o Fails to file periodic returns as required by the insurer/authority;
o Refuses to cooperate with the Authority's inspections or investigations;
o Fails to settle policyholder complaints or to provide a satisfactory
response to the Authority in this regard;

Manner of holding enquiry before/after suspension of appointment of the
insurance Agent:








An insurance agent's appointment cannot be cancelled until an inquiry has been
made by the method outlined in this section.
To investigate this article, the insurer may appoint an Enquiry Officer within 15
days of the suspension order's issuance;
The Enquiry Officer will send a show-cause notice to the insurance agent's
registered address, requesting all information/data deemed necessary to conduct
the investigation, and will give the insurance agent 21 days from the date of
receipt of the show-cause notice to respond and provide the requested
information/data.;
Within 21 days of receiving such notice, the insurance agent may provide the
enquiry officer with a reply to the show-cause notice, as well as copies of
documentary or other evidence relied on by him or sought by the Enquiry
Officer;
The Enquiry Officer shall give a reasonable opportunity of hearing to the
insurance agent to enable him to make submissions in support of his/her reply;
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The insurance agent may appear in person or through any person duly
authorised by him to present his case, provided that the appearance of the
'Authorised Person' receives the Insurer's prior consent.
If the Enquiry Officer deems it necessary, the Insurer may be required to present
its case through one of its officers.
During the investigation, the Enquiry Officer may request comments or
information from any other linked business if it is deemed necessary.
The Enquiry Officer may request more paperwork from the insurance agency if
it is deemed essential.
The Enquiry Officer will make every attempt to complete the investigation as
soon as possible, but no later than 45 days after the investigation began:
Provided, however, that if the investigation cannot be completed within
the 45-day time limit as mentioned above, the inquiry officer may request
additional time from the Insurer, citing the cause.



After considering all relevant facts and arguments made by the insurance agent,
the Enquiry Officer will submit a report to the Designated Official with his or
her recommendations. The Designated Official must provide a written final
order with reasons. The designated official's order must be signed, dated, and
communicated to the agent.

Procedure for Cancellation of Agency:
On the issue of the final order for cancellation of agency of the insurance agent, the
agent shall cease to act as an insurance agent from the date of the final order.
Publication of the order of suspension/ Cancellation:




The order suspending/cancelling an insurance agent's appointment made under
clauses XI and XVII shall be posted on the insurer's website and updated in the
Authority's centralised list of agents so that the suspended/cancelled agent's
registration of new business is immediately halted by the insurers.
On and from the date of suspension or cancellation of agency appointment, the
insurance agent, shall cease to function as an insurance agent.

Effect of suspension/cancellation of Agency appointment:


On and from the date of suspension or cancellation of the agency, the insurance
Agent, shall cease to act as an insurance agent.
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o Within 7 days following the issuing of the final order regarding
cancellation of the appointment, the insurer shall retrieve the
appointment letter and identity card from the agent whose appointment
has been cancelled under these Guidelines.
o The insurer shall immediately after the issuance of the order affecting
suspension/cancellation blacklist the agent and enter the details of the
agent whose appointment is suspended/cancelled into the Authority's
black listed agent's database and the centralised list of agents database in
online mode.
o If a suspension is revoked in the case of any agent following the
completion of disciplinary action by Designated Official through the
issuance of a speaking order, the details of that agent will be removed
from the list of black listed Agents as soon as the Speaking Order
revoking his/her suspension is issued.
o Other insurers, such as life, general, or health insurers, or monoline
insurers, with whom he/she is functioning as an agent, must be informed
of the action taken against the Agent for their records and appropriate
action.
Nothing in the foregoing regulation prevents the Authority from taking
disciplinary action based on the severity of the infringement and the level of the
infraction as defined by the Insurance Act of 1938, its regulations, and rules.

Appeal Provision: An agent who is dissatisfied with the cancellation order has 45 days
to appeal to the insurer. The insurer shall designate an Appellate Officer to investigate
the appeal and render a written decision within 30 days after receipt of the appeal.
Procedure to be followed in respect of resignation/surrender of appointment by an
insurance agent:





If an insurance agent appointed by an insurer chooses to terminate his or her
agency with that insurer, he or she must surrender his or her appointment letter
and identification card to the designated official of the insurer with which he or
she is currently holding agency.
The Insurer shall issue the cessation certificate as detailed in Form 1-C within
15 days from the date of resignation or surrender of appointment.
If an agent's appointment has been forfeited, he or she may seek a new
appointment with another insurer. In this scenario, the agent must provide all of
the facts of his or her prior agency to the new insurer, as well as a Cessation
Certificate issued by the previous insurer in Form I-C, together with his agency
application form.
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The insurer will consider the agency application as outlined in Clause IV after
NINETY DAYS from the date of the issue of the cessation certificate by the
previous insurer.

General conditions for appointment of Agents by the insurer:
















The Insurer shall prepare a "Board Approved Policy" that covers Agency
Matters as mentioned in Annexure I and file it with the Authority by March 31st
of each year.
A person may not work as an insurance agent for more than one life insurer, one
general insurer, one health insurer, and one mono-line insurer.
Any person who acts as an insurance agent in violation of the requirements of
this Act would be subject to a penalty of up to ten thousand rupees.
Any insurer, or any representative operating on behalf of the insurer, who
appoints an individual as an insurance agent who is not authorised to function as
such or transact insurance business in India, faces a penalty of up to one crore
rupees.
No insurer shall appoint any Principal Agent, Chief Agent, or Special Agent on
or after the start of the Insurance Laws (Amendment) Ordinance 2014 and
transact any insurance business in India through them.
No one shall allow or propose to allow, either directly or indirectly, a multilevel
marketing plan to convince anybody to take out, renew, or maintain an
insurance policy.
The Authority may file a complaint with the competent police authorities on
behalf of the entity or persons involved in Multi-Level Marketing schemes
through an officer authorised to do so.
Every insurer and every Designated Official who acts on behalf of an insurer in
appointing insurance agents must keep a register that includes the name and
address of every insurance agent appointed by him, as well as the dates on
which his appointment began and ended if any.
The insurer must keep the records indicated above for as long as the insurance
agent is in service and for five years after the appointment ends.

Existing Agents licensed by Authority
 Insurance agents who hold a valid licence from the Authority to act as insurance
agents for a variety of insurers, as well as agents whose licences are tagged to
standalone health insurers / Agriculture Insurance Company Ltd under special
permission granted by the Authority to Standalone Health Insurers /AIC of
India, are deemed to have been appointed by the respective insurers and may
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continue to act as insurance agents for the respective Standalone Health insurers
/AICL, are deemed to have been appointed by the respective insurer.
The insurer's Designated Official shall recover the agency licence and identity
cards issued on behalf of the Authority to the agent before the effective date of
these Guidelines, and within 90 days of the effective date of these Guidelines,
issue agents appointment letters and new identity cards.
The insurer should properly maintain the agency licence and identity card issued
on behalf of the authority and retrieved by the insurer, as well as the new
appointment letter issued by the insurer, for submission to the Authority as and
when required.

Power to remove difficulties:
The Authority's Chairperson may release appropriate clarifications or guidelines as
needed to resolve any concerns with the application or interpretation of any of these
Guidelines' provisions.
1.12


CODE OF CONDUCT
Every person holding a licence shall adhere to the code of conduct
specified below:
o Every insurance agent shall
 Identify himself and the insurance company of whom he is an
insurance agent.
 Disclose his licence to the prospect on demand.
 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;
 Explain to the prospect the type of information the insurer requires
in the proposal form, as well as the relevance of material
information disclosure in the acquisition of an insurance contract;
 By making all reasonable inquiries about the prospect, bring to the
insurer's attention any adverse habits or income inconsistency of
the prospect in the form of a report (called an "Insurance Agent's
Confidential Report") along with every proposal submitted to the
insurer, as well as any material fact that may adversely affect the
insurer's underwriting decision as to acceptance of the proposal.
 Inform promptly the prospect about the acceptance or rejection of
the proposal by the insurer;
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 Obtain the required documents when completing the proposal form
with the insurer, as well as any additional documents requested by
the insurer for the completion of the proposal;
 Provide all necessary help to policyholders, claimants, or
beneficiaries in meeting the insurer's claim settlement criteria;
 Advise each policyholder to complete a nomination, assignment,
change of address, or exercise of options, as appropriate, and
provide any necessary help in this regard.


No insurance agent shall
o Solicit or procure insurance business without a valid licence;
o Induce the prospect to omit any material information in the
proposal form;
o Induce the prospect to submit incorrect information in the proposal
form or documents submitted to the insurer for acceptance of the
proposal;
o Treat the prospect in an uncourteous manner;
o Interfere with any proposal introduced by another insurance agent;
o Offer different rates, advantages, terms, and conditions.
o Force a policyholder to terminate the existing policy and to effect a
new proposal from him within three years from the date of such
termination;
o Have, in case of a corporate agent, a portfolio of insurance business
under which the premium is more than fifty per cent of total
premium procured, in any year, from one person (who is not an
individual) or one organisation or one group of organisations;
o Apply for a fresh licence to act as an insurance agent, if his licence
was earlier cancelled by the designated person, and five years has
not elapsed from the date of such cancellation;
o Become or remain a director of any insurance company;
Every insurance agent must preserve the insurance business that has already
been secured via him and make every effort to guarantee that policyholders pay
their premiums on time by providing them notice orally and in writing.
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1.13

LET US SUM UP

A person who represents another person, known as the principal, in negotiations with
third parties is known as an agent. An agent, but not a principal, can be a minor or a
person of unsound mind. The principal must be a major and of sound mind. To establish
an agency, no consideration is required. A servant and an independent contractor are not
the same as an agent. He sits somewhere in the middle between the two. A wife is not a
husband's agency. She must accept power from her husband, either explicitly or
implicitly, as a result of his actions. She will only pledge her husband's credit if certain
criteria are met. An agency can be created (a) by express agreement, (b) implied
agreement, (c) by ratification, (d) by operation of law. By holding out, (ii) estoppel, or
(iii) necessity, an implicit agreement can be formed. An agent's authority can be
explicit, implied, or ostensible. A sub-agent cannot be appointed by an agent who has
delegated his authority. There are, however, a few exceptions to this rule. A sub-agent
differs from a substituted agent in that the principal may approve or disown an agent
who exceeds his authority or acts without authorisation. The term "ratification" refers to
the date on which the ratified act was first performed by the agent. Certain conditions
must be met for ratification to be valid.
1.14









KEY WORDS
Pretended Agent: A person untruly representing himself to be the
authorized agent of another, and thereby including a third person to deal
with him as such agent, is liable, if his alleged employer does not ratify his
acts, to make compensation to the other in respect of any loss or damage
which he has incurred by so dealing.
Fraud: A person or thing intended to deceive others, typically by
unjustifiably claiming or being credited with accomplishments or qualities.
Undisclosed Principal: An undisclosed principal generally refers to a
principal person whose existence is unknown to the third party with whom
the agent deals and so, in the eyes of the third party, the agent is the
principal.
Sub Agency: Sub-agency is one type of brokerage relationship. A defining
characteristic of sub-agency is that a listing firm extends its agency
relationship with a seller outside the firm's agents and authorizes other
cooperating brokerage firms to represent the seller in a transaction.
Del credere Agent: A del-credere agency is a type of principal-agent
relationship wherein the agent acts not only as a salesperson, or broker, for
the principal, but also as a guarantor of credit extended to the buyer.
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1.15
1.
2.
3.
4.
5.
6.

Factor: A factor is a person who is appointed to sell goods that are put in
his possession or to buy goods for his principal. He is the evident owner of
the goods in his custody and can thus sell them in his name and receive
payment for them.
Broker: A broker is a person or firm who arranges transactions between a
buyer and a seller for a commission when the deal is executed. A broker
who also acts as a seller or as a buyer becomes a principal party to the
deal.
Ratification: Ratification is a principal's approval of an act of its agent
that lacked the authority to bind the principal legally.
IRDA: The Insurance Regulatory and Development Authority of India is a
regulatory body under the jurisdiction of Ministry of Finance, Government
of India and is tasked with regulating and licensing the insurance and reinsurance industries in India.
Indemnity: In contract law, indemnity is a contractual obligation of one
party to compensate the loss incurred to the other party due to the acts of
the indemnitor or any other party.
REVIEW QUESTIONS
What is a contract of an Agency? State the essential elements of agency.
Write a note on insurance intermediaries.
Narrate the duties and rights of an Agency.
What is the procedure of becoming an agent?
Write a brief note on the functions and appointment of an insurance agent.
Write short notes on the following:
(i) Auctioneer
(ii) Brokers
(iii) Factors
(iv) Banker
(v) Partners
(vi) Del-Credere Agent
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FURTHER READINGS
M.N. Mishra: Insurance Principles and Practice, S. Chand & Company Ltd,
Delhi.
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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.
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2.0

LEARNING OBJECTIVES

After studying this unit, you will be able to :
 Understand the meaning and types of insurance underwriting.
 Narrate the difference between Financial underwriting and Medical
underwriting
 Explain the procedure regarding settlement of policy claims
2.1

INTRODUCTION

It is simple to apply for life insurance coverage. It may just take a few minutes,
especially if done online. The insurance application is then sent to the underwriting
process after providing the basic and relevant information. This procedure decides
whether one is eligible for coverage, how much coverage one is eligible for, and how
much it will cost. The underwriter, who assesses the application on behalf of or for the
company, examines the health and financial information to see if eligible for the rates
those were initially quoted.
Underwriting is a process that all insurance products go through. The underwriter for
life insurance considers data such as your health and medical history, as well as
information on your hobbies and financial ability. Underwriting is divided into two
parts:
1) Financial underwriting – It helps the underwriter to make sure the amount you’re
purchasing is in line with your family’s and your needs.
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2) Medical underwriting – Here, the underwriters determine how much of a risk is to
be insured by evaluating factors that may affect your mortality.
2.2

CONCEPT OF UNDERWRITING

Underwriting is the process of evaluating a life insurance application to decide if a
policy should be granted or if changes to the policy should be made based on the
applicant's risk profile. For the insurance business involved in the issue of an insurance
policy to the person in question, the process aids in the selection of risks. The
organization's risk managers are underwriters. They assist the company in keeping
experience within the mortality assumption used in determining premium prices,
allowing it to offer insurance coverage at competitive rates, preserve equality amongst
policyholders, and cover as many lives as feasible. The Proposal Form, Age Proof,
Income Documents, Questionnaires, Sales Report, and a Client Confidential Report are
the most crucial underwriting instruments (CCR). These instruments are used to carry
out the following procedure:
Step 1: Application Quality Check
The application is first reviewed to ensure that the information given is accurate and
comprehensive. A modest update necessary in an application does not normally delay
down the underwriting process unless the missing information is relevant to the medical
history. The application will then be submitted to the official underwriting procedure.
Each of the following checks will lengthen the turnaround time, but it will be worth it
to ensure that the prermium price must be paid correctly over the policy's duration.
Step2: Medical Examination
This phase entails carefully reviewing the results of the paramedical exam, which was
only performed if health proof was required. This medical examination is a routine
checkup with a doctor who has been suggested by the insurance provider. The results of
the medical checkup are sent to the underwriter for review. Basic measures, like blood
test, and a drug test are the three forms of information used by the underwriter. Regular
metrics like height, weight, and blood pressure are among the most basic
measurements. A blood test can reveal a lot about potential health hazards like heart
disease, stroke, diabetes, and blood-borne infections, to name a few.
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Step 3: Final Application Rating
After the underwriting procedure is over and all of the applicant’s medical and
financial information has been verified, a counteroffer is given outlining the reasons for
the change in the policy evaluation, or issue of the life insurance policy. The policy is
then issued based on acceptance or rejection of the new insurance term. It can take
anything from three to eight weeks to complete the process.
While every application does not require a comprehensive medical exam, underwriters
may occasionally seek an inspection report or independent information on the
applicant's financial situation and lifestyle. The premium to be paid for the life
insurance policy is mostly determined by this appraisal, which is based on the
characteristics such as the applicant’s age, medical history, gender, lifestyle, and work.
However, it should be keept in mind that life insurance coverage should not be
purchased solely based on lower rates. While the insurance companies with the lowest
premiums are usually the best, one can choose with a greater implied investment return,
a higher death benefit, and a smaller surrender charge.
2.3

CLAIM PROCESS

Filing a Life Insurance Claim
One of the most crucial services that an insurance company may provide to its
consumers is claim settlement. Insurance companies are required to resolve claims as
soon as possible. One needs to fill out a claim form and remains in touch with the
financial advisor who sold the coverage. To substantiate a claim, one should provide all
required documents to the insurer, including the original death certificate and policy
bond. The majority of claims are paid by sending a check within 7 days of receiving the
papers..
Types of claims
 Maturity Claim- On the date of maturity, the life insured must deliver the
maturity claim/discharge form and the original policy bond well before the
maturity date for the claim to be settled on or before the due date. On the
maturity date, most companies offer/issue post-dated cheques and/or make
payment via ECS credit.


Death Claim (including rider claim) - In case of death claim or rider claim the
following procedure should be followed.
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Four simple steps to file a claim:
1.

Claim intimation/notification: To allow the insurance provider to begin
processing the claim, the claimant must send the written notification as soon as
possible. The claim notification should include basic information such as the
policy number, the insured's name, the date of death, the cause of death, the
location of death, and the claimant's name. A claim intimation/notification form
can also be obtained from the insurance company's nearest local branch office or
through the claimant's insurance advisor/agent. Alternatively, some insurance
providers allow the claimant to download the form directly from their website.

2.

Documents required for claim processing: For claim processing, the claimant
will need to submit a claimant's statement, original policy document, death
certificate, police FIR, and post mortem exam report (for accidental death),
certificate and records from the treating doctor/hospital (for death due to illness),
and an advance discharge form. Insurance companies may also need extra
documentation based on the amount at risk, the reason for death, and the length of
the policy.

3.

Submission of required documents for claim processing: The claimant must
provide complete documents as soon as possible for the claim to be processed
quickly. The life insurer can decide on the claim after receiving all appropriate
documents, records, and forms from the clamant.

4.

Settlement of claim: According to regulation 14 (2) I of the IRDAI
(Policyholder's Interest) Regulations, 2017, an insurer must pay a claim within 30
days of receiving all papers, including any clarification requested. The insurance
company, on the other hand, can make it a habit to settle claims even sooner. If
the claim necessitates further investigation, the insurer must finish its procedure
as soon as possible, but no later than 90 days after receiving the claim
notification, and the claim must be resolved within 30 days.

Claim Intimation
In case a claim arises the claimant should:




Contact the respective life insurance branch office.
Contact your insurance advisor.
Call the respective Customer Helpline.

Claim Requirements
 Death Certificate
 Original Policy Bond
 Claim Forms issued by the insurer along with supporting documents
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2.4

LET US SUM UP

Endorsing is the manner by which an insurance agency assesses its danger. This might
be with respect to protecting a home, vehicle, driver, or an individual's wellbeing or
life. It assists an insurance agency with concluding whether taking a risk on giving
inclusion to an individual or business would be productive. A financier might become
engaged with situations when greater evaluation is required. For example, this could be
the point at which a guaranteed individual has made many cases, when new strategies
are given, or when there are installment issues. Protection financiers will regularly
survey approaches and hazard data at whatever point a circumstance appears to be
outside the standard. It doesn't imply that a financier won't ever check out your case
again on the grounds that you've effectively applied for or have a strategy. The
financier secures the organization by upholding the guidelines and evaluating hazards
dependent on this arrangement. They can choose, far in excess of the fundamental
rules, how the organization will react to the danger opportunity. They can likewise
make exemptions or change conditions to make a circumstance safer.
2.5

KEY WORDS







2.6

Policy Claim: An insurance claim is a formal request to the insurance
provider for reimbursement against losses covered under the insurance
policy.
Nomination: Nomination is the process by which the policyholder
appoints a person or persons to receive policy benefits in case of a death
claim.
Agent: An insurance agent is a representative of an insurer who negotiates
and sells insurance contracts.
Underwriting: Underwriting is the process through which insurers assess
the risks associated with insuring the business. It entails the insurance
provider deciding whether the business possesses a reasonable risk and, if
so, determining a reasonable premium for its coverage.
MODEL QUESTIONS

1. State the meaning of insurance underwriting. State the major points of
difference between Financial underwriting and Medical underwriting.
2. Discuss the different types of claims. State the procedure to file a claim.
3. Write short notes on:
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o Maturity Claim
o Death Claim
2.7
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