Item No. 13 
IRDAI (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) (Second Amendment) Regulations, 2017
1. Attention is drawn to IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 notified on 14th December, 2016 in the official gazette.

2. The Authority has received representation from different stakeholders on the following sub-regulation namely:
a. Regulation 6 – Reward to Individual agent or insurance intermediaries by insurers

b. Reg 5(c) - Health – Govt Scheme - Schedule – II - Health Insurance (General & Stand-Alone Health Insurers)
c. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – 2.5% commission/ remuneration on TP portion of Motor (Comprehensive) Policy
d. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – Revision in commission/ remuneration from 15% to 17.5% for two-wheeler motor (comprehensive) policy
3. The issues around each of the sub-regulations is as under:

a. Regulation 6 – Reward to Individual agent or insurance intermediaries by insurers 
i. Regulation 6(d) & 6(e) of IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 (Annexure “1”) stipulates the reward to individual agent or insurance intermediaries by insures for life insurance shall not be more than 20% of the first year commission or remuneration paid to insurance agents and insurance intermediaries. 
ii. Schedule IV of IRDA (Insurance Marketing Firm) Regulations, 2015 (Annexure “2”) states that Insurance Marketing Firm may receive fees or charges from life insurance companies in the form of service charges for recruitment, training and mentoring of their ISPs. These fees or charges shall not exceed 50% of first year commission and 10% of renewal commission received by IMF. No such payment shall be made in case of general/health insurance business.
iii. In light of the above, it may be noted that the fees or charges received by the IMF from the life insurer under the IRDA’s (Insurance Marketing Firm) Regulations, 2015 is at variance with the rewards under the IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016.

iv. Therefore the Authority issued an exposure draft on 2.8.2017 proposing a carve out to the IMF wherein rewards for life insurance business will be governed by IMF regulations.  

b. Reg 5(c) - Health – Govt Scheme - Schedule – II - Health Insurance (General & Stand-Alone Health Insurers)
i. Clause 5(c) of the IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 (Annexure “3”) states that the maximum commission or remuneration payable under Health- Govt Scheme shall be as specified in the Government Scheme/ Notification else as per Health – Group (Employer-Employee only) – Annual segment. 
ii. This seems to give the impression that in case the Government Health Scheme does not indicate the commission / remuneration to be paid to the insurance agent or insurance intermediary, then the Government Health Scheme shall be eligible/ entitled to the commission/ remuneration of maximum commission / remuneration of 7.5%.
iii. However the Authority’s intention was not that. The commission/ remuneration is “Nil” in case the same is not specified in the Government Scheme. Otherwise the commission/ remuneration will be as specified by the Government in its Health Scheme.
iv. Further the above proposal would be in line with Schedule – I – Life Insurance – Reg 5(b) Table I – Regular premium which states that for Government Scheme – Life – Health the maximum commission/ remuneration shall be as per Government notification.  
v. Therefore the Authority issued an exposure draft on 2.8.2017 inviting comments on the proposed deletion of the words “else as per Health – Group (Employer-Employee only) – Annual segment” in the said clause.
c. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – 2.5% commission/ remuneration on motor Third Party (TP) portion of Motor (Comprehensive) Policy 
i. The Authority has been receiving representations from insurance agents that since 2.5% commission/ remuneration is allowed on Motor (Stand – Alone TP), the same should be extended to Motor (Comprehensive) where commission / remuneration payable is restricted to OD portion of the Motor (Comprehensive) policy. 
ii. The rationale is that comprehensive covers consists of Motor OD portion and Motor TP portion. Earlier commission/ remuneration was restricted to only motor OD portion of the Motor (Comprehensive) policy because no commission/ remuneration was allowed for Motor (Stand-Alone TP). 
iii. Now with Motor (Stand-Alone TP) being entitled to 2.5% commission/ remuneration and the insurers also paying the insurance agents and insurance intermediaries, there is an inconsistency that commission / remuneration is not permitted on the Motor TP part of the Motor (Comprehensive) policy.
iv. However since most of the motor comprehensive insurance policies are sold at the time of purchase of the automobile, there is not much effort involved in marketing them.  
v. Therefore the Authority issued an exposure draft on 2.8.2017 proposing to bring consistency and balancing the efforts with the earnings. It sought payment of commission/ remuneration of 2.5% on motor TP part of the Motor (Comprehensive) policy from 4th year of registration of the automobile vehicle.   

d. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – Revision in commission/ remuneration from 15% to 17.5% for two-wheeler motor (comprehensive) policy 
i. Clause 5(e) of the IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 (Annexure “4”) states that the commission/ remuneration that can be paid for motor two-wheelers is maximum of 15%. 

ii. It is well known that the two wheeler segment in the country is largely under-insured.
iii. Since the premium for the two wheelers is less, the commission/ remuneration payable is even lesser. So the insurance agents/ insurance intermediaries are not inclined to solicit them as the costs of solicitation are not remunerative. As a result most of the two-wheelers do not have insurance. 
iv. This impacts the claims experience as the claims get distributed over lesser number of two-wheeler vehicles.
v. In order to improve insurance coverage of these two wheelers, it may be desirable to pay slightly higher commissions remuneration to insurance agents or insurance intermediaries for this category of automotive vehicles. 
vi. Therefore the Authority issued an exposure draft on 2.8.2017 proposing to the revise the maximum commission/ remuneration payable to insurance agents/ insurance intermediaries from 15% to 17.5% for two-wheeler motor (comprehensive) policy. 
The last date for receiving the comments for the proposed change was 9.8.2017. The Authority received 27 responses from various stakeholders. The proposed amendments to the regulations were also placed before the members of the Insurance Advisory Committee in the meeting held on 21.8.2017.
The important comments on each of the proposed changes are as follows:
a. Regulation 6 – Reward to Individual agent or insurance intermediaries by insurers

i. A few are of the view that the costs that will be borne by insurers in the first year of the life insurance policy will be high and therefore should not be paid the fees or charges that are 50% of the first year commission condition of 50% and 10% of renewal commission.

ii. Most stakeholders are of the view that the IMF was envisaged to stop mis-selling because they will be in close touch with the policyholder. The IMF model was also to allow Agency Managers/ Development Officers to become entrepreneurs and continue to serve the policyholders after retirement/ leaving the organization. Therefore to meet these objectives, some stakeholders are not in favour of a carve-out to the IMF for the life insurance business.

iii. Therefore the Authority does not propose a carve out to the IMF wherein rewards for life insurance business will be governed by IMF regulations.  
b. Reg 5(c) - Health – Govt Scheme - Schedule – II - Health Insurance (General & Stand-Alone Health Insurers)
i. A few stakeholders are not in favour as they are of the view that the insurance intermediaries play a role in enrolment of beneficiary which may be adversely impacted.

ii. Most of the stakeholders agree to the proposed changes which according to them adds to the losses on the loss-making portfolio.

iii. Therefore deletion of the words “else as per Health – Group (Employer-Employee only) – Annual segment” in the said clause is proposed.
c. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – 2.5% commission/ remuneration on TP portion of Motor (Comprehensive) Policy
i. Some stakeholders have requested payment of commission/ remuneration from 1st / 2nd year itself instead of 4th year.
ii. Other stakeholders are not in favour as they are of the view that it will add further losses to the already loss making portfolio.
iii. Some members of the IAC were of the view that that the proposed commission/ remuneration for Motor TP under Motor (Comprehensive) policy from 4th year was not justified as motor TP was a loss making portfolio. Therefore every stakeholder should participate in bringing down the overall loss ratio rather than burdening one stakeholder. Further since motor TP is mandated under law therefore no solicitation takes place.

iv. It was clarified that it would also be unfair not to pay commission/ remuneration to an insurance agent or an insurance intermediary for the efforts made by him to procure motor insurance business.
v. Therefore in order to bring consistency and to balance the efforts with the earnings, a maximum commission/ remuneration of 2.5% on motor TP part of the Motor (Comprehensive) policy may be permitted from 4th year of registration of the automobile vehicle.
d. Reg 5(e) - Motor (Comprehensive) - Schedule – IV – Motor Insurance – Revision in commission/ remuneration from 15% to 17.5% for two-wheeler motor (comprehensive) policy
i. Most of the stakeholders have supported increase in maximum commission/ remuneration payable to insurance agents and insurance intermediaries for two-wheelers (comprehensive) policy to 17.5%.
ii. A stakeholder has suggested that a fixed amount of Rs 125/- per policy instead of increase of 2.5% in commission may be considered.  

iii. Some members of the IAC were of the view that given the increase in commission/ remuneration for motor (comprehensive) insurance, there is little justification for allowing commission/ remuneration on motor TP portion of motor (comprehensive) policy from 4th year and also increasing the commission/ remuneration for 2-wheelers from 15% to 17.5% as proposed.

iv. It was pointed out that the commission/ remuneration proposed is the maximum limit permitted under the regulations. The companies were free not to pay the insurance agent/ insurance intermediary if they so desired.

v. Therefore in order to improve insurance coverage of the two wheelers and given that the fixed amount will be administratively difficult to implement, the maximum commission/ remuneration payable to insurance agents/ insurance intermediaries from 15% to 17.5% for two-wheeler motor (comprehensive) policy.
e. Date of implementation of the amendment of regulations - Since time has to be given for the insurers and insurance intermediaries to be ready with their system, it is proposed that the above changes may be effective from 1st November, 2017.
In light of the above the draft IRDAI (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) (Second Amendment) Regulations, 2017 are placed (Annexure “5”) for consideration of the Authority.

Annexure “1”
Regulation 6 – Reward to Individual agent or insurance intermediaries 
by insurers

1. Regulation 6(d) & 6(e) stipulates the reward to individual agent or insurance intermediaries by insures which reads as under:

(d) Reward – Life Insurance

(i) Reward in life insurance to be calculated on an overall basis for insurance agents and insurance intermediaries respectively and not linked to each and every policy solicited by an insurance agent or an insurance intermediary.

(ii) Reward being not more than 20% of first year commission or remuneration paid to insurance agents and insurance intermediaries

(e) Reward – General Insurance including health insurance

(i) Reward in the general insurance to be calculated separately for health insurance and other than health insurance for insurance agents and insurance intermediaries respectively and not linked to each and every policy solicited by an insurance agent or an insurance intermediary.  

(ii) Reward being not more than 30% of commission or remuneration paid to insurance agents and insurance intermediaries

Annexure “2”
Schedule IV

Rules Governing the Insurance Marketing Firm

Part – I. - Remuneration payable to the Insurance Marketing Firm

(1) The Insurer shall make all remuneration for soliciting and procuring insurance policies undertaken by an Insurance Marketing Firm, to the concerned Insurance Marketing Firm only, and not to any other person or entity.

(2) The remuneration payable to Insurance Marketing Firm by the Insurer, for the solicitation of policies by the ISPs shall be as specified by the Authority, from time to time, under Secs. 40(1) and 40(2) of the Act, as amended from time to time.

In addition, the Insurance Marketing Firm may receive fees or charges from life insurance companies only in the form of service charges for recruitment, training and mentoring of their ISPs. These fees or charges shall not exceed 50% of first year commission and 10% of renewal commission received by IMF. No such payment shall be made in case of general/health insurance business. The life insurance companies shall have to disclose to the Authority upfront at the time of filing their products under file & use guidelines on payment of such fees or charges to the Insurance Marketing Firm.

(3) The Insurance Marketing Firm shall also be entitled to receive the fees for undertaking insurance service activities as mentioned in regulation 3(b) as may be mutually agreed between the Insurance Marketing Firm and the Insurance Company which shall be reasonable depending upon the time and effort and should be evidenced by an agreement entered at the outset with basis of fees being clearly addressed.

(4) The Insurance Marketing Firm will also be entitled to collect the ‘Applicable Service Charges’ from the financial entities for the services rendered by the FSE employed by the Insurance Marketing Firm.

(5) The settlement of accounts by insurers in respect of remuneration of Insurance Marketing Firm shall be done on a monthly basis.

Annexure “3”
Health – Govt Scheme - Schedule – II - Health Insurance 
(General & Stand-Alone Health Insurers)  – Reg 5(c)
1. Clause 5(c) of the IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 states as under:

“The maximum commission or remuneration payable under health insurance products offered by general insurers or stand-alone health insurer is given in Schedule II

Schedule – II

Health Insurance (General & Stand-Alone Health Insurers) – Reg 5(c)

The maximum commission or remuneration as a percentage of premium that is allowed for health insurance by genera; insurers or stand-alone health insurers is as under:

	S. No. 
	Line of business 
	Maximum Commission/ remuneration payable to insurance agents/ insurance intermediaries

	5 
	Health – Govt Scheme
	As specified in the Government Scheme/ Notification else as per Health – Group (Employer-Employee only) – Annual segment


Annexure “4” 
Motor (Comprehensive) - Schedule – IV – Motor Insurance  – Reg 5(e)
1. Schedule – IV – Motor Insurance – Reg 5(e) of the IRDAI’s (Payment of commission, remuneration or reward to insurance agent or insurance intermediaries) Regulations, 2016 states as under:
“Schedule – IV

Motor Insurance – Reg 5(e)

The maximum commission or remuneration as a percentage of premium that is allowed for general insurance (motor) is as under:

	S. No. 
	Line of business 
	Maximum Commission/ remuneration payable to insurance agents/ insurance intermediaries 

	1 
	Motor (Comprehensive)* 
	15% 

	2 
	Motor (Stand-alone TP) 
	2.5% 


* - Commission/ remuneration shall be payable only to the OD portion of the Motor (Comprehensive) policy.”

Annexure “5”

INSURANCE REGULATORY AND DEVELOPMENT AUTHORITY OF INDIA (PAYMENT OF COMMISSION OR REMUNERATON OR REWARD TO INSURANCE AGENTS AND INSURANCE INTERMEDIARIES) 
(SECOND AMENDMENT) REGULATIONS, 2017
F. No. IRDAI/Reg/ / /2017.— In exercise of the powers conferred by clause (ic) and (jd) of subsection 2 of section 114A read with section 31B of the Insurance Act, 1938 (4 of 1938), and read with subsection (1) of sections 14 and 26 of the Insurance Regulatory and Development Authority Act, 1999 (41 of 1999), the Authority hereby makes the following regulations, namely:- 

1. Short Title and Commencement of the Regulations: 

(a) These Regulations may be called the Insurance Regulatory and Development Authority of India (Payment of commission or remuneration or reward to insurance agents and insurance intermediaries) (Second Amendment) Regulations, 2017. 

(b) They shall come into force on 1st November, 2017.

2. In Insurance Regulatory and Development Authority of India (Payment of commission or remuneration or reward to insurance agents and insurance intermediaries) Regulations, 2016 
a) Replace Schedule – II under Regulation 5(c) with the following 

Schedule – II

Health Insurance (General & Stand-Alone Health Insurers) – Reg 5(c)

The maximum commission or remuneration as a percentage of premium that is allowed for health insurance by genera; insurers or stand-alone health insurers is as under:

	S. No. 
	Line of business 
	Maximum Commission/ remuneration payable to insurance agents/ insurance intermediaries

	5 
	Health – Govt Scheme
	As specified in the Government Scheme/ Notification 


b) Replace Schedule – IV under Regulation 5(e) with the following 

“Schedule – IV

Motor Insurance – Reg 5(e)

The maximum commission or remuneration as a percentage of premium that is allowed for general insurance (motor) is as under:

	S. No. 
	Line of business 
	Maximum Commission/ remuneration payable to insurance agents/ insurance intermediaries 

	
	
	Motor (Comprehensive)*
	Motor (Stand-alone TP)

	
	
	Other than 2-wheeler
	2-wheeler
	Other than 2-wheeler
	2-wheeler

	1 
	Certificate of registration –1st to 3rd  year
	15% (OD portion) + (Nil - TP portion)
	17.5% (OD portion) + (Nil -  TP portion)
	2.5%
	2.5%

	2 
	Certificate of registration – 4th year onwards
	15% (OD portion + 2.5% (TP portion)
	17.5% (OD portion + 2.5% TP portion)
	2.5%
	2.5%


98th meeting of the Authority                                    13.13

