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INTRODUCTION

I, the Chairman of the Select Committee on therrsce Laws (Amendment)
Bill, 2008 having been authorised by the Committeesubmit the Report on its
behalf, present this Report on the Bill.

2. The Insurance Laws (Amendment) Bill, 2008 asoofuced in the Rajya Sabha,
was referred to the Select Committee comprisinjsoMembers of Rajya Sabha on a
motion, moved in the House by the then MinistefFofance, Corporate Affairs and
Defence and adopted by the House on th® Adgust, 2014, for examination and
submission of Report thereon to the Rajya Sabhthéyast day of the first week of
the Winter Session, 2014 i.e. by"™?Bovember, 2014. However two vacancies arose
in the Select Committee consequent upon the ingluaif Shri Jagat Prakash Nadda
and Shri Mukhtar Abbas Naqvi into the Council ofriidters w.e.f. 8 November,
2014. These vacancies were filled up through a &otnoved in the Rajya Sabha by
the concerned Minister on 25November, 2014 by appointing Shri V.P. Singh
Badnore and Shri Rangasayee Ramakrishna to thet &aenmittee. Simultaneously,
a Motion moved by the Chairman of the Select Conemifor extension of time upto
12" December, 2014 for the presentation of report mlas adopted by the House
(Annexure I).

3. The Insurance Laws (Amendment) Bill, 2008 seksimend the Insurance
Act, 1938, the General Insurance Business (Natigaisdn) Act, 1972 and the
Insurance Regulatory and Development Authority A&99. Besides other issues, the
proposed hike in the Foreign Direct Investment (FIDhit in the insurance sector
from the present level of 26% to 49% was one ofritaén reasons for referring it to
the Committee. The proposed amendments are aimed at bringing weprent and
revision of the laws relating to insurance busin@ssthe changed scenario of
increasing private participation. It also incorgesa certain provisions to provide
IRDA with flexibility to discharge its functions fectively and efficiently.

4. The Committee held 9 sittings in all.

5. The Committee at its first meeting held on #{eSeptember, 2014 decided
upon the course of action and the methodologye followed to expeditiously
accomplish the task of submitting the Report on #ieresaid Bill within the
stipulated time. It was also decided that keepmgieéw the paucity of time, a series
of meetings would be held. In the same meeting, Gloenmittee had a general
discussion on the Bill and decided to issue af@ommuniqué in this regard in
leading National and regional print and electromedia in order to give wide
publicity to the Bill and invite memoranda contaigi views/comments/suggestions
from experts, individuals/organisations, stakehdetc. interested in the subject
matter of the Bill. Accordingly a Press Releass wablished in leading National and
regional newspapers on the" 9September, 2014 and was also telecast on
Doordarshan, Akashvani and Rajya Sabha Televi®®&@TY) at regular intervals.
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6. In its second sitting held on the™Reptember, 2014, the Committee heard the
Secretaries of the Departments of Financial Sesvibénistry of Finance), Industrial
Policy & Promotion (Ministry of Commerce and Indygt and Legislative
Department (Ministry of Law & Justice) and the megentative of the Ministry of
Corporate Affairs. During the interaction with tf@ommittee, they explained the
background and salient features of the Bill and #uwantages of the proposed
legislation to ensure growth in the insurance secibe Committee also heard the
views of the representatives of the General Ingdouncil and some of the Public
Sector Insurance Companies in the same meeting.

7. At its third sitting held on the T9%September, 2014, the Committee heard the
representatives of the Private Sector Insurance paames and employees’
unions/associations in insurance sector. The m@ivedctor insurance companies
stressed upon the importance of raising the FDit iram 26% to 49%, for providing
adequate capital in the form of equity for incregsihe insurance penetration in the
country. Representatives of employees associaitinsurance sector touched upon
the perceived demerits of allowing enhanced FDihie insurance sector and also
elaborated upon the unethical practices leadingadicy lapses in case of private
sector insurance companies. Considering the impoetand wide scope of the Bill,
the Committee strongly felt the need for hearingotss organizations/stakeholders
including some regulators in the financial sectoz. IRDA, SEBI & RBI and
accordingly decided to visit Mumbai for the purpose

8. In its fourth sitting held on the ®&eptember, 2014, the Committee heard the
representatives of the Confederation of Indian $tu(ClIl), Federation of Indian
Chambers of Commerce and Industry (FICCI), Indiestitute of Insurance Surveyors
& Loss Assessors (IlISLA) and Life Insurance ColirttiC). They submitted their
detailed suggestions on the merits and demeritseovarious provisions of the Bill.

9. In response to its Press Communique, the Caesni all received more than
700 memoranda. The Committee in its fifth sittinglchon the 1% October, 2014,

heard some of the organizations/individuals who sabmitted Memoranda on the
Bill. In that meeting, the Committee heard the \gewf Lloyd's General

Representative in India, Institute of Actuariednidia, Aon Global Insurance Brokers
Pvt. Ltd., Deutsche Bank, Indian Centre for Islafilcance, National Insurance Vimo
Sewa Co-operative Ltd., All India LIC Employees Eettion, Shri S.B. Mathur,

former LIC Chairman and Shri Subhash Chandra Agha®Bl Activist.

10. The Committee visited Mumbai on"2and 28 October, 2014 and heard
various stakeholdergiz. Securities and Exchange Board of India (SEBI)utasce

Regulatory and Development Authority (IRDA)ederve Bank of India (RBI) and
other experts namely, Shri G.N. Bajpai, Ex-ChammaLIC of India,

Shri J. Harinarayan, Former Chairman, IRDA, ShmiEMehta, MD, SPM Capital
Advisors Pvt. Ltd., Shri Biswajit Mohanty, Ex- MD &EO, SBI Pension Fund,
Shri K.N. Bhandari & Shri B. Chakraborty, Ex CMDM¥IACL and Shri Sudhin Roy
Chowdhury, Ex-whole Time Director, IRDA onethvarious provisions of the Bill.
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The Select Committee also heard LIC of India, GIC Iodia, LIC Agents'
Organisation of India, Albright Stonebridge Groupdandian Merchants' Chamber
who have submitted their memoranda to the Commatemg its study visit.

11. After all the deliberations, the Committee ded to undertake clause-by-

clause consideration on 2M™November, 2014. However, it could not take up the
clause-by-clause consideration due to some impolégmslative business listed for

discussion in the House. The Committee thereafteletiook the clause-by-clause

consideration of the Bill at its sittings held dret?® and 3 December, 2014.

12. The Committee during the process of examinatainthe Bill heard
a total of 117 witnesses, who gave their suggestonthe Bill Annexure II).

13. The Committee considered and adopted its Beort on the Bill, at its sitting
held on the 8 December, 2014.

14. S/Shri P. Rajeeve & K.C. Tyagi and Prof. Ramp&@oYadav, Members
submitted a joint Note of Dissent and Shri DerelBri@n, Member submitted a
separate Note of Dissent, which are appended tBéipert as Appendix- | & .

15. The Committee wishes to express its gratitiocdéhe representatives of the
Department of Financial Services (Ministry of Finah and the Legislative

Department (Ministry of Law and Justice) for fullmisy necessary

information/documents and rendering valuable amst& to the Committee in its
deliberations. The Committee also extends its thdokall the distinguished persons
who appeared before the Committee and placed¢besidered views on the Bill and

furnished written notes and inputs which the Corterithad desired in connection
with the examination of the BiIll.

New Delhi DR. CHANDAN MITRA
8" December, 2014 Chairman,
17 Agrahayana, 1936 (Saka) &al Committee onthe

Insurance Laws (Amendment) Bill, 2008.
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REPORT

Background of the Bill

The insurance business in the country is preseatgulated by the Insurance
Act, 1938. With the changing economic scenariogadnarose for opening up of the
insurance business to the private sector and theurdnce Regulatory and
Development Authority Act, 1999 (the IRDA Act), wasacted. As a consequence of
opening up of the insurance business, the numbersafance companies increased
from six nationalised companies in 1999 to 53 iaBae companies as on date. The
IRDA Act paved the way for establishment of the umamce Regulatory and
Development Authority (IRDA) to protect the intere$ holders of insurance policies
and to regulate, promote and ensure orderly graivthe insurance industry and for
matters connected therewith or incidental theré&toother Act pertaining to the
Insurance sector, namely the General InsurancenBssi (Nationalisation) Act
(GIBNA), 1972, had earlier nationalised the gen@malirance business in India and
provided for the acquisition and transfer of shaoésindian general insurance
companies, in order to serve better the need of et@nomy, by securing the
development of general insurance business in theitterest of the public.

2. The Law Commission of India, at the requestRIDA, had reviewed these
Acts and submitted its 18Qeport relating to the revision of the Insuranas,A938
and the IRDA Act, 1999 to Government oti dune, 2004. The report covered legal
issues concerning repudiation of the life insurapokcies, nominations, assignment
and transfer of policies, merger of IRDA Act witletInsurance Act, 1938, setting up
of the Grievance Redressal Authorities, Insuranppeate Authority, amendment to
definitions and deletion of redundant provisioneeT.aw Commission in its Report
also recommended the setting up of a Committeedtehy an expert to examine in
detail a few selective areas, before suggestingchiayges. Accordingly, an expert
Committee, namely, KPN Committee under Shri K.Prsiiiahan, an ex-Chairman of
the LIC was set up by the IRDA. The KPN Committearained various issues
relating to Surveyors and Loss Assessors, Invedsnehariff, Shareholders &
Policyholders Funds and extent of Foreign Sharehgédin the Indian insurance
companies and co-operative societies. It submitedeport to IRDA on 28 July,
2005. The reports submitted by the Law Commissiuth the KPN Committee were
examined by IRDA and they forwarded their recomnagioths on amendment of
insurance laws to the Government off March, 2006.

3. After examination of the recommendations of lth& Commission, the KPN
Committee and the IRDA, the Government framed tiseilance Laws (Amendment)
Bill, 2006 incorporating amendments in the Insumict, 1938, the Life Insurance
Corporation Act, 1956, the General Insurance Bussingdationalisation) Act, 1972
and the IRDA Act, 1999. The said Bill was considkby the Cabinet in its meeting
held on the 2% December, 2006 and was referred to a Group ofd#irs (GoM). The
GoM decided that the amendments to the Life InstggDorporation Act, 1956 may
be carried out separately and not in combinaticth wmendments to other insurance
related Acts. Accordingly, the Insurance Laws (Adm@ent) Bill, 2008 with a view to



amend the remaining three Acts was introducederRhjya Sabha on #2December,
2008. This inclusive and comprehensive amendmdhwis referred to the Standing
Committee on Finance for examination and report.

4. The Standing Committee on Finance went througpracess of detailed
examination of the Bill and held extensive and wideging discussions with almost
all the stakeholders. Written views/memoranda vase received from the General
Insurers’ (Public Sector) Association of India (8K, General Insurance Council,
Confederation of Indian Industries (Cll), US Indiusiness Council (USIBC),
Reinsurance Group of America (RGA), various privegéetor insurance companies,
employees’ association, insurance brokers’ assoniaand Indian Institute of
Insurance Surveyors and Loss Assessors (IIISLA), et

5. The Standing Committee on Finance took evideftlee representatives of the
Ministry of Finance (Department of Financial Seest and various
unions/associations employees, agents and fieldkek®rsuch as All India LIC
Employees Federation, All India Insurance Employe&ssociation, National
Federation of Insurance Field Workers of Indiagellifsurance Agents Federation of
India and IIISLA. They also heard the views of wals private insurance companies
viz. Bajaj Allianz Life Insurance Company Ltd., Bharixa General Insurance
Company Ltd., ICICI Lombard General Insurance Comyphtd. and Shriram Life
Insurance Company Ltd. The Committee submitteddfsrt to Parliament on 13
December, 2011.

6.  The Standing Committee on Finance (2011-12)" (16k Sabha) in its 41
Report made 34 recommendations on various clausesheo Bill. The then
Government accepted 24 recommendations fully, teudigdly and rejected eight of
them. A crucial recommendation that was rejectedhe@yGovernment related to the
Standing Committee’s view that the foreign equityestment cap should be retained
at 26% and not to be raised to 49% as proposdukiBill. Accordingly, the previous
Government introduced 88 official amendments, whias approved by the Union
Cabinet on % October, 2012. These amendments were largely baséite Standing
Committee's recommendations, while retaining theeifm equity cap at 49% as
originally proposed in the Bill.

7. In addition to the 88 official amendments, thev&nment had now proposed 9
amendments of substantial nature and two of aidgaftature. Therefore a total of 99
official amendments were approved by the Union @eibi One of the crucial

amendments related to incorporating the provisegarding safeguarding of Indian
ownership and control relating to enhancing of ifgmeequity cap in an Indian

insurance company and making the foreign equityestment cap explicitly

composite.

8. The proposed amendments in the Bill are aimedemtoving archaic and
redundant provisions from the legislations and fpocating new provisions to
provide IRDA with the flexibility to discharge ifsinctions effectively and efficiently
and enabling greater foreign investment in the rasce sector with suitable
safeguards.



Key issues relating to the Insurance Laws (AmendménBill, 2008

9. The Insurance Laws (Amendment) Bill, 2008 ps®®oto amend the Insurance
Act, 1938, the IRDA Act, 1999 and the General lasiwe Business (Nationalisation)
Act, 1972. The Billinter alia, seeks to:-

(i) define "health insurance business" and providesa minimum paid-up
equity capital of Rs. 50 crore in case of insugansying on exclusively
the business of health insurance;

(i) raise the foreign equity in Indian insurancenpany from 26% to 49%
and maintain foreign direct investment cap at 2@%othe Insurance
Co-operative Societies;

(i) permit foreign re-insurers to open branches ofuy re-insurance
business in India;

(iv) facilitate entry of Lloyd's of London in insur@ business in India as a
foreign company in joint venture with Indian pammiand also as branch
of foreign re-insurer;

(v) provide for permanent registration of the imsarwith annual renewal
fee and right to cancel the registration on breafctonditions specified
by the IRDA,;

(vi) remove restriction on divestment by Indian proen®tof insurance
companies, which were required earlier to dives?2@66 or such other
prescribed percentage in the manner and periodcnived by the
Central Government;

(vii) remove requirements of deposits by insurers égistration in view of
these being regulated by the IRDA on the bassobfency margin;

(viii) provide obligatory underwriting of third partyskis of motor vehicles on
the pattern of insurance in rural areas and ssetbors;

(ix) make provision for absolute and conditionaligiements of life
insurance policies;

(X) make provision for distinction between a benefic nominee and a
collector nominee in life insurance policies;

(xi)  entrust responsibility of appointing insuraregents to insurers and
IRDA to regulate their eligibility, qualificationsnd other aspects;

(xii) make life insurance policy unchallengeable ontab@ver ground after
five years of issue of the policy and limiting tgeounds for challenge
during the period within five years;

(xiii) delete provisions relating to Tariff Advisory Camitee (TAC) in view
of the de-tariffing of rates and premiumse.f.1st January, 2007;

(xiv) provide for making Life Insurance Council and @el Insurance
Council as self-regulating bodies by empoweringrthi® frame bye-
laws for elections, meetings, levy and collectioh fees from its
members;



(xv) provide for fine up to Rs. 25 crore and impris@minup to 10 years for
carrying on insurance business without registration

(xvi) provide for penalty of "not exceeding twenty-figeore rupees” in case
an insurer fails to comply with the obligations foral or social sector
or third party insurance of motor vehicles;

(xvii) provide for powers of adjudication to the Authypriand appeal to
Securities Appellate Tribunal against the decisoinhe Authority;

(xviil) provide for crediting sums realised by way of @én to the
Consolidated Fund of India;

(xix) bar courts from taking cognizance of any offencaighable under the
Insurance Act, save on a complaint made by aneftif the IRDA,;

(xX) delete redundant provisions and make consequesmiegndments to
various provisions in the Insurance Act;

(xxi) allow insurance companies to raise newer cagditabugh newer
instruments on the pattern of banks;

(xxii) formulate regulations for payment of commissiond acontrol of
management expenses;

(xxiit) formulate regulations for opening and closingfafeign branches and
the closing of domestic branches of Indian insuransl norms for
opening domestic branches;

(xxiv) address matters relating to the functions, cofleeamduct, etc., of
surveyors and loss assessors in the existing reguda

(xxv) allow nationalised general insurance comparaasise money from the
market with the permission of the Central Governirfen increasing
their business in rural and social sector, to nseétency margin and
such other purposes, as the Central Governmentemgpwer in this
behalf; and

(xxvi) include “insurance agent” in the definition ohSurance intermediaries”
in the IRDA Act.

Deliberations of the Select Committee with varioustakeholders

10. Considering the wide implications of the Bifl the Insurance business and its
consequent effect on the economy of the countrykaeging in view the benefits of
the policy holders, the Select Committee held esiten consultations with the
stakeholders ranging from representatives of thecemed Ministries/Departments,
small co-operative societmsployees & brokers unions/associations to
large business houses in the public & private see® well as multinational
companies. The Committee in its meetings with tferesaid, tried to elicit their
views and suggestions on the various provisionsatoed in the proposed Bill. An
overview of the deliberations and a gist lwt views expressed by them
during the meetings with the Committee are givelow:



11. Deposition in the meeting held on 12 September, 2014:

11.1 Secretaries of the Departments of Financial Servise(Ministry
of Finance), Industrial Policy & Promotion (Ministry of
Commerce and Industry) and Legislative Department Ministry
of Law & Justice) and the representative of the Miistry of
Corporate Affairs

11.1.1 The representatives of the Department wérigial Services giving the
background of the Bill stated that it was refertedthe Standing Committee on
Finance, which submitted its report on"1Becember, 2011 and largely based on its
recommendations, the Government approved 99 amerndme the Bill. A key
recommendation of the Standing Committee which wegscted by the Government
related to the Committee’s view that foreign equigy should be retained at 26% and
not be raised to 49%. The Bill has now again beéerrred to the Select Committee of
Rajya Sabha on 4August, 2014 for examination and report.

11.1.2 The Department of Financial Services furtbgplained that the rationale
behind increasing the FDI limit to 49% is that theurance Companies are regulated
by stringent solvency norms and continuously rexjaidditional capital for growth,
which partly get invested in key sectors like isfracture. IRDA has estimated that
the additional capital requirement of the insuraseetor would be Rs. 55,000 crore
(Rs.44,500 crores for the life sector and Rs. 1M @&0res for the non-life sector) over
the next five years, which may not be taken carbyothe limited domestic sources.
Further, it was stated that the foreign equity pbédly enables transfer of technical
knowhow and better customer service through impdopeactices and competitive
pressure. The FDI allowed in Insurance sector leotountries, the sectoral FDI
limits existing in the country for other sectordahe key provisions proposed in the
Bill for safeguarding the interests of the poliogkders were also highlighted. Giving
specific instances of quantum of FDI in differenuntries, the Department submitted
that it was 100 percent in Japan, South Korea, Hémgg; 80 percent in Indonesia
and 50 percent in China.

11.1.3 The Secretaries, Departments of Financiali@s and the Industrial Policy &
Promotion, submitted that the concept of ‘ownersmp control’ as contained in the
Bill, is prescribed in the existing FDI Policy argin consonance with the Companies
Act. The Secretary, Department of Financial Ses/eeplaining the importance of the
proposed raise in FDI limit in insurance sectotestathat after opening up of the
insurance sector in 1999, 53 companies are prgsgpdirating, out of which 45 are in
the private and 8 in the public sector. Out of 4Becompanies, 38 companies are in
joint venture with foreign partners and out of tb&l capital of Rs. 25,000 crore in
the life sector, Rs 6,000 crore is foreign capial,it cannot go beyond this limit due
to the 26 % cap. In the non-life sector too, theeign capital is touching the 25 %
limit, which points towards the fact that the sed® not growing due to lack of
capital.



11.1.4 The Secretary, Department of Financial $esvalso pointed out that the total
percentage of insurance FDI is hardly one percémhe total FDI which is coming
into the country and presently, very small percgataf the population is covered by
life insurance. The Secretary, DIPP informed tlagiah accounts for 34 percent of the
inflows in the insurance sector, while USA, Germamg UK account for 11.33, 11
and 10 percent of the FDI inflows, respectively.

11.2 Representatives of the General Insurance Couh¢GIC)

11.2.1 The representative of the GIC after exptgnihe role of the GIC in the
insurance industry referred to Clause 52(2) ofBhk which states “No person shall
act as an insurance agent for more than one Idierén and one general insurer” and
the official amendment which has added “or one themsurer” to the clause. He
pointed out that more than 20 lakh agents will m®tavailable for stand-alone Health
Insurance Companies because the agents would ctmbsdan the Life Insurance and
General Insurance as there are many more producted agents to sell as compared
to the stand-alone health insurance sector. Hefitver suggested that the words “or
one health insurer”, should be replaced with “afeeihsurer, one general insurer and
one health insurer”, which would result in makingitgable all of these 20 lakh agents
for health insurance distribution.

11.2.2 As regards the flexibility of capital, t8#C stated that it should be left to the
insurance company to decide whether they need FDisbthe company and get
foreign portfolio investors. On the technology frothey informed that the industry
has progressed substantially in the last few yead the Indian companies with
foreign tie-ups have reached global level. As rdgahe relation between FDI and
penetration, the representative informed that ie fast 13 years, since the
privatization of the insurance sector and the dap6opercent, the General Insurance
industry has grown from Rs.9,700 crores to Rs. @D,0rores. So there has been
substantial growth and the fact that 20 odd congsahave come into the market, in
addition to the public sector companies itself maally resulted into a deeper
penetration. He also informed that as per the IRfAdelines, a total of fifty-five
percent of the insurance sector's investments ame the government
securities/infrastructure for investment in the oy, out of which 40 percent has to
be invested in Government securities, 5 percenhonsing and 10 percent in
infrastructure, thus in a way it is an investmenthe country’s development. Further,
they added that when there is competition, priaes raaturally kept under check,
which benefits the consumer.

11.3 Representatives of the Public Sector Insuran€é@&mpanies

11.3.1 As regards increase in the FDI limit, théeLlinsurance Corporation (LIC)

stated that if more foreign capital comes into itdustry, it would benefit the life

insurance industry as a whole and past experiease pinoved that public sector
insurance companies such as LIC have done bettbeiface of competition. It was
also submitted that LIC has been a front-runnethen use of technology and is the
second entity to use mainframe computers in India.



12. Deposition in the meeting held on 9September, 2014:
121 Representatives of the Private Sector InsuraecCompanies

12.1.1 The representatives of the Private Secsurémce Companies referring to the
advantages of increase in FDI limit pointed outtthesurance being a capital-

intensive and low return business, it is a betfdron to expose foreign capital to a
low return industry, in place of scarce Indian tapiForeign companies would also
bring in latest technology and also provide acdesgjlobal re-insurance market
besides boosting infrastructure sector as the doreapital would be invested in

Government Securities and sectors as per IRDA gonete Private insurance

companies cited allowing entry of Lloyds to setaupase in the country as a positive
step as Lloyds with its recognition world over it8 innovation and new products,

would significantly improve our domestic and globtnding. The representative also
stated that presently there is no national catalsicgpool in India which provides for

insurance of natural calamities and re-insuranaercwould create such a pool and
would benefit the people. He also stated that gore&iompanies would bring in the

expertise and help in increasing penetration of ftheurance sector. The

representatives also touched upon the nature oGdreeral Insurance Industry and
how it differed from the Life Insurance business terms of return on capital

employed, market penetration and also the ratiequfity to premium charged from

consumers.

12.1.2 The Private Sector representatives alsedstatt there may be hindrances to
the amount of FDI coming in, if the full managemewintrol lies with the Indian
shareholders as per the provisions of the Bilkds suggested that while the FDI limit
may be increased to 49 percent, there should lpgawision for control and instead it
should be left to the shareholders to sort out ajsbthemselves, based on their share
holdings.

12.1.3 As regards the low penetration of healthuriaisce, the representative of a
health insurance company stated that about sixtyepé of the total hospital expenses
are met by out-of-pocket expenditure of an indigldand the remaining is funded by
Government, the employers or the insurance poliéging the statistics, he stated
that about 4% of our GDP i.e about Rs.3,00,000ecioia year is spent on healthcare,
out of which Health insurance is about Rs.20,000re;r while the remaining
Rs.2,80,000 crore is accounted for by out-of-poekgienses of the citizens of this
country. Therefore, if health insurance increases, the oypioket expenses of
citizens would reduce. Further, the type of produmffered under health insurance
such as coverage for doctor consultations, diagrsysiedicines etc. which are
presently unavailable, would also be made avail#btee foreign companies with
experience of overseas markets are allowed to aome

12.1.4 Referring to clause 52(2) of the Bill, itsvsuggested that to ensure that agents
are able to sustain a reasonable livelihood, tiheyldsl be allowed to work with one
life insurance, one general insurance and oneheatrance company. However, the
representative of the General Insurance Compamgked and stated that the agents



who have been trained by the general insurance aoi@® would move away to the
health insurance companies, putting them at a disdadge.

12.1.5 Referring to the penalty provisions, therespntatives stated that the proposal
for a penalty upto Rs. lcrore would be too stiif fompanies and the companies in
fear of losing Rs.1 crore from a single case waaktrict their workforce and recruit
less agents and therefore a stringent penalty wdisicburage companies to expand
which in turn would adversely affect the desireoh &r achieving higher penetration
of the insurance sector.

12.2 Representatives of the Employees and Brokerssgociations of
Insurance Sector.

12.2.1 The representatives of the employees asmmsaand brokers association were
unanimous in their opposition to the need for ecianpthe FDI limit. They gave a
detailed historical perspective of the growth ttégey of the public sector insurance
companies and gave a comparative picture of theranse industryis-a-visthe
private sector, prior to allowing any FDI and p&8l and also pointed out that the
objectives that were proclaimed before openinghgysector for FDI have not been
met to a great extent. Citing an example, theyedtdhat a single product that the
private insurance companies brougis. Unit Linked Insurance Plan (ULIP) did not
benefit the large number of insuring public, whilee private companies earned
enormous profits through lapsing of the policied #me higher cost that was incurred
in terms of surrender values. Therefore, they alfgtmat it has not brought any
significant gain to the insuring public.

12.2.2 As regards the second proclaimed objectitemobilizing money for
investment in the infrastructure of this countrys lsdso not been achieved. Referring
to the portfolio of the private companigs-a-visthe public sector companies, the
representative pointed out that the largest paotiol the private companies were the
Unit Linked Insurance Plans (ULIP) and nearly 70 gent of the funds of the private
companies are only through ULIPs that are basidgalgsted in the equities rather
than the long-term infrastructure projects. In cangon, nearly 80-82 per cent of the
funds of the public sector have come into the Iterga infrastructure projects.

12.2.3. As regard the objective of bringing in mdi@eign companies, the

representative stated that even the 26 percenlifilhas never been a barrier limit

for the foreign insurance companies, as all magoeign insurance companies are
operating in the country, since India has a denplgcaadvantage and a growing
market. He also expressed an apprehension thatietrenforeign equity is raised to

49 percent, it may not result into actual expansibthe capital but may only result

into the transfer of the shares from domestic sto the foreign insurer. He also
pointed out that there is absolutely nothing in 8# to ensure that whatever

investment that comes in would expand the markdtexpand the capital base. They
also stated that the opinion that insurance sastaapital intensive is not true, as
premium is collected in advance from the policydeos and is redeemed only after 15
to 25 years.



12.2.4. They also pointed out that over the fiast years, the world insurance sector
has been going through a crisis and many of thedorinsurance companies that had
come in, have either reduced their business or Qaitethe Indian market. He cited

the specific cases of some Insurance companieshwiaee sold off their stakes and
therefore the objective of increasing foreign capihas not been met. The

representative also stated that even with the 26epe limit, the penetration of the

private sector in the rural insurance businesshegn quite low while public sector

companies have performed better.

12.2.5. Referring to the section 40 (2) of the tasge Act, 1938, regarding limits for
commissions payable to the insurance agents, wiashbeen proposed to be deleted
in the Insurance Bill, he stated that such a dmtetvouldhave an adverse impact on
the insurance agents as they would lose the stgtymimtection which has been
provided by the Insurance Act, 1938. Similarly, ediein of Section 44 of the
Insurance Act, 1938 wherein there is a provisiopay a hereditary commission to
the dependents or legal heirs in case the agemtesexpvould also deprive the agents
of a statutory protection, since there are no $@aaurity or pension schemes. The
representative therefore suggested that these ¢wtio8s be retained as it is.

12.2.6. The representative highlighted Clause égkiag to substitute Section 45 of
the Insurance Act, 1938 which provides that noilifirance policy shall be called in
guestion on any ground after a period of five yaastead of the existing provision of
not calling to question a policy on ground of magésiment after two years, though it
has been further increased to three years by aciabftmendment. He opposed the
move on the ground that five years is too long aope and this period can be
conveniently misused by the insurance company podate genuine claims of the
policy holders. However, it is to be noted thatsthas been taken care through an
official amendment which makes it three years frima originally proposed five
years.

13. Deposition in the meeting held on 26September, 2014:

13.1 Representative of Confederation of Indian Indstry (CIlI),
Federation of Indian Chambers of Commerce and Indusy
(FICCI)

13.1.1 The representatives of the Cll and FICElenring to Clause 50 of the Bill
pertaining to substitution of Sections 40B and 40fCthe Insurance Act, 1938
regarding limits on expenses of the managemeriedsthat the IRDA may prescribe
the limits on the expenses of the management afisamer, after considering the size
and age of the insurer. As regards Clause 58 ofBilie pertaining to calling in
guestion a policy on the grounds of mis-statemért &wo years, they stated that the
provisions as existing in the current Act may bRireed, however the period may be
increased to three years. The representative elsored to the increase in quantum of
fines under Clauses 91, 92, 93 and 94 of the Bdl stated that it is unreasonably high
and therefore suggested that the quantum of pesadspecially Rs. 25 crores as
specified under Sections 104 and 105B of the Imm@aAct, may be reduced to Rs



One crore. As regards Clause 34 pertaining to gutish of Section 31B regarding
power to restrict payment of excessive remuneratibay felt that IRDA should
decide the remuneration in case it is felt thatsitdisproportionate. They also
commented on Clause 76 of the Bill regarding stldgin of Section 64F of the
Insurance Act, regarding constitution of the ExemutCommittee of the Life
Insurance Council and felt that there was no needpecify various categories of
stakeholders. On the definition of ‘control’ undélause 3 of the Amendment BiIll,
they stated that it should imply control by the iard shareholders and have the
meaning assigned to it by the Companies Act, 208y also pointed out that as per
the Section 80(C) of the Income Tax Act, insuramamiums have been clubbed with
short term fixed deposits for the rebates. Howewsurance being separate from
savings, they should atleast be treated at partivithong term savings.

13.1.2 The representative explained that the asgen FDI limit would translate into
additional competition and more consumer choice tedintention of making the
consumer more secure is embedded in the Act itdelffurther stated that presently
there are 24 companies in the sector, which is @ggeto increase further with the
increase in FDI limit, ensuring competition andeoifig wide choice of products to
the consumers. On the issue of rural penetratierrépresentative explained that as
per statutory requirements, every company whidiven license is required to have a
certain proportion of its policies specifically ftbre rural sector and presently about 20
percent of the policies and 30 percent officesiaréhe rural segment. As regards
capital requirements, the representative statedathaompared to the other countries,
Indian rules are very conservative and requirectimpanies to hold more capital than
required and hence there is a need for attractioig rapital through FDI route.

13.2 Representatives of the Indian Institute of Insrance Surveyors
and Loss Assessors (IIISLA)

13.2.1 They pointed to the proposed amendmentettidh 64UM of the Insurance
Act, in the present Insurance Laws (Amendment), RillO8, under Clause 86 and its
implications on consumer interest. They submitteat the sub-sections (2), (3), (4),
and (5) of Section 64UM have been deleted in thermied Bill. They stated that as
per Sub-Section (2), there is a mandatory requintnie assess the loss by an
independent person who has been licensed by thé\.IFDrther Sub-section (3),
empowers the authority to call for an independemtesyor report, in case of any
dispute in settlement of claim between the insuned the insurer and ultimately, the
IRDA can appoint an independent surveyor and oldaiaeport. Sub-section (4) says
that based on sub-section (3) and the report addaby IRDA, the IRDA has the
power to direct the insurer to settle the claim #rinsurance company is bound to
settle the claim, while sub-section (5) says tleinpent of surveyor fee has to go only
to the surveyor who has dealt with the claim. Hatest that all these mandatory
provisions have been taken away in the new Bill smggested that these provisions
should be retained. On a query by the Committeto dsow these provisions were
deleted, the representative of the Department wérigial Services stated that while
these provisions have been removed in the Billy tmuld be included in the
regulations under the Act. Further, this is in adence with the recommendations of
the Standing Committee and would be taken care tifeatime of formulation of the
regulations by the IRDA, as proposed vide clausefgte Bill.



13.3. Representatives of the Life Insurance Council

13.3.1 The representatives of the Council, in suppbincrease in FDI limit stated
that capital is required for two reasons, firsttytlae time of sale of any insurance
product, a strain is created, because the premigostomer is paying is much less
than the reserve that is being created and thensgpeactually incurred. Secondly, a
lot of expenses are incurred initially in builditige distribution infrastructure in hiring
the agents, training the agents, creating brantliank etc. Hence the industry needs
capital support for faster growth. He also statead increase in FDI limit would bring
in foreign players who are experts in the fieldife insurance and would bring more
expertise and more players in the insurance setitas ensuring better protection
coverage for the Indian population. On the issudndfan control as proposed in
clause 3(iv) of the Bill, he suggested that a mjaof resident Indians should be
appointed on the Board of the companies. The repta8ve also stated that the
current proposed definition seems to exclude heasihrance from the definition of a
life insurance, and therefore submitted that asihSurer has the expertise to design
and decide the price and administer health inserapducts, life insurance
companies should not be excluded from offering theadsurance products to the
masses of the country. He also suggested thaiféhensurers should be allowed to
sell ‘accident death only’ insurance products wraoh presently prohibited.

13.3.2 As regards the penalty provisions, as aoadiin Clauses, 91, 92, 93 and 94 of
the Bill, the representative stated that curremtlyhe Insurance Act, 1938 there are
various provisions for penalties which go upto flagh of rupees. The current Bill
proposes to increase it to Rupees One crore ftaiinariolations and also it goes upto
Rs. 25 crore for certain specific violations. Herefore, suggested that the quantum
of penalties which are being proposed should be¢ ikelparmony with similar penalty
provisions in other financial services so that penalties are consistent and not
excessively high. On the issue of claim being réged under Clause 58 of the Bill,
the representative suggested that the companiesdshe given the right to repudiate,
if the life insurance company can demonstrate thagn in case of death after three
years, the intent was fraudulent.

13.3.3 On the issue of insurer's liability forsaof the agent, the representative stated
that in the proposed amendment, the insurer sleatebponsible for all the acts and
omissions of its agent, including violations of eaaf conduct. He pointed out that it
would be very difficult for the insurance companiesmanage the acts of the agents
as there are a huge number of agents all overahetry. As regards the constitution
of Life Insurance Council, the representative stdkat as per the proposal in the Bill,
the Executive Committee of the Life Insurance Cadurshall consist of four
representatives of members of the Life InsurancenCib elected by the members and
four members will be nominated by the IRDA and ofithese four, one will be an
eminent person and the rest three will be repreggmnisurance agents, intermediaries
and policy-holders. The representative stated timet Council being a body
representing the industry, members from outsidenateequired.

14. Deposition in the meeting held on 4October, 2014:

14.1 Representative of Lloyds’



14.1.1 The representative of the Lloyd's apprecahe provisions in the Bill
which recognize Lloyd's legal structure and permgmbers of Lloyd’'s to transact
reinsurance business through branches in India.edemnthe representative explained
that Lloyds’ itself is not an insurer or reinsufaut a statutory corporation, which
provides a platform and supervises the carryingobnnsurance and reinsurance
business by its members. The Members are not amliigetl companies, Scottish
Limited partnerships or UK Limited liability partrehips but also include individuals.
In fact the members of the Lloyd’'s carry on inswearbusiness as members of
syndicates, each syndicate being managed by a ingnagent registered by the
Lloyd’s and accepting business on behalf of thedmate. Accordingly, the
representative requested that the specific referemd.loyd’s be amended in the Bill
by adding the words “and any member of Lloyd's'tle reference to Lloyd’s found
in the explanation under section 2 clause 9(dhefBill and elsewhere in the Bill.
The representative also requested for clarificatiom the provisions of the Bill
relating to the supervision of the branches of fttreign insurers which was to be
done by IRDA in earlier draft, which however is posed for deletion by an
amendment.

14.2 Representative of Institute of Actuaries of Idia

14.2.1 The representative of Institute of Actusuoé India stated that presently,
there is no level-playing field between the thresurance companiegiz. life
insurance, general insurance and health insurameepanies and several life
insurance companies are operating in health inserdmsiness also. He therefore
suggested to allow an insurer to do only one sjgeloife of business and review the
definitions of life insurance, health insurance amheral insurance so that all the
three insurance companies can act independentgarBieg the aspect of investment
assets and solvency, he suggested that these sirealsl be left to the IRDA to
decide. He also pointed out that the Act is strgssin the financial condition
reporting of the life insurance companies, wherigas important for general and
health insurance companies too. As regards Sectit® about acquisition of
surrender values, he suggested that it should fbéol¢he regulator as it is already
looking into the product approvals. He welcomedmiwve to increase the FDI limit
from 26% to 49% as insurance business is highlytalamtensive, however, he
requested that the definition of “foreign investoend “portfolio investors” in
Section 2(7A)(b) may be clarified.

14.3 Representative of AON Global Insurance Broker®vt. Ltd.

14.3.1 The representatives of the AONDb@ Insurance Brokers Pvt. Ltd.
stated that the Bill treats the insurance brokergsurers and suggested that they be
treated more like professional services firm. Heoadtated that till the FDI limit is
increased to 51%, the Indian operation of the camgannot be consolidated and the
requirement that the Indian insurance company ntgstan Indian owned and
controlled entity would be a very challenging issoi@leal with. He suggested that at
least they should have equal management rightstiagtioint venture partner.



14.4 Representative of Deutsche Bank

1441 The representatives of the Deutsche Baaed that if the FDI limit is
increased to 49%, about five to seven billion dsliaf FDI is expected to come in for
the infrastructure sector. He hoped that there Ishbe no distinction between FDI
and FllI so that capital can be raised from thetabpnarkets. He pointed out that
when FDI limit was 26%, investment was under ths@atic route, however under
the 49%, it is being proposed that it goes throbtffB. He submitted that it will be
easier from a procedural perspective, if it cordmto be under the automatic route.
As regards ownership, he stated that Indian owiershnot a deterrent and the
insurance players globally would accept Indian awhip provided that the definition
of Indian ownership is very clear in the Bill.

14.5 Representatives of some other organizationsxperts and
stakeholders

14.5.1 A former Chairman of the LIC while delating on the Bill, suggested that
in the interest of policyholders the period of tyears during which the policy can be
guestioned on grounds other than fraud should taégnesl; a new provision be added
authorizing the Authority to issue such directiasst deems fit, to specify the manner
in which the premium paid under the policy till tHate of repudiation on grounds be
appropriated and the Bill should specifically iratie that the provisions of the clause
will apply to policies issued on and after the datewhich the Act becomes effective.
He also pointed out that the LIC’s repudiation petage is 1.1-1.3% which is very
creditable as compared to private insurers. He lasbreservations on the shifting of
the onus of proof on the families of life assuredhis death. Another representative
from National Insurance Vimo Sewa Co-operative Utaised the aspect of

strengthening the micro insurance sector, whiclethe poor people in the country
and requested that the capital requirement magdhaced to enable them to grow. A
representative of the All India LIC Employees Fedien pointed out that the private

companies bank upon unit linked business, wherarthgrer has no risk, while the

insured faces the risk as all the money is investedfluctuating share market.

14.5.2 A representative of the Indian Centre ¢dnigc Finance apprised the
Committee about the benefits of tHakaful’ system of insurance as compared to the
conventional system of Insurance. He stated trefTdkaful’ system is based on the
mutual co-operation, responsibility, assurancetgmtmn and assistance between
groups of participants and across the globe 26338% of insurance comes from such
mutuality and cooperation. He suggested that intiatdto the conventional system,
the other systems of insurane.'Takaful’ should be also allowed to promote
competition, diversity and to stop fraudulent att that has been reported in
conventional insurance business. He submitted llbatogenization of insurance
industry is not good for the country and all kirafsstructures and products that are
possible to help financial inclusion of people mibstlooked into. The representative
pointed out that the GIC is offering Islamic Insura in the middle-east countries and
Is doing good business there. He however addedd#iate its introduction, the aspect
of regulatory gap may also be looked into, as masyrane companies are offering
products without registration. He suggested theridylmodel of Islamic insurance



existing in almost 75 countries, especially in theldle-east, which can bring huge
investments in the country from a large numberstE#rhic Insurance Companies, must
be explored.

15. Deposition during the study-visit of the SelécCommittee to
Mumbai on 27" and 28" October, 2014

The Select Committee during the process of examimaif the Bill undertook

a study-visit to Mumbai on the 97and 28 October, 2014 to hear the views of
various organizations/stakeholdersz. Government regulatory bodies namely,
Securities and Exchange Board of India (SEBI), lasoe Regulatory and
Development Authority (IRDA), Reserve Bank of IndRBI); experts; Public Sector
Companies such as LIC of India, GIC of India; besidinsurance agents
organizations, Private Companies and Foreign Reanse Companies, some of
whom had submitted their memoranda to the Committee

15.1 Representatives of IRDA

15.1.1 The representatives of the IRDA made a pop@nt presentation
covering the various aspects of the Insurance inglad their suggestions on the
amendments proposed in the Bill and the need foitadan the insurance sector. The
gist of the presentation made by IRDA was as fadiow

General issues:

0] The Insurance sector has mobilized 16.60% of ®Grensavings of
household sector in 2013-14;

(i)  The sector has resulted in an investment of R&.lakh crore in 2013-14
in housing and infrastructure sector;

(i)  Insurance sector pools risks and enables corpersiges to take higher
risks and is also a stability provider in the tiofdinancial crisis; and

(iv)  The insurance industry needs long term capitalificreasing footprint,
higher penetration of urban and rural markets,asthucture, recruitment
and retention costs, investment in technology, wation i.e. new products,
new distribution models, meeting solvency norms awsnpetition to
benefit the customer.

Suggestions on some provisions of the Bill:

(1) Clause 3 (viii): Definition of Life Insurance doe®t include Health
Insurance, hence it should be suitably amendedadble life insurers to
offer health insurance cover;

(i)  Clause 3(xi): Definition of reinsurance indicatésttall the risk can be
reinsured, which can be interpreted as allowingniting” and hence
IRDA proposed that a percentage of retention withdia,;



(i)  Clause 8(v): The wordings in the Bill excludes aefgn company
engaged in reinsurance business through a branablisked in India
and includes only joint ventures, hence it mayltably amended,;

(iv) Clause 21: The provision to display records ofgbkcies and claims on
the website besides being voluminous, would alsolire concerns of
policyholder’'s privacy, hence the expression “andpldyed on its
website” be deleted;

(v) Clause 28: The explanation regarding investmehtetained would
mean that all the Insurers who have foreign capitahore than 33.33%
have to entrust the management of Assets to TiysheEmce it may be
deleted;

(vi) Clause 28: IRDA may be allowed to provide for ulagjons on
conditions and restrictions in relation to creatomgrge, lien, etc.

(vii) Clause 38: The exemption from carrying on MotorrdHParty business
should be extended to all specialized insurers ddoot transact motor
insurance business;

(viii) Clause 44 & 94:For Clause 44 the original wording in the Act may be
retained to allow the authority to nominate offdeeping in view the
gravity of contravention required during search aettures. While for
Clause 94, as the designation may undergo chaogetime to time, the
adjudication may be conducted by officers not betbe rank of Joint
Director or equivalenin IRDA;

(ix)  Clause 48: The clause deals with dispute regarplifigity of payment
in case of multiple assignments of insurance padicirhe Authority may
be flooded with large number of such disputes,efuee the Authority
may be empowered to frame regulations in this agar

(xX) Clause 50: The commissions on obligatory cessioes@mbursement
of part of the acquisition costs incurred by theedi insurers and
therefore they are obligated to receive commissitdngo commissions
are paid to the direct insurers they will be abssl Hence the provision
should be deleted,;

(xi) Clause 52(1): The word ‘person’ in the clause waontticate a firm also.
This provision is to distinguish ‘individual agenteho are to be
appointed by insurance companies from ‘corporatents) who are
included in the definition of ‘intermediary’ by @ificial Amendment;

(xii) Clause 52(2): An official amendment has suggedtedatords “and one
general or health insurer” in addition to one lfsurer. Further IRDA
has permitted some insurance companies to uthieeservices of agents
of other insurance companies. Hence an enablingvigpoo was
suggested;



(xiii) Clause 58: Once the policy is liable to be repwdiabn grounds of
misstatement there cannot be refund of premiumpamsion for refund
of premium may encourage misstatements. Henceiaelet the proviso
was suggested; and

(xiv) Clause 109: Keeping in view the developments in #nea of ‘e-
commerce’ in insurance and introduction of new nmiediaries, the
IRDA may be empowered to allow new forms of digitibn channel by
way of regulations. Hence revision of the defimtivas suggested.

15.2 Representatives of RBI and SEBI

15.2.1 The representative of the ResBewek of India (RBI) submitted that its
role is limited in the instant matter. However,ragards the clause 52(2) of the Bill
which states that no person shall act as an insaragent for more than one life
insurer and one general insurer, she stated thatirforeasing the insurance
distribution and penetration, an open architectaoglel may be deemed as a more
appropriate business model and incorporating symtescription in the Act may lead
to inflexibility in business model. Hence such agaription should be a part of IRDA
regulations and not be a part of the statute, byeemabling the stakeholders to adapt
to the changing business needs and demand fordded.

15.2.2 The representative of the Securities andh&xge Board of India
(SEBI) stated that the SEBI Act, 1992 is in plaoeptomote orderly and healthy
growth of the security market and for investortpction. Further, he stated that the
SEBI and IRDA presently regulate instruments andrmediaries as per statutory
mandate and a joint mechanism is in place for vasplinter-regulatory disputes, if
any. He also mentioned that the Insurance Laws (&iment) Bill, 2008 does not
provide for any overriding provisions which may agate the powers vested in SEBI
through various parliamentary enactments.

15.3 Experts in the field of Insurance business

15.3.1 The experts submitted their views befoee@ommittee and key points
of submissions made before the Committee are asvbel
(1) Instead of allowing foreign reinsurance compantesgden branch office
for reinsurance business, the FDI limit should bereased to 74% or
above for the companies to set up corporate eniitiéndia and bring in
adequate long term capital;

(i)  As regards the amendment to provide representatmnvarious
stakeholders in the Executive Committee of the @d@né&surance
Council, it was proposed that it should consistntémbers from the
insurance industry only;

(i)  As regards provision 64UM, though the InsuranceguREor may
continue to frame suitable rules & regulations &urveyors & Loss
Assessors, it is desirable to specifically mandédte Regulator by



(iv)

(v)

(vi)

provisions of the Act to provide 'Self Survey' limito facilitate faster
settlement of claims as well to ensure that smalhts do not result in
increase in the cost of claims administration;

A need to bring in clarity in the Bill, as to wheththe proposed
provision of Indian Management and Control woulglgponly to new
arrangements or whether it will apply to existiggeeements well;

As regards the provision regarding Policy not to dpeestioned on
grounds of mis-statement after 5 years, it wasdt#tat it would be in
the interests of the customers that the time lifort questioning the
proposal (other than in case of fraud) should bglieg to long term
health insurance products also and not limitedfécoinly;

The PSUs in the insurance sector need repositicamugit is extremely
important to construct a level playing field foretiPSUs and choices
similar to other players in the market should belenavailable to them.

15.4 Representatives of the LIC and GIC

154.1

The Committee heard the views efrpresentatives of the PSUs in the

Insurance sectoriz. Life Insurance Corporation of India (LIC) and Gealdnsurance
Corporation (GIC) regarding the reinsurance subsydof GIC. The LIC made a
power point presentation covering the various aspetthe Insurance industry and
also submitted written submissions. The gist ofghesentation made by LIC was as

follows:-

(i)

(ii)

(iif)

(iv)

LIC is a market leader in the insurance market waitiarket share of
74.96% and presently has 29.61 crore policies mefand has 2048
branches across the country;

As regards coverage all towns having a populatiot0g000 or more as
per 2001 census are covered by the LIC;

As regards claims performance it has a high peagensettlement rate of
91.14% as regards maturity and 82.32% as regasath;dand

A total of 5.59 crore lives have been covered uritersocial security
schemes

Written submissions made by LIC:

()

(ii)

Clause 48 — Definition of Nominee will be modifiemhave two types of
nominees, namely, the 'beneficial nominee' andctbleector nominee'. It
was suggested that two types of nominees are gatreel as the settled
legal position is that the rights of a nominee andy to the extent of
giving valid discharge to the insurance company;

Clause 56- The insurance company should not bealiged for any
misstatement by the applicant as the Agent whilendi the proposal



form is acting as the Agent of the Assured and doy mistake or
misstatement committed by the Agent the insuramm@mpany is not
liable; and

(i)  The increase in the FDI from 26% to 49% was welabtog the LIC as
the organization has performed consistently bétténe face of opening
up of the industry to private sector and introduaselv products,
improved its technology and has penetrated in deg areas.

15.4.2 The GIC representatives made a power poagentation covering the
various aspects of the Insurance industry, its ste@nce subsidiary and also
submitted written submissions. The gist of the @négtion made by GIC is as
follows:-
(1) GIC Re is a Indian reinsurance company and provsigsgices to the
Indian general and life insurance companies;

(i) Reinsurance to insurance companies in over 190tdes;

(i)  Leading reinsurer for insurance companies in SAARftican countries
and the Middle East and is now a leading globalswiance company;
and

(iv) GIC Re suggested preferential treatment to localgorporated
reinsurers.

Written submissions of GIC:

(1) With the increase in FDI limit for existing 26% #9% some key
reinsurance players may find Indian insurance ntank@re attractive
and the market is expected to become more vibradt keenefits of
insurance services will reach out to the masses;

(i)  Entry of Lloyds in the Indian market as an Indiagiri®urer will bring
in wealth of knowledge and expertise together wuhderwriting
capacities. This will have the potential to enlearitbe depth of
reinsurance services in the domestic market andaobgs a catalyst to
spur the growth and development of Indian insurainceistry while
helping the economy by retaining much of the reiasge premium
which flows out of country today;

(i)  The limit of rupees five thousand crore under Céa6¢2) should be
upwardly revised to at least Rs 7,500 crore from3R80 crore as
Indian currency has lost value in last two yearssiBes, it must be
ensured that only prominent, established and fiadlgic strong
reinsurers enter the market; and

(iv) Clause 17 of the Bill dealing with segregation ohds is expected to
create operational issues and will make managemiftinds more
complex and hence it should be deleted.



15.5 Representatives of LIC Agents’ Organization ofndia

155.1 The key points of submissions madell§y Agents’ Organization of
India were as follows:

(1) Clauses relating to limitation of expenditure onmeoission and
payments of commission of insurance agents have bggtted in the
Bill, hence an alternate provision has to be madievalihood of agents
Is at stake;

(i)  Increase in FDI is not in national interest as witem foreign share is
increased, the proportionate profit element initiseirance industry will
flow out from the country;

(i)  Use of the Foreign Investment Promotion Board rdatallow FDI in
insurance sector is improper as it cannot overctreelegislative pre-
eminence of Insurance laws and powers of IRDA; and

(iv) The amendment in the General Insurance Act, 197&Idav 49% share
by the private companies would not be beneficialitasould neither
bring substantial dividends nor help in infrastiretdevelopment.

15.6 Representatives of some private companies amderchant’s
chamber

15.6.1 The Committee thereafter heard tbpresentatives of some private
companies who had submitted their memoranda t&€tmemittee. Following were the
key points of submissions made before the Comnilityeie private companies:

0] Increase in FDI limit will provide additional infles from existing
foreign partners, encourage new foreign/ globaliness to review their
joint venture opportunities with renewed vigour, eate new
employment opportunities and create new products;

(i)  Proposed Indian management and control definitsongid, instead it
should be able to accommodate the differencesibgtarise;

(i)  Proposal to include the FIPB and DIPP approvafdogign equity will
delay the existing efficient process of approvalRPA, and

(iv)  Fll investment is speculative in nature, whereasitisurance industry
needs long term capitaé. FDI without any conditionality.

15.6.2 The representatives of Indian Mantls Chamber were also heard by the
Committee. Gist of submissions made before the Citteenwere as follows:

0] Bill should provide for compulsory capital markedting of all Indian
Insurance companies to ensure transparency and gaicbuntability;



(i)  Provisions under section 64 UM should be droppetitha regulator be
empowered to regulate with the fast changing risifiles and ever
evolving market requirements;

(i)  Executive Committee of the GIC should be a self ulagry
organisation of the insurers;

(iv)  Upper limits of penalty has been raised to exonbitavels and should
be more realistic;

(v)  An empowered ombudsman scheme for the policy hakeuld handle
the grievances of the policy holders; and

(vi)  Provision in the Bill should be introduced for Gausory credit rating
of the insurers, to bring accountability in the paidomain.

16. Clause-by Clause Consideration of the Bill

16.1 The Committee after deliberating at lengttir@various provisions of the Bill
and hearing the views/suggestions of a number akebbldersviz. concerned
Departments of Government of India, IRDA, SEBI, RBarious public & private
sector Insurance Companies, Insurance Councilsrexpf the subject and other
individuals/organisations/ associations who hadvstibd their memoranda before the
Select Committee, took up clause-by-clause corsiider of the Bill at its meetings
held on the 2 and 3 December, 2014. The Committee mainly deliberajgmhuhe
clauses as mentioned below in seriatim, whereohad received suggestions for
amendment from various stakeholders, rest of theses of the Bill, which have
amendments of routine drafting nature and typogcabhnaccuracies, were adopted
by the Select Committee without any modificatioifie Committee considered
memoranda, documents and evidences tendered b#fae well as the views
expressed by its Members in formulating its recomaagions.

Clause 3

16.2 This clause seeks to amend section 2 of théoAsubstitute, amend, insert the
definitions of actuary, health insurance busings$ian insurance company, insurance
co-operative society, insurer, regulation, re-iasge, Securities Appellate Tribunal
and omit certain redundant clauses from definitions

Official Amendments to this clause
OA no. 4: Substitution of the words “means actuary” by therd “means an
actuary”.
OA no. 5: Definition of “Health insurance” fine-tuned to bg clarity by deleting
some words and replacing the same with “whethepatient or out-patient travel
cover and personal accidental cover”. The definitdd Health insurance as proposed

in clause 6C of section 2 of the Insurance Actdadras "(6C) 'health insurance
business' means the effecting of contracts whiavige for sickness benefits or



medical, surgical or hospital expense benefits,thdrein-patient or out-patient travel
cover and personal accident cover”.

OA no.6:  Replacement of the word “Companies Act, 1913” wilompanies Act,
2013".

OAno.7: Replacement of year 2008 with 2014.

OA no.8: Major change relates to enabling 49% foreign tyqunder Section
2(7A)(b) with certain safe guards such as “Indoamed” and “Indian controlled”
proposed under the definition of Insurance company.seeks to amend section
2(7A)(b) of the Insurance Act so as to define amdi&n insurance company”. The
existing section 2(7A) (b) may be replaced as fedio

“(b) in which the aggregate holdings of equity r&sa by foreign investors
including portfolio investors, do not exceed fortyre per cent of the paid
up equity capital of such Indian insurance compavtyich is Indian owned
and controlled, in such manner as may be presctibed

OAno.9: Omission of explanation after Section 2(7A)(c).nSequential change
due to proposed modification in Section 2(7A) (b} Insurance Act, 1938.

OA no.10: Insertion of explanation after Section 2(9). Capsntial change due to
proposed modification in Section 2(7A)(b) of theunance Act, 1938.

OA no.11: Omission of Section 2(8). As per the revised mions, the following
may be inserted after Explanation to (iv) for cigA):

“(iva) clause (8) shall be omitted."
Committee’s Observations/recommendations

16.2.1 The Committee deliberated at length theogsed Bill as well as the

official amendment wherein the Government has cpedats intent to raise the FDI

in insurance sector from 26% to 49% with appropredfeguard of mandating Indian
ownership and control. The Committee notes that ittsurance companies are
regulated by stringent solvency norms and contislyotequire additional capital for

growth.

16.2.2 The Committee also notes the views expdesbg Secretary,
Department of Financial Services that there is gquirement of huge amount of
capital as defined by the regulator for stipulasetyency levels to maintain the trust
level of stake holders in life insurance companiesough solvency under all
circumstances. This enhanced foreign equity wilt only help in expansion of
insurance coverage, comprehensive and better portfmnagement, enable growth
of pension sector but also potentially enable fieansf technical knowhow and other
better consumer services through improved pracaoglscompetitive pressures. The
Committee observed that IPOs may not be the bese rfor raising capital in the
insurance sector as FlIs face constraints duectorse foreign equity caps.



16.2.3 Few Members and some stakeholders apphge@ommittee that the
major reason for not increasing FDI in insurancet@eis that it may not be able to
increase the penetration as expected or estimatedebGovernment, and it may be
detrimental to Indian ownership and control, whigtay prove suicidal for our
national interest. One of the Member while elatiog on this issue cited the
recommendations contained in the'Report of the Standing Committee on Finance
(2011-12) on the Insurance Laws (Amendment) Bi00& wherein the Standing
Committee recommended that the foreign equity tokéyat at 26% as against the
proposal of raising it to 49%. However, the Seléocmmittee does not find any merit
in these arguments as the total number of insuraooganies has increased from a
meagre 6 in the year 2000, when the FDI was perthitippto 26%, to 53 in the year
2014. The Life insurance sector recorded compadimaeual growth rate of 18.42%
in the last 14 years whereas General Insurancestndwitnessed compounded annual
growth rate of 16.62% during that period. Besides, health insurance sector has
also shown a substantial compounded annual grat¢haf 33.11% during the period
2003 to 2014. The Committee understands that ttpeseth rates may not be as per
the expectations but are substantial enough tordssttthe increase in insurance
coverage to the ever-increasing population. Theroitee also appreciated the
performance of the life insurance market leaderLil€ which has a market share of
74.96% with 29.61 crore policies and 2048 branadm@sss the country. Besides, it
also has high settlement rate of 91.14%. It mag Bk mentioned that the increase in
the FDI from 26% to 49% was welcomed by the LIC the organization has
performed consistently better in the face of opgnip of the industry to private sector
and introduced new products, improved its technplagd has penetrated in deep
rural areas.

16.2.4 With regard to Indian ownership and contioée Committee notes that
the 'ownership' has been defined in para 2.1.28DdfPolicy whereas para 2.1.7 of
FDI Policy defines ‘control' and observed that ¢hisrhardly any difference between
FDI limits at 26% and 49% on the issue of ownersing control. In view of the
increasingly globalized economy and expanding glob&inancial flows, involving
liberalized foreign investment (including in India) in various fields like
manufacturing, banking etc. for growth and developnent, the Committee is not
in agreement with the argument of not increasing ta cap in the insurance sector
and goes with the provisions of the Bill to increasthe foreign equity investment
cap to 49%, which would benefit the Indian insurane sector and facilitate it to
meet its capital requirements. The Committee recomends that the composite
cap of 49% should be inclusive of all forms of forign direct investment and
foreign portfolio investments. The Committee is als of the view that incremental
equity should ideally be used for expansion of cafal base so as to actually
strengthen the insurance sector.

16.2.5 However, while deliberating on the proposedfficial amendment
(OA no. 8) in Clause 3(iv) of the Bill that is reléed to Section 2(7A)(b) of the
Insurance Act 1938, the Committee is of the view #t the term “control” must be

defined in the Act itself by adding the following &planation after the proposed
text of Section 2, sub-section 7A:



“Explanation.- The term “control” shall include theright to appoint a
majority of the directors or to control the managemt or policy
decisions including by virtue of their shareholdingr management
rights or shareholders agreements or voting agreense’

16.2.6 In order to encourage foreign reinsurerssdt up operations in the
Indian Insurance market, the Committee observetdcthraplete clarity with respect to
Section 2(9)(d) of the Bill may be set out in psigns of the Bill. The representative
of the Legislative Department informed the Commaitteat the existing provisions
inherently include Members of Lloyds and as suclecimange is required in the current
formulation. The Committee is of the opinion tivatorder to facilitate the entry of
Lloyds, a specific reference to members of Lloydsyrbe made so that once Lloyds
establishes a branch office for reinsurance busiiresndia, eligible members who
satisfy the eligibility criteria specified by IRDAnay be allowed to operate their
business through the Lloyd’s branch without a rezyuent of setting up of a separate
branch for themselve&Keeping in view the scale of re-insurance businesgorld-
wide and the low level of its development in the cmtry, combined with the huge
potential, the Committee recommends that the formwdtion under section 2
clause 9(d) needs to be revisited and revised arfdneed be, an Explanation may
be added to the section to do away with ambiguityf any, so as to ensure that the
re-insurance business in India achieves its true anfull potential. The Committee
also deliberated on submissions of IRDA on the deiition of ‘re-insurance’ in the

Bill as proposed in section 2(16)(b) and recommendhat it may be modified in
clause 3(xi) of the Bill to read as under:

“re-insurance” means the insurance of part of on@surer’s risk by
another insurer who accepts the risk for a mutuallgcceptable
premium”.

Clause 8

16.3 This clause seeks to amend section 3 of tiidcAregulate the manner
of making application for registration of insurdng regulation and provide for appeal
to Securities Appellate Tribunal against the reffudaregistration by the Authority
and suspension or cancellation of registratiorentagn cases.

Official Amendments to this clause

OA no. 16 Changes of editing nature required in the claasepointed out by
Legislative Department.

OA no. 17-Section 3(3) of the Act relates to action on jorenhture partner in case
foreign partner is debarred by law of the countigemicile. Earlier withholding or
cancellation of registration was envisaged in scabes. However, now it has been
decided to remove the cancellation provision.

OA no. 18- Under Section 3 (4), it is proposed that the Attliomay suspend or
cancel the registration of an insurer if the bussnef insurer has been transferred to
other insurer or amalgamated without the approv#i® Authority.



Earlier the word “without the approval of the Authyg’ was not there.

OAs no. 19, 20 and 2Provisions relating to issuance of notice by thehauty in
case of suspension or cancellation of registrattere amended to include clause (g)
and (i) under section 3(5) of the Act.

Committee’s Observations/recommendations

16.3.1 IRDA in its deposition before the Committead requested for a
modification in Section 3(3) of the Insurance At838, so as to also include any
foreign company engaged in re-insurance businassigh a branch established in
India. Presently, the Section 3(3) of the saidreatls as under:

“In case of any insurer having joint venture withpgrson having its
principal place of business domiciled outside Indi@e Authority shall
withhold registration or cancel registration alrepadnade if it is satisfied
that in the country in which such person has beebaded by law or
practice of that country to carry on insurance mess.”

16.3.2 The Committee accepts the aforesaid provision andecommends
that this provision should also include any foreigncompany engaged in re-
insurance business through a branch established iimdia as indicated in clause
2(9)(d). The following text may be inserted in the@roposed language of the text
for Section 3(3) in clause 8 of the Bill after thevords “domiciled outside India,”:

“or any insurer as defined in 2(9)(d) of the Act,”

Clause 9
16.4 This clause seeks to substitute section 3A of tiee t& provide for
annual fee in place of annual renewal of regisirat@if insurers by regulation.

Committee’s Observations/recommendations

16.4.1 Attention was invited by one of the stakdbrs regarding the provision
contained in clause 9 pertaining to the section(3Aof the Insurance Act, 1938
which reads as follows:

“Any failure to deposit the annual fee shall rendére certificate of
registration liable to be cancelled.”

16.4.2 The Committee is given to understand th& tlause provides for
permanent registration of the insurers with anmeaéwal fee and right to cancel the
registration on breach of conditions specified iy tRDA, in place of annual renewal
of registration.The Committee feels cancellation should only ber@ged as an
option with utmost cautionThe Committee recommends that the provision of



cancellation should be exercised by the Authority wh abundant caution so as to
avoid unnecessary hardship and penalization of a @d company and
consequently its policy holders, especially when ¢hshortcoming may be due to
circumstances beyond its control.

Clause 12

16.5 This clause seeks to substitute section hefAct to provide for capital of
rupees fifty crore for exclusive health insuranesibess and minimum net owned
funds of rupees five thousand crore for a foregamsurer opening branch in India.
Official Amendments to this clause
OA no. 22-A proviso was added under Section 6(1) to pro¥adeenhancing of
capital in accordance with provisions of Compariesand SEBI Act.
Further, another proviso was added to calculat@-ppiequity capital.

Committee’s Observations/recommendations

16.5.1 The Committee notes submissions made beéfdoeth in favour of
retaining the paid up equity capital of Rs. 50resofor health insurance and for
raising it to the level of paid up equity capitat fife and general insurance upto
Rs. 100 crores.The Committee also notes the O.A. no. 22 which @sep
enhancement of capital in accordance with provsiohthe Companies Act and the
SEBI Act for carrying on the business of life insoice, general insurance and health
insuranceHowever, the Committee was unanimous that a reduan in the paid
up equity capital in health insurance sector as copared to the life and general
insurance, would encourage non-serious players tonter the field. The
Committee therefore strongly recommends that capifarequirements to ensure
health insurers of adequate capacity to provide thee critical services to all
citizens of the country, may be retained at the lat of Rs. 100 crore and health
insurance be given the utmost priority. The Commitée also feels that IRDA in
consultation with the Medical Council of India shoud formulate regulations to
ensure that malpractices in the health insurance s&r such as unnecessary
investigations, procedures, hospitalization could é& avoided to create a healthy
vibrant health insurance sector.

Clause 28
16.6 This clause seeks to substitute sections 27, 278, 27C and 27D of the Act
to provide for broad guidelines for investment hgurers and prohibit investment of
funds outside India. The objective is to make theestment provisions more
effective.

Official Amendments to this clause
OA No. 31 and 32 dnvestment of fund related provisions fine-tunedlemsections
27,
27A, 27B, 27C and 27D. #eeks to fine-tune the definition of controlleddsras:

(b)"(ii) all the funds in India appertaining to Hige insurance business if he
carries on some other class of insurance business a



Explanation.- For the purposes of sub-clausesn(@) @), the fund does not include
any fund or portion thereof in respect of which #ethority is satisfied that such
fund or portion, as the case may be, is regulatethé law in force of any country
outside India or it would not be in the interestlod insurer to apply the provisions of
this section."

Committee’s Observations/recommendations

16.6.1 The Committee was apprised by the various chanmifezemmerce and
industry that the kind of security and the limity investment as prescribed under
sections 27 and 27A may be done away with. BesitRi3A has also advocated for
allowing it to provide for regulations on condit®rand restrictions in relation to
various charges, encumbrances, hypothecationrrTilee Committee feels that the
powers currently envisaged in the Bill to be retaied with the Government, may
not be interfered with. IRDA should be free to fornulate regulations subject to
Act and rules.

Clause 30

16.7 This clause seeks to substitute section 2BeofAct to provide for granting of
loans or advances to subsidiaries of insurance aormap with the prior approval of
the Authority.

Official Amendments to this clause

OA no.33- Relevant provisions of the amended Companies Acirporated.

OA no.34- Provisions relating to loans to officers of theuress may be revised to
provide for such loans as part of the salary paekagler Section 29.

Committee's Observations/recommendations

16.7.1 The Committee was given to understand loiydity associations that
the provision whereby an insurance company can lgigas to a banking company
and to its subsidiaries and to report this withthdays to IRDA be includedThe
Committee feels that the existing provisions of th&ill and the proposed official
amendments need to be retained, as the policy holdiinds have to be invested
within the provisions of Investment Regulations. Hwever, the Committee
recommends that in lines 33 and 34 of the Bill ongge 14 in Clause 30 instead of
previous approval of the Authority it could be provided that loans to a banking
company could be as per regulations framed by IRDA.

Clause 38

16.8 This clause seeks to insert section 32D in theféwcobligation on all insurers
in respect of third party risks of motor vehicles.

Official Amendments to this clause



OA no. 39- Replacement of year '2008" with '2014'.

Committee’s Observations/recommendations

16.8.1 The Committee was apprised by General &m&@r companies and
Industry Chambers that the Bill proposes mandatorgterwriting of Motor Third
Party (TP) Business while the freedom to price ©Rec is not given. It was hence
suggested that this provision be dropped. IRDAhrrrequested that exemption from
mandatory provisions be extended to ECGC, AIC grather specialized insurer who
do not transact motor insurance business. The Ctieerieels that there is substantial
merit in IRDA’s contention as to expect ECGC andCAto underwrite motor
insurance business under the mandatory provisianldmoot be justified, keeping in
view their specialized natur&he Committee recommends the insertion in Section
32D by way of a suitably worded proviso that nothig in this section shall apply
to an insurer who is primarily not in the businessof underwriting motor
insurance business. The following text could be cerered:

“Provided that the Authority may exempt through refgtions
various standalone / mono-line insurers such as sieooperating in
areas like health, re-insurance, agriculture, exgocredit guarantee
etc. from this provision”

Clause 39

16.9 This clause seeks to substitute section 33 of tttetdprovide for coverage of
intermediary or insurance intermediary for investign and inspection by the
Authority.

Official Amendments to this clause

OA No. 40-This seeks to amend section 33 of the Insurantesd\as to stipulate that
any insurer or intermediary or insurance intermgdeggrieved by any order made
under this section may prefer an appeal to the r@msuAppellate Tribunal.

Committee’s Observations/recommendations

16.9.1 The Chamber of Industry has welcomed tHigcial amendment
wherein a mechanism has been evolved to preferppeah with the Securities
Appellate Tribunal. The Standing Committee on Foehad also recommended for
the sameThe Committee also agrees with the spirit of theraendment to provide
redressal to the aggrieved through an appeal withhie Securities Appellate
Tribunal.

Clause 48

16.10 This clause seeks to substitute sections 38, 3%araf the Act dealing

with assignment and transfer of insurance politiemake a clear distinction between
absolute and conditional assignments of life peficilt also provides for a clear
distinction between a beneficial nominee and aectdr nominee by order to provide



timely and adequate benefits to the policy-holdiralso empowers the Authority to
regulate payment of commission for procuring bussne

Official Amendments to this clause

OA no. 42Under Section 38, provision modified to prohibarisfer / assignment of
policies if it is for trading purpose.
OA nos. 43 to 52Sections 38, 39 and 40: substitution of alternatixgression.

OA no. 53- Provisions of making payments to representativepality-holder and
regulations on this withdrawn under Section 39(12).
OA no. 54Replacement of year 2008 with 2014

Committee’s Observations/recommendations

16.10.1 A public sector insurance companthwespect to Clause 48 pertaining
to Amendment to Section 39(12) pointed out that dedéinition of ‘Nominee’ is
sought to be modified to have two types of nominesmmely, the ‘beneficial
nominee’ and the ‘collector nominee’. They subnditteat two types of nominees are
not required as the settled legal position is thatrights of a nominee are only to the
extent of giving valid discharge to the insurancmpany

16.10.2 The Committee feels that the suggestiorLkd merits consideratiomi
view of the apparently settled legal position tine rights of a nominee are only to the
extent of giving valid discharge to the insuranoenpany.The Committee is of the
opinion that in light of judgements of the Apex Cout, two types of nominees i.e
beneficiary nominee and collector nominee may notébrequired and hence the
Government may in consultation with the Law Ministry and IRDA appropriately
modify the definition of a nominee to remove ambigily or subsequent litigation.
16.10.3 With reference to Section 40 (1) and (2) regardprghibition of
payment by way of commission or otherwise for prowy business, the Committee
was of the unanimous opinion that the interestnsiurance agents should not be
compromised. Hence, with regard to determining the commissioretc. of agents
and intermediaries the Committee recommends that #wre should be
incorporation of a proviso after Section 40(2) whib reads as follows:

“Provided that while making regulations under Seoti 40(1) and
40(2) of the Act, IRDA shall take into account thiaterests of the
agents and other intermediaries concerned.”

Clause 50

16.11 This clause seeks to substitute sections 40B ai afOthe Act to regulate
management expenses of life, general and healiherssand re-insurers.

Official Amendments to this clause



OA no. 55Provisions relating to expense under Section 408 4DC revised to
provide for regulations on limitation of expensésimanagement in life, general and
health insurance and reinsurance business.

Committee’s Observations/recommendations

16.11.1 The Industry Chambers and Private Secturéimce companies in their
deposition before the Committee insisted on thedoen to be given to an insurance
company for remunerating their agents/intermedsaraecording to the services
provided and their extent, which would not necaisdre in proportion to the
business generated by the compaihye Committee notes that this amendment in the
proposed Bill takes care of omission of section 4&Athe Act which omits the
redundant provisions relating to limitation of ergédure on commission, as
mentioned in the clause 49 of the Billhe Committee recommends that flexibility
may be given to IRDA to prescribe the broad architeture for determination of
the expenses of an insurer in any financial year aggards the remuneration to
their agents/intermediaries, as it may require conhuous monitoring and
modifications due to the ever changing dynamics dhe insurance market. The
Committee also recommends that adequate protectiveiechanism may also be
instituted by IRDA to ensure that the due commissio to the agents against
business done is protected through regulations antheir commission structure
should be determined by IRDA depending on market aaditions.

New Clause 50 A

16.12 Insertion of new section 40D which relates to podfon to receive
Commission on re-insurance with Indian re-insurers

Official Amendments to this clause

OA No. 56- This seeks to insert, the following section afsection 40 C of the
Insurance Act.
“40D. No insurer shall receive reimbursement of @xges or commission from
Indian insurers in respect of specified percentafjghe sum assured to be
reinsured with Indian re-insurers on each policy raspect of general
insurance business transacted in India in accor@gamdth the provisions of
section 101A of this Act.”

Committee’s Observations/recommendations

16.12.1 The Industry Chambers suggested for reppali this new section on
the grounds that insurers, incur huge costs forcsog of reinsurance business and
only way to recover the same is in the form of caossmon. They argued that
prohibiting insurers from earning reinsurance cossimin is against the principle of
free insurance. GIC argued for zero commissionrapgsed in the Bill as it would
help GIC to recoup its accumulated losses. IRDAuadgthat this section was
introduced recently through official amendments.e Tdommissions on obligatory
cessions are reimbursement of part of the acquisitiosts incurred by the direct
insurers, therefore they are obligated to rece@mnissions. If no commissions are
paid to the direct insurers they will be at a ldsfurther proposed that insertion of the



new section is against the insurance principle @&ndghould be deletedThe

Committee is of the opinion that there is merit inthe argument cited by IRDA
that prohibiting insurers from earning reinsurance commission would be an
impediment in the growth of the reinsurance industy. The Committee strongly
recommends that the insertion of the new section 4D may be reviewed in
consultation with IRDA so that the insurers are notprohibited from earning

reinsurance commission and to ensure that there ar@o road blocks in the
growth of reinsurance industry.

Clause 52

16.13 This clause seeks to substitute section f4theo Act to regulate the
appointment of insurance agents by insurers ine@spf eligibility, disqualification
and other aspects.

Official Amendments to this clause
OA no. 58-Changes of editing nature in the provisions relatngection 42 made.

OA no. 594t seeks to amend Section 42 of the Insurance Aassstipulate that no
person shall act as an insurance agent for moreaha life insurer and one general or
health insurer.

OA no. 60-Changes of editing nature in the provisions relatongection 42 made.

OA no. 6linsurance companies made liable for act of omissibits agents under
section 42.
Committee’s Observations/recommendations

16.13.1 Attention of the Committee was invited by severtdkeholders to
subsection 2 of section 42 of the Insurance AcB81%9ead with paragraph 52(2) of
the aforesaid bill, which reads as under:

“No person shall act as an insurance agent for mtman one life

insurer and one general insurer.”

16.13.2 The Committee is given to understand that as p&ARegulations
insurance companies can appoint ‘Corporate agdmgsides ‘individual agents’.
However, the word ‘person’ in the above paragraghcates an individual person but
not an individual firm or entity. Accordingly, t@adilitate the appointment of corporate
agents by insurance companies and to distingushvidual agents’ from ‘corporate
agents’ who are included in the definition of imediary by an official amendment,
there should not be any ambiguity in the intergreteof above clause. To achieve the
objective of reaching out to the uninsured ruratl &emi-urban masses and in
particular, the economically weaker sections of Hueiety, a large number of
distribution houses as well afleet-on-streetsales-persons(either as referrals or sub-
agents) to act on behalf of distributors, neede@pointed.

16.13.3 It was also brought to the notice of the Commitigehe representatives
of the private health insurance companies thateptés the IRDA, in order to
encourage the penetration of the health insuramedupts, has allowed the stand-
alone health insurance companies to avail the s&svof agents/corporate agents of



other life and/or general insurance companies stridute their products. They stated
that if the tie-up is again restricted to one lifsurance and one general insurance, the
agents/corporate agents who already have a tieitlp existing general insurance
company, would be forced to choose between a dgemesarance or a health
insurance company. This would restrict the choit¢éhe agents/corporate agents to
only two of the three recognized categories ofliasae segment.

16.13.4 The Committee feels that from a standpoint of incrasing insurance
penetration an open architecture model would be ma appropriate. Hence the
Committee recommends that in Clause 52 on page 28 the Bill lines 29 and 30
may be replaced with the following text:

“No person shall act as an insurance agent for motiean one life
insurer, one general insurer, one health insurer drone of each of the
other monoline insurers in the manner specified dyegulations.
Provided that IRDA shall ensure while framing Reglons that no
conflict of interest is allowed to arise for any agt in representing two
or more insurers for whom he may be an agent.”

16.13.5 Further, on the issue of insurers bearingesponsibility for their

agents the Committee appreciates the argument citecdby the Insurance
companies and the view of the Government. It, howev, feels that the insurance
companies cannot absolve themselves from the actsamission and commission
of the agents. It therefore recommends that a middl path could be taken by the
Authority in exercising provisions related to quanum of penalty, while giving

due thought to extenuating circumstances.

16.13.6 On the concept of the ‘Multiple Corporate AgencWIGA), the
Committee was informed that as per the existingp@@te agency norms laid down
by the IRDA, the criteria for the issue of liceniwea company for doing exclusive
insurance business is that the company should leee formed under the Companies
Act, 1956 and should have paid up share capitahaif less than Rs 15 lakhs.
However, it was suggested that the paid up caglitaiild be raised to Rs 10 crores for
doing Insurance Business (life & non-life) as Mplki Corporate Agents of different
insurance companies, as the increase in the sharmalcwill prevent the entry of the
fly-by-night corporate agents, who often disappdter collecting the premia from the
customers.

16.13.7 The Committee was also apprised of the existingemai wherein a
corporate agency can sell products only for andhemalf of one life and one general
insurance company. It was suggested that theixisbrms may be revised and the
proposed Multiple Corporate Agency may be allowedperate simultaneously at
least for ten Insurance Companies (both life and-life), as it will facilitate the
process of the fast-paced development of the bssibg the insurance companies
across the country. It was pointed out that Corgofagents, unlike individual agents
incur huge fixed over-head expenses by maintai@ni@rge number of branches
across the country and by employing equally largmiver of specified persons on
their pay rolls, not only for procuring life insumee business but also for helping the
policy holders by providing them a large numbese@ivices.



16.13.8 The Committee notes aforesaid suggestions and adeg the
regulator to examine the concept of proposed ‘Mulple Corporate
Agency’(MCA) and frame appropriate guidelines in cwosultation with the
stakeholders, especially as regards allowing an MCAo operate for more than
two Insurance Companies (both life and non-life).

16.13.9 It was also brought to the notice of the Committgethe LIC of India
thatan insurance company does not have any mechanisamiol it can crosscheck
whether the averments made by the applicant fan@gare incorrect and hence feels
that the insurance company should not be penaligaedcany misstatement by the
applicant. The Agent while filling the proposal rioris acting as the Agent of the
Assured and thus for any mistake or misstatemeninutted by the Agent, the
insurance company should not be held liable. Tlesvwof the government in this
regard was that the appointment of agents is pexpde be done by insurance
companies subject to the agents meeting the quatidns specified by IRDA.
Further, under the existing legislation, IRDA ismowered to take disciplinary action
against agents under section 42(4) of the Insur&atel938 which is essentially to
protect the policy-holders interests. With the adment in the Bill proposing
appointment of agents by the insurance companias, necessary to empower the
Authority to penalize the companies in the eventheir agents not abiding the Code
of Conduct.

16.13.10 The Committee appreciates the argument cited by thénsurance

companies and the view of the Government, however fieels that the insurance
companies cannot completely absolve themselves fraime acts of omissions and
commissions of the agents. It, therefore, recommds that the quantum of

penalty on the insurance companies may be rationakd and made
commensurate to the offence committed by the delingnt agents.

Clause 56

16.14 This clause seeks to substitute section f4ghe Act to enable the
insurers to maintain the records electronically.

Official Amendments to this clause

OA no. 644t seeks to amend clause 56 of the Bill so as suenthat the record
prepared by the insurer under sub-section (1),| dlelmaintained as long as the
insurance agent is in service and for a periodivé years after the cessation of
appointment

Committee’s Observations/recommendations

16.14.1 The Industry Chambers pointed out the anilyig in the

mode/mechanism by which the insurers are requicedketep their recordsThe

Committee recommends that keeping in view the tecluhogical advances made
for data storage, the record of agents may be maiained in any form, including

electronic mode.



Clause 57

16.15 This clause seeks to omit section 44 ofAberelating to shifting of
agents from one insurer to another insurer.

Committee’s Observations/recommendations

16.15.1 The LIC of India has stated that insurance Bill proposed to omit the
Section 44 citing the reason that it will be taksare of by the Regulation to be
framed by IRDA as per the proposed amendment ttidped0 of the Insurance Act,
1938 (Clause 48). However, contradicting the abeasoning, they further stated that
in the Insurance Act, 1938; Section 44 is in theureof an embargo on LIC of India
to enter into any Agreement stopping renewal comsimmson premium of an Agent
post the cessation of the Agency. Section 44(1r¢atemplates that the commission
of an Agent cannot be stopped if he has workedafperiod of 10 years, but there is
an exception that is in case where such Agentitirec indirectly procures insurance
business for any other insurer in any capacitycbrmamission can be stopped.

16.15.2 The LIC further submitted that Section 44 been made applicable to
LIC with modification by virtue of Section 43 of éhLIC Act, 1956. Deletion of
Section 44 with powers to the IRDA to frame Regola thereof would run contrary
to the provision of the LIC Act, 1956 and henceythave suggested continuance with
the existing provision of section 44.

16.15.3 The Government was of the view that Claigef the Bill in respect of
Section 40 would provide for regulations to be feaniby IRDA on commissions paid
and received. In view of this, it was consideredassary to omit section 44 which
provided for the manner of cessation of paymenta@hmissions or remuneration.
This will be taken care of by the regulation toflemed by IRDA as per Section 40.
The Committee endorses the view of the Governmenthat the proposed
regulations being framed by the IRDA would cover tle aspect of commissions
paid and received by agents.

16.15.4 The Committee is also of the view that the proposab do away with
Section 44 of the Act, would work against the intexst of a large number of
agents. The Committee is therefore of the opinionhat while framing the

Regulations, the IRDA may give due consideration tprotect the interest of LIC

and it should also be ensured that no subsequent @risions run contrary to the
provisions of LIC Act, 1956.

Clause 58

16.16 This clause seeks to substitute sectionsadtidd5 of the Act to provide
that no policy of life insurance shall be calledguestion on any ground after the
period of five years. It also provides that theigolcan be called in question by the
insurer within the period of five years only in easd fraud.



Official Amendments to this clause
OA no. 65-Clause 58 revised with changes of drafting nature.

OA no. 66, 67, 68Policies not to be called in question after 3 gesm against 5 years
proposed earlier.

OA no. 69 to 72Onus to disprove in case of fraud lies on the feiaey where
policy-holder is not alive and few draftimgodifications

Committee’s Observations/recommendations

16.16.1 The LIC of India in its deposition before the Corttee regarding the
amendment to section 45(4) of the Bill stated ¢&hhfte insurance contract is known as
a ‘contract ofuberrima fides’ that is, it is a contract of utmost good faittheT
proposer is supposed to make all the avermentdaddrations which are bonafide
and based on best of his knowledge. One of thetignesnamely, whether the
appellant is entitled to a refund of the money kd paid to the respondent company
was taken up in the case of Mithoolal Nayak v. Uiisurance Corporation of India
reported in AIR 1962 Supreme Court 814, the Han®lUpreme Court observed that:-

“.....one of the terms of the policy was that all rags that had been
paid in consequence of the policy would belonght® company if the
policy was vitiated by reason of a fraudulent segpion of material
facts by the insured. We agree with the High Cdhbat where the
contract is bad on the ground of fraud, the pattp Wwas been guilty of
fraud or a person who claims under him cannot fassk refund of the

money paid. It is a well-established principle tleaturts will not

entertain an action for money had and received,revhi@ order to

succeed; the plaintiff has to prove his own fraukC was in further

agreement with the High Court that in cases in Wwhtbere is

stipulation that by reason of a breach of warrdoytyone of the parties
to the contract, the other party shall be dischérdeom the

performance of his part of the contract, neithetiea 65 nor section
64 of the Indian Contract Act has any application.”

16.16.2 Further, IRDA also stated that once thé&ypas liable to be repudiated
on grounds of mis-statement there cannot be reddiqiemium. Provision for refund
of premium may encourage mis-statements and héme@roviso should be deleted.
The Committeefeels that merely some facts were not brought euha time of
effecting the policy by the policy-holders, does antitle the insurer to repudiate the
claim unless it was of a matter which was matddahcceptance of risk and it was a
deliberate attempt on the part of insured to prewidong information or concealment
of vital information. Thus, any non-disclosure omowg disclosure which was due to
ignorance or lack of awareness and not deliberateéhe part of the policyholder
would not entitle the insurer to repudiate a claimder the policy.

16.16.3 The Committee is of the opinion that therss merit in the contention
of both LIC and IRDA that once a policy is liable b be repudiated on grounds of
mis-statement or deliberate concealment of vital f&s, refund of premium cannot



be claimed. The Committee however feels that to ptect the interests of policy
holders adequate provision should be made so thahdre is no scope for its
misuse by the insurance companies and policy holderare not victimized for
minor aberrations.

Clause 76

16.17 This clause seeks to substitute section 6¥REhe Act relating to
composition, function and operational issues of liife Insurance Council and the
General Insurance Council to make them the selilegdgry organisations.

Committee’s Observations/recommendations

16.17.1 The Committee considered the views of various lasce Councils,
Chambers of Industries and some private insuranoganies. They opined that the
provision of an eminent person not connected witisutance business and
appointment of three members representing insuragsnts, intermediaries and
policyholders may be deleted. There was also a view the original provisions as
laid out in the Insurance Act, 1938 may not bednekl with. The Committee is of
the opinion that involvement of eminent persons notconnected with the
insurance business helps in bringing in outside expience besides setting up high
standards of corporate governance. The Committee é&s that sufficient
representation has already been given to all stakelders in the aforesaid bill and
the same may be retained. The Committee recommend®®r inclusion of
representatives of self help groups and insuranceooperative societies which are
engaged in providing insurance to the vulnerable stions of the society.

Clause 86

16.18 This clause seeks to substitute sectionvb4éUthe Act to empower the
Authority to regulate the functions, code of conduetc., of surveyors and loss
assessors.

Official Amendments to this clause

OA no. 83- It seeks to amend Section 64UM of the Insurance Act as

“64UM. (1) Save as otherwise provided in this smttino person shall act as a
surveyor or loss assessor in respect of generalranse business from the
commencement of the Insurance Laws (Amendment)280d4, unless he—

(a) possesses such academic qualifications as mayelodisg by regulations
made under this Act; and

(b)is a member of a professional body of surveyors I3 assessors,
namely, the Indian Insurance Institute of Loss Asees and Surveyors:

Provided that in the case of a firm or compail the partners or directors or
other persons, who may be called upon to makewegur assess a loss reported, as
the case may be, shall fulfill the requirementslatises (a) and (b).



(2) Every surveyor and loss assessor shall comglytive code of conduct in respect
of his duties, responsibilities and other professiorequirements, as may be
specified by the regulations made under the Act;

(3) Notwithstanding anything contained in the fpog provisions, a class or class
of persons acting as a licensed surveyor or losssasr prior to the commencement
of the Insurance Laws (Amendment) Act, 2014 shatitinue to act as such for such
period as may be specified by regulations made ruhieAct:

Provided that the surveyor or loss assessotf, shighin the period as may be
notified by the Authority, satisfy the requiremenfsclause (a) and clause (b) of sub-
section (1), failing which, the surveyor or losssessor shall be automatically
disqualified to act as a surveyor or loss ass€ssor.

Committee’s Observations/recommendations

16.18.1 The Indian Institute of Insurance Surveyors And d.o&ssessors
(INISLA) requested for retention of sub-sections43and 5 of Section 64UM of the
Act and have suggested modifications in sub-se@iof section 64UM, as proposed
in the OA 81, in order to ensure that every indeleem surveyor and loss assessor
shall comply with the code of conduct in respecth duties, responsibilities and
professional requirements as may be required byetpelations. They also requested
for empowering the Authority to call for an Indepent Survey report from any
approved surveyor and also to empower the Authtwiigsue a direction for settling a
claim on the basis of the independent report amd Ittsurer shall be deemed to
comply with such direction. They further statedtthayment of Survey fee should be
paid only if a person making such survey, verifmator report is an approved
surveyor. It was also suggested to add a sub-clause so as to ensure that no
claim shall be admitted for payment or settled witha report on the loss from a
person who holds a valid Certificate of PractianirllISLA to act as an independent
surveyor and loss assessor.

16.18.2 The representatives of private sector insurance paoms also
mentioned that considering today's scenariot high cost of spare parts particularly
in modern generation cars, trucks and two wheebershe roads, increase in the
Survey limit for in house survey is required. THasther argued that there is no need
to have licensed Surveyor and this will help int&etlaim service. It was also
suggested that provision may be incorporated toosvep the insurer to appoint
independent investigator (other than the surveyoloss assessor) for collection of
documents/information and investigate the clairadofirm genuineness of claim.

16.18.3 During the course of the deposition before the Cdtem on a query by
the Committee, as to how these provisions weretettleghe representative of the
Department of Financial Services stated that whisse provisions have been removed
in the Bill, they would be included in the regutais under the Act. The Committee
was further apprised that the Standing CommitteeForance provided for only
independent and licensed surveyors to practicesamethgthen the professional body
l.e. IISLA. The Committee endorses the recommendation of thetaéhding
Committee on Finance which had recommended that inthe interest of



policyholders, only licensed & independent surveya and loss assessors should be
allowed to survey claims. Further, measures need tbe taken to strengthen the
professional body of surveyors and loss assessas ilISLA.

16.18.4 Besides this, the Committee recommends th#ie suggestions of
[IISLA and some of the private sector insurance companies should also be taken
care of at the time of formulation of regulations ly the Authority, as proposed in
clause 86 of the Bill. The Committee further recomrands that there is a need to
promote and encourage in-house surveys especialtythe context of motor vehicle
insurance and suitable flexible monetary ceiling mya be prescribed which should
be linked to inflation. The Committee also recommeds retaining of sub-section
(2) of section 64UM of the Act, as suggested by IRD The Committee further
recommends to retain the sub-section (3) to sub-gam (6) and sub-section (9)
with necessary modifications as suggested by IRDA.

Clause 87

16.19 This clause seeks to substitute sections &4d/ 64VA of the Act to
empower the Authority to regulate valuation of #ssets and procedure for calculation
of solvency margin of insurers.

Committee’s Observations/recommendations

16.19.1 The Industry Chambemggested that solvency ratio need not be
specified in the Act and IRDA be empowered to ma&eessary guidelines around the
same. Section 64 V (1) may be revised to allow Al¢hority to set the norms for
valuation of assets for the purpose of Section 84 Yhe Committee recommends
that keeping in view the policy-holders’ interests andhe solvency of the insurers,
this clause which seeks to empower the Authority toegulate valuation of the
assets and procedure for calculation of solvency n@in of insurers, needs to be
retained.

Clause 91

16.20 This clause seeks to amend section 1020A¢hto enhance the penalty

for default in complying with, or act in contravemt of the Act to one lakh rupees for

each day during which such failure continues or @oee rupees, whichever is less.
Clause 92

16.21 This clause seeks to substitute sectionsat83.04 of the Act to enhance
the fine not exceeding twenty-five crore rupees aiitth imprisonment which may
extend to ten years in case a person carries andsssof insurance without obtaining
a certificate of registration. It also enhancesphealty for contravention of provisions
relating to investment of controlled fund or assets

Clause 93

16.22 This clause seeks to amend section 10%eoh¢hto enhance the penalty
not exceeding one crore rupees in case any exeaottithe insurer wrongfully obtains



or withholds the property under the Act.
Committee’s Observations/recommendations

16.22.1 As regards Clauses 91, 92 and 93, thesilders pointed out that the
penalties proposed in the Bill were exceptionalighhand therefore desired that the
penalties may be moderated. The representatitieeoGovernment informed that the
penalties prescribed are the maximum limits; howdve imposition of penalty would
be commensurate with the offendédhe Committee recommends that the penalties
may commensurate with the offence committed. The Qomittee advocates that
adequate safeguards/regulations be institutionalize by IRDA for fixation of
penalties so that there is minimum scope for subjége interpretation and they do
not act as a deterrent to well-meaning companies dm entering the insurance
sector.

Clause 94

16.23 This clause seeks to substitute section® Hitl 105C of the Act to
enhance penalty in case an insurer fails to complly the obligations for rural or
social sector or third party insurance for motohigkes to not exceeding twenty-five
crore rupees. It further provides for powers ofuddjation to the Authority and
provides penalty for contravention where theredssaparate penalty provided in the
Act.

Official Amendments to this clause

OA no. 84Modification of drafting nature made in Section 00&f the Insurance Act.

Committee’s Observations/recommendations

16.23.1 The Life Insurance Council and the Indugihambers requested for
moderation of the penalties and also stated tleastim realized by way of penalties
may be credited to the Solatium Fund so as to Ietied victims of uninsured
vehicles. Besides, IRDA with reference to sectid35(C)(1) stated that the
designation of the adjudicating officer may undegi@nge from time to time and
hence suggested that there should be insertioheofvbrds “or equivalent” after the
words ‘Joint Director’. The Committee would like moderation of penalties
wherever proposed and also feels that there is merin IRDA’s contention. The
wordings “or an equivalent officer” may be added afer the words ‘Joint
Director’ as suggested in clause 94 section 105(C)( Similarly in all other
clauses like clause 44 where an IRDA official is méoned by designation, similar
flexibility may be introduced.

Clause 98

16.24 This clause seeks to substitute section dflthe Act to provide for
appeal to the Securities and Appellate Tribunairegahe decision of the Authority
and omit certain redundant provisions.

Official Amendments to this clause



OA no. 86-Replacement of the year 2008 with 2014.
OA no. 87Madification of drafting nature made in Section IdfGhe Insurance Act.
Committee’s Observations/recommendations

16.24.1 The industry chambers suggested that astepadependent Insurance
Appellate Tribunal be constituted as appellate @utth to provide for the insurance
sector.The Committee recommends that the concern of thentustry Chambers
may be examined and a suitable mode of allowing appls be incorporated in the
Bill. The Committee is of the opinion that the reglations to be drafted and
adopted by IRDA, subsequent to the Bill, becoming ra Act should not give
unbridled and arbitrary powers to IRDA. The Committee also recommends for
inclusion of a person from the insurance industry n the Securities Appellate
Tribunal so as expert opinion of the industry is ao taken into consideration.
Accordingly, the Committee recommends that necessarmodifications in the
Securities and Exchange Board of India Act, 1992 nyabe incorporated.

Clause 107

16.25 This clause seeks to amend the General Insuranceindus
(Nationalisation) Act, 1972 to insert section 1@Aempower the Central Government
to allow public sector General Insurance Compattesise money from the market to
meet their capital requirements.

Official Amendments to this clause

OA no. 98- It seeks to amend the General Insurance Businesso(idlisation) Act,
1972 to empower the Central Government to allowlipudector General Insurance
Companies to raise money from the market to meeir thapital requirements
provided that the shareholding of the Central Gorent shall not be less than fifty
one per cent at any time.

Committee’s Observations/recommendations

16.25.1 Few Members expressed their reservations othe issue of

empowering the Central Government to allow public ector general insurance

companies to raise money from the market to meet #ir capital requirements.

The Committee notes the observation but could notrave at a unanimous view on

this issue and finally agreed with the stand of th&overnment in this regard.
Clause 109

16.26 This clause seeks to amend section 2 ofnhigrance Regulatory and
Development Authority Act, 1999 in order to suhgsgt “Insurance Regulatory and
Development Authority” to “Insurance Regulatory abeévelopment Authority of

India”.



Official Amendments to this clause

OA no. 9914n place of insurance agents only “Corporate agemsluded in the
definition of insurance intermediaries under IRDAtA1999.

Committee’s Observations/recommendations

16.26.1 The Committee was in agreement with the suggestiaf IRDA that
necessary flexibility be introduced in Clause 109ot define new insurance
intermediaries in a dynamic world, as the industryprogresses. The following
definition of intermediary could be adopted through modification of Section 2(f)
of the IRDA Act 1999 to read as follows:

“(f) “Intermediary” or “insurance intermediary” includes insurance
brokers, re-insurance brokers, insurance consultantcorporate
agents, third party administrator, surveyors andsk assessors and
such other entities the Authority may notify by nelgtions from time
to time.”

Enacting Formula and Clause 1

16.27 Enacting Formula and Clause 1, defining tBkort title and
commencement of the Act.

OA no. 1- In Enacting Formula for "Fifty-ninth", substitgtéSixty-fifth".
OA no. 2—- Replacement of the year 2008 with 2014.
Committee’s Observations/recommendations

16.27.1 Amendments made in the enacting Formula and Clausé are of
formal nature, necessitated due to passage of time.

17. The rest of the clauses and official amendment®ntained in the Bill were
adopted by the Committee without any change.

General Recommendations

18. Besides the provisions of the proposed Bi#, @ommittee desires to draw the
attention of the Government on its following obsgien/recommendations:-

0] The Committee was apprised by the representatit’éssarance Brokers
submitted that the Bill treats the insurance brsk&s insurers and it was
suggested that they be treated more like profeakisgrvices firm. They
also stated that until the FDI limit is increasedbl%, the Indian operation
of the company cannot be consolidated and the nemeint that the Indian
insurance company must be an Indian owned andat@arentity would be
a very challenging issue to deal with. They furtteggested that at least
they should have equal management rights with d¢ive yenture partner.



The Committee recommends that adequate regulation®ay be framed
by IRDA to facilitate the entry of multinational in surance brokers so
that they can provide an added impetus to the India insurance and
reinsurance sector.

(i)  The representatives from an Insurance Co-operatiised the aspect of
strengthening the micro insurance sector, whicherowhe poor people in
the country and requested that the capital req@ntnmay be reduced
significantly to enable them to grow and serveuhimerable sections of the
society. They mentioned that the regulatory bamwieRs 100 crores as the
paid up capital requirement for entry to the lifisurance sector is a huge
disincentive and is an entry barriefthe Committee feels that no
cooperative has applied for registration as an inger till date because
of the huge capital requirement The Committee recomends for the
reduction in the paid up capital requirement of the cooperatives to
facilitate their entry into the insurance sector sothat they can access
the market segment which has not been accessed e tmain stream
large insurance companies. Besides the Committeesal feels that the
low operating costs with which the cooperative furttons will enable
them to offer affordable products for the under privileged masses and
would complement the social insurance schemes

19. The Committee during the process of consideratiathe Bill has been guided
by the sole objective of providing a legal framekvtw protect the interest of holders
of insurance policies and also to provide a levalyipg field for the Government
regulators as well as the private and public seotsurance companies, so as to
regulate, promote and ensure orderly growth ofrteerance industry.

20. The Committee recommends that the Bill, as reptd by it, be passed. The
Government may also take further measures, as recamended by it in this report.



APPENDIX -I
Note of Dissent

P. Rajeeve, MP
Prof. Ram Gopal Yadav, MP
K.C. Tyagi, MP

We have strong opposition to the recommendatiorthenreport of the select
committee regarding the two important issues ofehik FDI cap and the
disinvestment of public sector general insurandestry.

The second and third paragraph of the report adlyomisleading as like as the
statements of objects and reasons. The statemedtsigects of the bill and these
paragraphs of the report has created an misleaaipigession that the issue of hike in
cap of FDI and disinvestment in public sector gehensurance companies as
proposed was decided upon the basis of these seddne fact is that the Law
commission and KPN committee refrained from makingrecommendation for
raising the foreign equity cap. While the statemerst and objects of any legislation
cannot be modified with any type of amendments theninistry should be more
vigilant in drafting this. Hence the third and fourth paragraph should
bechanged.

The Standing Committee came to the unanimous csiocitthat FDI increase
is not needed and the companies can look to ofiterns of raising capital if required
(41st Report submitted on 13.12.2011). We are gsiaped that this important and
unanimous recommendation of the Standing commiteesjected and it is now
proposed to increase the foreign equity limit t8x48oth through FDI and FII routes.
Ministry of finance has failed to give satisfactorgeasons for not accepting the
unanimous report of the standing committee. Theyvieaonly submitted the same
views which had been rejected by the standing cotteaion finance unanimously.

According to the submission of the Ministry, IRDAna@ some private players
have submitted some reasons for increasing the Flap. The main point is that the
Insurance penetration is law in India and more FDWill help to improve the
situation. But as per the reply submitted by the ri¥&try of finance we could not
find any link between increasing FDI and increasingenetration. As per the
submission the FDI in insurance sector is 3314.88ilg the penetration is 4.60 in
2007. But in 2012 FDI has been increased to 7648whRile the penetration has
been decreased to 4.0 and in 2013 FDI has been magacreased to7632 but
penetration is the lowest as 3.90. These data deardicates that there is no logic
in FDI and penetration.

Insurance penetration depends on several factarpeAthe report of different
agencies, the life insurance penetration in Inglimore than all the countries in Latin
America, Eastern Europe and many industrializedonat The life insurance
penetration in India in 2013 compared favorably wih the United States at 3.2%,
Canada 2.9%, Germany 3.1%, Spain 2.5%, China 1.6%Australia 3% and New
Zealand 0.9%. There cannot be any doubt that all tese countries enjoy a huge
advantage over India in terms of levels of incomeral disposable incomes. And
the World average is 3.5%.

The All India Insurance Employees Association sutadi before the
committee that “The General insurance industry dlas done well. The penetration
increased from 0.68% to 0.8% and the density irsg@drom Rs.168 to Rs.571. The



general insurance industry has grown faster tharettonomy and other sectors in the
services. It is also a fact that there is unevemnemic development in the country.
This is evident from the fact that penetration ighler in places like Delhi and
industrially advanced States while it is lower ittdd Pradesh and other economically
backward areas.’” While raising this point as a tjorgo the ministry and IRDA, they
failed to give satisfactory explanation for thishNg the select committee is silent on
this issue, the report has stated thus

“. The Life insurance sector recorded compoundedual growth rate of

18.42% in the last 14 years whereas General Insarémdustry witnessed

compounded annual growth rate of 16.62% during pgesiod. Besides, the

health insurance sector has also shown a substammapounded annual
growth rate of 33.11% during the period 2003 to £0IThe Committee
understands that these growth rates may not berath@ expectations but are
substantial enough to buttress the increase irranse coverage to the ever-
increasing population”.

But this fails to give a clear picture of the camiition of LIC in life Insurance
sector and Public sector general insurance companibeir sector.

The real fact is LIC continues to dominate the raaldoth in terms of premium
income and number of policies. It has a marketesb&over 75% in premium income
and 84% in number of policies during this peridthe total premium income of LIC
stood at Rs.236798 crore registering a growth aflgel4d percent. It settled 99.68%
of the maturity claims and 99.3% of the death ctainThis claim settlement record
remains unmatched in the world.

The public sector general insurance congsatoo performed very well. The
four companies earned gross direct premium incomBso43292 crore during the
year 2013-14. The public sector companies domintitednarket with a share of 56
percent. The investments of PSGI companies stoodRsal01707 crore. These
companies together paid the government a dividdndsdb98.66 crore for the year
2013-14 on a capital of Rs.600 crore. By thesesfatts crystal clear that the Para
16.2.3 is baseless. Hence this paragraph shouddlbeed from the report.

Para 16.2.2 of the report states that “The Comenittges the broad assessment
in next five years in the Insurance Sector bo#h dihd non-life at an estimated amount
of Rs.55,000 crores, The IRDA and ministry havechea this assessment without
any scientific study. And this had been rejectedtliny standing committee. So it
should be re drafted like”

As per the submission of the stake holders like IRDhese estimates are
arithmetic and only a general estimate. So the coittee should not have
accepted these vague estimates.”

Insurance is not a capital intensive sector. Té% ZDI limit is not an entry
barrier and the companies see huge potential irinti@an demography. This is the
reason that around 50 joint venture companies peeating in the country both in life
and non-life segments. The total capital employgd28 private life insurance
companies is Rs.25418.75 Cr out of which the faregigmponent is Rs.6046.91 Cr as
on 31st March 2013 (IRDA Annual Report 2012-13)e3& 23 private companies
have a Pan-India reach. They have 6759 officegaisist 3526 of LIC.

Similarly, the total capital employed jrivate General Insurance Companies



is just Rs.5974.72 Cr, of which the FDI componanRs.1295.28 Cr. (IRDA Annual
Report 2012-13). These private companies have @fRés across the country. This
makes it clear that 26% FDI limit is neither anrgnbarrier nor a constraint on
expansion. It is being argued that insurance sewoitd need around USD 10 billion
in the next few years if it has to grow and survivRis projection is totally unrealistic
in the background of the fact that the foreign tapemployed in the 14 years of
operation is just 1.2 billion USD. It is alreadytmessed that with 26% FDI no efforts
were made by the private players to penetrate @¢ordlnal market. Then there is no
guarantee with the proposed hike in FDI that theape players will discharge their
obligation.

A per the submission buy the Life Insurance Coun€ilndia the insurable
population is estimated at 60 crore and the numbsured through individual
assurances is estimated at 30 crore out of theci@®. Apart from this nearly 12
crore lives have been covered by LIC alone throtighgroup insurance schemes.
This makes it clear that more than 70 percent efitisurable population has been
covered. This is very significant in a country wét7 % of the population is living
with a daily consumption of below Rs 2WWe could not find any logical
relationship with the capital employed and premiumearned in Insurance sector.
While the total capital and reserve of LIC is onlyRs 100cr, the total premium
earned as per March 2013 was Rs208000cr. But for Pq alliance the
corresponding figure were 4844 cr and Rs 6893 cr drfor Bharati AXA Rs 199cr
and Rs 745cr. These clearly indicate that higher gatal does not mean higher
mobilization of premium income.

The pleading that the Indian insurance companiesshort of resources and
hence wealthy foreign partners are required fomtle totally baselesdost of the
private insurance companies in India are subsidiags of big flagship corporate
houses like Tata, Birla, Reliance, Bajaj etc havingound financial base who are
also venturing for big-ticket take-over of industrial units in foreign countries.
The argument as companies cannot raise resouam®stiiie domestic markets due to
the long gestation period is baseless. The AnneabR of IRDA states that in 2012-
13 life insurance companies reported a net préfR96948 Cr up from Rs.5974 Cr in
2011-12. Sixteen out of 23 private companies hapented profits. Five of them have
paid dividends of Rs.1155.95 Cr to the shareholder2012-13. In the general
insurance the profits earned by the private congsafur 2012-13 amounted to Rs.679
Cr. It is expected that the profits of these congmmvould have further increased in
the last fiscal. Therefore, the arguments that tbaynot raise resources from the
domestic markets through IPO or through other agsnare totally unconvincing.
The Parliamentary Standing Committee on Finance waslso of the same view
and had suggested that in case of need, these comiga can look to domestic
markets for capital requirement.

The performance of the private companies has rasedus concerns in the
country. As per the submission Mr. Mathur former LIC Chairman, repudiation
of private companies are very high in terms of no foclaims and amount of
claims. In 2013-14, the repudiated no of claims ihlC is only 1.10% while 8.05%
in Private Companies. Some of the Private insurereave much higher levels of
repudiation as around 20% by number and 28% by amoat.

The argument that the foreign capital \dobring new technology is also
unrealistic.The chairman LIC had submitted before the committeghat they have



the best technology available in the worldAnd some stake holders had raised the
criticism that 85% of the life insurance busingssisacted by private companies with
foreign partner is in the form of unit-linked paés (ULIP). Under these policies, the
risk of investment is undertaken by policy holdersd the solvency and capital
requirement for this type of business is low. Agkamortion of the premium fund
generated by private insurance companies is bewested in stock markets and not
in infrastructure and social sector. While the ltataestments of LIC in Government
securities and social sector stand at Rs.1069%8® as at the end of March 2014. Its
contribution to the 11th Five Year Plan amountedR$704151 crore and in the first
two years of the 12th Plan, it has already conteuRs.452460 crore. No other
financial institution comes anywhere close to LIC terms of contribution to the
national development. So we strongly demand thatsdntence in Pa6.2.3 from
“However, the Select Committee does not find anyimmarthese arguments” to the
last should be deleted.

Para 16.2.4 should be redrafted as “we could notrfd any valid reason to
change the unanimous decision against the hike irDF cap in Insurance sector of
the standing committee on finance. The committee isf the opinion that the
recent experience at the time of subprime crisis ahglobal meltdown has made
the opposition to the hike in FDI cap more relevantIncreased role of foreign
capital may lead to the possibility of exposing theeconomy to the vulnerabilities
of the global market by way of likely inheritance & unsound balance sheet of the
foreign partners through joint ventures and subsidary route flight of the capital
outside the country and also endangering the intest of the policy holders. So the
further hike in FDI may not be in the interest of the Indian insurance sector and
economy and against the interest of the policy hodals.”

Permitting foreign re insurers and insurance syndiates like Lloyds of
London will amount to permitting 100% FDI. We strongly oppose this move.

GIC had raised serious concerns regarding thisw&astrongly express our
discontent to the formulations of para 16.2.6 & taport. The proposed amendment
to clause 107 of the bill actually intends to tleergitionalization of the Public sector
General Insurance companies in the country. The riationalized general insurance
companies are adequately capitalized. The comlshatk capital of these companies
is Rs.600 crore as on date. These four companies Ra&serve and Surplus of
Rs.20524 Cr. They have a combined investment ofl(R307 Cr. These four
companies paid Rs. 598.66 Cr as dividend to thesmgowent for the year 2013-14.
This financial strength suggests that they are ldepaf raising resources internally in
case of need and this is exactly what they hava deang now. The GIC Re too with
a capital of Rs.430 Cr and Reserves of Rs. 11452r(08 adequately capitalized. The
investments of GIC Re stand at Rs. 43247.46 Cit 838.8.2013. The GIC Re paid a
dividend of Rs.449 Cr to the government for thery2@ 3-14. Therefore, there is no
need to take the disinvestment route to raise ressuor the business needs.

Considering all these aspects, it becomes clear ththe proposed enabling
provision by amending the GIBNA is made only to inest the shares of the
profitable and important companies in the pubic setr. This is neither in the
interests of the public sector insurance industry ar the Indian economy. Rather
than this measure, the government should look to osolidate the public sector
general insurance industry on the lines suggestedybthe Parliamentary



Committee on Public Undertakings. We strongly see o reason for this
amendment and therefore record our dissent to thenpposed amendment

So we demand to add a new Paratlas’committee feels that sub section 1(1) of sec
6A which allows the insurance companies to raisaivas types of capital from the
market like debentures, bonds etc. The nationalizgeheral insurance companies
would also be allowed to raise such tier 11 capifatequired. So the clause 107 of
the bill will only open a space for de nationalizah. So the committee is of the
opinion that the clause 107 of the bill should beldted.”

In the light of this we reject the majority recommendations of this select
committee and submitting this note of dissent insigg the amendments we have
suggested above be incorporated in the report. Weeiterate the unanimous
recommendation of the standing committee on financen respect of hiking FDI
cap be endorsed by the select committee. This woulthean that this select
committee rejects the present draft of the proposetégislation.

sd/- sd/- sd/-
P. Rajeeve, MP Prof. Ram Gopal YadaMP K.C. Tyagi, MP



APPENDIX -II
Note of Dissent

Derek O'Brien, MP

Having examined the submissions of all stakeho)ddwes Ministry of Finance and the
contents of this report in great detall, | find reyunable to agree with the recommendation of
the Select Committee on the issue of foreign equatsticipation in the insurance sector. | feel
obliged to place my dissent on record.

Section 2(7A)(b) of the Insurance Act 1938 proviflesthe foreign joint venture partner in an
Indian Insurance Company to hold up to 26% equéies One of the principal objectives of the
Amendment Bill is to raise foreign equity partidijoa in Indian insurance companies from the
existing level of 26% to 49%.

The Select Committee has noted that enhanced foeejgity will help in expansion of insurance
coverage, comprehensive and better portfolio managé enable growth of the pension sector
and potentially enable transfer of technical knowhti was with these very assurances that the
insurance sector was liberalized in 1999.

This report duly acknowledges that the number sfiiance companies has increased from 6 in
the year 2000 to 53 in the year 2014. It alsolattds the strong growth rates witnessed in the life
and general insurance sector to 26% Foreign Directstment. But the number of insurance
companies or their growth rates tells us nothingualvhat we have been able to achieve in terms
of providing social security to the masses. In ti@gard, this report has made a few telling
omissions.

In the fourteen years since liberalization of tmsurance sector, insurance penetration has
improved by hardly 1%, from 2.71% in 2001 to 3.99®2D13. Insurance penetration has in fact
been falling steadily from the year 2009. The Miyi®f Finance has admitted to us that there is
no direct correlation between FDI and insuranceepation. The report of this Committee has
also omitted to note that since the year 2000, &dy7,818 crores has come in as FDI in the
insurance sector. Life Insurance Corporation’s gouation of dividend to the government in the
last year alone was Rs 1400 crores. Over a tenpayavd, this figure would stand between Rs
10-14,000 crores.

The Bill in its current form creates no impetus ificreased foreign investments in the insurance
sector to be channeled towards improving insuraoeerage or social security for the poor. It is
quite possible that a higher FDI cap will only réso Indian entities liquidating their stake, at
several times their original investment, withouy &esh investments coming in.

Witnesses before this Committee have pointed attalkier 65% of the total funds invested by
private insurance companies are parked in Unit éghkasurance Plans (ULIPs). In comparison,
only 8% of LIC’s investments are in ULIPs. Abou% of the life insurance policies sold by
private insurers are unit linked, implying that tredurn on investment is closely tied to the
performance of stock markets. Such policies ardihappropriate for the average Indian.



In the year 2013-14, LIC enjoyed a 75% market slafréhe total first premium earnings
mobilised by all the insurers in the life insuratessiness, amounting to Rs.90,000 crore. For the
same period, LIC had a market share of more thath & all the life insurance policies sold in
India.

This implies that the average ticket of the poBciesold was smaller than those of its private
sector rivals. The average annual premium for pdigssued by private insurers is about Rs
60,000 while the average annual premium for pdisield by LIC is Rs 9000. It is beyond doubt
that the public sector has been more instrumemtdl! effective in widening the reach of life
insurance in the country.

A contract of insurance is a long-term contractlikénother products, an insurance policy yields
no immediate tangible benefits to the buyer. Tla test of an insurance policy takes place only
when a claim is made on the policy. Thus, the tradord of the insurer is perhaps more critical
for a prospective buyer, than just the price ofggbécy. LIC settles 99.86% of its claims, where

the private sector settles only 80%. LIC has adagps ratio of only 5%, compared to a 42-75%

lapsation ratio of private insurers.

While | do acknowledge the capital requirementmsfirance companies, | would like to express
a strong reservation against FDI being regardedbéise alternative. Foreign Direct Investment is
not the panacea for all our problems. The Standdognmittee had noted that the capital
requirement of Rs 60-66,000 crores as estimatedRBW was only ageneral estimate and not
very accurate.

The IRDA has presented before us a capital reqa@nemof Rs 44500 crores for the next 5 years.
The Ministry of Finance informed the Select Comeaatithat this estimated was arrived at by
assuming a GDP growth rate of 7% per annum andrifiarance penetration of 6%, as against
the current life insurance penetration of 3.17%.evéhinsurance penetration has improved by
only 1% in the last fifteen years, an increase%fi3 the next five years seems hardly realistic.

Witnesses before this committee have also contebtediact that Indian insurance ventures are
starved of capital. We were presented with datachvehowed that there is no clear relationship
between the capital base and the extent of thenéssi implying that capital infusion is not a

prerequisite for expansion of business.

The Standing Committee had in 2011 noted that tig e@ason the Indian insurance sector had
remained insulated from the global financial crsi®2008 was because the foreign shareholding
was capped at 26%. The Committee had also noteabihty of public sector general insurers to
raise the capital required as projected by IRDAhe Btanding Committee had concluded that
raising the FDI cap was not in the interest ofltidian Insurance industry, nor the common man,
who does not stand to gain in terms of social sgcur

On the basis of the evidence placed before usnhhatahelp but agree with the conclusions
arrived at by the Standing Committee:—

“Also, the public sector general insurers have exgsed confidence in raising the
capital projected as required by IRDA, and as péetMinistry’s submission to the
Committee, the double digit growth of the Indiansarance sector could be maintained



during the global financial crisis of 2008, becaus&l% of the paid-up equity capital
was held by Indian promoters and only 26% by theeign promoters which reduced
the demands on the foreign promoters.

The Committee would, therefore, consider it pruddntseriously pursue the alternate
route of tapping the market for raising the capitakquired for the sustenance and
growth of the sectorFormulating the rules / regulations for enablinfgetcompanies to
tap the domestic market, combined with the otheitahraising options proposed to be
made available in terms of the amendment propasfatise Bill, would, in the opinion of
the Committee help in meeting the growth needseo$éctor.”

The Bill before us has made an additional crucegatture from its previous draft by allowing
for foreign institutional investment (Fll) in th@surance sector. Portfolio investments can be
liquidated and repatriated very quickly. They caause serious instability in the economy.
Increased FDI and FII will expose the Indian Inswe sector to vagaries in the global financial
climate without any commensurate benefit to theppeeof India.

As learnt from our experience over the last deat® half, it is unlikely that increased foreign
participation will improve insurance penetratiordatensity. Along with foreign capital, we are
likely to import practices that could cause seritass to the Indian middle classes by inviting
them to invest in high-risk plans.

The implication of inviting profit-seeking foreigolayers on the financial stability of the country
has been grossly underplayed, particularly whesetl@ayers are known to adopt practices that
have had adverse consequences in countries stich dsited States.

In the aftermath of the financial crisis of 2008 world’s biggest insurer — AIG — was bailed out
for $170 billion. These firms had taken huge betseaotic financial arrangements and were
censured for extensive and complex reinsurancengeraents, excessive underpricing, reserve
problems, false reports, reckless management, gnosmpetence, fraudulent activity and self-

dealing. When a lot of their assets turned worthlésey were bailed out with taxpayer money. It
is firms like these which are now being offereaathold in the Indian market.

Through much of post independence India, the riskroinsurance company failing has been
substantially low because of two factors: regulatiespecially of the investments undertaken by
insurance companies, and public ownership, whicduesad consistent efforts towards improving
coverage and density. The Insurance Bill is digitboth these strongholds.

In light of the above, | find myself opposed tostl@ommittee’s recommendation of increasing
the FDI limit and allowing for portfolio investmentl believe that an increase in FDI is neither
necessary nor expedient. Therefore, | strongly ssigthat the limit for foreign investment in
insurance be retained at 26% and that portfoli@stments should under no circumstances be
permitted.

Sd/-
Derek O'Brien, MP



AS PER RECOMMENDATIONS OF THE HON'BLE SELECT COMMTEE OF THE
RAJYA SABHA

THE UNDERLINED PORTION INDICATES THE INSERTIONS MAB TO THE BILL
AND (***) MARK INDICATES THE OMISSIONS.

THE INSURANCE LAWS (AMENDMENT) BILL, 2014
A
BILL

further to amend the Insurance At838 the General Insuranc
Business (Nationalisation) Actl972 and the Insurancs
Regulatory and Development Authority A999.

[¢]

U

BE it enacted by Parliament in the Sixty-fifth Yeat the
Republic of India as follows:—

CHAPTER |
PRELIMINARY

1. (1) This Act may be called the Insurance Lawshorttitle and
(Amendment) Act, 2014. commencement,

(2) It shall come into force on such date as the K@ént
Government may, by notification in the Official Gdize, appoint

Provided that different dates may be appointed | for
different provisions of this Act and any referenceany such
provision to the commencement of this Act shalcbastrued
as a reference to the coming into force of thavigron.

CHAPTER I
AMENDMENTS TO THE INSURANCE ACT, 1938




4 of 1938.

7 of 1913.
18 of 2013.

1 of 1956.
18 of 2013.

2. In the Insurance Act, 1938 (hereafter in this [ilbg|
referred to as the Insurance Act), throughout tbe-A

(a) for the words and figures “the Indian Companies$, 213",
wherever they occur, the words and figures “the @ames
Act,2013" shall be substituted;

(b) for the words and figures “the Companies Act,195
wherever they occur, the words and figures “the @ames
Act,2013" shall be substituted’.

Substitution of
references to
certain
expressions by
certain other
expressions.

6"

35 of 2006.

41 of 1999.

18 of 2013.

3.In section 2 of the Insurance Act,—

(i) for clauses ¥) and (LA), the following clauses shall &
substituted, namely:—

‘(1) “actuary” means amactuary as defined in claus® ©f sub-
section {) of section 2 of the Actuaries Act, 2006;

(1A) “Authority” means the Insurance Regulatory &
Development Authority of India established undeb-section
(1) of section 3 of the Insurance Regulatory and Dpraent
Authority Act, 1999;’;

(i) clause BA) shall be omitted;

(iii) after clause 6B), the following clause shall be insertd
namely:—

‘(6C) “health insurance business” means the effectirig
contracts which provide for sickness benefits odited, surgical
or hospital expense benefitwhether in-patient or out-patie
travel cover and personal accident cover;’

(iv) for clause TA), the following clause shall be substitutg
namely:—

‘(7A) “Indian insurance company” means any insurer, bai
company which is limited by shares, and,—

(a) which is formed and registered under the Comzaniet,
2013 as a public company or is converted into such apemm
within one year of the commencement of the Inswrabaws
(Amendment) Act, 2014

“b) in which the aggregate holdings of equity skaby

foreign investors, including portfolio investor® dot exceed fortyr

nine per cent. of the paid up equity capital oftslrddian insurance
company, which is Indian owned and controlled,unhbsmanner a
may be prescribed.

Explanation—For the purposes of this sub-clause, the expre

Amendment of
section 2.

e

d,

U — D

“control” shall include the right to appoint a mgafg of the




directors or to control the management or policsislens including

by virtue of their shareholding or management sghbr
shareholders agreements or voting agreements.”;

(c) whose sole purpose is to carry on life insuramgginess of

general insurance business or re-insurance busimesgalth
insurance business.

(***)

(v) clause (8) shall be omitted;

(vi) in clause 8A),—

() for sub-clause h), the following sub-clause shall
substituted, namely:—

“(b) having a minimum paid-up capital of rupees onedned
crores in case of life insurance busing$s*) general insurance
business o(***) health insurance business;”;

(I in sub-clause d), after the words ‘“general insuran
business”, the words “or health insurance busitieshall be
inserted;

(vii) for clause 9), the following clause shall be substitut
namely:—

‘(9) “insurer” means —
(a) an Indian Insurance Company, or

(b) a statutory body established by an Act of Pariiatrto carry
on insurance business, or

(c) an insurance co-operative society, or

(d) a foreign company engaged in re-insurance busitiesugh
a branch established in India.

Explanation.— For the purposes of this sub-clausethe
expression “foreign company” shall mean a companyrdody
established or incorporated under a law of any coumny
outside India and includes Lloyd’'s established undethe
Lloyd’s Act, 1871 (United Kingdom) or any of its Manbers;’;

(viii) in clause 10), the words and figures “licensed unc
section 42” shall be omitted;

(iX) in clause 11), in sub-clause (c), for the words “annuit
payable out of any fund”, the words “benefit pagablt of any
fund” shall be substituted;

ler
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(X) clauses1?), (13) and (5) shall be omitted,;

(xi) in clause 16), for the words, brackets, figures and letter
“clauses 13) and (L3A) of section 2 of the Indian Companies

70f1913. | Act, 1913", the words, brackets and figures “cla@68) and
18 of 2013. | clause (72) of section &f the Companies Act, 2013hall be
substituted,;
(xii) after clause 16), the following clauses shall be inserted,
namely:—
‘(16A) “regulations” means the regulations framed by |the
41 0f 1 Insurance Regulatory and Development Authority offid
999. established under the Insurance Regulatory and |bawent
Authority Act, 1999;
(16B) “re-insurance” means the insurance of (***) paftone
insurer’'s risk by another insurer who accepts tis& for a
mutually acceptable premium;
(160 “Securities Appellate Tribunal” means the Setes
150f1992.| Appellate Tribunal established under section 15K the
Securities and Exchange Board of India Act, 1992;’;
(xiii) clause 17) shall be omitted.
4. (*¥**) Omission of
clause 4.
5. (**) Omission of
clause 5.

6. After section 2CA of the Insurance Act as so ordjttde
following section shall be inserted, namely :—

Insertion of new
section 2CB.

“2CB. (1) No person shall take out or renew any policy
insurance in respect of any property in India (*df)any ship o
other vessel or aircraft registered in India withiasurer whosg
principal place of business is outside India saw whe prior
permission of the Authority.

(2) If any person contravenes the provision of sutiige (1), he
shall be_liablie to gpenalty which may extend to five cro
rupees.”.

Bfoperties in
India not to be

, insured with

" foreign insurers
except with the
permission of
Authority.

re

7.Section 2E of the Insurance Act shall be omitted.

Omission of
section 2E.

8. In section 3 of the Insurance Act,—

(i) for sub-section Z), the following sub-section shall be

substituted, namely:—

“(2) Every application for registration shall be madesuch
manner and shall be accompanied by such documgmisg be

Amendment of
section 3.




specified by regulations.”;

(i) in sub-sectiongA), in clause q), for the figures, letter an
word “5, 31A and32”, the figures, word and letter “5 and 31
shall be_substituted

(iii) for sub-section ZC), the following sub-section shall be

substituted, namely:—

“(2C) Any person aggrieved by the decision of the Attko
refusing registration may, within thirty days frotne date on
which a copy of the decision is received by himpesd to the
Securities Appellate Tribunal.”;

(iv) sub-sectionZD) shall be omitted;

(v) for sub-sections3d), (4), (5) and BA), the following sub-
sections shall be substituted, namely:—

“(3) In the case of any insurer having joint venturéhva person
having its principal place of business domiciledsale Indiaor
any insurer as defined in sub-clause (d) of claus€) of
section 2,the Authority_ maywithhold registration (***) already

made if it is satisfied that in the country in whisuch person has

been debarred by law or practice of that countrycaoy on
insurance business.

(4) The Authority may suspend or cancel the registnabf an
insurer either wholly or in so far as it relatesatparticular clas
of insurance business, as the case may be,—

(a) if the insurer fails, at any time, to comply withe provisiong
of section 64VA as to the excess of the value sfdsisets ove
the amount of his liabilities, or

(b) if the insurer is in liquidation or is adjudges an insolvent
or

(c) if the business or a class of the business ofirtharer has
been transferred to any person or has been tragdféo or
amalgamated with the business of any other inswittiout the
approval of the Authorityor

(d) if the insurer makes default in complying with, acts in
contravention of, any requirement of this Act oraofy rule or|
any regulation or order made or, any directionesssthereunder
or

(e) if the Authority has reason to believe that ataims upon the
insurer arising in India under any policy of insura remaing
unpaid for three months after final judgment inuleg court of
law, or

AH
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41 of 1999.

18 of 2013.
57 of 1972.
42 of 1999.
15 of 2002.

39 of 2002.

(f) if the insurer carries on any business other timsarance
business or any prescribed business, or

(g) if the insurer makes a default in complying waity direction
issued or order made, as the case may be, by ttewy under
the Insurance Regulatory and Development Authdakityy 1999,
or

(h) if the insurer makes a default in complying witm, acts in
contravention of, any requirement of the CompaAiets 2013or
the General Insurance Business (Nationalisatiort) A872 or
the Foreign Exchange Management Act, 1999 or tleedrnition
of Money Laundering Act, 2002, or

(i) if the insurer fails to pay the annual fee regdiunder sectio
3A, or

() if the insurer is convicted for an offence unday law for the
time being in force, or

(k) if the insurer being a co-operative society setunder the
relevant State laws or, as the case may be, thé-Btate Co-
operative Societies Act, 2002, contravenes theipians of law
as may be applicable to the insurer.

(5) When the Authority suspends or cancels any negish
under claused), clause d), clause €) or clausef], clause @) or
clause (i)of sub-section4), it shall give notice in writing to th
insurer of its decision, and the decision shaletakect on sucl
date as it may specify in that behalf in the notsech date ng
being less than one month nor more than two maointms the
date of the receipt of the notice in the ordinagurse of
transmission.

(5A) When the Authority suspends or cancels any negish
under clausesby, (c), (***) (j) or (k) of sub-section4), the
suspension or cancellation, as the case may bk tzka effect
on the date on which notice of the order of suspensr
cancellation is served on the insurer.”.

(vi) for sub-section §C), the following sub-section shall
substituted, namely:—

“(5C) Where a registration is suspended or cancelleden
clause @), clause q), clause €), clause f), clause @) or clause
(i) of sub-section4), the Authority may at its discretion revi
the registration, if the insurer within six montinem the date or
which the suspension or cancellation took effechgiees with
the provisions of section 64VA as to the excesthefvalue of
his assets over the amount of his liabilities os head arn
application under sub-sectiod)(of section 3A accepted,
satisfies the Authority that no claim upon him sashis referrec
to in clause €) of sub-section4) remains unpaid or that he h
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41 of 1999.

complied with any requirement of this Act or thesunance
Regulatory and Development Authority Act, 19990bany rule
or any regulation, or any order made thereundemgrdirection
issued under those Acts, or that he has ceasedritp an any
business other than insurance business or any rired
business, as the case may be, and complies witldiaegtions
which may be given to him by the Authority.”.

\J

9. For section 3A of the Insurance Act, the followiagction
shall be substituted, namely:—

Substitution of
new section for
section 3A.

“3A. (1) An insurer who has been granted a certificate
registration under section 3 shall pay such anrieal to the
Authority in such manner as may be specified byrédgeilations.

(2) Any failure to deposit the annual fee shall rendee
certificate of registration liable to be cancelfed.

Rsfyment of

annual fee by
insurer.

10. For section 4 of the Insurance Act, the followimgtson shall
be substituted, namely:—

Substitution of
new section for
section 4.

“4. The insurer shall pay or undertake to pay on@ulicy of life
insurance or a group policy issued, a minimum agyrand other
benefits as may be determined by regulations ekguadny
profit or bonus provided that this shall not prevan insurer
from converting any policy into a paid-up policy ariy value of
payment of surrender value of any amount.”.

Minimum limits
for annuities
and other
benefits secured
by policies of
life insurance.

11.In section 5 of the Insurance Act,—
() in sub-sectiond), both the provisos shall be omitted;

(ii) sub-section3) shall be omitted.

Amendment of
section 5.

12.For section 6 of the Insurance Act, the followirgtson shall
be substituted, namely :—

Substitution of
new section for
section 6.

41 of 1999.

“6. (1) No insurer not being an insurer as defined incdabse
(d) of clause 9) of section 2, carrying on the business of
insurance, general insurance, health insurance-orsurance i
India or after the commencement of the InsurancguRéory

and Development Authority Act, 1999, shall be reggisd unless

he has,—

() a paid-up equity capital of rupees one hundr@degrin case
of a person carrying on the business of life insceaor genera
insurance; or

(i) a paid-up equity capital of rupeese hundredcrore, in case

of a person carrying on exclusively the businessheélth
insurance; or

Requirement as
ita capital.




18 of 2013.
15 of 1992.

(iii) a paid-up equity capital of rupees two hundredesrin case
of a person carrying on exclusively the business @sinsurer:

"Provided that the insurer, may enhance the paidauity
capital, as provided in this section in accordangéh the
provisions of the Companies Act, 2013, the Se@sgifixchange
Board of India Act, 1992 and the rules, requlationglirections
issued thereunder or any other law for the timeadp@i force:

Provided further that in determining the paid-eguity
capital, any preliminary expenses incurred in themfition and
registration of any insurer as may be specifiedréyulations
made under this Act, shall be excluded.".

(2) No insurer, as defined in sub-claus 6f clause 9) of
section 2, shall be registered unless he has neeavunds of
not less than rupees five thousand crore.”.

47 of 1950.

13.In section 6A of the Insurance Act,—

(i) for sub-section 1), the following sub-section shall be

substituted, namely:—

"(1) No public company limited by shares having itgiseered
office in India, shall carry on life insurance busss or genera
insurance business or health insurance business-iasurance
business, unless it satisfies the following condsi, namely:—

() that the capital of the company shall consise@idiity shares
each having a single face value and such other édrcapital, as
may be specified by regulations;

(i) that the voting rights of shareholders are reigd to equity
shares;

(i) that, except during any period not exceeding gear
allowed by the company for payment of calls on ebathe paid;
up amount is the same for all shares, whetheriegist new:

Provided that the conditions specified in this sebtion
shall not apply to a public company which has, befthe

Amendment of
section 6A.

commencement of the Insurance (Amendment) Act, 1950

issued any shares other than ordinary shares éadhiach has
a single face value or any shares, the paid-up atmehbereof
is not the same for all of the them for a periodlote years
from such commencement.”;

(i) in sub-sectiond), after the words "paid-up amount of th
the word "equity"shall be inserted,;

(iii) for sub-section 4), the following sub-section shall be

substituted, namely:—

"(4) A public company as aforesaid which carries oie ||

1°8




18 of 2013.

18 of 2013.

12 of 2003.

insurance business, general and health insurarsiedss and re
insurance business—

(a) shall, in addition to the register of membersmtained under

the Companies Act, 201 8aintain a register of shares in whi
the name, occupation and address of the benedfisiaér of each
share shall be entered including any change offloésdeowner
declared to it within fourteen days from the retegb such
declaration;

(b) shall not register any transfer of its shares—
() unless, in addition to compliance being made wiitie

provisions of section 56of the Companies Act, 2013he
transferee furnishes a declaration in the presdriioem as to

whether he proposes to hold the shares for hislmefit or as a

nominee, whether jointly or severally, on behalftiiers and in
the latter case giving the name, occupation andeaddof the
beneficial owner or owners, and the extent of tlemelicial
interest of each;

(i) where, after the transfer, the total paid-up magdof the
transferee in the shares of the company is likelgxceed fiveg

per cent. of its paid-up capital unless the previapproval of the

Authority has been obtained to the transfer;

(i) where, the nominal value of the shares intendedé
transferred by any individual, firm, group, constibts of a
group, or body corporate under the same manageioerity or
severally exceeds one per cent. of the paid-uptyegapital of
the insurer, unless the previous approval of théhdwty has
been obtained for the transfer.

Explanation—For the purposes of this sub-clause,
expressions "group" and "same management” shalé lbe
meanings respectively assigned to them in the CotigreAct,
2002.".

(iv) sub-sections3), (6), (7), (8), (9) and (LO) shall be omitted;

(v) in sub-section1(1), the words, brackets and figures "exc
those of sub-sectiong)( (8) and Q)" shall be omitted;

(vi) in sub-section](1), clausei{) shall be omitted; and

(vii) in theExplanation in sub-claused] of clausei(), the words
"managing agent" shall be omitted.

ch

the

ept

14.Section 6AA of the Insurance Act shall be omitted.

Omission of
section 6AA.

15.In section 6B of the Insurance Act,—

(1) in sub-section1),—

Amendment of
section 6B.




(a) for the words “life insurance business”, the wsftife or
general or health insurance or re-insurance busingsall be
substituted; and

(b) for the words “Central Government”, the word “Aatity”
shall be substituted;

(ii) in sub-sections (2) and (3), for the words dHiCourt", the
words “the Securities Appellate Tribunal” shalldéstituted.”.

(iii) sub-section4) shall be omitted.

16. Sections 6C, 7, 8 and 9 of the Insurance Act slmtmitted.

Omission of
section 6C, 7, 8
and 9.

17.In section 10 of the Insurance Act,—

(i) in sub-section), for the words “prescribed in this behal
the words “specified by the regulations” shall bbsituted;

(i) in sub-section (2),—

(a) the words, brackets and figures, “after theirgxpf six
months from the commencement of the Insurance (Amemt)
Act, 1946", shall be omitted;

(b) the words “under the law of the insurer's caovht
occurring at the end, shall be omitted.

(iii) after sub-section2@), the following sub-section shall L
inserted, namely:—

“(2AA) Where the insurer carries on the business of )(
insurance, all receipts due in respect of eachctalse of such
insurance business shall be carried to and shat o separat
fund, the assets of which shall be kept separaledestinct from
other assets of the insurer and every insurer shdlinit to the
Authority the necessary details of such funds ag bearequired
by the Authority from time to time and such fundel$ not be
applied directly or indirectly save as expresslynuded under
this Act or regulations made thereunder.”.

Amendment of
section 10.

e
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18. For section 11 of the Insurance Act, the followssggction
shall be substituted, namely:—

Substitution of
new section for
section 11.

“11. (1) Every insurer, on or after the commencement ef
Insurance Laws (Amendment) Act, 2014 respect of insurang
business transacted by him and in respect of hasebblders’
funds, shall, at the expiration of each financeéry prepare witl
reference to that year, balance-sheet, a profitlesgl account,
separate account of receipts and payments, a rewemuount in
accordance with the regulations as may be specified

#ecounts and
ebalance-sheet.

D=




18 of 2013.

(2) Every insurer shall keep separate accounts mgladi funds of
shareholders and policy-holders.

(3) Unless the insurer is a company as defined insel&0) of
section 2 of the Companies Act, 2013, the accoiand
statements referred to in sub-sectidh ghall be signed by th
insurer, or in the case of a company by the chairriany, and

two directors and the principal officer of the camp, or in case

of an insurance cooperative society by the persecharge of
the society and shall be accompanied by a stateocoenéining
the names, descriptions and occupations of, anditbetorships
held by, the persons in charge of the managemeahediusines
during the period to which such accounts and stamgésnrefer
and by a report on the affairs of the businesshguhat period.”.

D
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19. For section 12 of the Insurance Act, the followssggction
shall be substituted, namely:—

Substitution of
new section for
section 12.

18 of 2013.

18 of 2013.

“12. The balance-sheet, profit and loss accounemee accountAudit.

and profit and loss appropriation account of evesurer, in

respect of all insurance business transacted by $hal, unless

they are subject to audit under the Companies 2@13, be
audited annually by an auditor, and the auditotl shahe audit
of all such accounts have the powers of, exerdisefunctions
vested in, and discharge the duties and be sulojeice liabilities
and penalties imposed on, auditors of companieselotion_147
of the Companies Act, 2013.”.

41 of 1999.

20.In section 13 of the Insurance Act,—

(i) for sub-section 1), the following sub-section shall K
substituted, namely:—

“(1) Every insurer carrying on life insurance busingsall, once
at least every year cause an investigation to bdensy an
actuary into the financial condition of the lifesurance busines
carried on by him, including a valuation of hishiigies in
respect thereto and shall cause an abstract aepiwt of such
actuary to be made in accordance with the reguigtio

Provided that the Authority may, having regard b
circumstances of any particular insurer, allow harhave the
investigation made as at a date not later thanywars from
the date as at which the previous investigation nvade:

Provided further that every insurer, on or aftee
commencement of the Insurance Regulatory and Dernedat
Authority Act, 1999, shall cause an abstract of téport of
the actuary to be made in such manner as mapéefied by
the regulations.”;

(***)

Amendment of
section 13.

e

—




(i) for sub-section 4), the following sub-section shall K
substituted, namely:—

“(4) There shall be appended to every such abstratdtament
prepared in such form and in such manner as marspéefied
by the regulations:

Provided that, if the investigation referred to suob-

e

sections ) and @) is made annually by any insurer, the

statement need not be appended every year but bh3
appended at least once in every three years.”;

(iii) for sub-section §), the following sub-section shall K
substituted, namely:—

“(6) The provisions of this section relating to thie linsurance
business shall apply also to any such sub-classiaafrance
business included in the class “Miscellaneous Bste” and the
Authority may authorise such modifications and atwoins of
regulations as may be necessary to facilitate tygalication to
any such sub-class of insurance business:

Provided that, if the Authority is satisfied théetnumber ang
amount of the transactions carried out by an insiar@any such
sub-class of insurance business is so small asnider periodic
investigation and valuation unnecessary, it mayngtethat
insurer from the operation of this sub-sectionespect of tha
sub-class of insurance business.”.

all
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21. For section 14 of the Insurance Act, the followsgction
shall be substituted, namely:—

Substitution of
new section for

section 14.
“14(1). Every insurer, in respect of all business trareshdy| Record of
him, shall maintain— Egilrcris and

(a) a record of policies, in which shall be enteriedrespect of
every policy issued by the insurer, the name ardiead of the
policy-holder, the date when the policy was effdcad a recorg
of any transfer, assignment or nomination of whicé insurer
has notice, and

(b) a record of claims, every claim made togethehwie date o
the claim, the name and address of the claimanttandiate or
which the claim was discharged, or, in the casa cfim which
is rejected, the date of rejection and the grouhéeseof.

(c) a record of policies and claims in accordawdé clauses (a
and (b) may be maintained in any such form, inclgdélectronic
mode, as may be specified by requlations made utiderAct

(***)-

(2) Every insurer shall, in respect of all iness transacted b

y




him, endeavour to issue policies above a specifimdshold in
terms of sum assured and premium in electronic foimthe
manner and form to be specified by regulations maagder this
Act.".

22. For section 15 of the Insurance Act, the follogvisection
shall be substituted, namely:—

Substitution of
new section for
section 15.

“15. (1) The audited accounts and statements referrech
section 11 or subsectio®)(of section 13 and the abstract &
statement referred to in section 13 shall be pidintnd four
copies thereof shall be furnished as returns to Ahéhority
within six months from the end of the period to eththey refer.

(2) Of the four copies so furnished one shall beesigin the cast
of a company by the chairman and two directors apdhe
principal officer of the company and, if the compahas a
managing director by that managing director and sinal be
signed by the auditor who made the audit or theaagtwho
made the valuation, as the case may be.”.

d@Submission of
{gturns.

D

23.Section 16 of the Insurance Act shall be omitted.

Omission of
section 16.

24.Sections 17 and 17A of the Insurance Act shallrhéted.

Omission of
sections 17 and
17A.

25.1n section 20 of the Insurance Act,—

(i) for sub-section 1), the following sub-section shall K
substituted, namely:—

“(1) Every return furnished to the Authority or cedd copy
thereof shall be kept by the Authority and shall dygen to
inspection; and any person may procure a copy of sarch
return, or of any part thereof, on payment of sfegshas may bs
specified by regulations.”;

(i) in sub-sectiond), the words and figuré®r section 16” shal
be omitted;

(iii) in sub-section J), for the words “one rupee”, the wor
“such fee as may be specified by regulations” sHadl
substituted.

Amendment of
section 20.

e
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26.In section 21 of the Insurance Act,—

(i) in clause ¢) of sub-section 1), the words and figures “g
section 16” shall be omitted;

(i) for sub-section J), the following sub-section shall K
substituted, namely:—

Amendment of
section 21.

r

e

“(2) The Securities Appellate Tribunal may, on theligggion of




an insurer and after hearing the Authority, camesl order madg
by the Authority under clauseé)(of sub-sectionl) or may direct
the acceptance of such a return which the Authddiy declined
to accept, if the insurer satisfies the Tribunalttthe action o
the Authority was in the circumstances unreasonable

Provided that no application under this sub-sectstwall be
entertained unless it is made before the expiraifdour months
from the date when the Authority made the ordedexlined to
accept the return.”.

U

27.In section 22 of the Insurance Act,—

() in sub-section1), the words, brackets, letter and figufes
an abstract of a valuation report furnished undeuse €) of
sub-sectiond) of section 16" shall be omitted,;

(i) in sub-sectiond), the words, brackets and figur&s, as the
case may be, of sub-secti®) 6f section 16” shall be omitted.

Amendment of
section 22.

28. For sections 27, 27A, 27B, 27C and 27D of the lasce
Act, the following sections shall be substituteamely:—

Substitution of
new sections for
sections 27,
27A, 27B, 27C
and 27D.

“27. (1) Every insurer shall invest and at all times kee@sted
assets equivalent to not less than the sum of —

(@) the amount of his liabilities to holders of liiesurance
policies in India on account of matured claims, and

(b) the amount required to meet the liability on pias of life
insurance maturing for payment in India,

less—

(i) the amount of premiums which have fallen duehinsurer
on such policies but have not been paid and the dagrace for
payment of which have not expired, and

(il) any amount due to the insurer for loans grantedra within
the surrender values of policies of life insurameaturing for
payment in India issued by him or by an insurer sghbusines
he has acquired and in respect of which he hasrestliability
in the following manner, namely,—

(a) twenty-five per cent. of the said sum in Goveent
securities, a further sum equal to not less thantyfive per
cent. of the said sum in Government securities threrg
approved securities; and

(b) the balance in any of the approved investments,

Investment of
assets.

UJ




as may be specified in the regulations subjechéolitnitations,
conditions and restrictions specified therein.

(2) In the case of an insurer carrying on generalrgrsce
business, twenty per cent. of the assets in Govemh®ecurities
a further sum equal to not less than ten per cdrthe assets i
Government Securities or other approved securiied the
balance in any other investment in accordance \vilik
regulations of the Authority and subject to suckitations,
conditions and restrictions as may be specifiedhigyAuthority
in this regard.

Explanation— In this section, the term “assets” means all
assets of insurer at their carrying value but dugsinclude any
assets specifically held against any fund or portioereof in
respect of which the Authority is satisfied thatclsufund or
portion thereof, as the case may be, is regulagatidolaw of any
country outside India or miscellaneous expendituren respect
of which the Authority is satisfied that it woulthbe in the
interest of the insurer to apply the provisionshié section.

(3) For the purposes of sub-sectiod$ &4nd @), any specified
assets shall, subject to such conditions, if arg/,nay be
specified, be deemed to be assets invested orikepsted in
approved investments specified by regulations.

(4) In computing the assets referred to in subisest{1) and (2)
any investment made with reference to any curreher than
the Indian rupee which is in excess of the amoenuired to

meet the liabilities of the insurers in India wittference to that

currency, to the extent of such excess, shall eotalken into
account:

Provided that nothing contained in this seltion shal
affect the operation of sub-section (2):

Provided further that the Authority may,heit generally or in
any particular case, direct that any investnsdratll, subject to suc
conditions as may be imposed, be taken into accannguch
manner as may be specified in computing the assttsed to in
subsectionsl) and @) and where any direction has been iss
under this proviso, copies thereof shall be laifbteeeach hous
of Parliament as soon as may be after it is issued.

(5) Where an insurer has accepted re-insurance jpecesf any
policies of life insurance issued by another insared maturing
for payment in India or has ceded reinsurance tihem insurer
in respect of any such policies issued by himst#i& sum
referred to in sub-sectiori)(shall be increased by the amount

the liability involved in such acceptance and dasesl by the

amount of the liability involved in such cession.

(6) The Government securities and other approvedrisiesuin

the
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which assets are under sub-sectibndr (2) to be invested angd




kept invested shall be held by the insurer free aofy
encumbrance, charge, hypothecation or lien.

(7) The assets required by this section to be heldsited by ar
insurer incorporated or domiciled outside Indiallshexcept to
the extent of any part thereof which consists okiffn assets
held outside India, be held in India and all suske#s shall b
held in trust for the discharge of the liabilitie the nature
referred to in sub-sectionl)( and shall be vested in trustg
resident in India and approved by the Authority,d athe
instrument of trust under this sub-section shalleRecuted by
the insurer with the approval of the Authority astdhll define the
manner in which alone the subject-matter of thettshall be
dealt with.

Explanation.—Fhis sub-section shall apply to an insu
incorporated in India whose share capital to theergxof one-
third is owned by, or the members of whose goveritiady to
the extent of one-third consists of members doetcélsewheré
than in India.

o
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27A. (1) No insurer carrying on life insurance businesalls
invest or keep invested any part of his controfiedd and no
insurer carrying on general business shall inve&eep investeq
any part of his assets otherwise than in any of approved
investments as may be specified by the regulatguigect to
such limitations, conditions and restrictions tlere

(2) Notwithstanding anything contained in sub-seciibnor (2)

of section 27, an insurer may, subject to the [@ions containe(
in the next succeeding sub-sections, invest or keegsted any
part of his controlled fund or assets otherwisentha an
approved investment, if—

(i) after such investment, the total amounts of alkchg
investments of the insurer do not exceed fifteenceat. of the
sum referred to in sub-sectiof) (of section 27 or fifteen pe
cent. of the assets referred to in sub-sect®)ra$ the case mg
be;

(i) the investment is made, or, in the case of awgstment
already made, the continuance of such investmentitis the
consent of all the directors present at a meetimd) eigible to
vote, special notice of which has been given tahal directors
then in India, and all such investments, includimgestments ir
which any director is interested, are reported euthdelay to the
Authority with full details of the investments amloe extent of
the director’s interest in any such investment.

(3) An insurer shall not out of his controlled fund assets a
referred to in subsectio)(of section 27,—

Hrurther
provisions

i _regarding
investments.
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(a) invest in the shares of any one banking company,




(b) invest in the shares or debentures of any ongeaam

more than the percentage specified by the reguaktio

(4) An insurer shall not out of his controlled fund assets a
referred to in sub-section2)( of section 27 invest or kee
invested in the shares or debentures of any priliatéed
company.

(5) All assets forming the controlled fund or assetgeferred tg

L)

in sub-section), of section 27, not being Government securities

or other approved securities in which assets abetmvested o
held invested in accordance with this section,|qleakept for a
part thereof not exceeding one-tenth of the coleofund or
assets as referred to in sub-secti@p thereof in value which
may, subject to such conditions and restrictionsnes/ be
prescribed, be offered as security for any loaenaior purpose
of any investment), be held free of any encumbracbarge,
hypothecation or lien.

(6) If at any time the Authority considers any onarare of the
investments of an insurer to be unsuitable or urads, the
Authority may, after giving the insurer an oppoityrof being
heard, direct him to realise the investment or stivents, ang

the insurer shall comply with the direction wittsach time as

may be specified in this behalf by the Authority.

(7) Nothing contained in this section shall be deenoealffect in
any way the manner in which any moneys relatingthe
provident fund of any employee or to any securglien from
any employee or other moneys of a like nature egeired to be
held by or under any Central Act, or Act of a Statgslature.

Explanation.—n this section “controlled fund” means—

(@ in the case of any insurer carrying on life imswe
business—

() all his funds, if he carries on no other classirsurance
business;

"(ii) all the funds in India appertaining to higdiinsurance busines
if he carries on some other class of insurancenkssialso.

Explanation—For the purposes of sub-clauses (i) and (fig fand
does not include any fund or portion thereof impees$ of which the
Authority is satisfied that such fund or portios,the case may b
is requlated by the law in force of any countrysidg India or it
would not be in the interest of the insurer to g@hE provisions o
this section.";

(b) in the case of any other insurer carrying on lifsurance

r
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(i) all his funds in India, if he carries on no othdass of
insurance business;

(i) all the funds in India appertaining to his lifasurance
business if he carries on some other class of amsear busines
also; but does not include any fund or portion ¢bé&iin respec
of which the Authority is satisfied that such fuwed portion
thereof, as the case may be, is regulated by tiweolaany
country outside India or in respect of which thetiarity is
satisfied that it would not be in the interestlu insurer to appl
the provisions of this section.

[%2)

[

62 of 1968.

27B. (1) All assets of an insurer carrying on general iasae
business shall, subject to such conditions, if aa/,may be
prescribed, be deemed to be assets invested orirkegsted in
approved investments specified in section 27.

(2) All assets shall (except for a part thereof nateeding onet

tenth of the total assets in value which may subfjecsuch
conditions and restrictions as may be prescribedoffered ag
security for any loan taken for purposes of anyestment or fot
payment of claims, or which may be kept as secdegyosit with
the banks for acceptance of policies) be held foéeany
encumbrance, charge, hypothecation or lien.

(3) Without prejudice to the powers conferred on gughority

by sub-section §) of section 27A nothing contained in thi

section shall be deemed to require any insureretdise any
investment made in conformity with the previsions sub-
section {) of section 27 after the commencement of
Insurance (Amendment) Act, 1968, which, after thakimg
thereof, has ceased to be an approved investmehinwhe
meaning of this section.

Provisions

, regarding
investments of
assests of
insurer carrying
general
insurance
business.

the

27C. An insurer may invest not more than five pentcin
aggregate of his controlled fund or assets asregfeio in sub-
section R) of section 27 in the companies belonging to
promoters, subject to such conditions as may beifsggek by
regulations.

Investment by
insurer in
rtain cases.
tH

27D. (1) Without prejudice to anything contained in theson,
the Authority may, in the interests of the polioyiders, specify
by the regulations, the time, manner and other itiond of
investment of assets to be held by an insureriferpurposes o
this Act.

(2) The Authority may give specific directions forethime,
manner and other conditions subject to which thed$u of

policy-holders shall be invested in the infrastametand social

sector as may be specified by regulations and seghlations
shall apply uniformly to all the insurers carryiog the busines
of life insurance, general insurance, or healthuriasce or re

Manner and
condition of
investment.

f
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41 of 1999.

insurance in India on or after the commencement thef
Insurance Regulatory and Development Authority A899.

(3) The Authority may, after taking into account thature of

business and to protect the interests of the pdlalglers, issue

to an insurer the directions relating to the timanner and othe
conditions of investment of assets to be held oy hi

Provided that no direction under this sub-sectioallde issued

unless the insurer concerned has been given a nadalse
opportunity of being heard.

=4
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27E. No insurer shall directly or indirectly investitside Indig
the funds of the policy-holders.".

Prohibition for
investment of
funds outside
india.

29. For section 28, section 28A and section 28B ofitiserance
Act, the following section shall be substitutediredy:—

Substitution of
new section for
section 28,

section 28A and
section 28B.

"28. Every insurer shall submit to the Authorityturas giving
details of investments made, in such form, time ammhner|
including its authentication as may be specified the
regulations.".

Statement and
return of
investment of
assets.

30. For section 29 of the Insurance Act, the followisgrtion
shall be substituted, namely:—

Substitution of
new section for
section 29.

18 of 2013.

“29. (1) No insurer shall grant loans or temporary advamndgohibition of

either on hypothecation of property or on persaedurity or
otherwise, except loans on life policies issuedhiny within their
surrender value, to any director, manager, actuangjtor or
officer of the insurer, if a company or to any atkempany of
firm in which any such director, manager, actuaryofficer
holds the position of a director, manager, actuafjicer or
partner:

Provided that nothing contained in this sub-sectball
apply to such loans, made by an insurer to a bank
companyas may be specified by the Authority:

Provided further that nothing in this section sipadihibit a
company from granting such loans or advances tdaidiary
company or to any other company of which the comyg
granting the loan or advance is a subsidiary compiaithe
previous approval of the Authority is obtained $oich loan of
advance.

(2) The provisions of section 18&% the Companies Act, 201
shall not apply to a loan granted to a directoamfinsurer being
a company, if the loan is one granted on the sgcafia policy

loans.

ing
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on which the insurer bears the risk and the polesg issued ¢




the director on his own life, and the loan is witlihe surrende
value of the policy.

(3) Subject to the provisions of sub-sectid), (W0 insurer shal
grant —

(a) any loans or temporary advances either on hypatie of
property or on personal security or otherwise, pkseich loans
as may be specified by regulations including tlan$osanctione
as part of their salary packagre the fulltime employees of th
insurer as per the scheme duly approved by its dBazr
Directors;

(b) temporary advances to any insurance agent ttitéaeithe
carrying out of his functions as such except iresashere suc
advances do not exceed in the aggregate the regewahission
earned by him during the year immediately preceding

(4) Where any event occurs given rise to circumstsntee
existence of which at the time of grant of any $sthgy loan or,
advance would have made such grant a contravewfidiis
section, such loan or advance shall, notwithstapdimything in
any contract to the contrary, be repaid within ¢hneonths from
the occurrence of such event.

(5) In case of default in complying with the provissoof sub-
section @), the director, manager, auditor, actuary, offioer
insurance agent concerned shall, without prejutbcany other
penalty which he may incur, cease to hold officdamor to act
for, the insurer granting the loan on the expiryloée months.”.

e

31. For section 30 of the Insurance Act, the followisgrtion
shall be substituted, namely:—

Substitution of
section 30.

“30. If by reason of a contravention of any of fhevisions of
section 27, 27A, 27B, 27C, 27D or section 29, aosgslis
sustained by the insurer or by the policyholdev&re director,
manager or officer who is knowingly a party to st
contravention shall, without prejudice to any otlpemalty to
which he may be liable under this Act, be jointlydaseverally
liable to make good the amount of such loss.”.

Liability of
directors, etc.,
for loss due to
contravention of
IGRction 27, 27A,
27B, 27C, 27D
or 29.

32. In section 31 of the Insurance Act, for sub-seciibn the
following sub-section shall be substituted, namely:

“(1) None of the assets in India of any insurer skeaitept in sa
far as assets are required to be vested in trusitedsr sub-
section {) of section 27, be kept otherwise than in the nafree
public officer approved by the Authority, or in tlerporate
name of the undertaking, if a company or as the caay be ar
insurance co-operative society.”.

Amendment of
section 31.

33.In section 31A of the Insurance Act,—

Amendment of




7 of 1913.

(a) in sub-sectionl), in clause ) —

(I) for sub-clausesi) and (i) to the proviso, the following sul
clauseshall be substituted, namely:—

“(i) the payment of commission to an insurance agemgspect
of insurance business procured by or through him;”;

(I clauseifi) to the proviso shall be omitted,;

(b) in sub-section (3), for the words, figures anteletor in section
86B of the Indian Companies Act, 1913", the wordsiti any other
law for the time being in force” shall be substilit

section 31A.

34. For section 31B of the Insurance Act, the followsertion
shall be substituted, namely:—

Substitution of
new section for
section 31B.

“31B. No insurer shall in respect of insurance bess transacte
by him, shall pay to any person by way of remunenatwhether
by way of commission or otherwise in excess of ssgm ag
may be specified by the regulations.” .

dPower to
restrict payment
of excessive

remuneration.

35. Section 32 of the Insurance Act shall be omitted.

Omission of
section 32.

36. In section 32A of the Insurance Act,—

() in sub-section 1), the words,_brackets, letter anfigures
“specified in sub-clausedf of clause 9) of section 2 and,” sha
be omitted;

(i) sub-sections?) and @) shall be omitted.

Amendment of
section 32A.

37.In section 32B of the Insurance Act, for the wotdgal or
social sector”, the words “rural and social sedtasball be
substituted.

Amendment of
section 32B.

38. After section 32C of the Insurance Act, the follagisection

Insertion of new|

shall be inserted, namely.— section 32D.
“32D. Every insurer carrying on general insuranasiibess shall, Obligation of
Insurer Iin

after the commencement of the Insurance Laws (Ameimd)
Act, 2014 underwrite such minimum percentage of insurg
business in third party risks of motor vehicles msay be
specified by regulations:

Provided thathe Authority may, by regulations, exempt any,
insurer who is primarily engaged in the business ohealth,
re-insurance, agriculture, export credit guarantee,from the
application of this section.”.

A8 rance
business in third

party risks of
motor vehicle.

39. For section 33 of the Insurance Act, the followisgrtion

Substitution of




shall be substituted, namely:—

new section for
section 33.

18 of 2013.

“33. (1) The Authority may, at any time, if it considergoedient
to do so by order in writing, direct any personréadter in this
section referred to as “Investigating Officer”) spied in the
order to investigate the affairs of any insureirdermediary of
insurance intermediary, as the case may be, angptwt to the
Authority on any investigation made by such Inwesting
Officer:

Provided that the Investigating Officer may, whererecessary,
employ any auditor or actuary or both for the psgof assisting
him in any investigation under this section.

(2) Notwithstanding anything to the contrary contdine section
210 of the Companies Act, 201&e Investigating Officer may
at any time, and shall, on being directed so to bgothe
Authority, cause an inspection to be made by onmare of his
officers of the books of account of any insurermbermediary of
insurance intermediary, as the case may be, ankh¥lkstigating
Officer shall supply to the insurer or intermediamyinsurance
intermediary, as the case may be, a copy of therrem such
inspection.

(3) It shall be the duty of every manager, managimgctbr or
other officer of the insurer including a serviceoypder,
contractor of an insurer where services are outsouby the
insurer, or intermediary or insurance intermediay,the cas
may be, to produce before the Investigating Offidieected to

make the investigation under sub-sectibp ¢r inspection under

112

Power of
investigation
and inspection
by Authority.

sub-section ), all such books of account, registers, other

documents and the database in his custody or pawerto
furnish him with any statement and information tielg to the
affairs of the insurer or intermediary or insuramcermediary,
as the case may be, as the Investigating Officer maquire of
him within such time as the said Investigating C€Hfi may
specify.

(4) Any Investigating Officer, directed to make awestigation
under sub-sectionl), or inspection under sub-sectia?),(may
examine on oath, any manager, managing directootber
officer of the insurer including a service providar contractof
where the services are outsourced by the insurertemmediary
or insurance intermediary, as the case may beglation to his
business.

(5) The Investigating Officer shall, if he has beémcted by the
Authority to cause an inspection to be made, malepart to the
Authority on such inspection.

(6) On receipt of any report under sub-sectibngr sub-sectior
(5), the Authority may, after giving such opportunity the
insurer or intermediary or insurance intermediay, the cas

D




may be, to make a representation in connection thighreport
as, in the opinion of the Authority, seems reastsaly order in
writing, —

(@) require the insurer, to take such action in resmd any
matter arising out of the report as the Authoritgynthink fit; or

(b) cancel the registration of the insurer or intedragy or
insurance intermediary, as the case may be; or

(c) direct any person to apply to the court for theding up of
the insurer or intermediary or insurance intermmglias the cas
may be, if it is a company, whether the registratb the insure
or intermediary or insurance intermediary, as tasecmay be
has been cancelled under claugeof not.

(7) The Authority may by the regulations made bypieafy the
minimum information to be maintained by insurers
intermediary or insurance intermediary, as the caag be, in
their books, the manner in which such informatidralls be
maintained, the checks and other verifications écatiopted by
insurers or intermediary or insurance intermediay,the cas
may be, in that connection and all other mattecglantal theretq
as are, in its opinion, necessary to enable thesshiyating
Officer to discharge satisfactorily his functionsxder this
section.

Explanation.—For the purposes of this section, express
“insurer” shall include in the case of an insunmecarporated in
India—

(a) all its subsidiaries formed for the purpose afrgiag on the
business of insurance exclusively outside Indid; an

(b) all its branches whether situated in India osaléd India.
(8) Any insurer or intermediary or insurance internaggiaggrieved

by any order made under this section may prefeampeal to the
Securities Appellate Tribunal.

(9) All expenses of, and incidental to, any invedta@a made
under this section shall be defrayed by the insuoer
intermediary or insurance intermediary, as the caag be, shal
have priority over the debts due from the insuned ghall be
recoverable as an arrear of land revenue.”.
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or

D

5ion

40. In section 34B of the Insurance Act, for sub-setii), the
following sub-section shall be substituted, namely:

“(4) If any person in respect of whom an order is miagehe
Authority under sub-sectionl) or under the proviso to su
section @), contravenes the provisions of this section, el He

Amendment of
section 34B.

liable to a penalty of one lakh rupees for each diayng which




such contravention continues or one crore rupeég;hever is
less.”.

41. In section 34C of the Insurance Act, for sub-sec(, the
following sub-section shall be substituted, namely:

“(1) If the Authority is of opinion that in the publinterest or in
the interest of an insurer or his policy-holderssinecessary s
to do, it may, from time to time, by order in wnigj, appoint, in
consultation with the Central Government with effflom such
date as may be specified in the order, one or rpersons tg
hold office as additional directors of the insurer:

Provided that the number of additional directorsagppointed
shall not, at any time, exceed five or one-thirdhed maximum
strength fixed for the Board by the articles ofcasstion of the
insurer, whichever is less.”.

Amendment of
section 34C.

42. (***)

Omission of
clause 42.

43.Section 34G of the Insurance Act shall be omitted.

Amendment of
section 34G.

44.In section 34H of the Insurance Act,—

() in sub-sectionl(), for the words “an officer authorised by t
Authority”, the words “a Deputy Directoor an equivalent
officer” shall be substituted;

(i) in sub-sections 7§ and @), for the words “Centra|

Government”, the words “Securities Appellate Triblirshall be
substituted.

Amendment of
section 34H.

he

45.In section 35 of the Insurance Act,—

(i) for sub-section 1), the following sub-section shall K
substituted, namely:—

“(1) Notwithstanding anything contained in any otreaw for the
time being in force, no insurance business of aarir shall be
transferred to or amalgamated with the insuransenless of any
other insurer except in accordance with a schempeaped unde
this section and approved by the Authority.”;

(i) in sub-section J), for clauses ) and €), the following
clauses shall be substituted, namely :—

“(b) balance-sheets in respect of the insurance kassiokeach
of the insurers concerned in such amalgamationramster,
prepared in such forms may be specified by requiati

(c) actuarial reports and abstracts in respect ofithensurance
business of each of the insurers so concerned,amépin
conformity with the regulations specified in thegard.”.

Amendment of
section 35.

e
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46. For section 36 of the Insurance Act, the followisgrtion
shall be substituted, namely:—

Substitution of
new section for
section 36.

“36. When any application under sub-secti8ndf section 35 is
made to the Authority, the Authority shall causenatice of the
application to be given to the holders of any kofdpolicy of
insurer concerned alongwith statement of the naoceterms o
the amalgamation or transfer, as the case may e publishec
in such manner and for such period as it may diratl, after
hearing the directors and considering the objestiof the
policy-holders and any other persons whom it canrsientitled
to be heard, may approve the arrangement, and relaék such
consequential orders as are necessary to givet efteche
arrangement.”.

Sanction of
amalgamation
and transfer by
Authority.

47.In section 37A of the Insurance Act, for sub-settid), the
following sub-sections shall be substituted, namely

“(4) The scheme shall thereafter be placed beforeCenatral
Government for its sanction and the Central Govemmmay
sanction the scheme without any modification orhws#uch
modifications as it may consider necessary, andstieme a
sanctioned by the Central Government shall come fimice on
such date as the Central Government may notifiigtiehalf in
the Official Gazette:

Provided that different dates may be specified ddferent
provisions of the scheme.

(4A) Every policy-holder or shareholder or member atle of
the insurers, before amalgamation, shall have dmeesinteres

in, or rights against the insurer resulting fromatgamation as

he had in the company of which he was originallypdaicy-
holder or shareholder or member:

Provided that where the interests or rights of singreholder o
member are less than his interest in, or righténagjahe original
insurer, he shall be entitled to compensation, Wwhsball be
assessed by the Authority in such manner as mapédfied by
regulations.

(4B) The compensation so assessed shall be paid tg
shareholder or member by the insurance companiytirestrom
such amalgamation.

(4C) Any member or shareholder aggrieved by the assgsof
compensation made by the Authority under sub-secid) may
within thirty days from the publication of such assment prefe
an appeal to the Securities Appellate Tribunal.”.

Amendment of
section 37A.
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48. For sections 38, 39 and 40 of the Insurance Acg
following sections shall be substituted, namely:—

Hubstitution of
new sections for
sections 38, 39

and 40.




“38. (1) A transfer or assignment of a policy of insurgnebolly
or in part, whether with or without considerationay be madsg
only by an endorsement upon the policy itself orabgeparats
instrument, signed in either case by the transfemoby the
assignor or his duly authorised agent and attdsyeat least ong
witness, specifically setting forth the fact of riséer or
assignment and the reasons thereof, the antecedéntke
assignee and the terms on which the assignmerdads.m

(2) An insurer may, accept the transfer or assignnwndecline
to act upon any endorsement made under sub-s€&diowhere
it has sufficient reason to believe that such fiemsr assignmen
is not bondide or is not in the interest of the policy-holder or|
public interest_or is for the purpose of trading infurance

policy.

(3) The insurer shall, before refusing to act upore
endorsement, record in writing the reasons for gefisal and
communicate the same to the policy-holder not ldtan thirty
days from the date of the policy-holder giving netiof such
transfer or assignment.

(4) Any person aggrieved by the decision of an instoeecline
to act upon such transfer or assignment may wighperiod of
thirty days from the date of receipt of the comngation from
the insurer containing reasons for such refusafiepra claim to
the Authority.

(5) Subject to the provisions in sub-secti@), (the transfer o
assignment shall be complete and effectual upoexkeution of
such endorsement or instrument duly attested bcetpgxwhere
the transfer or assignment is in favour of the iegushall not be
operative as against an insurer, and shall notecompon the

transferee or assignee, or his legal representatiseright to sue

for the amount of such policy or the moneys secuhseby
until a notice in writing of the transfer or assigent and eithe
the said endorsement or instrument itself or a ctpreof

certified to be correct by both transferor and s¢faree or their

duly authorised agents have been delivered tahaer:

Provided that where the insurer maintains one arenptaces of
business in India, such notice shall be deliverdg at the place
where the policy is being serviced (***).

(6) The date on which the notice referred to in sedtien ) is
delivered to the insurer shall regulate the pryoat all claims
under a transfer or assignment as between peratargsted in
the policy; and where there is more than one instnt of
transfer or assignment the priority of the claimsder such
instruments shall be governed by the order in wiighnotices
referred to in sub-sectiob)(are delivered:

Assignment and
L transfer of
[ insurance
” policies.
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Provided that if any dispute as to priority of pamharises a
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between assignees, the dispute shall be referrin tAuthority.

(7) Upon the receipt of the notice referred to in-sebtion ),

the insurer shall record the fact of such transieassignment
together with the date thereof and the name ofrdmesferee or

the assignee and shall, on the request of the péngavhom the

notice was given, or of the transferee or assigoeg@ayment of

such fee as may be specified by regulations, gaamiritten
acknowledgement of the receipt of such notice; any such
acknowledgement shall be conclusive evidence agdins
insurer that he has duly received the notice tocklwhsuch
acknowledgment relates.

(8 Subject to the terms and conditions of the trangbr
assignment, the insurer shall, from the date ofrdoeipt of the
notice referred to in sub-sectioB),( recognise the transferee
assignee named in the notice as the absolute eraesfor|
assignee entitled to benefit under the policy, andh persor
shall be subject to all liabilities and equities which the

transferor or assignor was subject at the datdefttansfer or

assignment and may institute any proceedings atiogl to the|
policy, obtain a loan under the policy or surrente policy
without obtaining the consent of the transferorassignor of
making him a party to such proceedings.

Explanation— Except where the endorsement referred to in
section {) expressly indicates that the assignment or tearisf
conditional in terms of subsectionlQ) hereunder, ever
assignment or transfer shalle deemed to be an absol
assignment or transfer and the assignee or traesfas the cas
may be, shalbe deemed to be the absolute assignee or trang
respectively.

(9) Any rights and remedies of an assignee or traesfef a
policy of life insurance under an assignment ongfar effected
prior to the commencement of the Insurance LawsgAament)
Act, 2014shall not be affected by the provisions of thistios.

(10) Notwithstanding any law or custom having the éof law
to the contrary, an assignment in favour of a persade upor
the condition that —
(a) the proceeds under the policy shall become payih
the policyholder or the nominee or nominees in alient of
either the assignee or transferee predeceasingdtied; or
(b) the insured surviving the term of the policy,
shall be valid:

Provided that a conditional assignee shall not bgtled to
obtain a loan on the policy or surrender a policy.

or

I
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(12 In the case of the partial assignment or transfex policy
of insurance under sub-sectioh),(the liability of the insure
shall be limited to the amount secured by partssignment o
transfer and such policy-holder shall not be esditto further
assign or transfer the residual amount payable rutite same

policy.

39. (1) The holder of a policy of life insurance on hiwrolife
may, when effecting the policy or at any time beftine policy|
matures for payment, nominate the person or persobrghom
the money secured by the policy shall be paid enabent of his
death:

Provided that, where any nominee is a minor, itlda
lawful for the policyholder to appoint any persom the
manner laid down by the insurer, to receive the eymsecurec
by the policy in the event of his death during thimority of
the nominee.

(2) Any such nomination in order to be effectual halless it is
incorporated in the text of the policy itself, beade by an
endorsement on the policy communicated to the arsand
registered by him in the records relating to thécgoand any|
such nomination may at any time before the poliatures for
payment be cancelled or changed by an endorsementuother
endorsement or a will, as the case may be, butssinietice in
writing of any such cancellation or change has lsivered to
the insurer, the insurer shall not be liable foy aayment unde
the policy made bona fidey him to a nominee mentioned in t
text of the policy or registered in records of th&urer.

(3) The insurer shall furnish to the policyholder aitten
acknowledgment of having registered a nomination &
cancellation or change thereof, and may charge felas may
be specified by regulations for registering suchcedlation or
change.

(4) A transfer or assignment of a policy made in adance with
section 38 shall automatically cancel a nomination:

Provided that the assignment of a policy to thareswho bears
the risk on the policy at the time of the assignien
consideration of a loan granted by that insurethensecurity of
the policy within its surrender value, or its resigement on
repayment of the loan shall not cancel a nominatin shall
affect the rights of the nominee only to the extanhe insurer’s
interest in the policy:

Provided further that the transfer or assignmentaopolicy,
whether wholly or in part, in consideration of ahoadvanced b
the transferee or assignee to the policyholdet| sbacancel the
nomination but shall affect the rights of the noegronly to thg
extent of the interest of the transferee or assigas the cas

Nomination by
policy-holder.
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may be, in the policy:

Provided also that the nomination, which has beganaatically

cancelled consequent upon the transfer or assignrieEnsame

nomination shall stand automatically revived whiea policy is
reassigned by the assignee or retransferred byrdneferee in

favour of the policy-holder on repayment of loahestthan on a

security of policy to the insurer.

(5) Where the policy matures for payment during thetime of
the person whose life is insured or where the nemur, if there
are more nominees than one, all the nominees dmre¢he
policy matures for payment, the amount securedhieypolicy
shall be payable to the policy-holder or his heirs legal
representatives or the holder of a successionficaté, as the
case may be.

(6) Where the nominee or if there are more nomineas bne, &
nominee or nominees survive the person whose difmsured
the amount secured by the policy shall be payablesuch
Survivor or survivors.

(7) Subject to the other provisions of this sectiamere the
holder of a policy of insurance on his own life noates hig
parents, or his spouse, or his children, or hisisp@nd children
or any of them, the nominee or nominees shall beefigally
entitled to the amount payable by the insurer to lor them
under sub-section] unless it is proved that the holder of {
policy, having regard to the nature of his titletie policy, could
not have conferred any such beneficial title onrtbminee.

(8) Subject as aforesaid, where the nominee, orelifettare more

nominees than one, a nominee or nominees, to whbrsection
(7) applies, die after the person whose life is iadubut before
the amount secured by the policy is paid, the amseoured by
the policy, or so much of the amount secured bypiblecy as
represents the share of the nominee or nominedsisg (as the
case may be), shall be payable to the heirs orl
representatives of the nominee or nominees or theeh of a
succession certificate, as the case may be, and dhall be
beneficially entitled to such amount.

(9) Nothing in sub-sectiong and ) shall operate to destroy
impede the right of any creditor to be paid outhef proceeds o
any policy of life insurance.

(10) The provisions of sub-sectiong) @nd g8) shall apply to al

policies of life insurance maturing for payment eaftthe
commencement of the Insurance Laws (Amendment) 28dt4

(***)

(1)) Where a policy-holder dies after the maturitytloé policy

he
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3 of 1874.

but the proceeds and benefit of his policy hashe®n made to

him because of his death, in such a case, his remrshall be
entitled to the proceeds and benefit of his policy.

(12) The provisions of this section shall not applyatoy policy
of life insurance to which section 6 of the Marrigddomen’s
Property Act, 1874, applies or has at any timeiegdpl

Provided that where a nomination made whether bedorafter
the commencement of the Insurance Laws (Amendmicit)
2014 in favour of the wife of the person who has iresuhis life
or of his wife and children or any of them is exgzed, whethe
or not on the face of the policy, as being madeeutiis section
the said section 6 shall be deemed not to applyobrto have
applied to the policy.

40. (1) No person shall, pay or contract to pay any reznaion
or reward, whether by way of commission or otheewfsr
soliciting or procuring insurance business in Iniaany persor
except an insurance agent or an intermediary ouramge
intermediary in such manner as may be specifiecggylations.

(2) No insurance agent or intermediary or insuranterinediary
shall receive or contract to receive commissiomeonuneration
in any form in respect of policies issued in Indig,an insurer ir]
any form in respect of policies issued in India, dy insuref
except in accordance with the regulations specifigtlis regard;

Provided that the Authority, while making regulations
under sub-sections (1) and (2), shall take into csideration
the nature and tenure of the policy and in particuar the
interest of the agents and other intermediaries carerned.

(3) Without prejudice to the provisions of sectior21ifl respect

of a contravention of any of the provisions of ghreceding subt

sections or the regulations framed in this regagdan insurer
any insurance agent or intermediary or insuranternmediary|
who contravenes the said provisions shall be litdla penalty
which may extend to rupees one lakh.”.

I

Prohibition of
payment by
way of
commission or
otherwise for
procuring
business.

49. Section 40A of the Insurance Act shall be omitted.

Omission of
section 40A.

50. For section 40B and section 40C of the Insurance the
following sections shall be substituted, namely:—

Substitution of
new sections for
sections 40B
and 40C.

“40B. No insurer shall, in respect of insurance ress
transacted by him in India, spend as expenses ohganent
in any financial year any amount exceeding the arhag may
be specified by regulations made under this Act;

Limitation of
expenses of
management in
life insurance
business.

40C. Every insurer transacting insurance businastdia shall

furnish to the Authority, the details of expensésnanagement ir

Limitation of
expenses of




such manner and form as may be specified by regoftmade
under this Act.”.

management in
general, health
insurance and re-
insurance

business.
(**%) Omission of new
clause 50A.
51. In section 41 of the Insurance Act, for sub-seci{@) the | Amendment of
section 41.

following sub-section shall be substituted, namely:

"(2) Any person making default in complying with th@yisions
of this section shall be liable for a penalty whitly extend tc
tenlakh rupees.”.

52. For section 42 of the Insurance Act, the followisgction
shall be substituted, namely:—

Substitution of
new section for
section 42.

"42. (1) An insurer may appoint any person to act as ing
agent for the purpose of soliciting and procurimgurance
business:

Provided that such person does not suffer fromadrhe
disqualifications mentioned in sub-secti@).

(2) No person shall act as an insurance agent for thare one
life insurer,one general insurer, one health insureand oneof
each of the other mono-line insurers:

Provided that the Authority shall, while framing
regulations, ensure that no conflict of interest isllowed to
arise for any agent in representing two or more ingrers
for whom he may be an agent.

(3) The disqualifications referred to in the provisostth-section
(1) shall be the following:—

(a) that the person is a minor;

(b) that he is found to be of unsound mind by a cour
competent jurisdiction;

(c) that he has been found guilty of criminal misappiaton or
criminal breach of trust or cheating or forgeryaor abetment of
or attempt to commit any such offence by a courtamhpetent
jurisdiction:

Provided that where at least five years have ethpsee
the completion of the sentence imposed on any pemso
respect of any such offence, the Authority shallimaily
declare in respect of such person that his comvicghall
cease to operate as a disqualification under taisse;

(d) that in the course of any judicial proceeding ietato any
policy of insurance or the winding up of an insucgrin the

qAppointment of

insurance
agents.




course of an investigation of the affairs of arunes it has bee
found that he has been guilty of or has knowinglytipipated in
or connived at any fraud, dishonesty or misrepragiem agains
an insuer or insured;

(e) that in the case of an individual, who does notspes the
requisite qualifications or practical training oragsed the
examination, as may be specified by the regulations

(f) that in the case of a company or firm making, @cor or a
partner or one or more of its officers or other @ypes sg
designated by it and in the case of any other petBe chief
executive, by whatever name called, or one or nuaréhis
employees designated by him, do not possess theisited

qualifications or practical training and have nasged such an

examination as required under claug@sand(g);

(9) that he has not passed such examination as mayelséisd
by the regulations;

(h) that he has violated the code of conduct specifigdhe
regulations.

(4) Any person who acts as an insurance agent in ca@rttian
of the provision of this Act, shall be liable topanalty which
may extend to ten thousand rupees and any insugeryopersor]
acting on behalf of an insurer, who appoints angsq@e as ar
insurance agent not permitted to act as such osdds any
insurance business in India through any such pest@ail be
liable to penalty which may extend to one croreeef

|

(5) The insurer shall be responsible for all this @nd omissions Qg
its agents including violation of code of condupesified under
clause (h) of sub-section (3) and liable to a ggnahich may
extend to one crore rupees.”.

53. For sections 42A, 42B and 42C of the Insurance #,
following section shall be substituted, namely:-

Substitution of
new sections for
section 42A,

42B and 42C.

‘42A. (1) No insurer shall, on or after the commement
of the Insurance Laws (Amendment) Act, 2014, appa@ny
principal agent, chief agent, and special agent @rahsact
any insurance business in India through them.

(2)  No person shall allow or offer to allow, eith
directly or indirectly, as an inducement to anysoerto take
out or renew or continue an _insurance policy thio
multilevel marketing scheme.

u

(3) The Authority may, through an officer auttsad in
this behalf, make a complaint to the appropriatdiced
authorities relating to the entity or persons inedl in the
multilevel marketing scheme.

Prohibition of
insurance
business
through
principal agent,
special agent
and multilevel
marketing

9




Explanation.—For the purpose of this section “multiley
marketing scheme” means any scheme or programm]
arrangement _or plan (by whatever name called) Fa
purpose of soliciting and procuring insurance bess
through persons not authorised for the said purpgte or
without consideration of whole or part of commissior
remuneration _earned through such solicitation

procurement and includes enrolment of persons antoulti
level chain for the said purpose either directlynalirectly.’.

and

54. In section 42D of the Insurance Act,—

(i) for the words "licence" and "licence issued", wierethey
occur, the words "registration” and "registratiorada”, shall
respectively be substituted;

(if) in sub-section), in clause 4) of the proviso, for the word

brackets and figure “sub-sectiod)(, the word, brackets and

figure “sub-section3)” shall be substituted,

Amendment of
section 42D.

(iii) in sub-section (3),—

(a) after the words “directors or partners” therdg“or one of
more of its officers or other employees so desighddy it and in
the case of any other person, the chief executyvwahmtever namsé
called, or one or more of his employees designaygaim” shall be
inserted;

(b) for the words, brackets, letters and figuresclauses (b), (c)

(d), (e) and (f) of sub-section (4) of section 4Pt words, brackets

letters and figures “ in clauses (b), (c), (d),d8d (g) of sub-sectio
(3) of section 42" shall be substituted;

(iv) for sub-sections (8) and (9), the followindossections, shall b
substituted, namely:-

“(8) Any person who acts as an intermediary or Rsuiance
intermediary without being registered under thistisa to act ag
such, shall be liable to a penalty which may extémden lakh
rupees and any person who appoints as an interrgedraan
insurance intermediary or any person not registerextt as such @
transacts any insurance business in India throunghsach person
shall be liable to a penalty which may extend te orore rupees.

(9) Where the person contravening sub-sections(8) ¢company 0
a firm, then, without prejudice to any other pratiags which may
be taken against the company or firm, every direawwanager
secretary or other officer of the company, and yyartner of the
firm who is knowingly a party to such contraventisimll be liable
to a penalty which may extend to ten lakh rupees.”.

U
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55. For section 42E of the Insurance Act, the followsegtion

Substitution of
new section for

shall be substituted, namely:—




section 42E.

"42E. Without prejudice to the provisions containedhis Act,
the Authority may, by regulations made in this Bghspecify
the requirements of capital, form of business artier
conditions, to act as an intermediary or an iNScE3
intermediary.".

Condition for
intermediary or
insurance

intermediary.
AN

56. For section 43 of the Insurance Act, the followisgrtion
shall be substituted, namely:—

Substitution of
new section for
section 43.

"43. () Every insurer and every person who acting on bedfa
an insurer employs insurance agents shall maingairecord
showing the name and address of every insuranceut
appointed by him and the date on which his appa@ntnbegar
and the date, if any, on which his appointment egas

(2) The record prepared by the insurer under sub-se¢tip shall

be maintained as long as the insurance agentssrinice and for a

period of five years after the cessation of appoérit”.

|fRecord of
insurance

3 %ents.

57.Section 44 of the Insurance Act shall be omitted.

Omission of
section 44.

58. For sections 44A and 45 of the Insurance Act, tllewing
sections shall be substituted, namely:—

Substitution of
new sections for
sections 44A
and 45.

‘44A. For the purposes of ensuring compliance witre
provisions of sections 40, 40B ad@C, the Authority may, b
notice—

(@) require from an insurer such information, certifiddso
required by an auditor or actuary, as he may censidcessary;,

(b) require an insurer to submit for his examination tlae
principal place of business of the insurer in Indiay book of
account, register or other document, or to supply statemen
which may be specified in the notice;

(c) examine any officer of an insurer on oath, in refato any

such information, book, register, document or statet and the

insurer, shall comply with any such requirementwitsuch time
as may be specified in the notice.

Power to call
for information.

y

45. (1) No policy of life insurance shall be called in ques on
any ground whatsoever after the expiry_of thyears from the
date of the policyi.e., from the date of issuance of the policy|
the date of commencement of risk or the date ofvab\of the
policy or the date of the rider to the policy, whewer is later.

(2) A policy of life insurance may be called in questiat any|
time within threeyears from the date of issuance of the polic)
the date of commencement of risk or the date ofvabwof the

Policy not be
\ called in
(gtjestion on
ound of
misstatement

after three
years.

or

policy or the date of the rider to the policy, wiewer is later, of




the ground of fraud:

Provided that the insurer shall have to communicat
writing to the insured or the legal representatioesominees
or assignees of the insured the grounds and miatenavhich
such decision in based.

Explanation |.—or the purposes of this sub-section,

expression “fraud” means any of the following actsnmitted
by the insured or by his agent, with the intentdaxeive the
insurer or to induce the insurer to issue a linance policy:

(a) the suggestion, as a fact of that which is not &meé which
the insured does not believe to be true;

(b) the active concealment of a fact by the insuredingayv

knowledge or belief of the fact;
(c) any other act fitted to deceive; and

(d) any such act or omission as the law specially deslto be
fraudulent.

the

Explanation [l.—Mere silence as to facts likely to affect the

assessment of the risk by the insurer is not fraudess the
circumstances of the case are such that regard beuhto them
it is the duty of the insured or his agent, keegibgnce to speak
or unless his silence is, in itself, equivalenspeak.

(3) Notwithstanding anything contained in sub-sect{@jy no
insurer shall repudiate a life insurance policytba ground of
fraud if the insured can prove that the mis-statgma or
suppression of a material fact was true to the lmdshis
knowledge and belief or that there was no delileeiradiention to

suppress the fact or that such mis-statement etippression of

a material fact are within the knowledge of theunes:

Provided that in case of fraud, the onus of disimpVies upon the
beneficiaries, in case the policyholder is notaliv

Explanation.—A person who solicits and negotiates a contra¢

insurance shall be deemed for the purpose of timediion of the
contract, to be the agent of the insurer.

(4) A policy of life insurance may be called in questiat any|
time within threeyears from the date of issuance of the policy
the date of commencement of risk or the date oiva¢\of the
policy or the date of the rider to the policy, wiewer is later, of
the ground that any statement of or suppressi@fatt materia
to the expectancy of the life of the insured warmectly made
in the proposal or other document on the basis loichvthe
policy was issued or revived or rider issued:

t of

or




Provided that the insurer shalhve to communicate in writing {
the insured or the legal representatives or norsineessignee
of the insured the grounds and materials on whiaih slecision
to repudiate the policy of life insurance is based:

Provided further that in case of repudiation of fodicy on the
ground of misstatement or suppression of a mattta) and nof
on the ground of fraud, the premiums collectedrengolicy till
the date of repudiation shall be paid to the indwethe lega
representatives or nominees or assignees of tlheethsvithin a
period of ninety days from the date of such reptimha

Explanation—or the purposes of this sub-section, the 1
statement of or suppression of fact shadit be considere
material unless it has a direct bearing on the uis#tertaken by
the insurer, the onus is on the insurer to showttad the insure
been aware of the said fact no life insurance golould have|
been issued to the insured.

(5) Nothing in this section shall prevent the insurent calling
for proof of age at any time if he is entitled to do, and nc

policy shall be deemed to be called in questionetydbecause

the terms of the policy are adjusted on subsequexf that the
age of the life insured was incorrectly statechia proposal.’.

(0]

[2)
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59.Sections 47A and 48 of the Insurance Act shallréted.

Omission of
sections 47A
and 48.

60. For section 48A of the Insurance Act, the followisection
shall be substituted, namely:—

Substitution of
new section for
section 48A.

"48A. No insurance agent or intermediary or insueq
intermediary shall be eligible to be or remain aechor in
insurance company:

Provided that any director
commencement of the Insurance Laws (Amendment)
2014 shall not become ineligible to remain a director
reason of this section until the expiry of six menfrom the
date of commencement of the said Act:

Provided further that the Authority may permit ayeat or
intermediary or insurance intermediary to be onBloard of
an insurance company subject to such conditiong
restrictions as it may impose to protect the irgec# policy-
holders or to avoid conflict of interest.".

holding office at thdrector in

ninsurance agent
or intermediary
or insurance
intermediary
not to be

Argurance
[gompany.

or

61.In section 49 of the Insurance Act, in sub-sec{ijn—

(i) the words,_brackets, letters and figurdseing an insure
specified in sub-claus@) (ii) or sub-clauséb) of clause(9) of

Amendment of
section 49.

I

section 2" shall be omitted;




7 of 1912.

(i) the words_and figure%or to the Central Government und
section 11 of the Indian Life Insurance Companies, A912"
shall be omitted.

er

62. For sections 52 and 52A of the Insurance Act, tllewing
sections shall be substituted, namely:—

Substitution of
new sections 52
and 52A.

"52. No insurer shall commence any business upan

Rrphibition of

dividing principle, that is to say, on the prin@pghat the benefit Pusiness on

secured by a policy is not fixed but depends eithbolly or
partly on the result of a distribution of certaions amongs
policies becoming claims within certain time-limitsr on the
principle that the premiums payable by a policydleol depenc
wholly or partly on the number of policies becomingims
within certain time-limits:

Provided that nothing in this section shall be deérno
prevent an insurer from allocating bonuses to heldef
policies of life insurance as a result of a pewadliactuarial
valuation either as reversionary additions to thes insureg
or as immediate cash bonuses or otherwise.

dividing
‘ principle.

52A. (1) If at any time the Authority has reason to bedi¢ghat an
insurer carrying on life insurance business isngctn a manne
likely to be prejudicial to the interests of holsl@f life insurance
policies, it may, after giving such opportunityttee insurer to bé
heard appoint an Administrator to manage the affaif the
insurer under the direction and control of the Auity.

(2) The Administrator shall receive such remuneratésn the|
Authority may direct and the Authority may at amye cancel
the appointment and appoint some other person
Administrator.".

When

r Administrator

| for managemen
of insurance

Y .

- business may b
appointed.

as

63.1n section 52BB of the Insurance Act,—

(@) in sub-sectiorf2), for the words "the Central Government g
the Central Government”, the words "tBecurities Appellaté
Tribunal and the Securities Appellate Tribunal® IEhbe
substituted;

(b) in sub-section(3), for the words "Central Government", t
words "Securities Appellate Tribunal”, shall be stitlhited,;

(c) in sub-section(10), in clause &), the words "or the Centrg
Government" shall be omitted.

Amendment of
section 52BB.

nd
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64. For section 52D of the Insurance Act, the followseggtion
shall be substituted, namely:—

Substitution of
section 52D.

"52D. If at any time, it appears to the Authoribat the purpos
of the order appointing the Administrator has bédfilled or

c Termination of
appointment of

Administrator.




that, for any reason, it is undesirable that the&eor of
appointment should remain in force, the Authoritgyntancel
the order and thereupon the Administrator shaldivested of
the management of the insurance business which, simdéss
otherwise directed by the Authroity, again vesthe person i
whom it was vested immediately prior to the appuoent of
Administrator or any other person appointed by itteurer in
this behalf.".

65. In section 52E of the Insurance Act, for the wot@entral
Government”, the word “Authority” shall be substed.”.

Amendment of
section 52E.

66. In section 52F of the Insurance Act, for the wordsendment of

"punishable with imprisonment which may extenditorsonths,
or with fine which may extend to one thousand rgp@e with
both", the words "liable to penalty of rupees teousand eac
day during which such failure continues or rupess lakh,
whichever is less" shall be substituted.

section 52F.

67. In section 52G of the Insurance Act, in sub-sec{@n the

Amendment of

18 of 2013.

words "Central Government or" shall be omitted. section 52G.

68. Sections 52H, 52-I, 52J, 52K, 52L, 52M and 52N _bé tOmission of

Insurance Act shall be omitted sections 52H,
52-1, 527, 52K,
52L, 52M and
52N.

69. In section 53 of the Insurance Act,— Amendment of
section 53.

(@) in sub-sectior{1), the followingExplanationshall be inserted

at the end, namely:—

“Explanation.—~or the purpose of sections 53 to 61A,

“Tribunal® means the National Company Law Tribupal

constituted under sub-sectionl) ( of section 408 of the
Companies Act, 2013

(b) in sub-section(2), in clause(b), sub-clause(i), shall be
omitted.

18 of 2013.

70. In section 58 of the Insurance Act, for sub-sectién the
following sub-section shall be substituted, namely:

“(4) An order of the Tribunal confirming a scheme untles
section whereby the memorandum of a company isedlteith
respect to its objects shall as respects the atierhave effect a
if it were an order confirmed under sectibrof the Companie
Act, 2013 and the provisions of sections 7 and 17 of thett
shall apply accordingly.”.

Amendment of
section 58.

Ur—U)

A

71.Section 59 of the Insurance Act, shall be omitted.

Omission of
section 59.

Omission of

72. (***)




clause 72.

73. In Part I A of the Insurance Act, for the headm?“%'f‘dmemm
r heading.

"INSURANCE ASSOCIATION OF INDIA, COUNCILS OH
THE ASSOCIATION AND COMMITTEES THEREOF" th
following heading shall be substituted, namely:—
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"LIFE INSURANCE COUNCIL AND GENERAL
INSURANCE COUNCIL AND COMMITTEES THEREOEF.".

74.Sections 64A and 64B of the Insurance Act, shabinéted.

Omission of
sections 64A
and 64B.

75.For sections 64C and 64D of the Insurance Actfahewing
sections shall be substituted, namely :—

Substitution of
new sections for
sections 64C
and 64D.

“64C. On and from the date of commencement of tseitance
Laws (Amendment) Act, 2014~

() the existing Life Insurance Council, a represevea
body of the insurers, who carry on the life insweubusines:
in India; and

(b) the existing General Insurance Council,
representative body of insurers, who carry on genéealth
insurance business and re-insurance in India,

\°Z}

shall be deemed to have been constituted as theeatese
Councils under this Act.

Councils of Life
Insurance and
General
Insurance.

64D. It shall be lawful for any member of the Liflesurance
Council or the General Insurance Council to aueany of its
officer to act as the representative of such mendieany
meeting of the Council concerned.”.

Authorisation to
represent in
Councils.

76. For section 64F of the Insurance Act, the followsegtion

Substitution of

shall be substituted, namely.— new section
section 64F.
“64F. (1) The Executive Committee of the Life Insurandexecutive

Council shall consist of the following persons, rdyn—

(@) four representatives of members of the Life lasge
Council elected in their individual capacity by theembers in
such manner as may be laid down in the bye-lawkeo€Council;

Committees of
the Life
Insurance
Council and the
General
Insurance
Council.

(b) an eminent person not connected with insurancenbss,
nominated by the Authority; and

(c) three persons to represent insurance agentsmiedearies
and policyholders respectively as may be nomindigdthe
Authority;




(d) one representative each from self-help groups nd
Insurance Co-operative Societies:

Provided that one of the representatives as mesdion
clause &) shall be elected as the Chairperson of the Exex
Committee of the Life Insurance Council.

(2) The Executive Committee of the General Insuraboancil
shall consist of the following persons, namely.—

(a) four representatives of members of the Generslirbmce
Council elected in their individual capacity by theembers in
such manner as may be laid down in the bye-lawkeo€Council;

(b) an eminent person not connected with insurance@nbss,
nominated by the Authority; and

(c) four persons to represent insurance agents, thady
administrators, surveyors and loss assessors aiwy-polders
respectively as may be nominated by the Authority:

Provided that one of the representatives as mesdion
clause 4) shall be elected as the Chairperson of the Exex
Committee of the General Insurance Council.

(3) If anybody of persons specified in sub-sectiohisand @)
fails to elect any of the members of the Execu@eenmittees of
the Life Insurance Council or the General Insura@oencil, the
Authority may nominate any person to fill the vacgnand any
person so nominated shall be deemed to be a meaihibe
Executive Committee of the Life Insurance Council the
General Insurance Council, as the case may béhashiad beef
duly elected thereto.

(4) Each of the said Executive Committees may male|as
for the transaction of any business at any mesatinthe said
Committee.

(5) The Life Insurance Council or the General Insaea@ouncil
may form such other committees consisting of sueisgns as i
may think fit to discharge such functions as maydeé&gated
thereto.

(6) The Secretary of the Executive Committee of thée
Insurance Council and of the Executive Committee tloé
General Insurance Council shall in each case beiafga by the
Executive Committee concerned:

Provided that each Secretary appointed by the Hxec
Committee concerned shall exercise all such poamdsdo all
such acts as may be authorised in this behalf &yttecutive
Committee concerned.”.

it

it

-




77.In section 64G of the Insurance Act, in sub-sec{@®n for
the words “by nomination by the Authority”, the wisr“in such
manner as may be laid down in the byelaws of thenCib
concerned” shall be substituted.

Amendment of
section 64G.

78.Section 64-1 of the Insurance Act, shall be omitted

Omission of
section 64-I.

79. In section 64J of the Insurance Act, for sub-sectR), the
following sub-section shall be substituted, namely:

“(2) For the purpose of enabling it to effectivelydliarge its
functions, the Executive Committee of the Life Irswce
Council may collect such fees as may be laid dawthe bye-
laws made by the Council from the insurers carryaryg life
insurance business.”.

Amendment of
section 64J.

80. In section 64L of the Insurance Act, for sub-sett{®), the
following sub-section shall be substituted, namely:

“(2) For the purpose of enabling it to effectivelydiarge its
functions, the Executive Committee of the Generautance
Council may collect such fees as may be laid dawthe bye-
laws made by the Council from the insurers carryonggenera
insurance business.”.

Amendment of
section 64L.

81. In section 64N of the Insurance Act, for the woftise
Central Government may prescribe”, the words “thahdrity
may specify” shall be substituted.

Amendment of
section 64N.

82.In section 64R of the Insurance Act, in sub-secfigpr—

(a) for clause ¢), the following clause shall be substitutg
namely:—

“(c) keep and maintain up to date a copy of list dfirdurers
who are members of the either Council.”.

U

Amendment of
section 64R.

d1

(b) in clause @), for the words “with the previous approval of the

Authority make regulations for”, the words “makeebyaws for”
shall be substituted.

83.Sections 64S and 64T of the Insurance Act, shatirbited.

Omission of
sections 64S
and 64T.

4 of 1938.

84. Sections 64U, 64UA, 64UB, 64UC, 64UD, 64UE, 64B64UG,
64UH, 64Ul, 64UJ, 64UK and 64UL of the Insurancet,A938
shall be omitted.

Omission of
sections64U,
64UA, 64UB,
64UC, 64UD,
64UE, 64UF,
64UG, 64UH,
64Ul, 64UJ,
64UK and
64UL.

85. After section 64UL of the Insurance Act, the foliogy

Insertion of new|
section 64ULA.




section shall be inserted, namely:—

“64ULA. (1) Notwithstanding anything contained in this P
until the rates, advantage and terms and conditadsdown by
the Advisory Committee under section 64UC are difiad by
the Authority with effect from such date as the arity may by
notification in the Official Gazette determine, atitk rates
advantages and terms and conditions are decidebdebnsurer
concerned, the rates, advantages and terms anditicoad
notified by the Advisory Committee shall continwelte in force
and shall always be deemed to have been in fordeaay such
rates, advantages and terms and conditions shhlhdang on all
the insurers.

(2) The Authority shall, in consultation with the Gexi
Government, prepare a scheme for the existing graptoof the
Tariff Advisory Committee on its dissolution, keegiin view
the interests of such employees on such terms amditons as
it may, by order, determine.

86. For section 64UM of the Insurance Act, the follog/section
shall be substituted, namely:—

qiffransitional
provisions.

Substitution of
new section for
section 64UM.

64UM. (1) Save as otherwise provided in this se&ctino

Surveyors or

person shall act as a surveyor or loss assessespect of general'oss assessors.

insurance business after the expiry of a perioghef year from the
commencement of the Insurance Laws (Amendment) 2@t4,
unless he—

(a) possesses such academic qualificatiags may be
specified by regulations made under this Act; and

(b) is a member of a professional body agffeywors and los
assessors, namekye Indian Institute of Insurance Surveyors and
Loss Assessors:

Provided that in the case of a firm or compaal, the
partners or directors or other persons, who magdiled upon td
make a survey or assess a loss reported, as therepsbe, shall
fulfil the requirements of clauses (a) and (b).

JJ

(2) Every surveyor and loss assessor shall comjly the
code of conduct in respect of his duties, respdiigbs and other
professional requirements, as may be specifiechbyrégulations
made under the Act.

(3) Notwithstanding anything contained in the fmg
provisions, a class or class of persons actingli&ésmsed surveyo
or loss assessor prior to the commencement ofnh@dnce Laws
(Amendment) Act, 2014 shall continue to act as sfarhsuch
period as may be specified by regulations maderuhideAct:

=

Provided that the surveyor or loss asseskal, within the
period as may be notified by the Authority, satigfg requirement
of clause (a) and clause (b) of sub-section (lilinfawhich, the
surveyor or loss assessor shall be automaticatiguailified to act
as a surveyor or loss assessor.”.

2




(4) No claim in respect of a loss which has occurmlein
India and requiring to be paid or settled in India equal to or
exceeding an amount specified in the regulations byhe
Authority in value on any policy of insurance, arisng or
intimated to an insurer at any time after the expiy of a
period of one year from the commencement of the lnsance
Laws (Amendment) Act, 2014, shall, unless otherwig
directed by the Authority, be admitted for paymentor settled
by the insurer unless he has obtained a report, othe loss
that has occurred, from a person who holds a licercissued
under this section to act as a surveyor or loss asssor
(hereafter referred to as "approved surveyor or los
assessor”)

Provided that nothing in this sub-section shall beleemed
to take away or abridge the right of the insurer topay or
settle any claim at any amount different from the anount
assessed by the approved surveyor or loss assessor.

(5) The Authority may, at any time, in respect of ay claim
of the nature referred to in sub-section (4), callfor an
independent report from any other approved surveyoror
loss assessor specified by him and such surveyor toss
assessor shall furnish such report to the Authoritywithin
such time as may be specified by the Authority orfino time
limit has been specified by him within a reasonabléme and
the cost of, or incidental to, such report shall b&éorne by the
insurer.

(6) The Authority may, on receipt of a report refered to in
sub-section (5), issue such directions as it may rader
necessary with regard to the settlement of the clai including
any direction to settle a claim at a figure less #n, or more
than, that at which it is proposed to settle it orit was settled
and the insurer shall be bound to comply with such
directions:

Provided that where the Authority issues a directia for
settling a claim at a figure lower than that at whch it has
already been settled, the insurer shall be deemed tomply
with such direction if he satisfies the Authority tat all
reasonable steps, with due regard to the questionhether the
expenditure involved is not disproportionate to theamount
required to be recovered, have been taken with dugespatch
by him:

Provided further that no direction for the payment of a
lesser sum shall be made where the amount of theach has
already been paid and the Authority is of opinion hat the
recovery of the amount paid in excess would causendue
hardship to the insured:

e




Provided also that nothing in this section shall rigeve the
insurer from any liability, civil or criminal, to w hich he
would have been subject but for the provisions of his
sub-section.

(7) No insurer shall, after the expiry of a periodof one year
from the commencement of the Insurance Law

(Amendment) Act, 2014pay to any person any fee of

remuneration for surveying, verifying or reporting on a
claim of loss under a policy of insurance unless éperson
making such survey, verification or report is an aproved
surveyor or loss assessor.

(8) Where, in the case of a claim of less than tremount
specified in sub-section (4) in value on any policyof
insurance it is not practicable for an insurer to enploy an
approved surveyor or loss assessor without incurrig
expenses disproportionate to the amount of the cla, the
insurer may employ any other person (not being a peon
disqualified for the time being for being employedas a
surveyor or loss assessor) for surveying such lossd may
pay such reasonable fee or remuneration to the pewa so
employed as he may think fit.

(9) The Authority may in respect of any claim of véue of
less than the amount specified in sub-section (4)noan
insurance policy, if the claim has not been or isat proposed
to be reported upon by a surveyor or loss assessalirect that
such claim shall be reported upon by an approved sueyor
or loss assessor and where the Authority makes su
direction, the provisions of sub sections (5) and6) shall
apply in respect of such claim.

(10) Where, in relation to any class of claims, thAuthority
Is satisfied that it is customary to entrust the wik of survey
or loss assessment to any person other than a liceu
surveyor or loss assessor, or it is not practicabl® make any
survey or loss assessment, it may, by an order, expt such
class of claims from the operation of this section.

UJ

87. For sections 64V and 64VA of the Insurance Act,
following sections shall be substituted, namely:—

tRabstitution of
new sections for
sections 64V
and 64VA.

“64V. (1) For the purpose of ascertaining compliance wli
provisions of section 64VA, assets shall be valatdgalue not
exceeding their market or realisable value anchoedssets ma
be excluded by the Authority in the manner as magecified
by the regulations made in this behalf.

(2) A proper value shall be placed on every itemialbility of
the insurer in the manner as may be specified byegulations

tAssests and
liabilities how
to be valued.

y

made in this behalf.




(3) Every insurer shall furnish to the Authority afpwith the
returns required to be filed under this Act, aestant, certified
by an Auditor, approved by the Authority, in respet general
insurance business or an actuary approved by thRoAty in
respect of life insurance business, as the case bwayf his
assets and liabilities assessed in the manner reequoy this
section as on the 31st day of March of each yetmimsuch time
as may be specified by regulations.

64VA. (1) Every insurer and re-insurer shall at all timesntain
an excess of value of assets over the amountlofiti@s of, not
less than fifty per cent. of the amount of minimaapital as
stated under section 6 and arrived at in the maspecified by
the regulations.

(2) An insurer or re-insurer, as the case may be, ddes not

Sufficiency of
assets.

comply with subsectionlj, shall be deemed to be insolvent and

may be wound-up by the court on an application miagehe
Authority.

(3) The Authority shall by way of regulation made ftre
purpose, specify a level of solvency margin knovwencantrol
level of solvency on the breach of which the Auityoshall act
in accordance with the provisions of sub-sectidh Without
prejudice to taking of any other remedial measasedeemed fit

Provided that if in respect of any insurer the Auity is
satisfied that either by reason of an unfavouratiEm
experience or because of a sharp increase in theneoof
new business, or for any other reason, complianitie the
provisions of this sub-section shall cause unduelsiégp to
the insurer, it may direct that for such period authject to
such conditions as it may specify, the provisiohshs sub-
section shall apply to that insurer with such migdiions
provided that such modifications shall not resualthe control
level of solvency being less than what is stipateder sub
section ().

(4) If, at any time, an insurer or re-insurer does maintain the
required control level of solvency margin, he shallaccordance
with the directions issued by the Authority, submifinancial
plan to the Authority, indicating a plan of actitm correct the
deficiency within a specified period not exceedsirgmonths.
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(5) An insurer who has submitted a plan, as requiredker sub-
section §), the Authority shall propose modifications to blan,
if the Authority considers the same inadequate, iansuch an
eventuality, the Authority shall give directionss anay be
deemed necessary, including direction in regardrdasacting
any new business, or, appointment of an admin@statboth.

(6) An insurer or re-insurer, as the case may be, ddes not




comply with the provisions of sub-sectiof) 6hall be deemed to
have made default in complying with the requirerseoit this
section.

(7) The Authority shall be entitled at any time t&easuch step
as it may consider necessary for the inspectiovedfication of
the assets and liabilities of any insurer or resieg or for
securing the particulars necessary to establisht e
requirements of this section have been compliett @& on any
date, and the insurer or re-insurer, as the case bwa shall
comply with any requisition made in this behalftbg Authority,
and in the event of any failure to do so within tmonths from
the receipt of the requisition, the insurer ornsdrer, as the case
may be, shall be deemed to have made default iplyamy with
the requirements of this section.

UJ

(8) In applying the provisions of sub-sectidl) {o any insurer of
re-insurer, as the case may be, who is a membargobup, the
relevant amount for that insurer shall be an amegpgl to tha
proportion of the relevant amount which that gratippnsidered
as a single insurer, would have been required totaia as the
proportion of his share of the risk on each polggued by the
group bears to the total risk on that policy:

Provided that when a group of insurers ceases ta be
group, every insurer in that group who continuegaay on
any class of insurance business in India shall ¢pnvjih the
requirements of sub-sectiorl)(as if he had not been an
insurer in a group at any time:

Provided further that it shall be sufficient conapice of
the provisions of the foregoing proviso if the ireubrings up
the excess of the value of his assets over the mimaiuhis
liabilities to the required amount within a periofdsix months
from the date of cessation of the group:

Provided also that the Authority may, on sufficieatuse
being shown, extend the said period of six monthssich
further periods as it may think fit, so, howeveattthe total
period may not in any case exceed one year.

(9) Every insurer shall furnish to the Authority retugiving
details of solvency margin in such form, time, mamimcluding
its authentication as may be specified by the eggris.".

88. For section 64VC of the Insurance Act, the follogvsection| Substitution of

shall be substituted, namely:— gzgizﬁcéf\%or

“64VC. No insurer shall, after the commencement tbe| Restrictions on
Insurance (Amendment) Act, 1968, open a new plateisiness °Pening of new
or close a place in India or outside India or cletherwise E{?Sciﬁecgs_
than within the same city, town or village, the dbon of an

existing place of business situated in India orsioigt India,




except in the manner as may be specified by ragakat’.

89.PART IIl and IlIA of the Insurance Act, shall be dtad.

Omission of
Part Il and
A,

90.PART IV of the Insurance Act, shall be omitted.

Omission of
Part IV.

91. In section 102 of the Insurance Act, for the wofdst
exceeding five lakh rupees for each such failure punishablg
with fine”, the words “ of one lakh rupees for eattdy during
which such failure continues or one crore rupedschever is
less” shall be substituted.

Amendment of
section 102.

92. For sections 103 and 104 of the Insurance Actfdhewing
sections shall be substituted, namely:—

Substitution of
new sections for
sections 103
and 104.

“103. If a person carries on the business of imsegawithout
obtaining a certificate of registration under satt8, he shall bg
liable to a fine not exceeding rupees twenty-fiveres and with

Penalty for
L carrying on
insurance

. - . business in

imprisonment which may extend to ten years. contravention oft
section 3.

104. If a person fails to comply with the provissoof section 27| Penalty for

section 27A, section 27B, section 27D and sectith, he shal gggttir::]’:gt;on of

be liable to a penalty not exceeding twenty-fivererrupees.”. | 55 A, 27B. 27D
and 27E.

93. In section 105 of the Insurance Act, for the wofdst
exceeding two lakh rupees for each such failuted,words “not
exceeding one crore rupees ” shall be substituted.

Amendment of
section 105.

94. For sections 105B and 105C of the Insurance Aut,
following sections shall be substituted, namely :—

Substitution of
new sections for
sections 105B
and 105C.

“105B. If an insurer fails to comply with the prewns of
section 32B, section 32C and section 32D, he $ialiable to g
penalty not exceeding twenty-five crore rupees.

Penalty for
failure to
comply with
sections 32B,
32C and 32D.

105C. @) For the purpose of adjudication under selstion (2)
of section 2CB, sub-section (4) of section 3b-sectiond) of
section40, sub-section (2) of section 41, ssdwtions (4) and (5

of section 42, sub-sections (8) and (9) of sectidbB, section 52F

and section 105B, the Authority, shall appoint afffcer not
below the rank of a Joint Director an equivalent officerto be
an adjudicating officer for holding an inquiry ihet prescribeq
manner after giving any person concerned a reat®
opportunity of being heard.

(2) Upon receipt of the inquiry report from the o#ic so

Power to
adjudicate.

|
nab

appointed, the Authority after giving an opportyndf being




heard to the person concerned may impose any pemalided
In sections aforesaid.

(3) While holding an inquiry, the adjudicating offrcehall have
power to summon and enforce the attendance of amgop
acquainted with the facts and circumstances ofcds® to give
evidence or to produce any document which in theiop of the
adjudicating officer, may be useful for or relevémtithe subjec
matter of the inquiry and if on such inquiry, idisied that the
person has failed to comply with the provisionsaoly of the
sections specified in sub-sectioh),(he may recommend su
penalty as he thinks fit in accordance with thevgions of any
of those sections.

105D. While recommending the quantum of penalty er
section 105C, the adjudicating officer and whilgposing such
penalty, the Authority shall have due regard to tbowing
factors, namely:—

(@) the amount of disproportionate gain or unfair atage,
wherever quantifiable, made as a result of theudiefa

(b) the amount of loss caused to the policy-holdsra aesult of
the default; and

(c) the repetitive nature of default.”

ndFactors to be
taken into
account by the
adjudicating
officer.

95.1n section 106A of the Insurance Act, in sub-sec({®)—

(i) clauses (a), (b) and (f) shall be omitted;

(i) in clause (d), the words “or a provident sagieshall be
omitted.’.

Amendment of
section 106A.

96. Sections 107 and 107A of the Insurance Act shatirhited.

Omission of
section 107 and
107A.

97. For section 109 of the Insurance Act, the followsegtion
shall be substituted, namely:—

Substitution of
new section for
section 109.

“109. No court shall take cognizance of any offepaaishable
under this Act or any rules or any regulations meéageunder
save on a complaint made by an officer of the Auther by
any person authorised by it. .

Cognizance of
offence.

98. For section 110 of the Insurance Act, the followsegtion
shall be substituted, namely:—

Substitution of
new section for

section 110.
"110. (1) Any person aggrieved— Appeal to

Securities
(@) by an order of the Authority made on and aftee |t ﬁgﬁug}_e

commencement of the Insurance Laws (Amendment) 2014
or under this Act, the rules or regulations madedhnder, or




15 of 1992.

(b) by an order made by the Authority by way of adjation
under this Act, may prefer an appeal to the SteearAppellate
Tribunal having jurisdiction in the matter.

(2) Every appeal madender sub-sectiorl) shall be filed within
a period of forty-five days from the date on wheltopy of the
order made by the Authority is received by him é@rghall be in
such a form and be accompanied by such fees as b&j
prescribed:

Provided that the Securities Appellate Tribunal n
entertain an appeal after the expiry of the saribdeof forty-
five days if it is satisfied that there was suffiai cause for ng
filing it within that period.

(3) On receipt of an appeal under sub-sectibn the Securities

Appellate Tribunal may after giving parties to thppeal, ar
opportunity of being heard, pass such orders timeasoit thinks
fit, conforming, modifying or setting aside the erdappealec
against.

(4) The Securities Appellate Tribunal shall make Edé copy
of order made by it to the Authority and parties.

(5 The appeal filed before the Securities Appellatéounal
under sub-sectiorl) shall be dealt with by it as expeditiously
possible and endeavour shall be made by it to despad the
appeal finally within six months from the date aceipt of
appeal.

(6) The procedure for filing and disposing of an ahall be
such as may be prescribed.

(7) The provision contained in section 15U, sectibiv,1section
15W, section 15Y and section 15Z of the Securiteexl
Exchange Board of India Act, 1992 shall apply te #ppeald
arising out of the provisions of this Act, as thagply to the
appeals under the Securities and Exchange Boahddad Act,
1992.

as

D

99. Section 110E of the Insurance Act, shall be omitted

Omission of
section 110E.

100. Sections 110G and 110H of the Insurance Act, sha
omitted.

| Omission of
sections 110G
and 110H.

101. After section 110H of the Insurance Act, the foliog
section shall be inserted, namely:—

Insertion of new
section 110HA.

“110HA. Any penalty imposed by the Authority under thistA
shall be recoverable as an arrear of land revenue."

\ Penalty to be
recoverable as
arrear of land
revenue.

Amendment of

102.In section 111 of the Insurance Act,—




(a) in sub-section (1), the words “or provident ist¢
occurring at both the places shall be omitted;

(b) in sub-section (2), in the proviso, the words to a
provident society” shall be omitted.

section 111.

103. For section 113 of the Insurance Act, the followsegtion
shall be substituted, namely:—

Substitution of
new section for
section 113.

“113. (1) A policy of life insurance shall acquire surrengalue
as per the norms specified by the regulations.

(2) Every policy of life insurance shall contain tfemula as
approved by the Authority for calculation of guaesd
surrender value of the policy.

(3) Notwithstanding any contract to the contrary,odiqy of life
insurance under a non-linked plan which has acduieg
surrender value shall not lapse by reason of ngmpat of
further premiums but shall be kept in force to éxéent of paid-
up sum insured, calculated by means of a formubgpasoved by
the Authority, and contained in the policy, and theersionary
bonuses that have already been attached to theypoli

Acquisition of
surrender value
by policy.

Provided that a policy of life insurance undernkdéd plan
shall be kept in force in the manner as may beipedy the
regulations.

(4) The provisions of sub-sectioB)(shall not apply—

(i) where the paid-up sum insured by a policy, ingkisof
attached bonuses, is less than the amount spedifjedhe
Authority or takes the form of annuity of amoungsdethan the
amount specified by the Authority; or

(i) when the parties after the default has occumegbiyment of
the premium agree in writing to other arrangement.”

104 In section 114 of the Insurance Act,—

(a) in sub-section (2)-
(i) clause (aa) shall be omitted:;
(ii) after clause (aa) as so omittde following clause
shall be inserted, namely:-
“(aaa) the manner of ownership and control ofidng
insurance company under sub- clause (b) of clalU&Eof section

2
(iii) clause (c) and clause (f) shalldmitted;
(iv) after clausd)( the following clauses shall be insert
namely:-
“(la) the manner of inquiry under sub-section (I) oftieec
105C;

D

Amendment of
section 114.

(Ib) the form in which an appeal may be preferred under




sub-section (2) and the fee payable in respeataf appeal and the
procedure for filing and disposing of an appealarsiib-section(6
of section 110;

(b) in sub-section (3), the words, betskfigures and letters
“or_under sub-section (1) of section 64UB and evergulation
made under sub-section (3) of section 64UB” shalbimitted.’.

105.In section 114A of the Insurance Act, in sub-sec{®), — | Amendment of
section 114A.

(i) for clauses &) and @a), the following clause shall be
substituted, namely:—

"(a) manner of making application for registration and
documents to be accompanied under sub-secHpmf(section
3

U
o

(i) for clause d), the following clause shall be substitutg
namely:—

"(d) such annual fee to the Authority and manner ofnpmnt
under subsectiori) of section 3A;";

U
o

(iii) after clause d), the following clauses shall be insert
namely:—

"(da) such minimum annuity and other benefits to beusst by
the insurer under section 4;

(daa) determination of preliminary expenses that maykeluded
for calculation of the stipulated paid-up equitypital for the
insurers under sub-sectioh) (of section 6;

(db) such equity capital and such forms of capitalludng
hybrid capital required under sub-sectibnof section 6A;";

(iv) clause (e) shall be omitted;

(v) after claused), as so omittedthe following clause shall be
inserted, namely:—

"(ed separation of account of all receipts and paymeant
respect of each classes and sub-classes of insubaisiness as
required under sub-sectiod)(and sub-section2f) of section
10; and its waiver under the said section;";

(V) in clause (f), for the words, brackets, figures dsiter “under
sub-section (1A) of section 11", the words, braskehd figures
“under sub-section (1) of section 11" shall be sitited;

D
o

(vii) for clause @), the following clause shall be substitut
namely:—

"(g) the manner in which an abstract of the repothefactuary
to be specified and the form and manner in whiehstatement




referred to in section 13 shall be appended;";

(viii) after clause (qg), the following clause shall beseited,
namely:-

“(ga) maintenance of records of policies and claimder clause (c
of sub-section (1) of section 14;

(gb) manner and form of issuance of policies inctetsmic form
under sub-section (2) of section 14.”.".

(ix) for clause If), the following clause shall be substitutg
namely:—

"(h) the fee for procuring a copy of return or anytpaereof
under subsection)(of section 20;";

(x) for clause i), the following clause shall be substitut
namely:—

"(i) investment of assets and further provisions @ggr
investments by an insurer and investment by insurercertain
cases under sections 27, 27A, 27B, 27C and timeneraand
other conditions of investment of assets undeli@e7D;";

(xi) for clausesi@), (ib), (ic), (id) and (e), the following clause
shall be substituted, namely:—

"(ia) the form in which a return giving details of irsgents
made, time and manner including its authenticatiotger sectior]
28;

(ib) the loans including the loans sanctioned to thigtime
employees of the insurer under clauag df sub-section3) of
section 29;

(ic) the sum to be paid by the insurer to any persateusection
31B;

(id) the obligation of insurer in respect of rural swcial or
unorganised sector and backward classes undeos&2B and
32C;

(ie) the minimum percentage of insurance busineskiid party
risks of motor vehicles under section 32D;";

(xii) for clause j), the following clause shall be substitut
namely:—

"(j) the minimum information to be maintained by iressror
intermediary or insurance intermediary, as the caag be, in
their books, the manner in which such informatidralk be
maintained, the checks and other verificationshat tonnectiorn

U
e

D
o

UJ

U
o

and all other matters incidental thereto under sediton {) of




section 33;";

14

(xii) after clause(j), the following clauses shall be insertg
namely:—

2d,

"(ja) the form in which balance-sheets in respect oirtkarance
business of each of the insurers concerned andntdreer in
which actuarial reports and abstracts in respectthef life
insurance business are to be prepared under cléh)seesd(c) of
sub-sectior(3) of section 35;

(jb) the manner of assessment of compensation underdkeso
to sub-sectiori4A) of section 37A;

(jc) the fee to be charged by the insurer under sulese@) of
section 39;

(***)

(jd) the manner and amount of remuneration or rewalz tpaid
or received by way of commission or otherwise taresurance
agent or an intermediary or insurance intermedigxger sectior
40;

(je) the manner and form of expenses of management under
sections 40B and 40C.";

(xiv) clausegk) and(l), shall be omitted;

14

(xv) for clause(m), the following clause shall be substituted,

namely:—

"(m) the requisite qualifications or practical trainingr
examination to be passed for appointment as amansea agent
under clausge) of sub-section J) of section 42and code of
conduct for agents under sub-section (5) of seetihn

(xvi) clause(n), shall be omitted;

(xvii) for clause(o), the following clause shall be substitutg
namely:—

D

d,
"(0o) the code of conduct under claudg of sub-section3) of
section 42;";

(xviii) clause(p), shall be omitted;

(xix) clause(va), shall be omitted;

(xx) in clause(vb), the words, brackets and figure "sub-section
(2) of" shall be omitted;

(xxi) for clause (x), the following clauses shall beéystituted,




namely:-

“(x) academic gualifications and code of conductdorveyors and
loss assessors under sub-sections (1) and (2¢idis®4UM:;

(xa) the period for which a person may act as aeyar or loss
assessor under sub-section (3) of section 64 UM;".

(xxii) clause(w), shall be omitted;

)

(xxiii) for clause(y), the following clause shall be substituted,

namely:—

"(y) the manner of exclusion of certain assets undeissation

(1), the manner of valution of liabilities under subtsat(2) and

time for furnishing statement under sub-sect{Bh of section

64V;";

(xxiv) for clause(za), the following clause shall be substituted,

namely:—

"(za)the matters specified under sub-secf{ibnof section 64VA

relating to sufficiency of assets;";

(xxv) after clausgzaa),the following clauses shall be inserted,

namely:—

"(zab) the form, time, manner including authernticationtioé

return giving details of solvency margin under selotion(9) of

section64VA,;

(zac)the manner of opening and closing places of busioeder|

section 64VC;™

(xxvi) after clause(zb), the following clause shall be added,

namely:—

"(zba)the norms for surender value of life insuranceqyolinder

subsectior(l) of section 113;";

106.In the Insurance Act, the Fifth Schedule, the S&éhedule Omission of

and the Eighth Schedule shall be omitted. E'Eﬂt’h Sixth and
Schedule.

CHAPTER 1lI

AMENDMENT TO THE GENERAL INSURANCE BUSINESS

(NATIONALISATON) ACT, 1972

57 of 1972.

107. In the General Insurance Business (Nationalisatiher)
1972, after section 10A, the following section sl inserted
namely:—

Insertion of a
new section
after section
10A.

"10B. The General Insurance Corporation and therrarce

Enhancement o

equity capital of




companies specified in section 10A may, raise thapital for
increasing their business in rural and social secttb meet
solvency margin and such other purposes, as thetral
Government may empower in this behalf:

Provided that the shareholding of the Central Gowvent
shall not be less than fifty one per cent. at amef'.

General
Insurance
alg;iompames.

57 of 1972.

108. Section 25 of the General Insurance Busin

(Nationalisation) Act, 1972 shall be omitted.

dayission of

section 25.

CHAPTER IV
AMENDMENT TO INSURANCE REGULATORY AND
DEVELOPMENT AUTHORITY ACT, 1999

41 of 1999.

10¢. In section 2 of the Insurance Regulatory and Deyralent
Authority Act, 1999, in sub-sectiod),—

(i) in clause(b), after the words "Development Authority”, t
words" of India", shall be inserted,;

(i) for clause (f), the following clause shall be substitut
namely:—

“(f) “Intermediary” or “insurance intermediary” inc ludes
insurance  brokers, re-insurance brokers,
consultants, corporate agents, third party administator,
surveyors and loss assessors and such other ensti@as may

be notified by the Authority from time to time.”.

insurance

Amendment of
section 2.

ne

ed

D

41 of 1999.

110. In section 3 of the Insurance Regulatory and Deyralent
Authority Act, 1999, in sub-sectionl), after the words
“Development Authority” the words “of India” shll be
inserted.

Amendment of
5 section 3.

41 of 1999.

111. In section 16 of Insurance Regulatory and Develayn
Authority Act, 1999, in sub-sectionl), clause €) shall be
omitted.

némendment of
section 16.
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Annexure |

Motions in the Rajya Sabha pertaining to the Seleac€ommittee
(Extracts from Rajya Sabha Parliamentary Bulletert)

0] Motion for reference of the Insurance Laws(Amendmet) Bill, 2008 to
the Select Committee (dated the f4August, 2014)

Shri Arun Jaitley, Minister of Finance, Corporatdéfalvs and Defence,
moved the following motion:-

“That the BIll, further to amend the Insurance A&938,the General
Insurance Business (Nationalisation) Act, 1972 #rel Insurance Regulatory
and Development Authority Act, 1999, as introdutedhe Rajya Sabha, be
referred to a Select Committee of the Rajya Saloimsisting of the following
Members:—

©CooNR~WNE

Dr. Chandan Mitra

Shri Mukhtar Abbas Naqvi
Shri Jagat Prakash Nadda
Shri Anand Sharma

Shri B. K. Hariprasad

Shri Jesudasu Seelam
Shri Satish Chandra Misra
Shri K. C. Tyagi

Shri Derek O’ Brien

. Dr. V. Maitreyan

. Prof. Ram Gopal Yadav

. Shri P. Rajeeve

. Shri Kalpataru Das

. Shri Naresh Guijral

. Shri Rajeev Chandrasekhar

with instructions to report to the Rajya Sabha Iy last day of the first

week

Th

of the next Session”.

e motion was adopted.



(i)  Motion for Appointment to the Select Committee of Rjya Sabha on
the Insurance Laws (Amendment) Bill, 200gdated the 28 November,
2014)

Shri Arun Jaitley, Minister of Finance, Minister Qorporate Affairs and
Minister of Information and Broadcasting, moved tbkowing Motion:—

“That Shri V. P. Singh Badnore and Shri Rangasayaeakrishna,
Members, Rajya Sabha, be appointed to the Selectin@iitee on
Insurance Laws (Amendment) Bill, 2008, to fill thhecancies caused by
resignations of Shri Jagat Prakash Nadda and Shikhdr Abbas
Naqvi from the membership of the Select Committee.”

The Motion was adopted.



(i)  Motion for Extension of time for presentation of the Report of the
Select Committee of Rajya Sabha on the Insurancd.aws

(Amendment) Bill, 200§dated the 28 November, 2014)

Dr. Chandan Mitra moved the following Motion:—

“That the time appointed for presentation of Repoftthe Select
Committee on the Insurance Laws (Amendment) BUD& be extended

upto 12th December, 2014 to present its repotiedHouse”.

The following Members spoke:—

1.

2.

3.
4.

Shri P. Rajeeve

Shri Arun Jaitley, Minister of Finance, Minister of
Corporate Affairs and Minister of Information and
Broadcasting and Leader of the House

Shri Sitaram Yechury
Shri Anand Sharma.

Thereafter, the Motion was adopted.
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Annexure Il
List of Non-official/organisation/association/instiutions/individual who appeared before
the Select Committee
*kkkk

Dr. Amarnath Ananthanarayanan, Bharti AXA Genemaurance Company Ltd.

Shri Rakesh Jain, Reliance General Insurance @o. Lt

Shri Manasije Mishra, Max Bupa Health Insurance IGd.

Shri Antony Jacob, Apollo Munich Health Insurancengpany Ltd.

Shri Vijay kumar, Bajaj Allianz General Insurancer@pany Ltd.

Shri Amanulla Khan, All India Insurance EmployeessAciation

Shri V. Ramesh, All India Insurance Employees Agxtamn

Shri S.B. Sreenivasa Chary, Life Insurance AgeetieFation of India

Shri Shyamal Chakraborty, Life Insurance Agentsdfation of India

10 Shri P. K. Dharamthok, General Insurance Employ&kkghdia Association

11.Shri M. S. Upadhyay, General Insurance Employekshdia Association

12.Shri Sohanlal Kadel, Insurance Brokers Associabibimdia

13.Shri A. K. Narang, Insurance Brokers Associatiornafia

14.Shri Atul Deshpande, National Organisation of hasice Workers

15.Shri M. A. Bapat, National Organisation of Insuratorkers

16.Shri N. Umesh Prasad, National Organisation oflaisce Workers

17.Shri Gautam Sen Gupta, National Federation of lrseer Field Workers of India

18. Shri Rajesh Kumar Gupta, National Federation ofifasce Field Workers of India

19.Mr Sanjiv Bajaj, Co-chair, CIl National Committeen dnsurance & Pensions &
Managing Director, Bajaj Financial Services Ltd,

20.Mr Rajesh Sud, Managing Director & Chief Execut®#icer, Max Life Insurance
Company Ltd

21.Mr S. Sreenivasan, President, Finance Bajaj FimshSarvices Ltd

22.Ms Anuradha Kapoor Salwan, Director, Financial 8w, ClI

23.Mr Marut Sen Gupta, Deputy Director General, ClI

24. Shri Sandeep Bakhshi, Member, FICCI's InsuranceRensions Committee and
Managing Director & CEO, ICICI -Prudential Life imsance Co. Ltd.

25.Shri Tarun Chugh, Member, FICCI’s Insurance andsikes Committee & MD and
CEO, PNB MetLife India Insurance Co Ltd.

26.Dr. A. Didar Singh, Secretary General, FICCI

27.Ms. Jyoti Vij, Deputy Secretary General, FICCI

28.Ms. Nirupama Soundararajan, Additional Director dedm Lead-Financial Sector
Division, FICCI

29.Shri Prem Chandra Shukla (Ex Council Member)

30. Shri R.K.Elango (Member, Standing Committee & Exsgtdent, 11ISLA)

31. Shri Ashok Kumar (Member, Standing Committee & Eeci@tary, I1ISLA)

32. Shri Lalit Gupta (Ex-Council Member, I1ISLA )

33.Shri J.L.Tiku (Ex-Council Member, IIISLA )

34.Shri V.Manickam, Secretary General

35. Shri Sandeep Bakhshi, CEO, ICICI Prudential lifsurance Company

36. Shri Arijit Basu, CEO, SBI Life Insurance Company

37.Shri K.S.Gopalakrishnan, CEO, Aegon Religare lifeurance Company

38. Shri Sandeep Ghosh, CEO, Bharti-AXA life Insurag@mpany

39. Shri Anup Rau, CEO, Reliance life

40.Shri M. Ramaprasad, Chairman, General InsurancedigMumbai)

41.Shri R. Chandrasekaran, Secretary General, Gelmstaince Council
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42.Shri G. Srinivasan, Chairman-cum-Managing Direchew India Assurance Co.
Ltd.

43.Shri Bhargav Dasgupta, MD & CEO, ICICI Lombard nméeal Insurance Co. Ltd.

44.Shri S.S. Gopalarathnam, MD & CEO, Cholamandalar8 Kaeneral Insurance Co.
Ltd

45, Shri Antony Jacob, CEO, Apollo Munich Health unsnce Co. Ltd.

46.Shri S.K.Roy, Chairman, Life Insurance Corporation

47.Shri G.Srinivasan, Chairman, New India Assurancel@h

48. Shri A.V.Girija Kumar, CMD, National Insurance Qdd.

49. Shri Milind Kharat, CMD, United India Insurance Qdd

50. Shri A.K.Saxena, CMD, Oriental Insurance Co. Ltd.
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Annexure |l

Note on the Insurance Laws (Amendment) Bill, 2008

Derek O'Brien, MP
Dated 3° December, 2014

Section 2(7A)(b) of the Insurance Act 1938 provides the foreign joint venture
partner in an Indian Insurance Company to holdoupa% equity stake. One of the principal
objectives of the amendment Bill is to raise foregguity participation in Indian insurance
companies from the existing level of 26% to 49%.

The government has argued before us that Indianes af the largest insurance
markets in the world with one of the lowest inswemenetration and density and that this
vast potential remains untapped. An increase ieidor shareholding limit will facilitate
investment and growth in the insurance sector, avgrural insurance penetration and build
a more balanced product portfolio which will behefie people of Indialmplicit in this
logic is the assertion that the Indian partners imsurance ventures—both in the life
insurance and general insurance —do not have theoarces to invest in the expansion of
the business

The stance of the Government is no different frofmat in the year 2000 when the
Insurance sector was opened up for the private sectt was hoped that it will provide
better insurance coverage and will help build longerm resources for financing
infrastructure in the country.

The then Finance Minister had stated in Parliantbat allowing FDI will help
improve insurance coverage in the country.

“We have kept it because we want technology to ecomto this country in this

sector...Mr. Deputy-Speaker, Sir, the world has peeged. There are all kinds of
insurance products which are being marketed irouarcountries of the world, which
are unfortunately not yet available in India. lbig belief that with this opening up, it
will be possible for those insurance products tmeaup in this country and provide
both depth and weight to the market...through a laggverage in the insurance
sector, it is possible to cover a larger segmenthef population through health
insurance”

Fourteen years ago, FDI was sold to us as the pantar all the problems of India’s
insurance sector. Once more we’re being told thaeasing FDI will solve all our problems.
But what has happened in the last fourteen yelavg®? address all of the claims about the
benefit accrued from FDI one by onla the last fourteen years only Rs 7,818 cror&s h
come in as FDI. LIC’s contribution of dividend toet government in the last year was alone
was Rs 1400 crores. These are numbers we should ikeenind as we contemplate
increasing the FDI cap.

l. Insurance Penetration

Let me address the big issue of insurance permirétst.

= According to data made available us to by the Migj insurance penetration in
India has hardly improved over the last fourteeargaNe've gone from 2.71% in
2001 to only 3.9% in 2013The Ministry of Finance has itself admitted to ubat
there is no direct correlation between FDI and insance penetration.[Office
memorandum dated November 7, 2014].



If there is no direct correlation, why is the gawaent pushing FDI as the lone
solution to low insurance penetration? Should we Im® looking for an answer
elsewhere, in other regulatory mechanisms in teerance sector?

Technology

The other stated advantage is, of @uexhnology.

The government has stated that 49% FDI will bringactuarial expertise, system
support, investment support and other functionglpsu. We live in an open,
globalised world. Is this technology so superi@ttive cannot absorb and apply it on
our own initiative? Are these services unavaildblas at 26%?

That FDI is not essential for improving technolagyd competitiveness is established
by the performance of LIC which has raised its tedhgical standards through in-
house development of IT.

LIC’s performance in claims and settlement is thstln the world.

The efficacy of FDI as a catalyst depends onetktent to which the technology and
know-how it contributes are assimilated and disgersn the economy. Optimum
level of FDI could then be defined as that leveFdfl which maximises social rates
of return. Social rates of return to FDI would b&action of not only the quality of
FDI, signified by the nature and extent of owngushdvantages possessed by the
foreign firms but also the ability of local managarh and labour to assimilate the
technology and know-how.

Our focus should be on improvement in investnemtironment and the functioning
of markets. This will result in efficient overafivestment and more capital inflow.

Investments in infrastructure

One reason for allowing greater FDI is the promdfegreater investment in
infrastructure.

Our experience shows that opening up the insuraemor has only given us
increased investment in ULIPs and the stock maikes. total investments of private
life insurance companies are Rs 3,41,902 croiis.vitorth noting that 66.7% of these
funds amounting to Rs 2,28,184 crore are from limked insurance plans and major
portion of this has been invested in the equity ket Their investment in

infrastructure is only Rs 60,000 crore, which idyoB5% of what they invest in

ULIPs.

Compare this with LIC which has invested Rs 1402,crore, of which only 8% is
invested in ULIPS.

ULIP are totally stock market focussed and the wfieation of funds for
infrastructure investment is at a very low levet &result there is no social security
or security of savings.

The government has failed to give us any convindata that 26% FDI has led to
greater investment in infrastructure or that insneg it to 49% will lead to a greater
percentage of funds being invested in infrastructur



V. Performance of FDI at 26%

To sum up, the goals of privatising insurance diawing FDI at 26% have not been
met:

no significant spurt in insurance coverage

product portfolios of public sector insurers asegood as the private sector
private sector investments are in high risk sées

public sector insurers continue to be major &twes in public infrastructure

Government officials have repeatedly asserted bef how important FDI is for the
insurance sector. But merely making an assertiotinough. They have failed to establish
that increasing Foreign Direct Investment in theunance sector is jre-requisitefor the
continued growth and development of the sectacbgnise that need for additional funds in
the insurance sector but am constrained to notethlgustification provided for relying on
foreign equity capital to meet this end has nonhbmsvincing.

The government has made no better case beforeausittihad made before the Standing
Committee under Mr. Yashwant Sinha in 2011 andhltdzelp but agree with the conclusion
of the Standing Committee, which | quote -

“Also, the public sector general insurers have ergsed confidence in raising the
capital projected as required by IRDA, and as pketMinistry®“s submission to the

Committee, the double digit growth of the Indian darance sector could be
maintained during the global financial crisis of 2B, because 74% of the paid-up
equity capital was held by Indian promoters and gnR6% by the foreign

promoters’, which reduced the demands on the foreign proraoter

The Committee would, therefore, consider it prudetd seriously pursue the
alternate route of tapping the market for raisinghé capital required for the
sustenance and growth of the sectéormulating the rules / regulations for enabling
the companies to tap the domestic market, combivithd the other capital raising
options proposed to be made available in termshefamendment proposals of the
Bill, would, in the opinion of the Committee hetpnneeting the growth needs of the
sector.”

V. | have addressed the three major advantages wedea Iold will accrue from
increasing the FDI cap. Let me now come to thesre$sociated with increasing FDI
which are more obvious and immediate.

= The recent global recession has seen the world’sgést Insurance companies
collap=e. Increase in FDI will only lead tmore speculative investment and will open
us up to instabilities in international markets wtlh we have so far been insulated
from.

= Insurance is, by definition, a long-term affaldnlike most other products, an
insurance policy that is “sold” today does not rdsin immediate tangible gains to
the buyer. The test of the efficacy of an insuranpeoduct happens only when the
policy matures or the purchaser makes a claim basedthe policy.Thus, the price
of the policy is only one of the factors a prospectpurchaser considers when
evaluating sellersThe “track record” of an insurance company is ond the most
critical factors that a prospective customer consid before buying an insurance

policy.



VI.

Last year (2013-14), the LIC enjoyed a 75 per aceatket share of the total first
premium earnings mobilised by all the insurers e dife insurance business,
amounting to Rs.90,000 crorA. notable feature of life insurance policies sold/ b
private insurers is that about 80 per cent of theligies are unit-linked, implying
that returns to the investor are closely tied teetperformance of the stock markets,
surely not the idea of insurance for an average lad.

But even more striking was the fact that lasdarythe LIC had a market share of
more than 84 per cent of all the life insuranceqgoes sold in India, implying that the
average ticket of the policies it sold was smatihan those of its private sector rivals.
Average annual premium for policy issued by privatsurers is about Rs 60,000
compared to Rs 9000 by LIC. Thus, LIC was moreatiffe in widening the reach of
life insurance in the country.

LIC settles 90.86% of its claims, while the privaector repudiates about 11%. LIC
has a lapsation ratio of only 5%, compared to 4% 05 private insurers.

The impact of increasing FDI to 49%

We are told that we expect Rs 26,950 crores as kblthe next 5 years if we
increase the cap. How is this going to happen if'veeonly received 8000 crores in
the last fourteen years? How are we going to getrenthan 3 times of what we have
received in the last fourteen years in the nextefiyears?

IRDA has worked out the capital requirements ad®s00 crores in the next 5 years.
They have assumed a GDP growth rate of 7% per anand life insurance
penetration of 6% from the current 3.17%. [Officemo, Ministry of Finance,
November 7, 2014]

Let me repeat this. To arrive at the capital regament, IRDA has assumed that
insurance penetration will increase by 3% in thexies years. In the last fourteen
years, insurance penetration has increased lessntli®o. They are assuming an
increase of 3% in the next five years. Are thesalmers even realistic?

In its Office memo dated 210ctober, 2014 the Ministry of Finance states :

“..the amount raised by capital markets last yea0X2-13) is nearly double the
amount required by the insurance companies oventhe 5 yearsThe capital will
be difficult to raise from the capital markets ginehat the insurance companies are
expected to show losses for the next 5 years. Tioeeeit may be difficult to attract
investors who invest in loss making compariies

It may be difficult to attract investors who invastloss making companies. Then
how are these estimates of expected FDI inflow dparrived at?Why would a
foreign investor want to invest in these companidd8w is the IRDA projecting a
3% insurance penetration increase in the next 5 yeavhen these companies are
expected to make losses

Indian ownership and contral The government has taken great pains to assure us
that the proposed increase of foreign investo@kestto 49 per cent will not enable
them to control the Indian joint venture.



VII.

My question then is why would they bring in moregital if they cannot have a
greater say? Add to this the fact that these comipanare claimed to be loss

making.

It is widely apprehended that the proposed increase-DI is meant to allow the
Indian entities to liquidate a portion of their sk® and earn profits that would be
several multiples of their original investment

When we asked the Ministry about the impact ofvailhy 49% FDI, this was the
response. | quote from the Ministry of Finance’sicaf Memorandum dated October
10, 2014 —

“While we have not done any specific analysis of tiaential impact of allowing
an increase in FDI various industry sourcebave estimated an inflow of Rs 50 — 55
thousand crores over the next ten years. Howeviet, will depend on the conditions
subject to which the increase in the FDI limit wibhe allowed

While we have not done any specific analysi&m | to understand that India will
increase the FDI cap to 49% and open itself uphw risks of vagaries in the
international markets without the Ministry havingng@ any specific analysis. Is this
committee supposed to make a decision on the lmiss®ome fndustry source$
whose names and credibility is unknown to us? Fatbglly submit that | cannot
condone and become part of this cavalier appraatdwmaking.

Indian Insurers are fund starved

The argument that Indian insurance ventures argestaf capital is belied by other
data, which do not reveal a clear relationship kbetwtheir capital base and the extent
of their business.

For instance, the private insurance company Bajigrce had a total capital base
(including reserves) of Rs.4,844 crore at the ehMarch 2013; it earned Rs.6,893
crore through the sale of premiums during the ymaplying that its earnings were
1.42 times its capital base.

Now, compare the Bajaj Alliance case with that dfaBati AXA, which earned
Rs.745 crore as premiums but had a capital baabrafst Rs.2,000 crore in the same
year.

HDFC Standard, with a capital base of only Rs.2,2f@te, earned more than five
times its capital base during the same year.

These three cases illustrate that an expansiorh®fchpital base of insurance
companies does not automatically result in an esiparof business

Insurance, unlike manufacturing, is not heavilyitdpntensive.Witnesses before
this committee (unions) have told us that the bindifactor hindering the growth of
the Indian insurance industry is not the shortaged eapital but the regulatory
framework which has been set too tightly and rigrdlt has been argued before us
that it is the high solvency margins, which havéb@eately been set high to require
high capital infusion, that are impeding the growtithe insurance sector.



= The Annual Report of IRDA states that in 2012-13feli insurance companies
reported a net profit of Rs 6948 crore up from R873 crore in 2011-12. 6 out of 23
private companies have reported profits. 5 of thdmave paid dividends of Rs
1155.95 crore to the shareholders in 2012-1183 these circumstances, it is difficult to
believe that the low capital base of companiesoiglihg back the Indian insurance
sector.

VIII. On Foreign Institutional Investors

= On the issue of Flls, | want to quote from the G#fMemorandum of the Ministry of
Finance dated November 7, 2014.

“IPOs may not be the best route for raising capitathe insurance sector, which are
substantially subscribed to by Flls and Financiastitutions, as Flis face contrainsts
by way of sectoral foreign equity caps etc and mfamncial institutions like banks
have already tied up with existing insurance conpai

= | find an inherent inconsistency in the Ministrgtand where on the one hand it says
that FlIs are not the best option for the Insuraindeistry but on the other hand it is
making provisions for FllIs to invest in insuranoehis Bill.

There is obvious internal confusion the governneestand. The ministry’s responses reveal
a blind determination to bring in FDI and to jugtiat it any cost, even at the risk of
contradicting itself.

For all these reasons, in addition to those adtedl by the Standing Committee, that | am
opposed to Clause 3(iv) and related clauses oBillis

Nobel laureate economists like Joseph Stiglitz hzugioned against excessive dependence
on foreign capital and have advised leveragingdtiraestic savings for the development and
growth of the economy. This is what the Standingn@uttee also recommended and is
something we should give greater thought to rathen employing the shortcut method of
FDI whose efficacy is unknown to us.

Sd/-
Derek O'Brien, MP



Note on the Insurance Laws (Amendment) Bill, 2008

Derek O'Brien, MP
Dated 8" December, 2014

CLAUSE 3—INCREASING FDI T0 49%

. Substantive recommendations towards the Bill

FDI Cap at 49%

As discussed before this committee, the objectieesvhich FDI was
raised to 26% in 2000 have not been met. The lagguathis Bill does
not ensure that the objective of increasing investis in insurance and
increasing insurance penetration will be met.

There is a widespread apprehension that the prdposeease in FDI
will allow Indian entities to liquidate a portiorf their stake and earn
profits that would be several multiples of theirigaral investment,
without any fresh capital flowing into the insurarsector.

The BIill does not address this possibility and $thobe modified
accordingly.

Foreign Institutional Investors (FIIs)
Portfolio Investments are different from FDI, arrd governed by the FPI

policy
This Bill conflates FDI and FPI and sets a com@os#p.

Portfolio investments can be liquidated and repsd very quickly.
They can cause serious instability in the economy.

The words “including portfolio investors” should lakeleted from the
Bill.

Indian Ownership and Control

The explanation defining “control” (pg 34) is rediamt as the FDI Policy
and the Companies Act already suitably define it.

Bill should state “ownership and control as defined in the Companies
Act’

In a situation where the Indian shareholding (51€@plit across various
entities, the Indian shareholders will need toaagtoup to exercise rights



associated with control against the foreign shddsinipwho may well be
the largest single shareholder (49%).

Consider possibility of mismanagement of these aomgs, extensive
litigation.

. Suggestions towards the content and lanquage of tReport

Increasing the FDI cap is the most contested asyette Bill, and it is
the duty of the Committee to paint a complete petd he draft report
presents a one-sided account, which may be misigadi

Insurance penetratio®While the report (pg 33) mentions the increase in
the number of insurance companies from 2000 anghwth rate in the
Insurance sector, it completely omits the fact thatirance penetration
has increased only by 1% in the last fourteen years

Insurance penetration is a more appropriate inolicat the performance
of FDI when compared to the growth rate of insueacempanies, which
reveals no information about how people have b#gadfi

Capital RequiremenfThe Standing Committee has noted that the capital
requirement of Rs 60-66,000 crores for the Inswra®ector was only a
general estimate and not very accurate

Where this Committee notes that the capital requerg is Rs 55,000
crores (pg 33) in the next five years, it must jmlevthe basis for these
estimates.

Other omissions from the Report

- Data suggesting the lack of relationship betweepitalabase and
profitability of insurance companies

- Investment patters of private insurers — likelytthay fresh capital
will become invested in ULIPs.

- High rates of policy repudiation in the privateteec

- The quantum of FDI that has come in since 2000

CLAUSE 48 — REGULATION OF PAYMENT OF COMMISSION FOR
PROCURING BUSINESS

The proviso suggested is vague and unclear, doesreate a binding
duty on the IRDA, nor guarantees the rights of é&genany manner. The
recommendation should be made without suggestiacatidition of the
proviso to the Bill.



“Provided that while making regulations under Secé®(1) and 40(2)
of the Act, IRDA shall take into account the ing¢seof the agents and
other intermediaries concerned.”

CLAUSE 21 —-MAINTENANCE OF RECORDS OF POLICIES

» Along with maintenance of records, the Clause meguthat records of

policies and claims be displayed on the websith@insurer as well.
IRDA had raised a valid concern about the privatyhe policy holder,
especially in matters of heath insurance etc. IRi2dommended the
deletion of the expression ‘and displayed on thbsie” from the clause.

Committee should recommend accordingly.

Sd/-
Derek O'Brien, MP
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Shri Rakesh Naithani -
Shri Rajendra Tiwari -
Shri Goutam Kumar -
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Joint Secretary
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Deputy Director
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Committee Officer

2. At the outset, the Chairman welcomed the Memtzetke first meeting of the
Select Committee, constituted to consider the bste Laws (Amendment) Bill,
2008. He informed the Members that this introductmeeting has been convened to
broadly consult the Members to draw up a scheduteraethodology to accomplish
the task of submitting Report on the aforesaid, Byl the last day of first week of the
ensuing winter session of Parliament, which isljyike commence from the third
week of November. He further informed that a seviemeetings would be required to
be held, so that by the first week of November, dnafting of the report and its

adoption can be completed.

3. The Chairman also stated that on perusal oddoeiments circulated by the

Secretariat, the proposed hike in the FDI limiirisurance sector from 26% to 49%
seemed to be the main reason for referring iti$kelect Committee and hoped that a
mutually acceptable consensus would be arrivedydahé® Committee. He suggested

that a Press Communiqué in

this regard may be dssue invite



views/comments/suggestions from experts, stakelold® others. He further
proposed that the views of the Secretaries of tepafiments of Financial Services
and the Legislative Department and some individaeggnizations may be heard in
the next sitting of the Committee.

4. Some of the Members stated that in view of gsembly by-elections in some
states scheduled on"1%eptember, it may be difficult for them to attehd meeting
of the Select Committee if it is fixed for the datgor to 13" September. On the
suggestion of holding meetings continuously for ways, majority of the Members
were of the view that meetings could be held onneviday of the week in the
month of September, so that they can schedule pinegrammes accordingly. Some
Member opined that if need be, an extension of fioneéhe submission of the Report
may be sought, though some Members were againstutiigestion as they desired to
complete the assigned task within the stipulate tiSome Members desired to have
a list of stakeholders and a brief summary on tiledBtailing the amendments, so
that they may make suggestions in this regard. bk tabled his views/comments
and a list of witnesses who can be heard by the mitiee. Some Members also
desired that the Committee may visit some plagescially Mumbai and Kolkata, to
hear the views of stakeholders.

5. Summarising the discussion, the Chairman sthi@cthe Bill has already gone
through a detailed process of examination by tren@nhg Committee on Finance,
with wide ranging discussions with almost all tli@keholders. He therefore desired
that instead of starting from the very beginninge Members may go through the
Finance Committee Report, the Bill itself and theeadments tabled so as to arrive at
a decision as regards the stakeholders to be hElaedChairman emphasized that the
Committee was morally bound to present the Repdtiinvthe stipulated time and
therefore, the number of meetings, stakeholdeth@mplaces to be visited would be
decided keeping in view the time factor. He furtstated that there are already 99
amendments passed by the Cabinet, proposed to rbedcaut in this Bill and
therefore only minor changes are required in tlesgmt Bill. The Chairman therefore
suggested that the Committee may not insist onirigeait! the stakeholders who had
been heard before by the Committee on Finance Chimemittee thereafter decided to
issue a Press Release inviting suggestions frorihalktakeholders and directed the
Secretariat to do the needful in the matter ay earlpossible. A broad consensus was
also arrived at that full-day meetings may bedheh the 19, 19" and 26
September, 2014.

6. A verbatim record of the proceedings of the meetvag kept.

7. The meeting, thereafter, adjourned at 3:55 p.m.
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2. At the outset, the Chairman welcomed the Membatsinformed them

of the agenda for the day i.e. recording of oratlences of the Secretaries of
the Departments of Financial Services (MinistryFiiance), Industrial Policy
& Promotion (Ministry of Commerce and Industry) doelgislative Department
(Ministry of Law & Justice) and the representatofethe Ministry of Corporate
Affairs. The Chairman also informed that the Conteaitwould also hear the



views of the representatives of the General InssgaDouncil and the Public
Sector Insurance Companies in the afternoon session

3. The Chairman then welcomed the representatifesh® aforesaid
Departments and informed that the proposed hikehen FDI limit in the
insurance sector to 49% from the present 26%, bssidher issues, was the
main reason behind referring it to the Committebe Tepresentatives were
thereafter requested to share their views/suggesta the Bill.

3.1 The representative of the Department of Firsr®ervices informed that
the Law Commission had examined the Insurance A@88 and Insurance
Regulatory and Development Act, 1999 and submited 90" Report to the
Government in June, 2004. The K.P. Narasimhan Cdmeeniset up by the
IRDA to examine the recommendations of aforesgmbnte submitted its report
to IRDA in July, 2005. Based on the recommendatmfrthe Law Commission,
Narasimhan Committee and the IRDA and after disonsamongst the Group
of Ministers (GoM), the Insurance Laws (AmendmeBit), 2008 to amend the
Insurance Act, 1938, General Insurance BusinessigiNdisation) Act, 1972
and IRDA Act, 1999 was introduced in Rajya Sabh@®atember, 2008. The
Bill was referred to the Standing Committee on Roe which submitted its
report in December, 2011 and based on its recomatiemd, the Cabinet
approved 99 amendments. A key recommendation o€tdmmittee which was
rejected by the Government related to the Committéew that foreign equity
cap should be retained at 26% and not be raisé8%a The Bill has now again
been referred to a Select Committee of the Rajyah&an August, 2014 for
examination and report. The representatives alglalighted the salient features
of the Bill.

3.2  The Department of Financial Servises furthgiared that the rationale
behind increasing the FDI limit to 49% is that tlmsurance Companies are
regulated by stringent solvency norms and contislyowequire additional
capital for growth, which partly get invested inykgectors like infrastructure.
The IRDA has estimated that the additional capi@duirements of the
insurance sector is Rs. 55,000 crore (Rs.44,50@<1or the life sector and Rs.
10,500 crores for the non-life sector) over thetriwe years and the domestic
sources may be limited. Further, it was stated tthetfforeign equity potentially
enables transfer of technical know how and bettestamer service through
iImproved practices and competitive pressure. Tbhé d&lowed in Insurance
sector in other countries, the sectoral FDI lineixssting in the country for other
sectors and the key provisions proposed in thef@ilsafeguarding the interests
of the policy-holders were also highlighted. Givirgpecific instances of
guantum of FDI in different countries, the Depanmtneubmitted that it was 100
percent in Japan, South Korea, Hong Kong; 80 pérremndonesia and 50
percent in China. Some Members questioned the girojes made by the IRDA
as regards the capital requirement of Rs. 55,006@sr

3.3 In reply to a query of some Members, the Saoet, Departments of
Financial Services (DFS) and the Industrial PoBc¥romotion (DIPP), stated
that the concept of ‘ownership and control’ as aeomd in the BIll, is



prescribed in the existing FDI Policy and is in sonance with the Companies
Act. However, the Members were of the opinion tihat definition should be a
part of the statute itself and not of the guiddifimed by the executive. The
representative of the DIPP clarified that the Igvof the FDI are not prescribed
through Acts in any sector and government has ase@ the FDI limits for
Defence and Railways and similar is the case with Ihsurance sector. The
Secretary, Department of Financial Services expigithe importance of the
proposed raise in FDI limit in insurance sectotestahat after the opening up of
the insurance sector in 1999, 53 companies aremitgperating, out of which
45 are in the private and 8 in the public sectart 6f the 45 companies, 38
companies are in joint venture with foreign parsnand out of the total capital
of Rs. 25,000 crore in the life sector, Rs 6000rens foreign capital, as it
cannot go beyond this limit due to the presentafap6 percent. In the non-life
sector too, the foreign capital is touching the @&cent limit, which points
towards the fact that the sector is not growing tduack of capital.

3.4  The Secretary, Department of Financial Senatss pointed out that the
total percentage of insurance FDI is hardly oneqmarof the total FDI which is
coming into the country and presently, only 33%haf population is covered by
life insurance. On a specific query of a Membee, 8ecretary, DIPP informed
that Japan accounts for 34 percent of the inflawghe insurance sector, while
USA, Germany and UK account for 11.33, 11 and 10ey of the FDI inflows
respectively and most of the insurance companielapén are keen to invest if
the FDI limit is raised.

4. In the afternoon session, the Committee hearddpresentatives of the
General Insurance Council (GIC). The representativihe GIC explained the
role of the GIC in the insurance industry. Thereafone of the representatives
of the Health—insurance sector refered to the @lal®2), which states “No
person shall act as an insurance agent for more dha life insurer and one
general insurer or one health insurer”. He poiraad that more than 20 lakh
agents will not be available for stand-alone Hedltsurance Companies
because the agents would choose to be in the bderdnce and General
Insurance as there are many more products forgletsto sell as compared to
the stand-alone health insurance sector. He therefieggested that the words
“or one health insurer”, should be replaced witinédife insurer, one general
insurer and one health insurer”, which means tHabfathese 20 lakh agents
could be available for health insurance distributio

4.1 In reply to a query of a Member, as regardsfigaability of capital, a
representative of the GIC stated that it shouldelfteto the insurance company
to decide whether they need FDI or list the compang get foreign portfolio
investors. On the technology front, the represaemanformed that the industry
has progressed substantially in the last few ygatbe Indian companies and
the companies with foreign tie-ups, the insuraresg#a is at a global level. As
regards the relation between FDI and penetratiom,répresentative informed
that in the last 13 years, since the privatizatbnthe insurance sector and the
cap of 26 percent, the General Insurance indusasy drown from Rs. 9,700
crores to
Rs. 80,000 crores. So there has been substantiattgand the fact that 20 odd



companies have come into the market, in additiontite public sector

companies, itself has really resulted into a deppeetration. He also informed
that as per the IRDA guidelines, a total of forntyef percent of the insurance
sector’s investments for investment in the couniyt, of which 30 percent has
to be invested in Government securities, 5 peritehbusing and 10 percent in
infrastructure, thus it in a way is an investmentthe country. Further, when
there is competition, prices are naturally keptarmcheck, which benefits the
consumer. The Committee also suggested that ipriygosed increase in the
FDI or foreign companies coming in, there shouldsbee fencing regulations
to secure the Indian premium and liabilities.

5. During the last session of the day, the Commitieeard the
representatives of the Public Sector Insurance @omep. The representative of
the Life Insurance Corporation (LIC) inter-alia gave his suggestions on
the Clause 48 regarding beneficial and collectoninee; clause 52 regarding
fine on a insurer for appointing an ineligible p@rsas an agent and clause 56 &
58 regarding definition of an agent. As regardingéase in the FDI limit, the
LIC representative stated that if more foreign tapmomes into the industry, it
would benefit the life insurance industry as a whahd past experience has
proven that LIC has done better in the face of catitipn. On a query of a
Member, the LIC representative stated that LIC besn a front-runner in the
use of technology and is the second entity to us@frame computers.

8. A verbatim record of the proceedings of the meetvag kept.

9. The meeting, thereafter, adjourned at 4.17 p.m.
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2. At the outset, the Chairman welcomed the Membatsinformed them
about the agenda for the day i.e. recording of awidences of the
representatives of the private sector insurance paoms and employees
associations in insurance sector.

3. The Chairman then welcomed the representatiVdbeoprivate sector
insurance companies stating that the hike in theliiiX in the insurance sector
to 49% from the present 26%, besides a host of idbaes was the main reason
behind referring the Bill to the Select Committ@éne representatives were
thereafter requested to share their views/suggesta the Bill.

3.1 The representatives of the private sector arszg@ companies touched
upon the reasons they considered as importantaising the FDI limit from
26% to 49%, mainly the need to provide adequatéatap the form of equity
for increasing the insurance penetration in thenttygu The private sector
representatives also stressed upon the enhancsihiptysof better technology
availability and access to global reinsurance ntdslgancreasing the FDI limit.
Allowing Lloyds to set up a base in the country wésd as a positive step in
this direction. The representatives also stressmah uhe need to reduce the



penalty provisions in case of any omission beingimitted by the insurance
agents of the respective companies. The represadatlso cited the need for
foreign capital in view of the long gestation pelriaf the

Insurance industry and the ability to sustain lesk® long period. Exposing
foreign capital to a low return industry in plack szarce Indian capital was
cited as a better option. The private sector remtasives also touched upon the
nature of the General Insurance Industry and howiffered from the Life
Insurance business in terms of return on capitglleyed, market penetration
and also the ratio of equity to premium chargednfrctonsumers. They also
stressed upon the need to further enhance theif2lih future course of time
to make the insurance sector more attractive &idarinvestor.

3.2 The FDI allowed in Insurance sector in othaintdes, the sectoral FDI
limits existing in the country for other sectorgdahe key provisions proposed
in the BIll for safeguarding the interests of theligyholders were also
highlighted. Some Members raised queries on theessighlighted and were
responded to by the private sector representatives.

4. In the afternoon session, the Chairman welcothedepresentatives of
the employees associations of insurance sector gavé a brief on the
background leading to the constitution of the Semmmittee. The Chairman
invited the representatives to present their viewse representatives of the
employees associations and brokers association wea®imous in their
opposition to the need for enhancing the FDI limtiey further gave a detailed
historical perspective of the growth trajectorytbé public sector insurance
companies and gave a comparative picture of theanse industry prior and
post allowance of FDI. They touched upon the pgegkidemerits of allowing
enhanced FDI in the insurance sector. They aldwoedéed upon the unethical
practices leading to policy lapses in case of peis&ctor insurance companies.
4.1  Further, the agents association touched up®mvdhious clauses in the
Bill which were against their interests like tragrsbf commission on death of
an agent, allowing agents to function for differersurance companiesz life,
general and health. They suggested amendmentsvtedetions pertaining to
the Insurance Act, 1938z sections 40, 40A, 44 and Sile clause nos. 48, 49,
57 and 58 of the instant Bill.

4.2 Some Members raised queries on these issuessa@mght detailed
written clarifications from the representative bktDepartment of Financial
Services.

5. The Committee thereafter unanimously decidedidit Mumbai to hear
the representatives of SEBI, IRDA and other staleldrs/subject experts on
16" and 1% October, 2014 and authorized its Chairman to sdek’ble
Chairman’s permission for the proposed visit. Theai@nan directed the
Secretariat to process the tour arrangements ontgrbasis.

6. The Committee then decided the next date for thengi of the
Committee as Y&eptember, 2014.



7. A verbatim record of the proceedings of the meetvag kept.

8. The meeting adjourned at 4.05 p.m.
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2. At the outset, the Chairman welcomed the Memaedsinformed them

about the agenda for the day i.e. recording of aaidences of the
representatives of the Confederation of Indian &ugCll), Federation of
Indian Chambers of Commerce and Industry (FICOMNdidn Institute of
Insurance Surveyors & Loss Assessors (IIISLA) anfé Insurance Council
(LIC).

3. The Chairman then welcomed the representativéeedCll and FICCI
stating that the hike in the FDI limit in the inance sector to 49% from the
present 26%, besides other issues was the maionrdmhind referring the
Bill to the Select Committee. The representativesenthereafter requested to
share their views/suggestions on the Bill.

3.1 The representatives gave their views on thewsusections of the Bill
under consideration. Referring to Section 40B ad@ 4f the Bill, regarding
the limits on expenses of the management, the septatives stated that the
IRDA may prescribe the limits on the expenses @& thanagement of an
insurer, after considering the size and age ofinbkarer. As regards Section
45, pertaining to calling in question a policy tve grounds of mis-statement
after two years, they stated that the provisiongxasting in the current Act
may be retained, however the period may be inctce&sdhree years. The
representative also referred to the increase imtquaof fines under Sections
102, 103, 104, 105 and 105B and stated that itnieasonably high. As
regards Section 42(5), the representative felt thatinsurer should not be
held responsible if the fraud is committed by aerdagvithout the knowledge
of the insurer. They also felt that life insuranskould include health
insurance and accidental death insurance and the $ection 2 sub-
section6(c) should clarify this. As regards Secti@¥B regarding power to
restrict payment of excessive remuneration, théyttiat IRDA should decide
the renumeration in case it is felt that it is dogortionate. They also
suggested on the constitution of the Executive Cibwi the Life Insurance
Council under Section64F and felt that there was@ed to specify various
categories of stakeholders. On the definition ohtcol’ under Clause3 of the
Amendment Bill, they stated that it should mean tadnby the Indian
shareholders and have the meaning assigned tatieb@ompanies Act, 2013.
They also pointed out that as per the Section 80fGhe Income Tax Act,
insurance premiums have been clubbed with shart fexed deposits for the
rebates. However, insurance being separate fromgsvhey should atleast
be treated at par with the long term savings.

3.2 On a query by the Committee as to how the asmén FDI limit would

translate into additional competition and more comsr choice, the
representative explained that consumer protectiohtlae intention of making
the consumer more secure is embedded in the Att itsle further stated that



presently there are 24 companies in the sectorghwisi expected to increase
further with the increase in FDI limit, ensuringngpetition and offering good
consumer choice. On the issue of rural penetratioe representative
explained that as per statutory requirements, eeergpany which is given
license is required to have a certain proportiotpolicies specifically for
the rural sector and presently about 20 percemtheipolicies and 70 percent
offices are in the rural segment. As regards chpiémuirements, the
representative stated that as compared to the othumtries, Indian rules are
very conservative and require the companies to holwte capital than
required and hence there is a need for capitalighré-DI route.

4. The Chairman then welcomed the representativdgedndian Institute
of Insurance Surveyors and Loss Assessors stdtagtihe hike in the FDI
limit in the insurance sector to 49% from the prés#6%, besides a host of
other issues was the main reason behind refertuegBill to the Select
Committee. The representatives were thereafter estqd to share their
views/suggestions on the Bill.

4.1 The representatives pointed to the proposedn@ment in Section
64UM of the Insurance Act, in the present Insuradmees (Amendment) Bill,
2008, under Clause 86 and its implications on comsuinterest. They
submitted that Sub-sections(2), (3), (4), and {Gpection 64UM have been
deleted in the amended Bill. They stated that asSpé-Section (2) there is a
mandatory requirement to assess the loss by apendent person who has
been licensed by the IRDA. Further Sub-section €&)powers the authority
to call for an independent surveyor report, in cafsany dispute in settlement
of claim between the insured and the insurer atichalely, the IRDA can
appoint an independent surveyor and obtain a refati-section (4) says that
based on sub-section (3), the report obtained WyAlRthe IRDA has the
power to direct the insurer to settle the claim #mel insurance company is
bound to settle the claim. While Sub-section (§sghat payment of surveyor
fee has to go only to the surveyor who has dedh thie claim. He stated that
all these mandatory provisions have been taken awape new Bill and
suggested that these provisions should be retai@d.a query by the
Committee as to how these provisions were deletedrepresentative of the
Department of Financial Services stated that wihiégsse provisions have been
removed and would be included in the regulationsleanthe Act. The
Committee also decided to seek a written submissidhis regard from the
Department explaining the reasons for the deletions

5. The Chairman then invited the representativeshefLife Insurance
Council to present their views/suggestions on thiesBecifically on the issue
of increase in FDI limit

5.1 The representative highlighted six points befthe Committeeviz.
capital inflow with particular stress on FDI; deafian of life insurance;
penalties in the proposed amendment; acts of oomissby agents and the
proposed penalties; calling a claim into questitiarahree years and finally
the composition of the Life Insurance Council.



5.2 The representative stated that capital is reduor two reasons, firstly
at the time of sale, any product sold createstitsrsbecause the premium a
customer is paying is much less than the reseteighbeing created and the
expenses actually incurred. Secondly, a lot of egps that are incurred off-
front in building the distribution infrastructure hiring the agents, training the
agents, creating branch network etc. Hence thesinglmeeds capital support
for faster growth. He also stated that increas&n limit would bring in
foreign players who are experts in the field oé lihsurance and would bring
more expertise and more players in the insuranc®rseghus ensuring better
protection coverage for the Indian population. @@ issue of Indian control,
they suggested that a majority of resident Indiaras/ be appointed in the
Board of the companies. The representative alstedstéhat the current
proposed definition seems to exclude health insugrdrom the definition of a
life insurance, and therefore submitted that asihBSurer has the expertise to
design, decide the price and administer health ramae products, life
insurance companies should not be excluded fromriaff health insurance
products to the masses of the country. Similadyalso suggested that the life
insurers should be allowed to sell ‘accident deatly’ insurance products
which is presently prohibited.

5.3 As regards the penalties, the representatatedsthat currently, in the
Insurance Act, there are various provisions forattess which go up to five
lakh of rupees. The current Bill proposes to iaseeit to Rupees One crore
for certain violations and also it goes up to Rs.cBore for certain specific
violations. He therefore suggested that the pesalthich are being proposed
could be kept in sync with similar other financsalvices so that the penalties
are consistent and not excessively high. On thaeissf a claim being
guestioned under section 45 of the Insurance Agighwstates that within two
years of purchasing a life insurance policy, the ilnsurer can reject the claim
if there was a fraud and can actually repudiatenelager if they can
demonstrate that there has been a fraud. He dfiaé¢dhe current proposal
suggested that the right to question does not &xisthe life insurer beyond
three years. He therefore suggested that the auegphe given the right to
repudiate, if the life insurance company can dermates even in case of death
after three years, that the intent was fraudul8ome members were of the
opinion that three years is a long period for tampany to take due diligence
and detect fraud and the benefit of doubt shoulhgs go to the consumer
and not the big insurance companies.

5.4  On the issue of insurer's liability for actsloé agent, the representative
stated that in the proposed amendment, the inshidl be responsible for all
the acts and omissions of its agent, includingatiohs of code of conduct. He
pointed out that it would be very difficult for thesurance companies to
manage the acts of the agents as there are a huogenof agents all over the
country. One of the members opined that atleastesmsponsibility of the
acts of the agents should rest with the compaigsegards the constitution
of Life Insurance Council, the representative stdteat as per the proposal in
the Bill the Executive Committee of the Life Insnca Council shall consist
of four representatives of members of the Life tasge Council elected by
the members and four members will be nominatedhieyIRDA and out of
these four, one will be an eminent person and #& three will be



representing insurance agents, intermediaries aoticygholders. The

representative stated that the Council being a edyesenting the industry,
members from outside are not required. However,Gbmmittee was of the
opinion that to protect the interest of the consyntige Council must have
representations from outside the industry.

9. The Committee then decided the next date for ditng of the
Committee as TDctober, 2014.
10.

11. A verbatim record of the proceedings of the meetvag kept.

12. The meeting adjourned at 2.50 p.m.
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Representatives of Lloyd’s:
0] Ms. Rosemary Beaver, Head of International Regujaddfairs

(i)  Shri Arun Agarwal, Lloyd’s General Representatindridia

Representatives of Institute of Actuaries in India:
Shri Rajesh Dalmia, President

Representatives of Aon Global Insurance Brokers Pvi_td.:
0] Shri Sandeep Malik, CEO, ARS Asia

(i)  Shri Rakesh Malik, CEO, Aon Global Insurance Breké&wt.
Ltd.

Representatives of Deutsche Bank:
Shri Ravneetsingh Gill, MD & CEO

Representatives of Organisations and some individils
0] Shri S.B. Mathur, Former Chairman, LIC;

(i)  Ms. Mirai Chatterjee, Chairperson, National Ins@eanVvimo
Sewa Co-operative Ltd.;

(i)  Shri A.V. Nachane, General Secretary, All India LEGployees
Federation;

(iv)  Shri H Abdur Rageeb, General Secretary, Indian 1€efr
Islamic Finance; and
(v)  Shri Subhash Chandra Agrawal, RTI activist.

Representatives of Department of Financial ServiceMinistry of
Finance
Shri N. Srinivasa Rao - Director

Representatives of Legislative Department, Ministryof Law & Justice
Dr. G. Narayan Raju - Additional Secretary

2. At the outset, the Chairman welcomed the Membatsinformed them about
the agenda for the day i.e. recording of oral ewds of

organisations/institutions/individuals who have mitted their Memorandum in
response to the press release issued by the S&lathittee.

3. The Chairman thereafter welcomed the represeesaof the Lloyds’ and
requested them to share their views/suggestiornt@Bill. The representative of the
Lloyd’s appreciated the provisions in the Bill whicecognize Lloyd’s legal structure
and permit members of Lloyd’s to transact reinsceabusiness through branches in
India. However she explained that Lloyds’ itselfnist an insurer or reinsurer but a



statutory corporation, which provides a platfornd asupervises the carrying on of
insurance and reinsurance business by its menibeesMembers are not only limited
companies, Scottish Limited partnerships or UK ltadiliability partnerships but also
include individuals. Infact the members of the lds/carry on the insurance business
as members of the syndicate. They therefore regdefr clarifications on the
provisions of the Bill relating to supervision dfet branches of the foreign insurers
and suggested that in explanation under Sectiotads€ 9(d) of the Bill alongwith
Lloyd’s “and any member of Lloyd’s” may be addedieTMembers desired to know
whether the procedural modalities being followedoither countries, specifically
China would be acceptable for the Lloyds. The Uagige Department opined that a
separate inclusion in the definition is not reqdire

4. The Chairman then welcomed the representativieeoinstitute of Actuaries of
India and requested them to present their views Tépresentative stated that
presently, there is no level-playing field betwedre three companiesiz. life
insurance, general insurance and health insuramtalathe companies are operating
in health insurance. He therefore suggested aitlefirin the Act itself and allow all
the three insurance companies to act independdidyalso suggested that the three
different types of insurance should be clearly madi Regarding the aspect of
investment assets and solvency, he suggestedhibse areas should be left to the
IRDA to decide. He also pointed out that the astiessing on the financial condition
reporting of the life insurance companies, wherngds important for general and
health too. As regards Section 113 about acquisdicsurrender values, he suggested
that it should be left to the regulator as it ieatly looking into the product approvals.
They welcomed the increase in FDI limit as insueamtisiness is highly capital
intensive.

5. The Chairman then welcomed the representativbedAON Global Insurance
Brokers Pvt. Ltd. and requested them to preseirt ¥i@vs. The representative stated
that the Bill treats the insurance brokers as ersuand suggested that they be treated
more like professional services firm. He also stdtet till the FDI limit is increased
to 51%, the Indian operation of the company canbet consolidated and the
requirement that the Indian insurance company niestan Indian owned and
controlled entity would be a very challenging issoi@leal with. He suggested that at
least they should have equal management rightstiagtipint venture partner.

6. The representatives of the Deutsche Bank wedtedcapon to present their
views. The representative stated that in case Didifit is increased to 49%, about
five to seven billion dollars of FDI is expecteddome in for the infrastructure sector.
Secondly, he hoped that there would be no distsigong between FDI and Fll so that
capital can be raised from the capital marketspélated out that when FDI limit was
26%, investment was under the automatic route, kiewender the 49%, it is being
proposed that it goes via FIPB. He submitted ithaill be easier from a procedural
perspective, if it continues to be under the autanraute. As regards ownership he
stated that Indian ownership is not a deterrent @nedinsurance players globally
would accept Indian ownership provided that theritedn of Indian ownership is
very clear in the Bill.

7. The Chairman then welcomed some individuals r@miesentatives of some
organisations to present their views before the Qttee. One of the representatives



made some suggestions on the Bif. in the interest of policyholders the period of
two years during which the policy can be questionedgrounds other than fraud

should be retained; a new provision be added a@thgrthe Authority to issue such

directions as it deems fit, to specify the manmewhich the premium paid under the
policy till the date of repudiation on grounds bgpeopriated and the Bill should

specifically indicate that the provisions of thauge will apply to policies issued on
and after the date on which the Act becomes effectde also pointed out that the
LIC’s repudiation percentage is 1.1-1.3% which &ycreditable as compared to
private insurers. He also had reservations on hiférgy of the onus of proof on the

families of life assured on his death. Another espntative raised the aspect of
strengthening the micro insurance sector, whiclethe poor people in the country
and requested that the capital requirement magdbeced to enable them to grow. A
representative of the insurance employees’ federgiointed out that the private

companies bank upon unit linked business, wherangrer has no risk, while the

insured faces the risk as all the money is invested fluctuating share market.

Another representative suggested about a hybrideimafdislamic insurance existing

in the middle-east, which can bring huge investsi@nthe country.

13. A verbatim record of the proceedings of the megtias kept.

14. The meeting adjourned at 4:35 p.m.



VI
SIXTH MEETING

The Committee met &:30 P.M. on Thursday, the 2™November, 2014 in
Committee Room ‘A’, Ground Floor, Parliament Hodseexe, New Delhi.

PRESENT

1. Dr. Chandan Mitra - Chairman
MEMBERS

2 Shri V.P. Singh Badnore

3 Shri Rangasayee Ramakrishna

4 Shri Anand Sharma

5 Shri Jesudasu Seelam

6 Shri Satish Chandra Misra

7 Shri Derek O'Brien

8. Dr. V. Maitreyan

9. Prof. Ram Gopal Yadav

10 Shri P. Rajeeve

11 Shri Kalpataru Das

12 Shri Naresh Gujral

13 Shri Rajeev Chandrasekhar

SECRETARIAT
Shri M.K. Khan - Joint Secretary
Shri Rakesh Naithani - Joint Director
Shri Goutam Kumar - Assistant Director
Shri Ranajit Chakraborty -  Committee Officer
2. At the outset, some of the Members objectechéo date and timing of the

meeting. They pointed out that important legiskatbusiness was listed for discussion
in the House, besides the Business Advisory Coramilleeting scheduled in the
afternoon session and they had to attend the a@fidrésisiness. Keeping in view the
sentiments of the Members, the Chairman decidepotipone the meeting. It was
also decided to postpone the meeting schedulezBfband 29' November, 2014. The
Committee after some deliberations, decided to meethe 2° and ¥ December,
2014 to undertake clause-by-clause consideratidgheofnsurance Laws(Amendment)
Bill, 2008.

3. A verbatim record of the proceedings of the imegetvas kept.

4. The meeting, thereafter, adjourned at 3: 50 p.m.



VIl
SEVENTH MEETING

The Committee met a8:00 P.M. on Tuesday, the"®2December, 2014 in
Room No. 63, First Floor, Parliament House, NewhbDel

PRESENT

1. Dr. Chandan Mitra - Chairman
MEMBERS

2 Shri V.P. Singh Badnore

3 Shri Rangasayee Ramakrishna

4 Shri Anand Sharma

5 Shri Jesudasu Seelam

6 Shri K.C. Tyagi

7. Shri Derek O'Brien

8. Dr. V. Maitreyan

9 Shri P. Rajeeve

10 Shri Naresh Gujral

11 Shri Kalpataru Das

12 Shri Rajeev Chandrasekhar

SECRETARIAT

Shri M.K. Khan - Joint Secretary
Shri Rakesh Naithani - Joint Director

Shri Rajendra Tiwari - Joint Director

Shri Goutam Kumar - Assistant Director
Shri Ranajit Chakraborty - Committee Officer

(ix) Representatives of the Department of Financial Serses
(Ministry of Finance)

8. Shri Hasmukh Adhia - Secretary

9. Smt. Snehlata Shrivastava - Additional Secretary
10. Shri Anup Wadhawan - Joint Secretary

11. Shri Srinivasa Rao - Director

(xX) Representatives of the Legislative Department(Minitsy of Law &

Justice)
10. Dr. Sanjay Singh - Secretary
11. Dr. G. Narayanaraju - Additional Secretary
12. Shri R. Sreenivas - Deputy Legislative

Counsel



(xi) Representatives of the Department of Economic Affes
(Ministry of Finance)

Shri P.K.Bagga - Officer on Special Duty
(xii) Representatives of the IRDA

(4) Shri R.K.Nair - Member
(5) Shri Lalit Kumar - Financial Advisor

(xiii) Representative of LIC

(2) Shri S. Mohanty - Chief Legal Officer
(3) Shri M.A.Gajeria - Law Officer, LIC

(xiv) Representative of GIPSA

Shri A.K. Singhal - Chief Executive Officer

2. At the outset, the Chairman welcomed the Membgrdsthe representatives of
the Departments of Financial Services, Legislaiepartment, IRDA, LIC & GIPSA
and informed them about the agenda for the meetihg. Committee thereafter took
up clause-by-clause consideration of the Bill. G&aNos. 1 to 48 were taken up for
consideration and were adopted with modificatiomsCiause No 3 relating to the
issue of enhancement of FDI cap from 26% to 49%is Tssue was deliberated at
length. Few Members and some stakeholders appiie@ommittee that the major
reason for not increasing FDI in insurance seddhat it may not be able to increase
the penetration as expected or estimated by thei@ment, and it may be detrimental
to Indian ownership and control, which may proveisial for our national interest.
One of the Member while elaborating on this issitedcthe recommendations
contained the £1Report of the Standing Committee on Finance (20d)lon the
Insurance Laws (Amendment) Bill, 2008, wherein tl&anding Committee
recommended that the foreign equity to be kept&&b &s against the proposal of
raising to 49%. However most of the Members werlawor of raising the equity cap
in such a manner that the capital base of the &msar industry is enhanced and the
issue of ownership and control is suitably addreésse

3. The Committee also made detailed deliberationSlause 12 of the Bill which
relates to the provision for minimum paid up cdpgartaining to life, general and
health insurance business. As regards health inserahe Committee was of the
opinion thata reduction in the paid up equity capital in heaitBurance sector as
compared to the life and general insurance, wontmerage the non-serious players
to enter the field. The Committee therefore recomuhee that the minimum paid-up
equity capital may be raised to Rs. 100 crorehéaith insurance sector to ensure that
only committed players may enter this sector.

4. The rest of the Clauses upto Clause 48 and ffi@ab amendments there to
were adopted by the Committee.



5. A verbatim record of the proceedings of the imegetvas kept.

6. The meeting, thereafter, adjourned at 5:13 p.m.



VI
EIGHTH MEETING

The Committee met &:00 P.M. on Wednesday, th& ®ecember, 2014 in
Room No. 63, First Floor, Parliament House, NewhDel

PRESENT
1. Dr. Chandan Mitra - Chairman
MEMBERS
2. Shri V.P. Singh Badnore
3. Shri Rangasayee Ramakrishna
4. Shri Anand Sharma
5. Shri Jesudasu Seelam
6. Shri Satish Chandra Misra
7. Shri Derek O'Brien
8. Dr. V. Maitreyan
9. Shri P. Rajeeve
10. Shri Naresh Gujral
11. Shri Rajeev Chandrasekhar
SECRETARIAT
Shri M.K. Khan - Joint Secretary
Shri Rakesh Naithani - Joint Director
Shri Rajendra Tiwari - Joint Director
Shri Goutam Kumar - Assistant Director
Shri Ranajit Chakraborty - Committee Officer

(xv) Representatives of the Department of Financial Serses
(Ministry of Finance)

12. Shri Hasmukh Adhia - Secretary

13. Smt. Snehlata Shrivastava - Additional Secretary
14. Shri Anup Wadhawan - Joint Secretary

15. Shri Srinivasa Rao - Director

(xvi) Representatives of the Legislative Department(Minisy of Law &

Justice)
13. Dr. Sanjay Singh - Secretary
14. Dr. G. Narayanaraju - Additional Secretary
15. Shri R. Sreenivas - Deputy Legislative
Counsel

(xvii) Representatives of the Department of Economic Affes
(Ministry of Finance)

Shri P.K.Bagga - Officer on Special Duty

(xviil) Representatives of the IRDA



(6) Shri R.K.Nair - Member
(7) Shri H. Ananthakrishnan - Legal Advisor

(xix) Representative of LIC

(4) Shri S. Mohanty - Chief Legal officer
(5) Shri M.A.Gajeria - Law Officer, LIC

(xx) Representative of GIPSA

Shri A.K. Singhal - Chief Executive Officer

2. At the outset, the Chairman welcomed the Membadsthe representatives of
the Departments of Financial Services, Legislaiepartment, IRDA, LIC & GIPSA
and informed that the Committee had yesterday cera@l clause-by clause
consideration of the BiIll till clause 48 and woulesume further clause-by-clause
consideration of the remaining clauses of the Bile Committee thereafter took up
the clause-by-clause consideration and the clausgkere significant
comments/suggestions of the Members were receneethantioned below.

3. Clause 50 whickeeks to substitute sections 40B and 40C of thecAegulate
management expenses of life, general and healtinerssand re-insurers was taken up
by the CommitteeThe Committee recommended that flexibility may beeg to
IRDA to prescribe the broad architecture for detaation of the expenses of an
insurer in any financial year as regards the remation to their agents/intermediaries,
as it may require continuous monitoring and modifmns due to the ever changing
dynamics of the insurance market. The Committee e@sommended that adequate
protective mechanism may also be instituted by IRRAensure that the due
commission to the agents against business donetscted through regulations and
their commission structure should be determinedIRPA depending on market
conditions.

4. As regards clause 50A regardingsertion of new section 40D relating to
prohibition to receive Commission on re-insurancghwndian re-insurers, the
Committeestrongly recommended that the insertion of the segtion 40 D may
be reviewed in consultation with IRDA so that timsurers are not prohibited from
earning reinsurance commission and to ensure fkigse tare no road blocks in the
growth of reinsurance industgnd that ambiguity with regard to interpretation of
definition of ‘agents’ may be avoided. Hence thenfdattee recommended that the
paragraph 52(2) may be reworded as follows:

“No individual shall act as an insurance agentrfmre than one life insurer,

one general insurer and one health insurer.”

The Committee was of the opinion that the ageatallowed to also act as an
insurance agent for any one specialized categahttzat no agent be allowed to work
as an insurance agent for more than one compahyg isame category.

5. As regards Clause 56, the Committee recommendédkéeping in view the
technological advances made for data storage ttwedef agents may be maintained
in any form, including electronic mode.



6. In Clause 57, the Committee endorsed the viewhefGovernment that the
proposed regulations being framed by the IRDA woulover the aspect of
commissions paid and received by agents. The Cdeani also of the view that the
proposal to do away with Section 44 of the Act, ldowork against the interest of a
large number of agents. The Committee was therebdréhe opinion that while
framing the Regulations, the IRDA may give due od&stion to protect the interest
of LIC and it should also be ensured that no suliseigprovisions run contrary to the
provisions of LIC Act, 1956.
7. As regards Clause 5&et Committee was of the opinion that there is marit
the contention of both LIC and IRDA that once ai@pls liable to be repudiated on
grounds of mis-statement or deliberate concealmgnwital facts, refund of premium
cannot be claimed. The Committee, however felt thadrotect the interests of policy
holders adequate provision should be made solibed is no scope for its misuse by
the insurance companies and policy holders areiotinized for minor aberrations.
8. In clause 76, whiclseeks to substitute section 64F of the Act relatimg
composition, function and operational issues of ltife Insurance Council and the
General Insurance Council to make them the selitedgry organizations, the
Committeewas of the opinion that involvement of eminentsp@is not connected
with the insurance business helps in bringing itsiole experience besides setting up
high standards of corporate governance. The Comnifieels that sufficient
representation has already been given to all stdétets in the aforesaid bill and the
same may be retained. The Committee recommendsdaision of representatives of
self help groups and insurance cooperative sosigtldch are engaged in providing
insurance to the vulnerable sections of the society
9. As regards Clauses 91, 92 and 93 regarding pengit@osed in the Bill, the
Committee recommended that the penalties may benemsurate to the gravity of
the offence committed. The Committee emphasised t thadequate
safeguards/regulations be institutionalized by IRI2A fixation of penalties so that
there is minimum scope for subjective interpretatimd they do not act as a deterrent
to well-meaning companies from entering the insceasector. In this regard, the
Committee also recommended that after section 1066@he principal Act, the
following section shall be inserted:-

“105D. Adequate safeguards for fixation of pemslt

While fixing the penalties under sections 102, 103, 105, 105B

and 105C, the Authority shall specify such safedsiaso that the

penalties may be commensurate to the gravity ofenck

committed.”
10. As regards Clause 94, the Committee suggestedenmation of penalties
wherever proposed and suggested that the Governmagnsuitably examine the issue
and the words “or an equivalent officer” may be ediafter the words ‘Joint Director’
as suggested in clause 94 Section 105(C)(1). Siwnila all other clauses where an
IRDA official is mentioned by designation, simifgexibility may be introduced.
11. As regards Clause 98, the Committee recommettusdthe concern of the
Industry Chambers may be examined and a suitabléenad allowing appeals be
incorporated in the Bill. The Committee was of th@nion that the regulations to be
drafted and adopted by IRDA, subsequent to the Bé€oming an Act should not give
unbridled and arbitrary powers to IRDA. The Conteat also recommended for
inclusion of a person from the insurance industryhie Securities Appellate Tribunal
so as expert opinion of the industry is also takeo consideration. Accordingly, the



Committee recommended for that necessary modibieatiin the Securities and
Exchange Board of India Act, 1992.

12. The rest of the Clauses and the Official Ameewits thereto were adopted by
the Committee without any change. The Committeedeelcto adopt the report in its
meeting scheduled for th& ®ecember, 2014.

13. A verbatim record of the proceedings of the tingavas kept.

14.  The meeting, thereafter, adjourned at 6:00 p.m.
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Room No. 63, First Floor, Parliament House, NewhDel
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1. Dr. Chandan Mitra - Chairman
MEMBERS
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6 Shri Jesudasu Seelam

7. Shri Derek O'Brien

8. Dr. V. Maitreyan

9 Shri P. Rajeeve

10 Shri Naresh Gujral

11 Shri Kalpataru Das

12 Shri Prof. Ram Gopal Yadav

SECRETARIAT

Shri M.K. Khan - Joint Secretary
Shri Rakesh Naithani - Joint Director

Shri Rajendra Tiwari - Joint Director

Shri Goutam Kumar - Assistant Director
Shri Ranajit Chakraborty - Committee Officer

(xxi) Representatives of the Department of Financial Serses
(Ministry of Finance)

16. Smt. Snehlata Shrivastava - Additional Secretary
17. Shri Anup Wadhawan - Joint Secretary
18. Shri N. Srinivasa Rao - Director

(xxii) Representatives of the Legislative Department(Minisy of Law &

Justice)
16. Dr. G. Narayanaraju - Additional Secretary
17. Shri R. Sreenivas - Deputy Legislative
Counsel

(xxiil) Representatives of the Department of Economic Affes
(Ministry of Finance)



Shri P.K.Bagga - Officer on Special Duty

(xxiv) Representatives of the IRDA

(8) Shri R.K.Nair - Member
(9) Shri H. Ananthakrishnan - Joint Director
2. At the outset, the Chairman welcomed the Membadsthe representatives of

the Departments of Financial Services, LegislabDapartment, Economic Affairs,
IRDA and informed them that the Committee would takdarpadoption of its draft
Report on the Insurance Laws (Amendment) Bill, 2088ich had already been
circulated to the Members.

3. Some of the Members raised the issue of owreesid control as contained in
Clause 3 of the Bill. They were of the opinion ttte# FDI inflows should increase the
capital base of the companies rather than bemgfigome specific individuals. Some
Members also pointed out that insurance penetrdtas not shown a significant

increase, after the FDI limit was increased to 2@64@mbers also cited arguments
against the estimated Rs 55,000/- crores that waescéed to come into the insurance
sector in the next five years, consequent to tHeaecement of the FDI cap. An

addition to put a Composite Cap of 49% on the Fd &Pl was agreed to by the
Committee. Slight changes were suggested and aggriovClause No. 86. Induction

of a small para with reference to Clause No. 103 alao agreed upon.

4. One of the Members also submitted a Note ofddisen the Report.

5. The Chairman on behalf of the Committee apptediahe hard work and

diligence put in by the Secretariat by adheringh® tough deadlines. Few Members
also reiterated the same and expressed appreciafiothe commendable and

challenging work done by the Committee Secretariat.

6. The Committee authorized the Chairman of the @dtee to carry out the
above changes alongwith other corrections of dditorature. The draft report was
adopted with the aforesaid changes. Few other Mesrdiso expressed their desire to
give Dissent Notes and the same was agreed toeb¢llairman, with a request that
the same may be handed over to the Secretariat late 6:00 P.M. on the™
December, 2014. The Chairman also informed the Cttegnthat the report on the
Bill shall be presented to the House on th8 D@cember, 2014.

7. The meeting, thereafter, adjourned at 4:50 p.m.



