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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
superannuation payments), for the benefit of the common man, and to provide long term funds for
accelerating growth of the economy;

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

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

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

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

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

The Indian Economy:

1. The Indian economy registered an impressive
growth rate of 7.4 per cent in 2009-10 following 6.7
per cent in 2008-09. This was achieved against the
backdrop of a broad based recovery in the second
half of the financial year. The overall stability of the
financial system of India continued to positively impact
business confidence. The major source of worry,
however, was the inflationary conditions which
changed significantly in 2009-10, particularly, in the
second half of the year. It surged to 11 per cent
towards the end of 2009-10, aggravated by the initial
spurt in prices of food items. Positive development
was, however, observed in demand for private
investment during the last quarter of 2009-10 and has
been particularly robust in the first quarter of 2010-
11. Although there has been some concern around
the crisis emanating from the sovereign debt in the
Euro area and its likely impact about the durability of
the global recovery, the overall movement in growth
has been positive.

2. The real GDP growth turned around at 7.4 per cent
in 2009-10, up from 6.7 per cent in 2008-09. Although
still below the pre-global crisis growth phase of 8.9
per cent during 2003-08, the possibilities of it growing
further are clearly reflected. The contribution to the
growth came from a strong recovery in industrial sector
and the services sector thereby reducing the impact
of a scarce South-West monsoon. The contribution
of the industrial sector to the overall growth increased
sharply at 28 per cent in 2009-10 (9.5 per cent in
2008-09), while the growth in the services sector was
lower at 8.3 per cent in 2009-10 (9.3 per cent in
2008-09). Despite the impact of the deficient monsoon,
agriculture and allied activities contributed about 14.6
per cent to the GDP. The performance of the sector
has a significant impact on price stability.

3. The macro-financial developments during
2009-10 have established the resilience of the
economy and its ability to recover faster from a
slowdown. The economy has also emerged stronger
in terms of the ability of the slowdown in agricultural
production impacting the growth of industry and
services sectors, even though the importance of the
former cannot be overstated since it impacts
inflationary trends and is the main stay for livelihood
of the rural population.

4. The financial markets during 2009-10 showed signs
of volatility while reflecting the developments in the
global markets. However, the signs were clearly that
of rising activity. This is critical to ensure that the
economy is catapulted to the next phase of growth.
The external balance situation improved and reflected
a positive growth in both exports and capital inflows
during 2009-10. This reflected a favorable trend from
the downturn observed in the wake of the financial
crisis. Overall, developments during 2009-10 have
been positive although there had been some macro-
economic concerns at the beginning of the year.

Global Economic Environment:

5. As per the Report published by the International
Monetary Fund, the global financial system is still in a
period of significant uncertainty. The setback has
occurred in the second quarter of the current calendar
2010 due to the turmoil in sovereign debt markets in
Europe once again bringing to the fore the
vulnerabilities of bank and sovereign balance sheets
against the back drop of the financial crisis. The
European economies have once again been in the
eye of the storm, having been a witness to the
sovereign debt sustainability challenges, resulting in
funding pressures. With the spillover effect onto the
banking sector, the resultant impact was in terms of
shrinking credit. Although, the regulatory and policy
level responses at the international levels brought the
situation under control in terms of stabilising funding
markets and mitigating risks, the conditions remain
weak. Economies still need to find answers to the
challenges posed by a slower than expected level of
recovery, higher debt levels and rollovers, and a still-
impaired financial sector.

6. The global output has expanded in tune with the
projection with the economic environment improving
gradually. This has been supported by growth in the
emerging market countries which has been particularly
strong. It has also been observed that economies are
moving from temporary support provided to them to
more self-sustaining private demand. However,
concerns remain in terms of dealing with legacy
problems in the banking sector, particularly those
relating to recapitalisation; strengthening the
sovereign balance sheets; and strengthening
regulatory reform to move towards building resilience
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in financial systems. Equally there is a need for
systems to ensure and guard against excessive risk
taking.

7. Overall, in the United States, financial stability has
improved, although pockets of vulnerability remain in
the banking system. While banks have been able to
raise capital and expected demand appears
manageable, additional capital may be needed to
reverse recent de-leveraging trends and due to the
possibility of complying with the regulatory reforms
under way. The financial crisis has resulted in
substantial risks being transferred from private to
public balance sheets. The policy makers thus need
to address issues which have arisen on account of
the burden placed on public institutions. In Japan, a
near-term disruption in the government bond market
remains unlikely. The stable domestic savings base
and healthy current account surplus reduce the need
to attract external funding sources. However, over
time, the factors which are presently supporting the
Japanese bond market - high private savings, home
bias, and the lack of alternatives to yen-denominated
assets - are expected to erode as the population ages
and the workforce declines.

8. As against the mature markets, the emerging
markets have remained resilient to the financial crisis
which has hit the global markets. These markets also
continued to enjoy access to international capital
markets. The cross-border spillover effects were
limited to only regions with significant economic and
financial links to the euro area. Given the projected
healthy growth trends in these markets, and the
continuing slowdown in advanced countries, the
emerging markets have become increasingly
attractive to global investors. The shifts due to the
strong capital inflows could result in increased volatility
to these markets thereby raising concerns for
economies which have been recipients of these
reallocations.

9. As per the revised IMF estimates the crisis-related
bank write downs between 2007 and 2010 stood at
USD 2.2 trillion in September, 2010. Further, banks
have made progress in recognising those write downs,
with more than three-quarters of them already
reported, leaving a residual amount of approximately
USD 550 bhillion. As per projections, nearly
USD 4 trillion of bank debt will need to be rolled over
in the next 24 months.

10. A review of the regulatory reforms brings to the
fore the fact that much of the proposed financial reform
agenda remains unfinished. While much of the failings
of the global financial system have been identified,
countries have yet to deal with issues such as ‘too-
important-to-fail entities’, strengthening supervisory
incentives and resources, and developing the macro-
prudential framework. Much of these regulatory
concerns have centered on the banking sector,
although the ripples of the spillover effects are likely
to be felt by the other segments of the financial sector
as well. There are also concerns around addressing
issues around pro-cyclicality and limiting the systemic
effects of financial institutions other than those in the
banking sector.

Insurance markets:

11. As per the World Insurance Report published by
reinsurance major Swiss Re, the global insurance
premium for the calendar year 2009 was
USD 4066 billion, which is 1.1 per cent (inflation-
adjusted) lower than USD 4220 billion reported during
the previous calendar year 2008. The share of life
insurance business was 57 per cent in total premium
collection. While life insurance business collected
USD 2331 billion as premium, the same for non-life
business was USD 1735 billion. During 2009, the
premium in life insurance business fell by 2 per cent
on account of double digit decline in premium
collection in USA and UK. However, compared to
2008, when life insurance premium fell by 5.8 per cent,
this is an improvement on account of the improved
sentiment in the calendar year 2009.

12. During year 2010, it is expected that overall
premium growth in the industry will turn positive and
profitability and balance sheets will continue to
improve. The prospects for life insurance in 2010 are
promising as growth resumes in the sector. A further
recovery of the financial markets is likely to stimulate
the overall growth of unit-linked products and allow
insurers to continue strengthening their balance
sheets.

Indian insurance sector:

13. Since opening up, the number of participants in
the industry has gone up from six insurers (including
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Life Insurance Corporation of India, four public sector
general insurers and General Insurance Corporation
as the national reinsurer) in the year 2000 to 48
insurers operating in the life, non-life and reinsurance
segments (including specialised insurers, viz., Export
Credit Guarantee Corporation and Agriculture
Insurance Company). Three of the non-life insurance
companies, viz., Star Health and Alliance Insurance
Company, Apollo Munich Health Insurance Company
and Max Bupa Health Insurance Company function
as standalone health insurance companies. Of the
twenty two insurance companies which have set up
operations in the life segment post opening up of the
sector, twenty are in joint venture with foreign partners.
Of the seventeen insurers (including health insurers)
who have commenced operations in the non-life
segment, sixteen are in collaboration with the foreign
partners. The three standalone health insurance
companies have been set up in collaboration with
foreign joint venture partners. Thus, as on date, thirty
Six insurance companies in the private sector are
operating in the country in collaboration with
established foreign insurance companies across the
globe.

14. The first year premium, which is a measure of
new business secured, underwritten by the life insurers
during 2009-10 was ¥1,09,894 crore as compared to
87,331 crore in 2008-09 registering a growth of
25.84 per cent against negative growth rate of
6.81 per cent during 2008-09. In terms of linked and
non-linked business during the year 2009-10,
54.53 per cent of the first year premium was
underwritten in the linked segment while 45.47 per
cent of the business was in non-linked segment (51.13
and 48.87 per cent respectively in 2008-09). The total
premium underwritten by the life insurance sector in
2009-10 was 2,65,450 crore as against
%2,21,785 crore in 2008-09 exhibiting a growth of
19.69 per cent (10.15 per cent in 2008-09).

15. The non-life insurers (excluding specialised
institutions like ECGC and AIC and the standalone
health insurance companies) underwrote premium of
%35,816 crore in 2009-10, as against 331,428 crore
in 2008-09 registering a growth of 13.44 per cent. The
three health insurance companies underwrote
premium of ¥1,072 crore in 2009-10, twice of their
collective premium of ¥535 crore in 2008-09.

Penetration and Density:

16. The potential and performance of the insurance
sector is universally assessed with reference to two
parameters, viz., Insurance Penetration and Insurance
Density. Insurance penetration is defined as the ratio
of premium underwritten in a given year to the gross
domestic product (GDP). Insurance density is defined
as the ratio of premium underwritten in a given year
to the total population (measured in USD for
convenience of comparison). The insurance
penetration was 2.32 per cent (Life 1.77 per cent and
Non life 0.55 per cent) in the year 2000 when the sector
was opened up for private sector. It had increased to
5.20 per cent in 2009 (Life: 4.60 per cent and Non-
life: 0.6 per cent). The insurance density stood at
USD 54.3 in 2009 (Life USD 47.7 and Non-life
USD 6.7) from USD 9.9 in 2000 (Life USD 7.6 and
Non-life USD 2.3)

Micro insurance:

17. One of the main objectives of promoting financial
inclusion packages is to economically empower those
sections of society who are otherwise denied access
to financial services, by providing banking and credit
services thereby focusing on bridging the rural credit
gap. The banking sector is focusing on financial
inclusion on a priority basis. Vulnerability to various
risk factors is one of the fundamental attributes of
these sections of the society. Lack of protective
elements may, thus, not serve the objective of
promoting financial inclusion packages as the targeted
sections may fall back into the clutches of poverty in
the event of unforeseen contingencies. Hence, to
provide a hedge against these unforeseen risks, micro
insurance is widely accepted as one of the essential
ingredients of financial inclusion packages. Micro
insurance regulations issued by IRDA have provided
a fillip in propagating micro insurance as a conceptual
issue.

18. With the positive and facilitative approach adopted
under the micro insurance regulations, it is expected
that all insurance companies would come out with a
progressive business approach and carry forward the
spirit of regulations thereby extending insurance
penetration to all segments of society. There are 8,676
micro insurance agents operating in the micro
insurance sector as at the end of 2009-10. The new
business premium secured in individual category
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during the year was Y160 crore under 0.30 crore
policies and the new business premium secured for
33 group schemes during 2009-10 was Y238 crore
covering 1.69 crore lives. In the individual category
7,516 claims were settled for an amount of X7.88 crore
and in the group category claims on 43,645 lives were
settled for an amount of Y169 crore.

Investments by the insurance sector:

19. During 2009-10, the IRDA aligned the definition
of ‘infrastructure facility’ with that of the Reserve Bank
of India (RBI) thereby creating more room for the
insurers to invest in infrastructure sector. The Authority
has also relaxed the ceiling of investments in
infrastructure to 20 per cent in a “single” investee
company as against 10 per cent earlier. The limit is
applicable to the combination of both debt and equity
taken together without sub ceilings in instruments
satisfying certain criteria. An additional exposure of
5 per cent has been permitted in ‘debt’ alone with prior
approval of the respective insurer’s Investment
Committee.

20. Further strengthening on the risk management
structure, IRDA has issued guidelines on the scope
for “Internal and Concurrent Audit” for investment
operations of insurance companies to monitor
investment of both traditional and unit linked portfolio,
at a closer level with the aim of mitigating risk. Similar,
stipulations are also applicable to non-life insurance
companies. The guidelines for audit of Investment Risk
Management Systems and Processes were also
issued during the year.

Initiatives at enhancing public disclosures:

21. With a view to improving transparency in
operations, the Authority has been working towards
enhancing disclosures to be made by insurance
companies on periodic basis. A major step in this
direction has been the issuance of disclosure
guidelines in January, 2010. The stipulations on
disclosures to be made by insurance companies have
been strengthened by the Authority to fill the gap in
availability of information in the public domain. These
disclosures are required to be made through
(i) Publication in Newspapers; and (ii) Hosting on the
respective company websites, effective from the
period ended 31 March, 2010. This initiative has
placed the insurance companies, which are presently

not publicly listed entities, at par with the listed entities
in the corporate world in terms of public disclosures.
Listed corporate entities are governed by the terms
of the Listing Agreement, which amongst other things
provides for public disclosure of performance on a
quarterly basis.

Disclosures in the Prospectus Document:

22. Public disclosure of risks faced by the insurers is
critical for ensuring a fair and orderly growth of the
insurance sector. The disclosures are required to be
reliable and timely to ensure efficiency of the markets.
The disclosures also provide necessary feedback to
the insurance regulator to ensure safety of investors
as well as the policyholders. While individual
policyholders may not have the necessary ability and
resources to undertake the task of assessing the
insurers, other stakeholders, including the analysts in
the market can provide necessary inputs based on
the disclosures made by the insurance companies.

23. Several insurance companies will be completing
10 years of their operations shortly, after which they
may be allowed by the Regulator to go for an Initial
Public Offer (IPO). It is essential that the investors
are fully aware of the financial performance, company
profile, financial position, the risk exposure, elements
of corporate governance in place, and the
management of the insurance companies. The
Authority is participating in the discussions at the
meetings of the Standing Committee on Disclosures
& Accounting Issues (SCODA) set up by Securities
and Exchange Board of India (SEBI) to finalise the
disclosure requirements for insurance companies in
the Prospectus document. While laying down the
stipulations on disclosure requirements, the Authority
has drawn on the international best practices in this
regard. Itis proposed that the disclosure requirements
for the life and non-life companies would be separately
mandated given the nature of their respective
businesses.

Amalgamation of Insurance Companies:

24. There is a view that the insurance Sector in India
could be a witness to some degree of consolidation.
The Authority has been approached by players in the
non-life space in the Indian insurance market to
amalgamate their existing ventures to create the
second largest private sector general insurance
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company in the sector. The Authority is actively
considering the proposal and would likely to put in
place systems whereby any amalgamation in the
insurance space fully ensures protection of the
interests of the policyholders, while contributing to a
more vibrant market in the country. Prior to this, there
has been only one instance when the promoters of a
life insurance company had expressed inability to
continue operations in the life insurance space, and
their stake was picked up another entity post the due
diligence process carried out by the Authority. The
Authority had through its quick actions ensured that
the situation did not remain fluid for too long, took steps
to ring-fence the assets of the company and at the
same time initiated action to ensure that the interests
of the policyholders were not compromised in any
manner.

Economic capital (EC):

25. It is acknowledged from the experience globally
that insurance is a capital intensive business. The
need to improve the capital efficiency without
threatening the solvency is becoming increasingly
essential in view of the recent macro-economic
developments in the wake of the financial crisis which
started in 2007. Economic capital (EC) reflects the
optimum levels of capital required by an insurance
entity. The main objective of estimating EC is to
separate the liability and risk parts clearly out of the
total reserves (including solvency margin). EC can be
a common currency of risk if measured consistently.
The word ‘economic’ indicates the fact that it measures
risk in terms of economic realities rather than based
on certain pre-defined rules. The economic capital is
determined in the context of the capital required to
meet the insurance risk, market risk, operational risk,
credit risk, etc., separately. Commencing from the
financial year 2009-10, the life insurance companies
have been advised to submit a detailed report setting
out the Economic Capital. This exercise would give a
deeper insight into the risks an insurance company is
faced with and their impact on the solvency position.

Financial Condition Report (FCR) for non-life
insurance companies:

26. The non-life insurance companies have been
mandated to submit the Financial Condition Report
annually, effective 31t March, 2010 for the said
financial year in the prescribed format. The objective

of the FCR is to facilitate analysis of the current block
of business as on the valuation date to bring out clearly
the challenges the insurers face in terms of meeting
the solvency requirements, their profitability and other
risks viz. morbidity, liquidity, credit and expense,
investment return, asset-liability mismatch, etc. This
experience will also indicate the insurer’s position on
these parameters for the next one year. With this
initiative, the Authority has expanded its mandate on
the submission of the FCR beyond the life insurance
companies to also bring in the non-life insurers within
the ambit of such reporting.

Initiatives at AML FATF:

27. Under the existing framework, the Inter-Ministerial
Coordination Committee on AML/CFT (IMCC) has
been set up as the co-ordinating body on issues
relating to membership into FATF and further follow
up processes. The inputs for the process and
implementation of the recommendations are being
handled by the respective regulators/agencies. Based
on the initiatives of the respective regulators/agencies
India has been granted membership of the FATF in
June, 2010. Concerns expressed by FATF in terms
of implementation of certain recommendations are
being addressed through the approved action plan
which has been submitted to the Secretariat of the
FATF. The existing framework has worked
satisfactorily and has delivered in terms of India being
granted the membership of FATF. More recently, the
National Regulatory Framework Assessment
Committee comprising of representatives from the
financial sector regulators and the Government
agencies has been constituted to address various
regulatory concerns and to facilitate the process of
plugging the various gaps observed in compliance with
the various recommendations.

28. As part of the various initiatives taken by the
Authority, all life insurers have been advised to collect
PAN from all persons purchasing insurance products
where the contracted annual premium payable on the
insurance policies, per policy basis, exceeds Rupees
one lakh. For persons who are exempt from the
requirement of PAN, insurers are required to collect a
declaration from the proposer wherein the provision
under which he/she has been exempted, is required
to be disclosed.
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Corporate Governance guidelines for insurance
companies:

29. Corporate Governance guidelines have been put
in place for insurance companies. As per the
stipulations, insurance companies were required to
be compliant with the guidelines effective from 1 April,
2010. The Guidelines provide for the structure,
responsibilities and functions of the Board of Directors
and the senior management of the company. The
guidelines cover the major structural elements of an
insurance company, including governance structure;
Board of Directors; Control functions; senior
management - CEO and other senior functionaries,
role of Appointed Actuaries, external audit —
Appointment of Statutory Auditors; Disclosures;
Outsourcing; relationship with stakeholders;
interaction with the supervisor; and the whistle blowing
policy. Insurers are required to have a minimum of
two independent directors on their Board as long as
they are unlisted, and all directors must meet the fit
and proper’ criteria. The Guidelines have further laid
down stipulations on formation of mandatory
committees - Audit; Investment; Risk Management;
Asset Liability Management (in case of life insurance
companies); Policyholder Protection; and optional
committees - Remuneration; Nomination; and Ethics.

Initiatives towards policyholder protection:

30. With a view to protecting the interests of
policyholders, the IRDA has taken a number of
initiatives in the current financial year 2010-11. The
objective of these initiatives is to rationalise the product
features through such clauses as (i) minimum lock-in
period being increased from three years to five years,
with the stipulation being applicable to even top-ups;
(i) charges on Unit Linked Insurance Products (ULIPs)
have been mandated to be spread evenly over the
lock-in-period; (iii) ULIPs, other than single premium
products, to have a minimum premium paying term of
five years; (iv) individual products to have a minimum
policy term of five years, although group products
continue to be on annual renewable basis; (v) all
products including pension/annuity must have a
minimum sum assured payable on death; (vi) ULIP
pension/annuity products shall offer a minimum
guaranteed return of 4.5 per cent per annum or as
specified by IRDA from time to time; (vii) top up
premium must also have insurance cover; (viii) the
facility of partial withdrawal to be permissible only after

the fifth policy anniversary for individual products.
Partial withdrawals in case of pension/annuity products
are not allowed and the insurer shall convert the
accumulated fund value into an annuity at maturity;
and (ix) all ULIPs, other than pension and annuity
products must provide the prescribed minimum
mortality/health cover.

31. The Authority also issued guidelines on ‘Health
plus Life Combi Products’ paving the way for combined
products whereby pure term life insurance products
can be offered by life insurance companies and
standalone health insurance products offered by non-
life insurance companies under the umbrella of a
single product.

Grievance Redressal:

32. The Consumer Affairs Department of IRDA
handles policyholder grievances, apart from carrying
out awareness campaigns on insurance. The
Grievance Cell looks into the complaints from
policyholders against life and non-life insurance
companies. Prospects and policyholders are advised
to first file their complaints with the respective
insurance companies. The Grievance Cell facilitates
redressal by taking up the complaints with the
company. Where required, investigations and
enquiries are carried out by IRDA. Recently, IRDA has
provided an alternative channel for prospects and
policyholders to lodge complaints with the Grievance
Cell by launching the IRDA Grievance Call Centre
(IGCC). The IGCC receives and registers complaints
through a Toll Free number. Complainants can also
track the status of their complaints through IGCC. The
Authority is also in the process of implementing the
Integrated Grievance Management System (IGMS)
through automation of the Grievance Cell for on-line
registration of complaints. The proposed automated
system would also enable on-line verification of status
and redressal. Further, under the Corporate
Governance guidelines, the Authority has also
mandated that insurers shall have in place the
Policyholder Protection Committee.

Strengthening on-site inspections:

33. The financial year 2009-10 was the tenth year of
operations of insurance companies, post opening up
of the sector. While the Authority has been
contemplating commencement of comprehensive on-
site inspection, it was considered that the registered
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insurers should be allowed time to stabilise operations
prior to taking up full scale inspection. Commencing
from the current financial year, 2010-11, on-site
inspection targeted on critical issues in respect of four
life insurers and four non-life insurers has been
undertaken. The Authority proposes to strengthen its
activities in this critical area of its operations.

Data Warehouse:

34. The Authority has constituted the Insurance
Information Bureau (1IB), an advisory body which is
collecting, processing and disseminating data. |IB has
been formed to ensure that the business data of
insurance companies is collected and processed in
an orderly manner and is made available at regular
intervals. Hence, it is useful for the various market
players, researchers, policyholders as well as the
public at large for real-time decision making. 1IB
functions as a single point official reference for the
entire data requirement on the insurance sector. All
the necessary decisions regarding processing and
dissemination of data are being undertaken as per
the policy laid down by the Bureau. All non-life insurers
are required to upload the insurance data on motor,
health and other lines of business online as per the
data formats prescribed and provided by IRDA. As
part of the initiative, aggregate level data for the non-
life industry as a whole is made available to the
insurers for making better underwriting decisions.

Initiatives taken at Authority on Implementation of
IFRS:

35. The Authority had constituted a Working Group
in October, 2008 to decide the road map for
implementation of International Financial Reporting
Standards (IFRS). The Working Group had submitted
its Report in June, 2009. The Report submitted by the
Group raised various issues which may emerge on
implementation of IFRS which is due for application
to the insurance companies by 2012-13. The basic
approach adopted by the Authority is that it will not be
an adoption of IFRS but it will be a convergence to
IFRS.

36. The Institute of Chartered Accountants of India
(ICAIl) has issued the exposure draft on Insurance
Contracts in the form of IAS 39 which is yet to be
notified as Accounting Standard by National Advisory
Committee on Accounting Standards (NACAS). In the

meantime, IASB has issued exposure draft on
Insurance Contracts. IAS 39 compliance is an
intermediary step in moving forward to convergence
to IFRS.

37. The Authority has recently constituted a Working
Group to address the issues in this situation. The
Working Group consists of the officers of the Authority
and experts in the field of accounts and actuarial from
the industry. The task of the Group is to examine the
exposure draft on IAS 4 and various other issues
arising out of the implementation of IFRS.

Performance in the first quarter of 2010-11:

38. The life insurers underwrote new business of
325,522 crore during the first quarter in the current
financial year, 2010-11 as against 14,456 crore in
the corresponding first quarter in 2009-10, recording
growth of 76.55 per cent. Of the new business
premium underwritten, LIC accounted for
%18,740 crore (73.43 per cent market share) and the
private insurers accounted for 36,782 crore (26.57 per
cent market share). The market share of these insurers
were 62.45 per cent and 37.55 per cent respectively
in the corresponding period of 2009-10.The non-life
insurers underwrote a premium of 10,755 crore
during the first quarter of the current financial year
recording a growth of 21.83 per cent over 38,827 crore
underwritten in the same period in 2009-10. The
private sector non-life insurers underwrote a premium
of ¥4,361 crore in April-June, 2010 as against
33,586 crore in April-June, 2009, reporting a growth
of 21.61 per cent. The public sector non-life insurers
underwrote a premium of 36,391 crore which was
higher by 21.88 per cent (35,244 crore in the first
quarter of 2009-10). The market share of the public
and private insurers stood at 59.44 and 40.56 per cent
at the end of the quarter (59.36 and 40.64 at the end
of June 2009).

39. ECGC underwrote credit insurance of Y208 crore
as against 3190 crore in the previous year, a growth
of 9.66 per cent. AIC underwrote agricultural insurance
of Y149 crore as against ¥132 crore in the previous
year, i.e., a growth of 12.84 per cent. The health
insurers (Star Health, Apollo Munich and Max Bupa)
underwrote premium of Y364 crore as against 3246
crore in the previous year, reporting growth of 48.23
per cent.
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PART |
POLICIES AND PROGRAMMES

1. GENERAL ECONOMIC ENVIRONMENT

I.1.1 The Indian economy exhibited good recovery in
2009-10 and recorded a Gross Domestic Product
(GDP) growth rate of 7.4 per cent, higher than the
growth of 6.7 per cent of the previous year. The
recovery was pertinent against the backdrop of the
slowdown witnessed in the economy in the latter part
of 2008-09. Except agriculture sector, which grew by
a mere 0.2 per cent, other sectors of the economy
reported positive growth rates. While industrial sector
reported 10.4 per cent growth (3.1 per cent in previous
year), the growth rate for services sector was 8.3 per
cent (9.3 per cent in previous year). The low growth
rate reported in agricultural sector was on account of
deficiency in the South-West Monsoon, which caused
6.9 per cent fall in food production to 218.2 million
tonnes. In spite of a decline in food grains production,
the growth rate of GDP from agriculture was positive
due to growth in other areas of agriculture such as
horticulture, livestock, forestry and logging, and
fisheries.

1.1.2 During 2009-10, the industrial sector witnessed
10.4 per cent growth, which was higher than the 9.1
per cent annual average growth rate achieved during
the pre-global financial crisis years, 2003-08. The
Index of Industrial Production (IIP) clocked a growth
of 10.5 per cent during 2009-10 (8.7 per cent during
2003-08). The growth was observed in all three sub-
sectors viz., mining (9.9 per cent), manufacturing (10.9
per cent) and electricity (6.0 per cent). On Use-based
classification of sectors, capital goods and
intermediate goods reported a growth of 19.2 per cent
and 13.6 per cent respectively.

I.1.3 The services sector exhibited significant
resilience to the contagion from the global crisis.
During 2009-10, the services sector’s contribution to
the GDP, registered an 8.3 per cent growth (10.1 per
cent during pre-crisis years 2003-08). Domestic
demand driven services such as commercial vehicle
sales, cell-phone connections, railway traffic and
construction activity showed higher rate of growth.
Services dependent on external demand such as
tourist arrivals, cargo handled at major ports and
passengers handled at international terminals

recovered during 2009-10, although it still remained
below the pre-crisis levels. In the road sector,
construction and widening of national highways
continued at a fast pace during 2009-10, while freight
traffic carried by the railways also increased.

I.1.4 The growth in Private Final Consumption
Expenditure (PFCE) moderated to 4.3 per cent in
2009-10 (the average for 2003-08 was 7.6 per cent).
The moderation reflects the sluggish demand from
the private sector. With a view to compensating for
the slowdown in PFCE, the Government has resorted
to expansionary fiscal measures supported by
expansionary monetary policy by the Reserve Bank
of India (RBI). This has resulted in Government Final
Consumption Expenditure (GFCE) nearly doubling at
10.5 per cent during 2009-10 (as against five-year
average of 5.6 per cent during 2003-08). The increase
in GFCE has led to a decline in public sector savings
which has come down from 5.0 per cent in 2007-08 to
1.4 per cent in 2008-09. However, the saving rate of
household sector and private corporates remained
stable at 22.6 per cent and 8.4 per cent respectively
(22.6 per cent and 8.7 per cent during 2007-08).

I.1.5 During 2009-10, inflation changed its course
significantly over two distinct phases. While Year-on-
Year Wholesale Price Index (WPI) inflation remained
low during first half of the year (negative during June-
August 2009), it accelerated in the second half to reach
11.0 per cent by March, 2010. The base effect of high
prices in the first half of 2008-09 contributed to the
low rate of inflation during the first half of 2009-10.
The decline in the base effect, along with sharp
increase in prices of food items and oil prices
contributed to the increase in inflation during the
second half of 2009-10. Lower agricultural production
and increase in oil prices at the international levels
were also the contributory factors. The domestic equity
markets witnessed a substantial rebound in activity
due to strong domestic recovery and improved
external conditions in 2009-10. The benchmark
Bombay Stock Exchange (BSE) Sensex closed at
17,529 points as on 31 March, 2010 surpassing 9,709
points as on 31st March, 2009, although still
significantly lower than its peak levels. The corporate
sector raised 332,607 crore through public issues
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during 2009-10, both initial and follow-on offering,
which was higher than 314,671 crore raised during
2008-09. Foreign Institutional Investors (FlIs) invested
%1,12,236 crore in the Indian equity market during
2009-10. This is in marked reversal of 2008-09 when
the Flls had withdrawn 48,248 crore from the capital
market, and is still reflective of the fragile financial
position of the global economy. The growth in
merchandise exports remained negative for 12
successive months during October 2008 to September
2009. It, however, witnessed a turnaround in October
2009, reflecting the turnaround for the economy. The
recovery in domestic economic activity and
resurgence in oil prices, also led to a rebound in India’s
imports, from November 2009 onwards. As a result,
imports witnessed a robust growth at a monthly
average of 47.9 per cent during December 2009 to
June 2010.

I.1.6 On the strength of short-term capital inflows and
positive growth outlook, the rupee appreciated against
the US dollar in 2009-10, though this was marked by
intermittent depreciation pressures. An easy supply
situation against the backdrop of revival in capital flows
too led to moderation in forward premia. Although
capital inflows were not excessive in relation to the
financing gap in the current account, the exchange
rate appreciated, reflecting the flexibility of the
exchange rate. The average exchange rate (Rupee/
US Dollar) for the year 2009-10 was 47.4 (45.9 in
2008-09). During 2009-10, the net accretion to India’s
foreign exchange reserve was USD 27.1 billion
(including revaluation gains). The revaluation gains
accrued on account of two factors, viz., (i) depreciation
of the US dollar vis-a-vis other non-US dollar
currencies in which part of the reserves are
maintained; and (ii) increase in price of gold, which
remained buoyant for most part of 2009-10.

2. WORLD INSURANCE SCENARIO

[.2.1 As per World Insurance Report published by
reinsurance major Swiss Re, the global insurance
premium for the calendar year 2009 was
USD 4066 billion, which is 1.1 per cent (inflation-
adjusted) lower than USD 4220 billion reported during
the previous calendar year 2008.

I.2.2 The share of life insurance business was 57 per
cent in total premium collection. While life insurance
business collected USD 2331 billion as premium, the
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same for non-life business was USD 1735 billion.
During 2009, the premium in life insurance business
fell by 2 per cent on account of double digit decline in
premium collection in USA and UK. However,
compared to 2008, when life insurance premium fell
by 5.8 per cent, this is an improvement on account of
the improved sentiment in the calendar year 2009.
On a product basis, investment-linked insurance
products continued to perform worse than traditional
products with guaranteed returns. Meanwhile,
premiums in most emerging market countries,
particularly in Asia, continued to grow, albeit at a
slower pace. As major investors, life insurers profited
from the recovery of stock and credit markets.
Profitability and risk capital also improved as capital
markets rebounded, but have not yet returned to their
pre-financial crisis levels.

TABLE 1
REAL GROWTH IN PREMIUM DURING 2009*

(In per cent)

Regions/Countries Life  Non-Life Total
Industrialised countries  -2.8 -0.6 -1.8
Emerging markets 4.2 2.9 3.5
Asia 1.8 5.6 2.8
India** 10.1 1.6 9.0
World -2.0 -0.1 -1.1

Source: Swiss Re, Sigma No. 3/2010. Note: * calendar year.
** Financial Year 2009-10

1.2.3 During the crisis, non-life insurance was not
significantly impacted. Despite losses on the
investment side, insurers had more than enough
capacity to meet the demand. Non-life premiums
remained stable in 2009, falling just 0.1 per cent. While
non-life premiums fell in the US and Europe, they rose
in the other regions. Given the sharp decline of real
GDP, this flatness is reasonably acceptable.
Nevertheless, combined ratios show that underwriting
results have further weakened. In 2009, underwriting
results in non-life turned negative, despite lower
natural catastrophe losses and lower losses from the
US financial guarantee business, which had hurt
underwriting results in 2008. It was, thus, lower
premium rates in non-life insurance which hurt
profitability in 2009. There was no shortage of capacity
and premium rates did not increase. Still, overall
profitability improved due to the recovery of credit and
equity markets, as witnessed in the life segment.
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I.2.4 In sixty-six per cent of the countries, insurance
grew faster than GDP, which shows the robustness
of the industry. Further, as credit and stock markets
recovered in 2009, the industry was able to restore its
capital base. Investment results and overall profitability
also improved during the period. During the financial
crisis, the insurance industry continued to provide
cover and pay claims, reflecting the industry’s
robustness. Unlike the banking sector, insurers did
not receive government support in the form of capital
or guarantee, except in a few cases. Thus, the
insurance industry was largely not impacted by the
financial crisis in the same way as banking sector had
been although asset values showed a decline in line
with the overall trends across world economies.

1.2.5 During year 2010, it is expected that overall
premium growth in the industry will turn positive and
profitability and balance sheets will continue to
improve. The prospects for life insurance in 2010 are
promising as growth resumes in the sector. A further
recovery of the financial markets is likely to stimulate
the overall growth of unit-linked products and allow
insurers to continue strengthening their balance
sheets. Over the longer term, life insurance will profit
from the ageing of the population, which will boost
the sales of pension, disability, critical illness and long-
term care products. Non-life premium growth in the
industrialised countries is gradually expected to rise.
However, the continued pressure on rates will hamper
profitability and could limit premium growth. As interest
rates are likely to stay low in 2010, investment returns
will also be adversely affected. Overall, profitability
and return on equity will be below average.
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Indian Insurance in the global scenario

1.2.6 Inlife insurance business, India ranked 9" among
the 156 countries for which data are published by
Swiss Re. During 2009, the life insurance premium in
India grew by 10.1 per cent (inflation adjusted).
However, during the same period, the global life
insurance premium had contracted by 2 per cent. The
share of Indian life insurance sector in global market
was 2.45 per cent during 2009, as against 1.98 per
cent in 2008.

[.2.7 The non-life insurance sector witnessed a
marginal growth of 1.6 per cent during 2009. However,
its performance was better when compared to global
non-life premium, which contracted by 0.1 per cent
during the same period. The share of Indian non-life

12

insurance premium in global non-life insurance
premium remained very low at 0.46 per cent and India
ranked 26" in global non-life insurance premium.

Insurance penetration & density in India

I.2.8 The measure of insurance penetration and
density reflects the level of development of insurance
sector in a country. While insurance penetration is
measured as the percentage of insurance premium
to GDP, insurance density is calculated as the ratio of
premium to population (per capita premium). Since
opening up of Indian insurance sector for private
participation, India has reported increase in both
insurance penetration and density. But, the increase
has been almost entirely contributed by the life
insurance sector.
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TABLE 2
INSURANCE PENETRATION AND DENSITY IN INDIA

Year

2001
2002
2003
2004
2005
2006
2007
2008
2009

Density
(USD)

9.1
11.7
12.9
15.7
18.3
33.2
40.4
41.2
47.7

Life
Penetration
(% age)

2.15
2.59
2.26
2.53
2.53
4.10
4.00
4.00
4.60

(USD)
2.4
3.0
3.5
4.0
4.4
5.2
6.2
6.2

Non-Life Industry
Density Penetration Density Penetration
(% age) (USD) (% age)
0.56 11.5 2.71
0.67 14.7 3.26
0.62 16.4 2.88
0.64 19.7 3.17
0.61 22.7 3.14
0.60 38.4 4.80
0.60 46.6 4.70
0.60 47.4 4.60
0.60 54.3 5.20

6.7

Insurance density is measured as ratio of premium (in US Dollar) to total population.
Insurance penetration is measured as ratio of premium (in US Dollars) to GDP (in US Dollars).

Source: Swiss Re, Various Issues.

1.2.9 The insurance density of life insurance sector
had gone up from USD 9.1 in 2001 to USD 47.7 in

2009. Similarly, insurance penetration of life sector

had gone up from 2.15 per cent in 2001 to 4.60 per
cent in 2009.

1.2.10 The penetration of non-life insurance sector in
the country remains near-constant for the last 9 years
at around 0.60 per cent. However, there is a marginal
increase in density, which has increased from USD
2.4 in 2001 to USD 6.7 in 2009.
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Insurance Penetration in India
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3. APPRAISAL OF INDIAN INSURANCE MARKET
Registered Insurers

1.3.1 At end-September 2010, there were forty-eight
insurance companies operating in India; of which
twenty three were in the life insurance business and
the remaining twenty-four were in general insurance
business. In addition, GIC is the national reinsurer.

1.3.2 Of the forty-eight companies presently in
operations, 8 are in the public sector: two specialised
insurers, namely ECGC and AIC, one in life insurance,
four in general insurance and one reinsurance. The
remaining forty companies are in the private sector.

TABLE 3
REGISTERED INSURERS IN INDIA

(As on 30" September, 2010)

Type of business Public  Private

Sector Sector Total
Life Insurance 1 22 23
General Insurance 6* 18** 24
Reinsurance 1 0 1
Total 8 40 48

* Includes specialised insurance companies - ECGC and AIC

** Includes three Standalone Health Insurance Companies —
Star Health & Allied Insurance Co., Apollo Munich Health
Insurance Co. and Max Bupa Health Insurance Co.

Includes L&T General Insurance Company Ltd., which was
granted registration in 2010-11.

14

1.3.3 During the financial year 2009-10, IRDA had
granted Certificate of Registration to three new
companies, viz., IndiaFirst Life Insurance Company
Ltd.; SBI General Insurance Company Ltd., and Max
Bupa Health Insurance Company Ltd. L & T General
Insurance Company Ltd., was granted registration in
2010-11.

LIFE INSURANCE

Premium

1.3.4 Life insurance industry recorded a premium
income of ¥2,65,450 crore during 2009-10 as against
2,21,785 crore in the previous financial year,
registering a growth of 19.69 per cent. While private
sector insurers posted 23.06 per cent growth (25.09
per cent in previous year) in their premium income,
LIC recorded 18.30 per cent growth (5.01 per cent in
previous year).

1.3.5 While renewal premium accounted for 58.60 per
cent (60.62 per cent in 2008-09) of the total premium
received by the life insurers, first year premium
contributed the remaining 41.40 per cent (39.38 per
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cent in 2008-09). During 2009-10, the growth in
renewal premium was 15.69 per cent (24.91 per cent
in 2008-09). By comparison, the growth in first year
premium was higher at 25.84 per cent during
2009-10 (negative 6.81 per cent in 2008-09).

1.3.6 Further bifurcation of the first year premium
indicates that single premium income received by the
life insurers recorded 31.05 per cent growth during
2009-10 (negative 3.34 per cent in 2008-09). Single
premium products continue to play a major role for
LIC as they contributed 24.36 per cent of LIC’s total
premium income (21.64 per cent in 2008-09). In
comparison, the contribution of single premium income
in total premium income was only 4.84 per cent for
private insurance companies during 2009-10
(5.41 per cent in 2008-09).

1.3.7 The contribution of regular premium to the total
premium stood at 22.87 per cent in 2009-10
(22.46 per cent in 2008-09). During 2009-10, the
amount of renewal premium received by the life
insurance companies had gone up by 15.69 per cent
(24.91 per cent during 2008-09). Private insurers
reported higher growth of 35.11 per cent in renewal
premium in 2009-10 than 10.03 per cent reported by
LIC.

[.3.8 Unit-linked products (ULIPs) witnessed 27.44
per cent increase in premium income from
390,647 crore in 2008-09 to ¥1,15,521 crore in
2009-10. On the other hand, the growth in premium
income of traditional products was lower at 14.33 per
cent, with premium income increasing to
31,49,929 crore as against 31,31,138 crore in
2008-09. Accordingly, the share of unit-linked products
in total premium increased to 43.52 per cent in
2009-10 as against 40.87 per cent in 2008-09.
(Statement No. 10)
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TABLE 4
PREMIUM UNDERWRITTEN BY LIFE INSURERS
(X crore)

Insurer 2008-09 2009-10

Regular premium
LIC 19140.61 26184.48
(-27.01) (36.80)
Private Sector 30663.04 34529.75
(6.97) (12.61)
Total 49803.65 60714.23
(-9.26) (21.91)

Single premium

LIC 34038.47 45337.42
(0.78) (33.19)
Private Sector 3488.97 3842.37
(-30.91) (10.13)
Total 37527.44 49179.79
(-3.34) (31.05)

First Year premium
LIC 53179.08 71521.90
(-11.36) (34.49)
Private Sector 34152.01 38372.12
(1.29) (12.36)
Total 87331.09 109894.02
(-6.81) (25.84)

Renewal premium
LIC 104108.96 114555.41
(15.94) (20.03)
Private Sector 30345.43 41000.94
(70.05) (35.11)
Total 134454.39 155556.35
(24.91) (15.69)

Total premium

LIC 157288.04 186077.31
(5.01) (18.30)
Private Sector 64497.44 79373.06
(25.09) (23.06)
Total 221785.48 265450.37
(10.15) (19.69)

Note: Figure in brackets indicates the growth (in per cent)
over the previous years.
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Market Share

1.3.9 Onthe basis of total premium income, the market
share of LIC declined marginally from 70.92 per cent
in 2008-09 to 70.10 per cent in 2009-10. Accordingly,
the market share of private insurers had gone up
marginally from 29.08 per cent in 2008-09 to 29.90
per cent in 2009-10.

1.3.10 The market share of private insurers in first
year premium was 34.92 per cent in 2009-10 (39.11
per cent in 2008-09). The same for LIC was 65.08 per
cent (60.89 per cent in 2008-09). However, in renewal
premium, LIC had a much higher share of 73.64 per
cent (77.43 per cent in 2008-09) when compared to
26.36 per cent (22.57 per cent in 2008-09) share of
private insurers.

TABLE 5
MARKET SHARE OF LIFE INSURERS
(per cent)
Insurer 2008-09 2009-10
Regular Premium
LIC 38.43 43.13
Private Sector 61.57 56.87
Total 100.00 100.00
Single Premium
LIC 90.70 92.19
Private Sector 9.30 7.81
Total 100.00 100.00
First Year Premium
LIC 60.89 65.08
Private Sector 39.11 34.92
Total 100.00 100.00
Renewal Premium
LIC 77.43 73.64
Private Sector 22.57 26.36
Total 100.00 100.00
Total Premium
LIC 70.92 70.10
Private Sector 29.08 29.90
Total 100.00 100.00
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New Policies

1.3.11 During 2009-10, life insurers had issued 532
lakh new policies, out of which, LIC issued 389 lakh
policies (73.02 per cent of total policies issued) and
the private life insurers issued 144 lakh policies (26.98
per cent). While LIC reported an increase of 8.21 per
cent (-4.52 per cent in 2008-09) in the number of
policies issued over the previous year, the private
sector insurers reported a decline of 4.32 per cent
(13.19 per cent increase in 2008-09) in the number of
new policies issued.

1.3.12 Overall, the industry witnessed a 4.52 per cent
increase (0.10 per cent in 2008-09) in the number of
new policies issued.

TABLE 6
NEW POLICIES ISSUED : LIFE INSURERS
(in lakh)

Insurer 2008-09 2009-10
LIC 359.13 388.63
(-4.52) (8.21)

Private Sector 150.11 143.62
(13.19) (-4.32)

Total 509.24 532.25
(0.10) (4.52)

Note: Figure in brackets indicates growth over previous year

(in per cent).
Paid-up capital

1.3.13 The total capital of the life insurance companies
as on 31% March, 2010 was 321,020 crore. During
2009-10, an additional capital of 32,765 crore was
brought in by the industry. The incremental capital
during 2009-10 was brought in by the private sector
insurers as there was no addition in the capital of LIC,
the public sector insurance company.
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TABLE 7
PAID-UP CAPITAL : LIFE INSURERS
(X crore)
INSURER  31° March, Additions 31" March,
2009 during 2010
2009-10

LIC 5.00 0.00 5.00
Private Sector 18249.77  2765.22 21014.99
TOTAL 18254.77  2765.22 21019.99

Expenses of life insurers

1.3.14 As per section 40B of the Insurance Act, 1938
no life insurer can spend as expenses of management
in any year an amount in excess of the limits
prescribed under Rule 17D of the Insurance Rules,
1939. Rule 17D takes into consideration the size and
age of the insurer, while laying down the limits of such
expenses. The IRDA, on the recommendations of the
Life Insurance Council constituted under Section 64F
may enhance the limits in any year. Expenses of
management refer to all charges incurred whether
directly or indirectly and include commission payments
of all kinds, operating expenses and expenditure
capitalised.

TABLE 8
COMMISSION EXPENSES : LIFE INSURERS
(X crore)
Insurer 2008-09 2009-10
Regular Premium
LIC 4350.91 6100.48
Private Sector 4554.34 4975.86
Total 8905.25 11076.34
Single Premium
LIC 432.81 526.38
Private Sector 39.15 46.11
Total 471.96 572.49
First Year Premium
LIC 4783.72 6626.85
Private Sector 4593.49 5021.98
Total 9377.21 11648.83
Renewal Premium
LIC 5271.37 5505.71
Private Sector 880.78 1030.77
Total 6152.15 6536.48
Total Premium
LIC 10055.09 12132.56
Private Sector 5474.27 6052.75
Total 15529.36 18185.31
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1.3.15 The increase in expenses was lower than the
increase in the gross premium collected by the
insurers in 2009-10. As such, the commission
expenses ratio (commission expenses as a
percentage of premiums) declined marginally to 6.85
per cent in 2009-10 from 7.00 per cent of 2008-09.
Overall, while the commission expenses increased in
the case of regular premium, there has been a fall in
the commission paid towards both single and renewal
premium products. However, there is some variation
in the position when compared between the private
insurers and LIC, as reflected in Table 9, providing
bifurcation of the commission ratios for both private
and public sector life insurers.

TABLE 9
COMMISSION EXPENSES RATIO :
LIFE INSURERS
(in per cent)

Insurer 2008-09 2009-10
Regular Premium

LIC 22.73 23.30

Private Sector 14.85 14.41

Total 17.88 18.24

Single Premium

LIC 1.27 1.16

Private Sector 1.12 1.20

Total 1.26 1.16
First Year Premium

LIC 9.00 9.27

Private Sector 13.45 13.09

Total 10.74 10.60
Renewal Premium

LIC 5.06 4.81

Private Sector 2.90 2.51

Total 4.58 4.20

Total Premium

LIC 6.39 6.52

Private Sector 8.49 7.63

Total 7.00 6.85

Note: Commission expenses ratio is the ratio between

commission expenses and the premium underwritten by life
insurers
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1.3.16 The operating expenses of the life insurers had
decreased to 10.85 per cent in 2009-10 from their
earlier level (11.65 per cent in 2008-09). The operating
expenses towards life insurance business were
328,807 crore in 2009-10 as against 325,827 crore in
2008-09.

TABLE 10
OPERATING EXPENSES : LIFE INSURERS
(R crore)
Insurer 2008-09 2009-10
LIC 9064.29 12245.82
Private Sector 16763.03 16561.11
TOTAL 25827.32 28806.93

1.3.17 Operating expenses, as a per cent of gross
premium underwritten, increased marginally for LIC
from 5.76 per centin 2008-09 to 6.58 per cent in 2009-
10. However, the same declined sharply for private
insurers from 25.99 per cent in 2008-09 to 20.86 per
cent in 2009-10. For the industry as a whole, the
operating expenses ratio declined from 11.65 per cent
in 2008-09 to 10.85 per cent in 2009-10. The efforts
at rationalising and bringing down the expense ratios
are in line with IRDA’s stand that private insurance
companies should take all steps to ensure compliance
with the mandatory stipulations on the expenses of
management.

TABLE 11
OPERATING EXPENSES RATIO : LIFE INSURERS

(in per cent)

INSURER 2008-09 2009-10
LIC 5.76 6.58
Private Sector 25.99 20.86
TOTAL 11.65 10.85

Note: Operating expenses ratio is the ratio of operating
expenses to the premium underwritten by the life insurers

1.3.18 As the initial set-up costs incurred by any
insurance company is high, the Authority granted

exemption from the limits under Rule 17D to 22 private
insurers in the first five years of commencement of
their business operations.

1.3.19 Out of the 23 life insurance companies
(including 1 PSU) in 2009-10, 10 companies were in
the exemption period. Of the balance, 9 companies
(including 1 PSU) were compliant with the limits under
Rule 17D/directions of the Authority.

Benefits Paid

1.3.20 The life industry paid higher gross benefits of
395,833 crore in 2009-10 (358,527 crore in 2008-09)
constituting 36.10 per cent of the gross premium
underwritten (26.39 per cent in 2008-09). The benefits
paid by the private insurers at ¥16,671 crore
(X6,025 crore in 2008-09), showed an increase of
176.71 per cent constituting 21.00 per cent of the
premium underwritten (9.34 per cent in 2008-09). LIC
paid benefits of 379,162 crore in 2009-10, constituting
42.54 per cent of the premium underwritten
(¥52,502 crore in 2008-09, 33.38 per cent of the total
premium underwritten). The benefits paid by the life
insurers net of re-insurance were 395,578 crore
(¥58,370 crore in 2008-09). There has been a
significant increase in the benefits paid on account of
surrenders/withdrawals which stood at ¥36,244 crore,
of which LIC accounted for 22,395 crore and private
sector ¥13,849 crore. The comparative previous year
statistics were 13,869 crore, of which LIC accounted
for 39,723 crore and private sector 34,146 crore.

Individual Death Claims

1.3.21 In the year 2009-10, the life insurance
companies settled 7.26 lakh (6.05 lakh in 2008-09)
claims on individual policies, with a total payout of
%5,958 crore (34,798 crore in 2008-09). The number
of claims repudiated stood at 14,693 (12,781 in
2008-09) for an amount of Y245 crore (X180 crore in
2008-09). The number of claims pending at the year
end was 15,892 (16,915 in 2008-09) and the amount
involved was X286 crore (3243 crore in 2008-09). Of
these claims, 2,180 were pending for more than one
year. (Statement No. 12)

TABLE 12

INDIVIDUAL DEATH CLAIMS : LIFE INSUERS (2009-10)

(Figures in per cent of policies)

Insurer Total

Claims
Private 100.00
LIC 100.00
Total 100.00

Claims Claims
paid repudiated

84.88 7.60
96.54 1.21
95.24 1.93

Claims Claims
written pending at

Break up of claims pending
— duration wise (Policies)

back end of year <3 3t06 6to 12 >12

months months months months
0.04 7.48 68.66 14.47 7.70 9.18
0.84 141 36.75 23.95 22.55 16.75
0.75 2.08 49.53 20.15 16.60 13.72
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1.3.22 The claim settlement ratio of LIC was higher
than that of the private life insurers. While LIC settled
96.54 per cent in 2009-10 (95.48 per cent in
2008-09) of claims intimated to it during the same year,
the private life insurers settled 84.88 per cent
(82.26 per cent in 2008-09) of the claims intimated.
The percentage of repudiations for LIC was quite low
at 1.21 per cent (1.33 per cent in 2008-09) as against
7.60 per cent (9.97 per cent in 2008-09) for the private
life insurers.

Group Death Claims

1.3.23 Atotal of 3,05,739 group claims were settled in
2009-10 out of 3,09,151 claims intimated to the life
insurers. Of these, the number of claims repudiated
was 1,520, at 0.49 per cent of the claims intimated.
(Statement No. 13)

TABLE 13
GROUP DEATH CLAIMS : LIFE INSURERS (2009-10)

(Figures in per cent of policies)

Insurer Total Claims Claims Claims
Claims paid repudiated written

back

Private 100.00 96.80 1.61 0.02
LIC 100.00 99.80 0.01 0.00
Total 100.00 98.90 0.49 0.01

Claims Break up of claims pending
pending at — duration wise (Policies)
end of year <3 3t06 6to 12 >12
months months months months
1.58 71.00 11.16 9.94 7.90
0.19 47.89 20.60 16.13 15.38
0.61 66.03 13.19 11.27 9.51

1.3.24 In the year 2009-10, the life insurers settled
98.90 per cent (98.63 per cent in 2008-09) of the total
claims payable while 0.61 per cent (0.81 per cent in
2008-09) remained pending for settlement or
otherwise as at 31 March, 2010. While LIC settled
99.80 per cent (99.76 per cent in 2008-09) of group
death claims, private insurers settled 96.80 per cent
(92.51 per cent in 2008-09). This ratio is much higher
than that of individual policies.

Investment income

1.3.25 As the operations of the life insurers stabilise,
their investment base gets strengthened, resulting in
investment income forming a larger proportion of their
total income. In the case of LIC, the investment
income including capital gains was higher at
%1,12,425 crore in 2009-10 compared to 42,804 crore
in 2008-09. As a percentage of total income, it
constituted 37.64 per centin 2009-10 as against 21.37
per cent in 2008-09. The income from investment
includes transfer/gain on revaluation/change in fair
value. In the case of private insurers, the investment
income including capital gains was higher at
342,831 crore in 2009-10 as compared to
310,416 crore in 2008-09. As a percentage of total
income, it constituted 30.70 per cent in 2009-10.
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Retention Ratio

1.3.26 LIC traditionally reinsures a small component
of its business. During 2009-10, 395 crore was ceded
as reinsurance premium (X101 crore in 2008-09).
Similarly, in the case of private insurers, a small
component of the business was reinsured, with group
business forming the major component of the
reinsurance cessions. The private insurers together
ceded X407 crore (X325 crore in 2008-09) as premium
towards reinsurance. 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 are borne by the policyholders and
a significant component of the new business premium
underwritten by the industry in 2009-10 was towards
unit linked products.

Profits of life insurers

1.3.27 Life insurance industry is capital intensive, and
insurers are required to infuse capital at regular
intervals to fund both the new business strain and to
expand their infrastructure base including expenses
on initial operations, training costs for development
of the distribution channels, creating niche markets
and achieving reasonable levels of persistency. The
experience of the insurance markets globally indicates
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that companies in the life sector take seven to ten
years to break-even.

1.3.28 Out of the 23 life insurers in operations during
2009-10, 8 companies have reported profits viz. LIC,
ICICI Prudential, Kotak Mahindra, SBI, MetLife, Bajaj
Allianz, Sahara India and Aegon Religare. Life
Insurance Corporation of India had reported net profit
0f%1,061 crore i.e., an increase of 10.80 per cent over
%957 crore in 2008-09. ICICI Prudential reported a
net profit of 258 crore after incurring losses for eight
consecutive years, after setting up operations. Kotak
Mahindra had reported a profit of ¥69.22 crore for the
second year in a row; it reported profit for the first
time in 2008-09. SBI Life reported profit of X276 crore,
as against a loss of ¥26.31 crore in 2008-09. SBI Life
reported net profits for three consecutive years prior
to this from 2005-06 to 2007-08. MetLife has reported
a profit of ¥25.06 crore. The insurer has been reporting
profits continuously in the last three financial years.
However, MetLife is carrying deficit in the
Policyholders’ Account from 2007-08 to 2009-10.
Sahara India reported a profit of ¥36.15 crore as
against aloss 0f 318.15 crore during 2008-09. Sahara
India had reported profits for the first time in 2007-08.
Aegon Religare reported profits for the second year
in the row from inception in 2008-09. The company
reported profit of 3.82 crore in 2009-10 (¥4.08 crore
in 2008-09). Aegon is, however, carrying deficit in the
Policyholders’ Account for 2008-09 and 2009-10. Bajaj
Allianz has reported a profit of ¥542 crore in 2009-10.
Shriram Life after reporting profits for four years in a
row, registered a loss of ¥18.06 crore during
2009-10, the first in its five year of operations
(Statement No.20).

1.3.29 The cumulative losses of the life insurance
industry as at 315t March, 2010 stood at 20,143 crore,
as against 317,304 crore as at 315t March, 2009.

Returns to shareholders

1.3.30 For the year 2009-10, LIC has paid ¥1,031 crore
as dividend to Government of India. This is
97 per cent of its net profit earned during the year.
LIC had paid the same per cent of its net profit as
dividend during 2008-09 when it paid Y929 crore as
dividend to the ex-chequer.

1.3.31 None of the private insurance companies paid
dividends during 2009-10. This position is similar to
that in previous year 2008-09.

TABLE 14
DIVIDENDS PAID : LIFE INSURERS
(X Crore)
Insurer 2008-09 2009-10
Public 929.12 1030.92
Private — —
Total 929.12 1030.92

Expansion of offices

1.3.32 During the year under review, there had been
a move towards rationalisation of the offices of life
insurance companies in India. While LIC opened 220
new offices, the number of offices of the private
insurers decreased to 8,768 from 8,785 in 2008-09.
Most private players resorted to restructuring to bring
down operating costs. Since opening up of the sector
in 2000, this is the first time that a negative growth
has been observed in the number of branch offices of
private sector life insurance companies. In 2008-09,
the number of offices in the private sector had
increased by 37.46 per cent.

TABLE 15
NUMBER OF LIFE INSURANCE OFFICES*
(as on 31t March)

Insurer 2010 2009
Private 8768 8785
LIC 3250 3030
Total 12018 11815

2008 2007 2006
6391 3072 1645
2522 2301 2220
8913 5373 3865

* Offices opened after seeking approval of the Authority

Note:

1) Data collected from life insurers through a special return.

2) Office as defined under Section 64VC of the Insurance Act, 1938.

20



ANNUAL REPORT 2009-10

1.3.33 With the focus shifting to other than metro and
urban regions in the year 2009-10, majority of the
offices of life insurance companies [72.13 per cent
(as against 71.32 per cent in 2008-09)], are located
either in semi-urban areas or in small towns, which

are not listed in HRA classification of the Ministry of
Finance. The break-up in favour of these areas is
equally noticeable in case of both private sector and
public sector life insurance companies.

TABLE 16
DISTRIBUTION OF OFFICES* OF LIFE INSURERS (as on 31%t March, 2010)
Insurer Metro Urban Semi-urban Others Total
Private 897 1555 3607 2709 8768
LIC 347 550 923 1430 3250
Total 1244 2105 4530 4139 12018
* Offices opened after seeking approval of the Authority.
Note: 1) Data collected from life insurers through a special return.
2) Based on the HRA classification of places done by the Ministry of Finance.
Metro :Delhi, Mumbai, Chennai, Kolkata, Hyderabad and Bangalore.
Urban 1A, B-1 and B-2 class cities of the HRA classification.
Semi-urban :C class cities of the HRA classification.
Others :Places not listed in the HRA classification.
BOX ITEM 1

PROFITABILITY OF LIFE AND NON-LIFE INSURERS

The nature of Insurance business is long-term and its profitability is a key issue, which depends upon many
factors (such as interest rate fluctuations, observed mortality rates, lapse rates etc.) and is measured
differently. With a lot of initial expenses, apart from the very nature of the business, insurance companies
take at least a few years’ time to reach the break-even point. Subsequent to the opening up of the insurance
sector to private participation, the number of companies continues to grow. The number of companies,
which have started making profits, is also increasing, although there is a delay in moving to positive territory,
as against what was envisaged at the time of registration of the insurance companies with IRDA. A summary
of the profitability status of the insurance companies as at the end of 2009-10 is given below separately for
life and non-life companies.

Life Insurance Sector

During 2009-10, out of the 22 private life companies, seven revealed profit after tax as compared to four in
the previous two years. Out of the seven companies which reported profit in 2009-10 three companies
showed profits continuously for the last two years. It is important to note that the life insurance sector is
witnessing an increasing number of companies which are entering the positive zone. Except for the newcomers
whose expense levels in the initial years are bound to result in sizeable losses, existing insurance companies
which reported losses during the year, have been able to reduce the quantum of losses when compared to
that incurred in the previous year. The sector has been able to recover from the impact of global meltdown
of the previous year (which resulted in a mere growth rate of 10.15 per cent) and has recorded a growth of
19.69 per cent during the year. Additional capital that has been injected into the industry in 2009-10 was
2,766 crore. But, for most of the companies the expected break-even point has shifted forward as compared
to what was envisaged at the time of their application for licence to underwrite insurance business in
India. Many companies achieved their targets (as set out at the licensing stage) in terms of premium income.
Although this is a welcome sign, this has its own attendant problems. Along with the premium growth,
companies had to invest in expanding their branch network and to augment their policy administration

21




ANNUAL REPORT 2009-10

department, underwriting department etc. Although some increase in capital expenses was seen, increase
in expenses of management, especially procurement cost of business had increased significantly. This
resulted in an increase in operating costs. Also, the companies exceeded their expected levels of management
expenses per unit premium. Expense growth rate far outweighed the premium growth rate. In addition to
this, the increased lapse rates significantly affected the premium sustainability (hence the profitability) and
rendered the loadings (in the premiums) towards the fixed per policy costs insufficient. Mortality experience
has not affected the profitability of life companies significantly as the experience has not been adverse.

The status of profits/losses after tax of the private sector life companies over the past five years is indicated
in the table below:

Number of private sector life companies according to profit range*

Profit/(Loss) range (X Crore) 2005-06 2006-07 2007-08 2008-09 2009-10
> (1000) Nil Nil 1 1 Nil
(500) - (1000) Nil 1 1 4 Nil
(400) - (500) Nil Nil 1 2 3

Loss  (300) - (400) Nil 1 1 1 2
(200) - (300) Nil Nil 4 2 3
(100) - (200) 4 5 2 2 2
0 - (100) 8 6 3 5 5
0-100 2 2 4 4 4
100 - 200 Nil Nil Nil Nil Nil

Profit 200 - 300 Nil Nil Nil Nil 2
300 - 500 Nil Nil Nil Nil Nil
> 500 Nil Nil Nil Nil 1
Total 14 15 17 21 22

* Without considering the deficit in the policyholders’ account.

Trends in the policyholders’ account which resulted in surplus/deficit to the insurers have been on similar
lines to those in the shareholders’ account.

Non-Life Insurance Sector

During 2009-10, out of the 13 private non-life companies, seven reported profit after tax as compared to six
in 2008-09. Out of the seven companies which were able to generate profits in 2009-10, six companies
have reported profits continuously for the last four years. The trends are similar even in case of the four
Public Sector Undertakings (PSUs). While three of the PSUs made sizeable profit after tax over the previous
year, the fourth PSU recovered considerably from the downfall experienced (losses reported) in the year
2008-09. Overall, non-life insurers have been able to recover considerably from the immediate turbulence
faced in the first full year of complete detariff regime. This is also reflected in the performance of the sector
as a whole which recorded a growth of 13.96 per cent in the premium income as against the growth of 9.11
per cent in the previous year. In case of non-life sector also, there is deferment of expected break-even
point as compared with the projections made in the R1 applications filed with the Authority at the time of
registration. However, the deferment was less pronounced compared to the life insurance sector. The
major factors for deferment of break-even point were increased levels of expenses and huge underwriting
losses.
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The status of profits/losses after tax of the private sector non-life companies over the past five years is given
in the Table below:
Number of private sector non-life companies according to profit range**
Profit/(Loss) (X crore) 2005-06 2006-07 2007-08 2008-09 2009-10
> (200) Nil Nil Nil Nil Nil
Loss (100) - (200) Nil Nil 1 Nil 1
0 - (100) 1 Nil 3 6 5
0-100 7 8 4 6 5
Profit 100 - 200 Nil Nil 2 Nil 2
> 200 Nil Nil Nil Nil Nil
Total 8 8 10 12 13
** Excluding health insurers
NON-LIFE INSURANCE TABLE 17

1.3.34 As on 31%t March, 2010 there are 23 general
insurance companies, which have been granted
registration for carrying out non-life insurance business
in the country. Of these, six are in public sector and
the rest are in private sector. Among the public sector
companies, there are two specialised insurance
companies: one for credit insurance (ECGC) and the
other for crop insurance (AIC). Out of the 17 private
sector companies, two have been granted licence
during 2009-10 (Annex I). The business growth figures
in the following paragraphs excludes specialised and
three standalone health insurance companies.

Premium

1.3.35 The non-life insurance industry underwrote a
total premium of 34,620 crore in 2009-10 as against
330,352 crore in 2008-09 (Table 17) registering a
growth of 14.06 per cent as against an increase of
9.09 per cent recorded in the previous year. The public
sector insurers exhibited an impressive growth in
2009-10 at 14.49 per cent; more than twice the
previous year’'s growth rate of 7.12 per cent. In
contrast, the private non-life insurers registered a
growth of 13.44 per cent, which is only marginally
higher than 12.09 per cent achieved during the
previous year. The figures reflect a comparative
hardening of rates in the industry.
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GROSS DIRECT PREMIUM INCOME IN INDIA :
NON-LIFE INSURERS

(X crore)

Insurer 2008-09 2009-10
Public 18030.74 20643.45
(7.12) (14.49)

Private 12321.09 13977.00
(12.09) (13.44)

Total 30351.83 34620.45
(9.09) (14.06)

Note: Figure in brackets indicates growth over previous year
(in per cent).

1.3.36 The premium underwritten by 13 private sector
insurers in 2009-10 was 13,977 crore as against
312,321 crore in 2008-09. ICICI Lombard continued
to be the largest private sector non-life insurance
company, which accounted for a market share of 9.52
per cent, although its market share declined from
11.21 per cent in 2008-09. Bajaj Allianz, the second
largest private sector non-life insurance company,
which underwrote a total premium of 32,482 crore,
also saw its market share depleting from 8.63 per cent
in 2008-09 to 7.17 per cent during the year under
review. Of the 13 private insurers, 11 reported an
increase in premium underwritten (9 out of 10 in 2008-
09). Two of the non-life insurers had started operations
in 2009-10.

1.3.37 In the case of public sector non-life insurers,
all four companies expanded their business with an
increase in their respective premium collections. While
the market shares of Oriental Insurance and United
India increased in 2009-10 over 2008-09, the shares
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declined in case of National and New India. United
India underwrote a premium of 35,239 crore in
2009-10 as against 34,278 crore in the previous year,
which helped to improve its market share to 15.13
per centin 2009-10 from 14.09 per cent in the previous

year. It reported a growth of 22.47 per cent, which is
higher than the industry average for 2009-10. New
India Assurance with an insurance premium of
36,043 crore remains the largest general insurance
company in India with market share of 17.45 per cent.

TABLE 18
GROSS DIRECT PREMIUM INCOME IN INDIA

TOTAL Market Share
(X In crore) (In per cent)
Company 2009-10 2008-09 2009-10 2008-09
National 4625.18 4279.90 13.36 14.10
New India 6042.51 5508.83 17.45 18.15
Oriental 4736.71 3964.23 13.68 13.06
United 5239.05 4277.77 15.13 14.09
Sub-Total 20643.45 18030.73 59.63 59.40
Royal Sundaram 913.11 803.36 2.64 2.65
Reliance 1979.65 1914.88 5.72 6.31
IFFCO-Tokio 1457.84 1374.06 4.21 4.53
TATA AIG 853.80 823.92 2.47 2.71
ICICI Lombard 3295.06 3402.04 9.52 11.21
Bajaj Allianz 2482.33 2619.29 7.17 8.63
Cholamandalam 784.85 685.44 2.27 2.26
HDFC Ergo 915.40 339.21 2.64 1.12
Future Generali 376.61 186.49 1.09 0.61
Universal Sompo 189.28 30.14 0.55 0.10
Shriram 416.93 113.76 1.20 0.37
Bharti AXA 310.82 28.50 0.90 0.09
Raheja QBE 1.32 - 0.00 -
Sub-Total 13977.00 12321.09 40.37 40.59
Grand Total 34620.45 30351.82 100.00 100.00
Note: ‘-~ indicates not in operation
TABLE 19

Segment wise premium

1.3.38 The Motor business continued to be the largest
non-life insurance segment with a share of 43.46 per cent
(43.94 per cent in 2008-09). It reported growth rate of
12.83 per cent (5.13 per cent in 2008-09). The premium
collection in health segment continued to surge ahead at
37,311 crore in 2009-10 from 36,088 crore of 2008-09,
registering a growth of 20.09 per cent. This resulted in
an increase in the share of health segment to the total
premium to 21.12 per cent in 2009-10 (20.06 per cent in
2008-09). The growth in the health segment far out-paced
the growth rate achieved by the non-life industry as a
whole. The premium collection from Fire and Marine
segments continued to remain stagnant in 2009-10 as
has been the case since the de-tariffing of the sector in
2007.
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PREMIUM (WITHIN INDIA) UNDERWRITTEN BY
NON-LIFE INSURERS - SEGMENT WISE

(X crore)
Department 2008-09 2009-10
Fire 3383 3869
(11.14) (11.18)
Marine 1956 2168
(6.44) (6.26)
Motor 13336 15047
(43.94) (43.46)
Health 6088 7311
(20.06) (21.12)
Others 5588 6225
(18.41) (17.98)
Total Premium 30352 34620
(100.00) (100.00)

Note : Figure in brackets indicate share of respective segment
in total premium (in per cent).
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Premium Underwritten Outside India

1.3.39 Only the public sector insurers (except United
India), are underwriting non-life insurance business
outside India. United India ceased operations outside
India in 2003-04. The total premium underwritten outside
the country by the three public sector insurers stood at
31,195 crore in 2009-10 as against 31,077 crore in
2008-09 registering a growth of 11.04 per cent
(9.70 per cent in the previous year). Premium underwritten
outside India accounted for 3.34 per cent of total premium
underwritten by the Indian non-life insurance companies.

TABLE 20
RATIO OF OUTSIDE INDIA PREMIUM TO TOTAL
PREMIUM
(in per cent)

Insurer 2008-09 2009-10
National 0.37 0.45
New India 14.67 14.88
Oriental 2.79 2.43
United* - -

* Ceased operations in 2003-04.

1.3.40 New India continued to be the largest public sector
general insurer underwriting premium outside India, with
the premium underwritten outside India constituting 14.88
per cent of the total premium underwritten by it in
2009-10. In case of Oriental, the contribution of outside
India premium to the total premium worked out to be
2.43 per cent in 2009-10, marginally lower than
2.79 per cent in 2008-09. National Insurance continued
to have a small component of overseas business at 0.45
per centin 2009-10, marginally higher than 0.37 per cent
in 2008-09.

TABLE 21

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

(X crore)

Insurer 2008-09 2009-10
National 15.95 20.81
(8.22) (30.49)

New India 946.95 1056.63
(8.22) (11.58)

Oriental 113.64 117.97
(23.43) (3.81)

United* - -
Total 1076.54 1195.41
(9.70) (11.04)

Note : Figure in brackets indicate growth over the previous
year (in percent)
* ceased operations in 2003-04

1.3.41 Ofthe total premium of ¥1,195 crore written outside
India in 2009-10, New India underwrote a higher premium
of ¥1,057 crore (2008-09: X947 crore), its market share
in the total outside India premium of public sector
non-life insurers increased to 88.39 per cent from 87.96
per cent in 2008-09. National underwrote a premium of
%20.81 crore (2008-09: X15.95 crore). The outside India
premium underwritten by Oriental Insurance stood at¥118
crore up from previous year’'s Y114 crore, recording a
growth 3.81 per cent.

Policies Issued

1.3.42 The total number of policies issued by the non-life
insurers in 2009-10 were 675 lakh as against 671 lakh in
2008-09, reporting a marginal increase of 0.64 per cent
over 2008-09. The growth in number of policies issued
was much lower than the growth achieved in 2008-09,
which was 17.13 per cent. The slowdown in the growth
in the number of policies issued was primarily on account
of public sector insurance companies, which exhibited a
negative growth in the number of policies issued vis-a-
vis the number of policies issued in the previous year. In
contrast, the private sector companies reported a growth
in the number of policies issued at 9.86 per cent although
still lower than the growth in number of policies
underwritten in the previous year.

TABLE 22
NEW POLICIES ISSUED : NON-LIFE INSURERS
(in lakhs)
Insurer 2008-09 2009-10
Public Sector 451.37 434.04
(17.09) (-3.84)
Private Sector 219.22 240.84
(17.212) (9.86)
Total 670.60 674.88
(17.13) (0.64)

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

Paid-up Capital

1.3.43 The total paid-up capital of non-life insurers as on
31st March, 2009 was 34,829 crore. During 2009-10, the
non-life insurers added Y855 crore (all in the private
sector) to their equity capital base. With this, the total
paid-up capital of Non-life Insurers has gone upto
35684 crore as at the end of March 2010. The paid-up
capital of the public sector companies remained
unchanged at 550 crore in 2009-10.
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TABLE 23
PAID UP CAPITAL : NON-LIFE INSURERS*
AND REINSURER (As on 31st March)

(Rcrore)
2009 2010
Non -Life
Public Sector 550 550
Private Sector 2533 3160
Specialised Insurers
ECGC 900 900
AIC 200 200
Health Insurers
Star Health 109 164
Apollo Munich 107 129
Max Bupa** — 151
Reinsurer
GIC 430 430
Total 4829 5684

Note: * Including specialised Institutions
** Commenced operations in 2009-10

Underwriting Experience

[.3.44 The underwriting losses of the non-life insurance
companies increased to 35,901 crore in 2009-10, up from
¥5,324 crore in the previous year. However, there
appeared to be a slowdown in the growth of underwriting
losses at 10.78 per cent (2008-09: 36.52 per cent). The

slowdown was observed both in the case of public and
private sector non-life insurers.

TABLE 24
UNDERWRITING LOSSES : NON-LIFE INSURERS
(X crore)

2008-09 2009-10

Public Sector 4226.90 4541.18
(28.06) (7.43)

Private Sector 1096.87 1359.51
(83.14) (23.94)

Total 5323.77 5900.69
(36.52) (10.78)

Note: Figure in brackets indicates growth over the previous
year in per cent.

Expenses of Non-Life Insurers

1.3.45 The commission expenses of public and private
non-life insurers stood at ¥1,826 crore and X677 crore
respectively for 2009-10, cumulatively amounting to a
total commission expense of 32,503 crore for the non-
life industry. The commission expenses continued to be
the highest in the Motor segment, which stood at ¥808
crore, comprising of 519 crore for the public sector and
%289 crore for the private sector companies.

TABLE 25
COMMISSION EXPENSES : NON-LIFE INSURERS
(X crore)
Private Sector Public Sector Total
Segment 2008-09 2009-10 2008-09 2009-10 2008-09 2009-10
Fire 59.79 60.79 204.81 239.86 264.60 300.65
Marine 42.28 40.51 120.66 123.26 162.94 163.77
Motor 259.69 289.48 528.41 519.09 788.10 808.57
Health 170.79 129.76 418.7 486.17 589.49 615.93
Others 150.24 156.36 398.28 457.43 548.52 613.79
Total 682.79 676.9 1670.86 1825.81 2353.65 2502.71
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1.3.46 Commission expenses and operating expenses
constitute a major part of the total expenses. The
operating expenses of non-life insurance companies
stood at ¥8,392 crore in 2009-10 as against 37,364
crore in 2008-09, registering a growth of 13.95 per
cent. This growth in the operating expenses was quite
high for public sector insurers (21.05 per cent) as
compared to private sector insurers (3.72 per cent).

TABLE 26
OPERATING EXPENSES : NON-LIFE INSURERS
(X crore)
Insurer 2008-09 2009-10
Public Sector 4347.21 5262.59
Private Sector 3017.22 3129.61
Total 7364.43 8392.20

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

1.3.47 As per section 40C of the Insurance Act, 1938
no insurer can spend as expenses of management in
any year an amount in excess of the limits prescribed
under Rule 17E of the Insurance Rules, 1939. Rule
17E takes into consideration the size and age of the
insurer while stipulating the limits of these expenses.
The Authority based on the recommendation of the
General Insurance Council constituted under Section
64F may enhance the limits in any year.

1.3.48 The Authority has granted exemption on the
limits under Rule 17E to 15 private insurers in the first
five years of commencement of their business
operations.

1.3.49 Out of the 22 non-life insurance companies
(including the four public sector undertakings and the
two specialised institutions) in the year 2009-10, eight
companies are in the exemption period. Of the
balance, four are compliant with the limits under Rule
17E.

Incurred Claims Ratio

1.3.50 The netincurred claims of the non-life insurers
stood at 322,230 crore in 2009-10 as against 319,717
crore in 2008-09. The incurred claims exhibited an
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increase of 12.74 per cent during 2009-10. While the
public sector insurers reported lower growth at 9.75
per cent in the incurred claims, the same was high for
private insurers at 19.47 per cent. However, overall
the growth in incurred claims during 2009-10 at 12.74
per cent was lower than the 20.44 per cent recorded
during the previous year.

TABLE 27
NET INCURRED CLAIMS : NON-LIFE INSURERS
(X crore)
Insurer 2008-09 2009-10
Public Sector 13637.79 14967.23
(12.48) (9.75)
Private Sector 6079.16 7262.49
(43.16) (19.47)
Total 19716.95 22229.72
(20.44) (12.74)

Note: Figures in brackets indicate the growth rate (in per cent)
of the respective sector

1.3.51 The incurred claims ratio (net incurred claims
to net premium) of the non-life insurance industry
remained at around 86 per cent during 2009-10 as in
the previous year. Between private and public sector
insurers, it is the public sector insurers, which have a
comparatively higher incurred claims ratio at
88.27 per cent (91.30 in 2008-09). The same for
private sector insurers was 80.30 per cent (76.89 in
2008-09).

1.3.52 Among the various segments, health insurance
had a high claims ratio at 111.13 per cent. In
comparison to the previous year, the incurred claims
ratio in the health segment exhibited an increase from
105.95 per cent. The other segment which reported a
high claims ratio was motor insurance at 84.51 per
cent, although this was lower than the claims ratio in
2008-09 at 88.84 per cent. There was a substantial
reduction in the incurred claims ratio in the marine
segment from 102.90 per cent in 2008-09 to 78.08
per cent in 2009-10.
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TABLE 28
INCURRED CLAIMS RATIO (SEGMENT WISE)

(In per cent)

Public Sector Private Sector Total
Segment 2008-09 2009-10 2008-09 2009-10 2008-09 2009-10
Fire 75.86 81.10 75.16 72.79 75.72 79.91
Marine 101.05 75.50 109.20 86.40 102.90 78.08
Motor 98.90 87.84 75.67 80.42 88.84 84.51
Health 116.60 119.85 85.33 92.22 105.95 111.13
Others 52.69 56.59 59.26 56.81 54.15 56.64
Total 91.30 88.27 76.89 80.30 86.30 85.50

Investment Income

1.3.53 The investment income of all non-life insurers
during 2009-10 was 7,688 crore (35,891 crore in
2008-09) registering a growth of 30.50 per cent.
During the year under review, the investment income
of both private and public sector insurers reflected an
upward movement at 22.86 per cent and 32.24 per
cent respectively. This is in contrast to 2008-09 when
the public sector insurers had reported a reduction in
investment income by 23.10 per cent.

TABLE 29
INVESTMENT INCOME : NON-LIFE INSURERS
(X crore)
Insurer 2008-09 2009-10
Public sector 4799.78 6347.27
(-23.10) (32.24)
Private sector 1091.20 1340.67
(47.05) (22.86)
Total 5890.98 7687.94
(-15.65) (30.50)

Note: Figure in brackets indicates the growth rate (in per cent)
of the respective Sector.

Net Profits

1.3.54 During 2009-10, the total net profits of non-life
insurance sector was 1,205 crore. The four public
sector companies reported net profit of 1,293 crore,
as against which the private sector companies
collectively reported a net loss of ¥88.56 crore.

1.3.55 Among the public sector companies, except
Oriental Insurance, all other companies reported net
profits during 2009-10. United India made a net profit
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of X708 crore during 2009-10 (476 crore in
2008-09), the largest among the public sector
companies. The other public sector companies which
reported net profits were New India and National at
3405 crore and %225 crore, respectively. Oriental
Insurance incurred a net loss of I44.25 crore.
(Statement No. 52)

1.3.56 Among the thirteen private insurance
companies, while seven reported profits, the remaining
six incurred net losses during 2009-10. ICICI Lombard
reported net profit of ¥144 crore (23.62 crore in
2008-09). The net profits of Bajaj Allianz was
121 crore in 2009-10 (as against ¥95.16 crore in
2008-09). The six insurers which reported net losses
were Reliance, HDFC Ergo, Future Generali, Universal

Sompo, Bharti AXA and Rehaja QBE.
(Statement No. 55).
TABLE 30
Net Profits/Losses : Non-Life insurers
R crore)
Insurer 2008-09 2009-10
Public Sector 498.33 1293.07
Private Sector -101.26 -88.56
Total 397.07 1204.51

Returns to the Shareholders

1.3.57 Of the four public sector non-life insurance
companies, three paid 3271 crore as dividends in
2009-10, significantly higher than 141 crore in
2008-09, to the ex-chequer. The total payout of
dividends by the private sector insurers was 371.93
crore during 2009-10 (none of the private sector
companies had declared dividends during 2008-09).
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While AIC did not declare any dividends during
2009-10 (%20 crore in 2008-09), ECGC paid
%10.75 crore as dividends, which is substantially lower
than I180 crore declared during the previous year.
The dividend paid by GIC increased from 3279 crore
in 2008-09 to X353 crore in 2009-10.

TABLE 31
DIVIDENDS PAID : NON-LIFE INSURERS
(X crore)
Insurer 2008-09 2009-10
Non —Life
Public sector 141.00 270.98
Private Sector 0 71.93
Specialised Insurers
ECGC 180.00 10.75
AIC 20.00 0
Reinsurer
GIC 279.50 352.60
Total 620.50 706.26

Number of offices

1.3.58 As on 31 March, 2010, there were 6,342 offices
in the non-life insurance companies (including
standalone health insurers, but excluding specialised
insurers) operating all over the country. While private
sector companies had a branch network of 1,646, the
public sector companies had 4,696 office network in
place. (Statement No. 69)

SPECIALISED INSTITUTIONS:
Export Credit Guarantee Corporation of India Ltd.

1.3.59 Export Credit Guarantee Corporation of India
Ltd., (ECGC) is a specialised insurer underwriting
business in export credit insurance. The company
underwrote gross direct premium of ¥813 crore in
2009-10, reporting a growth of 9.17 per cent as against
X745 crore in 2008-09. On net basis, the insurer
earned net premiums to the tune of I576 crore as
against Y525 crore in the previous year. The insurer
reported underwriting loss of ¥99.34 crore in 2009-10
(profit of X258 crore in 2008-09).The net profit of the
company declined to ¥53.73 crore from 3283 crore in
the previous year. The insurer’s incurred claims ratio
for the year 2009-10 was 117.22 (67.63 in 2008-09).
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1.3.60 The Corporation had 13,429 short-term export
credit insurance policies in force in 2009-10 (13,350
in 2008-09), including transfer guarantees. Premium
income earned on short-term policies during the year
was 289 crore (3247 crore in 2008-09) reporting a
growth of 17.37 per cent as against nominal growth
of just 0.65 per cent in rupee terms corresponding to
a negative growth of 4.7 per cent in dollar terms in
country’s exports during the year 2009-10. Domestic
credit insurance for exporters was introduced during
February, 2009 after obtaining the approval from the
Authority. The company had promoted the product
on a very low key in view of the general economic
slowdown that was being withessed during the period.
The premium income from the medium and long term
business during 2009-10 was ¥36.90 crore as against
333.78 crore in 2008-09 reporting a growth of 9.24
per cent.

1.3.61 Consequent upon the company coming under
the regulatory regime of the Authority a conscious
effort is being made to gradually shift from bank
deposits to investment opportunities in conformity with
the relevant regulatory provisions. The growth in
investments for the year 2009-10 was 9 per cent and
the total assets of the company expanded by 2 per
cent in 2009-10 from ¥1,917 crore to ¥1,959 crore.

Agriculture Insurance Company of India Ltd.

1.3.62 Agriculture Insurance Company of India Ltd.
(AIC) is a specialised insurer underwriting business
in agriculture insurance. The company underwrote
gross direct premium of 1,521 crore in 2009-10,
reporting growth of 82.46 per cent as against
¥833 crore in 2008-09. On net basis, the insurer
earned net premiums to the tune of 31,024 crore as
against X743 crore in the previous year. The insurer
reported underwriting profit of ¥31.87 crore (profit of
%309 crore in 2008-09). The net profit of the company
declined to ¥64.51 crore from %233 crore in the
previous year. The insurer’s incurred claims ratio for
the year 2009-10 was 109.78 (71.32 in 2008-09).

HEALTH INSURANCE COMPANIES

1.3.63 IRDA has so far granted licence to three
insurance companies to operate exclusively in the
health insurance segment. The performance of these
companies is given below.
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Star Health and Allied Insurance

1.3.64 Star Health, was the first company granted
registration to underwrite business exclusively in
health, personal accident and travel insurance
segments in 2006-07. In its fourth year of operations,
the insurer underwrote gross direct premium of
%962 crore in 2009-10, reporting growth of 88.61 per
cent as against 3510 crore in 2008-09. On net basis,
the insurer earned net premium to the tune of Y610
crore as against Y301 crore in the previous year. The
insurer reported underwriting loss of ¥1.74 crore (loss
of I7.44 crore in 2008-09).The net profit of the
company increased to 35.26 crore from 31.24 crore
in the previous year. The insurer’s incurred claims ratio
for the year 2009-10 was 87.11 (85.74 in 2008-09).

Apollo Munich Health Insurance

1.3.65 Apollo Munich is the second company to receive
registration to underwrite insurance business
exclusively in the health, personal accident and travel
insurance segments. In its third year of operations,
the company underwrote gross direct premium of
115 crore in 2009-10 as against ¥48.14 crore in
2008-09, i.e., growth of 138.18 per cent. The net
premium underwritten by the company stood at
369.96 crore in 2009-10 as against 321.64 crore in
2008-09. The insurer reported underwriting losses of
%98.65 crore (X79.06 crore in 2008-09), and incurred
net loss of ¥89.70 crore in 2009-10 (X72.18 crore in
2008-09). Its incurred claims ratio was 85.39 per cent
in 2009-10 (114.27 per cent in 2008-09)

Max Bupa Health Insurance

[.3.66 Max Bupa is a new entrant in the health
segment and was issued certificate of registration in
the year 2009-10. The company started operations in
the month of March, 2010 and procured gross direct
premium of X0.13 crore. The net premium of the insurer
was %0.12 crore in 2009-10.

General Insurance Corporation of India

1.3.67 GIC is the sole national reinsurer, providing
reinsurance to the direct non-life insurance companies
in India. The Corporation’s reinsurance programme
has been designed to meet the objectives of optimising
the retention within the country, ensuring adequate
coverage for exposure and developing adequate
capacities within the domestic market. It is also the
manager of the Third Party Motor Pool. GIC receives
statutory cession on each and every policy issued by
domestic insurers subject to certain limits and leads
domestic companies’ treaty and facultative
programmes.
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1.3.68 The total net premium written by GIC during
2009-10 increased by 18.57 per cent to 8,777 crore
fromX7,402 crore in 2008-09. However, its net earned
premium (the net premium after adjustments for
Reserve for Unexpired Risks) during 2009-10
increased marginally (3.46 per cent) to 8,076 crore
from 7,806 crore in 2008-09. The net incurred claims
of GIC stood at 36,856 crore as against 36,217 crore
in 2008-09. The company booked net profit (after tax)
of 1,775 crore as against 1,407 crore, resulting in
growth of 26.11 per cent over the previous year.

4. REVIEW

4.1 PROTECTION OF
POLICYHOLDERS

INTERESTS OF

1.4.1.1 One of the recent initiatives of IRDA, to ensure
that clear information regarding products is given to
the prospect/policyholder in a way he/she can
understand, is the proposal to introduce Key Features
Document in simple language. The test of a Key
Features Document is whether or not the target
customer for a particular product understands its main
features and is able to take a decision as to whether
the product is suitable for him/her. A Key Features
Document would also ensure disclosure by insurers
of other important information such as premium
details, payment modes, various charges, risks
involved, what happens in the event of discontinuance,
etc.

1.4.1.2 Needs Analysis or Suitability is another initiative
identified by IRDA as a step in curbing wrong advice
and mis-selling. An exposure draft on the subject
has been issued and feedback from various
stakeholders has been received. The Authority is
currently working on putting in place a system to
ensure that proposals go through a Prospect Product
Matrix before the sale is actually affected. This is to
ensure that mis-selling does not take place.

1.4.1.3 The Guidelines addressing issues related to
Distance Marketing are proposed to focus on new
challenges of mis-selling that have cropped up with
the advancement of technology. While the benefits of
having new and faster channels need to be reaped,
the loopholes created by them too need plugging.

1.4.1.4 Lapsation of policies is a major concern for
the IRDA. The Authority has issued an exposure draft
proposing initiatives to ensure improvements in the
level of persistency. Feedback has been received from
various stakeholders and the same are under
examination.
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BOX ITEM 2
ULIP — NEW GUIDELINES

In January, 2008 the IRDA mandated all the life insurance companies to provide a detailed account of
the premium received, charges levied and money available for investment. This information is required
to be provided to the policyholder with respect to unit linked insurance products (ULIP) for each year
of the contract period. As part of the detailed guidelines issued, the customer is also required to
counter sign a copy of the Sales lllustration so that the authenticated document becomes a part of
Policy document issued to the customer/policyholder. Secondly at the product approval stage, the
IRDA has abstained from giving approval to products which are very difficult to comprehend for the
prospective policyholders. However, the desired result from the perspective of policyholder protection,
has not been achieved.

As a part of the developmental activities, the IRDA has positioned various measures (i) to enhance
the life coverage and (ii) to make the product truly long term in nature. Accordingly, the IRDA issued
Circular no. 102 on 28" June, 2010 regarding various components of the ULIPs. This was followed by
another clarificatory circular no. 124 dated 4™ August, 2010 clarifying few specific issues. The significant
features of the structural changes arrived at by the IRDA through these initiatives are indicated below:

a. The three year lock-in period for all Unit Linked Products has been increased to a period of five
years, including its applicability to top-up premiums. During this stipulated lock-in period no
residuary payments on policies which have lapsed / surrendered / discontinued is permitted to be
made. The residuary payments for policies arising out of policies which stand lapsed/surrendered/
discontinued during the lock-in period shall be payable on the expiry of the lock-in period and in
accordance with the relevant Regulations of the IRDA.

b. No partial withdrawal is allowed during the lock-in period. However, policy loans may be granted
during the lock-in period.

c. All regular premium / limited premium ULIPs shall have uniform / level paying premiums. Any
additional premium payments shall be treated as “single premium” for the purpose of insurance
cover.

d. All limited premium unit linked insurance products, other than single premium products, shall
have premium paying term of at least five years.

e. The insurers shall evenly distribute the overall charges with respect to the ULIPs over the lock-in
period.

f.  Allunit linked products, other than pension and annuity products shall provide a minimum mortality
cover or a health cover. Mortality and/or health cover can also be offered along with the pension/
annuity products as riders, giving enough flexibility for the policyholders to select covers of their
choice.

g. All top-up premiums made during the continuance of the contract, except for pension/annuity
products, must also have a component of insurance cover; such top-up premiums shall be
treated as single premium.

h. The accumulated fund value of unit linked pension / annuity products is the “Fund Value” as on
the maturity date. All ULIP pension / annuity products shall offer a minimum guaranteed return of
4.5 per cent per annum or as specified by IRDA from time to time, on the maturity date. This
guaranteed return is applicable on the maturity date, for policies where all due premiums are
paid. The minimum guaranteed rate of 4.5 per cent per annum is applicable to all contributions/
premiums received upto March 31, 2011. From 1%t April of every year starting from 2011, the
guaranteed interest rate shall be 50 basis points above the average of the reverse repo rate

31




ANNUAL REPORT 2009-10

prevailing as on the last working day of June, September, December and March of the preceding
year. Thus, the guaranteed interest rate has been stipulated to be subject to a maximum of 6 per
cent per annum and a minimum of 3 per cent per annum.

In the case of unit linked pension / annuity products, no partial withdrawal is allowed during the
accumulation phase. The insurance company is required to convert the accumulated fund value
into an annuity at the vesting date. However, the insured has an option to commute upto a
maximum of one-third of the accumulated value as lump sum at the time of vesting. In the case
of a surrender, only a maximum of one-third of the surrender value can be commuted after the
lock-in period. The remaining amount must be used to purchase an annuity, subject to the
provisions of Section 4 of the Insurance Act, 1938.

The IRDA has prescribed a cap on charges in case of Unit Linked contracts (i) with a tenor of 10
years or less; and (ii) for those with tenure of above 10 years. However, taking into account the
discontinuance/lapsation/surrender behaviour and with a view to smoothening the cap on charges,
the following limits have been prescribed which are applicable from the 5" policy anniversary:

Number of years
elapsed since inception

Maximum reduction in yield
(Difference between Gross and Net Yield (% per annum))

5 4.00
6 3.75
7 3.50
8 3.30
9 3.15
10 3.00
11 and 12 2.75
13 and 14 2.50
15 and thereafter 2.25

As per the stipulations, the net reduction in yield for policies with term less than or equal to 10
years shall not be more than 3.00 per cent at maturity. For policies with term above 10 years, the
net reduction in yield at maturity shall not be more than 2.25 per cent.

The maximum loan amount that can be sanctioned under any ULIP policy shall not exceed 40
per cent of the surrender value in those policies where equity accounts for more than 60 per cent
of the total value of investment and shall not exceed 50 per cent of the surrender value of those
policies where debt instruments accounts for more than 60 per cent of the total value of investment.

Consumer Education:

I.4.1.5 Consumer education and policyholder
protection being two sides of the same coin, the
Regulator has an onerous responsibility towards
consumer education as it has for policyholder
protection. In fact, Consumer Education is a part and
parcel of Policyholder Protection. Towards this end,
IRDA has, over the years taken several initiatives
through various media print, television and radio.

1.4.1.6 IRDA also encourages and supports consumer
bodies to conduct seminars on insurance, thereby
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not only educating the consumer but also providing a
platform for the consumer to interact with its
representative(s) who, it makes sure, participate in
such seminars.

1.4.1.7 The IRDA itself conducts/participates in and
supports several national level seminars on different
insurance topics/subjects as well as consumer related
issues through which it reaches out to the public.
Currently, IRDA is actively working on a Consumer
Portal that is proposed to be launched shortly.
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BOXITEM 3
INITIATIVES IN THE AREA OF POLICYHOLDERS GRIEVANCE REDRESSAL

The IRDA has recently established the Consumer Affairs Department to give a special focus to and
oversee the compliance by insurers of the IRDA Regulations for Protection of Policyholders’ Interests
and also to empower consumers by educating them regarding details of the procedures and
mechanisms that are available for grievance redressal. Policyholders must be provided with inexpensive
and speedy mechanisms for complaints disposal and the IRDA (Protection of Policyholders Interests)
Regulations, 2002 require insurance companies to have in place, effective and speedy grievance
redress mechanisms. IRDA has also issued Guidelines for Grievance Redressal, which lay down
specific timeframes and turnaround times (TATS) for response, resolution, etc., which will further
strengthen the redressal systems insurers already have in place.

The effectiveness of the mechanisms needs to be monitored by the Regulator. To enable this as well
as to create a central repository of industry-wide insurance grievance data, IRDA is on the verge of
implementing the Integrated Grievance Management System (IGMS). IGMS will create a gateway
for policyholders to register complaints with insurance companies first and if need be to escalate them
to the IRDA Grievance Cell. IGMS is a comprehensive solution which not only has the ability to provide
a centralised and online access to the policyholder but complete access and control to IRDA for
monitoring market conduct issues of which policyholder grievances are the main indicators. IGMS
will have the ability to classify different complaint types based on pre-defined rules. The system will be
able to assign, store and track unique complaint IDs and also enable intimation to various stakeholders
as required, within the workflow. The system will enable defining of Target Turnaround Times (TATS)
and measure the actual TATs on all complaints. The system will set up alerts for pending tasks
nearing the laid down Turnaround Time. Thus, the system will automatically trigger activities at the
appropriate time through rule based workflows.

A complaint registered through IGMS will flow simultaneously to the insurer’s system as well as the
IRDA repository. Updation of status by the insurers would automatically be mirrored in the IRDA
system. IGMS will be able to generate reports on all criteria like ageing, status, nature of complaint
and any other parameter that is defined. Thus, the IGMS will provide a standard platform to all insurers
to resolve policyholder grievances and to provide IRDA with a tool to monitor the effectiveness of the
grievance redressal system of insurers.

IRDA has recently introduced the IRDA Grievance Call Centre (IGCC) that provides for a toll free
number 155255. IGCC provides an additional channel for policyholders to lodge their grievances and
also seek their status over phone/e-mail. The Call Centre environment will interface with IGMS, once
the IGMS is implemented. The IGCC has enabled policyholders easy access to the grievance redressal
cell of IRDA both through telephone and e-mail, apart from providing details of the redressal systems
of insurance companies whenever policyholders require them. The Call Centre carries out filling of
grievance registration forms on the basis of the call. The IGCC also provides a channel for tracking of
grievances. Further, the IGCC also educates policyholders about the Insurance Ombudsman who
provides a channel for fair disposal of complaints falling within the laid down jurisdiction.

With a view to going beyond facilitation of complaints resolution, IRDA has begun to drill down into
details of complaints to identify instances of violation/non-compliance of various provisions of the
applicable Regulations through enquiries and inspections. Where required, regulatory action is initiated.

Further, the institution of Insurance Ombudsman is also being reviewed for possible changes and
expansion of jurisdiction, to ensure that grievances that are not resolved by insurers and get escalated
to the Regulator and/or Ombudsman are decided conclusively, except where they would fall necessarily
within the ambit of the courts.
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4.2 MAINTENANCE OF SOLVENCY MARGIN OF
INSURERS

1.4.2.1 Everyinsurer is required to maintain a Required
Solvency Margin as per Section 64VA of the Insurance
Act, 1938. Every insurer shall maintain an excess of
the value of assets over the amount of 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.

1.4.2.2 In the case of life insurers, the Required
Solvency Margin is the higher of an amount of fifty
crore of rupees (one hundred crore of rupees in the
case of reinsurer) or a sum which is based on a formula
given in the Act and the Regulations framed there
under.

1.4.2.3 In the case of non-life insurers, the Required
Solvency Margin shall be the maximum of the following
amounts:

1. Fifty crore of rupees (one hundred crore of rupees
in the case of reinsurer); or

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

3. A sum equivalent to thirty per cent of net incurred
claims, subject to credit for reinsurance in computing
net premiums and net incurred claims being actual
but a percentage, determined by the regulations, not
exceeding fifty per cent.

1.4.2.4 IRDA has set a working Solvency Margin Ratio
(Ratio of Actual Solvency Margin to the Required
Solvency Margin) of 1.5 for all insurers which is
required to be maintained at all times. During
2007-08, IRDA had introduced quarterly reporting of
the solvency status for all the insurers. Accordingly,
all the insurers are now filing their solvency status as
on June 30, September 30, December 31 and
March 31.

1.4.2.5 One of the important factors that influences
insurance penetration is the capital requirement under
the solvency margin. The pure term products provide
simple life cover and it is believed that companies
could design products, which could reach various

34

segments of the population in meeting their insurance
needs, thereby enhancing insurance penetration. In
line with this objective, the Authority had decided to
allow the life insurers to reduce the capital requirement
in the case of pure term products without changing
the factor loadings in the case of the remaining
products. Suitable instructions modifying these
requirements were issued by IRDA in 2008-09. It is
expected that the lower level of solvency for pure term
products would provide significant relief to the life
insurers both under individual products and under
group products. This will also help the insurers in
launching more pure term products for sufficiently
longer periods and at affordable rates.

Life Insurers

1.4.2.6 At the end of March 2010, all the twenty-three
life insurers complied with the stipulated requirement
of solvency ratio of 1.5. Life Insurance Corporation of
India reported a solvency ratio of 1.54, the same as
at the end of March 2009. Though solvency ratio of
14 out of 22 private life insurers declined during the
year under review, all life insurance companies are
compliant with the mandated solvency requirements
(Statement No.18).

Non-life insurers

1.4.2.7 Among the 21 non-life insurers who were in
operations during 2009-10, 19 insurers complied with
the stipulated solvency ratio as on 31 March, 2010.
Two insurers, namely, Royal Sundaram and HDFC
Ergo, did not meet the required solvency margin.
Among the non-life insurers, three compaines
commenced operations during the year 2009-10. Out
of the remaining 16 insurers who were in operations
during 2008-09 also, 8 insurers reported improved
ratio than those maintained in the previous year and
the ratio of the 8 insurers had declined, from their
previous year levels. (Statement No. 50).

1.4.2.8 The specialised insurers, i.e., AIC and ECGC
reported solvency ratio at 2.07 and 14.17 respectively
as against 4.58 and 16.42 as on 31t March, 2009.

Reinsurer
1.4.2.9 The national insurer, General Insurance

Corporation of India, reported a solvency ratio of 3.71
as on 31% March, 2010 (3.67 on 31* March, 2009).
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4.3 Monitoring of Reinsurance reinsurance with the reinsurers. Under the provisions
of the Insurance Act, 1938, the General Insurance
1.4.3.1 The mandate to the Authority in respect of Corporation of India has been designated as the

reinsurance lies in the provisions of Section 14(1) and “Indian Reinsurer” which entitles it to receive obligatory
14(2) Sub Section (f) of the IRDA Act, 1999 as well as cessions of 10 per cent from all the direct non-life
Sections 34F, 101A, 101B and 101C of the Insurance insurers. The limits have been laid down in

Act, 1938. In addition, the Authority has framed consultation with the Reinsurance Advisory
regulations pertaining to reinsurance by non-life Committee.
insurers which lay down the ground rules for placing

TABLE 32
NET RETAINED PREMIUM ON INDIAN BUSINESS AS PER CENT OF GROSS
DIRECT PREMIUM (EXCLUDING GIC)
(in per cent)

Class 2009 -10 2008 — 09

Public Private Public Private

Sector Sector Total Sector Sector Total
Fire 70.35 30.81 56.84 71.80 32.64 57.48
Marine Cargo 82.73 48.38 69.69 79.21 48.09 66.98
Marine Others 12.93 9.00 12.18 14.87 5.62 12.45
Motor 93.35 86.04 89.82 86.49 89.27 87.73
Engineering 58.67 22.24 45,25 60.52 23.41 45,51
Aviation 11.95 18.87 14.60 7.04 16.68 9.44
Other Miscellaneous 88.16 72.08 79.97 90.07 74.44 82.61
TOTAL 82.75 71.39 77.49 80.84 72.32 77.13

1.4.3.2 Every insurer needs a comprehensive and 45 days before the commencement of the said year.
efficient reinsurance programme in order to be able  The insurers are further required to file the treaty slips
to operate within the constraints of its financial or cover notes relating to the reinsurance
strength. This is important to maintain the solvency  arrangements with the Authority within 30 days of the
of the insurer and to ensure that the clauses are commencement of the financial year. These measures
honoured. The Authority has stipulated that every highlight the importance attached to the existence of
insurer shall obtain the approval of its Board for its ~ adequate and efficient reinsurance arrangements for
reinsurance programme. The regulatory framework  an insurance company. It would be recalled that the

also provides for filing of the reinsurance programme solvency position of an insurance company is
for the next financial year with the Authority at least assessed on a “net of reinsurance” basis.

TABLE 33
REINSURANCE PLACED WITHIN INDIA AND OUTSIDE INDIA AS PER CENT OF
GROSS DIRECT PREMIUM IN INDIA
(in per cent)

Class 2009 - 10 2008 — 09

Placed Placed Placed Placed

in India outside India in India outside India
Fire 32.43 21.19 27.99 20.47
Marine - Cargo 18.16 15.09 18.49 15.04
Marine - Others 43.26 52.63 34.60 57.58
Motor 28.78 0.11 28.07 0.27
Aviation 42.17 53.17 43.73 50.70
Engineering 43.33 23.06 44.38 18.77
Miscellaneous — Others 15.26 6.00 13.42 5.07
TOTAL 24.63 7.78 23.44 7.59
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1.4.3.3 The Regulations also require that every insurer
should maintain the maximum possible retention
commensurate with its financial strength and volume
of business. The guiding principles in drawing up the
reinsurance programme have been stated as under:

1. Maximise retention within the country;
2. Develop adequate capacity;

3. Secure the best possible protection for the
reinsurance costs incurred; and

4. Simplify the administration of business.

1.4.3.4 With particular reference to the General
Insurance Corporation, the Regulations require the
Indian reinsurer to organise domestic pools for
reinsurance surpluses in consultation with all insurers.
It would be recalled that the non-life insurers had come
together to form a Pool for Terrorism risks when the
international reinsurance markets withdrew cover after
the September 11 terrorist strikes in New York city in
the year 2001. In 2007, the non-life insurers formed
another Pool for all commercial vehicles third party
insurance.

TABLE 34
REINSURANCE CEDED OUTSIDE INDIA ON INDIAN BUSINESS
(X crore)
Class 2008 - 09 2009 - 10
Premium ceded Net profit ceded Premium ceded Net profit ceded

Fire 691.81 -203.15 782.90 201.75
Marine - Cargo 168.94 -40.76 181.22 -35.09
Marine — Others 462.11 96.77 427.41 268.92
Motor 34.91 22.98 15.49 7.74
Aviation 171.27 103.53 207.89 84.84
Engineering 284.36 24.66 364.26 130.27
Other Miscellaneous 592.29 149.81 850.30 40.10
TOTAL 2405.69 153.84 2829.47 698.53

Reinsurance Advisory Committee

1.4.3.5 As per Section 101A of the Insurance Act,
1938, every insurer shall reinsure with the Indian
reinsurer such percentage of the sum insured on each
general insurance policy as may be specified by the
Authority, which are also known as ‘obligatory
cessions’ or ‘statutory cessions’, with the previous
approval of the Central Government, after consultation
with the Reinsurance Advisory Committee.

1.4.3.6 For this purpose, the Authority may by
notification, a) specify the percentages of the sum
insured on each policy to be reinsured with the Indian
reinsurer and different percentages may be specified
for different classes of insurance provided that no
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percentage so specified shall exceed 30 per cent of
the sum insured on such policy; and b) specify the
proportion in which said percentage shall be allocated
to the Indian reinsurer.

1.4.3.7 The Reinsurance Advisory Committee at its
meeting held in February, 2007 recommended to the
Authority that the obligatory cessions be reduced from
existing 20 per cent to 15 per cent for the year
2007-08 and 10 per cent for the year 2008-09,
2009-10 and 2010-11. The Authority accepted the
recommendation and issued gazette notification giving
the revised obligatory cessions in consultation with
the Government of India. In the year 2010-11, IRDA
has introduced limits of cession in ‘sum insured’ for
different classes under obligatory cession.
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1.4.3.8 Towards the end of 2007-08, the General
Insurance Corporation of India, as the national
reinsurer, represented to the Authority that the
commission and profit commission terms applicable
to statutory cessions were required to be reviewed in
the light of the changed market situation following
removal of tariff rates. At the same time, the insurers
represented that the commission terms should remain
unaltered, presumably based on the apprehension
that any determination of different commission terms
for statutory cessions under section 101A(4) of the
Act at the critical stage may prejudice their position
with regard to their reinsurance negotiations for the
forthcoming year. The Authority after considering both
the views decided that the terms for statutory cessions

4.4 INSURANCE POOLS

Terrorism Pool

for the year 2008- 09 shall be mutually negotiated and
agreed upon between each insurer and the Indian
reinsurer. If the parties failed to reach any agreement
after negotiation, the matter may be reported to the
Authority. This position has since continued in the
subsequent years.

Obligatory cessions received by GIC

1.4.3.9 For the year 2010-11, the obligatory cessions
have been retained at 10 per cent as applicable for
2009-10. Similarly, the commissions and profit
commissions for 2010-11 have to be mutually agreed
upon between the respective insurer and the Indian
reinsurer.

TABLE 35
SHARE OF MEMBER COMPANIES IN THE INDIAN TERRORISM POOL
2009-10 2010-11

Insurer Per Risk Share Per Risk Share

Capacity (in per Capacity (in per

(X crore) cent) (X crore) cent)
GIC 147.08 19.61 147.08 19.61
National 88.89 11.85 88.89 11.85
New India 147.08 19.61 147.08 19.61
Oriental 87.00 11.60 87.00 11.60
United India 96.45 12.86 96.45 12.86
Bajaj Allianz 35.63 4.75 35.63 4.75
Cholamandalam 12.00 1.60 12.00 1.60
Future Generali 5.00 0.67 5.00 0.67
Govt. Insurance Fund, Gujarat 7.50 1.00 7.50 1.00
HDFC Ergo 3.38 0.45 3.38 0.45
ICICI Lombard 60.00 8.00 60.00 8.00
IFFCO-Tokio 22.50 3.00 22.50 3.00
Reliance 13.50 1.80 13.50 1.80
Royal Sundaram 6.00 0.80 6.00 0.80
Tata-AlG 12.08 1.61 12.08 1.61
Universal Sompo 0.66 0.09 0.66 0.09
Shriram 3.00 0.40 3.00 0.40
Bharti AXA 1.50 0.20 1.50 0.20
Raheja QBE 0.75 0.10 0.75 0.10
Total 750.00 100.00 750.00 100.00
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1.4.4.1 During 2009-10, the total premium ceded to
the Terrorism Pool was 3306 crore and claims paid
were 3214 crore. The Pool's premium in the previous
year was 3223 crore with claims paid at ¥50.67 crore.
Out of the 214 crore claims paid during the year,
3212 crore were towards further on-account payments
made for the losses arising from the terrorist attack
on 26™ November, 2008 at Mumbai. The loss to the

Pool from this incident is presently estimated at
%500 crore including the on-account payments made
so far. The Pool is protected by an excess of loss
reinsurance programme, and loss is in excess of
%150 crore are recovered from the reinsurers. The
premium rates for terrorism cover were revised w.e.f.,
1st April, 2009. There were no further major losses to
the Terrorism Pool during 2009-10.

TABLE 36
PREMIUM RATES FOR TERRORISM RISK INSURANCE
(w.e.f 1t April, 2010)

Total Sum Insured per Risk Category Rate (per Mille)
location (MD+LOP)
1 Upto X750 crore Industrial Risk 0.30
Non-Industrial Risk 0.20
Residential Risk 0.10
2 Over X750 crore and First X750 crore as per (1) above PLUS on
upto ¥2,000 crore balance Sum Insured as under :
Industrial Risk 0.25
Non-Industrial Risk 0.15
3 Over X2,000 crore First 2,000 crore as per (2) above
PLUS on balance Sum Insured as under:
Industrial Risk 0.20
Non-Industrial Risk 0.12
TABLE 37
MID-TERM COVER FOR TERRORISM RISK INSURANCE (w.e.f 15t April, 2009)
Period not exceeding
15 1 2 3 4 5 6 7 8 9 >9
days month month month month month month month month month  month
Annual Rate Full

(in per cent) 10 15 30 40 50

60 70 75 80 85 Annual Rate

India Motor Third Party Insurance Pool (IMTPIP)

1.4.4.2 With effect from 1%t January, 2007, tariffs were
withdrawn from the non-life insurance market.
However, keeping in mind the mandatory nature of
the third party business, the Authority decided to
regulate the premium rates in the said segment
effective 15t January, 2007 vide circular no. 034/IRDA/
Detariff/Dec-06 dated 4" December, 2006, which was
later modified vide circular no. 043/IRDA/Detariff/Jan-
07 dated 23 January, 2007.
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1.4.4.3 To redress grievances of non-availability of
motor third party insurance, especially commercial
vehicles, IRDA in consultation with the Committee
constituted under section 110G of the Insurance Act,
1938 issued Directions under section 34 of Insurance
Act, 1938 vide circular no. 035/Motor-TP/Dec-06 dated
4™ December, 2006 constituting the Indian Motor Third
Party Insurance Pool (IMTPIP).

1.4.4.4 The Pool came into operation from 15t April,
2007 exclusively for commercial vehicles. All insurers
registered to carry on non-life insurance business
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including motor business are automatically required
to participate in the pooling arrangement to provide
cover at rates notified by IRDA. Pooling of business,
under the mechanism is achieved through a
multilateral reinsurance arrangement between the
underwriting insurer and all other registered non-life
insurers and reinsurers.

1.4.4.5 The IMTPIP pooled a total premium of 33,160
crore towards 87.68 lakh policies issued during the
period March 2009 - February 2010. The incurred
claims of the pool for the same period was
3,791 crore, resulting in an operating loss of
%674 crore. As against this, the premium during March
2008 — February 2009 was 32,823 crore with incurred
claims of 3,259 crore and net operating loss of
650 crore.

1.4.4.6 The pool completed three full years of operation
in 2009-10. The Authority has from time to time been
receiving representations from non-life insurance
companies who are members of the motor third party
commercial vehicles pool that the present system of
monthly transfer of premiums to the pool administrator
should be discontinued. The Authority vide circular
no. IRDA/NL/CIR/MPL/059/03/2010 dated 31t March,
2010 rationalised the Motor Third Party Pool for
commercial vehicles with effect from 1t April, 2010.
The Authority has modified the mechanism for
operation of the pool, whereby the existing system of
monthly transfer of funds by the insurance companies
to the pool administrator has been discontinued with
effect from 1% April, 2010. Since the motor third party
business is expected to run on a ‘no profit no loss’
basis, there shall be no ceding commission in respect
of the business ceded to the pool, it will be obligatory
on the part of the insurance companies to segregate
funds on account of the pool business in their accounts
and invest them in a manner as provided in the IRDA’s
Investment Regulations. The Appointed Actuary of the
insurance company is required to confirm in his report,
the incorporation of the pool liabilities, including
revisions, in the company’s accounts. The fees of 1.25
per cent of the premium to the pool administrator, has
since been revised to 0.75 per cent. All operational
expenses and the automated transaction level data
(data upload) will continue to flow from the companies
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to the pool administrator. As regards the treatment of
monies remitted to the pool administrator upto
31t March, 2010; the pool administrator shall follow
up with the insurance companies to recover all monies
payable to the pool up to 31t March, 2010. The Fund,
after adjustments, will be distributed back to the
insurers by the pool administrator after due
reconciliation.

Class wise Performance of Motor Pool

1.4.4.7 As per the data uploaded by the member
companies to the pool database, during 2009-10,
there was 5-9 per cent increase in the number of
policies underwritten under goods, passenger and
miscellaneous class vehicles over the previous year.
Trailers and Road Transit Risk policies rose by over
25 per cent. However, ‘Internal Risks Only’ policies
witnessed 43 per cent decline. The overall growth in
number of policies underwritten during 2009-10 over
2008-09 was 7.63 per cent.

1.4.4.8 The number of claims submitted during
2009-10 saw 180 per cent increase from 50,579 to
1,42,138. Similarly, the amount of claims paid during
2009-10 (X759 crore) was four times the amount of
claims paid during 2008-09 (X182 crore). Commercial
Vehicles (Goods) saw a major jump in claims paid
from %109 crore in 2008-09 to Y470 crore in 2009-10.
Similarly, Commercial Vehicles (Passenger)
withessed growth in claims paid from ¥55 crore in
2008-09 to 3216 crore in 2009-10.

Motor Insurance - Third Party Claims -
Identification of Development Patterns and use of
results for pricing, reserving or other purposes

1.4.4.9 The actuarial analysis of approximately 5 lakh
transactions for identification of claims development
patterns relating to Motor Third Party Insurance for
(i) goods carrying vehicles and (ii) passengers carrying
vehicles has revealed the development pattern for
three stages, viz., (i) loss events, (ii) loss intimation
and (iii) claim settlement. The analysis reflects the
month in which the claims development pattern is
completed. The development for goods carrying
vehicles and passengers carrying vehicles is indicated
at Table 38 and Table 39 respectively.
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TABLE 38
DEVELOPMENT PATTERN OF GOODS CARRYING VEHICLES

Claim process stage

Month in which per cent development is completed

50 % 75 % 90 % 95 %
Date of loss to date of intimation 7 14 31 48
Date of intimation to date of payment 19 36 55 67
Date of loss to date of payment 31 48 67 78
TABLE 39

DEVELOPMENT PATTERN OF PASSENGERS CARRYING VEHICLES

Claim process stage

50 %
Date of loss to date of intimation 7
Date of intimation to date of payment 18
Date of loss to date of payment 31

Month in which per cent development is completed

75 % 90 % 95 %
16 34 52
36 56 69
50 70 80

1.4.4.10 The development pattern clearly reflects that
the claims for the third party motor insurance would
develop as indicated in the analysis.

4.5 MONITORING OF INVESTMENTS BY THE
INSURERS

1.4.5.1 The IRDA has in place a regulatory framework
prescribing the pattern of investment to be maintained
by all life and non-life insurance companies, including
the reinsurer. Within the life segment, stipulations are
also in place for the investment patterns to be complied
with for the life fund, pension and general annuity and
group fund, as also for the ULIP funds. All insurers
are required to be compliant with the prescribed
pattern of investment as laid down by the Authority in
the Investment Regulations notified by it. The details
of investments held by the life and non-life insurance
sector are given below:

Total Investment of the Insurance sector

1.4.5.2 The accumulated investments of the insurance
sector increased by 30.38 per cent (18.61 per cent in
2008-09) to ¥12,71,527 crore as on 31% March, 2010
as against %9,75,258 crore as on 315t March, 2009.
The life insurers continued to contribute a significant
component of the investments made by the insurance
industry at 95 per cent of total investments (93.96 per
cent in 2008-09). In the same vein, the contribution of
public sector companies stood at 82 per cent of the
total investments held by the sector, although with the
stabilisation of the operations of the private sector
insurers, their portfolio of investments has been
growing at a fast pace in recent years.

TABLE 40
INVESTMENTS OF THE INSURANCE SECTOR (As on 315t March)
(X crore)

Insurer Life Non-Life Total
2009 2010 2009 2010 2009 2010
Public 799593 985028 47782 51687 847375 1036715
(17.86) (23.19) (2.20) (8.17) (16.78) (22.34)
Private 116772 220127 11111 14685 127883 234811
(33.35) (88.51) (22.59) (32.16) (32.34) (83.61)
Total 916365 1205155 58893 66372 975258 1271527
(19.63) (31.51) (4.64) (12.70) (18.61) (30.38)

Note:Figures in brackets represent growth in percentage over the previous year
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Investments of Life Insurers

1.4.5.3 The various sources of funds available for
investment by life insurers can be broadly classified
as funds from (i) traditional products and (i) ULIP
products. The total funds invested by life insurers as
on 31st March, 2010 was 3%12,05,155 crore
(%9,16,365 crore in 2008-09), of these ¥3,31,619 crore
(27.52 per cent of total funds) represents ULIP funds
and the remaining 8,73,536 crore (72.48 per cent) is
the contribution by traditional products. The share of
ULIP funds in total investments has continued to grow
in recent years reflecting the public preference for
these products. During the year under review, ULIP
funds contributed 55 per cent of the incremental

investments (26.39 per cent in 2008-09). While ULIP
funds contributed %1,58,856 crore (339,686 crore in
2008-09) of the incremental investments, the
contribution by the traditional products was
%1,29,934 crore (X1,10,710 crore in 2008-09).

1.4.5.4 The pattern of investments of the life insurers
remained unchanged as on 31% March, 2010 when
compared to 31t March, 2009 and was in line with
the prescriptions laid down by the IRDA as to the
pattern of investment, under the Investment
Regulations. Central Government Securities and
Approved Investments are two major avenues for
parking of funds by the life insurers.

TABLE 41
INVESTMENTS OF LIFE INSURERS : INSTRUMENT-WISE
(As on 315t March)

(X crore)

Investments from 2009 2010

Amount Percentage Amount Percentage
Traditional Products
1 Central Govt. Securities 316010 42.50 361520 41.39
2 State Govt. and other approved securities 107190 14.41 136998 15.68
3 Housing & Infrastructure 66673 8.97 72439 8.29
4 Approved Investments 202469 27.23 245987 28.16
5 Other Investments 51260 6.89 56592 6.48
A. Total (1+2+3+4+5) 743602 100.00 873536 100.00
ULIP Funds
6 Approved Investments 151490 87.69 293114 88.39
7 Other Investments 21273 12.31 38505 11.61
B. Total (6+7) 172763 100.00 331619 100.00
Grand Total (A+B) 916365 1205155
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1.4.5.5 Based on a further segregation of funds under
the traditional products and ULIP, Life Fund
contributed ¥7,32,613 crore (60.79 per cent), Pension
and General Annuity & Group Fund %1,40,923 crore
(11.69 per cent) and ULIP Fund 3,31,619 crore

(27.52 per cent) of the total investments of the life
insurance companies. During 2009-10, the share of
ULIP funds in total investment has gone up
considerably from 18.85 per cent in 2008-09 to 27.52
per cent.

TABLE 42
INVESTMENTS OF LIFE INSURERS : FUND-WISE (As on 31%tMarch)

(X crore)
Insurer Life Fund Pension and Unit Linked Total
General Annuity & Fund All Funds
Group Fund
2009 2010 2009 2010 2009 2010 2009 2010

LIC 606487 699475 107135 130885 85972 154668 799593 985028
Private 23163 33137 6817 10038 86791 176951 116772 220127
Total 629650 732613 113952 140923 172763 331619 916365 1205155

(68.71) (60.79) (12.44) (11.69) (18.85) (27.52)  (100.00) (100.00)
Note: Figures in brackets are percentage of respective funds to the total funds

TABLE 43
GROWTH OF INVESTMENTS: FUND-WISE (As on 315t March)
(X crore)
Fund 2009 2010
Total Increase % Total Increase %

Life 629650 16.25 732613 16.35
Pension & General Annuity & Group Fund 113952 24.86 140923 23.67
Traditional (A) 743602 17.49 873536 17.47
Unit Linked Funds (B) 172763 29.82 331619 91.95
Total (A+B) 916365 19.63 1205155 31.51

Investments of Non-Life Insurers 1.4.5.7 The pattern of investments made by the non-

life insurers remained the same as was in the previous

1.4.5.6 Non-Life insurers contributed 5 per cent of total
investments made by the insurance industry. The total
amount of investments made by the sector, as on
31st March, 2010, was %66,372 crore (358,893 crore
as on 31t March, 2009). During 2009-10, the net
increase in investments by the industry stood at¥7,479

year, in tune with the prescription laid down under the
Investment Regulations. As on 31t March, 2010, the
investments in Central Government Securities and
Approved Investments stood at ¥16,038 crore (24.16
per cent) and 324,256 crore (36.55 per cent)
respectively.

crore (12.70 per cent growth over previous year).
TABLE 44

INVESTMENTS OF NON-LIFE INSURERS : INSTRUMENT-WISE (As on 31t March)

(X crore)

Pattern of Investments 2009 2010

Total % to Fund Total % to Fund
Central Govt. Securities 14591 24.78 16038 24.16
State Govt. and other approved securities 6077 10.32 6971 10.50
Housing and Loans to State Govt. for Housing & FFE 4244 7.21 4790 7.22
Infrastructure Investments 8980 15.25 10373 15.63
Approved Investments 21031 35.71 24256 36.55
Other Investments 3971 6.74 3944 5.94
Total 58893 100.00 66372 100.00

Note: Investments of CHNHB Association, ECGC and AIC of India have not been included.
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1.4.5.8 During 2009-10, all life and non-life insurance
companies were compliant with the stipulations on
pattern of investment as laid down in the Investment
Regulations. However, General Insurance Corporation
of India (GIC) had failed to comply with the provisions
on minimum mandatory investment required to be
made in Central Government securities. The
Corporation was levied a penalty of I5 lakh during
2009-10. All the insurers, both life and non-life had
carried out their Risk Management System audit and
the concurrent audit through independent external
audit firms for their investment functions. This
requirement has been mandated for all insurers
effective financial year 2009-10.

4.6 HEALTH INSURANCE

1.4.6.1 Health insurance has been predominantly
within the non-life sector as a part of the miscellaneous
accident portfolio. However, in the last couple of years,
health insurance has emerged as one of the most
promising growth segment with increase in not only
number and variety of products but also in the number
of insurance companies venturing into the health
insurance market. The Indian industry already has
three standalone health insurers who have been
granted certificate of registration by IRDA, with the
latest entrant being Max Bupa Health Insurance Co.
Ltd. IRDA is presently considering one more
application for a standalone health insurance
company. The health insurance industry, which had
underwritten premium of over ¥8,000 crore in
2009-10 (36,625 crore in 2008-09) is expected to
expand manifold because this sector is increasingly
becoming an important line of business not only for
standalone health insurers but also the existing
players in the non-life industry. The health segment
contributed 21.12 per cent of the total premium in
2009-10 (20.06 per cent in 2008-09).

1.4.6.2 IRDA has been consistently attempting to
address and resolve the key issues faced by the health
insurance sector. One of the initiatives has been the
creation of checklist for facilitating processing of health
insurance products filed by the non-life insurance
companies. The checklist is created by analysing the
observations of the Health section over the last two
years, across various categories of health products.
The checklist is intended for self administration by
companies for products filed by them, so that
inconsistencies are eliminated at their end before the
documents are submitted to IRDA.

1.4.6.3 Based on the Checklist and as a step towards
creating an online library of products, the health
section has designed a product database that would
capture all important features of health products to
the granularity of sub-limits, age-wise premium rates,
exclusions, etc. In addition, once the software is put
in place and the data keyed in for health products, the
product database will enable IRDA to perform
comparative analysis across all health products. All
these initiatives are being attempted to introduce in
due course, online filing of health insurance products
by insurance companies.

Recent Guidelines

1.4.6.4 While processing health products under the
existing F&U formats, health section has recognised
the need for more health specific information from
insurance companies at the time of filing of products.
Taking cognisance of this and with a view to enhancing
the health product processing, the health section has
re-designed File & Use formats for filing of health
insurance products. The exposure draft has been sent
to the General Insurance Council for comments.
Health section is currently examining the feedback
received from the Council.

TABLE 45
HEALTH INSURANCE PREMIUM 2005-2010
(X crore)

2009-10 2008-09 2007-08 2006-07 2005-06
Non-Life Private Insurers 2349.84 2266.33 1832.51 1223.99 539.59
Non-Life Public Insurers 4883.26 3824.04 3136.51 1973.57 1682.51
Standalone Health Insurers 1072.08 535.09 155.94 11.16 -
Total 8305.18 6625.46 5124.95 3208.73 2222.09
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1.4.6.5 The recent stand-off between non-life PSUs
and their network hospitals owing to continuously
rising claims cost for insured availing cashless
treatment resulted in review of cashless facility in some
of the network hospitals. In order to ensure that no
inconvenience is caused to existing policyholders,
IRDA has instructed all insurance companies to
ensure that, at times when there is a change in
preferred provider network of hospitals, policyholders
are always informed about the nearest possible
alternative hospitals where cashless facility is available
and that the interests of the policyholders are not
adversely affected at any point of time.

1.4.6.6 IRDA has been receiving health insurance data
from non-life insurance companies and TPAs. Life
insurance companies have also been directed now
to submit health insurance data for health insurance
policies underwritten by them on half yearly basis w.e.f
1st April, 2010. The data submitted to IRDA by
insurance companies and TPAs will be used to build
an industry database for Health Insurance. In fact,
insurance companies are already utilising
comprehensive data analysis made available on the
website by the Insurance Information Bureau (IIB).

1.4.6.7 As a measure to ensure policyholders are not
unfairly denied renewal, the Authority is insisting upon
having “no exit age” for all new health insurance
products filed. Also on the anvil are initiatives, like
provision for continuation of coverage to members and
family in respect of group health insurance products,

portability and establishment of a Health Insurance
Council.

Initiatives through Trade Bodies

1.4.6.8 IRDA continues to support the activities of
Working Groups formed by FICCI and Cll on specific
areas of health insurance. Both the industry bodies
organise annual health insurance events and release
their reports comprising of the recommendations of
the Groups. Currently these multi-stakeholder groups
are mainly working on standard framework for group
product pricing; framework for enhancing quality in
healthcare through health insurance through
synergistic efforts of the regulatory bodies, National
Accreditation Board for Hospitals & Healthcare
Providers (NABH), insurance companies and
providers; standardisation of billing formats;
standardisation of TPA/Insurer and TPA/Hospital
Contracts.

1.4.6.9 As more people buy health insurance to meet
the requirement of funding healthcare for themselves
and their families, the necessity of close monitoring
of the pricing mechanism of health products by the
Authority becomes important. While, insisting on the
sustainability and viability of the products with respect
to the rates and discounts filed under File & Use
procedures, the Authority also requires the insurance
companies to submit their past experience on similar
products and its analysis to support the price
mechanism filed by them.

meet specific needs of the policyholder.

of a packaged health insurance policy.

INNOVATIONS IN HEALTH INSURANCE

We as Indians spend about 80 per cent of all health expenditure in the country from our personal
resources. Hence the importance of adequate planning for health contingencies cannot be
overemphasised especially, given the steep escalation in healthcare costs, expensive health technology
and pharmaceuticals. With increasing demand, the health insurance industry has come up with
innovative products to enable policyholder to plan comprehensive protection against health eventualities
by combining hospitalisation indemnity products with supplementary covers or additional policies to

There are products available that provide Daily Hospital Cash benefit in the form of fixed daily allowance
which could be used to cover the incidental costs associated with hospitalisation (like travel and stay
costs of an attendant). These benefits are available either on standalone basis or as optional component

BOX ITEM 4
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Personal Accident policies, which can again be availed on standalone basis or as part of packaged
product with health insurance, are also a useful supplement to the hospitalisation indemnity products.

Most insurance companies offer critical illness benefit products that provide a lump sum amount on
the diagnosis of specified dreaded diseases like cancer, heart attack, coma or major organ failure.
While these diseases may be quite infrequent and a one-off occurrence, their impact can be both
emotionally and financially devastating on the household where such illness occurs. Critical lllness
products that are available as standalone or as add-on/riders to life and non-life policies or as a
component of a packaged health insurance product could supplement the indemnity product and
make the health insurance cover comprehensive.

Most of the above mentioned products are now being offered by insurance companies for a period
longer than a year. Many of these products have features requiring the insured to undergo regular
health check ups and some of them even provide round the clock suggestive medical advice over
phone and through e-mails. Some insurance companies have also created dedicated platforms which
provide necessary health information to their policyholders through specifically designed web portals.

In addition to the above, there are many products based on disease management platform. These
products are primarily targeted at persons who may be already suffering from chronic diseases like
Diabetes. Such products include cover for medicines and laboratory tests on OPD basis, in addition to
other covers under the product. This category of products may develop further in the days to come as
a useful supplement to the hospitalisation indemnity coverage for a person who is affected with such
a chronic ailment.

There are also riders now available that, for a fixed upfront premium, allow free dental or OPD
consultations from the provider network of the insurance company and thus cover dental treatment or
OPD treatment in a limited way. Although no medicines or investigations are covered in this rider, it is
one step towards coverage of OPD costs.

Another option now available is the top-up or high-deductible cover for individuals (and families) who
are already covered by their existing insurance companies or employers with a sum insured limit
(deductible). Such individuals can buy the top-up covers that provide them coverage beyond the
deductible chosen.

All the above products, with the exception of Personal Accident products, only provide coverage
within India. When travelling out of India, yet another tier available for protection against health
contingencies is Overseas Medical Insurance policies, which are sometimes packaged as Overseas
Travel plans by including other components like loss of passport, loss of baggage, etc. In days to
come, industry may witness products offering medical coverage targeted to international travellers
with coverage extending beyond travel and not limited /restricted to medical emergencies and accidents.
In fact the insurance companies are deliberating on products targeted to international travellers sans
travel components.

Though most of the health policies offered now are annually renewable, insurance companies are
innovating ways to establish long term arrangements with the policyholder by offering long term policies
or by incentivising timely renewals, free health check-ups, loyalty vouchers for OPD covers, etc.

45




ANNUAL REPORT 2009-10

In the days to come, the market may also see innovative health products covering alternative medical
treatments like AYUSH, since the government has been emphasising the need for the insurance
sector to extend the coverage to indigenous systems of medicine.

Also foreseeable in near future is incorporation of savings element in the health indemnity covers for
younger policyholders who can avail tax advantages now and can build up health protection for old
age.

The innovative spirit of the health insurance industry has blurred the lines between life and non-life
covers. Recently, the Authority has received proposals to consider offering pure term life insurance
products along with health insurance products under the umbrella of a single product. The Authority
has allowed the same as a product class within a broader policy framework of ensuring an informed
choice and effective policy service to the policyholders. It is envisaged that the combi-products could
enhance the penetration of personal lines of insurance business with a wider product choice to
policyholders. While IRDA adopts a business facilitative approach, it is expected that all insurance
companies would put in place prudent market conduct practices and operational procedures for
protecting the interests of policyholders.

A few insurance companies are also designing niche products with the concept of covering “non-
admissible expenses”, which generally form part of standard exclusion in indemnity hospitalisation
policies. There are no limits to insurance companies experimenting with innovative product designs.
However, below poverty line (BPL) families and low income, small town population, are yet to be
targeted/tapped significantly by the insurance industry to provide coverage to those who are in dire
need of health insurance. In fact, these segments could actually be used to increase insurance
penetration in the country.

As a measure to reinstate the Authority’s agenda of improving insurance coverage to weaker sections
of the society, IRDA has conceptualised a composite standard product to provide a comprehensive
package of insurance covers to persons belonging to economically weaker sections in rural and urban
areas. The standard product could become the primary instrument for fulfilment of the rural and social
obligations of insurance companies under the Insurance Act, 1938. It is envisaged that the product
will have defined options and levels to provide choice and flexibility to customers to cater to individual
needs.

Third Party Administrators (TPA)

1.4.6.10 During 2009-10, no new licence was granted
by the Authority to Third Party Administrators.
However, a couple of new applications are being
processed by the Authority. The following TPA
licences were renewed by the Authority during
2009-10.

TABLE 46
TPA LICENCES RENEWED DURING 2009-10
Name of TPA
1 Grand Healthcare
2 Dedicated Healthcare Services

3 Vipul Medcorp

46

1.4.6.11 The health insurance segment showed strong
growth during the year under review and the TPAs as
participants in the health insurance delivery chain,
reflected similar performance. The TPAs further
expanded the network of hospitals eligible for

treatment by the policyholders during the year.

1.4.6.12 The Table 47 provides details of infrastructure
added by the TPAs during 2009-10.
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TABLE 47
TPA INFRASTRUCTURE (2009-10)

S.No. Name of the TPA No. of No. of New Manpower added
Hospitals added Branches Including
to the Opened Professionals
Network
1 Park Mediclaim 210 nil 20
2 Vipul Med Corp 343 3 81
3 Alankit Health Care 375 4 44
4 | Care Health Management & Services 2040 2 51
5 Dedicated Healthcare Services 446 3 67
6 Medicare Services 406 nil nil
7 MD India Healthcare Services 585 17 781
8 Heritage Health 226 1 21
9 Genins India 362 5 25
10 Rothshield Healthcare Services 309 nil 2
11 E Meditek Services 867 42 176
12 Parekh Health Management 311 38 nil
13 Safeway Services 540 nil 20
14 Med Save Health Care 427 1 286
15 Good Healthplan 267 3 35
16 Health India Services 786 nil 13
17 Medi Assist India 167 nil 138
18 Anmol Medicare 102 nil 14
19 Raksha 630 3 9
20 Family Health Plan 391 7 87
21 TTK Healthcare 731 nil 188
22 Grand Healthcare Services nil nil 10
23 Paramount Health Services 395 1 66
24 Anyuta Medinet Healthcare nil nil nil
25 East West Assist 58 3 12
26 Focus Healthcare nil -5 nil
27 Sri Gokulam Health Services nil nil nil
TOTAL 10974 128 2146
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1.4.6.13 The Authority actively continued to engage
with various industry bodies and stakeholders, with a
view to further streamlining the health insurance
services in the country. Particularly with reference to
the functions of TPAs, certain formats and documents
for communication and processing are proposed for
standardisation to bring in uniformity and to smoothen
the processes. A number of measures aimed at
improving the customer service orientation of the

industry as well as to improve transparency in the
system were initiated during 2009-10.

1.4.6.14 The Authority maintains a separate system
for handling grievances with respect to TPAs from
policyholders, providers and other stakeholders.
During 2009-10, the Authority received 312
complaints, of which 305 were disposed and 7
complaints were outstanding as on 31 March, 2010.

TABLE 48
THIRD PARTY ADMINISTRATORS - CLAIMS DATA
Year Claims* Claim Settled Claims
Received Outstanding

Within one Within 1-3 Within 3-6 More than

month months months 6 months
2008-09 2446713 1847212 360173 61022 12934 185120
(75.50) (14.72) (2.50) (0.53) (7.57)
2009-10 3365940 2348147 597408 121485 29362 299381
(69.76) (17.75) (3.61) (0.87) (8.89)

Note: Figures in bracket indicate ratio (in per cent) of claims settled to the total claims received.

*Excluding as on 31t March.

4.7 BUSINESS IN THE RURAL AND SOCIAL
SECTOR

1.4.7.1 The Regulations framed by the Authority on
the obligations of the insurers towards rural and social
sectors stipulate obligations to be fulfilled by insurers
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 if an
insurance company commences operations in the
second half of the financial year and is in operations
for less than six months as at 315 March of the relevant
financial year (i) no rural or social sector obligations
shall be applicable for the said period; and (ii) the
annual obligations as indicated in the Regulations shall
be reckoned from the next financial year which shall
be considered as the first year of operations for the
purpose of compliance. In cases where an insurance
company commences operations in the first half of
the financial year, the applicable obligations for the
first year shall be 50 per cent of the obligations as
specified in these Regulations.’
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Obligations of life insurers:
Rural Sector Obligations

1.4.7.2 All the twenty two life insurance companies in
the private sector fulfilled their rural sector obligations
during 2009-10. The number of policies underwritten
by them in the rural sector as a per cent of the total
policies underwritten in the year 2009-10 was as per
the obligations applicable to them.

1.4.7.3 LIC was compliant with its obligations in the
rural sector, and underwrote a higher per cent of
policies in rural sector, than the prescribed 25 per cent
for 2009-10.

Social Sector Obligations

1.4.7.4 Out of the twenty two life insurance companies
in the private sector, except HDFC Standard, all the
other companies fulfilled their social sector obligations
during 2009-10. The number of lives covered by them
respectively in the social sector was above the
stipulated obligations.

1.4.7.5 HDFC Standard which was in its 10" year of
operations in 2009-10, covered 50,268 lives in the
social sector as against the obligation of 55,000 lives
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and was non-compliant with its social sector
obligations for the financial year 2009-10. The
Authority is initiating penal action against the insurer
for the non-compliance under Section 105B of the
Insurance Act, 1938.

1.4.7.6 LIC was compliant with its social sector
obligations covering a higher number of lives than the
prescribed 20 lakh lives as obligations for 2009-10.

Obligations of non-life insurers:
Rural Sector Obligations

1.4.7.7 Allthe seventeen private insurance companies
were compliant with their rural sector obligations in
2009-10. The gross direct premium underwritten by
them in the said sector, as a percentage of total
premiums underwritten in 2009-10, was above the
prescribed stipulations.

1.4.7.8 Except New India, all the public sector insurers
complied with the rural sector obligations for 2009-
10. With respect to the public sector insurers, their
obligation was seven per cent of the quantum of
insurance business done by them in the accounting
year 2009-10.

1.4.7.9 New India procured 6.29 per cent of its gross
direct premium in the rural sector as against the
obligation of 7 per cent and was non compliant with
its rural sector obligations for the financial year 2009-
10. The Authority is initiating penal action against the
insurer for the non-compliance under section 105B of
the Insurance Act, 1938.

Social Sector Obligations

1.4.7.10 All the seventeen private insurance
companies were compliant with the social sector
obligations during the year 2009-10. The number of
lives covered by them in the social sector was also
higher than the regulatory stipulations.

1.4.7.11 Among the four public sector insurers, except
New India, the other three companies complied with
the social sector obligations for 2009-10. With respect
to the public sector insurers, their obligations for the
financial year 2009-10 was 10 per cent above the
stipulated number of lives to be underwritten in the
social sector in 2008-09 by the respective insurer or
5.50 lakh lives, whichever is higher.
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1.4.7.12 New India covered 95 lakh lives in the social
sector as against an obligation of 168 lakh lives in the
financial year 2009-10 and was non-compliant with
its social sector obligations. The Authority is initiating
penal action against the insurer for the non-
compliance under Section 105B of the Insurance Act,
1938.

4.8 FINANCIAL REPORTING AND ACTUARIAL
STANDARDS

Financial Reporting

1.4.8.1 The Authority took a number of initiatives during
2009-10 to improve the level of transparency and
disclosures by the insurance companies. Additional
measures were also taken by the Authority to improve
disclosures in reporting in the financial statements.
These measures are indicated below:

1.4.8.2 Effective from the financial year 2008-09
onwards, all insurers have been advised to file details
of penal actions taken against them by various
Government authorities. The said information is
required to be duly certified by the Statutory Auditors
of the insurer.

1.4.8.3 Insurers have also been advised to file the
Return on an annual basis giving details of Chartered
Accountant firms engaged in various capacities like
Statutory Auditors, Internal Auditors, Concurrent
Auditors, Tax Auditors and other Auditors.

1.4.8.4 The Guidelines on “Corporate Governance for
the Insurance Sector” have been made effective from
the financial year 2010-11. The Guidelines provide
for constitution of Board and various sub-committees
and also have a provision for “whistle blowing” policy
to be in place at the insurer’s office. The format of
filing Compliance Report is under process and shall
be notified in due course. With these stipulations, the
insurance companies have been placed at par with
the listed entities on compliance with the corporate
governance requirements.

1.4.8.5 The Authority has been concerned about the
ever expanding outstanding balances, viz., ‘amount
due from other entities carrying on insurance business’
and ‘balances due to other insurance companies’
which remain non-reconciled for a long period of time
and such assets could possibly also have been taken
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into account while computing solvency margin by
respective insurers despite clear instructions issued
by the IRDA to the contrary. With a view to ensuring
that insurers initiated steps to reconcile these balances
on a regular basis, the Authority vide circular dated
26" May, 2009 advised all non-life insurers to follow
the methodology as stipulated in the said circular with
respect to these balances.

Appointed Actuary System

1.4.8.6 One of the main areas which engages the
attention of actuaries is the assessment of financial
risks in the operation of the insurance companies so
that the products sold by them do not contribute to
financial risks beyond a level. In this context, they
ensure that the solvency of the company is maintained
at all points of time.

1.4.8.7 The Authority introduced the system of
Appointed Actuary (AA) in the year 2000. During 2003-
04, the Authority notified the ‘Qualification of Actuary’
Regulations, defining an Actuary for the purpose of
the Insurance Act, 1938. The powers and duties of
an Appointed Actuary are laid down by the Authority
in the said Regulations.

1.4.8.8 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. While analysing
the availability of solvency in the insurance companies,
one of the methods followed to ensure consistency
and acceptability of the liability estimates prepared
by actuaries, is the peer review system.

Review Committee

1.4.8.9 The Authority has in place the Review
Committee which has been mandated with the task
of reviewing the Statutory Report furnished with IRDA
in respect of Actuarial Report and Abstract as required
under Section 13 of the Insurance Act, 1938. The
new Actuarial Review Committee constituted in the
year 2008 continued its work in year 2009-10 as well.

Actuarial Standards

1.4.8.10 The Institute of Actuaries of India (IAl) issued
the first Guidance Note (GN-I) on ‘Appointed Actuaries
and Life Insurance’. 1Al also issued the GN-21 for the
appointed actuaries of general insurers.

BOXITEM 5

PUBLIC DISCLOSURES —THE REGULATORY PERSPECTIVE

Disclosures: Disclosure to the various stakeholders in the market is vital to the supervisory process in
any jurisdiction. In an efficient marketplace disclosure is expected to achieve market discipline amongst
the participants. Disclosures take on an added dimension in case of the insurance sector, since the
insurer holds the monies of the insured/policyholders in ‘trust’. In effect, disclosures pertaining to all
aspects of operations gain relevance viewed from the perspective of whichever stakeholder.

Objectives of Disclosures: Broadly, the various objectives proposed to be achieved through disclosures,
from the viewpoint of the stakeholders include (i) providing insurance to the public at fair and non-
discriminatory terms; (ii) providing efficient service to policyholders and claimants; (iii) transparency of
operations resulting in building up market confidence in the insurance industry; (iv) disclosures are the
cornerstones for achieving corporate governance and risk management; (v) ensuring proper and efficient
management of insurance funds; and (vi) facilitate industry competition at an effective and healthy level.
Availability of information is also critical to ensure that the needs of both analysts and researchers are
met.

Insurance Core Principles: The International Association of Insurance Supervisors (IAlS), the association
of insurance supervisors across jurisdictions, has also laid emphasis on supervisory bodies ensuring
that the disclosures by incumbent regulated entities are relevant, timely, accessible, comprehensive
and meaningful, reliable, comparable and consistent over time.

ICP 26 Information, disclosure & transparency towards the market, one of the 28 core principles of
standards and codes in place, provides ‘The supervisory authority requires insurers to disclose relevant
information on a timely basis in order to give stakeholders a clear view of their business activities and
financial position and to facilitate the understanding of the risks to which they are exposed'.
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The emphasis is not only on disclosure but also ‘transparency‘, which envisages that the recipient of
information is able to use it and has a fair degree of understanding of the information provided. Public
disclosures need to meet the following ends:

a) Relevant to decisions taken by market participants;
b) Timely so as to be available and up-to-date at the time those decisions are made;
c) Accessible without undue expense or delay by the market participants;

d) Comprehensive and meaningful so as to enable market participants to form a well rounded view
of the insurer;

e) Reliable as a basis upon which to make decisions;
f) Comparable between different insurers and other companies; and
g) Consistent over time so as to enable relevant trends to be discerned.

To achieve these ends, disclosures made must necessarily cover, at the minimum, the financial position;
financial performance for a specified period; risk exposures and how they are managed; the basis,
methods and assumptions upon which information is prepared including the accounting policies; and
basic business, management and corporate governance information.

Means of supervision: Transparency in operations, availability of information in the hands of the decision-
makers and disclosures to the Authority, are all various aspects of ensuring effective supervision within
the insurance companies, and for the sector as a whole either through self regulation or through the
mechanics of supervisory oversight. Broadly, this oversight may be achieved in different measures
through any one or all of the following means:

1. Internal mechanisms in the insurance companies including supervision and active review by the
Board; through sufficiently detailed reporting to the Board and active review by the Board; internal
and external audit; properly structured delegation of authority; and well defined and adequate
lines of reporting back to the Board.

2. Industry self regulation measures, especially in matters of market conduct.

3. Supervisory oversight through reports on market conduct; and financial strength including
investment returns, accounts returns and other statutory returns.

4. Supervisory oversight through on-site inspections.

Towards achieving its goal of effective supervision, the Authority has recently undertaken the Business
Analytics Project, which is aimed at meeting the data needs and information for analysing insurance
companies and for regulatory decision making. The Solution Development Architecture has already
been finalised, and the next step of Implementation of ERP System — Stage- | - Short-listing of IT firms
for the Technical Bidding (Phase-Il) has been initiated by the Authority. The BAP is a comprehensive
exercise at covering all aspects of the information needs of the regulator, be it financial and actuarial
aspects, investments, the claims and grievance redressal mechanisms, global insurance industry wide
information required for policy decision making. The operationalisation of the BAP would build up a huge
gap in ensuring transparency of operations of the insurance entities and facilitate in supervision by
exception.

Risk management and disclosures: Risk — the chance of something happening that will have an impact
on objectives. It is measured in terms of likelihood and consequence. It is the circumstance, action,
situation or event with the ability or potential to impact the key dependencies that support the core
processes of the organisation. Broadly, risks are segregated into financial and non-financial risks. The
very crux of enterprise wide risk management rests on availability of information through adequate
disclosures and transparency. It is also a fact that in putting in place systems to meet the stipulations on
disclosures, entities also move a step closer to the analysis of the same information in-house and
simultaneously ‘peer pressures’ and comparisons ensure that the benefits of market pressures and
competitive environment exert influence to improve operational performance on various counts. It is a
fact that better managed enterprises take the initiative of providing disclosures on a voluntary basis and
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actually make disclosures which go at least a step further from those requisitioned in the regulatory
framework.

IRDA’s recent initiatives at enhancing public disclosures: With a view to improving transparency in
operations, the Authority has been working towards enhancing disclosures to be made by insurance
companies on periodic basis. Another step in this direction has been the issuance of guidelines in January,
2010. The stipulations on disclosures to be made by insurance companies have been strengthened by
the Authority to fill the gap in availability of information in the public domain. These disclosures are
required to be made through (i) Publication in Newspapers and (ii) Hosting on the respective company
websites, effective from the period ended 31t March, 2010. This initiative has placed the insurance
companies, which are presently not publicly listed entities, at par with the listed entities in the corporate
world in terms of public disclosures. Listed corporate entities are governed by the terms of the Listing
Agreement, which amongst other things provides for public disclosure of performance on a quarterly
basis.

These initiatives have followed deliberations at length both within the Authority and with the various
stakeholders. Divergent views have at times been expressed — while some have taken the stance that
the public at large was not yet ready to fully appreciate the disclosures proposed to be made, others had
expressed concerns over possibility of the information provided being exploited to meet devious ends.
There were others who felt that the competitors may get access to confidential information, while some
went that extra mile to voluntarily initiate disclosures.

How much disclosure and the cost of regulatory burden: ‘How much disclosure is sufficient?’ is a
guestion which would always be a dilemma to be addressed by the regulator. While on the one hand the
insurance companies would prefer to restrict to quantum of public and regulatory disclosure, frequently
on the plea of the attached costs and the regulatory burden, the regulator would want to ensure adequacy
of disclosures and transparency. Insurance companies frequently also cite reasons of confidentiality
due to the adverse impact of the information being accessed by their competitors. There is, however, a
fine balance which needs to be maintained to ensure that while transparency of operations is achieved,
the cost of such disclosures do not outweigh the benefits reaped. There is also the concern about the
disclosures resulting in an overflow of information, whereby critical information would be lost in the
overwhelming degree of detail. The contents must meet the objectives for which the disclosures are
being made. In a number of jurisdictions, it has been observed that the supervisory bodies work at
(i) assessing the costs attached to the increased stipulations being prescribed; and (ii) the objectives
proposed to be achieved through the additional stipulations being prescribed by the regulatory authorities.

The way forward: There is frequently a thin line between meaningful and timely disclosure and a plethora
of information being provided which may easily result in critical information being lost sight of. In the
Indian context, the disclosure requirements are slowly moving towards international benchmarks. It is
envisaged that with the levels of disclosures being raised, the stakeholders would be in the position to
use the information provided to meet their respective needs — be it the regulator, the insurance companies
and the intermediaries, the policyholders, the policy makers or the analysts. As the industry reaches a
higher level of maturity, the information needs are also likely to evolve and would have to be addressed
on a continuing basis. Already, the next level of challenges include meeting the information needs to
handle the concerns relating to supervision of financial conglomerates. The first set of insurance companies
which were granted registration in the year 2000 would be completing ten years of operations in the
current financial year. In such a scenario, the capital markets in India could be a witness to Initial Public
Offerings (IPOs) in the not too distant a future. The challenge here is to ensure adequacy of disclosures
to facilitate investment decision making by the investor community. As the global economies move
towards International Financial Reporting Standards (IFRS) to achieve one global language of presenting
the financial statements, the insurance sector is faced with the challenges of convergence towards the
said standards, particularly in a scenario where the Accounting Standard for Insurance Contracts still
has to be finalised, and to meet the disclosure requirements under the new set of accounting rules.
Overall, these are interesting times where the expectations for information of the various stakeholders
are increasing. The issue which needs to be addressed is not ‘how much disclosure’ but how to make
the disclosures made relevant, timely, accessible, comprehensive and meaningful, reliable, comparable
and consistent over time.
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4.9 ANTI-MONEY LAUNDERING /COUNTER-

FINANCING OF TERRORISM (AML/CFT)
PROGRAMME
1.4.9.1 IRDA issued the guidelines on Anti-Money

Laundering Programme applicable to the insurance
industry on 31%t March, 2006. These guidelines are
effective from 1%t August, 2006.

1.4.9.2 The guidelines require an insurance company
to have an AML/CFT programme in place focusing
on Know Your Customer (KYC) Norms. The guidelines
stipulate the reporting and record keeping obligations
of the insurers under the Prevention of Money
Laundering Act, 2002 and the Rules framed
thereunder. Detailed guidance on the implementation
of Section 51A of the Unlawful Activities (Prevention)
Amendment Act (UAPA), 2008, laying down the
procedure of freezing / unfreezing mechanism of
insurance contracts with certain terrorists and terrorist
organisations has been provided to the insurance
sector under these guidelines.

1.4.9.3 The AML/CFT guidelines are applicable to all
contracts of life insurance companies. In case of
general insurance companies, however, the
applicability is at the pay-out stage (for claims/refunds
over X1 lakh).

1.4.9.4 The KYC norms require insurers to document
proof of identity, residence, sources of funds etc., as
part of the due diligence process. The AML/CFT
program of an insurer envisages maintenance of
records and reporting of certain transactions through
specified reports viz., Cash Transaction Report,
Suspicious Transaction Report, Receipts of Non-Profit
Organisation and Counterfeit Currency Reports to the
Financial Intelligence Unit, India. As part of control
measures under the AML/CFT program, the guidelines
have prescribed the cash acceptance thresholds at
%50,000/- beyond which, premium/proposal deposits
have to be remitted through the banking channels.
Insurance companies have been advised to apply the
said thresholds and to not accept cash deposits where
there is a possibility of the transactions being
integrated through a single remitter. Further, the
insurance companies are required to make all
payments, after due verification of the bona-fide
beneficiary, through account payee cheques and
electronic payment methods such as ECS, NEFT,
RTGS Systems approved by the Reserve Bank of
India.
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1.4.9.5 The guidelines provide that no contract should
be entered into with a customer whose identity
matches with any person with known criminal
background; with banned entities; and/or those
reported to have links with terrorists or terrorist
organisations. In case it is detected or suspected that
the existing insurance contracts pertain to an individual
and/or entities subject to UN sanction measures under
UNSC Resolutions called as ‘designated individuals/
entities’, insurance companies are mandated to report
details thereof to the Ministry of Home Affairs (MHA)
and IRDA and file the Suspicious Transaction Report
with FIU-IND. On causing investigations, if MHA
identifies that the details of the report from insurance
companies are in fact those relating to designated
individuals/entities, an order to freeze the insurance
contracts pertaining to those individuals/entities would
be issued. The mechanism to unfreeze the contracts
inadvertently frozen has also been detailed under the
guidelines.

1.4.9.6 Insurance companies are required to pay
special attention to business relationships and
transactions with individuals/entities connected with
countries which do not or insufficiently apply the FATF
recommendations.

1.4.9.7 The guidelines issued by IRDA have been
subject to a thorough evaluation in the assessment
process carried out by FATF (Financial Action Task
Force) while considering India’s membership. IRDA
has been an active participant in the various meetings
of Inter-Ministerial Coordination Committee on CFT/
AML, Core Working Group and Financial Sector Sub-
Group and has been providing inputs pertaining to
insurance sector on various FATF’s recommendations
and has been involved in the process of finalisation
of Mutual Evaluation Questionnaire submitted to
FATF.

1.4.9.8 India is now a full-fledged member of FATF.
IRDA was represented at the Amsterdam Plenary
where the membership was declared. IRDA is now
working towards complying with the commitments
made to FATF as part of Action Plan adopted during
the Plenary at Amsterdam in June 2010.

4.10 CROP INSURANCE
National Agricultural Insurance Scheme (NAIS)
1.4.10.1 During 2009-10, Agriculture Insurance

Company of India (AIC) implemented NAIS in 25
States and 2 Union Territories. During the year, there
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was a quantum jump in coverage under NAIS, with
almost 24 million farmers insured, who grew crops on
over 33.9 million hectares for a sum insured (risk
coverage) of 338,600 crore, earning a premium of
1,150 crore. In terms of the farmers insured, NAIS is
the world’s largest crop insurance programme.
Because of unprecedented drought conditions which
prevailed during Kharif 2009 season, the claims
reported for 2009-10 were expected to be over ¥5,000
crore.

1.4.10.2 A proposal to introduce a modified version of
NAIS has been approved ‘in principle’ to be piloted in
50 districts w.e.f. Rabi 2010-11 season. Under the
proposed scheme, the key modifications to the existing
scheme include:

. Reduction of Insurance Unit to Gram Panchayat
(3 to 4 villages) level for major crops

. Guaranteed yield to be based on average of past
7 years, excluding the year(s) in which a natural
calamity may have been declared by the
government

. Existing 60 per cent indemnity limit to be
upgraded to 70 per cent

. Coverage of pre-sowing and post-harvest risks

. On-account payment of compensation during the
season upto 25 per cent of likely claims, using
weather index, crop health index, etc.

. Individual farm assessment of claims in case of
localised risks like hailstorm, landslide, etc.

. Premium rates to be based on actuarial regime
with up-front subsidy provided by the
government, and insurance company would be
responsible for all claims in actuarial regime.

Weather Insurance

1.4.10.3 The Government of India is piloting Weather
Based Crop Insurance Scheme (WBCIS) in a few
states as a substitute for National Agricultural
Insurance Scheme (NAIS) since Kharif 2007 to
evaluate the strengths and weaknesses of these
models. Weather (Rainfall) based crop insurance was
implemented on a pilot basis in Karnataka during
Kharif 2007 season, and subsequently in Bihar,
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Chhattisgarh, Madhya Pradesh and Rajasthan during
Rabi 2007-08 season. The pilot study was extended
to about 10 states during 2008-09, and 14 States
during 2009-10. During 2009-10, AIC covered over 2
million farmers who grew crops on over 2.7 million
hectares for a sum insured of ¥4,000 crore, earning a
premium of X360 crore. The private insurers who have
been permitted by the government to participate in
such coverage, implemented the pilot WBCIS in seven
states, covering 0.24 million farmers who grew crops
on over 0.64 million hectares for a sum insured of
3850 crore, earning a premium of 393 crore. The pilot
WBCIS implemented in the country is the World’s
largest weather insurance programme in the
agriculture sector. The outlook of WBCIS for 2010-11
appears bright, as the coverage during Kharif 2010
alone exceeded the entire coverage of 2009-10.

Insurance of Plantation Crops

1.4.10.4 To mitigate the increasingly uncertain
production risk of Plantation and Spices Crops, the
government of India is considering a proposal of
comprehensive crop insurance for crops like tea,
rubber, tobacco, cardamom, pepper, etc. Meanwhile
a pilot coconut palm insurance designed by AIC in
association with Coconut Development Board (CDB)
has been piloted in about 20 districts spread across
seven states. Insurance proposals for other crops are
presently being examined by the government. AIC has
been implementing rainfall based insurance for coffee
with premium subsidy from the Coffee Board, since
2007.

4.11 MICRO INSURANCE

1.4.11.1 InIndia, more than two-third of the population
lives below poverty line and therefore importance of
micro insurance is undeniable. Most of the people in
this segment are not only illiterate, their level of
awareness about insurance is also very low. In order
to facilitate penetration of micro insurance to the lower
income segments, IRDA has formulated the Micro
Insurance regulations. Micro Insurance Regulations,
2005 provides a platform to distribute insurance
products which are affordable to the rural and urban
poor and to enable micro insurance to be an integral
part of the country’s wider insurance system.

1.4.11.2 The main thrust of micro insurance regulations
is protection of low income people with affordable
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insurance products to help cope with and recover from
common risks with standardised popular insurance
products adhering to certain levels of cover, premium
and benefit standards. These regulations have allowed
Non Government Organisations (NGOs) and Self Help
Groups (SHGs) to act as agents to insurance
companies in marketing the micro insurance products
and have also allowed both life and non-life insurers
to promote combi micro insurance products.

Life Insurance Sector

1.4.11.3 The total premium income under micro-
insurance portfolio for the year 2009-10 was 3402
crore. It nearly doubled from the previous year’s
premium income of 3206 crore. While LIC contributed
94 per cent of the total premium under micro-
insurance, the remaining 6 per cent was contributed
by the private insurers.

TABLE 49
NEW BUSINESS UNDER MICRO INSURANCE PORTFOLIO FOR 2009-10

(Premium in X lakh)

Insurer Individual
Policies Premium
Private 998809 839.78
LIC 1985145 14982.51
Total 2983954 15822.29

Group
Schemes Lives covered Premium
17 1895143 1472.09
5190 14946927 22869.72
5207 16842070 24341.81

Note: New business premium includes first year premium and single premium.

1.4.11.4 With the notification of IRDA (micro insurance)
Regulations 2005 by the Authority, there has been a
steady growth in the design of products catering to
the needs of the poor. The flexibilities provided in the
Regulations allow the insurers for composite covers
or package products. The insurance companies are
now offering already approved general products as
micro insurance products with the approval of the
Authority, if the sum assured for the product is within
the range prescribed for micro insurance.

1.4.11.5 Fourteen life insurers have so far launched
28 micro insurance products. Of those, 15 are for
individuals and the remaining 13 are for groups.
(Statement No. 37). Through these various schemes,
the life insurance companies have insured 198.26 lakh
individuals during 2009-10.

1.4.11.6 As on 1%t April, 2009, there were 7,250 micro
insurance agents with life insurance companies.
During the year under review, while 2,380 new
individual agents were added, 954 agents have been
removed. As such, by the end of March 2010, there
were 8,676 individual micro insurance agents in India.

MICRO INSURANCE AGENTS OF LIFE INSURERS

TABLE 50
Insurer As on 1%t April, 2009 Additions
Private 603 309
LIC 6647 2071
Total 7250 2380

Deletions As on 315t March, 2010
142 770
812 7906
954 8676

[.4.11.7 During 2009-10, insurance companies have
received a total of 44,016 claims under group
insurance schemes. Out of which, 43,463 claims were
accepted and benefits worth X178 crore were paid to
the nominees of policyholders.
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1.4.11.8 Under individual insurance schemes, a total
of 7,574 claims were received and 7,508 were
accepted. The total benefits paid were ¥8.19 crore.
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TABLE 51

GROUP DEATH CLAIMS UNDER MICRO INSURANCE PORTFOLIO — 2009-10

(Benefit Amount in Xlakh)

Insurer

Private

LIC

Total

Total Claims Claims paid
Payable

No of Benefit No of Benefit
Lives  Amount Lives  Amount
2354 603.60 2288 579.57
(97.20) (96.02)

41662 17328.25 41175 17188.61
(98.83) (99.19)

44016 17931.85 43463 17768.18
(98.74) (99.09)

Claims repudiated  Claims pending

as on 31%t March, 2010

No of Benefit No of Benefit
Lives Amount Lives  Amount
62 23.26 4 0.77
(2.63) (3.85) (0.17) (0.13)
- - 487 139.64

- - 2.17) (0.81)

62 23.26 491 140.41
(0.14) (0.13) (1.12) (0.78)

Note: Figures in brackets show percentage of the respective total claims

TABLE 52

INDIVIDUAL DEATH CLAIMS UNDER MICRO INSURANCE PORTFOLIO — 2009-10

(Benefit Amount in X lakh)

Insurer

Private

LIC

Total

Total Claims Claims Claims Claims written  Claims pending
Payable paid repudiated back as on
31st March, 2010
No of Benefit No of Benefit No of Benefit No of Benefit No of Benefit
Policies Amount Policies Amount Policies Amount Policies Amount Policies Amount
3441 188.31 3406 182.05 28 4,98 0 0.00 7 1.28
(98.98) (96.67) (0.81) (2.64) (0.00) (0.00) (0.20) (0.68)
4133 642.92 4102 637.17 25 4.36 1 0.27 5 1.12
(99.25) (99.11) (0.60) (0.68) (0.02) (0.04) (0.12) (0.17)
7574 831.23 7508 819.22 53 9.34 1 0.27 12 2.40
(99.13) (98.55) (0.70) (1.12) (0.01) (0.03) (0.16) (0.29)

Note: Figures in brackets show percentage of the respective total claims

Duration wise settlement of claims

1.4.11.9 Life insurance companies have operated with
much efficiency in settlement of claims under micro-
insurance portfolio. While they have settled 98.83 per

TABLE 53

cent of individual insurance claims within 30 days of
intimation, the same for group insurance schemes was
99.48 per cent. LIC was quicker in settlement of claims
than private insurers.

DURATION-WISE SETTLEMENT OF DEATH CLAIMS IN MICRO
INSURANCE INDIVIDUAL CATEGORY — 2009-10

(No. of Policies)

Insurer

Private

LIC

Total

Duration
Within 30 Days  31to 90 91to 180 181 Days Morethan Total Claims
of Intimation Days Days to 1Year 1Year Settled

3324 49 17 16 0 3406
(97.56) (1.44) (0.50) (0.50) (0.00)

4097 0 5 0 0 4102
(99.88) (0.00) (0.12) (0.00) (0.00)

7421 49 22 16 0 7508
(98.83) (0.65) (0.29) (0.23) (0.00)

Note: Figures in brackets show percentage of total claims settled.
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TABLE 54
DURATION-WISE SETTLEMENT OF DEATH CLAIMS IN MICRO INSURANCE
GROUP CATEGORY — 2009-10

(No. of Policies)

Insurer Duration
Within 30 Days 31to 90 91to 180 181 Days More than Total Claims
of Intimation Days Days to 1 Year 1Year Settled
Private 2176 83 22 5 2 2288
(95.10) (3.63) (0.96) (0.22) (0.09)
LIC 41059 116 0 0 0 41175
(99.72) (0.28) (0.00) (0.00) (0.00)
Total 43235 199 22 5 2 43463
(99.48) (0.46) (0.05) (0.01) (0.00)

Note: Figures in brackets show percentage of total claims settled.

Non-Life Insurance Sector

1.4.11.10 There are a number of products offered by
all registered general insurance companies targeting
low income segment of the population. These include
Janata Personal Accident Policy, Gramin Personal
Accident Policy, Cattle/Livestock insurance etc.
Further, there are a number of tailor-made/ group
micro insurance policies offered by private and public
insurers for the benefit of these segments. Micro
insurance being a low-price, high-volume business,
its success and sustainability depends mainly on
keeping the transaction costs down.

1.4.11.11 Section 32B and 32C of the Insurance Act,
1938 and IRDA (Obligations of insurers to Rural or
Social Sector) Regulations, 2002 stipulates obligations
to insurers in respect of rural and social sector, which
have also contributed towards development and
promotion of micro insurance products by insurers in
the country.

4.12 DIRECTIONS, ORDERS AND REGULATIONS
ISSUED BY THE AUTHORITY

1.4.12.1 The Authority issued a number of Circulars,
Directions and Orders during 2009-10. The list of all
such Circulars, Directions and Orders are placed at
Annex 8. The Annex covers all such Circulars,
Directions and Orders issued during the year under
report till 30" September, 2010. In addition, the details
of all Regulations notified by the Authority till
30" September, 2010 are placed at Annex 9.
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4.13 RIGHT TO INFORMATION (RTI) ACT, 2005.

1.4.13.1 During 2009-10, the Authority nominated the
following officers as Public Information Officers (PIO)
under the Section 19 (1) of RTI Act, 2005.

No. Name of the CPIO Subject related to

1 Prabodh Chander Non-Life, Hindi, Health
Insurance, Legal and
Intermediaries

2 K Subrahmanyam  Actuarial

3 Kunnel Prem Life Insurance

4 A. Giridhar Inspections, Consumer

Affairs, Accounts,
Administration,
Information Technology,
Agents and Agents
Training Institutes

Dr. R Kannan, Member (Actuary) was nominated as Appellate
Authority under Section 19 of the RTI Act. Prior to this, C R
Muralidharan was the Appellate Authority till 3 November,
20009.
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PART Il
REVIEW OF WORKING AND OPERATIONS

1. REGULATION OF INSURANCE AND
REINSURANCE COMPANIES

[1.L1.1 Submission of report on performance of
products

The Authority has mandated that while filing the
products under the File and Use procedure, a report
regarding the performance of the products currently
in existence in the same class for more than two years
shall also be filed, certified by the Appointed Actuary
of the insurance company.

I1.1.2 Submission of Financial Viability Certificate

Risk based pricing involves availability of a strong
database and analysis of the pricing of products, to
measure the underwriting impact, test the profitability
of products, etc. Thus, the role of Appointed Actuaries
has to be enhanced significantly so that the non-life
insurers are in a position to cope with public demand
for competitively priced non-life products and at the
same time ensure availability of solvency on a
continuous basis. Due importance must also be given
to the profit to be generated by each product. Keeping
in view all these requirements the following measures
have been initiated:

e The Appointed Actuary must be given necessary
infrastructure in the office of the non-life insurer
so that he/she can function effectively and lead
the team members in the actuarial department.

The Appointed Actuary shall be invited for all the
Board Meetings of the non-life insurance
company.

e« The Appointed Actuary has to certify that each
product is financially viable.

*  The Appointed Actuary must help the insurer to
ensure the availability of required solvency of the
company at all points of time and wherever

deficiency is noticed the Board must be informed
for necessary action. In the event of no action/
inadequate action, the Authority shall be kept
informed.

e The Appointed Actuary has to prepare the
financial condition report of the non-life insurance
company, and in this context the Regulator will
give necessary guidance very shortly.

I1.1.3 Submission of compliance report for
Facultative Reinsurance Placements

In order to monitor compliance with Regulation 2(f)
and 3(8) of IRDA (Reinsurance - General Insurance)
Regulations, 2000 the Authority has issued directions
requiring every insurer to submit on half yearly basis
confirmation of compliance with the regulations and
to give details of all facultative placements made by
the company within one month from the close of the
half year.

2. INTERMEDIARIES ASSOCIATED WITH THE
INSURANCE BUSINESS

Insurance Agents

11.2.1 The year 2009-10 witnessed a 1.39 per cent
increase in the number of individual agents. The
number of the agents has gone up from 29.38 lakh as
on 1t April, 2009 to 29.78 lakh as on 31t March, 2010.
While the private life insurers reported a decrease of
1.07 per cent, LIC showed an increase of 4.31 per
cent in the number of individual agents. As at
31t March, 2010, the number of agents registered
with LIC stood at 14.03 lakh (13.45 lakh in 2008-09).
The corresponding number for private sector insurers
was 15.75 lakh (15.93 lakh in 2008-09). The attrition
was higher in case of private sector insurers at
6,42,439 more than two times, as against 2,54,596
for LIC.

TABLE 55
DETAILS OF INDIVIDUAL AGENTS : LIFE INSURERS

Insurer As on 1st April, 2009 Additions Deletions As on 31t March, 2010
Private 1592579 625336 642439 1575476
LIC 1344856 312547 254596 1402807
Total 2937435 937883 897035 2978283
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11.2.2 The turnover of agents continued to be a matter the insurers who invest considerably in terms of money
of concern for the industry even in the year 2009-10. and time on prospecting, appointing and training of
While the number of agents appointed was 9.37 lakh, individual agents. Secondly, the policies procured by
the number of agents terminated was as high as 8.97 these agents are rendered “orphan” upon termination
lakh. The scenario was worse for private insurers as of the respective agent, and thereafter often result in
compared to LIC. The private insurers appointed 6.25 lapsation due to absence of servicing support. Thirdly,
lakh agents, while at the same time terminating 6.42 the image of the profession of agents too suffers a
lakh agents. On the other hand, LIC terminated 2.54 setback since the public in general, and prospective
lakh agents while appointing 3.12 lakh agents. Thus, agents in particular, perceive it as lacking in stability,
the public sector insurer was a net contributor to the thus making it more difficult for insurers to enrol
agency force. Such high turnover in the agency force committed agents. It is, therefore, in the interest of all
is a matter of concern, as it could have negative stakeholders to work at finding a viable solution to
consequences for the life insurance industry as a reduce the turnover of individual agents and improve
whole. Firstly, it is a huge drain on the financials of their productivity.

TABLE 56
DETAILS OF CORPORATE AGENTS : LIFE INSURERS
Insurer As on 1%t April, 2009 Additions Deletions As on 315t March, 2010
Private 2091 686 357 2420
LIC 415 167 72 510
Total 2506 853 429 2930

11.2.3 As on 31t March, 2010 the number of corporate CHANNEL-WISE NEW BUSINESS PERFORMANCE

agents stood at 2,930. While 853 new corporate Individual New Business
agents were added during 2009-10, licences of 429 I1.2.5 For the first time since the opening up of the

corporate agents were terminated, resultingina 16,92~ Insurance sector to private participation, individual
agents have held on to their share in the new business

per cent increase (3.77 per cent in 2008-09) in the  remjum. The share of individual agents in the new
number of corporate agents over the previous year. business premium, underwritten increased marginally
to 79.61 per cent in 2009-10, as against 79.57 per

1.2.4 It has been observed that the agents are opting cent in 2008-09.

for transfer of their agency licence from one insurance 1.2.6 Amongst the other channels, banks increased
their share in new business premium from 9.69 per

cent in 2008-09 to 10.60 per cent in 2009-10. The
policyholders have been put to inconvenience apart  share of direct selling decreased from 4.76 per cent
from losing the benefits of the policy due to in 2008-09 to 4.13 per cent in 2009-10. While the
private insurers have procured 10.73 per cent of their
new business through the direct selling channel, LIC
interests of policyholders has stepped-in to mandate did not procure any new business through this
that “every insurance company shall make adequate ~ channel, and has yet to make in-roads through this
channel of distribution to procure new individual
business.

company to another company. In such cases, the
discontinuance of service. The Authority, in the

arrangements for servicing of policies” before issuing
No Objection Certificate (NOC) to the concerned )
I1.2.7 The share of corporate agents in the new

agent. Both, the insurers and corporate agents are business premium procured by the private life insurers
required to inform the policyholders, in writing, about is significant at 35.16 per centin 2009-10 as compared
the arrangements made to service their policies as ~ © 31.70 per cent in 2008-09. On the other hand, LIC

) o has continued to rely on its agency force, and 97.75
well as to ensure that they fulfil obligations to per cent of its new business premium is procured by
policyholders at the levels prescribed by IRDA. individual agents.
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TABLE 57
INDIVIDUAL NEW BUSINESS PERFORMANCE OF LIFE INSURERS FOR 2009-10 — CHANNEL WISE

(Figures in per cent)

Life Insurer Individual Corporate
Agents Agents
Banks Others*
Private Total 50.67 24.88 10.28
LIC # 97.75 1.64 0.52
Industry Total 79.61 10.60 4.28

Brokers Direct Total Referrals
Selling Individual
New
Business
3.44 10.73 100.00 7.85
0.09 0.00 100.00 0.18
1.38 4.13 100.00 3.13

*Any entity other than banks but licenced as a corporate agent.

# Does not include its overseas new business premium.
Note:

1) New business premium includes first year premium and single premium.

2) The leads obtained through referral arrangements have been included in the respective channels.

INDIVIDUAL NEW BUSINESS PREMIUM OF LIFE INSURERS -
CHANNEL WISE

100.00
80.00
M Private
60.00 WmLICH
Total
40.00 -
20,00 -
0.00 - .
Individual Corporate Corporate Brokers Direct Selling
Agents Agents - Banks Agents - Others

# Does not include its overseas new business premiums.

Group New Business

[1.2.8 Direct selling continues to be the dominant
channel of distribution for group business, with a
market share of 89.34 per cent during 2009-10 (86.34
per cent in 2008-09).

[1.2.9 While LIC procured 7.44 per cent of the group
business through the traditional individual agency
force, the private insurers procured only 0.75 per cent
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through this channel. The contribution of this channel
stood at 12.11 per cent and 0.32 per cent respectively
for LIC and the private insurers in 2008-09. Another
important channel for procuring business for the
private sector insurers has been the banking sector.
During 2009-10, bancassurance contributed 8.67 per
cent of the total group business of the private insurers
(as against 9.19 per cent in 2008-09).
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TABLE 58
GROUP NEW BUSINESS PERFORMANCE OF LIFE INSURERS FOR 2009-10 — CHANNEL WISE

(Figures in per cent)

Life Insurer Individual Corporate
Agents Agents
Banks Others*
Private Total 0.75 8.67 4.96
LIC# 7.44 0.06 0.31
Industry Total 5.81 2.15 1.44

Brokers Direct Total Referrals
Selling Individual
New
Business
1.88 83.74 100.00 0.62
1.05 91.15 100.00 -
1.25 89.34 100.00 0.15

*Any entity other than banks but licenced as a corporate agent.

# Does not include its overseas new business premium.

Note: 1) New business premium includes first year premium and single premium.
2) The leads obtained through referral arrangements have been included in the respective channels.

GROUP NEW BUSINESS PREMIUM OF LIFE
INSURERS - CHANNEL WISE

100.00

90.00

80.00 —

70.00 —

60.00 ~ mPrivate

50.00 ——  EmLC #

Total

40.00 -

30.00 —

20.00 —

10.00 —

OOO _J . . T L
Individual Agents  Corporate Carporate Brokers Direct Selling

Agents - Banks  Agents - Others

# Does not include its overseas new business premium

Individual and group business

11.2.10 Individual agents continue to play a major role
in procuring new insurance business. At the aggregate
level (individual and group business together) they
contributed 60.91 per cent of the total new business.
However, there was a decline in the contribution of
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individual agents from 65.45 per cent in 2008-09.
Direct sales, as a channel, had witnessed a noticeable
growth in underwriting new business, as compared to
the previous year. This mode had contributed 25.73
per cent of the total new business in 2009-10 as
compared to 21.11 per cent during 2008-09.
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TABLE 59
NEW BUSINESS PREMIUM (INDIVIDUAL AND GROUP) OF LIFE INSURERS FOR 2009-10
— CHANNEL-WISE

(Figures in per cent)

Life Insurer Individual Corporate
Agents Agents

Banks Others*

Private 41.85 22.02 9.34
LIC# 71.14 1.17 0.46
Total 60.91 8.46 3.56

Brokers Direct Total Referrals
Selling Individual
New
Business
3.16 23.63 100 6.57
0.37 26.86 100 0.12
1.34 25.73 100 2.37

*Any entity other than banks but licenced as a corporate agent.

# Does not include its overseas new business premium.

Note: 1) New business premium includes first year premium and single premium.
2) The leads obtained through referral arrangements have been included in the respective channels.

80.00

NEW BUSINESS PREMIUM OF LIFE INSURERS
(INDIVIDUAL & GROUP)

70.00

60.00

50.00

W Private

HLIC

40.00 -

Total

30.00 -

20.00 -

10.00

0.00 - T

Individual Agents Corporate Corporate
Agents - Banks  Agents - Others

Brokers Direct Selling

# Does not include its overseas new business premium

SURVEYORS AND LOSS ASSESSORS

11.2.11 IRDA issues licences to surveyors and loss
assessors in terms of Section 64UM of the Insurance
Act, 1938. Anindividual, a company or a firm wanting
to act as a surveyor and loss assessor has to make
an application to the Authority in the prescribed format
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for the purpose. The Insurance Surveyors and Loss
Assessors (Licensing, Professional Requirements and
Code of Conduct) Regulations, 2000 lay down the
process of filing an application for procurement of
licence with IRDA.
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11.2.12 During the financial year 2009-10, the IRDA
has enrolled 673 applicants as Trainee Surveyors and
has issued 373 fresh licences to Trainee surveyors
on completion of practical training and passing of
requisite examinations. The IRDA has renewed 2,175
licences during 2009-10 after fulfilment of all the
regulatory requirements. Further, for the first quarter
of 2010-11, 359 renewal licences have been issued.

TABLE 60

NUMBER OF LICENCES ISSUED TO
SURVEYORS AND LOSS ASSESSORS

April 2009 to April 2010 to
March 2010 June 2010
Fresh licences
Individual 335 73
Corporate 38 9
Renewals
Individual 2117 341
Corporate 58 18
Trainee Enrolments 673 178

11.2.13 In judicious exercise of the powers and the
discretion vested in the Authority under Section 14(1)
of the Insurance Regulatory and Development
Authority Act, 1999 read with Regulation 9(1) of the
Regulations, the Authority vide Order no.IRDA/SURV/
ORD/LS/153/09/2010 on 6™ September, 2010
suspended the licence of Shri Sukumal K Choudhary
bearing licence no. 2555. The Authority has also
issued Circular no.27/IRDA/SURV/CIR/AUG10 dated
27" August, 2010 to all the non-life insurance
companies on appointment of Surveyors and Loss
Assessors. The directions issued by the IRDA stipulate
that all losses above 20,000, except for those losses
which are notified by the Central Government in the
Gazette No.F.51 (15)-INS.1/69 dated 30" May, 1970,
shall be surveyed only by surveyors and loss
assessors, who hold a valid licence issued by the
Authority to work as surveyors and loss assessors for
such category of business as may be specified in the
licence.
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TABLE 61
GRIEVANCES RELATING TO SURVEYORS AND
LOSS ASSESSORS

For the period Received Addressed

April 2009-
March 2010 77 77
April-June 2010 33 33

3. LITIGATIONS, APPEALS AND COURT
PRONOUNCEMENTS

11.3.1 The details of the litigation in terms of cases
filed before the Supreme Court, various High Courts,
Consumer Courts, Civil Courts, Motor Accidents Claim
Tribunal (MACT), Monopolies and Restrictive Trade
Practices (MRTP) Commission and Lok Adalat, as also
cases disposed/dismissed during the year are
provided below:

TABLE 62
DETAILS OF CASES FILED

Particulars No. of Cases
Cases filed in the Supreme Court 0

Writ Petitions filed in various

High Courts 45
Writ Appeals/LPA’s filed

in various High Courts 5
Review/Restoration Petitions

filed in various High Courts 3
Contempt Petitions filed in

various High Courts 1
Consumer cases filed 25
Civil cases filed 1
MACT/MRTP/Lok Adalat cases filed 1
TOTAL 81

LPA: Letters Patent Appeal



ANNUAL REPORT 2009-10

11.3.2 The following Table gives details on the petitions/
cases disposed/dismissed during the year:

TABLE 63
PETITION /CASES DISPOSED/DISMISSED

Particulars No. of Cases
With Without
directions directions
to IRDA* to IRDA
Writ Petitions
disposed/ dismissed 7 12
Writ Appeals / LPA’s
disposed /dismissed 0 3
Review / Restoration
Petitions disposed /
dismissed 1 0
Contempt Petitions
disposed / dismissed 0 1
Consumer cases
disposed/ dismissed 0 7
Civil cases
disposed/ dismissed 0 2
MACT/MRTP/Lok
Adalat cases
disposed/ dismissed 0 1
TOTAL 8 26

*(In six cases, IRDA was directed to dispose the representations
filed before it; In one case, IRDA was directed to renew the
licence of the petitioner TPA, against which Order, the IRDA
has filed an appeal; In one case, IRDA was permitted to
withdraw a letter issued by it rejecting the application of
petitioner for grant of surveyor licence, with liberty to take
decision in accordance with the law).

LPA: Letters Patent Appeal
SIGNIFICANT ORDERS PASSED DURING 2009-10

[1.3.3 SLP No. 7598/ of United India Insurance Co.
Ltd Vs. Baspa Organics Ltd & Ors before the
Supreme Court of India

Baspa Organics Ltd., filed a claim before the National
Consumer Disputes Redressal Commission (NCDRC)
against United India Insurance Co Ltd for repudiating
the fire insurance claim made by them on the ground
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that the policy was taken by them for excessive value
and that material facts had been suppressed at the
time of taking the policy. IRDA was also impleaded
as a party to the petition. The NCDRC rejected the
grounds raised by the insurer and directed them to
pay an amount of ¥5,31,71,000 to the policyholder
which order was challenged by the insurer. In their
defence, IRDA took the plea that it is performing
statutory duties under the IRDA Act and does not
render any service for consideration within the
meaning of the Consumer Protection Act.

Order: The Supreme Court by its order dated
11" May, 2009, dismissed the petition with the
observation that there were no grounds to interfere
with the Order passed by the NCDRC.

11.3.4 Case No. 842/08 @ Sripad Commodity &
Derivatives P. Ltd.Vs. NIA & Ors before the District
Consumer Forum, Hyderabad, AP

Sripad Commodity & Derivatives P. Ltd. filed a
complaint challenging the action of New India
Assurance Co. Ltd., in repudiating the claim made by
them under the stock brokers indemnity insurance
policy, on the ground that the claim did not fall within
the purview of the policy. IRDA, which was impleaded,
as a party, took the plea that it is performing statutory
duties under the IRDA Act, and does not render any
service for consideration within the meaning of the
Consumer Protection Act, and that it was neither a
proper nor necessary party to the said proceedings
and on the said basis sought for the deletion of its
name from the array of parties.

Order: The Hon’ble Forum accepted the plea of IRDA,
and observed that being a statutory body set up by
an Act of Parliament, IRDA does not charge any fees
or receive any consideration for the functions
discharged by it and hence, the complainant would
not be a consumer vis-a-vis IRDA and thereafter by
its Order dated 9" October, 2009 dismissed the
complaint.

11.3.5 Suit No. 06/2009 @ Harish Kumar Vs NIC &
Ors before the Tiz Hazari Court, Delhi

Suit filed by the plaintiff, the proprietor of M/s Nulife
Hospital and Maternity Centre, inter alia, challenging
the termination of contract entered into with the TPA,
E-Meditek Solutions Ltd., for providing cashless
facilities to the patients for undergoing treatment at
his medical centre, without citing any reasons thereof
and had sought for settlement of payment of dues.
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Since no reliefs were sought against it, IRDA which
had been impleaded as one of the defendants took
the plea that it is not concerned with the contractual
disputes between the plaintiff and the TPA and that it
is not empowered to resolve or adjudicate the disputes
between the plaintiff and the defendants 1 and 2 and
to this effect had filed a written statement alongwith
an application under Order 1 Rule 10(2) CPC seeking
deletion of its name from the array of parties.

Order: While accepting the plea of IRDA, the Ld.
Judge was pleased to dispose off the said application
filed on behalf of IRDA and vide Order dated
26" November, 2009 ordered deletion of the name of
IRDA from the array of parties.

11.3.6 W.P. No. 1521/08 @ Hazera Khatun Vs. NIC &
Ors in the High Court of Guwahati

The petitioner challenged the action of National
Insurance Co. Ltd of repudiating her claim upon the
death of her husband, stated to be covered under the
Group Personal Insurance Policy taken by Golden
Multi Services Club Ltd. (GMSC) from NIC, insuring
all the members of the Club.

The claim was repudiated on the ground that it was
not submitted by GMSC Ltd. within a period of 90 days
from the date of the accident. The petitioner submitted
that she had filed her claim form for payment of the
assured sum, within the prescribed period i.e., two
months from the date of accident but that the same
was forwarded by the GMSC to the insurer beyond
the prescribed period.

Order: The Court by its Order dated 2™ March, 2010
while observing that as the claim was lodged by the
petitioner within the prescribed period and the GMSC
Ltd., had failed to submit the same to the insurer within
the agreed period, the insurer ought not to have, in
the absence of any other reason, rejected the claim
of the petitioner and on that basis quashed the
repudiation of the insurer and directed the insurer to
make payment of such amount(s) due to the petitioner.

4. INTERNATIONAL
INSURANCE

CO-OPERATION IN

International Association of Insurance Supervisors
(IAIS)

I1.4.1 The International Association of Insurance
Supervisors (IAIS) was established in 1994 to promote
cooperation among insurance supervisors and other
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financial sector supervisors. Over the years, the
membership has grown and insurance supervisors
from over 180 jurisdictions have become member of
the IAIS. The IAIS has over 100 organisations and
individuals representing professional associations,
insurance and reinsurance companies, international
financial institutions, consultants and other
professionals as observers. This involvement reflects
the increasing global nature of insurance markets and
the need for consistent supervisory standards and
practices. In addition, it recognises the important
contribution that strong supervisory regimes make
which leads to financial stability both within respective
jurisdictions and across markets. The IAIS provides
an effective forum for standard-setting and
implementation activities by providing opportunities
to both practitioners and policy makers to share their
expertise, experience and understanding.

11.4.2 The IAIS’s activities are undertaken with active
guidance of its Executive Committee, which comprises
of 15 voting members elected from different regions
across the globe and the Chair of the Budget
Committee who is an ex-officio non-voting member.
This is complemented by the Technical Committee,
the Implementation Committee and the Budget
Committee, supported by their working parties. The
day-to-day business and affairs of the IAIS are taken
care of by its Secretariat, located at the Bank for
International Settlements in Basel, Switzerland.

11.4.3 The IAIS develops principles, standards and
guidance for effective insurance supervisory regimes.
In doing so, it acts as a facilitator to establish and
maintain fair and efficient insurance markets for the
benefit and protection of policyholders. The IAIS also
prepares ‘Issue Papers’ that provide background on
specific areas of interest to insurance supervisors.

I1.4.4 The IAIS collaborates closely with other
international financial institutions; international
associations of supervisors; and regulators to
participate in and contribute to the shaping of financial
systems globally. The IAIS is also one of the
constituting bodies of the Joint Forum and participates
in the activities of its working groups. The IAIS is also
represented on the Financial Stability Forum. The
IAIS provides input to the International Accounting
Standards Board (IASB) for its work on the
International Financial Reporting Standards (IFRS)
and more particularly on those standards, which are
specifically relevant to the insurance sector. The IAIS
is a member of the IASB’s Standards Advisory Council
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as well as official observer of its Insurance Working
Group and Financial Instruments Working Group. It
also has observer status on the Financial Action Task
Force (FATF) which combats money laundering and
terrorist financing.

11.4.5 The Authority is represented by its Chairman
on the Executive Committee, Technical Committee
and Implementation Committee and various Task
Forces constituted by the EC of the IAIS, and by its
Members on the various sub-committees of IAIS
looking into insurance contracts, accounting aspects,
insurance laws, reinsurance, financial conglomerates,
solvency, frauds, etc. Chairman, IRDA heads the
Implementation Committee and also Implementation
Activities Approval sub-committee (IAAS). The details
of various committees /sub-committees on which IRDA
is represented are given in the Table below:

TABLE 64
COMMITTEES / SUB-COMMITTEES OF IAIS

® Executive Committee

® Technical Committee

® Implementation Committee

® Implementation Activities Approval Subcommittee

® Insurance Groups and Cross Sectoral Issues
Subcommittee

® Governance and Compliance Subcommittee

® Reinsurance & Other Forms of Risk Transfer
subcommittee/Reinsurance Mutual Recognition
Sub-group

® Insurance Frauds Subcommittee

® Solvency Subcommittee

® Insurance Contracts Subcommittee

® Pension Coordination Group

® Market Conduct Subcommittee

® Micro Insurance Joint Working Group (CGAP)

11.4.6 In the aftermath of the global financial crisis,
the various committees of the IAIS are particularly
focussing on issues relating to developing and
maintaining a comprehensive and cohesive set of
supervisory papers on group-wide supervision of
insurance activities; and cross-sectoral issues and
these related to the supervision of financial
conglomerates. The other area of considerable
importance is the disclosure and transparency of
information to policyholders, consumer protection and
coordination between supervisors or other bodies
dealing with various aspects of market conduct of
insurers and intermediaries.

5. PUBLIC GRIEVANCES
I1.5.1 LIFE INSURERS

The Grievances Cell of the Authority receives
grievances from the policyholders against insurance
companies. Such complaints are forwarded to the
companies for resolution at their end. The insurance
companies are required to keep the Grievances Cell
of IRDA informed about the status of respective
grievances and whether the same have been resolved
or otherwise. As on 315t March, 2010, there were 395
complaints pending with the Authority pending
resolution by life insurance companies. During the year
2009-10, the Authority received 2,449 complaints
(1,794 in 2008-09), out of which, 606 related to LIC
(481 in 2008-09) and 1,843 to private sector insurers
(1,313 in 2008-09).

STATUS OF GRIEVANCES : LIFE INSURERS

TABLE 65
Insurer Outstanding Greivances
as at Reported
31-03-2009 during 2009-10
LIC 186 606
PRIVATE 272 1843
TOTAL 458 2449

Resolved Outstanding
during as at
2009-10 31-03-2010
642 150
1870 245
2512 395
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11.5.2 During 2009-10, the insurance companies
resolved 86.4 per cent of the complaints (83.70 per
cent in 2008-09). While the private life insurers
resolved 88.4 per cent of the complaints registered
(83.0 per cent in 2008-09), LIC resolved 81.0 per cent

of the complaints (84.0 per cent in 2008-09) filed
against them with the Authority. As on
31s*March, 2010, 395 complaints are still pending with
the insurance companies, out of which 245 pertain to
private sector and 150 to LIC.

TABLE 66
BREAK-UP OF COMPLAINTS LODGED WITH GRIEVANCES CELL
(LIFE INSURANCE) DURING 2009-10

Sr.No. Nature of Complaints No. of Complaints In per cent
1 Wrong plan and term allotted 394 16.1
2 Mis-sale 186 7.6
3 Relating to unit linked charges 298 12.2
4 Non-refund of proposal deposit 64 2.6
5 Non-receipt of policy bond 217 8.9
6 Free-look Refund 100 4.1
7 Cancellation of policy 294 12.0
8 Error in policy schedule 38 1.6
9 Issue of duplicate policy 4 0.2
10 Adjustment of premium 129 5.3
11 Alterations in policy 94 3.8
12 Revival of lapsed policies 65 2.7
13 Nomination/Assignment of policies 5 0.2
14 Transfer of policy records 13 0.5
15 Non-receipt of statement of account/bonus 22 0.9
16 Non-payment of surrender value 48 2.0
17 Non-settlement of maturity payment 66 2.7
18 Correct surrender value not paid 105 4.3
19 Non-payment of claim 128 5.2
20 Repudiation of claim 35 1.4
21 Non-payment of annuities 39 1.6
22 Survival benefit not paid 11 0.4
23 Claim amount not correct 6 0.2
24 Partial withdrawal related 0.2
25 Penal interest not paid 10 0.4
26 Health Insurance related 29 1.2
27 NAYV related 14 0.6
28 Others 29 1.2
Total 2449 100.0
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11.5.3 An analysis of the complaints lodged with the
Life Insurance Grievance Cell in 2009-10 has revealed
that major causes of grievances of the policyholders

are wrong plan and term allotted (16.1 per cent),
relating to unit linked charges (12.2 per cent) and
cancellation of policy (12.0 per cent).

TABLE 67
STATUS OF GRIEVANCES - LIFE INSURERS
(APRIL - JUNE 2010)

Insurer Outstanding Grievances Resolved Outstanding
as on Reported During as on
31.3.2010 during April to April to June 2010 30.06.2010
June 2010
LIC 150 246 141 255
Private 245 662 152 755
Total 395 908 293 1010

I1.5.4 During the first quarter of current financial year,
the Grievance Cell has received 908 complaints. Along
with the complaints outstanding as on 31 March 2010,
the Grievances Cell had 1,303 complaints to resolve.
As only 293 complaints were resolved during this
guarter, there were 1,010 complaints outstanding for
resolution.

Non-Life Insurers

I.L5.5 The non-life insurance companies resolved
79.63 per cent of the complaints outstanding and
received during the year. The private non-life
insurance companies resolved 89.47 per cent of the
complaints registered and public non-life insurance
companies resolved 71.61 per cent of the complaints
filgtd against them with the Authority. As on
31 March, 2010, 556 complaints were still pending
with the insurance companies for resolution, out of
which 129 pertained to private sector and 427
pertained to public sector non-life insurance
companies.

11.5.6 Ason 31t March, 2010, a total of 556 complaints
were outstanding against non-life insurance
companies. Of the pending grievances, 33.27 per cent
were on policy related issues, 43.71 per cent related
to non-settlement / delay in settlement of complaints,
and 18.53 per cent related to repudiation / partial
settlement of claims.

11.5.7 IRDA has registered 684 complaints during the
first quarter of the current financial year 2010-11. Of
these, 373 relate to public sector non-life insurance
companies, while the remaining 311 are against the
private sector companies. The public sector
companies resolved 127 (15.88 per cent) complaints,
while private insurers resolved 161 (36.60 per cent)
complaints and overall 288 (23.23 per cent) complaints
were resolved during the first quarter. As on
30" June, 2010, 952 complaints were pending with
the insurers. These are being actively followed up by
the Grievance Cell.

TABLE 68

STATUS OF GRIEVANCES - NON LIFE INSURERS DURING 2009-10

Insurer Outstanding  Grievances  Resolved  Outstanding Break-up of outstanding grievances
as on Reported during as on according to nature
31.03.2009 during 2009-10  2009-10 31.03.2010
A B C D
Public 443 1061 1077 427 126 198 81 22
(71.61)
Private 210 1015 1096 129 59 45 22 3
(89.47)
Total 653 2076 2173 556 185 243 103 25
(79.63) (33.27)  (43.71) (18.53) (4.50)

Note: Figures in brackets are percentage of the grievances resolved during the year.
A: Policy related issues C: Repudiation / partial settlement of claim
B: Non-settlement / Delay in settlement of claims D: Other reasons
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TABLE 69
STATUS OF GRIEVANCES - NON-LIFE INSURERS
(APRIL - JUNE 2010)

Insurer Outstanding Grievances
as on Reported
31.3.2010 during
April to June 2010
Public 427 373
Private 129 311
Total 556 684

Resolved Outstanding
During as on
April to June 2010 30.06.2010
127 673
(15.88)
161 279
(36.60)
288 952
(23.23)

Note: Figures in brackets are percentage of the grievances resolved during April to June 2010.

6. INSURANCE ASSOCIATION AND INSURANCE
COUNCILS

LIFE INSURANCE COUNCIL

11.6.1 The Life Insurance Council is a body set up
under section 64C of the Insurance Act, 1938. All life
insurers who have been granted certificate of
registration by IRDA, are members of the Council and
are represented by their respective CEOs. The Council
has two nominee members from the IRDA, one of
whom is the Chairman of the Council. The Secretary
General functions as the Chief Executive of the
Council. During 2009-10, the Council met six times.
The Council carries out it consultative work through
the standing sub-committees. In addition, as and when
specific areas of work are taken up, ‘working groups’
are constituted, to discuss and address emerging
issues from time to time. The committee-based
approach ensures participation by and valuable
contribution from a wide cross-section of senior
executives from the industry in very diverse areas of
operations of life insurance.

The details of the various activities taken up by the
Life Insurance Council during 2009-10 are indicated
below:

[1.6.2 The sub-committee of Chief Financial Officers
(CFOs) met three times during the year. Their
meetings were focused on various issues relating to
pre-budget memorandum for the Union Budget
2010-11, Service Tax exemption, New Direct Tax
Code and IFRS. This Committee actively held
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consultations through a series of core group meeting
to finalise the recommendations of the life industry on
the proposed Direct Tax Code. A core group of CFOs
headed by the Secretary General of the Life Council
met senior officials of IRDA in December 2009 to seek
clarifications on the Disclosure Requirements
stipulated by the Authority for the life insurance
industry.

11.6.3 The Human Resources and Administration
Committee was re-constituted during 2009-10. The
Committee met twice during the year. Besides
finalising the appraisal system for the employees of
the life Council; the committee deliberated on the
creation of a database of terminated employees for
reasons other than their non-performance. The
committee also deliberated on the idea of preparing a
common curriculum for the insurance industry with
endorsement from an authorised credible entity.

11.6.4 The Statistical Data sub-committee met formally
twice in 2009-10. The sub-committee has taken up
further work on examining the various data points and
additional requirements of data availability by various
stakeholders including the industry, regulator and
public. The collection and publication of data is shared
with the media with a view to improving awareness
about the performance of the life insurance industry.

11.6.5 The Legal and Compliance sub-committee met
three times during 2009-10. Several important
recommendations were made by the committee on
topics like corporate governance, demat of life policies,
combi products, etc.
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[1.6.6 The Underwriting sub-committee was
reconstituted in 2009-10. The committee met twice
during the year. The committee deliberated on the
changes required in the Declined Lives Database
(DLD). The committee also decided to prepare a
detailed roadmap on the approach to be adopted by
life insurance industry towards the medical centres /
doctors who are removed from the approved list of a
particular company.

11.6.7 Life Insurance awareness sub-committee met
four times during the year. The sub-committee
organised two press meets in November 2009 at
Lucknow and in March, 2010 at Ahmedabad to create
awareness about the importance of life insurance.
These events were widely covered by the print and
electronic media in tier Il cities. The CEO roundtable
was also held in Delhi on 24" June, 2009.

11.6.8 A major achievement for the life insurance
industry was exemption from service tax in case of all
ULIP charges other than fund management charges.
This announcement was made by the Hon. Finance
Minister while presenting the Union Budget 2010. This
was a big relief to the life industry.

11.6.9 Life Council held a workshop on Goods and
Services Tax (GST) in December 2009. The workshop
was attended by the CEOs and CFOs from the life
insurance industry. Ernst & Young conducted the
workshop. The Life Council is actively engaged with
E&Y in preparing a final representation on the
suggested model of GST for life insurance industry.

11.6.10 The Council's website continues to carry the
statistical data, latest news and other information.
Various new parameters have been included in the
quarterly statistical data which has been appreciated
by both the media and the industry. The number of
hits from different geographies — national and
international increased significantly after up-gradation
of the website’s design and interlinking it with websites
of IRDA, insurance Ombudsman and all life insurers.
The feedback/query/grievance forwarding mechanism
has been modified and the same continues to be
managed by the Secretariat of the Life Council.

The Life Council represented to IRDA on the following
matters during 2009-10.
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11.6.11 Electronic issuance of life insurance policies.
The recommendations were finalised after lot of
deliberations and discussions among the council
members. The legal opinion on electronic issuance
was also sought by the Life Council and submitted to
IRDA along with the recommendations of the industry
covering the following broad areas:

. Insurance of persons with disabilities.

. Compulsory cession of life business to General
Insurance Corporation (GIC).

. Public Disclosures of life companies.
. Introduction of UID (Unique Identification).

. Relaxation from exposure norms as prescribed
under IRDA Investment (Fourth Amendment)
Regulations, 2008.

. Exemption from Rule 17D of the Insurance Rules,
1939 for financial year 2008-09.

11.6.12 In addition to IRDA, the Life Council made a
representation on draft Direct Tax Code to Joint
Secretary, Tax Planning and Ministry of Finance in
the month of September 2009 to present the views of
life insurance industry. The meeting was also attended
by the Joint Secretary, Insurance and Pension division,
Ministry of Finance, representatives from IRDA and
the representatives of the life insurance industry.

11.6.13 Secretary General represented the life
insurance Council at various events in 2009-10
including the FICCI's 13" Conference on Insurance -
the Session on ‘Life Insurance 2020, IIC conference
on insurance business (Jaipuria Institute of
Management, Lucknow) and Intensive Programme on
Health Insurance conducted by Prof Howard J Bolnick,
etc. The Secretary General was also invited in various
respectable events such as NDTV India show - Money
Mantra, etc.

11.6.14 The Council is actively involved at various
meetings and conferences organised by the CII,
FICCI, ASSOCHAM, NIA, and other similar bodies.

1.6.15 The database of terminated agents whose
services were terminated for reasons other than
non-performance continues to grow in number and
usage.
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GENERAL INSURANCE COUNCIL

11.6.16 During 2009-10 with the induction of SBI
General Insurance Co. Ltd. and Max Bupa Health
Insurance Co. Ltd., the membership of the General
Insurance Council increased to 23.

11.6.17 The Executive Committee of the Council
comprises, apart from the nominees of IRDA viz.
Member (Non-life) as Chairman of the Council and
Executive Director (Non-life), the Secretary General,
and the Chief Executive Officers of all non-life
insurance companies, who have been granted
certificate of registration by IRDA.

11.6.18 During 2009-10, six meetings of the Executive
Committee of the Council were held. In addition, the
Council organised meetings of the Underwriting
Executives, Heads of Health Insurance Departments,
CFOs, and other Senior Executives of the
member-companies. In addition, the Secretary
General represented the non-life insurance industry
at various conferences, seminars, meetings of various
forums like FICCI, BCCI, Cll, ASSOCHAM, PRESS
Meets and other public initiatives in different cities
across the country and on the various Committees
constituted by IRDA. The Secretary General has also
represented the industry’s viewpoint and opinion on
various matters referred to the council by different
ministries like Ministry of Finance (Insurance Division),
Ministry of Transport and Ministry of Finance (Revenue
Division) and by the Central Board of Direct Taxes
(CBDT) officials.

11.6.19 In pursuance of the functions of General
Insurance Council, the following initiatives were
undertaken and activities were conducted during the
year with regard to technical, legislative and
regulatory, administrative, and accounts and taxation
issues.

Technical
Health

[1.6.20 A common portable product has been
developed by the Council’s committee and
recommended to IRDA. A set of standard formats have
also been developed to facilitate implementation of
the portable product, subject to approval by IRDA.
These formats comprise of standard

. Product Brochure;
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. Proposal forms;

. Policy wordings and schedules;
. Definition of key terms;

e Claims forms; and

. Renewal notice format.

11.6.21 The Council provided its views to the IRDA on
(i) the concept of ‘Health plus Life combi products’
leading to regulations allowing Health plus Life combi
products to be offered in the market; (ii) Senior Citizens
Policy regulations; and (iii) Introduction of Free-look
period in health insurance.

11.6.22 The matter related to parity between life and
non-life insurance companies in health insurance
portfolio was also pursued with IRDA.

Motor

11.6.23 The Superdari Case was pursued in the
Supreme Court of India. Personal delivery of notices
by the officers of the General Insurance Council to
Police Authorities across the country not only speeded
up the process of hearing in the Court but also resulted
in issuance of Government Order by a few states in
line with the issues raised by the Council in its petition.
This was later used to bolster the case for obtaining a
favourable judgment which should result in timely
action on recovery and disposal of stolen vehicles,
thereby resulting in savings of several hundred crore
rupees for the industry.

11.6.24 The concept paper on ‘issuance of one page
policy in Motor insurance’ was submitted to IRDA,
which was subsequently approved by the Authority.
The issuance of policy without attaching terms and
conditions would result in improvement of policy
issuing process and also result in savings on account
of document printing and paper costs to the tune of
several crores rupees for the non-life industry.

11.6.25 A project for developing long term Third Party
Liability rates for two wheelers was initiated. An
Actuary was appointed for this purpose. The support
offered by ICICI Lombard was enlisted to help the
consulting actuary with hardware, software and human
resources in processing and analysing the relevant
data.

11.6.26 The Concept of Motor Insurance Bureau (MIB)
was developed, deliberated upon and subsequently
approved by the Council. A committee was formed to
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identify technology stack and select a vendor for
building the MIB. The committee selected Tata
Consultancy Services as a vendor for the purpose.
Subsequently, the matter was discussed with the IRDA
and it was decided that the entire project would be
done under the aegis of Insurance Information Bureau
(11B) and the MIB concept would be extended to cover
all lines of business. The project was commissioned
by the Council with financial and infrastructural support
from IRDA. The creation of centralised data
warehousing, querying and reporting systems is a
major step in bridging the information gap prevailing
in the industry and in supporting macro level as well
as operational informational needs. The Bureau
should benefit the industry at large in times to come.

[1.6.27 The process of discussions with the
transporters was actively pursued with the aid of
statistics developed from the transactional level data
compiled by IRDA. Efforts were also made to impress
upon transporters to take a logical approach to pricing
of the third party liability portfolio. In this regard,
statistics related to road accident injuries and deaths
were analysed to explain the extent of potential claims
arising on their account. The impact of insurance
pricing on transport business economics was also put
in perspective to assuage the concerns of transport
bodies.

Indian Motor Third Party Insurance Pool (IMTPIP)

11.6.28 A reduction was obtained in the Pool
Administrator’'s fees to 1.25 per cent of the Pool
Premium resulting in savings of ¥35 crore to the
industry.

11.6.29 The proposal to permit retention of pool funds
with the respective insurance companies was
accepted by IRDA. This is expected to improve cash
flows, yield from investment income and financial
results of the industry participants.

Others

11.6.30 The project for sharing of data on losses over
%50 lakh in Fire, Engineering and Marine Portfolios
amongst the companies is under implementation.

11.6.31 In line with International best practices, the
general insurance market has adopted the revised
Institute Cargo Clauses (ICC) clauses in Marine
Insurance.
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Legislative and Regulatory

11.6.32 The Council provided its views in various matter
including the following:

e The insurance Industry’'s comments /
observations were furnished to IRDA/Ministry on
() Bill on Amendments to Insurance Act, 1938,
and (i) Bill on Amendments to Motor Vehicles
Act, 1988.

e Writing Third Party risks on Quota Basis.

. Public disclosures to be made by the non-life
insurance companies.

. Future Role of the IlISLA.

. Integrated Grievance Management System for
the industry.

e The Council sought revision in policy wordings
regarding coverage of occupants in a private car
and pillion rider on a two wheeler, These
submissions were made to IRDA, to ensure clarity
in the coverage, following the orders of Delhi High
Court. The related revisions are also being sought
by the industry in the Third Party proposal form.

Administrative

11.6.33 The various administrative steps taken by the
General Insurance Council include the following:

. Exemption to general insurance companies from
complying with the limits of expenses under
section 40C (1) of the Insurance Act, 1938 read
with Rule 17E of the Insurance Rules,1939 has
been sought.

. Representation was made to IRDA on the
manner of calculation of Solvency Margin of non-
life insurers.

. The IRDA has been requested to increase the
self survey limit from the existing 320,000 to
%2,00,000

e The discretion to insurers for categorisation of
surveyors was requested and granted by IRDA.

. Mechanisms to improve co-insurance
settlements have been initiated. However,
additional efforts are required to be made by the
insurance companies to increase the
effectiveness of this process.
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. Dissemination of industry figures on Flash Gross
Direct Premium and Segment wise break-up of
the premium data has been initiated. This is
ensured by the 15t and 2™ week of every month
respectively, for the statistics pertaining to the
preceding month.

Accounts and Taxation

11.6.34 The various initiatives taken during 2009-10
on matters relating to accounts and taxation of general
insurance companies included the following:

. Issue of TDS on Reinsurance Premium was
taken up with the concerned authorities. These
efforts were supplemented by professional
advice from Ernst & Young.

. Industry’s Proposals for Union Budget 2011-12.

. Industry’s views on Direct Tax Code (DTC) were
presented of the officials of Ministry of Revenue.
Professional advice in the matter was taken from
Price Waterhouse Coopers.

. Industry’s views on Taxation of unrealised gains
in case of investments of insurance companies.
The Finance Bill, 2010 has clarified this issue,
which would result in tax savings of around
%200 crore.

. Industry’s views on Taxation of Capital gains
were represented. This was aided by professional
opinion and support provided by Ernst & Young.

. Industry’s views on International Financial
Reporting Standards (IFRS) have been
represented and further discussions have taken
place with IRDA.

Others

11.6.35 Participation in various initiatives organised
by multi stakeholder industry forums.

7. FUNCTIONING OF OMBUDSMEN

11.7.1 During 2009-10, the twelve Ombudsmen centres
spread across India received a total of 16,064
complaints. While 8,967 complaints (56 per cent)
pertained to life insurers, the remaining 7,097 (44 per
cent) related to non-life insurers. This was in addition
to 1,395 complaints pending with various offices of
Ombudsmen as at the end of March 2009. With this,
the offices of Ombudsmen handled a total of 17,459
cases during 2009-10.

11.7.2 During 2009-10, Ombudsmen disposed of
15,190 complaints. Of these complaints, Ombudsmen
declared two-third of the complaints as
Non-Acceptable/Not-Entertainable.  Awards/
Recommendations were issued only for twenty-one
per cent of total complaints. Other than this, six per
cent of the complaints were withdrawn, while eight
per cent of the complaints were dismissed.

11.7.3 At the end of March 2010, 2,269 cases were
still pending with Ombudsmen for adjudication.

TABLE 70
DISPOSAL OF COMPLAINTS BY OMBUSDSMEN DURING 2009-10
Insurer Complaints Complaints Complaints No. of complaints disposed Complaints
o/sas received Total disposed by way of o/s as on
on 31.3.2009 during during 31.03.2010
2009-10 2009-10

0) (1) (11 (IV)
LIFE 557 8967 9524 8636 1209 481 572 6374 888

(14.00) (5.57) (6.62) (73.81)
NON-LIFE 838 7097 7935 6554 1947 470 700 3437 1381

(29.72) (7.17) (10.68) (52.44)
COMBINED 1395 16064 17459 15190 3156 951 1272 9811 2269

(20.78) (6.26) (8.37) (64.59)

Notes:

() Recommendations / Awards
(I1) Withdrawal / Settlement

(1) Dismissal
(IV) Non-acceptance / Not-entertainable

Figures in brackets indicate percentages to the respective complaints disposed.
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PART Il
STATUTORY AND DEVELOPMENTAL FUNCTIONS OF THE AUTHORITY

Section 14 of the Insurance Regulatory and
Development Authority Act, 1999 (IRDA Act) lays
down the duty of the Authority to regulate, promote
and ensure orderly growth of the insurance business
and reinsurance business. Sub-section (2) of the said
section lays down the powers and functions of the
Authority. Chapter Il of the Annual Report covers the
activities of the Authority in 2009-10 while carrying
out its functions and exercising the powers conferred
on it.

1.Issueto the applicant a certificate of registration,
renew, modify, withdraw, suspend or cancel such
registration.

[11.1.1 During 2009-10, the Authority granted certificate
of registration to SBI General Insurance Co. Ltd. to
underwrite general insurance business. Max Bupa
Health Insurance Co. Ltd. was granted certificate of
registration as a standalone health insurance

company. The Authority also granted certificate of
registration to IndiaFirst Life Insurance Co. Ltd., to
underwrite life insurance business. With the
registration of these companies, the total number of
life insurers registered with the Authority has gone up
to 23. The number of general insurers too stood at 23
as on 315t March, 2010. In addition to the above, there
is one national reinsurer. The certificates of registration
issued earlier to all the existing life and non-life
insurance companies have been renewed in terms of
Section 3A of the Insurance Act, 1938.

I11.1.2 The Authority levied penalty on two general
insurance companies, one health insurance company
and two life insurance companies for non-compliance
with various regulatory stipulations during 2009-10.
These non-compliances pertained to provisions of
Sections 32B and 32C of the Insurance Act, 1938.
The General Insurance Corporation was penalised for
non-compliance with the Investment Regulations.

TABLE 71
PENALTY LEVIED ON INSURERS (15T APRIL, 2009 TO 315" MARCH, 2010)

Sl. No. Name of the Amount of
Insurance Company Penalty (Date)
1 HDFC Ergo General 35 lakh
(24-06-2009)
2 Reliance General %20 lakh
(23-07-2009)
3 Apollo Munich Health %10 lakh
(07-01-2010)
4 Life Insurance 35 lakh
Corporation of India (07-01-2010)
5 HDFC Standard Life 35 lakh
(07-01-2010)
6. General Insurance 35 lakh

Corporation (01-02-2010)

Brief particular of
the violation committed

Failure to comply with its rural sector obligations
under Section 32B during 2007-08.

Penalty charged under section 105B for violation of
IRDA’s regulations and guidelines.

For non compliance to rural and social sector
obligations during 2008-09 under section 32B and 32C

Failure to comply with its obligations towards rural
sector under section 32B during 2008-09.

Failure to comply with its obligations towards rural
sector under section 32B during 2008-09.

Failure to comply with the investment regulations
under Section 104 during 2009-10.
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2. Protection of the interests of policyholders in
matters concerning assigning of policy, nomination
by policyholders, insurable interest, settlement of
insurance claim, surrender value of policy and
other terms and conditions of contracts of
insurance.

[11.2.1 IRDA has brought out regulations providing for
various do’s and don’ts for insurers and intermediaries
at the point of sale, point of claim, etc. Timeframes
have been set for servicing policyholders under the
Regulations. Further, the Regulations mandate
insurers to have in place an effective mechanism for
redressal of policyholder grievances. IRDA has set
up a “Grievances Cell” for policyholders of life and
non-life insurance companies and a separate channel
for senior citizens for expressing their grievances with
regard to health insurance policies. Apart from playing
a facilitative role in helping policyholders getting their
grievances redressed by insurers within the stipulated
time, IRDA examines on a continuous basis the
underlying issues that cause grievances and works
towards rectifying the systemic issues involved.

3. Specifying requisite qualifications, code of
conduct and practical training for intermediaries
or insurance intermediaries and agents

[11.3.1 The licensing and code of conduct for all the
intermediaries in the insurance business are specified
clearly in the regulations framed under the IRDA Act,
1999 vide Insurance Surveyors and Loss Assessors
(Licensing, professional requirements and code of
conduct) Regulations, 2000, IRDA (Insurance Brokers)
Regulations, 2002, IRDA (Licensing of Insurance
Agents) Regulations, 2000 and IRDA (Licensing of
Corporate Agents) Regulations, 2002.

[11.3.2 During 2009-10, the Authority issued guidelines
on qualifications of corporate insurance executives
and Faculty of Agent’s training Institutes.

111.3.3 The Authority has issued directions on agents/
corporate agents; sharing of Database for Distribution
of Insurance Products; streamlining the procedure for
transfer of corporate agents from one insurer to
another insurer; inspection of corporate agents by
insurers; and on pre-recruitment examination for
insurance agents.
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4. Specifying the code of conduct for surveyors
and loss assessors

111.4.1 The code of conduct regarding the professional
and ethical requirements for conduct of their
professional work is specified in Chapter VI of the
IRDA Regulations for Surveyors and Loss Assessors,
2000. Regulation 15 elaborates on the code which,
inter alia, stipulates that a surveyor and loss assessor
shall behave ethically and with integrity in professional
pursuits, shall strive for objectivity in professional and
business judgment, act impartially when acting on
instructions from an insurer in relation to a
policyholder’s claim under a policy issued by that
insurer, conduct himself with courtesy and
consideration to all people with whom he comes into
contact during the course of his work, etc. The code
of conduct also states that a surveyor 1) shall not
accept or perform work which he is not competent to
undertake; 2) carry out his professional work with due
diligence, care and skill and with proper regard to
technical and professional practice; 3) at all times
maintain proper record of work done by him and
comply with all the relevant laws; 4) assist and
encourage his colleagues to obtain professional
qualifications, and in this behalf, provide free
articleship and/or practical training for a period of
twelve months; 5) maintain a register of survey work
as provided for; 6) disclose to all parties concerning
his appointment where the acceptance or continuance
of such an engagement may materially prejudice, or
could be seen to materially affect the interests of any
interested party; 7) not disclose any information
pertaining to a client or employer or policyholder
acquired in the course of his professional work to any
third party without the necessary consent; and 8)
cannot use or appear to use any confidential
information acquired or received by him in the course
of his professional work, to his personal advantage or
to the advantage of a third party.

I11.4.2 The IRDA, as mandated by the Government of
India, has established the Indian Institute of Insurance
Surveyors and Loss Assessors (IlISLA) to promote
professionalism amongst surveyors as part of further
reforms in the insurance sector.

111.4.3 With a view to streamlining the process of
working of surveyors and loss Assessors, the Authority
has proposed to make further amendments to the
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existing Regulations, Circulars and Notices stipulating
as under:

e Mandatory training and examination of surveyors
for up-gradation to be conducted by IIISLA;

e Trainee Surveyors are to be trained by those
SLAs who are Fellow/Associate member of the
Institute and enrolment of trainee surveyors by
IRDA to be subject to submission of Certificate
from trainer surveyor duly validated by IlISLA;

«  Categorisation to be replaced by three tier system
of membership (Licentiate, Associate and Fellow).

l11.4.4 Further, the Authority is actively considering
mandatory membership as a pre-condition for
licensing of Member Surveyors. Another proposal
under consideration is the revision in llISLA admission
and membership fees. In addition, the Authority is also
considering allowing the insured to exercise the option
to appoint/depute surveyors to assess losses.

5.Promoting efficiency in the conduct of insurance
business

[11.5.1 The Authority has directed insurance
companies to have proper systems in place to improve
efficiency in conducting the insurance business and
in this regard it has issued various circulars and
guidelines during 2009-10. The Authority has also
disseminated vital information required by the industry
for promoting efficiency in their operation. Further
initiatives in this direction included the following:

111.5.2 Corporate Governance Guidelines: With a view
to bringing insurance companies at par with listed
entities, the Authority issued Corporate Governance
Guidelines for the insurance sector. All insurers were
directed to put in place systems to ensure that they
were compliant with the guidelines w.e.f.
1%t April, 2010.

111.5.3 E-Payment Method: Recognising the utility of
electronic payments, which also ensures safety and
speed of such payments, the Authority decided to
permit payments to all policyholders and beneficiaries
through electronic payment methods such as
Electronic Clearing Services (ECS), National
Electronic Fund Transfer (NEFT) systems as approved
by the Reserve Bank of India, in addition to account
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payee cheques as stipulated under the AML/CFT
Guidelines issued by the Authority. Through these
directions, the Authority has expanded the mode of
payments permitted to the insurance companies which
till July 2009 was limited to account payee cheques.

I11.5.4 Investment Risk Management Systems &
Processes: Effective September, 2009, all insurers
having Assets Under Management (AUM) i.e.,
‘shareholders and policyholders’ funds taken together,
of not more than 1,000 crore are required to have
their transactions and related systems internally
audited on a quarterly basis and if the AUM are equal
or more than ¥1,000 crore, the insurers are required
to have the Investment transactions concurrently
audited.

I11.5.5 Applicant companies while filing for registration
effective August, 2009, are required to furnish details
of the level of preparedness of the applicant company
to comply with the requirements stipulated on
“Investment Risk Management Systems and
Processes”. Existing insurers are also required to
have their systems and processes audited at least
once in three years for such compliance.

6. Promoting and regulating professional
organisations connected with insurance and
reinsurance business

111.6.1 The Life Insurance Council and the General
Insurance Council are the platforms available for the
healthy growth of the industry. Development of these
self regulatory bodies augurs well for the industry to
put across their viewpoints on critical areas for the
growth of the industry. In the same context, brokers
licensed by the Authority are necessarily required to
be members of the Insurance Brokers Association of
India (IBA).

I11.6.2 The Authority has also recognised the need to
have reliable, timely and accurate data for the efficient
functioning of the insurance companies and also in
the interest of the policyholders. To process the
available data and disseminate it for the benefit of the
various stakeholders, the Authority on 15" October,
2009, has constituted the Insurance Information
Bureau in the form of an Advisory Board to obtain,
process and disseminate the data of the insurers.
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7. Levying fees and other charges for carrying out
the purposes of the Act

[1.7.1 The Authority in terms of powers vested by
Section 3 of the Insurance Act levies both registration
and renewal fees from the insurers and various
intermediaries associated with the insurance business.
However, registration fee of ¥50,000 is charged at the
time of granting of registration certificate and not
thereafter. The renewal of registration fees for
insurance companies stands at 1/10™ of 1 per cent of
the gross direct business written in India or 350,000,
whichever is higher subject to a maximum of X5 Crore.
In case of the reinsurer, the fee is chargeable based
on the facultative business written by the reinsurer in
India. This follows amendment of regulation 20 of IRDA
(Registration of Indian Insurance Companies)
Regulations, 2000, issued in February 2003 after
obtaining the approval of Insurance Advisory
Committee. There has been no revision in these
charges post the amendments in February 2003.

8. Calling for information from, undertaking
inspection of, conducting enquiries and
investigations including audit of the insurers,
intermediaries, insurance intermediaries and other
organisations connected with the insurance
business

[11.8.1 The financial year 2009-10 was the tenth year
of operations of insurance companies, post opening
up of the sector. While the Authority has been
contemplating commencement of comprehensive on-
site inspection, it was considered that the registered
insurers should be allowed time to stabilise operations
prior to taking on full scale inspection. However, during
the first half of the year 2010-11, on-site inspection
targeted on critical issues in respect of four life insurers
and four non life insurers was undertaken.

9. Control and regulation of rates, advantages,
terms and conditions that may be offered by the
insurers in respect of general insurance business
not so controlled and regulated by the Tariff
Advisory Committee under Section 64U of the
Insurance Act 1938 (4 of 1938)

[11.9.1 With detariffing of non-life industry w.e.f
1st January, 2007, for all classes of tariff business
except motor third party cover, the ball was set rolling
for freedom to the insurance companies in pricing of
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the products. For motor third party cover, which is a
statutory insurance cover required under the
provisions of Motor Vehicles Act, the Authority has
retained the powers to determine the rates, terms and
conditions. To ensure that the third party (also called
‘Liability Only Cover’) is made available notably for
commercial vehicles, the Authority has constituted the
Indian Motor Third Party Insurance Pool for
commercial vehicles. The setting up of the Motor Pool
has ensured involvement of all insurers in the
underwriting and management of motor third party risk.
The pool is managed by the General Insurance
Corporation for a prescribed fee.

I11.9.2 Thus, except for Motor Third Party risks, in case
of other new insurances and renewals effective on or
after 1%t January, 2007, respective insurers are free
to quote rates of premium in accordance with the rate
schedules and rating guidelines filed with the Authority.
Risks qualifying as large risks under paragraph 19 (v)
of the circular no. 021/IRDA/F&U/ Sep-06 dated
28" September, 2006 are to be insured at the rates,
terms and conditions and basis of insurance exactly
as the rates, terms etc., as developed from the
reinsurers with no variation.

111.9.3 Further, w.e.f., 15t January, 2009, the Authority
has permitted relaxations in the terms and conditions
of coverage of the erstwhile tariff classes of business
in fire, engineering, Industrial All Risk (IAR) and Motor
(Own Damage). In view of the relaxation, the Authority
has been receiving proposals for innovative covers in
the form of ‘Add-On’ covers in the above said classes
of business. However, the insurers are not permitted
to abridge the scope of standard covers that were
available under the erstwhile tariffs beyond the options
stipulated in the erstwhile tariffs.

10. Specifying the form and manner in which
books of accounts shall be maintained and
statements of accounts shall be rendered by
Insurers and other Insurance Intermediaries.

111.L10.1 The Authority has mandated a number of
measures to improve transparency and disclosures.
These stipulations include those which pertain to
additional disclosures in the financial statements and
those in the public domain. The disclosures in the
public domain include those on the respective
websites of insurance companies, and in the
newspapers on periodic basis. Additional disclosures
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have also been stipulated under the Corporate
Governance Guidelines. Briefly, the disclosure
requirements are indicated below.

Disclosures on Corporate Governance:

[11.10.2 All insurers are required to disclose the
following in their Annual Report, w.e.f., the financial
year 2010-11:

. Number of meetings held of the Board of
Directors and of the Committees mandated under
the guidelines, in the financial year.

. Details of the composition of the Board of
Directors and Committees mandated, setting out
name, qualification, field of specialisation, status
of directorship held; etc.

*  Number of meetings attended by the Directors
and the members of the respective Committees.

. Details of the remuneration paid, if any, to the
independent directors.

Periodic Disclosures

[11.10.3 The Authority has mandated disclosures to
be made by the insurers in the public domain on
quarterly, half yearly and annual basis w.e.f.,
1% April, 2010. The disclosures are required to be
made available on their respective websites in case
of quarterly disclosures and in newspapers in case of
half yearly and yearly disclosures. The periodic
disclosures not only cover the financial information
including solvency position, but also customers
grievance, geographical spread and key performance
ratios of the insurers.

Disclosures on Discontinued Policies

[11.10.4 The IRDA (Treatment of Discontinued Linked
Insurance Policies) Regulations, 2010 mandates the
life insurers to make a separate presentation of “Funds
for Discontinued Policies”, classifying the
discontinuance (i) on account of non-payment of
premium; and (ii) others.
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Disclosures on Equity holding

I11.L10.5 The insurers are required to furnish information
about the pledge, encumbrance or any other charge
created on the equity holding of the insurance
company and of the promoters. These disclosures are
required to be filed with the Authority on quarterly
basis.

111.10.6 The IRDA has mandated the following
additional disclosures w.e.f. 2009-10:

e A separate statement showing the flow of funds
to the Controlled Fund has been mandated. This
format is required to form part of the annual
financial statement of a life insurance company.

e A separate statement furnishing details of
remuneration paid whether by way of commission
or otherwise to any person, in cases where such
remuneration exceeds X1 lakh per annum. This
statement is required to be filed with the
Authority on an annual basis.

11. Regulating investment of funds by insurance
companies

I11.11.1 The investment of funds by insurance
companies is regulated under the IRDA (Investment)
(Fourth Amendment) Regulations, 2008.

I11.11.2 The Authority has realigned the definition of
‘Infrastructure facility’ with the definition given by RBI
thereby creating more room for the insurers to invest
in infrastructure sector. IRDA vide INV/MOF/LR/006/
2008-09 dated 22™ January, 2009 further relaxed the
ceiling of investments in Infrastructure to 20 per cent
as against the existing ceiling of 10 per cent. The limit
would be combined for both debt and equity taken
together without sub-ceilings in instruments satisfying
certain criteria.

111.11.3 Further, IRDA in consultation with the Institute
of Chartered Accountants of India issued technical
guidelines on implementing systems and processes
to enable a consistent and clearly documented
process and procedure to handle large volume of
investments through a third party certification model
using Chartered Accountant firms.
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I11.11.4 Also, IRDA issued guidelines on the scope
for Internal and Concurrent Audit for investment
operations of insurance companies to monitor
investments of both Traditional and Unit Linked
portfolio, at a closer level with the aim of
mitigating systemic risk. Further IRDA vide
INV/CIR/023/2009-10 dated 4" August, 2009 issued
guidelines for Audit of Investment Risk Management
Systems & Process and Internal / Concurrent Audit.

12. Regulating maintenance of margin of solvency

I1l. 12.1 As per Section 64 VA of the Insurance
Act, 1938 every insurer is required to maintain a
required Solvency Margin. The Authority has
considered the need for reviewing the solvency margin
requirement for pure term products, so as to help the
insurers in launching more pure term products for
sufficiently longer periods and at affordable rates. The
Authority has reviewed the solvency margin
requirement for the linked business and proposed
some factors with respect to linked business in working
out the required solvency margin. These factors came
into effect from December 31, 2008 onwards. Further,
the life insurers were asked to submit scrip-wise details
of investments available for arriving at the ‘available
solvency margin’ along with actuarial valuation reports
for the year ended 31t March 2009 onwards. There
have been no further amendments in the regulations
in 2009-10.

13. Adjudication of disputes between Insurers and
Intermediaries or Insurance Intermediaries

[11.13.1 As per Regulation 41(2) of IRDA (Insurance
Brokers) Regulations, 2002, any disputes arising
between an insurance broker and an insurer or any
other person either in the course of his engagement
as an insurance broker or otherwise may be referred
to the Authority by the person so affected; and on
receipt of the complaint or representation, the Authority
may examine the complaint and if found necessary
proceed to conduct an enquiry or an inspection or an
investigation in terms of these regulations.

[11.13.2 The Authority in exercise of its power under
Regulation 41(2) adjudicated the following disputes
between the Insurers and Insurance Brokers:
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PRMAN Reinsurance Brokers Pvt. Ltd vs The
Oriental Insurance Co Ltd

A complaint was received from The Oriental Insurance
Co. Ltd. inrespect of a claim involving a huge recovery
from Reinsurers M/s Contego Underwriting (formerly
known as Mayflower Engineering Consortium)-
London and M/s TSM Agencies Ltd. London. The
Authority granted both parties an opportunity of being
heard on 5" March, 2010. The matter is presently
under examination.

Megatop Insurance Broking Ltd vs Agriculture
Insurance Company of India Ltd.

A complaint was received against Megatop Insurance
Broking Ltd., (MIBL) from Chairman-cum-Managing
Director, Agriculture Insurance Company of India Ltd.,
(AICIL), alleging gross irregularities of varying nature
by MIBL with regard to Weather Based Crop Insurance
Scheme. The Authority suspended the Licence of
MIBL and initiated enquiry proceedings against it. The
enquiry is presently in progress.

Key Insurance Brokers Pvt. Ltd vs The Oriental
Insurance Co Ltd.

A complaint was received against Key Insurance
Brokers Pvt. Ltd. from The Oriental Insurance Co. Ltd.
(OICL), alleging connivance of the broker in the
fraudulent claim of about ¥4 lakh reported under the
Standard Fire and Special Perils Policy of M/s Vaibhav
Packaging placed by the broker with OICL Branch
Office, Ghaziabad. The Authority after considering the
investigation report and the explanation furnished by
the broker, has issued a show cause notice to the
broker.

Strategic Insurance Broking Services Pvt Ltd vs
IFFCO Tokio General Insurance Co Ltd.

M/s Strategic Insurance Broking Services Pvt. Ltd.,
filed a complaint against IFFCO Tokio General
Insurance Company Ltd., with regard to payments of
brokerage commission in respect of extension of
Erection All Risks Insurance and EAR Advanced Loss
of Profits Insurance Policy issued in 2009 to Lanco
Amarkantak Power Private Limited. Since the dispute
was between the insurer and the broker, the Authority
advised the broking company to approach appropriate
legal forum for resolution of the dispute at their
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discretion. The Authority has issued show cause
notice to the IFFCO Tokio General Insurance
Company Ltd, for violation of IRDA circular dated
15" September, 2006 regarding guidelines on
placement of insurance and reinsurance risks.

14. Supervising the functioning of the Tariff
Advisory Committee (TAC)

I11.14.1 With the removal of tariffs effective
1st January, 2007, the role of TAC has been diluted.
The Insurance (Amendment) Bill 2009 vide Section
64 ULA (2) has proposed to dissolve the TAC. The
draft section proposed in the Amendment Bill is
indicated as under:

“Section 64 ULA (2): The Authority shall, in
consultation with the Central Government, prepare a
scheme for the existing employees of the Tariff
Advisory Committee on its dissolution, keeping in view
the interests of such employees on such terms and
conditions as it may, by Order determine.”

111.14.2 In the light of the above, the TAC employees
were offered Special Voluntary Retirement (SVR)
under two schemes namely Special Voluntary
Retirement Scheme (SVRS) 2009 and 2010. After
exercising the option, the current strength of TAC
stands at 85, comprising of 19 officers and 66 staff
members.

15. Specifying the percentage of the premium
income of the insurer to finance schemes for
promoting and regulating professional
organisations referred to in clause(6)

I11.15.1 The Authority has not prescribed any
percentage of the premium income of the insurer to
finance schemes for promoting and regulating
professional organisations referred to in clause (6).

16. Specifying the percentage of life insurance
business and general insurance business to be
undertaken by the Insurers in the rural and social
sector

[1.L16.1 The obligations as stipulated in the IRDA
(Obligations of insurers towards the rural or social
sector) Regulations, 2002 lay down the requirements
to be complied with by the insurers during the first
five years of their operations. In case of the public
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sector insurers these obligations have been linked to
their performance in the year 2001-02 in these sectors.
With the amendments which were notified in
2007-08, the obligations of the private insurers upto
the tenth year of operations have been laid down.
Simultaneously, the obligations of the public sector
insurers have also been revisited. The obligations of
the private insurers are as under:

111.16.2 Rural sector

. In respect of a life insurer: commencing from
seven per cent of the total policies written direct
in the first financial year to twenty per cent in the
tenth financial year.

. In respect of a non-life insurer: commencing from
two per cent of total gross premium income
written direct in the first financial year to seven
per cent from the ninth financial year onwards.

111.16.3 Social sector:

In respect of all insurers commencing from five
thousand lives in the first financial year to fifty five
thousand lives in the tenth financial year.

In respect of the existing insurers as on the date of
commencement of IRDA Act, 1999 (four non-life
insurers and LIC), the Regulations provided that the
quantum of insurance business to be done in the rural
and social sectors shall not be less than what was
recorded by them for the accounting year ended
31st March, 2002. Based on the amendment
regulations notified by the Authority, the obligations
of these insurers towards the rural and social sectors
for the financial year 2007-08 to the financial year
2009-10 are as under:

111.16.4 Life Insurance Corporation of India (LIC)

(a) Rural Sector Obligations
(i) Financial year 2007-08: twenty four per cent.
(i) Financial years 2008-09 and 2009-10: twenty five

per cent of the total policies written direct in that
year.
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(b) Social Sector Obligations

Twenty lakh lives should be covered for the years
2007-08 to 2009-10.

[11.16.5 Non life insurers

Rural Sector Obligations

(i) Financial year 2007-08: six per cent.

(i) Financial year 2008-09 and 2009-10: seven per
cent of the total gross premium income written direct
in that year.

Social Sector Obligations

For the financial year 2007-08

e the average of the number of lives covered by
the respective insurer in the social sector from
the financial years 2002-03 to 2004-05 or

. 5.50 lakh lives whichever is higher.

111.16.6 The obligations of the insurers shall undergo
an increase of ten per cent in each of the financial
years 2008-09 and 2009-10, over the number of
persons actually covered in the financial year
2007-08.
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111.16.7 In addition, with a view to giving fillip to micro
insurance and to aligning the rural and social sector
obligations with the micro insurance regulations the
manner of compliance has been linked to the micro
insurance regulations. Further, in order to provide time
to insurance companies to establish operations to
enable them to comply with their obligations towards
the rural and social sectors, amendments have been
made to the Regulations. It has been provided that in
cases where an insurance company commences
operations in the second half of the financial year and
is in operations for less than six months as at
31° March of the relevant financial year, (i) no rural or
social sector obligations shall be applicable for the
said period, and (ii) the annual obligations as indicated
in the Regulations shall be reckoned from the next
financial year which shall be considered as the first
year of operations for the purpose of compliance. In
cases where an insurance company commences
operations in the first half of the financial year, the
applicable obligations for the first year shall be 50 per
cent of the obligations as specified in these
Regulations.

17. Exercising such other powers as may be
prescribed

111.17.1 The Central Government did not prescribe
any powers to the Authority and consequently
Authority did not exercise any powers.
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PART IV
ORGANISATIONAL MATTERS

1. Organisation

IV.1.1 During the year, IRDA forged ahead towards
the tasks before it under the guidance and
chairmanship of Shri J. Hari Narayan. The year saw
Shri C.R.Muralidharan, Member (F&I), demit office
after completion of his tenure on 3 November, 2009.
In his place, Shri R.K.Nair joined the Authority as
Member (F&I) on 18" March, 2010. Prior to joining
the Authority as Member, Shri R.K.Nair was serving
as Executive Director in the Securities and Exchange
Board of India (SEBI). Shri K.K.Srinivasan, Shri
G.Prabhakara and Dr. R.Kannan continued as whole
time Members of IRDA during the year.

IV.1.2 Shri Amarjit Chopra, President, Institute of
Chartered Accountants of India, became part-time
Member with effect from 6™ February, 2010.
Shri Vijay Mahajan, Chairman, BASIX Group and
Smt. Ela R.Bhatt, Founder of Self Employed Women's
Association (SEWA) continued to be part-time
Members of IRDA. Smt. L.M.Vas, Additional Secretary,
Ministry of Finance joined the Authority as part-time
Member on 5" October, 2009.

IV.1.3 Shri Uttam Prakash Agarwal was part-time
Member from 6" February, 2009 to 5" February, 2010.
Shri Rahul Khullar, Secretary (Disinvestment), Ministry
of Finance, Government of India, was part-time
Member of IRDA from 20" February, 2009 to 4
October, 2009.

2. Meetings of the Authority

IV.2.1 Five meetings of the Authority were held during
the financial year 2009-10. IRDA also held one
meeting of the Insurance Advisory Committee (IAC)
during the year under review.

3. Human Resources

IV.3.1 To take care of the human resources
requirement of the Authority, recruitment was
undertaken at the levels of Deputy Director and Joint
Director. One Joint Director and seven Deputy
Directors were recruited during the year.
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IV.3.2 The Authority, in conjunction with Government
of Andhra Pradesh, has set up Institute of Insurance
and Risk Management (IIRM) at Hyderabad in 2002.
The functioning of IIRM is overseen by the Board of
Directors headed by the Chairman, IRDA.

4. Promotion of Official Language

IV.4.1 A separate Official Language Implementation
Department has been set-up and is functioning in
IRDA to ensure implementation of the constitutional
provisions of Official Language; to implement the
Official Language Policy of the Government of India;
and to promote use of Hindi in the Headquarters as
well as in the subordinate offices. All efforts are being
made to promote use of Hindi in the official work.
Progress made in the use of Hindi was reviewed
periodically and necessary measures were adopted
to achieve the targets fixed for various items under
the Annual Programme for the year 2009-10 issued
by the Department of Official Language. IRDA
publishes a monthly Journal, which also contains a
Hindi Section. All Notifications issued by IRDA are in
bi-lingual form.

5. Research & Development

IV.5.1 To capture the trends in various business
operations of the insurance companies, Research &
Development Department brought out the Handbook
on Indian Insurance Statistics in 2007-08, which was
found to be of great help to various stakeholders in
the industry. In view of usefulness of the Handbook,
the department came out with its second edition by
extending time-series data upto 2008-09. While
carrying forward the improvements in the Handbook,
suggestions received based on valuable feedback
from readers and users were also incorporated. The
Department is working on the feasibility of adding new
time-series data in its 3" edition, which is likely to be
released in January 2011. The Department is also
attempting to prepare a glossary of technical terms,
which could be included in appropriate publications
in due course. This will help users to be conceptually
sound while analysing and interpreting the data. The
department conducted a meeting with Central
Statistical Organisation (CSO) to discuss related
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issues on the estimation procedure for compilation of
GDP emanating from insurance sector. Many issues
related to conceptual differences and gaps were also
discussed in the meeting. The Department is also
involved in the development of a service price index
for the insurance sector under a sub-committee, set
up by the Ministry of Statistics & Programme
Implementation. R&D Department actively participated
in various conferences/seminars and presented
papers on insurance related topics.

6. Status of Information Technology in IRDA

IV.6.1 The Authority has been constantly exploring
the possibility of use of Information Technology in the
key areas of its functioning in order to ensure that
quality time of the professionals is spent for analysing
the information submitted by the insurers and
intermediaries. A number of IT projects have been
initiated within IRDA during 2009-10 towards achieving
these objectives. These projects include automation
of Data Collection and Business Analytics Project,
revamping of Agency Licensing Process integrating
all stakeholders, Integrated Grievances Management
System, Vehicle Insurance Status SMS System, etc.
The projects are at various stages of implementation.
The features of these initiatives are briefly given below.

Revamping of new Agency Licensing Portal

IV.6.2 The new licensing portal integrates the various
stakeholders namely insurers, agent-training
institutes, examination bodies and the insurers in order
to have a better control on the licensing process.

IV.6.3 The development exercise commenced in
August 2009 after receiving feedback from various
stakeholders. Users from insurance companies have
participated in the User Acceptance Test. Prior to
operationalising the portal, the Authority also
conducted a workshop, to familiarise the various
stakeholders with the portal. The new licensing
portal was successfully operationalised from
5% January, 2010. The salient features of the new
agency licensing system are:

. Integration with all stakeholders (viz, IRDA,
Insurers, Agent Training Institutes, Examination
Bodies and Insurance Agents) through Unique
Roll Number as a common identification number.

»  Agency Licencing Portal to be entry point in the
licensing process with registration for training.
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. Unique Reference Number to be generated and
used throughout agent licensing process.

. Direct registration with IRDA portal for applying
for an agent licence without getting approval from
an Insurer. Applicants can sponsor themselves
for Training and Examination (This module is
complete and would be rolled out in due course).

. Data corrections can be directly made by
Designated Persons of the insurers who are
responsible for issuing the licences.

. Public access to search for agents in a locality.
Client desirous of having insurance cover can
search for agent(s) in his/her locality.

. Public access to view Cancelled Licences to
create awareness about persons whose agency
licence has been cancelled.

IV.6.4 A separate help desk has also been set-up by
the Authority to respond to queries of users of the
portal spread all over the country. Based on the
feedback of the stakeholders, continuous
improvements are being made in the portal.

Business Analytics Solution

IV.6.5 The scope of the on-going Business Analytics
Project was further enhanced to include additional four
departments namely Life, Intermediaries, Inspection
and Non-life departments. The enhanced scope
includes identification of information requirements for
Market Development and Market Conduct for all the
departments of IRDA covered under the project. As a
part of enhancement, the development of Proof of
Concept (POC) has also been included for
establishing an element of comfort and confidence
before implementing the full-scale IT solution. The
analytical work relating to the project has already been
completed and the tendering process for the selection
of implementing agency has since been initiated.

Implementation of ERP System

IV.6.6 The activities in the Administration department
are mostly done manually and also to some extent
with the help of office tools. The overall level of
computerisation in the department is low and the data
lies scattered at different desks across manual,
computerised and semi-computerised systems. A
robust ERP solution has been identified as an effective
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mechanism to address these challenges and provide
improved business processes.

IV.6.7 The proposed ERP would facilitate in achieving
the following objectives:

. Implement appropriate packages to meet the
requirements of the department

. Interface the divisions of the Administration
department for easy accessibility of data and to
avoid the data redundancy

. Establish an integrated ERP system through use
of the most effective technologies

. Improve efficiency of the department

e Automate day-to-day functional operations using
work flows and electronic approval processes

»  Establish a self-service portal for the staff for
submission of bills, reimbursements, etc.

IV.6.8 The proposed system is expected to provide
customised workflow solution resulting in minimisation
of the workload; provide up-to-date information to
smoothen the functioning of the divisions; and
enhance reporting (status reports) to provide better
control and monitoring.

Setting up of Insurance Grievance Call Center
(IGCC)

IV.6.9 In order to ensure that policyholder grievances
are addressed in an efficient / faster manner and
provide a qualitative grievances redressal experience
across the country, IRDA has set up the Insurance
Grievance Call Center. The salient features of the
system include the following:

. Establish IGCC with inbound, outbound and back
office capabilities to achieve its objectives and
to meet the long-term vision of IRDA.

. Set up Nationwide Consumer Service help line
supported by back office activity.

e To provide a single window system to
policyholders to lodge their complaints with their
respective insurers.

 To facilitate policyholder in escalating the
complaints to IRDA.
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The Call Center has been made operational from
20" July, 2010.

Design and Development of Vehicle Insurance
Status SMS System (VISSS)

IV.6.10 The proposed system will provide an additional
facility to the police authorities to verify the insurance
status of a vehicle. VISSS will also provide insurers
with a facility to locate uninsured vehicles and to bring
them into the insurance net thereby increasing the
premium income of the insurance companies and
bringing down the claims ratio. It is also envisaged
that the system will collect up-to-date information from
all the insurers at a central place and disseminate
information to all stakeholders instantly. The objectives
of the proposed system are briefly stated below:

. Instant and easy availability of insurance status
of the vehicle.

. Providing the authorities with additional proof of
non-insurance for taking action against uninsured
vehicles.

. Discourage use of forged policy documents.
. Bringing more vehicles into the insurance net.

. Real time availability of micro figures of motor
insurance with the Authority, which can be used
for other regulatory purposes.

IV.6.11 The exposure draft on the VISSS has been
hosted on the IRDA website seeking comments from
the stakeholders.

Integrated Grievances Management System (IGMS)

IV.6.12 In order to improve the current grievance
redressal procedure in the insurance sector, IRDA has
initiated steps to put in place the Integrated Grievances
Management System (IGMS). The proposed IGMS
would enable the Authority to achieve the following
objectives:

. Ensuring fair treatment to policyholders and
protecting their interests.
. Ensuring speedy settlement of genuine claims.

. Putting in place, effective grievance redressal
machinery.
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IV.6.13 The proposed solutions framework has the
ability to provide centralised and online access to the
policyholder. In addition, IRDA would have complete
access and control for monitoring the grievance
redressal procedure. The salient features of the
proposed system are as follows:

. Set up industry wide uniform standards for
grievance redressal mechanism.

. Creation of central repository of complaints of the
insurers on a near real-time basis for effective
monitoring.

. Generate MIS reports on all aspects of grievance
redressal.

. Provide advice to policyholders on escalating
their complaints to the Ombudsmen.

. Provide a simple, easy to use platform to
policyholders to lodge complaints against brokers
and insurers.

IV.6.14 The Authority has finalised the implementing
agency for the proposed Integrated Grievances
Management System and the new system is expected
to be rolled out soon.

7. Accounts

IV.7.1 The Accounts of the Authority for 2009-10 have
been audited by the Comptroller and Auditor General
of India (C&AG). Pursuant to the provisions of Section
17 of IRDA Act, 1999, the Audited accounts along with
the Audit Report have been forwarded to the
Government of India to be placed in both Houses of
Parliament. A copy of the accounts for 2009-10 is
placed at Annex 10.

8. IRDA Journal

IV.8.1 The November 2009 issue of IRDA Journal,
the monthly publication of the Authority, marked the
completion of seven years; and the Journal continues
to be recognised for the quality inputs on various
issues associated with the industry. The Journal has
further consolidated itself during this period by
including more statistical information — both at monthly
and at quarterly intervals. The statistical supplements
have been well-received by the various stakeholders;
and the players especially have expressed
appreciation on the utility of the statistical information
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provided in the Journal. The Journal has also added
further to the list of contributors in the form of articles,
research papers etc., and this has enabled the Journal
to be a good source of varied opinion — both domestic
as well as international. The demand for the hard copy
of the Journal has been growing perennially, thereby
indicating the growing interest of various stakeholders
as also endorsing the fact that it is serving its purpose.
The web copy of the Journal continues to be the
source for an increasing number of readers.

IV.8.2 During the year 2009-10, several contemporary
topics have been covered under issue focus. The
various topics which were covered as issue focus
during the period were: Rural and Social Commitments
of Insurers; Insurance Marketing; Accident Insurance;
Risk Based Capital in the Insurance Industry; Best
Practices in Insurance; Innovations and Developments
in the Liberalised Regime; Asymmetry of Information
in Insurance; Data Warehousing and Mining; Training
in Insurance; and Role of Underwriting in Insurance.
A trend that had been observed during the year was
that there had been an ‘encore’ of some important
issues; and accordingly the Editorial Board had to
revisit some of the important areas of focus.

9. Acknowledgements

IV.9.1 The IRDA would like to place on record its
appreciation and sincere thanks to the Members of
the Insurance Advisory Committee, the Reinsurance
Advisory Committee, Department of Financial
Services (Ministry of Finance), all insurers and
intermediaries for their invaluable guidance and
co-operation in its proper functioning and to the
compact team of officers and employees of the IRDA
for efficient discharge of their duties. The Authority
also records its special thanks to the members of the
public, the press, all the professional bodies and
international agencies connected with the insurance
profession including the International Association of
Insurance Supervision (IAIS) for their valuable
contribution from time to time.



STATEMENTS



S m



ANNUAL REPORT 2009-10

INTERNATIONAL COMPARISON OF INSURANCE PENETRATION*

STATEMENT 1

(In Per Cent)

Countries
Australia
Brazil
France
Germany
Russia
South Africa

Switzerland

United Kingdom

United States

Asian Countries

Bangladesh
Hong Kong
India#
Japan
Malaysia
Pakistan
PR China
Singapore
South Korea
Sri Lanka
Taiwan
Thailand
World

Total
6.4
3.1

10.3
7.0
25

12.9
9.8

12.9
8.0

0.9
11.0
5.2
9.9
4.4
0.7
3.4
6.8
10.4
14
16.8
4.0
7.0

2009**
Life

3.4
16
7.2
3.3
0.0
10.0
54
10.0
3.5

0.7
9.6
4.6
7.8
2.9
0.3
2.3
51
6.5
0.6
13.8
2.4
4.0

Non-Life
3.0
1.5
3.1
3.7
25
29
4.5
3.0
4.5

0.2
1.4
0.6
2.1
1.6
0.4
11
1.7
3.9
0.9
3.0
1.6
3.0

Total
7.3
3.0
9.2
6.6
2.3

15.3
9.9
15.7
8.7

0.9
11.2
4.6
9.8
4.3
0.8
3.3
7.8
11.8
14
16.2
3.3
7.1

2008**
Life

4.4
14
6.2
3.0
0.0
125
55
12.8
4.1

0.7
9.9
4.0
7.6
2.8
0.3
2.2
6.3
8.0
0.6
13.3
1.8
4.1

Non-Life
2.9
1.6
3.0
35
2.3
2.9
4.4
29
4.6

0.2
1.3
0.6
2.2
15
0.4
1.0
1.6
3.7
0.9
29
15
2.9

Source: Swiss Re, Sigma Volumes 2/2010 and 3/2009.

* Insurance penetration is measured as ratio of premium (in US Dollars) to GDP (in US Dollars)

** Data pertains to the calender year 2009 and 2008.
# Data relates to financial year 2009-10 and 2008-09.
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STATEMENT 2
INTERNATIONAL COMPARISON OF INSURANCE DENSITY*

(In US Dollar)
2009** 2008**

Countries Total Life Non-Life Total Life Non-Life
Australia 2832.7 1524.8 1307.9 3386.5 2038 1348.6
Brazil 251.7 127.9 123.8 2445 1154 129.1
France 4269.1 2979.8 1289.4 4131 2791.9 1339.2
Germany 2878.4 1359.7 1518.7 2919.2 1346.5 1572.7
Russia 280.9 4.5 276.4 273.5 5.4 268.1
South Africa 738.1 574.2 163.9 870.6 707.0 163.6
Switzerland 6257.6 3405.6 2852.1 6379.4 3551.5 2827.9
United Kingdom 4578.8 3527.6 1051.2 6857.8 5582.1 1275.7
United States 3710.0 1602.6 2107.3 4078.0 1900.6 2177.4
Asian Countries

Bangladesh 5.2 3.9 1.3 4.4 3.3 1.1
Hong Kong 3304.0 2886.6 417.5 3310.3 2929.6 380.8
India# 54.3 47.7 6.7 47.4 41.2 6.2
Japan 3979.0 3138.7 840.4 3698.6 2869.5 829.2
Malaysia 321.8 206.9 115.0 345.4 225.9 1195
Pakistan 6.6 3.0 3.6 6.8 2.8 4.0
PR China 121.2 81.1 40.0 105.4 71.7 33.7
Singapore 2557.6 1912.0 645.6 3179.0 2549.0 630.0
South Korea 1890.3 1180.6 709.7 1968.7 1347.7 621.0
Sri Lanka 29.5 11.8 17.7 32.1 12.8 19.3
Taiwan 2752.1 2257.3 494.8 2787.6 2281.1 499.6
Thailand 154.4 91.7 62.7 142.1 77.2 64.9
World 595.1 341.2 253.9 633.9 369.7 264.2

Source: Swiss Re, Sigma Volumes 2/2010 and 3/2009.

* Insurance density is measured as ratio of premium (in US Dollar) to total population.
** Data pertains to the calender year 2009 and 2008.

# Data relates to financial year 2009-10 and 2008-09.
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EQUITY SHARE CAPITAL OF LIFE INSURERS

ANNUAL REPORT 2009-10

STATEMENT 17

(X Crore)
Name of the insurer As on Infusion As on Foreign Indian FDI
31st March, During 31stMarch, Promoter Promoter (%)
2009 the year 2010

HDFC Standard 1795.82 172.18 1968.00 511.68 1456.32 26.00
ICICI Prudential 1427.26 0.89 1428.14 370.78 1057.36 25.96
Max New York 1782.43 56.39 1838.82 478.09 1360.73 26.00
Kotak Mahindra 510.29 0.00 510.29 132.68 377.61 26.00
Birla Sun Life 1879.50 90.00 1969.50 512.07 1457.43 26.00
TATA AIG 1519.50 401.00 1920.50 499.33 1421.17 26.00
SBI Life 1000.00 0.00 1000.00 260.00 740.00 26.00
ING Vysya 1019.15 0.00 1019.15 264.98 754.17 26.00
MetLife 1580.00 194.79 1774.79 461.44 1313.34 26.00
Bajaj Allianz 150.71 0.00 150.71 39.18 111.53 26.00
Reliance 1162.33 2.31 1164.65 0.00 1164.65 0.00
Aviva 1491.80 397.00 1888.80 491.09 1397.71 26.00
Sahara 232.00 0.00 232.00 0.00 232.00 0.00
Shriram 125.00 0.00 125.00 32.50 92.50 26.00
Bharti AXA 668.43 462.92 1131.35 251.41 879.94 22.22
Future Generali 468.50 233.50 702.00 179.01 522.99 25.50
IDBI Federal 450.00 0.00 450.00 117.00 333.00 26.00
Canara HSBC 400.00 100.00 500.00 130.00 370.00 26.00
DLF Pramerica 137.05 84.25 221.30 57.54 163.76 26.00
Aegon Religare 300.00 270.00 570.00 148.20 421.80 26.00
Star Union Dai-ichi 150.00 100.00 250.00 65.00 185.00 26.00
IndiaFirst* 200.00 200.00 52.00 148.00 26.00
Sub Total (Private Sector) 18249.77 2765.22 21014.99 5053.98 15961.01 24.05
LIC 5.00 0.00 5.00 0.00 5.00 0.00
Total (Life) 18254.77 2765.22 21019.99 5053.98 15966.01 24.04

Note : * Insurer has commenced operations in 2009-10
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STATEMENT 18
SOLVENCY RATIO OF LIFE INSURERS

Insurer March, June, September, December, March,
2009 2009 2009 2009 2010

PRIVATE INSURERS

Aegon Religare 1.93 2.14 1.93 2.07 2.66
Aviva 5.91 3.61 5.23 5.59 5.12
Bajaj Allianz 2.62 2.35 2.53 2.59 2.68
Bharti AXA 2.07 2.16 2.58 1.86 1.68
Birla Sun Life 2.44 1.94 1.96 1.75 2.11
Canara HSBC 5.74 4.45 3.26 3.89 2.58
DLF Pramerica 1.71 1.53 1.59 1.74 1.67
Future Generali 3.17 1.99 2.25 2.32 2.34
HDFC Standard 2.58 2.32 2.14 1.95 1.80
ICICI Prudential 2.31 2.54 2.57 2.89 2.90
IDBI Federal 6.11 5.67 5.33 491 4.05
IndiaFirst * NA NA NA 7.77 5.27
ING Vysya 2.26 2.96 2.32 1.82 1.79
Max New York 3.04 2.43 2.22 1.90 3.22
MetLife 2.27 1.76 1.82 1.65 1.65
Kotak Mahindra 2.69 3.02 3.07 3.05 2.79
Reliance 2.50 2.25 2.22 191 1.86
Sahara India 3.60 4.04 4.33 451 4.50
SBI Life 2.92 2.73 2.64 2.52 2.17
Shriram 3.05 291 2.63 2.61 2.69
Star Union Dai-ichi 2.53 7.89 7.66 7.77 7.46
TATA AIG 251 191 2.05 1.80 2.11

PUBLIC INSURER
LIC 154 1.74 1.72 1.66 154

* Started business during 2009-10.
Source : Actuarial Report and Abstract as on 31.03.2009 & 31.03.2010 and respective quarterly Solvency Statements.
NA: Not Applicable
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