INSURANCE REGULATORY AND DEVELOPMENT AUTHORITY
EXPOSURE DRAFT
Ref:     16/CAD/PPI/PPM/11-12                                                                                                          
ALL LIFE INSURANCE COMPANIES

RE: GUIDELINES ON DEVELOPMENT AND IMPLEMENTATION OF PROSPECT PRODUCT MATRIX BY LIFE INSURANCE COMPANIES

I. Purpose
Sale of policies based on suitability or needs of the prospect and persistency trends of these policies have a positive correlation.  It is important and necessary for insurers to have in place a Suitability Index (or a Prospect Product Matrix which term shall be used hereinafter) that can serve as a self governing tool to assess the quality of sale. With experience, the Prospect Product Matrix will get refined leading to constant improvements in persistency and greater customer satisfaction. 
II. Objective:
II.I. In order to ensure that every life insurer develops and implements a Prospect Product Matrix, the Authority considers it necessary to issue broad guidelines on the subject, in terms of Section 14 of the IRDA Act, 1999.

II.2. The Objective of these guidelines is to set standards and procedures for development and implementation of a Board approved Prospect Product Matrix by insurers which shall be followed by the direct sales personnel of insurers and their agents and brokers. In the case of brokers, insurers may ensure that the expected minimum requirements are met with as brokers may deal with more than one insurer and may want to develop their own matrix/process.  Insurers are required to establish a system to supervise recommendations made by their sales personnel as well as agents and brokers to ensure that the needs and financial objectives of consumers are appropriately addressed. These guidelines shall currently be applicable to all life insurance policies (Traditional, ULIPs, Pension and Health) sold as individual policies.
III. Definitions:
111.1. Recommendation: ‘Recommendation’ means advice provided by an agent or broker or an insurer where no agent or broker is involved, to an individual consumer that results in a purchase of a life insurance policy in accordance with that advice.
111.2. Suitability: ‘Suitability’ is a determination that, based upon a particular prospect’s risk profile, financial situation, investment objectives and investment experience, a product is appropriate for that prospect.
IV. Obligations of insurers, agents and brokers to determine suitability:

IV.I. An insurer or a distributor must make reasonable efforts to obtain a consumer’s suitability information prior to making a recommendation. Suitability information means information that is reasonably appropriate to determine the suitability of a recommendation, including the following:

(a). Age 
(b). Annual Income 
(c). Financial resources used for funding the purchase of the life insurance product 
(d). Intended use of the life insurance product
 (e). Financial objectives with time horizon 
(f). Existing assets including investment and life insurance holdings 
(g). Liquidity needs 
(h). Liquid net worth 
(i). Tax status 
(j). Risk tolerance
(k). Such other information used or considered to be reasonable by the insurer in making recommendations to the consumer.
Note: Annexed to these guidelines ( Annexure B) is an illustration of a Prospect Product Matrix and a Standard Proposal cum Needs Analysis Form ( Annexure A) .
IV.2. Based on the suitability of information gathered from the prospect, the Insurer or Agent or Broker must have reasonable grounds to believe that the product being recommended to the prospect is suitable for him/her. 
IV.3. In recommending the purchase of a life insurance product, the Insurer or Agent or Broker shall ensure the following:

(a). The prospect has been informed of the various products available and the details of the various features of the particular product being recommended. This would include and not be limited to the benefits, the various charges such as surrender charge, administration and all other charges as applicable, market risks etc—in other words all relevant features of the product necessary for the prospect to make the right decision.
(b). The insurer or agent or broker believes that a particular product would suit the needs of the prospect and that the prospect would benefit from purchasing such a product.

IV.4.  It shall be mandatory for all life insurance companies to adopt a standard Proposal cum Needs Analysis form  as prescribed by the Insurance Regulatory and Development Authority in terms of Regulation 4 (1) of the IRDA Regulations on Protection of Policyholders’ Interests, 2002. 
V. Exception from obligations listed in III above:

V.I. No insurer or agent or broker shall have any obligation to a prospect related to any recommendation where a prospect
(a). Refuses to provide relevant information requested for by the insurer or agent or broker. The Agent/Broker and the insurer shall certify such refusal on the proposal cum needs analysis form.
(b). Decides to purchase a product that is not based on a recommendation of the insurer or agent or broker. A declaration to this effect needs to be obtained from the prospect on the proposal cum needs analysis form.
(c). Fails to provide complete information. The Agent/Broker and the insurer shall give a declaration to this effect.
VI. Insurers to establish supervisory procedures:
VI.I. An insurer shall establish a supervision system that is reasonably designed to achieve compliance with these guidelines including but not limited to the following:

(a). The insurer shall maintain reasonable procedures to inform insurance agents and brokers of the requirements of these guidelines and of the Prospect Product Matrix developed  and adopted by them and the forms and details that need to be collected for the purpose of suitability analysis and making a recommendation.
(b). The insurance agents and brokers shall be adequately trained to determine suitability based on the Prospect Product Matrix developed and adopted by the insurer.
(c). The insurer shall maintain procedures for review of each recommendation prior to issuance of a product that is designed to ensure that there is a reasonable basis to determine that a recommendation is suitable. Such review procedures shall include a screening system for the purpose of identifying selected sale transacitons for a detailed review. Such review may be accomplished electronically or through other means including but not limited to physical review. 
(d). The insurer shall maintain reasonable procedures to detect recommendations that are not suitable. This may include, but is not limited to, confirmation of suitability information, systematic consumer surveys, verification calls or interviews, confirmation letters and programs of internal monitoring. An insurer may apply sampling procedures for confirming suitability information after issuance or delivery of the product.

(e). The management of the insurer shall provide periodical reports to the Policyholder Protection Committee which shall give  periodical reports to the Board of the insurer. The report shall contain details of audit review of design of the Prospect Product Matrix, of the effectiveness of the supervision system , the deviations found and corrective action taken or recommended. The reporting system shall also include a periodical report of instances of mis-selling  arising out of non-compliance of the  Prospect Product Matrix, apart from carrying out a review of cases of mis-selling based on policyholder complaints.
VII. Record keeping:

VII.I. Insurers, agents and brokers shall maintain and make available to the Authority records of information collected from the prospect and other information used in making the recommendations that were the basis for insurance transactions for five years after the insurance transaction is completed by the insurer. 
VII.II. The records may be maintained in physical or electronic form or any process that accurately reproduces the actual document and can stand legal scrutiny.

VIII. Training

Agents shall be adequately trained on the Prospect Product Matrix adopted by the insurer.  Brokers shall also be given the necessary inputs for sale of the products of a particular insurer. Further, insurer shall ensure that agents, brokers and direct sales personnel are given thorough training regarding the various specific products of the insurance company.
IX. Effective Date/Compliance Date
These guidelines shall take effect from 1st April, 2012.
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