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MISSION STATEMENT

To protect the interest of and secure fair treatment to policyholders;

To bring about speedy and orderly growth of the insurance industry (including annuity and superannua-
tion payments), for the benefit of the common man, and to provide long term funds for accelerating
growth of the economy.

To set, promote, monitor and enforce high standards of integrity, financial soundness, fair dealing and
competence of those it regulates;

To ensure speedy settlement of genuine claims, to prevent insurance frauds and other malpractices
and put in place effective grievance redressal machinery;

To promote fairness, transparency and orderly conduct in financial markets dealing with insurance and
build a reliable management information system to enforce high standards of financial soundness
amongst market players;

To take action where such standards are inadequate or ineffectively enforced;

To bring about optimum amount of self-regulation in day to day working of the industry consistent with
the requirements of prudential regulation.

viii
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OVERVIEW

The Indian economy has been growing and has become
one of the fast growing economies in the world. The GDP
growth in 2004-05 at 6.9 per cent though higher than the long
term average growth however was lower than the growth
registered in 2003-04. This was mainly because of
insufficient rainfall, resulting in lower growth in agriculture
sector. This shortfall was compensated by growth in the
industry and services sector augured by helpful economic
growth in other economies. The industrial recovery in 2004-
05 driven by the manufacturing sector was due to
improvement in domestic demand, positive investment
climate, increased business confidence and buoyant external
demand. Industrial production in 2004-05 has picked up by
a rebound in global trade business and increased consumer
confidence. Industrial growth was across basic goods,
capital goods and consumer goods. Along with the industrial
sector, services sector has also shown a higher growth at
8.8 per cent in 2004-05. The observed growth in finance and
insurance sector was facilitated by strong expansion in non-
food credit coupled with increase in bank deposits and surge
in insurance business. The improved performance in
‘finance, insurance, real estate and business services’
contributed 12.9 per cent to growth in the real GDP. The
saving rate has increased in 2003-04, the year for which the
latest data available is 28.1 per cent compared to 26.1 percent
in 2002-03. The major contribution was from the household
sector even though there has been a shift from the financial
savings to savings in the form of physical assets by the
households. Household savings in the form of financial
assets as a percent of GDP worked out to 14 per cent in
2003-04 as against 13.1 per cent in the previous year.

Inflation rate as measured by changes in the Wholesale Price
Index, on a point-to-point basis, was slightly higher at 5 per
cent in 2004-05 compared to 4.6 per cent in 2003-04. On an
average basis it was higher at 6.4 per cent than that of 5.4
per cent in the previous year. Across many countries the
inflation rates were at higher levels than in the previous year
forcing the central banks to reverse their accommodative
monetary policy for stabilizing inflationary expectations. The
higher inflation was mainly due to crude oil because of
increased global demand over the supply positions. In the
Indian context RBI and the Government took timely and
appropriate corrective actions so as to ease the inflationary
pressures. The domestic financial markets remained broadly
stable, despite intra-year variations, because of strong
fundamentals, encouraging corporate results, buoyant
secondary market, and investor friendly regulatory frame work.

Retail investors started investing in the primary market and
there were number of primary issues in the market. The
relative size of the collateralized segment of the money
market was higher than the uncollateralized segment. The
spread between the inter-bank call money rate and the
market repo rate narrowed. The government securities
market during 2004-05 was governed by domestic liquidity
conditions movements in international interest rates and
domestic inflationary expectations. The foreign exchange
market remained stable and the rupee moved in a wider
range. On an annual average basis while rupee appreciated
against US Dollar, it weekend against Euro, the Pound
Sterling and Japanese Yen. By the end of March 2005 India
held fourth largest stock of foreign exchange reserves
including gold among emerging economies in Asia.

The mid-term review of the Reserve Bank of India highlighted
the impressive performance during the first quarter of 2005-
06 based on improvements in the real activity and double
digit growth in industrial production and robust services sector.
The Central Statistical Organisation has revised the growth
in the first quarter of 2005-06. The RBI based on this and on
its assessment has placed GDP growth in 2005-06 at 7.0 —
7.5 per cent.

The overall performance of the economy was also reflected
in the insurance industry. The premium underwritten in India
and abroad by life insurers in 2004-05 increased by 24.31
per cent over the previous year. In the case of non-life insurers
the corresponding growth was 12.09 per cent. The combined
growth after adjusting for inflation was 9.7 per cent. The
contribution of first year premium, single premium and
renewal premium were 19.16 per cent, 12.47 per cent and
68.36 per cent respectively. The first year premium including
single premium recorded a growth of 32.49 per cent driven
by a significant jump in the unit-linked business. During the
year, the four public sector non-life insurers reported a growth
of 4.77 per cent in underwriting of premium whereas the
eight private sector insurers reported a growth of 55.35 per
cent. The market share of the private insurers has increased
to 20.07 per cent. The number of policies written by the
private insurers increased by 54.80 per cent whereas for the
public sector insurers the increase was 9.66 per cent.

The industry also had to face the challenges due to the
devastation caused by the Tsunami on December 26, 2004
and its aftermath affecting the eastern coast of India. The
insurers rose to the occasion and took proactive steps to
ensure expeditious settlement of claims through the setting
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up of special cells besides waiving some of the procedural
requirements in case of genuine claims. In some cases
they have also publicized the measures adopted by inserting
advertisements in the national dailies. The Authority
monitored the progress in the settlement of claims in a format
designed for this purpose on a monthly basis. A total of 467
claims amounting to Rs. 488 lakhs were booked by the life
insurance companies while 2526 claims amounting to Rs.
8649 lakhs were booked by the non-life insurers. While only
an amount of Rs. 52 lakhs (12 cases) was outstanding for
life insurance companies as on 31t March 2005, an amount
of Rs. 6942 lakhs (362 cases) was pending with non-life
insurers as on March 2005.

Another calamity to strike in July 2005 was floods in
Maharashtra. The Government of India and IRDA advised
the insurers to ensure speedy settlement of claims by setting
up special cells besides waiving some of the procedural
requirements in case of genuine claims. IRDA in order to
facilitate expeditious settlement of claims permitted in-house
surveyors to assess damage upto Rs. 50,000/- as against
the normal limit of Rs 20,000/-. The Authority closely
monitored on a weekly basis the number of claims reported,
number of claims settled, and claims outstanding both in
number and in quantum.

With this experience in mind, it is necessary that insurers
need to set up disaster management cells and make
concerted and coordinated approach to tackle such
calamities. The Authority has always been accommodative
in relaxing or waiving the procedural requirements wherever
necessary.

As a part of developmental role of IRDA, IRDA has finalized
and issued guidelines on Micro-insurance. These guidelines
were issued after discussing at various forums. Micro-
insurance will meet the need for having insurance products
which can be afforded by the rural and urban poor. The
Regulations on Micro-insurance provides a platform and rules
to procure insurance for the targeted segment of the society.
The regulations provide for a tie up between a life & a non-life
insurance company for distribution of insurance products to
improve the penetration of insurance in the selected
segment. Thus cross-selling is permitted in this area by the
Authority. For encouraging the sale of Micro-insurance
products, the Authority has mandated that these would form
part of the social and rural obligations of an insurer prescribed
under the provisions of the Insurance Act, 1938. Considering
that many insurers are vying for unit linked business and for
protecting the interest of the policyholders the Authority is
finalizing the guidelines in this regard.

The Authority has attached great importance to the growth
Health insurance in India. One of the reasons for low
penetration in India is the lack of regulations in the health
sector resulting in exposure of the beneficiaries to various
malpractices present in the system. As a follow up of the
recommendations of the Health Insurance Working Group,
the Authority has decided to establish a separate Health
insurance Unit in IRDA.

In the context of ensuring collection and maintenance of
quality data by the insurers, indispensable for smooth
transition into a detariff regime, IRDA has outlined a roadmap
relating to various steps to be taken by the insurers in the
areas of Underwriting, Rating of risks, Policy terms and
conditions, Corporate governance and the Role of Tariff
Advisory Committee. In a nutshell these guidelines
emphasize the importance of improved internal capabilities
and procedures and need for sophisticated actuarial/
statistical analysis for rating of risks. As per the road map,
the tariffs will be discontinued effective 31t December 2006.

Performance in the first half of 2005-06
(i) Lifelnsurers

The life insurers underwrote a premium of Rs. 11323.13
crore during the six months in the current financial year as
against Rs. 8425.06 crore in the comparable period of last
year recording a growth of 34.4 percent. Of the total premium
underwritten LIC accounted for Rs.8409.09 crore and the
private insurers with Rs. 2914.03 crore. The premium
underwritten by the LIC and the new insurers grew by 23.08
per cent and 82.94 per cent, respectively, over the
corresponding six months period in the previous year. The
number of policies written at the industry level increased by
21.48 per cent. As against this increase, the number of
policies written by LIC increased by 17.69 per cent whereas
in the case of private insurers the increase was 60.52 per
cent. Of the total premium underwritten, individual premium
accounted for Rs. 9849.41 crore (growth of 47.07 per cent)
and another Rs.1473.72 crore from the group business (a
decline of 14.70 per cent). In respect of LIC the growth in
individual and group business was 17.69 per cent and 9.70
per cent respectively. However, in the case of private insurers
the individual and group business increased by 94.73 per
cent and 18.03 per cent respectively. The market share of
LIC in terms of premium collection was 74.26 per cent while
in the case of number of policies underwritten it was 88.32
per cent respectively. In the corresponding period of the last
year these shares were 81.09 per cent and 91.16 per cent
respectively. The number of lives covered under the group
scheme was 41.87 lakh recording a growth of 34.87 per cent
over the previous period. Of the total lives covered under the
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group scheme LIC accounted for 28.17 lakh and for private
insurers it was 13.70 lakh. The life insurers covered 8.46
lakh lives in the social sector with a premium of Rs.11.89
crore. In the rural sector the insurers underwrote 29.49 lakh
policies with a premium of Rs. 995.96 crore.

(i) Non-lifeinsurers

The non-life insurers underwrote a premium of Rs.10140.94
crore during the first half of the current financial year recording
a growth of 15.44 per cent over Rs. 8784.77 crore underwritten
in the same period of last year. The eight non-life insurers in
the private sector underwrote a premium of Rs.2688.49 crore
as against Rs.1681.80 crore in the corresponding period of
the previous year, recording a growth of 59.86 per cent. The
public sector non-life insurers including ECGC underwrote
a premium of Rs.7452.44 crore which was lower by 1.03 per
cent (Rs.7529.91 crore). The market share of the public
insurers, and the private players was 73.49 and 26.51 per
cent respectively. ECGC underwrote credit insurance of
Rs.274.08 crore as against Rs.240.87 crore in the previous
year, a growth of 13.78 per cent. While the segment-wise
break-up for public sector insurers is not available, the
segment-wise performance of non-life private insurers during
the six months is assessed. The premium underwritten by
the eight insurers in the Fire, Marine and Miscellaneous
segments was Rs.760.27 crore, Rs.172.90 crore and

Rs.1755.32 crore recording a growth of 46 per cent, 57 per
cent and 67 per cent, respectively over the corresponding
period of the previous year. Premium underwritten by the
private sector insurers in these segments during April-
September, 2004 was Rs.519.47 crore, Rs.110.42 crore and
Rs.1051.90 crore respectively. Interms of number of policies,
the private insurers underwrote 1.67 lakh, 1.22 lakh and
39.83 lakh policies in the Fire, Marine and Miscellaneous
segments reporting a growth of 38.02, 90 and 95.76 per cent
respectively. The policies underwritten in the corresponding
period of the previous year were 1.21 lakh, 0.64 lakh and
20.09 lakh respectively. The growth in terms of policies
underwritten by the private insurers was 92.43 per cent over
the six month period in 2004-05.

The Authority has pleasure in presenting the Fifth Annual
Report of the Authority in terms of Section 20 of the IRDA Act,
1999. The Report encapsulates the performance of the
Authority during the year 2004-05, and cover interalia, the
efforts aimed at the promotion and the development of the
insurance business in the country. A detailed presentation is
made in Parts | to IV. Part | covers the policies and
programmes of the Authority; Part Il covers the review of
working and operations of the Authority; Part Il covers the
statutory functions of the Authority enshrined in the Section
14 of the IRDA Act, 1999; and Part IV covers the organizational
matters.
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PART |
POLICIES AND PROGRAMMES

A. GENERAL ECONOMIC ENVIRONMENT

The Indian economy recorded one of the highest growth rates
in the world in 2004-05, despite some setbacks arising from
an insufficient monsoon and sporadic supply-side pressures
on inflation. Real GDP growth at 6.9 per cent in 2004-05 was
comparatively lower than the GDP in the previous year at 8.5
per cent. The decline in GDP in year 2004-05, was due to a
sharp slowdown in agriculture. Growth in real GDP, originating
from ‘agriculture and allied activities’ fell sharply to 1.1 per
cent during 2004-05 from 9.6 per cent a year ago. This was
essentially the outcome of uneven and deficient South-West
monsoon besides the base effect of high growth in 2003-04.

Real GDP growth originating from industry rose to 8.3 per
cent in 2004-05 —the highest growth after 1995-96 - as the
industrial recovery was spread over various sub-sectors and
strengthened during 2004-05. Growth in industrial activity
was steered by the manufacturing sector, as there was
significant improvement in domestic demand providing boost
to a number of manufacturing industries. The manufacturing
sector recorded the highest growth contributing around 90
per cent to the overall growth of the industrial sector. The
firming up and spread of the upturn in industrial activity led by
manufacturing was supported by positive investment climate,
increased business confidence and buoyant external
demand. The Central Statistical Organization (CSO) placed
the growth of real GDP originating in manufacturing at 9.2
per cent for 2004-05 as against 6.9 per cent in the preceding
year.

The growth of the services sector at 8.6 per cent was higher
than the average growth of 7.5 per cent during the last five
years. The services sector’s contribution to GDP growth has
been more than 50 per cent since 1997-98. The robust
performance of the services sector during 2004-05 was led
mainly by ‘trade, hotels, transport and communication’, which
contributed around 60 per cent of the sector’s growth. Growth
in the finance and insurance sector was facilitated by strong
expansion in non-food credit coupled with increase in bank
deposits and surge in insurance business by public and
private insurance companies. The improved performance
in ‘finance, insurance, real estate and business services’
contributed 12.9 per cent to growth in real GDP.

Foreign Investment Climate

Foreign direct investment into India, including equity capital
of unincorporated entities, reinvested earnings and inter-
corporate debt transactions between the related entities, was
higher in 2004-05 and amounted to USD 5,536 million as
against USD 4,673 million in the previous year. The
improvement in FDI flows reflected the impact of initiatives
aimed at creating an enabling environment for FDI and for
encouraging infusion of new technologies and management
practices. The decision to hike sectoral caps on FDI in
telecom from 49 per cent to 74 per cent and in air transport
services from 40 per cent to 49 per cent buoyed investors’
interest in these sectors. The Government’'s proposal to
increase the FDI cap in the insurance sector from the present
26 per cent to 49 per cent has not been operationalised as it
requires legislative changes. Even with 26 per cent, as India
has a favourable market which is growing fast, the foreign
insurers are still interested in the market and not raising the
cap is not yet a deterrent to the growth in the industry.

Saving and Capital Formation

Gross Domestic Saving (GDS), as a proportion of GDP at
current market prices, increased from 26.1 per cent in 2002-
03 to 28.1 per cent in 2003-04, reflecting improvement across
all the sectors. The household sector continued to be the
major contributor to gross domestic saving at 24.3 per cent
in 2003-04 as compared with 23.3 per cent in 2002-03. For
the last five years, the household sector has shown a
preference for saving in the form of physical assets relative
to financial assets. This could be attributed partly to the soft
interest rate prevailing in the housing sector in recent years.
Household savings in the form of financial assets as a
percentage of GDP at market prices worked out to 14.0 per
centin 2003-04 as against 13.1 per cent in the previous year.
On the other hand, financial savings of the household sector
in the form of Life insurance funds has been declining from
15.5 per cent in 2002-03 to 12.8 per cent in 2003-04 and
further to 12.4 per cent in 2004-05. ‘Deposits’ continue to
dominate financial saving of households with its share
increasing to 42.9 per cent in 2003-04 from 41.5 per cent in
2002-03. Some of the other major components of financial
savings were contractual savings, mainly life insurance funds
at 12.8 per cent. The households’ preference to small savings
has been growing as seen by increase in contribution from
14.9 per cent in 2002-03 to 19.0 per cent in 2004-05.
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Increases in the rate of saving in the form of claims on
Government (particularly, small savings) and investment in
shares and debentures were more than offset by decline in
saving in the form of currency, deposits and contractual
saving. Financial liabilities of the household sector registered
a sharp increase due to higher loans and advances
principally driven by personal loans to finance consumer
durables and increased demand for housing loans.

The rate of gross domestic capital formation (GDCF), which
picked up in 2002-03, was placed even higher at 26.3 per
centin 2003-04 due to increase in public and private corporate
investments. The contribution to capital formation by public
sector increased from 5.4 per cent in 2002-03 to 5.6 per cent
in 2003-04, and the private sector contribution increased to
4.5 per cent in 2003-04 from 4.3 per cent in 2002-03. The
rate of GDCF has remained below the rate of GDS since
2001-02, reflecting the current account surplus in the balance
of payments.

Price Situation

The inflation rate, measured by changes in the Wholesale
Price Index (WPI), was 5.1 per cent on a point-to-point basis
in 2004-05 as compared to 4.6 per cent in 2003-04. On an
average basis, it was at 6.4 per cent in 2004-05 higher than
that of 5.4 per cent in the previous year. Increase in inflation
rate was observed across many countries. Central banks
began signaling a reversal of their accommodative monetary
policy position in order to stabilize inflationary expectations.
Commodity prices, especially crude oil, metals and coal,
picked up as global demand outpaced supply together with
strengthening economic activity. Supply side pressures
dominated the domestic inflation scenario. Hardening of
international oil prices, minerals and metal related products,
caused inflation to raise to 8.7 per cent in August 2004.
However, swift fiscal and monetary measures taken by
Government of India and RBI, coupled with slight easing of
global petroleum prices, eased the inflation to 5.1 per cent
by March 2005. Primary articles and manufactured products
recorded a lower year on year inflation rates. Inflation rose
predominantly due to acceleration in the inflation rate of fuel,
power, light and lubricant group from 2.5 per cent in 2003-04
to 10.5 per cent in 2004-05. The rise in inflation, in concert
with imported price pressures was exacerbated by the
setback to kharif output from the uneven and inadequate
South-west monsoon. However, inflationary pressures
began to ease under the impact of a mix of factors including
the fiscal measures to moderate the pass-through of
imported inflation, and the monetary measures to drain
excess liquidity from financial markets. Although international
commaodity prices are beginning to stabilize, crude oil prices
remain at elevated levels which, together with the persistence

of nervous outlook in world oil markets, cause a serious risk
of inflation.

Globally, inflation began to rise in early 2004, driven by strong
input demand from the global recovery and the continued
expansion of the Chinese economy. Demand-side pressures
on global inflation remained relatively weak, despite concerns
about easy monetary conditions and fuelling asset prices.
Reflecting the supply-side character of inflation, producer
prices tended to lead consumer prices in most economies.
As commodity costs represent only a small share of the
overall costs, the increase in commodity prices was initially
absorbed by firms in their profit margins, creating a wedge
between producer and consumer prices.

Consumer price inflation, measured by variations in the
consumer price index for industrial workers (CPI-IW),
increased from 3.5 per cent in March 2004 to 4.2 per cent in
March 2005. The inflation rate had however, accelerated to
4.8 per cent in September 2004 reflecting the increase in
food prices emanating from the deficient and uneven progress
of the South-West monsoon during July-August 2004. A
distinct feature of the recent inflation experience is that
consumer price inflation has been lower than wholesale price
inflation as observed in other countries. This is essentially
reflected by the lower weightage of key drivers of wholesale
price inflation such as fuels and metals in the CPI basket.

Domestic Financial Markets

Domestic financial markets remained broadly stable during
2004-05, though the interest rates showed some intra-year
upward movement. The primary segment of the capital
market was characterized by heightened activity during 2004-
05. Strong fundamentals of the economy, encouraging
corporate results, buoyant secondary market, and
acceleration of structural reforms by the Government and an
investor friendly regulatory framework provided by SEBI
attracted the investors to the primary market. Along with
several mega issues, a number of small issues also entered
the market. There has been overwhelming response to most
of the public issues from Flls, other institutional investors
and the retail investors. Large number of issues were over-
subscribed indicating the quality of issues and the appetite
for public issues by the investors. The post-listing
performance of most of the IPO’s was also encouraging.
Money markets exhibited easy liquidity conditions barring
periodic pressures. Exchange market developments have
been dominated by a further decline in the U.S. Dollar. The
foreign exchange market remained generally orderly with
moderate upward pressure on the exchange rate, despite
the ebbing of capital flows during May-October 2004 and the
rise in demand for foreign exchange due to higher oil prices.
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Yields in the government securities market firmed up due to
revival of inflationary pressures and the hardening of
international interest rates.

Money Market

An interesting development in the money market during 2004-
05 was the increase in the relative size of the collateralized
segment vis-a-vis the uncollateralized segment. The
combined average daily transactions of market repo and
collateralized borrowing and lending obligation was
proportionally higher than those in the uncollateralized call/
notice money market. The spread between call money rates
and market repo rates narrowed from around 60 basis points
in April 2004 to around 10 basis points in March 2005 on
account of increase in market liquidity. Institutional and
technological changes such as operationalisation of
Clearing Corporation of India Limited negotiated dealing
system, real time gross settlement, delivery versus payment
mode of settlement in government securities and rollover of
repo have lowered transaction costs, reduced settlement
risks, enhanced transparency and facilitated the ease of
transaction. This is reflected in increasing collateralization
of transactions and better alignment of interest rates in the
money market. The year began with conditions of abundant
liquidity stemming from the overhang in the system,
bunching of capital flows in April 2004 and the announcement
of a truncated Government borrowing programme. The
Reserve Bank, in fact, had to supplement large-scale reverse
repo operations with sale of Government paper under the
Market Stabilization Scheme, operationalised in April 2004.
Reflecting these easy liquidity conditions, average daily call
money borrowing rates ruled at sub-reverse repo rate levels,
except on a few occasions in May, June, August and
September. Call rates firmed up in the first half of August due
to State Development Loan auctions, redemption pressure
on mutual funds and the need to meet reserve requirements
by the banks. During the second half of September 2004,
call rates firmed up again due to outflow of funds on account
of advance tax payments, substantial rise in surplus cash
balances of the Government with the Reserve Bank and hike
in the cash reserve ratio. The scenario began to change by
October 2004 when conditions in the money market tightened.
Pressures emanating from a number of factors such as the
robust expansion of non-food credit, drying up of capital
inflows and an increase in reserve requirements drove the
call rates above the reverse repo rate in the second half of
October. Festival cash demand and scheduled government
securities auctions drove call rates beyond the repo rate to a
peak of 6.30 per cent in November, 2004. The Reserve Bank’s
repo operations in mid November 2004 calmed the market
sentiment and the call rates came down to 4.8 per cent. Call
rates firmed up again in the second half of December 2004

due to tightening of liquidity conditions resulting from advance
tax payments, continued strong growth in non-food credit
and the Government maintaining larger cash balances with
the Reserve Bank.

Foreign Exchange Market

The foreign exchange market remained generally stable
during 2004-05. In response to the switches in capital flows
during the year, the rupee moved in a relatively wide range of
Rs.43.36-Rs.46.46 per US dollar during the year. The rupee
appreciated by 2.2 per cent against the US dollar on an annual
average basis while it weakened against the Euro, the Pound
Sterling and the Japanese Yen by 4.5 per cent, 6.3 per cent
and 2.6 per cent, respectively during 2004-05. Excess supply
in the foreign exchange market in April 2004 drove the
‘forwards’ into discounts during the month. The position
changed by mid-May 2004 because of the turbulence in equity
markets leading to outflows on account of Flls and rising
global oil prices. At the end of March 2005, India held the
fourth largest stock of foreign exchange reserves (excluding
gold) among emerging economies in Asia. India’s foreign
exchange reserve including the reserve position in the IMF
increased by US dollar 28.6 billion during 2004-05 and stood
at US dollar 141.5 billion as on 31 March 2005.

Government Securities Market

The Government securities market during 2004-05 was
essentially governed by domestic liquidity conditions,
movements in international interest rates and domestic
inflationary expectations. The volume of transactions (outright
as well as repos) in central and state government dated
securities and Treasury bills grew slower at 3.2 per cent
during 2004-05 from 36.0 per cent during 2003-04 reflecting
the reduced appetite for government securities. While the
central Government dated securities constituted 92.0 per cent
of the outright transactions, Treasury bills constituted 7.0 per
cent. The share of State government securities was negligible
at 1.0 per cent.

The yield on government securities with 5-year residual
maturity increased by 158 basis points from 4.78 per cent in
March 2004 to 6.36 per cent in March 2005. The yield on
securities with 10-year maturity increased by 150 basis points
from 5.15 per cent to 6.65 per cent in March 2005. Similarly,
the yield on securities with 20-year residual maturity
increased by 114 basis points from 5.85 per cent to 6.99 per
cent during the current year. In line with the trend in yields in
the government securities market, the yields on corporate
papers also increased. Reacting to policy changes
announced by RBI and the hike in the reverse repo rate in
October 2004, the yield on 10-year paper edged up and
peaked at 7.31 per cent in November 2004. Subsequently
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yields fell on cancellation of the scheduled auctions, ebbing
of international oil prices and easing of liquidity conditions
following the revival of capital inflows. Persistent concerns
about international crude oil prices and year-end balance
sheet adjustments hardened the 10-year yield to 6.73 per
cent on March 22, 2005 before it finally closed at 6.65 per
cent on March 31, 2005.

Primary Market

Resource mobilization from the primary market through public
issues (excluding offers for sale) in 2004-05 was Rs.25,056
crore, which was more than three times higher than Rs.8,023
crore in previous year, confirming the revival of investors’
interest in the primary market. The number of issues was
slightly higher at 60 in 2004-05 compared to 57 in 2003-04.
Out of the 60 issues, 34 were public issues (consisting of 23
IPO’s and 11 listed issues) and the remaining 26 were rights
issues. The public issues continued to remain as the
dominant mode of resource mobilization through which
Rs.24,640 crore was mobilized in 2004-05 as compared
with Rs.22,265 crore in 2003-04, an increase of 10.7 per
cent. Private sector dominated the resource mobilization
efforts in 2004-05 with 60.7 per cent share in the total resource
mobilization, Banking/financial institution sector mobilized
the largest amount of resources in 2004-05, both in terms of
issues and amount mobilized. During 2004-05, resources
raised by Indian corporates from the international capital
markets increased by 8.2 per cent. These were mainly by
way of Global Depository Receipts. There was nho American
Depository Receipt issue, while resource mobilization
through Foreign Currency Convertible Bonds recorded a
marginal decline. Privately placed debt issuances by public
sector companies dominated the primary market segment.
Issuances in international markets by Indian corporates also
increased during the year.

Secondary Market

The Indian stock market, which witnessed a strong rally in
2003-04, continued to maintain its momentum during 2004-
05 except in the first quarter of the year. The benchmark BSE
Sensex crossed 6000-mark on November 17, 2004 and
reached an all time high of 6915 on March 8, 2005. On a
point to point basis, the BSE Sensex posted a return of 16.1
per cent in 2004-05 on top of 83.4 per cent in 2003-04. The
buoyancy in the stock market was broad based. Strong
macroeconomic outlook, encouraging corporate results, high
and sustained portfolio investments by the foreign
institutional investors (FlIs) and sector-specific developments
contributed to the sustained rally in the stock market. However,
intermittent profit booking was observed particularly towards
the end of 2004-05, mostly influenced by acceleration in the
international crude oil prices and rise in the US interest rates.

In consonance with buoyancy in the stock market, the turnover
as well as market capitalization rose and more pronounced
in case of derivatives. The BSE market capitalization as a
percentage of GDP rose from 43.5 per cent at the end of
March 2004 to 54.6 per cent at the end of March 2005. Despite
sharp increase in share prices, the price earning (P/E) ratio
declined modestly partly attributable to improved profitability
by the corporate sector. The volatility measured in terms of
annualised standard deviation was modestly higher in 2004-
05 compared to the previous year.

Mid Term Review

According to the mid term review of macroeconomic
developments released by RBI on October 25, 2005, the
Indian economy recorded an impressive performance during
the first quarter of 2005-06. The improved performance in
real activity was propelled by the double digit growth in
industrial production and robust services sector. Industrial
activity gathered further strength during the first five months
of 2005-06. According to CSO, real GDP increased to 8.1 per
cent in the first quarter of the current financial year as against
7.6 per centin the first quarter of the previous year. The higher
level of international crude oil prices imparts downside risks
to overall GDP growth. At the same time, the robust industrial
and services sector and buoyant exports are likely to have
some positive impact on the economic growth.

The growth in industrial sector was also reflected in the rise
in the index of industrial production (IIP) which increased by
8.8 per cent during April-August 2005, as compared with an
increase of 8.0 per cent in the corresponding period of the
previous year. The rise was observed in basic goods, capital
goods and consumer goods. The infrastructure sector
however remained subdued on account of decline in crude
petroleum and petroleum refinery products and lower growth
in electricity production. Despite some deceleration, export
growth at 20.5 per cent in US dollar terms during April-
September, 2005 has remained robust, as against 30.8 per
cent in the corresponding period of the previous year.

Growth in services sector during the first quarter of 2005-06
accelerated to 9.6 per cent from 9.1 per cent a year ago. The
growth of ‘trade, hotels, restaurants, transport, storage and
communication’ sub-sector reflected the upbeat economic
climate in the country. The revival of the South-West monsoon,
the acceleration of industrial activity, buoyancy in services
due to positive business confidence and expectations have
improved growth prospects from 2005-06. On a year-on-year
basis, non-food credit growth at 31.5 per cent, net of
conversion, as on September 30, 2005 was higher as
compared to 24.9 per cent a year ago. Based on these and
the upward revision for GDP growth by CSO for the first quarter
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of 2005-06, RBI has placed the GDP growth for 2005-06 at
7.0 — 7.5 per cent.

Inflationary pressures firmed up in a number of economies
during the first half of 2005-06, reflecting the impact of further
increases in international crude oil prices. Fiscal and
monetary measures undertaken since mid-2004 towards
reducing the impact of imported price pressures on domestic
inflation coupled with revival of monsoon, enabled moderation
in the headline inflation rate during the first half of 2005-06.
Headline inflation, measured by year-on-year changes in the
WPI, moderated during the second quarter of 2005-06. WPI
inflation eased to 4.2 per cent by October 1, 2005 from 5.1
per cent at end March 2005 (and 7.2 per cent a year ago). The
average WPI inflation rate eased to 5.3 per cent on October
1, 2005 from 6.2 per cent a year ago and 6.5 per cent at the
beginning of the year.

Financial market conditions remained benign as long-term
rates in major advanced economies were broadly unchanged
and equity markets remained buoyant. Short-term interest
rates, however, moved up in a number of economies with the
firming up of inflationary pressures.

External Developments

International Monetary Fund (IMF) in September 2005
projected world output to grow by 4.3 per cent on top of 5.1
per cent growth recorded in 2004 which was a three decade
high buoyed by strong corporate performance,
accommodative macro policies and favourable financial
market conditions. Global GDP growth picked up in the first
quarter of 2005 benefiting from robust services sector which
offset deceleration in manufacturing and trade. In the second
quarter of 2005, record high oil prices exerted a drag on
growth with leading indicators turning downward and
business confidence weakening in major countries.

The demand for government securities from insurance
companies and other non-bank financial institutions has
been sustained and the competing demand for funds
between the government and the commercial sector has
been balanced by appropriate liquidity demand. The business
climate has improved considerably with external demand
providing impulses of growth for a range of industries.

Risks to global growth also emanate from the persisting
macroeconomic imbalances and the resulting abundance
of global liquidity which carries the potential of fuelling asset
bubbles, excessive leveraging in financial markets and
threats to global financial stability. The current configuration
of good growth, low inflation, abundant liquidity, flat yield
curves, lowering of credit risk premia and ever-expanding
search for yields has also benefited many emerging market

economies which have strengthened their macro-
fundamentals in an environment of low inflation, improved
fiscal positions and balance of payments and substantial
accumulation of foreign exchange reserves.

Capital flows to India remained strong during April-August
2005-06, led by foreign investment flows. Foreign direct
investment (FDI) into India during April-August 2005 were 18
per cent higher than in the corresponding period of 2004,
buoyed up by the pick-up in activity and positive investment
climate. During the first quarter of 2005-06, the current
account deficit was more than offset by surplus in the capital
account, resulting in an accretion to the foreign exchange
reserves of the order of USD 1.2 billion on balance of
payments basis (excluding valuation effects).

Financial markets were largely stable during the first four
months of 2005-06, even as interest rates edged up. Money
market rates were generally aligned with the reverse repo
rate.

In brief, although there are several global uncertainties,
domestic factors indicate a confidently growing economy in
a stable environment. While global factors are getting to be
increasingly significant for India, the domestic factors still
dominate and the latter point to favouring stability to maintain
the growth momentum at this juncture.

B. APPRAISAL OF INSURANCE MARKET

The insurance sector was opened up in the year 1999
facilitating the entry of private players into the industry. With
an annual growth rate of 24.31 per cent and the largest
number of life insurance policies in force, the potential of the
Indian insurance industry is huge. The year 1999 saw a
revolution in the Indian insurance sector, as major structural
changes took place with the ending of government monopoly
and the passage of the Insurance Regulatory and
Development Authority (IRDA) Bill, lifting entry restrictions for
private players and allowing foreign players to enter the market
with some limits on direct foreign ownership. According to
CSO, the insurance and banking services’ contribution to
the country’'s GDP is 7.1 per cent out of which the gross
premium collection forms a significant part. Life insurance
penetration in India was less than 1 per cent till 1990-91.
During the ‘90s, it was between 1 and 2 per cent and from
2001 it was over 2 per cent. In 2003-04 it was 2.4 per cent.
The impetus for increase is due to the active role played by
IRDA in licensing private players and taking positive steps in
increasing the insurance awareness among the people.
Besides, the insurance companies in general and private
insurance companies in particular, are reaching to so far
untapped potential in rural areas with aggressive campaign
by offering suitable products.
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The penetration rates of health and other non-life insurances
in India is also well below the international level. These facts
indicate immense growth potential of the insurance sector.
The hike in FDI limit to 49 per cent was proposed by the
Government last year. This has not been operationalised as
legislative changes are required for such hike. Since opening
up of the insurance sector in 1999, foreign investments of
Rs. 8.7 billion have poured into the Indian market and 21
private companies have been granted licenses.

Innovative products, smart marketing, and aggressive
distribution have enabled fledgling private insurance
companies to sign up Indian customers faster than anyone
expected. Life insurance is viewed as a tax saving device.
People are now turning to the private sectors that are providing
them with new products and variety for their choice.

With the registration of Sahara Life Insurance Company Ltd.,
the number of companies operating in the life insurance
industry has increased to fourteen. The new entrant
commenced underwriting life premium during the financial
year 2004-05, although to a comparatively slow start. Sahara
Life is the first life insurance company in the private sector
which has set up operations in the country without
participation of a foreign joint venture partner. The company
issued 10,195 policies with total premium income of Rs.1.74
crore. (Tables 1 and 2 give the key market indicators and the
number of registered insurers in India)

TABLE 1
KEY MARKET INDICATORS

Life and non-life market in India
Global insurance market
(as on 31¢! December, 2004)

Rs.1,00,335.79 crore

US $3243.91 billion

Nominal growth: 9.7 per cent
Inflation adjusted: 2.3 per cent

Growth in premium underwritten
In India and abroad in 2004-05
Geographical restriction for new players

Life: 24.31 per cent
Non-life:12.09 per cent
none

Equity restriction Foreign promoter can hold up
to 26 per cent of the equity
Registration restriction Composite registration not

available

There are currently fourteen life and fourteen non-life
insurance companies, out of non-life insurance companies,
two are specialized Insurance companies viz. Agricultural
Insurance Company, which handles Crop Insurance
business and Export Credit Guarantee Corporation which
only transacts Export Credit Insurance.

10

TABLE 2
NUMBER OF REGISTERED INSURERS IN INDIA

Type of business Public sector Private sector Total
Life Insurance 01 13* 14
General Insurance 06 08 14
Reinsurance 01 0 01
Total 08 21 29

*One has commenced operations in 2005-06
Capital requirement and foreign participation

The improvement in FDI flows reflected the impact of recent
initiatives aimed at creating an enabling environment for FDI
and for encouraging infusion of new technologies and
management practices. The decision to hike sectoral caps
on FDI in telecom from 49 per cent to 74 per cent and in air
transport services from 40 per cent to 49 per cent buoyed
investors’ interest in these sectors. The Government’'s
proposal to increase the FDI cap in the insurance sector
from the present 26 per cent to 49 per cent has raised
expectations among the international insurance companies.
India has a favourable market which is growing fast.

i) World Insurance Scenario

In 2004 insurers succeeded in combining revenue growth
with higher profitability and a stronger capital base than in
the previous two years. Investment banks and rating
agencies acknowledged these developments and positively
changed their outlook on the insurance industry. Year 2004
featured several changes in the overall insurance framework.
Total world premium in nominal terms remained at the same
level as in 2003 and increased by 2.3 per cent in real terms
in 2004. Life and non-life business showed opposite trends.
While growth gained momentum in life segment, the non-
life segment showed otherwise. India is getting increasingly
integrated with the world economy and has large and growing
market potential, developed infrastructure, sophisticated
financial sector, stable polity and strong economic outlook.
These features make India as an attractive destination.

In 2004, regional shares in the global premium volume shifted
slightly. Regional differences in economic growth and tax
regulations were important drivers of such differences.
Europe gained 1.9 percentage points through life insurance,
while North America and Asia lost 1.8 per cent and 0.5 per
cent respectively mainly due to sluggish demand for life
insurance in the US and Japan, the dominating markets in
those regions. As integrated risk management approach
has gained ground within large corporates, this may result
in a less cyclical captive market.
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Growth continued to be strong among emerging markets,
both in life and non-life business. In the low interest-rate
environment, significant foreign direct investment flowed to
emerging markets with low labour costs and optimistic GDP
forecasts. This flow, combined with changes in taxation and
pension systems, boosted insurance growth. South and East
Asia, the largest cluster of emerging markets, achieved a 9.0
per cent real growth rate.

Non-life insurance in the emerging markets repeated its 2003
performance and recorded a 7.7 per cent real growth in 2004.
South and East Asia retained its dominant market share and
raised its premium volume by 6.6 per cent. Non-life premium
in South Africa, India, Argentina and Lithuania grew in a range
of 10-15 per cent. Non-life insurers in many countries were
benefited from bullish stock markets which enabled them to
earn good profits. Non-life lines also registered a strong
growth as improved living standards increased the demand
for property insurance.

In 2004, the industrialized countries which account for around
90 per cent of the world non-life market, increased their non-
life premiums by 1.7 per cent in real terms. This level of increase
is reflected in most of the countries. France and Italy recorded
growth rates slightly above 2 per cent. The US, which account
for about 43 per cent of world premia reported 2.0 per cent real
growth in 2004. Germany, the second largest market, posted
1.5 per cent real growth. However, UK reported a decline of
0.5 per cent, after a high 9.6 per cent growth in 2003.

ii) Indian Insurance Industry

With a large population and untapped market, insurance
happens to be a big opportunity in India. The insurance
business is growing at an annual rate of 21.9 per cent.
Together with banking services, it accounts for about 7.1 per
cent to the country’s GDP. However, insurance penetration
in the country is poor. Insurance penetration or premium
volume as a share of a country’s GDP, for the year 2004-05 is
at 2.53 per cent for Life insurance and 0.65 per cent for Non-
life insurance. The level of penetration tends to rise as income
increases, particularly in life insurance. India with about 200
million middle class households shows a potential for
insurance industry. Saturation of markets in many developed
economies has made the Indian market even more attractive
for global insurance majors. The insurance sector was
opened up for private participation four years ago and the
private players are active in the liberalized environment. The
insurance market have withessed dynamic changes which
includes presence of a fair number of insurers both life and
non-life segment. Most of the private insurance companies
have formed joint venture partnering well with recognized
foreign players across the globe. The Indian Insurance market
accounts only for 0.59 per cent of USD 2,627 billion global
insurance market. Consumer awareness has improved.
Competition has brought more products and better customer
servicing. It has had a positive impact on the economy in
terms of income generation and employment growth.
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i) Lifelnsurance

The life insurance industry recorded a premium income of
Rs.82854.80 crore during the financial year 2004-05 as
against Rs.66653.75 crore in the previous financial year,
recording a growth of 24.31 per cent. The contribution of first
year premium, single premium and renewal premium to the
total premium was Rs.15881.33 crore (19.16 per cent);
Rs.10336.30 crore (12.47 per cent); and Rs.56637.16 crore
(68.36 per cent), respectively. In the year 2000-01, when the
industry was opened up to the private players, the life
insurance premium was Rs.34,898.48 crore which
constituted of Rs. 6996.95 crore of first year premium, Rs.
25191.07 crore of renewal premium and Rs. 2740.45 crore
of single premium. Post opening up, single premium had
declined from Rs.9,194.07 crore in the year 2001-02 to
Rs.5674.14 crore in 2002-03 with the withdrawal of the
guaranteed return policies. Though it went up marginally in
2003-04 to Rs.5936.50 crore (4.62 per cent growth) 2004-
05, however, witnessed a significant shift with the single
premium income raising to Rs. 10336.30 crore showing
74.11 per cent growth over 2003-04. (Table3)

TABLE 3
PREMIUM UNDERWRITTEN BY LIFE INSURERS
(Rs. lakh)
Insurer 2003-04 2004-05
First year premium including
Single premium
LIC* 1734761.74 2065306.36
(6.34) (19.05)
Private Sector 244070.58 556457.34
(152.74) (127.99)
Total 1978832.32 2621763.70
(14.68) (32.49)
Renewal Premium
LIC 4618580.96 5447422.62
(19.47) (17.95)
Private Sector 67962.05 216293.48
(343.12) (218.26)
Total 4686543.01 5663716.10
(20.75) (20.85)
Total Premium
LIC 6353342.70 7512728.98
(15.63) (18.25)
Private Sector 312032.63 772750.82
(178.83) (147.65)
Total 6665375.33 8285479.80
(18.91) (24.31)

Note: Figures in brackets indicate the growth (in per cent)
* includes the investment component under unit linked products
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Box Item No. 1
RESTRUCTURING OF AMP SANMAR LIFE INSURANCE COMPANY LTD.

AMP Limited of Australia and Sanmar Group, formed a joint venture to carry on life insurance business in India. AMP
Sanmar Life Insurance Company Ltd., was granted registration by the Authority to undertake life insurance business on 3
January, 2002. The company commenced underwriting policies in a small way in the financial year 2001-02 with first year
premium of Rs.27.73 lakh going up to Rs.91.33 crore in 2004-05. The paid up equity of the company stood at Rs.217.10
crore. Following AMP’s decision to stay focused on its core wealth management business in Australia and New Zealand
and keep its Asian focus centred in asset management through AMP Capital investors, AMP Limited decided to sell its
stake in the joint venture and concurrently Sanmar decided to take advantage of the opportunity to review its stake in the
business. The decision came three and half years after commencement of operations.

When the Authority was apprised of the intent of the promoters to effect changes in the ownership structure for obtaining
necessary permission, the prime concern of the regulator was to ensure that the interests of policyholders would continue
to be protected and all the extant commitments made by the company would continue to be honoured in the normal course
despite ownership changes. It was also clear that the process of change in ownership would necessarily involve a time lag
during which various options for the restructuring of the company had to be explored to the satisfaction of all concerned. As
the company would however be operating in the usual course in the interim, the Authority took immediate proactive
measures to establish regular weekly reporting systems to closely monitor the developments to safeguard the interests of
the policyholders. The reporting requirement covered daily and weekly submissions to be made on the business
performance, investments and cash flows. These included in particular, the trend in the acceptance of new business,
renewal of existing contracts, incidence of fresh claims and other aspects affecting the solvency. Restrictions were also
placed on major expenses and in particular on capital expenditure, changes in the Board of Directors and on the various
committees of the Board, and any measures which could possibly weaken the company. The management was not
permitted to take any policy decision which could have ramifications on the functioning of the company without the explicit
concurrence of the Authority.

The funds/investments representing policy liabilities had to be maintained as the insurer was holding them in a fiduciary
role. Though in the initial few days after the announcement by the insurance company, there was a noticeable uptrend in
redemptions combined with a slow down in the new premium underwritten, the anxiety of policyholder on the future of the
company reduced after the regulator assured through the media that the interests of the policyholders would be fully
protected as the company was compliant with the stipulations on solvency requirements.

The options for restructuring included merger with an existing insurer and transfer of ownership to buyers, who would
comply with the ‘fit and proper’ requirements of the IRDA regulations and of the Insurance Act, 1938. The Authority was keen
on ensuring that the process should be smooth and quick. Since the process of amalgamation as laid down in the Act was
long drawn, the Authority vigorously pursued with the owners other options to ensure that the identity of the insurance
company is retained and those parties which were interested in acquiring the stake of the promoters could be short listed.

Consequently the promoters entered into an agreement on 31t July, 2005 for sale of their 100 per cent holdings to Reliance
Capital Ltd. (RCL) and sought regulatory approval for the proposal. The Authority carried out the due diligence of RCL, a
Non-Banking Finance Company (NBFC) registered with the Reserve Bank of India (RBI), in consultation with other regulators
and looked specially into the capability of the company to carry life insurance business, its ability to honour all the commitments
made to the policyholders and to inject funds at periodic intervals to meet the requirements of capital funds. On being
satisfied on the above counts and after the company agreed to abide by all the stipulations applied to the insurance
company at the time of registration., the Authority granted approval to the transfer of shares on 29" September, 2005. The
new promoters affirmed, through the media, their commitment to honour all policyholders’ contracts and the insurer
continued its normal activity without any restrictions thereafter. The process of managing the first ownership change in the
insurance sector after it was opened up in 2001 was thus handled without any disruption to the policyholders or systemic
implications.
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The life insurance industry underwrote first year premium
(inclusive of single premium) of Rs.26217.64 during 2004-
05 as against Rs.19788.32 crore in 2003-04. The industry
clocked a growth of 32.49 per cent driven by a significant
jump in unit linked business. Interestingly, the growth in the
first year premium (other than single premium) came on the
policies issued by the private insurers with a growth rate of
106.46 per cent as against a negative growth exhibited by
LIC at 1.25 per cent. As against this, the private insurers and
LIC reported single premium growth of 239.46 per cent and
62.32 per cent, respectively.

The size of life insurance market increased on the strength
of growth in the economy and concomitant increase in per
capita income. This resulted in a favourable growth in total
premium both for LIC (18.25 per cent) and to the new insurers
(147.65 per cent) in 2004-05. The higher growth for the new
insurers is to be viewed in the context of a low base in 2003-
04. However, the new insurers have improved their market
share from 4.68 in 2003-04 to 9.33 in 2004-05. (Table 4)

TABLE 4
MARKET SHARE OF LIFE INSURERS
(In per cent)

Insurer 2003-04 2004-05
First year premium including
Single premium
LIC 87.67 78.78
Private Sector 12.33 21.22
Total 100.00 100.00
Renewal Premium
LIC 98.55 96.18
Private Sector 1.45 3.82
Total 100.00 100.00
Total Premium
LIC 95.32 90.67
Private Sector 4.68 9.33
Total 100.00 100.00

Segregation of the first year premium underwritten during
2004-05 indicates that Life, Annuity, Pension and Health
contributed 77.27; 6.7; 15.55 and 0.47 per cent respectively
to the first year premium. As against this, 81.68; 8.62; 8.97
and 0.72 per cent was respectively underwritten in the above
segments in 2003-04. There is a slow but clear shift towards
pension business.

New policies underwritten by the industry were 262.11 lakh
during 2004-05 showing a decline of 8.44 per cent against
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2003-04. Prior to this, in the year 2003-04, the number of
new policies underwritten had increased to 286.27 lakh as
against 253.70 lakh in 2002-03, exhibiting an increase of
12.83 per cent. While the private insurers exhibited a growth
of 34.62 per cent, LIC showed a negative growth of 11.09 per
cent. The market share of the private insurers and LIC, in
terms of policies underwritten, was 8.52 per cent and 91.48
per cent as against 5.79 per cent and 94.21 per cent
respectively in 2003-04. (Table 5)

TABLE 5
NEW POLICIES ISSUED : LIFE INSURERS

Insurer 2003-04 2004-05
Private Sector 1658847 2233075
(5.79) (8.52)
LIC 26968069 23978123
(94.21) (91.48)
Total 28626916 26211198

Note: Figures in brackets indicate the ratio (in per cent) of
respective insurer

The increase in the renewal premium is a good measure of
the quality of the business underwritten by the insurers. It
reflects the increase in their persistency ratio and enables
insurers to bring down overall cost of doing business. The
renewal premium underwritten by the private insurers during
2004-05 reflects that some of the insurers have shown a
healthy growth. The average for the private insurers,
examined in the context of the renewal premium to the first
year premium underwritten (excluding single premium),
shows an increase to 68.67 as against 61.56 in 2003-04
and a mere 32.88 in 2002-03.

Analysis of the first year premium in terms of linked and non-
linked premium reflects that linked products continued to
rule the roost in 2004-05. LIC, the public sector insurer, too
underwrote significant business in this line. While premium
underwritten under the linked categories grew by 422.19 per
cent, the non-linked premium was almost static with growth
of just 0.028 per cent. The linked and non linked business
accounted for 32.54 per cent and 67.46 per cent respectively
in the year 2004-05, as against 8.46 and 91.54 per cent in
2003-04.

The non-linked and linked new business premium
underwritten by LIC in 2004-05 was 78.31 per cent and 21.69
per cent as against 97.70 per cent and 2.29 per cent in 2003-
04. In case of private insurers the percentages were 28.72
and 71.28 in 2004-05 as against 50.18 and 49.82 per cent
respectively in the previous year. The data clearly reflects
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LIC’s decision to drive its premium growth on the strength of
unit linked products. The Group business has also witnessed
some churning as the market has become more competitive.
This has been true for the term business also. Today Group
products are offered by all the life insurers.

Innovations in the products

With the demographic changes and changing life styles, the
demand for insurance cover has also evolved taking into
consideration the needs of prospective policyholder for
packaged products. There have been innovations in the types
of products developed by the insurers, which are relevant to
the people of different age groups, and suit their requirements.
Continued innovations in product development has resulted
in a wide range of flexible products to meet the requirements
for cover at different stages of life — today a variety of products
are available ranging from traditional to Unit linked providing
protection towards child, endowment, capital guarantee,
pension and group solutions. A number of new products have
been introduced in the life segment with guaranteed additions,
which were subsequently withdrawn/toned down; single
premium mode has been popularized; unit linked products;
and add-on/riders including accidental death;
dismemberment, critical illness, fixed term assurance risk
cover, group hospital and surgical treatment, hospital cash
benefits, etc. Comprehensive packaged products have been
popularized with features of endowment, money back, whole
life, single premium, regular premium, rebate in premium for
higher sum assured, premium mode rebate, etc., together
with riders to the base products.

Expenses of the life insurers

Section 40 B of the Insurance Act provides that no insurer
shall in respect of life insurance business transacted by him
in India, spend as expenses of management in excess of the
prescribed limits. The expense of management includes all
commission payments and any amounts of capitalized
expenses. The Insurance Rules further lay down the manner
of computation of the prescribed limits. A major expense head
for the life insurers is commission. As against the industry
average of 23.96 per cent (24.71 per cent in 2003-04), LIC
incurred an expense of 26.23 per cent (25.79 per cent in
2003-04) towards commission on first year premium. The
average for the private insurers worked out to 17.69 (18.47
per cent in 2003-04). The commissions paid by LIC towards
the single premium were 0.60 per cent as against the average
of the private players at 0.98 per cent. The industry average
was 0.65 per cent. Perhaps an increasingly competitive
market has caused an upward shift in the commissions paid
by some basis points. In case of LIC during 2003-04 it was
0.52 per cent. The average commission paid on renewal
premium by the new insurers averaged 4.36 per cent as

17

against LIC’s 5.68 per cent. The total pay out by the life
insurance industry on account of commissions in 2004-05
stood at Rs.7057.96 crore as against Rs.6158.33 crore in
2003-04. The lower commissions for the new insurers
perhaps emanates from the fact that they are exploring a
number of alternate channels to underwrite business. In
addition, LIC has a major market share in traditional lines of
business, which attracts higher commissions. While an
overall trend can be drawn from these percentages, given
the fact that the insurance industry markets a whole range of
products, a true reflection of the commissions paid would
be reflected from the segment wise tracking of the
commissions. (Table 6)

TABLE 6
COMMISSION EXPENSES OF LIFE INSURERS
(Rs lakh)
Insurer First Year Commission
2003-04 2004-05
LIC 307341.65 311161.18
Private Sector 38162.16 76036.99
Total 345503.81 387198.17
Renewal Commission
LIC 266949.91 309162.08
Private Sector 3379.43 9435.64
Total 270329.34 318597.72
Total Commission
LIC 574291.56 620323.26
Private Sector 41541.59 85472.63
Total 615833.15 705795.89

The management expenses of private insurers exhibited a
mixed trend during 2004-05, with some insurers falling within
the limits of allowable expenses. While six of the thirteen
private sector insurers were within the permitted limits, two
were marginally above the limits and two others were
substantially higher than the limits laid down in the Act. In
respect of one insurer which had started operations only in
the second half of 2004-05, the expenses of management
were significantly higher than the premium underwritten.
Expenses of management of LIC, were well within the
allowable limits as set out in the Insurance Act, 1938 and
the Rule framed there under.
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Alternate channels of distribution like bancassurance, direct
marketing, internet and telemarketing reduce costs and
enable insurers to reach a wider customer base. While agency
force remains the mainstay of most insurance companies,
insurers are making efforts to explore new channels. Most
companies have successfully tapped the bancassurance
route both with commercial and cooperative banks. Insurers
have also initiated on-line sale of policies. It is pertinent to
note that the reduction in marketing costs would enable
insurers to provide affordable insurance to low income
households.

The operating expenses as a per cent to gross premium
underwritten, for the private insurers worked out to 28.84 per
cent (44.95in 2003-04). Major expense for the private insurers
was employee expenses (inclusive of travel, etc.) at 39.24
per cent (37.87 per cent in 2003-04); training expenses
(including agents’ training and seminars) at 6.96 per cent
(7.65 per cent in 2003-04); advertisement and publicity at
11.31 per cent (13.84 in 2003-04; and depreciation expenses
6.15 per cent (7.11 in 2003-04). In the case of LIC, the operating
expenses constitute 8.31 per cent of gross premium.
(Table 7)

TABLE7
OPERATING EXPENSES OF LIFE INSURERS
(Rs lakh)
Insurer 2003-04 2004-05
LIC 518649.79 624126.11
Private Sector 140244.38 222946.80
Total 658894.17 847072.91

Its major expenses are those incurred towards employee
remuneration & welfare benefits (72 per cent), and expenses
relating to recruitment of agents (8 per cent). In comparison
employee expenses comprised 35 per cent of the total
operating expenses of the private sector insurers — reflecting
that while their pay packages are more competitive the private
insurers can certainly take pride in having leaner
organizational structures.

TABLE8
PAID UP CAPITAL : LIFE INSURERS
(Rs. Crore)
Insurer 2003-04 2004-05
LIC 5.00 5.00
PRIVATE SECTOR 3238.71 4347.81
TOTAL 3243.71 4352.81
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Benefits Paid

The life industry paid gross benefits of Rs.28700.57 crore in
2004-05 (Rs.24012.12 crore in 2003-04) constituting 34.64
per cent of the premium underwritten, While it is still early for
the new insurers to make significant payments towards
claims, the benefits paid during the year were Rs.244.86
crore (Rs.81.78 crore in 2003-04), constituting 2.96 per cent
of the premium underwritten by them. LIC paid benefits of
Rs.28455.71 crore (Rs.23930.34 crore). Given that life
insurers traditionally do not reinsure a significant component
of their business, the benefits paid net of reinsurance by
them were Rs.28668.97 crore.

Retention Ratio

LIC traditionally re-insures only a small component of its
business, and during the financial year 2004-05, LIC ceded
Rs.42.95 crore as premium to cover for re-insurance
(Rs.38.31 crore in 2003-04). Similarly, in the case of private
insurers, only a small component of the business was re-
insured, with Group business forming the major component.
The private insurers ceded Rs.64.79 crore as premium
towards reinsurance as against Rs.32.54 crore in 2003-04.
It may be interesting to view this in the context of the fact that
the risks pertaining to the investments component of the
unit linked insurance products continue to be borne by the
policyholders and a significant component of the new
business premium underwritten by the industry in 2004-05
was towards unit linked products. (Statement-4)

Investment income

As the operations of the life insurers stabilize, their
investment base gets strengthened, resulting in investment
income forming a significant component of their total income.
32.98 per cent of LIC’s income was derived as returns from
investments in 2004-05, as against 31.93 per cent in 2003-
04. As against this, share of investment income for the new
life insurers was 4.45 per cent in 2004-05, as against 7.86
per cent in the previous year. While in the case of LIC,
contribution of investment income to total income has been
around 32 per cent in the last three years, in respect of the
private insurers the proportion has been steadily declining
from 13.82 per cent in 2002-03.This can be attributed not
only to the size of investible funds of the insurers being small
but also that yields on investments have exhibited a declining
trend on account of declining interest rates. As against this,
LIC which holds long duration securities in its portfolio, on
an average, is yet to feel the full impact of the declining interest
rates. On the flip side, as the private insurers increase their
presence in the life insurance industry, their premium income
has steadily increased thereby increasing the proportion of
premium income to the total income. The investment income
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of the private insurers, inclusive of capital gains, was
Rs.363.39 crore in 2004-05 (Rs.267.59 crore in 2003-04).
Investment income of LIC for the year 2004-05, was
Rs.37066.76 crore (Rs.29855.86 crore in 2003-04).

Profits of the lifeinsurers

The life insurance industry, by its very nature is capital
intensive, and insurers are required to inject capital at frequent
intervals to achieve growth in premium income. Given the
high rate of commissions payable in the first year, expenses
towards setting up operations, training costs incurred towards
developing the agency force, creating a niche for its products,
achieving reasonable levels of persistency, providing for policy
liabilities, and maintaining the solvency margin, make it
difficult for the insurers to earn profits in the initial five to seven
years of their operations. As such, none of the new insurers
have been able to generate surplus on their Revenue Account.
Further, most of these insurers have injected capital to bridge
the deficits in the Revenue Account during 2004-05. The
cumulative losses of the private insurers as on 31t March,
2005 stood at Rs.2592.17 crore as against Rs.1679.51 crore,
i.e., an increase of 54.34 per cent over the previous year.
These losses were funded through infusion of capital by both
the Indian promoters and their foreign partners. The continued
financial support through equity injections reflected the
promoters’ commitment in stabilizing the insurers’ operations.

During 2004-05 insurers continued to declare bonus despite
reporting deficit in the Revenue Account. It would be recalled
that in 2003-04, recognizing the need of the new insurers to
declare bonuses to maintain their competitive stance in the
market, the Authority had permitted declaration of bonus
despite non-availability of actuarial surplus. This was,
however, permitted subject to compliance with the conditions
imposed by the Authority.

LIC, continued to report surplus from operations at
Rs.15884.26 crore, as against Rs.10962.60 crore in 2003-
04, of which Rs.696.60 crore were transferred to the
Government of India (Rs.548.13 crore in 2003-04). Given the
fact that in the previous year, LIC had appropriated funds in
compliance with the Authority’s stipulations to meet the
solvency requirements, to the extent of Rs.6782.25 crore
(Rs.8160.80 crore in 2002-03), there is a decline in the post
tax surplus generated prior to appropriation to the extent of
10.48 per cent. The provision for taxation saw a significant
increase at Rs.5365.16 crore as against Rs.1515.21 crore in
2003-04 (254 per cent). (Statement-5)

i) Non-Life Insurance

The non-life insurance industry reported premium income
within India of Rs.17480.59 crore during 2004-05 as against
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Rs.15594.92 crore in 2003-04, exhibiting a growth of 12.09
per cent. During the year, the four public sector non-life
insurers underwrote premium of Rs.13972.96 crore
(Rs.13337.08 crore in 2003-04), i.e., a growth of 4.77 per
cent (6.22 per cent in 2003-04). The eight private sector
insurers underwrote premium of Rs.3507.62 crore
(Rs.2257.83 crore in 2003-04) reporting a growth of 55.35
per cent (68.29 per cent in 2003-04). Over the last five years,
the market share of the private insurers has increased to
20.07 per cent (14.48 per cent in 2003-04). In 2003-04, the
non-life insurance industry recorded a growth of 11.16 per
cent over the previous year. (Table 9).

TABLE9

PREMIUM UNDERWRITTEN BY NON-LIFE
INSURERS - SEGMENT WISE

(Rs. Crore)
Department 2003-04 2004-05
Fire 3150 3331
(20.20) (19.05)
Marine 1118 1228
(7.17) (7.03)
Misc 11327 12922
(72.63) (73.92)
Total Premium 15595 17481

Note :Figures in brackets indicate the ratio(in percent) of
respective segment.

The financial year continued to exhibit the shift in the
business underwritten by private insurers. Segment-wise
analysis of the premium underwritten by them reveals that
there has been a continued focus on certain lines of
business. While the overall fire premium increased from
Rs.3150.10 crore in 2003-04 to Rs.3330.92 crore in 2004-
05, i.e., an increase of Rs.180.82 crore, the private insurers
reported Rs.215.73 crore over previous year. The contribution
of private insurers in fire segment increased to 27.60 per
cent in 2004-05 as against 22.34 in 2003-04. This is a
significant development since the Fire segment has also
been amongst the high profit areas.

In terms of number of policies issued, the industry reported
a growth of 13.23 per cent in 2004-05. The number of policies
written by the new insurers increased by 54.80 per cent (85.53
per cent in 2003-04) whereas in the case of public sector
insurers the increase was 9.66 per cent (based on revised
data furnished). (Table-10)
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Box Item No. 2

PERSPECTIVE ON DE-TARIFFING THE NON LIFE INDUSTRY

Tariff Scenario in a regulated set up

In a regulated market, the tariffs are administered by the Regulator. In India, the Tariff Advisory Committee (TAC) established
under the Insurance Act 1938 is vested with the functions of administering the rates, terms, advantages and conditions in
the general insurance business which are under tariff. The major classes of general insurance business under tariff
regime are Fire, Petrochemicals, Engineering and Motor. The Regulator’s endeavour has been to ensure that the rates are
fixed appropriately and equitably keeping in mind the interests of both insurers and policy holders through a scientific
method of rating. Upto 1972, some data was being received at TAC from the insurers. After nationalization in 1972, the data
flow reduced and by 1984 no data was available at TAC as both, the owner of the data and the regulator (TAC) were under
the Government. Further, there was no system of dissemination of data to the public. Even the PSU insurers were not able
to publish consolidated data on each class of insurance. Thus scientific rating became a casualty. As a result pricing of
different classification of risks was done in an ad-hoc manner. This resulted in cross subsidization among different class
of risks and also within a class the better risks subsidizing the loss making risks.

Apart from this, the insurer in a regulated market did not have flexibility in pricing or innovation of products as they had to
adhere to the terms and conditions of the tariff in letter and spirit. Thus, while the parameters or risk factors fixed in the tariff
were adhered to for rating purposes, new and emerging risk factors could not be dove-tailed into the tariff for want of data
on those factors. Added to that, as the PSU insurers were enjoying monopoly status, profitability was not given priority. Lack
of flexibility and increase in level of complacency resulted in erosion of underwriting skills of the insurers on one hand and
of their bottomline - especially in the motor portfolio. On the customers’ side, the better risks were being charged as much
premium if not more than the high risk ones. In short there was no distinction between good risks and bad risks as the
same rate applied to all. This scenario continued till liberalization process gathered momentum and IRDA Act was enacted
in 1999.

Post IRDA Act 1999

IRDA Act was enacted with the objective to protect the interests of insurance policy holders and to regulate, promote and
ensure orderly growth of the insurance industry. These twin objectivesimplied that products need to be priced equitably
based on their individual risk experience and the solvency margin of the insurers had to be maintained. In order to ensure
these objectives, collection, compilation, dissemination and analysis of data relating to different classes of risks became
paramount. This also meant that new formats had to be devised taking into account various risk factors hitherto not
considered by the rigid tariff structure. As a first step, IRDA in consultation with the insurers devised new formats for
collection of past data as well as future data in the field of motor and health insurance.

Motor portfolio in a regulated set up

Generally the countries with a tariff regime and with a controlled market tend to have higher premium than those of the free-
market. In India, however the situation has been different. The motor premium rates are among the lowest in the world. The
average motor premium ranges from 2 to 3 per cent of the value of the vehicle as compared to 8 per cent in western
countries. This is due to the absence of data in the Indian market to support a justifiable pricing mechanism. However, the
public sector insurers were unable to generate adequate database to enable scientific calculations for risk assessment
and rating of different groups of vehicles.

In this context it is pertinent to look into motor insurance in the pre-liberalized scenario. Motor Insurance is a regulated
business. Prior to liberalization, the public sector insurers were expected to collect and maintain data relating to underwriting,

Contd...
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claims paid and claims outstanding of motor insurance - policy wise and vehicle wise. However, data collection and
maintenance in the regulated market has been assigned a low priority by the insurers. As a result, the data collected for
motor tariff revisions suffered from lack of credibility. In the absence of quality database, the tariff revision is being done on
an ad-hoc basis based on samples collected from the public sector insurance companies. Further, the actual revision
recommended has been time and again diluted. Therefore, underwriting in the transport sector has been a heavily losing
proposition, with claims well over 120 per cent of the gross premium income. The net result was that the administered
pricing became flawed in the absence of data. For the same reason, the users, lobbyists, Government or the Courts could
not be convinced to approve increase in rates even in the wake of deterioration of claims experience of the insurers. The
monopoly status of the public sector insurers as also lack of credible and supporting data came handy to the commercial
vehicle operators to scuttle increase in premium.

Reasons for transition to detariff regime

Pursuant to liberalization and the entry of private insurers, the motor underwriting scenario changed drastically. On one
hand the private players refrained from underwriting the loss making areas such as stand alone liability policy and on the
other, they clamoured for detariffing of motor portfolio. They also had in place sophisticated IT set ups and systems capable
of statistical analysis of various risk factors over and above the ones prescribed by the motor tariff. The awareness among
customers in the wake of liberalization also resulted in a movement towards risk based rating rather than a rigid tariff
structure.

Steps taken by IRDA (For Motor)

In the wake of liberalization, a change of mind set relating to data collection was imminent. The Regulator’s prime concern
being the protection of policyholders, the issue of fairness of rates for each class or segment of the insuring community
assumed significance. Maintenance of adequate solvency margin implied elimination of cross-subsidization of motor
insurance.

As mentioned earlier, in this scenario, collection, compilation and analysis of sums insured, premiums and claims data
with full information on risk categories and hazard factors became a necessity. The first step was to ascertain whether the
required data on motor insurance was available with the insurers or not. For this the IRDA in consultation with the insurers
had devised formats for collection of past and future data.

Formats for collection of data in motor insurance

The salient features of the new format for collection of motor data were the introduction of various code masters. The code
masters relate to i) Insurer, ii) Policy, iii) Class of vehicle, iv) Make of vehicle, v) Zone, vi) Cubic Capacity (CC)/Passenger
Carrying Capacity (PCC)/Gross Vehicle Weight (GVW) vii) Nature of loss, viii) Nature of goods, ix) Permit, X) Road Type, xi)
Driver type, xii) Driver Age, xiii) Driver experience, xiv) Driver education, xv) Incurred claims experience, xvi) Claims History of
the vehicle, xvii) Nature of injury, xviii) Occupation, xix) Reasons for Court Hearing and xx) Type of Summons.

These formats covered the details on driver, geographical zone of driving and the vehicle which are indispensable for rate
fixing in equitable manner in a detariff regime.

Thereafter, IRDA along with TAC undertook a pilot study. The study collected data from 12 divisional offices in and around
Mumbai on ‘as is where is’ basis. It was found that data was available though scattered. In all, policy records of around 1
lakh were collected with 6230 records of claims. A scrutiny of the data revealed that i) submission of correct data is not
considered a priority activity; ii) existing software takes 7 hours of time to run a report; iii) no back up data due to hardware
limitations and iv) Extraction of data through the existing system installed in the year 2000 was a cumbersome process.

The data submitted for the pilot study also showed following errors:

i) the codes were not as per Tariff — mapping errors between local class code masters and current global master as per
the Tariff.

ii) large number of cases with the code 99 (Miscellaneous)

Contd...
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iii) non-uniformity in reporting and
iv) many records were repetitive.

These errors were notified to the insurers and officials from TAC were sent to physically sort out the issue of code 99. With
this, 1922 records which were earlier coded as ‘99’ by the insurers were sorted out. Only 284 records could not be resolved.

The main gain from the pilot study is the knowledge that required data are available with the insurers though scattered.
Encouraged, the pilot study was extended to cover all areas. it was decided in consultation with the 4 PSUs to extend the
study to cover all areas. The insurers submitted the data in the revised format which was scrutinized. In order to ensure
validity of reporting and to verify the original records maintained at the company, a team of IRDA/TAC officials test checked
200 records of each PSU company.

Reasons for existence of code’99’

Three of the 4 PSU insurers introduced Genisys around 2000-2001. Prior to introduction of Genisys the policies were
issued manually. As a result such policy details could not be captured in the system. When claims arose out of such non-
system policies at a later date, the companies found it difficult to relate such claim to the manual records. Hence in the
absence of exact details relating to the policies, they were coded as ‘99’ i.e. ‘others’. These ‘non-system policies’ with no
material information contribute to a sizable number in the 3 PSUs which have adopted Genisys package. Scrutiny of data for
the years 2003-04 and 2004-05 showed that United India has approximately 70 per cent, New India 60 per cent and
National 45 per cent of their TP records under code ‘99'. ‘National’ had minimized the occurrence of code ‘99’ by putting
conditionalities at time of registering of claim. They have made it mandatory to capture the necessary data at the time a
claim is registered on a non system policy and in the event a claim is already registered they have made it mandatory for the
required data to be captured when the claim comes up for settlement. The CMC, which designed the ‘Genisys’ for 3 PSU
insurers have provided a utility to carry out the mapping exercise in various operating offices.

Roadmap for tariff free regime

In the context of ensuring collection and maintenance of quality data by the insurers, indispensable for smooth transition
into a detariff regime, IRDA has outlined a roadmap relating to various steps to be taken by the insurers in the areas of
Underwriting, Rating of risks, Policy terms and conditions, Corporate governance and the Role of Tariff Advisory Committee.
In a nutshell these guidelines emphasize the importance of improved internal capabilities and procedures and need for
sophisticated actuarial/statistical analysis for rating of risks. As per the road map, the tariffs will be discontinued effective
31t December 2006.

In order to assess the progress of the steps taken by the insurers in the areas outlined in the roadmap, the Authority has
established a Steering Committee for smooth transition to non-tariff regime as below:

* Shri K.K. Srinivasan, Member (Non-Life)

& Shri C.N.S Shastri, Advisor

* Dr D.V.S Sastry, DG (R&D)

The Committee will assess the extent of work to be done by the insurers in the market by eliciting information in a
“Preparedness Assessment Form” to be filled in by the insurers. The information to be given by the insurers relate to -
Availability of a statistical database and programmes for analysis of data as rating support

Availability of technically qualified and trained underwriting staff

Structured delegation of underwriting and rating authority

Control on quality of underwriting through management reports and internal technical audit

o~ DN PE

Rating structure
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TABLE 10
NEW POLICIES ISSUED : NON-LIFE INSURERS
Insurer 2003-04 2004-05
Private Sector 3298827 5106653
(7.91) (10.81)
Public Sector 38427204 42141970.5
(92.09) (89.19)
Total 41726031 47248623

Note: Figures in brackets indicate the ratio (in per cent) of
respective insurers and Numbers for 2003-04 are revised
in the current year.

Among the public sector insurers, New India held a market
share of 24.09 per cent (25.94 in 2003-04), followed by
National Insurance Company at 21.74 per cent (21.74) per
cent. Oriental Insurance and United India held a market
share of 17.26 per cent (18.16) and 16.84 per cent (19.67)
respectively. United India reported a decline of 4 per cent in
premium underwritten. The private insurers have broadly
succeeded in stabilizing their operations and their market
share ranged between 5.00 and 0.92 per cent. While all the
private insurers reported increase in premium underwritten,
except one insurer all of them increased their market share.
(Statement-26)

Premium Underwritten Outside India

The public sector non-life insurers have operations outside
India and have underwritten premium of Rs.975.86 crore
(Rs.947.57 crore in 2003-04) through such operations
abroad, which constituted 6.53 per cent (6.98 per cent in
2003-04) of the gross premium underwritten by them. (Table-
11)

TABLE 11
RATIO OF OUTSIDE INDIA PREMIUM TO TOTAL PREMIUM
(In Per cent)

Insurer 2003-04 2004-05
National 0.26 0.28
New India 17.80 17.49
Oriental 2.33 2.35
United 0.00 0.00

New India has operations in 24 countries through a network
of branches, 2 agencies, associate companies and
subsidiaries. 17.49 per cent (17.8 per cent in 2003-04) of its

premium is being underwritten abroad, the operations in
respect of National Insurance and Oriental Insurance
constitute a small component of their overall business at
0.28 per cent (0.26 per cent in 2003-04) and 2.35 per cent
(2.33 per cent in 2003-04) respectively. National Insurance
Company underwrote a premium of Rs.10.74 crore in 2004-
05 (growth of 21 per cent) as against Rs.8.87 crore in 2003-
04. New India too increased the premium underwritten
abroad at Rs.892.35 crore as against Rs.875.79 crore in
the previous financial year, albeit with a mere growth of 1.89
per cent. Oriental Insurance underwrote a premium of
Rs.72.77 crore during the year as against Rs.67.63 crore in
the previous year, i.e. a growth of 7.60 per cent. United India
has ceased foreign operations since 2003-04. (Table-12)

TABLE 12

GROSS DIRECT PREMIUM FROM BUSINESS OUTSIDE
INDIA : NON-LIFE INSURERS

(Rs.lakh)

Insurer 2003-04 2004-05
National 886.75 1073.80
(41.00) (21.09)

New India 87578.92 89235.00
(-2.00) (1.89)

Oriental 6763.10 7277.00
(4.00) (7.60)

United - -

Note : Figures in bracket indicate the growth over previous
year (in per cent)

Innovations in Products Introduced

Insurers have taken steps to introduce new products to meet
the specific requirements of the insured. Innovations have
been made to cater to the needs arising out of the structural
changes in the economy. New products introduced by the
non-life insurers include Mutual Fund Package Policy
providing cover in respect of the assured’s legal liability to
third parties for claims towards financial loss caused by
negligent act, negligent error or negligent omission on the
part of an officer/employee; Third Party Liability and Asset
Protection covers are available in respect of mutual funds
covering their business operations; Pollution Liability
Package Policy intended to cover damage costs of the
insured due to slow and gradual pollution activities; Event
Insurance Policy indemnifies the insured against the loss
or damage due to cancellation of event. Weather insurance
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cover has been launched for farming community, which
suffers high losses year after year due to vagaries of nature.
The specific products introduced by the insurers, which were
aimed at the rural markets include Weather Insurance, Farm
Income Insurance Scheme, Varsha Bima (Rainfall Insurance)
and Farmers’ Package Policy. Health insurance is another
area in which positive developments have been noticed.

Paradigm Shift in the Segments

The contribution of the private insurers in various industry
segments has increased on account of both their capturing
a part of the business which was earlier underwritten by the
public sector insurers and also creating additional business
avenues. To this effect, the public sector insurers have been
unable to draw upon their inherent strengths to capture
additional premium. Of the growth in premium in 2004-05,
66.27 per cent has been captured by the private insurers
despite having 20 per cent market share.

The segment wise fire, marine and miscellaneous breakup
of premium underwritten by the private insurers stood at
Rs.919.54 crore, Rs.245.11 crore and Rs.2342.99 crore
respectively, i.e., a growth of 30.65 per cent, 61.17 per cent
67.12 per cent. Under the miscellaneous segment, the motor
and health premium recorded a growth of 70.35 per cent and
148.04 per cent respectively. In terms of number of policies,
2.58 lakh, 1.45 lakh and 47.02 lakh policies were underwritten
in fire, marine and miscellaneous segments i.e., a growth of
28, 73 and 56 per cent respectively. The number of policies
issued in the motor and health segments stood at 33.52
lakh and 6.73 lakh policies, i.e., a growth of 50 and 75 per
cent respectively. (Statement-26)

The segment wise break up of fire, marine and
miscellaneous segments in case of the public sector insurers
was Rs.2411.38 crore, Rs.982.99 crore and Rs.10578.59
crore, i.e., a growth of (-)1.43 per cent, 1.81 per cent and 6.58
per cent. The public sector insurers reported growth in Motor
and Health segments (9 and 24 per cent). These segments
accounted for 45 and 10 per cent of the business underwritten
by the public sector insurers. Fire and “Others” accounted for
17.26 and 11 per cent of the premium underwritten. Aviation,
Liability, “Others” and Fire recorded negative growth of 29,
21, 3.58 and 1.43 per cent.

Retention Ratio

The retention ratio of the insurers is based on their capability
to bear risks. Traditionally, the public sector insurers have
retained a significant component of their portfolio, although
the net retention is driven by the respective segment in which
the premium has been underwritten. The net retention ratio
of the public sector insurers increased to 74.37 per cent from
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the previous year’s level of 72.30 per cent. All the four public
sector had a higher retention ratio — New India 76.33 per
cent (73.86 per cent in 2003-04); National 74.32 (73.78);
United 73.79 (70.23); and Oriental 71.77 (70.11) based on
the segment wise exposure of the individual insurers, the
retention ratios varied within individual segments. While the
retention ratio in case of fire segment ranged between 78.12
and 66.61 per cent, in the marine and miscellaneous
segments it ranged between 55.97 to 45.63 per cent and
77.87 to 75.02 per cent respectively.

The retention ratios of the new insurers have broadly varied
depending upon the composition of their portfolio. While,
HDFC Chubb retained 76.44 per cent (previous year: 78.50
per cent; a significant component of its portfolio being Motor);
Royal Sundaram, Cholamadalam, IFFCO Tokio and TATA
AlG retained 60.97 (60.64); 52.86 (49.80); 47.27 (41.38) and
57.95 (54.91) per cent of their portfolio. Retention ratio of
Bajaj Allianz was lower at 56.28 (60.10). ICICI Lombard and
Reliance had the least retention levels at 36.72 (26.67) and
23.40 (22.09) per cent respectively.

Expenses of Non-life Insurers

Section 40C of the Insurance Act, 1938 lays down the limits
for management expenses in general insurance business.
The expenses of management are required to be within the
prescribed limits under Rule 17-E of the Insurance Rules,
1939. The Authority has been stressing the need for insurers
to conform to the prescribed limits. During 2004-05, the
private sector insurers have more or less met the limits of
allowable expenditure. Of the eight insurers, six were well
within the specified limits while in the case of two, i.e.,
Cholamandalam and HDFC Chubb, there was breach of 4
and 13 per cent respectively. It would be recalled that HDFC
Chubb had commenced operations in October, 2002.
(Table-13)

TABLE 13

COMMISSION EXPENSES: PRIVATE SECTOR
NON-LIFE INSURERS

(Rs. Lakh)
Department 2003-04 2004-05
Fire 1498.49 2456.06
Marine 609.61 1621.99
Miscellaneous 8857.33 18741.65
Total 10965.43 22819.70
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In respect of public sector insurers, it would be recalled that
management expenses exhibited a sharp increase in 2003-
04, on account of Special Voluntary Retirement Scheme
(SVRS) introduced to bring down the staff strength and to
streamline the management structures. During 2004-05,
the public sector insurers continued to report expenses above
the permissible limits on account of additional provisioning
for proposed wage revision and amortized costs of SVRS
expenses. It was envisaged that by trimming the size,
expenses towards employee remuneration and benefits
would come down. These expenses presently constitute
78.57 per cent (80 per cent in 2003-04) of the total operating
expenses and 19.13 per cent (20.45 per cent in 2003-04) of
the gross premium underwritten.(Table-14)

TABLE 14
COMMISSION EXPENSES: PUBLIC SECTOR NON-LIFE
INSURERS
(Rs.lakh)
Department 2003-04 2004-05
Fire 16977.29 17710.51
Marine 5223.79 6992.26
Miscellaneous 87027.63 98616.77
Total 109228.71  123319.54

Six of the eight private sector insurers were in the fourth/fifth
year of operations, and have stabilized their operations. Gross
commission as per cent of gross premium worked out to
6.58 per cent as against 5.24 per cent in 2003-04. As a per
cent of the total expenditure, the commissions were 25 per
cent (as against 19.62 per cent in 2003-04). The other major
expense heads for these insurers as per cent of total
expenditure worked out comprised employee remuneration
and welfare benefits 23.97 per cent (22.36 per cent in 2003-
04)); legal & professional charges 6.96 (10.32 per cent);
business & sales promotion charges 6.28 (7.22 per cent);
rent rates & taxes 5.94 (7.12 per cent); and depreciation 5.11
(4.86 per cent). In addition some insurers have indicated
expenses towards insurance brokerage/ service charges/
other acquisition costs /technical service charges, which
accounted for 5.89 (7.56 per cent) of the total expenditure.

Incurred Claims Ratio

The net incurred claims of the public sector insurers during
2004-05 were Rs.9075.40 crore as against Rs.8253.30 crore
in 2003-04. Measured in the context of the net premium, i.e.,
net of reinsurance, the ratio was 81.63 per cent as against
79.91 per cent in the previous year. While the incurred claims
ratio of New India and National declined to 74.58 (74.65) and
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79.92 (84.10) per cent respectively, the same had increased
in the case of United and Oriental to 91.99 (85.63) and 86.04
(78.09) per cent respectively. (Table-15)

TABLE 15

INCURRED CLAIMS RATIO : PUBLIC SECTOR
NON-LIFE INSURERS

(Per cent)
Department 2003-04 2004-05
Fire 30.60 39.72
Marine 59.77 62.81
Miscellaneous 93.91 92.34
Total 79.91 81.63

The incurred claims ratio continued to be the highest in the
miscellaneous business, followed by marine and fire
segments. Fire business has traditionally been one of the
profitable lines of insurance business. United India had a
net incurred claims ratio of 108.63 per cent in the
miscellaneous segment. The insurer also had the incurred
claims ratio of 70.31 per cent in the marine segment, while
Oriental reported the highest incurred claims ratio of 46.19
per cent in Fire segment. (Statement-30)

In the case of the private insurers, the net incurred claims
were Rs.911.73 crore as against Rs.543.37 crore in 2003-
04. Overall, the incurred claims ratio was 51.16 per cent as
against 50.97 in 2003-04. Net incurred claims ratio
increased in the case of TATA AIG 48.31 per cent (44.84),
Cholamandalam 61.16 (43.22) per cent HDFC Chubb 58.94
(34.99) per cent and declined in the case of IFFCO-Tokio
50.79 (54.64) per cent, Royal Sundaram 56.39 (57.33) per
cent, Bajaj Allianz 47.22 (52.58) per cent, Reliance 61.91
(68.72) per cent and ICICI Lombard 48.23 (53.96) per cent.
(Table-16 and Statement-31).

TABLE 16

INCURRED CLAIMS RATIO : PRIVATE SECTOR
NON-LIFE INSURERS

(Per cent)
Department 2003-04 2004-05
Fire 27.18 37.91
Marine 81.89 87.82
Miscellaneous 53.03 50.75
Total 50.97 51.16
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Underwriting Experience

The four public sector insurers continued to incur underwriting
losses in 2004-05. The cumulative underwriting losses
increased to Rs. 2579.38 crore, i.e., 23.20 per cent of the net
premium of four public sector insurers as against Rs.2218.48
crore (21.48 per cent in 2003-04). These losses across the
insurers ranged between 17.57 and 34.37 per cent (18.96
and 25.09 per cent in 2003-04). While New India and National
reported a decline in underwriting losses 17.57 (18.96) and
18.96 (21) percent, Oriental and United India reported
increase in these losses 27.56 (22.77) and 34.37 (25.09)
per cent respectively. (Table-17)

TABLE 17
UNDERWRITING EXPERIENCE : NON-LIFE INSURERS
(Rs.lakh)
2003-04 2004-05
Public Sector (221848) (257938)
Private Sector (6373) 250

Note : Figures in brackets indicate loss

The strain on underwriting results continues to be on account
of increase in net incurred claims ratio to 81.63 per cent (up
from 79.91 per cent in the previous year) and high expenses
of management although declined from 37.97 per cent as
against 39.23 per cent in 2003-04. The Reserves for
Unexpired Risk increased to 3.61 per cent as against 2.34
per cent in 2003-04. Other than United India, others showed
an increase in the reserves, which was particularly sharp in
case of New India at 4.31 per cent as against 1.25 per cent in
2003-04.(Statement-28)

TABLE 18
OPERATING EXPENSES : NON-LIFE INSURERS
(Rs. lakh)
Insurer 2003-04 2004-05
Public Sector 364768.00 364030.89
Private Sector 49516.66 69198.26
Total 414284.66  433229.15

Note : Public sector does not include ECGC, AIC and GIC

Cumulatively, the private insurers reported underwriting profits
of Rs.2.50 crore, i.e., 0.14 per cent of the net premium
underwritten in 2004-05 as against underwriting losses of

63.73 crore at 5.98 per cent of the net premium in 2003-04.
While four insurers reported underwriting profits, the other
four reported a decline in the losses compared to the
previous year. The underwriting losses of the four insurers
ranged between 3.98 and 15.88 per cent of net premium. Of
the four insurers who reported underwriting profits, there
was a turnaround in case of two insurers. However, in case
of ICICI Lombard the underwriting profits showed a sharp
decline at 0.84 per cent as against 13.90 per cent in 2003-
04. Overall, the improvement in results was on the strength
of decrease in the expenses of management (27.32 per
cent from 27.78 per cent in the previous year); decline in the
additional Reserves for Unexpired Risk (21.38 per cent as
against 27.23 per cent in the previous year) and reinsurance
commissions received by the private insurers. However, the
net incurred claims ratio increased to 51.16 per cent as
against 50.97 per cent. Cholamandalam and HDFC Chubb
reported a sharp increase in the net incurred claims ratio in
2004-05.

Net Profits

The public non-life insurers reported profit before tax (PBT)
of Rs.1729.11 crore in 2004-05 (increase of 10.23 per cent)
as against Rs.1568.59 crore in 2003-04. These insurers
reported net profits of Rs1171.60 crore during the financial
year 2004-05 as against Rs.1358.32 crore in 2003-04.
National reported a PBT of Rs.141.22 crore, New India, is
Rs. 797.88 crore, Oriental Rs. 471.71 crore and United India
Rs. 318.30 crore, While National and Oriental reported
increase in net profits at Rs.131.13 crore and Rs.330.53
crore, New India and United India reported lower net profits
at Rs.402.23 crore and Rs.307.71 crore respectively. While
in the case of the former this was on account of provision for
taxation due to capital gains (including for earlier years) and
for deferred tax assets, in the case of the latter the higher
provision for incurred claims impacted its bottom line.
(Statement-28)

TABLE 19
PAID UP CAPITAL : NON-LIFE INSURERS
AND REINSURER

(Rs.crore)

2003-04 2004-05

Public Sector 400 450
Private Sector 1048.96 1048.96
GIC 215 215
ECGC 500 600
AIC 200 200
Total 2363.96 2513.96
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For the second consecutive year, six of the private insurers,
reported net profits in 2004-05. However, it was a mixed
performance across the companies. While three insurers
improved their net profits over the previous year, in the case
of the other three, the net profits reported were actually lower
than 2003-04. For the two insurers who reported net losses,
2004-05 was the second full year of their operations. These
two insurers, however, reported a decline in the net losses
as compared to the year 2003-04. The combined net profit of
the new insurers was Rs.121.90 crore (Rs.67.04 crore in
2003-04).

Investment Income

Favourable investment climate continued to prevail in the
economy for the second consecutive year on the strength of
persistent economic growth, coupled with sustained bullish
conditions in the stock market, facilitated improved financial
performance of insurance companies. The continuing low
interest rate regime has been a constraint on the investment
income. Overall, the returns on investment income have been
on account of sale of investments or on account of redemption
of high yield investments. Some of the insurers also reported
higher collection on restructured accounts. Insurers have also
reported favourable returns on their mutual fund portfolios.
All the public sector insurers have reported an increase in
their investment income, with a total investment income of
Rs.4330.18 crore i.e., an increase of 13.41 per cent over the
previous year (Rs.3818.20 crore in 2003-04).

In respect of private insurers, depending on the investment
policy followed by the insurers, composition of their respective
investment portfolio, and based on the need to fund their
business operations, the returns on investments on their
portfolio have varied. While some of the insurers reported an
increase in their income from investments, in respect of others
there was a decline in the returns as against the previous
year. The eight private sector insurers reported gross
investment income of Rs.184.42 crore as against Rs.154.32
crore in 2003-04, an increase of 19.50 per cent.

Return to the Shareholders

All the public sector non-life insurers contributed to the
exchequer by declaring dividend during 2004-05. The four
insurance companies had a total dividend payout of Rs.197
crore (Rs.125 crore in 2003-04). In addition, New India also
declared bonus shares in the ratio of one for every two shares
held. Of the six new insurers who reported profits during the
financial year 2004-05, IFFCO-Tokio and ICICI Lombard
declared dividends for the third and second consecutive year
respectively.
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TABLE 20
DIVIDENDS PAID : PUBLIC SECTOR INSURERS

(Rs. lakh)
Insurer 2003-04 2004-05
LIC 54813 69660
Non-life Insurers 12500 19700
ECGC 1371 1523
GIC 6450 6450
Total 75134 97333

General Insurance Corporation (GIC)

As a sole reinsurer in the domestic reinsurance market,
GIC provides reinsurance to the direct general insurance
companies in the Indian market. GIC receives statutory
cession of 20 per cent on each and every policy subject to
certain limits. It leads many of domestic companies’ treaty
programmes and facultative placements. The Corporation’s
reinsurance programme has been designed to meet the
objectives of optimizing the retention within the country,
ensuring adequate coverage for exposures and developing
adequate capacities within the domestic market. Marine Hull
Pool continues to operate with GIC as the Manager. Similarly,
the Terrorism Pool is also being managed by GIC on behalf
of the Indian Insurance Industry. In view of the good results
of the Terrorism Pool, with effect from 1%, February, 2005 the
capacity has been increased to Rs.500 crore per location.
GIC has taken over the GOI's War Scheme with effect from
1%t January, 2005. To protect the exposures due to war, an
additional cover of Rs.400 crore for war alone has been
taken. A vertical capacity to cover a risk up to Rs.1500 crore
(PML) has been developed for the benefit of the Indian Market.
An additional cover by the name “Peak Risk Facility” is also
in place. High value risks are automatically ceded to this
facility after cession to various other arrangements. This
increases GIC'’s capacity to Rs.3000 crore (PML) for such
risks. A catastrophic peril cover is in place for a limit of Rs.850
crore. An additional Earthquake peril protection for Rs.750
crore has also been taken. A marine cover for Rs. 250 crore
is also in place. Protection for Personal Accident business
and oil & Energy business has also been put in place.

Foreign Inward Treaty and Facultative Business

The Indian group comprises of the support provided by the
Corporation to the Indian market in the form of obligatory
Cessions, Company Surplus Treaties, Market Surplus
Treaties, XOL protection to direct players in India and
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Facultative acceptances. Tsunami losses mainly from
Srilanka, Indonesia, Maldives and losses from Hurricane
Ivan have affected various segments of the foreign inward
business.

During the year under review, GIC is spreading its wings to
emerge as an effective reinsurance solutions partner for the
Afro-Asian region and has started leading the reinsurance
programmes of several insurance companies in SAARC
countries, South East Asia, Middle East and Africa. Due to
increased acceptance of business and better retrocession
arrangement, there has been a considerable increase in
premiums. For providing its international clientele easy
accessibility, efficient service and tailor made reinsurance
solutions, GIC has opened liaison/representative offices in
London and Moscow.

Risks and Concerns

GIC derives its risks from the claims liability of the insurers,
inability to benefit from prompt payment of premiums upfront,
running credit risks, currency fluctuation risks, hazards of
blind treaties, etc. Further, the international Solvency/Claim
Paying ability rating either add or reduce the risks involved
with reinsurance as a result of upgradation/ downgradation
of sovereign ratings. Failure to undertake a proper security
analysis can also increase the level of risk undertaken. The
prospects of deregulation of non-life industry in terms of tariffs
have also brought about volatility in margins and returns.

GIC’s efforts in risk management include need based
protection for the corporation’s acceptance portfolio,
retrocession of risks assumed, XL protection for the overall
risks assumed and a catastrophe cover to take of catastrophic
losses.

Operating Results

The total earned premium was Rs.4373.68 crore for 2004-
05 as compared to Rs.3991.79 crore in the previous posting
a growth of 9.56 per cent. All the major classes of business
namely Fire, Marine, and Miscellaneous contributed to the
growth. The incurred claims as a per cent of net earned
premium in respect of above segments worked out to 60.6;
101.8; 94.5 per cent respectively as against 45.4; 74.2 and
86.1 per cent in the previous year. Life segmentis new entrant
to GIC and the incurred claims ratio for 2004-05 was 348.5
per cent; however, the corresponding ratio for the previous
year was not available. Incurred claims for all classes put
together increased to Rs.3702.80 crore partly due to the
losses arising from Tsunami. The overall underwriting results
show a loss of Rs.572.28 crore. Income from investment for
2004-05 was Rs.1398.61 crore posting a growth of 3.41 per
cent. Net premium in Fire contracted marginally by 4.3 per
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cent, Marine showed a 13.1 per cent growth and the
Miscellaneous showed a healthy growth of 18.8 per cent.
Incurred claims ratio in the respective segments, were 42.58,
54.72, and 21.38 per cent respectively. The Corporation
reported a net profit of Rs. 200.02 crore during 2004-05, as
against Rs.1037.62 crore in the previous year. A dividend of
15 Per cent was declared for the year as against 30 per cent
in the previous year.

Investments

The total investments of GIC as on 31%t March, 2005 were
Rs.15,434.31 crore as against Rs.12,927.41 crore in the
previous year Favourable conditions in the stock market
enabled GIC to realize profits to the extent of Rs.464.85 crore.

C. RESEARCH & DEVELOPMENT ACTIVITIES
UNDERTAKEN

The department undertook the analysis of motor data
collected for the pilot study in association with TAC.
Consolidated results were presented at various forums. The
department is actively engaged in extending the study to all
the offices across the country. Partial analysis of data was
done on data so far received and attempts are being made
to analyse the data on different aspects on an ongoing
basis.. The department prepared a data dictionary for the
use of insurers for submission of data. The department is
also engaged in cleaning and analysing the data submitted
by TPAs on health insurance and some important tabulations
have been generated.

D. REVIEW
i. Protection of interests of policyholders

One of the responsibilities of the Authority is to protect the
interests of policyholders. To give effect to this objective, the
Authority notified the Protection of Policyholders Regulations
in April, 2002. In another initiative, the Office of the Appellate
Authority has been constituted under Section 110H of the
Insurance Act, 1938. The Appellate Authority has been set
up to review, on appeal, the directives given by the Authority.

Other steps taken by the Authority to protect the interests of
the policyholders include:

® Constitution of a Cell within the Authority headed by
a Deputy Director to receive complaints /grievances
from the policyholders. The Cell looks into genuine
cases of delay in the settlement of grievances.
However, the Cell does not function as an
underwriter nor does it decide on issues like
adoption of underwriting practices, the claims
procedure etc., by the insurers;
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® making it compulsory for every life insurer to make
available the premium rates with a facility of a
premium calculator on its web-site for the information
of public;

® making it obligatory for insurance companies to
disclose clearly the benefits, terms and conditions
of the policy document;

® advertisements issued by the insurers are required
to make proper disclosures;

® for redressal of the complaints of the individual
policyholders, the Ombudsman scheme has been
put in place by the Central Government. The
implementation of the scheme has been put in place
by the Central Government. The implementation of
the scheme is being facilitated by the Authority;

® mandate insurers to set up proper grievance
redressal machinery at their head office and at their
other offices;

@ introducing Third Party Administrators in the health
sector, to provide improved health insurance services
viz., cashless cover, and other add-on facilities; and

® licensing brokers as intermediaries to serve the
interests of the insured public in general and
insurance industry in particular. The broker renders
advice on appropriate insurance cover and terms
thereof, keeps up to date on the variety of available
insurance products and submits quotations received
from insurers for consideration of the client.

The Authority also protects the interests of the policyholders
by ensuring that the insurers maintain the prescribed
solvency margin. Maintenance of the solvency margins by
the insurers is an indication that they are in a position to meet
their obligations towards policyholders with regard to payment
of claims.

In this direction, IRDA in order to facilitate expeditious
settlement of claims due to floods in Mumbai permitted recently
in-house Surveyors to assess damage upto Rs. 50,000/- as
against the normal limit of Rs. 20,000/-. IRDA issued
instructions to the insurers to expedite the process of claims
settlement by simplifying the claims process to help the
victims of the Tsunami. Further, IRDA instructed process for
settlement of claims where needed to make the claims
process more friendly and easy. Life insurance corporation
waived some of the necessary documentation for settling
claims in this regard.
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ii. Maintenance of solvency margins

Every insurer is required to maintain a Required Solvency
Margin as per the Section 64VA of the Insurance Act 1938.
Every insurer shall maintain an excess of the value of his
assets over the amount of his liabilities of not less than an
amount prescribed by the IRDA, which is referred to as a
Required Solvency Margin. The IRDA (Assets, Liabilities and
Solvency Margin of Insurers) Regulations, 2000 describe in
detail the method of computation of the Required Solvency
Margin.

In case of Life Insurers the Required Solvency Margin is the
higher of an amount of Rs. 50 Crores and a sum which is
based on a formula given in the said Regulations.

In case of General Insurers the Required Solvency Margin,
shall be highest of the following amounts:

1. fifty crores of rupees (one hundred crores of rupees in
case of reinsurer) ; or

2. a sum equivalent to twenty per cent of net premium
income; or

3. asum equivalent to thirty per cent of netincurred claims,

subject to credit for re-insurance in computing net premiums
and net incurred claims being actual but a percentage,
determined by the regulations, not exceeding fifty per cent.

IRDA has set a working Solvency Margin Ratio (Ratio of Actual
Solvency Margin to the Required Solvency Margin) of 1.5 for
all insurers.

Lifeinsurers

Of the thirteen insurers who underwrote premiums during
the year 2004-05 eleven insurers complied with the
stipulated requirement of 1.5. LIC had a solvency ratio of
1.27 which was above the statutorily required ratio but below
the regulatory stipulation of 1.5. In respect of Max New York
Life, the actual solvency ratio was 1.47. However, the insurer
has since filed a revised Return which is being examined by
the Authority.

Non-lifeinsurers

In the non-life segment, of the four non-life insurers in the
public sector, two were unable to meet the stipulated solvency
ratio of 1.5. While the solvency ratio of Oriental improved to
1.46 as on 31 March, 2005 (as against 1.37 on the same
day in the previous year), in case of National, the ratio declined
to 1.30 from 1.46. New India and United India reported a
solvency ratio of above 1.50. While in the case of the former
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Box Item No. 3

TOWARDS A RISK FOCUSED SURVEILLANCE FRAMEWORK

Every insurance company is exposed to various kinds of risks which may endanger its existence. The risks can be
categorized into three components, i.e., technical risks, investment risks and non-technical risks. While the technical risks
may vary between life and non life insurers, the other two are equally applicable. As life insurance is a long term business,
the risks associated with asset liability management (ALM) issues are slightly different. Broadly, a life insurer is driven by
mortality and a non-life insurer is driven by claims experience. Risks typical to the insurance industry thus include those
relating to insufficiency of tariffs, deviation from the envisaged scenario particularly those related to claims, errors in
evaluation of technical provisions, inadequacy or inaccuracy of reinsurance cover, un-covered operational expenses for
long duration contracts, occurrence of major losses in case of non-life insurers and catastrophes resulting into huge
losses. A Company may also be exposed to risks on account of too low or exponential growth of business.

While, technical risks cover the liabilities side of the insurance companies investment risks relate to the assets. As such
huge data on important variables are required to assess the risks. Inadequate data acts as a constraint to assess the
future claims. As such an insurer tends to be more cautious than desired. As errors cannot be totally eliminated adequate
provisions need to be built in. Concurrently, the technical risks could arise on account of management lapses-conscious
or otherwise - (for example the tendency to underestimate the risks in order to acquire a larger market share). The assets
could be exposed to a variety of market risks and thereby impact its solvency. Hence, there has to be a conscious and
systematic approach to risk management across the company. Besides, insurers are exposed to various types of operational
risks in an increasingly competitive environment, and therefore well planned risk management architecture assumes
considerable significance. In brief risks facing an insurance company include:

® Insurance risks: risk due to inappropriate underwriting strategy if chosen strategy is inadequately implemented, or
unexpected losses arise even when an appropriate strategy is in place. These risks could include underwriting
risks, catastrophe risks and deterioration of technical reserves.

® Market risks: risks that arise primarily due to adverse movements in the value of an insurer’s assets, both off and
on balance sheet. The adverse movements could be on account of changes in interest rates, foreign exchange
rates, equity values, etc., and the corresponding movement in the value of liabilities.

® Credit risks: risks which arise when a counter party fails to perform its obligations. An insurer’'s counter parties
include debtors, borrowers, brokers, policyholders, re-insurers and guarantors.

® Liquidity risks: risks which relate to the possibility that an insurer will be unable to realize the assets to fund its
obligations as and when they arise. It is critical to know whether the cash flows are adequate to meet the obligations
to the policyholders and creditors.

® Operational risks: risks arising form failure of systems, internal procedures and controls leading to financial loss.
The insurer should be adequately able to demonstrate that such risks have been considered and that adequate
plans and procedures are in place to deal with adverse scenarios. Adequacy of Business Continuity Management
and Disaster Recovery Plans needs to be demonstrated.

® Group risks: The members of an insurer in a group can be a potential source of strength to the insurer, but it can
also pose risks particularly as a result of contagion.

® Systemic risk: could result on account of failure or downgrading of one or more insurer who is significant in a
market. Similarly, the failure or downgrading of other financial institutions such as banks, could affect an insurer’s
operations.

Contd...

32




ANNUAL REPORT 2004-05

Insurance companies have in place risk management framework to review and put in place systems to handle risks
pertaining to operations, investments and ALM. The insurers should have risk management committees to closely monitor
various risks to which they are exposed to and to take steps to mitigate the same. Having placed strategies for risk
mitigation, companies set up systems to monitor their performance with the changes in the environment and may review
these strategies if necessary. The system depends on corporate’s business strategy, management decisions, size and
nature of business.

An important aspect of managing risks is the regulatory stipulations on the investment portfolio to cover all issues pertaining
to investment policy, asset mix, valuation, diversification, exposure, asset-liability match and risk management. Investment
portfolio also has a spill-over effect on technical provisions and solvency margin. Managing the investment portfolio is thus
a balancing act between availability of investment options, particularly those to match the insurer’s liability profile and
preparedness to meet a potential large payments. The Authority has in place stipulations on investment management
including setting up of the Investment Committee, its constitution and meetings, requirements for a half yearly review of the
investment policy, asset mix and on exposure norms. The Authority has also permitted use of derivatives to hedge the
interest rate risks for the underlying approved component of the investment portfolio. The derivative use must however
strictly in incompliance with the guidelines issued by the Authority.

One of the significant sources of risk mitigation is re-insurance. Based on the assessment of its capacity to bear risk,
insurers further buy cover for the premium underwritten by them. Traditionally, insurers and re-insurers managed their
capital according to their core business of taking on financing risk. At present, the banking sector and the capital markets
are also playing an active role in offering capital management solutions. Some innovations have also been witnessed with
availability of alternate risk transfer (ART) techniques which are aimed at helping insurers smoothen their balance sheets.
The most innovative being the catastrophic bonds which result in transfer of risks from the balance sheets of insurers to the
capital market investors. ART technique helps to achieve the dual objectives of “risk transfer” and “financial engineering”.
ART covers have been used by insurers to manage complex risk exposures, which are often uneconomical in the mainstream
insurance market, and tend to be most successful for large financially strong companies with a sophisticated approach to
financing of risks. These are bound to evolve in India in due course. In this context, the Authority has taken a view that any
cover taken by the insurers which does not result in actual transfer of risk must necessarily be accounted for. Any cover
which aims at only seeking regulatory relief in terms of solvency requirements, in case it does not result in actual or
adequate transfer of risk, necessarily has to be viewed with proper degree of skepticism.

From the regulator’'s angle the cover against the risks borne by the insurers is the availability of sufficient assets to honour
their liabilities (net of reinsurance cover) as and when these may arise. An insurance company is considered solvent if it is
able to fulfill all its obligations at all points of time. The regulators, in order to protect the interests of the policyholders,
stipulate minimum capital requirements at the entry level and also for maintenance of adequate capital/assets at all points
of time. Across the globe, the approach towards adequacy of capital is three pronged, i.e., minimum capital, supervisory
review and enhanced disclosures. The regulatory regime provides for intervention by the supervisor or imposition of certain
restrictions in case of the available solvency margin falling below a specified threshold. Moving forward, based on their
assessment of the capital requirements, insurers could inject more capital. Such capital planning is fundamentally linked
to corporate strategy at the Board level. Senior management also has the responsibility for determining the company’s risk
profile, which needs to be supported by the corresponding capital level.

Some countries have moved towards Risk Based Capital (RBC) system. The fundamental idea behind this approach is
to fix risk categories to which an insurance company is exposed, quantify these risk categories and equip them with a
specified capital requirement. This stipulation is based on assessment of risk and is considered as the minimum capital
amount which is required to cover each specified risk class. These risk based values are further combined into the
enterprise RBC, taking cognizance of the correlation between the various risk classes. A definite advantage of such a
system is the integrated system of control levels or trigger points. Taking into account the actual risk based capital the levels
of intervention by the regulator are laid down. In India, while the banking sector has moved towards risk based capital, this
is still an open issue for the insurance industry.

Contd...
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In the Indian context, the Insurance Act, 1938 requires all insurers to maintain sufficiency of assets at all times to meet all the
liabilities, thereby providing for a solvency margin of 100%. The Authority, as a measure of prudence has prescribed a solvency
margin of 150% to be maintained at all points in time. This prescription is equally applicable to all insurers. The regulatory
prescription is driven towards ensuring that the insurer has the financial resources at all times to meet its liabilities. The buffer
between the stated liabilities and available assets is necessary and is created to absorb discrepancies between the anticipated
and actual expenses and profits. Given the nature of the industry despite actuarial and statistical efforts the loss experience
can not be precisely predicted. The risk premium is calculated taking into account the margins for adverse deviation. However,
it may be insufficient in the face of negative variances and when expected values are of high proportion which can not be
covered by the safety margins provided for the purpose. Since an insurer faces other risks besides technical risks from the
regulator’s perspective, an important instrument of risk mitigation to meet foreseeable obligations to the policyholders under
contracts is through adequate allocation of the provisions. Catastrophes can further cause havoc to an insurer’s financial
stability — thus building buffers over the years can facilitate to tide over such difficult periods.

From the regulator’s view point in case an insurer falls below the stipulated solvency margin, the supervisor has sufficient
time to prescribe measures to restore the soundness of the insurer. In case such measures do not turn to be successful,
other measures may be taken to protect the interests of the insured and other stake holders. For specific purposes like
Terrorism, Earthquakes, Catastrophes and the like the industry comes together to build up resources to handle such
eventualities which is another step towards risk mitigation.

The supervisor through regulatory pro-active intervention can also take adequate preventive measures to curtail / contain
risks, laying down prudent controls and guidelines for undertaking specific activities, and provide for methodologies for
computing various critical parameters and formats for reporting on periodic basis. Prudential principles are usually embedded
in the regulatory framework to provide for the technical risks, which could include provisioning for technical reserves,
sufficiency of new business and even prior approval of tariffs. Investment guidelines and admissible assets help in
diversification and spreading of investment to minimize the related risks. The regulator should have the authority and ability
to assess the adequacy of the technical provisions and if required such provisions could be increased. The Authority has
put these in place based on sound accounting and actuarial standards, covering provisions for claims incurred but not
reported, provisions for unearned premium, provision for unexpired risks and life insurance provisions.

The non-technical risks are controlled through various initiatives aimed at corporate governance. In the Indian context, the
supervisory framework requires insurers to disclose their overall risk exposure and the strategy adopted to mitigate the
same in the Management Report which forms part of the annual financial reports. In cases where the insurer has operations
in other countries they are also required to disclose details of the country risks and strategy adopted to hedge such risks.

The need for regulatory supervision towards protection of interests of policyholders stems from the fact that there are
economic costs attached to failure of financial markets which could also lead to systemic failures with corporates operating
as financial conglomerates and the spiraling impact of the same. Besides the benefits which flow from financial risk
management, the costs in setting up systems in-house and with the regulator are high. As against this, the approach
adopted by insurers to evaluate and prioritize risks and finally mitigate them, find roots in their desire to align these with the
overall strategic decisions to optimize shareholder’ value which again is not possible without optimizing the benefits of all
stakeholders. Overall, the strategies have to be aligned to the overall financial objectives of an organization.

Viewed in the context of the regulator’s perspective, an assurance is required on not only the presence of risk management
systems, but also their ability to deliver. Regulators across the globe are putting in place various processes involved in risk
focused surveillance framework. These include the following :

Contd...
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Risk focused examination;

Off-site risk focused financial analysis;

1
2
3. Review of internal/external changes;
4. Priority systems (CARRMELS); and
5

Supervisory Plan

The risk focused examination includes identification of various functional activities and assessing the inherent risks
associated with those activities. The process covers identification and evaluation of control processes in place to monitor
the identified risks. The assessment includes the policies and procedures established, internal audit processes, reporting
systems and corporate governance. The residual risks associated are also determined. The supervisory process includes
establishing procedures to conduct an on-site examination which becomes concluded by incorporating the comments of
the management.

The off-site risk focused financial analysis includes examining such aspects as frequency and scope of the examination,
meetings with company management, follow-up on the recommendations made and continuous monitoring of financial
analysis. The process of reviewing the internal/external changes includes keeping tabs on changes in credit ratings,
ownership/management/ corporate structure, business strategy/plan, auditors’ report, and any changes in the legal and
regulatory status.

Given the limitation of the resources available, supervisory bodies world over prioritize their regulated entities for the
purpose of monitoring their performance. The “off-site” or “desk audit” is based on ratio analysis which covers Capital
Adequacy, Asset Quality, Reinsurance, Reserves, Management, Earnings, Liquidity and Sensitivity to Market - CARRMELS.
The overall process of financial examination covers analysis of the financial statements and the actuarial analysis. The risk
assessment based approach thus facilitates a more efficient use of resources at the disposal of the supervisor.

For the regulator the issues of concern are driven less by the Balance Sheet approach and more by the prospective risk
focused approach which includes seeking confirmation on whether risks are assessable, controls are identifiable, what
are the risks to financial solvency, and the extent to which reliance can be placed on auditors’ work. The challenges to the
supervisor while following the risk based approach are tackling concerns relating to “Confidentiality”; Competence — which
encompasses the regulatory resources and expertise; and Consolidated approach of regulating from a group wide
perspective.

Overall, the changing equations in the financial markets and emergence of financial conglomerates have only increased
the contingencies and uncertainties as the markets have become more integrated. The risks associated in such a scenario
have put further pressures on the need for transparency, disclosures and corporate governance. Public disclosure of
reliable and timely information facilitates the prospective and existing policyholders and other market participants to
assess the financial position of insurers and the risks to which they are exposed to. Regulators are concerned about
maintaining efficient, fair, safe and stable insurance markets for the benefit and protection of the policyholders. Risk
disclosure is critical to the operation of a sound market. When provided with appropriate timely information market participants
can act efficiently, rewarding those companies that manage risk efficiently and penalizing those that do not. This brings in
market discipline and acts as an adjunct to supervision.

While the supervisor puts such requirements in place with the intention of ensuring enhanced practices by the insurers, the
ultimate responsibility for the development of best practices and proper operation of the insurer must always rest with the
respective board of directors. The industry has to put in place systems to self regulate and to minimize its risks to meet its
strategic goals, and the regulator anxious to protect the interests of policyholders wants an assurance on a continuing
basis that the liabilities would always to honoured. To the regulator that is the ultimate in risk management and mitigation.
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it had improved to 4.47 from 3.99 in the previous yeatr, in the
case of the latter it improved to 2.04 from 1.90.

ECGC which is underwriting credit business had a solvency
ratio of 6.44 as on 31% March, 2005 slightly lower than 6.52 in
2004. Agriculture Insurance Company which commenced
its operations in 2003-04 has been advised to furnish the
Solvency Statements with the Authority.

Of the eight non-life private insurers, except TATA AIG all others
have met their solvency requirement of 1.50 as stipulated by
the Authority. TATA AIG, which had reported a solvency ratio of
1.31 (1.36 in the previous year), on instructions from the
Authority, injected fresh capital to the extent of Rs.40 crore to
comply with the solvency margin stipulations. Of the private
insurers, two have reported an improvement in the solvency
ratio as on 31t March, 2005. Insurers are increasing their
leverage on the capital funds while maintaining the solvency
requirements.

Re-insurer

The national re-insurer, General Insurance Corporation,
reported a lower solvency ratio of 3.81 as on 315 March, 2005
as against 4.29 a year ago.

iii. Monitoring of reinsurance

The mandate to the Authority in respect of reinsurance lies in
the provisions of Section 14(1) and 14(2) Sub Section (f) of
the IRDA Act, 1999 as well as Sections 34F, 101A, 101B and
101C of the Insurance Act, 1938. In addition the Authority has
framed regulations pertaining to reinsurance by general
insurers which lays down the ground rules in placing
reinsurance with the reinsurers. Under the provisions of the
Insurance Act, 1938, the General Insurance Corporation of
India has been designated as the “Indian reinsurer” which
entitles it to receive obligatory cessions of 20 per cent from
all the direct general insurers. The limits have been laid down
in consultation with the Reinsurance Advisory Committee.

Every insurer is required to keep the following objectives while
drawing up their reinsurance programme:-

® Maximize retention within the country
® Develop adequate reinsurance capacity

® Secure the best possible protection for the reinsurance
cost incurred

® Simplify the administration of business

Under the regulations, all general insurers have been filing
their reinsurance programme with the Authority. The Authority

after examining the reinsurance programmes seeks
clarifications wherever required. The Authority has also been
receiving copies of the treaty slips and cover notes and
compares the retentions, limits, terms and conditions with
the reinsurance programme filed earlier. The Authority has
also been examining the reinsurance returns filed by the
insurance companies for evaluating the performance of their
proportional and non-proportional treaties.

The Authority came to know of certain market practices
adopted by the insurance companies for mega and large
risks wherein the terms of coverage offered by them to the
insurance customer differed from those obtained from the
reinsurer. The Authority, in order to put in place good corporate
governance in the reinsurance arrangements, issued
guidelines asking the insurance companies to obtain prior
approval of their respective Boards before making such
reinsurance placements. It is understood that all the
companies have placed the guidelines before their
respective Boards.

Reinsurance Advisory Committee

The Authority with the approval of the Government constituted
the Reinsurance Advisory Committee under section 101B
of the Insurance Act, 1938. The annual meeting of the
Reinsurance Advisory Committee took place on 1.12.2004
to finalize the terms of obligatory cessions to be made by the
companies to GIC. The meeting was chaired by Mr.
C.N.S.Shastri, Advisor to the Authority and included
members Mr. G.V.Rao and Mr. K.N.Bhandari. The Committee
recommended that the percentages and terms of statutory
cessions may remain unaltered for one more year subject
to the following changes.

® The maximum cession limit for Fire statutory cessions
may be raised from Rs.50 crore to Rs.100 crore PML
per risk, MD and LOP combined.

® The cession to be made in respect of mega risks,
aviation insurance of all airlines and Oil and Energy
insurance may be increased to 20 per cent subject to a
maximum limit on property of Rs.120 crore and a
corresponding cession on other risks. The cession to
GIC must be on average placement terms. Insurers
must also provide full access to underwriting
information to GIC on all such risks including rates and
terms applicable to the insurance and reinsurance of
these risks.

® The cession limits for Engineering insurances should
be raised to Rs.30 crore PML or Rs.90 crore sum
insured whichever is lower in respect of MB. BE and
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LOP and Rs.60 crore PML or Rs.180 crore sum insured
whichever is lower in respect of CAR, EAR, ALOP, DSU
insurances.

® The cession on all special types of liability insurances
that are at present required to be mutually agreed, will
be at 20 per cent subject to a liability limit of Rs.5 crore
per event.

® While the commission levels may remain as at present,
the profit commission should be increased to 25 per
cent for Fire and should be 25 per cent for engineering
business. All other terms may continue unaltered.

The GIC is required to offer retrocession of the statutory
cessions portfolio, after excess of loss protection, to the extent
of 50 per cent of the premium ceded by the insurer as statutory
cessions to GIC in terms of Regulation 3(11) of the IRDA
(General Insurance-Reinsurance) Regulations, 2000. It will
be open to each insurer to decline a share in the retrocession
or to accept a reduced share. Such retrocession will be at the
same percentage across the board and the insurer receiving
the retrocession should retain it entirely for its net account.
New obligatory cessions received by the GIC along with
reinsurance and profit commissions are placed at Annex viii

Terrorism Pool

The Indian Market Terrorism Risk Insurance Pool which came
into existence on April 01, 2002 completed its 3 year of
operation on March 31, 2005. The cover provided by the Pool
which was initially Rs. 200 Cr. per Risk/ Location was
increased to Rs.300 Cr. per Risk / Location w.e.f. April 1,
2004 and subsequently to Rs.500 Cr. per Risk/ Location from
February 1, 2005. The premium rates charged for Terrorism
cover were also revised down from February 1, 2005.

Five meetings of Underwriting Committee / Pool Members
were convened in which important matters pertaining to the
functioning of the Pool were discussed. The Meetings had
also deliberated on various issues raised by Members. Some
of the major issues discussed were:

® Increase in cover (limit of liability) provided by the pool
® Revision in Pool Tariff rates

® Treatment of Mega Risks for Terrorism cover

® Refund of premium on cancellation of Terrorism cover

® Coverage of Miscellaneous Policies under Terrorism
Pool

® Floater cover for multiple locations
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iv. Monitoring of investments of the insurers

While recommending opening up of the insurance industry,
the Malhotra Committee had envisaged inter alia that
insurance may serve as an effective instrument for
mobilization of financial resources for development. The
insurance sector by its business nature attracts long term
funds, and therefore required to be invested in a manner
which ensures asset liability match and also equip the
insurers to meet their obligations to their policyholders in
case of claims. Therefore, life insurers invest their funds in
long term horizon. Such long term investments meet the
requirements of the infrastructure sector in the country. The
Rakesh Mohan Committee, while focusing on the
infrastructure gaps has also underlined the need for tapping
the insurance funds to meet the high cost infrastructure of
the country.

The regulatory framework for investments by the life and
non-life insurance companies provides for the pattern of
investments, including exposure norms/ prudential
guidelines. The requirements laid down by the Authority
address the dual objective of safety and returns to the
insurers combined with socio-economic objectives. The
regulations framed under the Insurance Act, 1938 provide
for investments in government securities, approved
securities, approved investments and in infrastructure and
social sectors. Further, the regulations have laid down the
pattern of investment separately for life fund; funds relating
to pension and general annuity business; and unit linked
life insurance business. In the case of unit linked life
insurance business, every insurer is required to invest as
per the pattern of investment offered to and approved by the
policyholders, with a provison that total investment in “other
than approved category” shall at no time exceed 25 per cent
of the Fund. Prescriptions have also been laid down on the
pattern of investments in the case of non-life insurers
including re-insurer.

The regulations also require that the insurers carry out all
functions related to investment business in-house. As the
insurers are in the process of building up capabilities, they
have outsourced the investment function. Noticing this, the
Authority instructed the insurers to initiate steps to ensure
that outsourcing of such functions should be discontinued
by 31st December, 2004. On representation from the
insurers, the issue was discussed at length. The Authority
recognized the problem and allowed Life insurers to
outsource only the NAV calculation pertaining to unit linked
business.

The Authority has also laid down the requirement for
demarcation of the “front” and “back” office investment
functions of an insurer to ensure that adequate internal



ANNUAL REPORT 2004-05

checks and controls are in place. The requirements have
been prescribed to facilitate prudent investment decisions
with adequate checks and balances thereby ensuring Asset
Liability Management. The Investment Committee of an
insurer frames the Investment Policy on an annual basis and
reviews it at half yearly and periodically.

The Authority has initiated steps towards investment
inspection on a periodic basis with a view to monitoring the
investment decisions of the insurers, compliance with the
regulations, prudent investment of funds and adequate
provisioning on a regular basis. Inspections are carried out
by contracted chartered accountants with an officer of the
Authority as part of the inspection team. The inspection
enables the Authority to make on-site assessment of the
compliance with the regulations and to initiate corrective action
if necessary. During the financial year 2004-05, based on the
issues that arose on scrutiny of the returns filed by the insurers,
on-site investment audit was carried out on 26 insurers.

The Authority has also been issuing clarifications/ guidance
notes to the insurers from time to time. The Returns
submitted by the life and non-life insurers indicated that they
are broadly complying with the investment regulations as
laid down by the Authority. Wherever necessary IRDA sought
clarifications. The insurers had difficulty in complying with
the social sector investments due to lack of adequate
avenues for such investment. However, these shortfalls have
been made good by making additional investments under
the infrastructure category. One insurer each in the life and
non-life segments, showed a shortfall in the Infrastructure
and social sectors and they were asked to make good the
shortfall in 2004-05.

As on 31st March, 2005, the total investments by the
insurance industry were Rs.465863.89 crore as against
Rs.386699.42 crore in the previous year, recording an
increase of 20.47 per cent.

TABLE 21
INVESTMENTS OF INSURERS
Rs. Crore
INSURER Life Non-Life Total
31-Mar-04 31-Mar-05 31-Mar-04 31-Mar-05 31-Mar-04 31-Mar-05
Public sector 347959.14 418288.99 32224.60 34856.53 380183.75 453145.52
(20.21) (8.17) (19.19)
Private sector 4665.38 10162.94 1850.29 2555.43 6515.67 12718.37
(117.84) (38.11) (95.19)
TOTAL 352624.52 428451.93 34074.89 37411.96 386699.42 465863.89
(21.5) (9.79) (20.47)

Note: Investment figures pertaining to AIC of India and ECGC has not been included.

While investments by the life insurers increased by 21.5 per
cent to Rs.428451.93 crore, the corresponding increase in
the case of non-life insurers was 9.79 per cent to Rs.37411.96
crore. While investments by LIC increased by 20.21 per cent,
in the case of other life insurers, the increase was 117.84 per
cent. Similarly, the increase in the case of public sector non-
life companies was 8.17 per cent and for private sector non-
life insurers it was 38.11 per cent. (Table-21)

Of the total investments, investments from Life Fund,
constituted 85.48 per cent, ‘Pension and General Annuity’
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(including Group) (12.77 per cent) and Unit Linked Fund
(1.76 per cent) as on 31st March, 2005. As against the
composition of investments as on 31st March, 2004, were at
87.15: 12.37 and 0.48 per cent respectively. It may be
observed that a shift had taken place in favour of investments
from Unit Linked Funds which is reasonable to expect. The
shift is more pronounced in the case of private insurers, in
whose case the investments out of Unit Linked Funds
accounted for 46.92 per cent as against 31.68 per cent in the
previous year highlighting the reliance of new insurers on
unit linked products to underwrite new business. (Table-22)
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TABLE 22
INVESTMENTS OF LIFE INSURERS: FUND WISE
(Rs. Crore)
INSURER LIFE FUND PENSION AND GROUP FUND UNIT LINKED TOTAL OF ALL
GENERAL EXCLUDING FUNDS
ANNUITY FUND GROUP PENSION
& ANNUITY
2005 2004 2005 2004 2005 2004 2005 2004 2005 2004
LIC 361428.87 30443688 1146203 924406 4263942  34068.32 2758.67 20987 418289  347959.1
PRIVATE SECTOR 4790.98 2872.03 561.75 307.77 4143 7.15 4768.77 14784  10162.93 4665.38
TOTAL 366219.85 30730891 1202378  9551.83 4268085 3407547 7527 44 1688.3 4284519  352624.5
(85.48) (87.15) (2.81) 27) (9.96) (9.66) (1.76) (0.48)

Note : Figures in brackets are percentages to the respective totals

Life insurers held Rs.209908.18 crore in Central Govt and
State Govt Securities and other approved Securities,
Rs.45521.01 crore in Infrastructure and Social sectors and
Rs.110790.66 crore in Investment subject to exposure Norms
as on 31st March, 2005. The corresponding investments on
31st March 2004 were Rs.174693.64 crore, Rs.38636.84
crore, Rs.93978.43 crore, respectively. In the case of LIC,
57.2 per cent of the investments out of Life fund were invested
in Central Government and State Government Securities and
other approved Securities, 12.35 per cent were invested in
Infrastructure and Social Sector and 30.4 per cent were
invested in Investment subject to exposure Norms as on 31
March, 2005 as against. 56.79 per cent, 12.52 per cent and
30.6 per cent respectively in the previous year.
Correspondingly, the private insurers held 62.25 per cent of
the investments out of Life fund were invested in Central Govt
and State Govt Securities and other approved Securities,
28.67 per cent in Infrastructure and Social sectors and 19.39
per cent in Investment subject to exposure Norms as on 31st
March, 2005. The corresponding investments on 31t March
2004 were. (Statement 36).

Investments of Non- Life Insurers

Of the total investments by non-life insurers, investments of
Rs.14964.24 crore were held in Central Govt and State Govt
Securities, Rs.4389.70 crore in Infrastructure and Social
Sector and Rs.15410.64 crore in Investment subject to
exposure norms as on 31st March, 2005, as against
Rs.13355.23 crore, Rs.3600.36 crore and Rs.14771.99 crore
a year ago.

Public sector non-life companies’ investment in central Govt
and State Govt securities stood at Rs.13725.20 crore (39.38
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per cent of their total investment), in infrastructure and social
sector stood at Rs.4001.17 crore, (11.48 per cent of their
total investment) and in Investment subject to exposure
norms stood at Rs.14695.38 crore (42.16 per cent of their
investment) against Rs.12389.58 crore (38.45 per cent),
Rs.3309.45 crore (10.27 per cent) and Rs.14338.67 crore
(44.5 per cent) respectively in the previous year. The
investments of the private insurers in the said sectors stood
at Rs.1239.04 crore (48.49 per cent), Rs.388.53 crore (15.2
per cent) and Rs.715.41 crore (28 per cent) as against
Rs.965.65 crore (52.19 per cent), Rs.290.90 crore (15.72
per cent) and Rs.433.32 crore (23.42 per cent) respectively
as on 31t March 2004.

v) Health insurance

The health insurance in the country presently covers only 1
per cent of the population. The share of health insurance in
health financing accounts for a mere 1.2 per cent of the total
expenditure on health. The Working Group on Health
Insurance constituted by the Insurance Regulatory and
Development Authority with representatives drawn from
various stakeholders looked into areas related to the
promotion and development of health insurance. Towards
this end, the Working Group set up three Committees to
examine the following issues:

1. Implementation of the agreed recommendations of the
Health Insurance Data Sub Group. ( Committee on
Health Insurance Data - CHID)

2. Examination of regulatory issues pertaining to
registration of standalone health insurance companies.
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3. Examination of issues related to introduction of
innovations in approach to new product design for
popularizing Health Insurance including aspects related
to exclusions like “Pre-existing conditions”.

The Committee on Health Insurance Data recommended
that the Tariff Advisory Committee as the custodian of data
may collect data from the TPAs for two years i.e. 2003-04 and
2004-05 in the formats prescribed by CHID. TAC has collected
around 2 million records so far and are examining the quality
of data. As diagnostic coding becomes important for finer
analysis, CHID recommended training of TPAs on ICD-10
Diagnostic Codes in consultation with WHO and Government
of India. Accordingly, IRDA is nominating officials from TPA
and the Government arranges such training programmes.
Three batches have already been trained at Mohali, Bangalore
by the Central Bureau of Health Intelligence.

One of the reasons for low penetration of health insurance in
India is the lack of regulations in the health sector resulting in
exposure of the beneficiaries to various wrong practices
present in the system. Keeping in mind that any regulation
on health insurance should ensure the patient is provided
with the choice of provider and insurer while managing the
cost environment, the Committee on Examination of
Regulatory Issues pertaining to Registration of Stand-alone
health insurance companies recommended:

(1) A Minimum Capital Requirement of Rs.50 crore for a
stand-alone health insurance company. The committee
felt that this would not only render stand-alone health
insurance viable, but also provide sufficient entry hurdle
for non-serious players to enter into the sector.
Evaluation of financial soundness and market reputation
of the promoters would be equally important factors for
consideration of a licence.

)

Adoption of a Risk Based Capital Model for stand-alone
Health Insurance companies.

Stand-alone health insurers be allowed to write Personal
Accident covers as combined and add-on covers.
Similarly, the committee felt that stand-alone health
insurance companies should also be permitted to sell
overseas travel policies, since these cover the eventuality
of sickness and accident while on overseas travel.

3

(4) The level of foreign direct investment in stand-alone
health insurance ventures be permitted up to 51 per
cent. This, the committee felt was required in order to
develop the domestic health insurance market and to
provide depth by introduction of newer products,
contemporary underwriting practices, claims

management techniques etc.
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(5) Continuation of the existing practice of health insurance
being written both by life and non life insurance
companies. In addition to the current practice, it has
suggested legislative changes to allow licensing of
stand-alone health insurance companies.

(6) Agents of both life and general insurance companies
should be allowed to take agency of stand-alone Health

Insurance companies.

The Model of Stand — Alone Health Insurance Company
includes Revenues from Health Insurance, personal
Accident and Overseas Health & Personal Accident
Insurance. Itis a welcome sign that one company has come
forward to establish a Stand-Alone health insurance
company even with the existing framework of Rs. 100 crore
entry capital.

IRDA is also seized of the requirement of standardization of
medical definitions across all health insurance products
from different companies, as inconsistent definitions by the
insurers result in inconsistent pricing and inconsistent
incorporation of health insurance products. The Working
Group on Innovations in Health Insurance Policies has
arrived at a standard definition and interpretation for pre-
existing ailments.

Overall the thrust of the recommendations of the Working
Group is to create an environment to popularize the concept
of Health Insurance by i) diversification of products, ii)
alleviation of grievances by reframing the policies if
necessary, iii) clear definitions of benefit coverage, pre-
existing disease etc., iv) training on ICD -10 coding, v) setting
up a Rural Health Insurance Committee.

Some of the innovative features proposed to be offered in
health insurance include:

i) inclusion of cervical cancer and hysterectomy in the
critical illness cover specially designed for women; and

ii) Offering of tele-medicine consultations as a rider to the
stand — alone health insurance policy.

Third Party Administrators

In the post liberalization era, and subsequent to the
notification of TPA-Health Services Regulations-2001, few
companies were licensed to act as TPA-Health services to
strengthen and encourage the health insurance and increase
its penetration. The idea was to bring in more
professionalism in claims management, facilitate cashless
services to the policy holders and to reduce the claims ratio.
The cashless services to the consumer is an impetus to the
growth of health insurance as it saves the consumer from
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the problems of reimbursement of medical claims. As on
today there are 25 licensed Third Party Administrators.

In the earlier stages there were grievances against the TPAs
mostly relating to issuance of identity cards, delayed payment/
reimbursement of bills etc. Now, the functioning of the TPAs
has been streamlined. According to TPA-Health Services
Regulations, TPAs have to submit their Annual Reports to the
Authority. Based on their annual accounts the Authority
assesses their financial strength. The grievances referred
to IRDA on medical claims are looked into and followed up
with the companies as a part of protection of policyholder’s
interest. In case of grievances relating to policy conditions
etc, the insurance companies are advised to re-look into the
existing clauses of the policy conditions. As per the returns
submitted by the TPAs an analysis on their functioning was
made. The following table gives the data on claims received
and settled by the TPAs during 2004-05.

TABLE 23
THIRD PARTY ADMINISTRATORS
CLAIMS DATA

Claims claims seftled Claims
received Outstanding

Within1  within 1-3 within3-6  Beyond

Month  months ~ months 6 months
807114 511794 183171 30531 9621 71997

(6341) (22.69) (3.78) (1.19) (8.93)

Note: 1) Analysis based on claims data furnished by the

TPAs.

2) No. of claims settled includes those outstanding
as on 1%t April, 2004

3) Figures in brackets indicate the ratio (in per cent)
of claims settled to the total claims received.

The above figures show that there has been steady
improvement in settling claims. The number of claims settled
has increased from 424804 to 735117. The percentage of
claims settled within one month has increased from 53.65
per cent to 63.41 per cent, within three months have reduced
from 25.44 per cent to 22.69 per cent, within six months
reduced from 8.42 per cent to 3.78 per cent and beyond six
months from 1.93 per cent to 1.19 per cent. The reasons for
abnormal delay in settling the claims are being analyzed and
looked into.

One TPA has been granted license in the financial year. TPAs
have been consolidating their plans towards business
growth. Towards this end, they are improving infrastructure
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facilities for faster settlement of claims. Various additions
made by the six large TPAs to the existing infrastructure will
give an idea on how the TPAs are reinforcing themselves.
Figures of the following six big companies will show that the
TPAs are actually steadily trying to reinforce themselves.
(Table 24)

TABLE 24
TPA (INFRASTRUCTURE)
Name of Hospital No. of Manpower
added inthe Offices/ including
net work branches Doctors/
opened professionals
added
Family Health Plan 1142 2 179
Med Save Health Care 527 1 12
Heritage Health h 246 2 23
Raksha TPA Pvt Ltds 143 2 35
TTK Healthcare 868 1 94
services
Paramount Health 1065 3 106

services

It is imperative that

(a) The TPAs function as per the provisions of the TPA
Health Services Regulations and also conduct
their operations as per the code of conduct
applicable to them.

(b) TPAs may have to standardize their systems and
procedures for the use of various stake holders for
their multiple uses.

(c) Impart training on ICD-10 coding to their employees
on the basis of the training organized in 2005 for the
representatives of the TPAs to enable them to
process data in newly designed and updated forms.

vi) Businessintherural and social sector

Regulations were framed by the Authority on the obligations
of the insurers towards the rural and social sectors and all
insurers are required to fulfill these obligations on an annual
basis. The regulations require insurers to underwrite
business based on the year of commencement of their
operations. For meeting these obligations the regulations
further provide that in case the first financial year of the insurer
is less than 12 months, proportionate percentage or number
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of lives, as the case may be, shall be underwritten. In addition,
the existing public sector insurance companies are required
to ensure that the quantum of insurance business in the
rural and social sector underwritten by them shall not be less
than what has been recorded in 2001-02.

Obligations of life insurers:

All the thirteen insurers who are in life insurance operations
during the last five years have met their rural and social sector
obligations. The number of policies underwritten by them in
the rural sector as a per cent of the total policies underwritten
in the year was as per obligations applicable to them. The
number of lives covered in the social sector, were above the
stipulated obligations.

In the case of LIC itis stipulated that the percentage of policies
issued in the rural sector for the year should not fall below the
guantum of insurance business done in the accounting year
ended 31st March, 2002. The insurer complied with its
obligations in this regard. In addition, the number of lives
covered by the insurer in the social sector was more than
those covered in the year 2001-02. LIC has been extending
coverage to economically weaker sections of the society
through various social security group schemes targeting
masses and non-conventional groups in the unorganized
sector. Insurance coverage is also provided to the
underprivileged through a separate fund created by the
Government. Subsidies for the insurance cover are provided
for power loom workers, handicraft artisans and hand loom
weavers. Subsidies are also provided to the Aanganwadi
workers/helpers and unorganized labour. Under the Shiksha
Sahayog Yojana, scholarships are offered to children whose
parents are covered under the Janashree Bima Yojana.

Obligations of non-lifeinsurers:

All the eight private sector non-life insurers met their rural
and social sector obligations in the financial year 2004-05.
While the four public sector insurers complied with the rural
sector obligations for the year 2004-05, in case of two insurers
there was a shortfall in the compliance with respect to their
social sector obligations. The number of lives covered by
these two insurers was less than those covered in the year
2001-02, which is the benchmark year for the non-life public
sector insurers. The Authority sought clarifications from the
two insurers on the shortfall. The public sector insurers have
also covered lives under the Universal Health Insurance
Scheme of the Government of India which was launched in
the financial year 2003-04.

vii) Pensions

As per Section 2(1) of the Insurance Act, 1938, IRDA
supervises the functions relating to i) the granting of annuities
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upon human life, and ii) the granting of superannuation
allowance and annuities payable out of any fund applicable
solely to the relief and maintenance of persons engaged or
who have been engaged in any particular profession, trade
or employment or of the dependents of such persons. Under
the said section, these functions are governed by the
definition of “life insurance business”. Products under these
heads are scrutinized by the Authority before clearance.

The existing life insurers are offering a range of pension
products, which are based on their experience of
“administrative and commission” costs, claims experience
and other actuarial inputs.

viii) Accounting and Actuarial Standards
I. Accounting Standards

The Authority issued regulations for preparation of financial
statements and Auditor’'s Report of insurance companies
in the year 2000. Incorporating various clarifications issued
on the same from time to time, the regulations were modified
in March, 2002. The regulations broadly conform to the
Accounting Standards (AS) issued by the Institute of
Chartered Accountants of India (ICAl). Modifications have
been made in respect of the accounting standards pertaining
to preparation of Cash Flow Statement (AS - 3) which is
required to be furnished to the Authority only under the direct
method. The requirements under Segment Reporting (AS—
17) have been made more stringent for the insurers. The
regulations further require that the financial statements shall
be accompanied by the Management Report, in a prescribed
format, duly certified by the management. The Responsibility
Statement, as required under section 217(2AA) of the
Companies Act, 1956 as part of corporate governance, also
forms part of the Management Report. The Authority has
also prescribed a format for the Auditors’ Report, and requires
accounts to be jointly audited by two auditors.

Section 12 of the Insurance Act, 1938 prescribes that all
insurance companies must be audited annually by the
auditors. Regulation 3(4) of the IRDA (Preparation of
Financial Statements and Auditors’ Report of Insurance
Companies) Regulations, 2002 further provides that ‘The
Authority may, from time to time, issue separate directions/
guidelines in the matter of appointment, continuance or
removal of auditors of an insurer or reinsurer, as the case
may be, and such directions/guidelines may include
prescriptions regarding qualifications and experience of
auditors, their rotation, period of appointment, etc., as may
be deemed necessary”. The Authority had been maintaining
a panel of auditors based on the applications received
consequent to the Circular issued in February, 2001. The
procedure for maintaining the panel was reviewed in the
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context of (i) the constraints in verifying and processing
applications received and (ii) the need to provide more
opportunities to eligible audit firms and prescriptions have
been laid down as to the requirements to be complied with
by firms seeking appointment as statutory auditors of
insurance companies. Insurers are required to satisfy
themselves as to the eligibility while appointing the statutory
auditors. The revised guidelines which are applicable
effective financial year 2006-07 require insurers to inform the
Authority about the appointments. As part of corporate
governance practices, the requirements of rotation and
cooling off have been retained in the revised guidelines.

The Authority has periodically been issuing clarifications on
the preparation of financial statements. In order to increase
transparency, the Authority advised insurers to furnish details
of loan assets which are subject to re-structuring; and break
up of commission expenses separately for the intermediary
used to underwrite business — agents, brokers, corporate
agents or through referral arrangement. Clarifications were
issued on allocation of depreciation expenses between
policyholders and shareholders’ accounts; on presentation
of service tax heads in the financial statements and on
valuation of investments transferred to the policyholders’
account with the objective of meeting the deficit in the said
account. The Authority also directed non-life insurers to
account for all Alternate Risk Transfer (ART) arrangement
based on the principle of “Substance over Form”. If the
agreement is in the nature of reinsurance coupled with
financing arrangement, and the components are capable of
separation, each element should be accounted for as per
the Generally Accepted Accounting Principles (GAAP).
However, in cases where the aforesaid components are not
separable, the entire arrangement should be treated as a
financial transaction and should be accounted for accordingly.

The Authority has set up a Committee to examine various
issues that may arise from time to time, on the regulations
for preparation of financial statements of the life and non-life
insurers. This Committee was re-constituted in January,
2004 with the appointment of two more Members in January,
2005.

The Committee now comprise of

1. M/s T.S. Vishwanath, FCA, New Delhi Chairman
2. Asish Bhattacharyya, 1IM, Kolkata

3. Amal Ganguli, FCA, New Delhi

4. P.B. Ramanujan, Chennai.

The Committee has examined issues pertaining to (i) norms
for recognition of income, provisioning and asset

classification for insurance companies; (ii) requirement of
quarterly/half yearly reporting by the insurers and the
proforma in which such reports are required to be submitted
by the insurers; (iii) investment in derivatives including the
accounting aspects; (iv) accounting and disclosure issues
relating to Alternate Risk Transfer (ART) agreements being
entered into by non-life insurers; and (v ) tax implications of
treatment of profit or loss on sale of investments in case of
non-life insurance companies.

Il (a) Appointed Actuary System

The Authority introduced the system of Appointed Actuary
(AA) in the year 2000. The regulatory framework lays down
that no insurer can transact any life insurance business in
India without an Appointed Actuary. While in the case of life
insurers, an AA must be a full time employee, in the case of
non-life insurers, AA could be a consultant and need not
necessarily be an employee of the company. Every AA has
certain privileges and obligations which have been specified
in the regulations.

During 2003-04, the Authority notified the “Qualification of
Actuary” Regulations, defining an Actuary for the purpose of
the Insurance Act, 1938. The regulations while laying down
the qualification of an Actuary, further provide that the Authority
may relax the provisions in such circumstances as it deems
fit and may permit such a person to sign as an Actuary for
specified purposes.

The powers and duties of an Appointed Actuary are laid down
by the Authority in the regulations pertaining to their
appointments which include the right to attend all
management and board meetings; right to participate in
discussions; rendering actuarial advice to the management
particularly on product design and pricing, contract wording,
investments and reinsurance; ensure maintenance of
required solvency margin of the insurer at all times; certifying
the value of assets and liabilities of the insurer; drawing the
attention of management towards such matters as may
prejudice the interests of policyholders; certifying the
“Actuarial Report and Abstract” and other returns under
Section 13 of the Insurance Act, 1938; complying with Section
40-B of the Act in regard to the basis of premium; complying
with Section 112 of the Act on recommendation of interim
bonus/bonuses payable; making available requisite records
for conducting the valuation; ensuring that the premium rates
of the insurance products are fair; certifying that
mathematical reserves are set taking into account the
Guidance Note (GN) of the Actuarial Society of India; ensuring
that the Policyholders’ Reasonable Expectations (PRE) have
been considered in the matter of valuation of liabilities and
distribution of surplus to participating policyholders; submit
actuarial advice in the interests of the insurance industry
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and the policyholders; and informing the Authority if the insurer
has contravened the provisions of the Act.

In the case of a non-life insurer, the AA is required to certify
the rates for in-house non-tariff products and Incurred But
Not Reported (IBNR) Reserves which are indicated under
“Outstanding Claims” in the financial statements.

The growth of the insurance industry coupled with the entry of
private insurers in the last four years, has augured well for
the actuarial profession. The developments in the profession
signal evolution in the system of Appointed Actuaries seeking
their rightful place in a corporate environment. The profession
is expected to make significant contribution in terms of
actuarial inputs in life and general insurance business and
risk management and pensions. Actuaries are concerned
with the assessment of financial and other risks relating to
various contingent events and for scientific valuation of
financial products in insurance, retirement and other benefits,
investment and other related areas.

Peer Review

A major development in the profession of actuaries pertains
to peer review. Professionals in the industry have been
veering around the view that peer review could result in
improving the quality of actuarial services. World over, peer
review has provided comfort levels to the regulators as to the
quality of actuarial work, as the regulators are concerned
about the protection of interests of the policyholders.

Review Committee

The Authority decided to have a Review Committee to review
the Statutory Report furnished to the Authority in respect of
Actuarial Report and Abstract required under Section 13 of
the Insurance Act, 1938. The Authority constituted Actuarial
Review Committee in the year 2002, comprising

1. N.K.Shinkar — Consultant Actuary;
2. K.P.Narasimhan — Past President of ASI;
3.  P.A.Balasubramanian — Member (Actuary)

The Authority reconstituted the committee on 17-05-2005 in
which Shri N.M.Govardhan, past President ASI has replaced
Shri N.K.Shinkar. Shri P.A.Balasubramanian who retired as
a Member of the Authority on 315 May, 2005 continued as a
Member of the said Committee.

The Committee reviews the statutory returns of the insurers
and examines the functions of the Appointed Actuary (AA) in
the backdrop of the requirements of the regulations. The
efforts of the Committee have enabled the Authority to
understand the effectiveness of the functioning of Appointed
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Actuary (AA) system in the Industry in the context of high
growth of business and introduction of innovative insurance
products with varying dimension of risk for Insurers requiring
appropriate risk management practices. The Committee has
focused on AA’'s compliance to the provisions of IRDA (Asset,
Liability and Solvency Margins of Insurers) Regulations 2000
and IRDA (Actuarial Report and Abstract) Regulations 2000.

The Committee has reported overall improvement in the
quality of Actuarial Report and Abstract and in adherence to
the provisions of related regulations while observing that in
the details presented there were, in some cases, issues
like inadequate understanding and explanation of certain
requirements such as margin for adverse deviation in the
valuation assumptions, provision for expenses overrun in
the initial years, reserve for likely revival of lapsed policies,
inconsistency of data and reconciliation between different
forms of the returns as also between Actuarial Report and
Account statements, taking actuarial liability without netting
of reinsurance ceded and reporting format inadequacies
were noticed. The validity of the valuation results, however,
was not significantly affected as a result of the inadequacies
cited above.

The observations of the Committee relating to Actuarial
Report and Abstract are discussed with the AAs of respective
insurers and deficiencies pointed out by the Committee are
asked to be corrected through revised filing, wherever
required.

Institute of Actuaries Bill

The Actuarial Society of India (ASI) was formed for
advancement of the actuarial profession in India, providing
opportunities for interaction among members of the
profession, facilitating research, arranging lectures on
relevant subjects, presenting and discussing papers,
providing facilities and guidance to those studying for
actuarial examinations etc. The ASI has laid down the Code
of Conduct for its members. The Memorandum of
Professional Conduct & Practice which was revised in May
2003 provides guidance for professional conduct. Actuaries
are expected to maintain a high level of professional
competence to serve public interest. Another step towards
professionalizing the role of actuaries is the proposed
legislation to establish the Institute of Actuaries of India. In
June 2003, the Standing Committee examined the Authority
on matters relating to the Institute of Actuaries Bill. While the
Bill lapsed in the financial year 2003-04 due to dissolution
of Lok Sabha, it is expected to be reintroduced in the
Parliament. The Authority expects that the profession would
get a fillip with the grant of statutory status to the Society.
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Il (b)Actuarial Standards

The Actuarial Society of India (ASI) issues Guidance Notes
(GN) (actuarial standards) to its members. The GNs issued
by the ASI are intended at protecting public interest. GNs
emanating from the regulations framed by the Authority require
its concurrence prior to issuance by ASI. The ASI issued the
first Guidance Note (GN-I) on “Appointed Actuaries and Life
Insurance”. The GN is a mandatory professional standard
and covers the responsibilities of the Appointed Actuary
towards maintaining the solvency of the insurer, meeting
reasonable expectations of the policyholders, and to ensure
that the new policyholders are not misled with regard to their
expectations. ASI issued the GN-21 for the appointed
actuaries of general insurers. GN-21 covers such aspects
as nature and responsibility of appointed actuaries,
considerations effecting their position, the extent of their
responsibility and duties, premium rates and policy conditions
for new products and existing products on sale, capital
requirements, actuarial investigations, premium and claims
reserving, written notes and guidance to actuaries who are
directors on the boards of, employees or consultants to a
General insurance company. The Authority issues
clarifications to the Appointed Actuaries on interpretation of
the regulations framed by the Authority.

ix) Crop Insurance

Agricultural Insurance Company of India Limited (AIC),
besides implementing the government supported National
Agricultural Insurance Scheme (NAIS), has also been
introducing new insurance products from time to time. About
18 million farmers were insured during 2004-05, ( 12 million
in the previous year) at a total premium of Rs.550 crore on
administered premium structure, which otherwise would be
roughly equivalent to Rs.2200 crore if based in actuarial rates.
The company is also planning to expand its product base,
expertise, including providing consultancy services to other
countries. The company secured the World Bank’s technical
assistance project in premium rating and design of area
yield based insurance products. In the private sector ICICI
Lombard has insured about one lakh farmers against crop
failure. In the current scenario, the AIC is the largest body
offering insurance cover to cultivators in India.

The AIC introduced Varsha Bima scheme, a scheme intended
to protect the interests of farmers in case of an adverse rainfall
season, during the year 2004 kharif season as a pilot project
in 20 rain gauge station areas, across four States. Based on
the experience, the scheme was designed and fine-tuned
before being launched as Varsha Bima 2005. The scheme
is being implemented in 10 States initially, in areas that
correspond to 140 India Meteorological Department rain
gauge stations. The States selected for implementation are
Andhra Pradesh, Chhattisgarh, Gujarat, Karnataka, Madhya
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Pradesh, Maharashtra, Orissa, Tamil Nadu, Uttaranchal and
Uttar Pradesh. The scheme offers coverage to both short-
sowing periods and entire crop seasons and to large, small
and marginal farmers both for loanees and for non-loanees.
However, it is compulsory for loanee farmers. Under this
scheme, the sum insured is pre-specified, which lies
between the cost of production and the value of production
and the premium rates are flexible. Besides this, the AIC
has offered the Sookha Suraksha Kavach (SSK) an
exclusive product for drought-prone Rajasthan. The SSK is
being made available in 23 districts of Rajasthan, and it
covers major crops such as bajra, jowar, maize, guar,
soybean and groundnut. The sum insured will be roughly
equal to the cost of production and there will be a flexible
premium rate. The insurance period lasts from June to
September for short-duration crops, from June to October
for medium-duration crops and June to November for long-
duration crops. But this period of insurance differs from State
to State, since the cropping and land-use pattern are
different. Farmers can also opt for the rainfall distribution
index where they are covered against deviations of 20 per
cent or more in the actual rainfall index from the normal
rainfall indeed. This index is constructed in such a way that
it assigns key factor weights for the area’s weekly rainfall
within the season. These weights are based on yield
response factors (these are based on research conducted
by the Food and Agriculture Organization) and the Crop
Weather Calendar, which is issued by the IMD. The farmers
have the option of group insurance, so that a group of
cultivators can opt for Varsha Bima or SSK by submitting a
single crop-wise proposal, followed by a summary sheet
containing details of each insured individual. Farmers who
buy Varsha Bima cannot simultaneously take other crop
insurance schemes for the same crop in the same area,
and for the same time period.

The NAIS covers all food crops, oilseeds and commercial
and horticultural crops This nation-wide crop insurance
programme offers yield protection, and is implemented in
23 States and two Union Territories. The NAIS covers the
most number of farmers in the world. Overall, it covers over
30 crops during the kharif season and over 25 crops during
the rabi season. Since its inception the scheme has offered
coverage to 46.21 million farmers. The total sum insured for
the year came to Rs.40,298 crore, with premiums worth
earned Rs.1,243 crore. AIC has also implemented various
other crop-related insurance schemes such as the Farm
Income Insurance Scheme (FIIS), launched in the rabi
season of 2003-04. The AIC is also trying to spread
awareness through crop insurance education programmes.
It has set up a research and development department as
part of the attempt to design farmer-friendly and affordable
insurance products.It is already using remote-sensing
technology for crop insurance, as was done in six districts of
Andhra Pradesh, Gujarat, Karnataka and Maharashtra. This
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involves acreage estimation, stress detection, crop health
and yield modeling. The AIC is planning to expand further
and bring all eligible crop loans and more areas, into its fold
over the next three to five years. Since, farm income is directly
linked to crops, which are vulnerable to adverse weather
Insurance where it has compensated the farmers against
the diminished value of crops/losses due to adverse weather
fluctuations. The success of this experiment has led to similar
products being developed by IFFCO Tokio. Taking a cue from
this, other insurers are also taking initiatives and doing R&D
in this segment.

Indian agriculture continues to depend on weather
fluctuations resulting in inconsistent output growth and large
deviations in agriculture income. Therefore the output needed
to be smoothened ensuring reasonable income to the farmer
in each year. In this context, imparting stability to agriculture
through measures of weather-proofing and protecting farm
income assumes significance, as it would lead to stability of
increased output, increased capital formation and enhanced
productivity of Indian agriculture. Towards this end there has
been a growing interest in linking credit to some form of
weather insurance. Weather insurance provides cover
against defined deviations from normal weather conditions,
not just against extreme conditions like severe drought or
flood.

x) Credit Insurance

ECGC provides (a) a range of insurance covers to Indian
exporters against the risk of non-realization of export proceeds
due to commercial or political causes; and (b) different types
of guarantees to banks and other financial institutions to
enable them to extend credit facilities to exporters on liberal
basis. ECGC took several measures during the year 2004-
05 to strengthen its business and Government released
additional equity amount of Rs.100 crore during the year. With
this the total paid up capital of ECGC is Rs.600 crore.
Government has also agreed, in principle, to set up National
Export Insurance Account to provide support to medium and
long-term export of capital goods, projects and services. The
Corporation is the first insurance company to obtain license
from the Bureau of Indian Standard. ECGC has entered into
Bancassurance Agreement so as to reach exporters located
in remote places and facilitate not only easy export finances
but also provide adequate credit insurance support. In a
competitive environment, ECGC has started offering a range
of products catering to the specific needs of the exporters.
Some of the tailor-made products launched by the ECGC
include policies covering Consignment Exports, Buyer
Exposure Policy, and Software Project Policy. Further, the
Corporation has also incorporated marine insurance cover
as an add-on facility for customers of Specific Shipment Policy.

The total premium income earned during the year was
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Rs.476.13 crore as against Rs.587.04 crore in the previous
year. However, the total claim payments for the year 2004-05
have come down to Rs.403.87 crore from Rs.569.55 crore
in the previous year. As a result, the operations for the year
have ended up with a pretax profit of Rs.125 crore as
compared to Rs.90 crore earned in the previous year. During
2004-05, ECGC declared a dividend of 20 per cent.

The Corporation is striving to implement effective procedural
changes for improving quality of service to its customers.
The Corporation is endeavouring to further simplify its claim
settlement procedures to provide expeditious service to its
customers. It is also taking steps to improve its risk
management strategy for such high risk sectors as there
has been a significant number of high value claims in a few
high risk commodity sectors. The corporation has renewed
the quota Share treaty with the national Reinsurer, GIC in
respect of the covers issued under Specific Shipment Policy
Scheme (SSP). ECGC has been in constant negotiations
with GIC as well as other global reinsurers including
Multilateral Investment Guarantee Agency of the World Bank
Group and African Trade Insurance Agency for reinsurance
cover for long term and medium term project Exports and
Guarantee business. The Corporation has been successful
in recovering Rs.4.73 crore from various reinsurers for the
claims preferred to them pertaining to the underwriting
periods 1996-2004.

xi) Micro-Insurance

For a long time a need has been felt for having insurance
products which can be afforded by the rural and urban poor.
Keeping in perspective the abysmal insurance coverage to
the poor (rural & urban) the Authority as part of its
developmental role put across the concept of micro-
insurance. The term micro was kept to differentiate it from
insurance which is available otherwise.

The concept paper on micro-insurance was put on the
website of the Authority in August 2004 for comments from
the interested parties. A large number of comments from
the stakeholders were received. Suggestions which were
found useful were incorporated in the draft regulations. The
draft regulations were discussed in the Insurance Advisory
Committee and also in the IRDA Board. The draft regulations
have now been notified.

The focus of the micro-insurance regulations is to provide a
platform and rules to provide insurance to the targeted
segment of the society. The regulations provide for a tie up
between a life & a non-life insurance company for distribution
of insurance products to improve the penetration of insurance
in the selected segment. Thus cross selling which is not
being allowed in general for other insurance products is
allowed for micro-insurance. This is one of the major
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Box Item No. 4

GROUP INSURANCE

The concept of group insurance existed in the laws of the sea many centauries earlier : “If goods are thrown overboard in
order to lighten the ship, what is sacrificed for the common benefit may be made good by a common contribution.” In fact all
insurance may be considered group insurance, since an individual can be insured only by being part of a group on which
the law of averages may operate.

Group Insurance is a means through which a group of persons who usually have a business or professional relationship
to the contract owner are provided insurance coverage under a single contract. Over time, innovative underwriting techniques
of group insurers and liberalized regulatory actions have broadened the definition. Group insurance can be described as
an economical way of providing insurance protection against financial losses (such as those caused by death, disability,
medical care expenses or retirement) of a group of individuals who are associated with the policyholder by some relationship
other than insurance.

In its broadest concept, group insurance includes a considerable list of insurance coverages: life insurance, health
insurance, annuities, and property & casualty insurances.

Distinguishing characteristics of group insurance:

In comparison with other forms of insurance written by life insurance companies, several distinguishing features are
evident:

® the substitution of group underwriting for individual underwriting,

® the use of a master contract,

lower administrative cost,

flexibility in contract design, and
® the use of experience rating.
Group underwriting:

Group underwriting normally aims to obtain a group of individual lives or an aggregation of such groups of lives that will yield
a predictable rate of mortality or morbidity. The point is that the group becomes the unit of underwriting, and insurance
principles may be applied to it just as in the case of the individual.

In underwriting group insurance, certain important features should be present that either are inherent in the nature of the
group itself or may be applied in a positive way to avoid adverse selection. They are:

® Insurance incidental to Group: The insurance should be incidental to the group; that is the members of the group
should have come together for some purpose other than to obtain business. For example, the group insurance
furnished to the employees of a given employer must not be the feature that motivates the formation and existence of
the group.

® Automatic determination of benefits: Group insurance underwriting commonly requires an automatic basis for
determining the amount of benefits on individual lives which is beyond the control of the employer or the employees.
If the amount of benefits taken were optional, it would be possible to select against the insurer. For e.g., those in poor
health would tend to insure heavily and the healthy ones might tend to elect minimum coverage. However, as the group
mechanism has evolved, more flexibility has crept in the form of options in excess of basic coverage.
Contd...
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® Minimum participation by the Group: Another underwriting control is the requirement that substantially all eligible
persons in a given group be covered by insurance for the scheme to be effective.

® Efficient Administrative Organization: A single administrative point / organization should be able and willing to act on
behalf of the insured group. In the usual case, this is the employer. In the case of contributory plan, there must be a
reasonably simple method, such as payroll deduction by which the master policy owner can collect premium.

Group Policy

Second characteristic of group insurance is the use of a group policy (contract) held by the owner as group policyholder.
The master contract is a detailed document setting forth the contractual relationship between the group contract owner
and the insurance company. The insured persons under the contract are not actually parties to the contract although they
may enforce their rights as third-party beneficiaries. In the United States the issue whether the participants are “parties to
the contract” or merely “third-party beneficiaries” is under litigation.

Lower cost

A third feature of group insurance is that it is usually lower-cost protection than which is available in individual insurance.
The nature of the group approach permits use of mass-distribution and mass-administration that afford economies of
operation not available in individual insurance. The premium for the group is also based on an actuarial assessment of the
group as a whole. Employer subsidization of the cost is a beneficial factor in group insurance plan design.

Flexibility:

The group insurance plan usually is an integral part of an employee benefit program and in most cases the contract can
be tailored to meet the objectives of the contract owner as long as the flexibility does not result in adverse result.

Experience Rating:

Group premiums are often amenable to experience rating. The experience of the individual group may have an important
bearing on loading or discounts.

Advantages of Group Insurance

The group insurance mechanism has proved to be a remarkably effective solution to the need for employee benefits. The
increasing complexity of industrial / service economies has brought increasingly large numbers of persons together, and
the group mechanism has enabled insurance companies to reach vast numbers of individuals within a relatively short
period and at low cost. Equally important has been the fact that the employer usually pays a large share of the cost. Under
group insurance scheme, an individual who could otherwise be uninsurable gets coverage.

Limitations

From the viewpoint of the employee, especially for health insurance products the group insurance has one limitation i.e., the
temporary nature of coverage. If the employer terminates the group plan, the employee loses the coverage unless it is
converted in an individual policy (which usually is more expensive). The individual may lose the discount applicable to the
group and may have to incur administrative costs apart from higher premium. The individual policy also may not be as
flexible as the group policy.

Eligible Groups

The types of groups eligible for group insurance coverage have broadened significantly over the years. This wider eligibility
is reflected in both regulations and the underwriting philosophy of group writing insurers. Within the United States, four
specific categories of groups are covered. They are:

Contd...
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® The employees of a single employer comprise the first category. The employer may be a sole proprietorship, a
partnership or a corporation.

® Debtor — Creditor Groups: Group credit insurance (life and disability income) has grown rapidly in the United States,
reflecting a credit-oriented society. The contract owner in these plans is the creditor, such as a bank, a credit union, or
any business that has significant accounts receivable, including those that rely on credit card customers.

® Labour Union Groups. The Contract may be issued to the union itself. The insurance must be for the benefit of persons
other than the union or its officials.

® Multiple Employers groups such as Negotiated Trusteeships, Voluntary Trade Associations, Multiple Employee Trusts
(METSs), Professional Associations and Credit Groups

Numerous other types of groups such as alumni associations, professional associations, veterans’ groups, and savings
account depositors may also be eligible for group insurance depending on the underwriting practices of the insurance
companies.

Indian scenario

The contingencies of death, accident and ill health could result in financial hardship to anyone at any time. Therefore group
life and health insurance has become a major consumer product in India too, involving insurers, employer-employees,
health care providers and various other groups.

In the life insurance area, the common group policies are — Group Savings Linked Policy, Group Superannuation Policy,
Group Term Insurance Policy, Group Gratuity Scheme etc. In the General Insurance Business, the common group policies
are the Group Personal Accident Policy and Group Mediclaim Policy. In fact the erstwhile Personal Accident Tariff had two
types of ‘group coverages’ i) with employer-employee relationship and ii) with no employer-employee relationship. In both
cases the emphasis was on well defined group. Under the first category employees of firm, company, association or a club
will figure where as under the second, the members of an institution, society, association or club with no employer-
employee relationship form the group. Group Health insurance business constitutes nearly 35 per cent of the health
insurance business.

Various aspects relating to constitution of “group”.

There are various aspects that are connected with the group; the most important one being ‘what shall constitute a
“group”?’ If the regulations were designed to sell health insurance at an institutional level, the definition of a group has been
widely misused by both the players as well as their distribution channels. Lack of clear-cut definition of what constitutes a
‘group’ led to heterogeneous groups being formed just to fulfill legal obligation to avail of the benefits without any commonality
of purpose. The sole purpose is to avail substantial discounts in the premia for health insurance. This has led group health
insurance to be written on grossly inadequate rates and adverse loss ratios. This misuse has also resulted in lack of
transparency and unethical insurance activity without accountability on the part of those managing such heterogeneous
groups. In such cases, the buyer of the group policy has neither insurable interest nor any sustainable relationship with the
members of the ‘group’. These group schemes thus become an instrument to sidestep the provisions of the Insurance Act
and enable persons to sell insurance without being properly regulated and the buyers being misled about the
true nature of the contract. The certificate issued by the policyholder and the funding activity carried out by him could mislead
the consumer into thinking that they are a TPA offering cashless service.

With a view to rationalizing the approach to be adopted by the insurers in dealing with various groups and keeping in mind
the interests of the individual members of a group, the IRDA issued ‘Guidelines on Group Policies’ to be adhered to by all
insurers. The salient features of the guidelines are:

Contd...
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Definition of a Group:

There has to be a commonality of purpose in a group. eg. employees. Non-employer-employee group members must
authorize the group’s organizer to arrange insurance on their behalf.

No group should be formed with the main purpose of availing insurance. Relationship between the members and the
policy buyer (group manager) should be other than insurance.

Minimum size of the group left to the prudence of the insurer.

Entry into group policy of a member will be from a well defined date and not merely the date of joining.
Marketing of Group Insurance:

Insurer may sell group insurance policies either directly or through insurance agent or insurance intermediary.

Insurer’s agreement of sale of insurance must be with a person or entity licensed under the Insurance Act only. All
arrangements contrary to these guidelines to be terminated forthwith. The Authority may relax this condition in case of
sale of micro-insurance products.

Insurer using corporate agent for sale should require such corporate agent to file certificates at least once a year confirming
compliance of Section 40A, 40C and 64 VB of the Insurance Act,1938, IRDA (Insurance Advertisements & Disclosures) 1.
Regulations 2000, IRDA (Protection of Policyholders’ Interest) Regulations 2002.

1.

Group Insurance Administration :

The premium and benefits applicable to each member should be clearly specified in the group policy. Any changes
should be in the nature of policy change to be agreed to by the insurer.

Group discount should not be appropriated as additional remuneration but shall be passed on to the members. It may
also be shared in proportion to the premium paid.

The Percentage of commission paid to the agent / corporate agent should be as approved by the Authority or as
specified in the Insurance Act, 1938 read with the IRDA Act, 1999 and the Regulations framed thereunder. Commission
should be predetermined and published and not determined on a case to case basis. No other payment to the agent/
corporate agent or group manager is permissible.

Each group insurance policy should clearly refer to a list of persons insured which cannot be subsequently manipulated.

In non-employer-employee cases, the individual group member would be treated as the insured beneficiary and the
group manager will be only the holder of the group policy. The insurer is totally responsible to ensure that the claim
payment is made in the name of the insured member. The insurer is also responsible for the certificate of insurance
issued by a group organizer or administrator. In such cases it will be prudent to have the certificates with in-built
security features and pre-numbered lots.

The insurer shall be held responsible to the insured persons, in respect of the group policy in case of failure of the
group organizer or manager to account for the business to the insurer.
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initiatives taken in the micro-insurance regulations. The
regulations also define micro-insurance agents, which can
be Self Help Groups, Micro-Finance Institutions and Non-
Governmental Organizations. A major departure from the
existing norms for licensing agents is that the micro-
insurance agents would have to undergo a capacity building
training of twenty five hours which will be provided by the
insurance company to whom the agent is attached and that
the micro-insurance agent need not have to pass the test to
become a certified agent. This change is designed to provide
a much needed fillip to the distribution channels in rural India
for marketing low value products which till date was an area
of concern since getting agents in rural areas has been a
perennial problem.

Since distribution will be one of the important keys to the
success of micro-insurance, the Authority has taken care to
provide enough incentives for micro-insurance agents to take
the task of spreading insurance to the poor earnestly. The
micro-insurance agent would also perform functions like
collection of proposal forms, remittance of premium to the
insurance company, help in settlement of claims,
administration of policies; etc .The micro-insurance agent
would be trained in all these functions as part of capacity
building by the insurance company at their cost. In life
insurance products the commission on renewal premiums
taper from 7.5 percent in the second year to 5 per cent from
fourth year onwards, however, the commission/remuneration/
fee on micro-life insurance products is pegged at a constant
twenty percent for the premium paying term of the micro-life
insurance product and ten percent on single premium micro-
insurance products. For non-life micro-insurance products
the commission is fixed at fifteen percent.

In order to ensure that the benefits of micro-insurance reach
the people who require it the most and to see that the products
are not priced out of reach of the needy, the Authority believed
in putting limitations in the design of products. Thus the
Authority has allowed term & endowment insurance to a
maximum of Rs 50,000 and a minimum of Rs 5,000. In the
case of term insurance, the term of the insurance has been
restricted to fifteen years with a minimum term of 5 years. No
riders would be allowed and the micro-life insurance products
are to be kept as simple as possible for the people to
understand them. In the case of general insurance, the cover
for dwellings, livestock, tools and implements range from Rs
5,000 to 50,000 per asset. Health insurance would also be
provided under micro-insurance for families as well as
individuals and the maximum cover will be Rs 30,000 while
the minimum for individuals is Rs 5,000. For families it is Rs
10,000.

Thus micro-insurance regulations which were framed on the
above would spur the insurance companies to take insurance
to the poor on an economic model which would be viable
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socially and economically to the micro-insurance agents,
insurance companies and to the insured. For encouraging
the sale of micro-insurance products, it is clarified that these
would form part of the mandated social and rural obligations
of an insurer prescribed under the provisions of the Insurance
act, 1938.

xii) Directions, orders and regulations issued by the
Authority

With a view to providing guidance to the insurers and to
clarify various issues raised by them, the Authority has been
issuing Clarifications, Directions and Orders from time to
time. The gist of these Orders/Directions issued in the year
2004-05 (and up to September, 2005) is placed at Annex xii.

xiii)Powers and Functions Delegated by the
Authority

In exercise of the powers under Section 64UM (2) of the
Insurance Act, 1938, the Authority vide order dated 3 August
2005 raised the limit of losses required to be surveyed by a
licensed surveyors and loss assessor for settlement of
claims, from Rs. 20,000/- to Rs. 50,000/- for the recent floods
in Maharashtra and Gujarat alone for a period of two months
from the date of order, as a special case. The insurers may
utilize the services of in-house surveyors for assessing
losses upto Rs. 50,000/-. This special dispensation is given
to insurers to ensure expeditious disposal of claims and for
mitigating hardships to policyholders.

xiv) Right to Information Act

The provisions of the Right to Information Act, 2005 effective
12 October, 2005, provides for simple, clear and regular
procedure for accessing information easily by the citizens.
The Right to Information is fundamental to the realizations
of Economic and Social Rights as well as Civil and Political
Rights. Free flow of information from the Government and
Public Authorities will create an enlightened and informed
public opinion and also make Authorities accountable to the
public. IRDA established under an Act of Parliament is a
‘Public Authority” in terms of Right to Information Act.

With the coming into force of the Act, IRDA has initiated steps
to comply with the provisions of the Act in a manner that
facilitates the Right to Information under the Act.

It has also designated the Central Public Information Officer
as well as the Appellate Authority under the provisions of the
Act to deal with the requests from the citizens seeking
information under the provisions of the Act.

Mrs. Veda Kumari, Executive Director (Admin) has been
designated as the Central Public Information Officer under
Section 5 of the Act and Shri.C.R.Muralidharan, Member has
been designated as the Appellate Authority under Section
19 of the said Act.
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PARTII
REVIEW OF WORKING AND OPERATIONS

i) Regulation of Insurance and reinsurance
companies

The Authority has issued the IRDA (Obligations of Insurers
to Rural or Social Sectors) (Amendment) Regulations, 2004,
w.e.f 30-07-2004. The Amendment redefined ‘Rural Sector”.
As per the new definition, ‘Rural Sector’ means the places or
areas classified as “rural” while conducting the latest
decennial population Census (Census of India). Prior to this,
the definition read as under:

‘(c) “Rural Sector” shall mean any place as per the latest
Census which meets the following criteria — *

i. A population of less than five thousand:

ii. A density of population of less than four hundred per sq
km: and

iii. More than twenty-five per cent of the male working
population is engaged in agricultural pursuits.

The new definition eliminates the difficulties in identifying
areas fulfilling the above requirements. The regulation is
placed at Annexure II.

Status of exempted insurers

The Central Government has granted exemption to State
Government Insurance Funds under Section 36 of the General
Insurance Business (Nationalization) Act, (GIBNA) 1972.
These funds are required to ensure compliance with the
provisions of the Insurance Act, 1938 and with the regulations
framed there under, to the extent applicable to them under
Section 110F of the Insurance Act. Further, Section 118 of the
Insurance Act, 1938 provides for exemption of specified
entities from the provisions of the Act. The LIC Act 1956 under
Section 44 provides for exemption from the provisions of the
said Act to specified insurers/schemes.

Broadly, the exempted insurers fall under the following three
categories:

(a) State Government Insurance Departments transacting
non-life insurance business in respect of assets owned/
financed by them;

(b) Exempted insurers transacting health insurance for its
members; and
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(c) State Government Insurance Departments transacting
Crop Insurance Business.

ii) Intermediaries associated with the insurance
business

Intermediaries associated with insurance business are
brokers, third party administrators (TPAs) and surveyors. The
insurance agents, including the corporate agents, are in the
nature of intermediaries but are not so defined in the IRDA
Act. However, since the agents represent their principals,
i.e., the insurers, and their functions are akin to
intermediaries they are treated as intermediaries. The
Authority has issued standard instructions and guidelines
for approval/renewal of On-line agents training institutes and
also revised guidelines for licensing of corporate agents. In
order to streamline the system of licensing of Corporate
agency, the Authority has in addition to the Regulations already
in force has issued fresh guidelines for compliance by the
Insurance Companies.

Insurance Agents

A critical element of insurance sector reforms is the
development of a pool of human resources having right skill
and expertise in each segment of the industry to provide
guality intermediation to market participants. Quality
intermediation requires personnel working in the industry
need to (i) follow a certain code of conduct and (ii) have an
understanding of business and skills to service dif