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IRDAI (Outsourcing of Activities by Indian Insurers) Regulations, 2016
F. No. IRDA/Reg./xx/xx/2016.—In exercise of the powers conferred under Section 114A (2) (zd) of the Insurance Act 1938 and Section 14 read with Section 26 of the 1RDA Act 1999 and in consultation with the Insurance Advisory Committee, the Authority hereby makes the following regulations, namely:-
CHAPTER I :: GENERAL
1. Short title and commencement:
i. These Regulations may be called IRDAI (Outsourcing of Activities by Indian Insurers) Regulations, 2016
ii. They shall come into force from the date of their publication in the Official Gazette of the Government of India.

2. Applicability: 
(i) These Regulations are applicable to all Insurers registered with the Insurance Regulatory and Development Authority of India. 
Provided Branch Offices of Foreign Reinsurers and Lloyds India registered with the Authority shall comply with Regulation 28 (5), Chapter – VI of IRDAI (Registration and Operations of Branch Offices of Foreign Reinsurers other than Lloyds) Regulations, 2015 and Regulation 50 (4), Chapter – X of IRDAI (Lloyd’s India) Regulations, 2016, respectively, as amended from time to time while outsourcing their activities. 
3. Objective: To ensure that insurers follow prudent practices on management of risks arising out of outsourcing with a view to prevent negative systemic impact and to protect the interests of policyholders.

4. Definitions:
i. In these Regulations, unless the context otherwise requires;
a) ‘Act’ means the Insurance Act, 1938;
b) ‘Authority’ means the Insurance Regulatory and Development Authority of India established under sub section 1 of section 3 of the IRDA Act 1999;
c) ‘Core activities’ mean  all functions of insurance business as indicated in Regulation 16 under Chapter III of these Regulations;

d) ‘Outsourcing’ means Insurer’s use of a third party service provider  to perform activities that have to be undertaken by the Insurer itself, now or in the future;
Explanation: Employing individual persons on a contract basis as part of employment for in-house activities within the premises of the offices of the Insurer is not considered as outsourcing. 
e) ‘Outsourcing Agency’ means  third party service providers who are  entities specified in these Regulations for carrying out  Outsourcing activities as permitted herein;
f) ‘Outsourcing Agreement’ means a written agreement entered into between the Insurer and Outsourcing Agency prescribing the terms and conditions of services, which may be rendered to the insurers by the outsourcing agencies;
ii. All words or expressions not defined in these Regulations but defined in the Insurance Act 1938 or Insurance Regulatory and Development Authority Act 1999 shall have the same meaning respectively assigned to them in those Acts.
CHAPTER II :: NORMS ON OUTSOURCING
5. Outsourcing Agencies: No Insurer shall engage any entity other than the following as outsourcing agency for the purpose of outsourcing:
a) Companies Registered under the relevant provisions of the Companies Act, 2013 or

b) Limited Liability Partnerships registered under the relevant provisions of the Limited Liability Partnership Act, 2008 or 
c) Registered Cooperative Societies registered under the Cooperative Societies Act, 1912 or
d) Partnership firms registered under the Indian Partnership Act, 1932 or
e) Any other entity as may be approved by the Authority to act as Outsourcing Agency

Provided that for certain activities specified in Schedule – I of these Regulations, an individual may be engaged as an outsourcing agency. 
6. Framework for Outsourcing: Insurers shall adopt a sound and responsive management framework in formulating and monitoring their outsourcing arrangements.

7. Outsourcing Policy:
i. Every Insurer shall put in place a comprehensive outsourcing policy duly approved by the Board. Insurers shall ensure that every outsourcing arrangement is well within the framework of the said outsourcing policy. 
ii. Subject to these Regulations and other applicable Regulations notified by the Authority the outsourcing policy, inter alia, shall include the following:
a) The objectives of outsourcing and criteria for approving an outsourcing arrangement;
b) The framework for evaluating comprehensive assessment of the risks associated in outsourcing;
c) The framework for monitoring and controlling outsourcing arrangements;
d) The roles and responsibilities of outsourcing agency;

e) Determining the  responsibility within the Insurer for approving,  determining the consideration amount involved and monitoring the outsourcing arrangements, and delegation of authority within the Insurer;

f) Norms on the implementation and review mechanism of the outsourcing policy, the monitoring of the performance of outsourcing agencies and control procedures. These norms, inter alia, shall be capable of accommodating changing circumstances of the insurer and cater to the market, legal and regulatory developments;
g) A conflict management policy that ensures that there is no conflict of interest with related parties or other third parties of the Insurer, regulated entities of the Authority and their related parties;
h) Norms on maintaining arms length distance with outsourcing agencies.

iii. The insurer should have appropriate documentation of its outsourcing policy and ensure that procedures are in place such that relevant staff of the insurer responsible for implementing the Outsourcing Policy is aware of and comply with the outsourcing policy. 
iv. The cost involved in outsourcing shall be Reasonable and should be in line with the prevailing market rates for such activity and for a given geographical location.
8.  Role of the Board: The Board is responsible for:
i. Approving a framework to evaluate the risks and materiality of all existing and prospective outsourcing in accordance to these Regulations and the policies that apply to such arrangements;

ii. Assessing management competencies for handling the outsourcing arrangements, given the nature, scope and complexity; 

iii. Undertaking periodical review of outsourcing strategies and arrangements for their continued relevance, and safety and soundness; and

iv. Establishing a comprehensive Risk Management Programme to cover the risks associated with the outsourced activities;
v. The Risk Management Programme shall, inter alia, address;
a. Identification of the role of outsourcing in the overall business strategy of the insurer;

b. Comprehensive due diligence as outlined in these Regulations;

c. Cost Benefit Analysis of the activity outsourced. To meet the objective of this principle, it shall be ensured that; 
i. Payments agreed to be made towards every transaction are commensurate with the benefit envisaged;
ii. The economies to be achieved in outsourcing against the costs that may be incurred if done internally are actually achieved;   

iii. Analysis of risk-return on the potential benefits of outsourcing;
d. Degree of difficulty and time required to select an alternative outsourcing agency or to bring the business activity in-house, if necessary; 
e. Whether the outsourcing agency employs the same standards in performing, as the Insurer would have employed had the activities been done in house; 
f. Spreading of Outsourcing activities amongst a reasonable number of outsourcing agencies to ensure that there is no concentration of risks owing to outsourcing; 
g. Steps to ensure compliance with all relevant laws, regulations, guidelines and other directions on an ongoing basis.
10. Due Diligence of Outsourcing Agencies:
i. In considering or renewing an outsourcing arrangement, an insurer should subject the outsourcing agency to appropriate due diligence which inter alia shall cover the following; 

a) Where the outsourcing agency is a Company registered under Companies Act, 2013, the main objects of the company shall include the activities outsourced;

b) In case of other outsourcing agencies, there shall be a clause in the deeds or bye-laws enabling the entities to undertake the activities outsourced; 

c) Existence of the outsourcing agency as projected;
d) Assessing the capability of the outsourcing agency to employ standards envisaged, while performing outsourced activities; 
e) Its experience, competence to implement and support for the proposed activity ;

f) Its security and internal controls; 
g) Business continuity management;

h) Where considered necessary, insurers shall obtain independent reviews and market feedback on the service provider to supplement its own findings. 

ii. Due diligence undertaken during the selection process should be documented and evaluated periodically as part of the monitoring and control process of outsourcing.
 11. Outsourcing Agreement:
i. Outsourcing relationships shall be governed by written outsourcing agreements that are legally binding for a specified period, subject to periodical renewal, if necessary, that clearly describe all material aspects of the outsourcing arrangement, including the rights and responsibilities of all parties. 
ii. The outsourcing contracts, inter alia, shall have in place certain clauses or conditions listed out in Schedule II of these Regulations.
 12. Confidentiality and Security:
i. The insurer shall satisfy itself that the outsourcing agency’s security policies, procedures and controls will enable the insurer to protect confidentiality and security of policyholder information.
ii. Insurer is responsible in ensuring the confidentiality of the data or information parted to any outsourcing agency under the outsourcing agreements.
iii. An insurer shall take into account any legal or contractual obligation to disclose the outsourcing arrangement and circumstances under which their data may be disclosed. In the event of termination of the outsourcing agreement, the insurer should ensure that all customer data is completely retrieved from the service provider.
 13.  Monitoring and Control:
i. Implementation, Review of the outsourcing policy and Monitoring the performance of the outsourcing agencies may be delegated by the Board to the Risk Management Committee.

ii. Insurers shall ensure that they have sufficient and appropriate resources to monitor and control the outsourcing arrangements at all times. For effective monitoring and control of the outsourcing arrangements, an insurer should, among other things:

a) Ensure that the responsibility for monitoring the outsourcing agency and the outsourced service is assigned to staff with appropriate expertise;

b) Maintain a central list of the outsourcing arrangements that includes the name of each service provider, service outsourced, location where the outsourced service is performed, commencement date and expiry or renewal date of the outsourcing agreement, and contact details of the key persons of the service provider;

c) Continued due diligence and monitoring of outsourcing arrangement to ensure that the service is being delivered in the manner expected, and to ensure that the provisions included in the outsourcing agreement are executed;  

14. Contingency planning for Business Continuity:
i. An insurer outsourcing any service to an outsourcing agency should put in place a contingency plan to ensure that the concerned activity as well as the overall business would not be disrupted as a result of unexpected shortfalls or failures. The following issues, inter alia, should be considered and addressed in formulating such contingency plan:
a) Back-up facilities or availability of alternative service provider or possibility of bringing the outsourced service back in-house;

b) Procedure to be followed and the persons responsible for respective activities if business continuity problem arises; and 

c) Procedures for regular reviews and testing of the contingency plan.
ii. An insurer should ensure that the outsourcing agency has its own contingency plan in respect of daily operational and systems’ problems. The insurer should have complete understanding of the service provider’s contingency plan and consider the implication for its own contingency planning.
15. Miscellaneous:
i. The Insurer shall ensure that engaging the outsourcing agency does not result in any conflict of interest. The outsourcing agency or any of the related parties of the outsourcing agency shall not be able to derive any benefit by causing loss to the insurer or policyholder. In case of existence of conflict of interest amongst the related parties of the outsourcing agency, the insurer shall not outsource to such outsourcing agencies. 

ii. Insurers shall put in place procedure to ensure that none of their employees is directly or indirectly involved in (i) creation of any outsourced activity which is beneficial to him / her or (ii) any outsourced activity carried out by the outsourced agency. 

iii. Insurers shall put in place processes to identify the outsourcing agencies which are indulging in activities that jeopardise the interests of the insurers or the policyholders and shall terminate their services immediately and blacklist such agencies under intimation to the Authority or to any other agency as directed by the Authority within ten days.

iv. The Authority may direct any agency to maintain such list of blacklisted outsourcing agencies which shall be referred to by all insurers as part of due diligence process before engaging them. 

CHAPTER III :: CLASSIFICATION OF ACTIVITIES OF INSURERS
16. Classification of Activities: The following activities are classified as ‘Core Activities’. 
i. Core activities 
a) All activities relating to:- 

i. Underwriting
ii. Product Design 
iii.   Actuarial functions 
iv. Reinsurance 
v. Investment related functions 

vi. Fund Management including NAV calculations 

vii. Settlement or Repudiation of all Claims

viii. Policyholder Grievances Redressal 

ix. Approving Advertisements 
x. Appointment of Surveyors and Loss Assessors 

xi. Compliance with AML, KYC Norms 
Provided, integral components of the above activities shall be treated as Core Activities 

b) Policy Servicing and its related activities
17. Restrictions on Outsourcing: Subject to the provisions of Regulation (18) Core Activities shall not be outsourced.  
18. Activities that may be outsourced: 
i. Activities that support the Core Activity specified under Regulation 16(i)(b)  of these Regulations, may be outsourced at the discretion of the insurers and as per these Regulations. However, the execution of these services shall remain   the core activity to be carried out by the insurers.
ii. Where collection of premium is outsourced Insurers shall put in place procedures for issuance of premium acknowledgments instantaneously to the policyholders on collection of premiums through such outsourced agencies. 
Provided, Insurers shall remain responsible for the acknowledgements issued and the date and time of such receipt shall be taken into account for considering the underlying benefits of an insurance contract.  
CHAPTER IV :: GENERAL PRINCIPLES OF OUTSOURCING
19. Audit and Inspection:
i. Outsourcing should not interfere with the ability of the insurer to manage its activities or impede IRDAI from carrying out its supervisory functions and objectives.
ii. The insurer shall conduct periodical inspection or audits on the outsourcing agency whether by its internal auditors or by  Chartered Accountants / firms appointed by the insurer to examine the compliance of the outsourcing agency to the outsourcing agreement while carrying out the activities outsourced. Measures shall be taken to arrest the deficiencies noticed if any in the inspection or audit report. 

20. Termination of Outsourcing Agreements: In case of termination of outsourcing agreements between insurer and outsourcing agency, the compensation or penalty or any payment in lieu of foreclosure shall be reasonable.
21. Legal and Regulatory Obligations:
i. Outsourcing shall not diminish the obligations of an insurer and those of its Board and Senior Management, to comply with the relevant law/s and regulations. The Insurer is ultimately accountable for all acts of commission and omission of the outsourcing agencies. The insurer’s liability shall not in any way be restricted or limited by way of outsourcing. 
ii. All the outsourcing agencies engaged by insurers are subject to the provisions of Insurance Act, 1938, IRDA Act, 1999, Rules, Regulations and any other orders issued thereunder. 
iii. The regulated activities of the Insurance Agents, Insurance Intermediaries including TPAs, Insurance Repositories and other regulated entities, as provided in the Insurance Act,1938, IRDA Act,1999 and Regulations, guidelines made thereunder, are not considered as outsourcing and not covered by these Regulations. 
iv. Subject to these Regulations, Insurance Agents, Insurance Intermediaries and other regulated entities of the Authority shall not be contracted for outsourcing any activity other than those activities that are allowed under the respective regulations governing their registration and functioning. 
Provided these provisions are not applicable in respect of Scheduled Commercial Banks and Post Offices when they are engaged for premium collection and cheque pick-up activities. 
22.  Principles where outsourcing agencies are related parties of Insurers or Insurance Intermediaries: 
Notwithstanding the above, Insurers shall ensure compliance with the following additional principles where outsourcing agencies are the related parties of Insurers or Insurance Intermediaries registered with the Authority. 

a. With the objective of avoiding potential conflict of interest, Insurers shall endeavour that the Related Parties of Insurers or Insurance Intermediaries registered with the Authority shall ordinarily not be engaged for outsourcing any of the activities. 

b. Insurers shall not outsource any activity that leads to potential conflict of interest with the functions of the Insurer or with the functions of Insurance Intermediaries. 

c. Where it is considered necessary to outsource any activity to the related parties of the Insurers or related parties of the Insurance Intermediaries registered with the Authority who are working either with the Insurer who is proposing to outsource or with any other Insurers, there shall be a complete due diligence and the insurer shall be bound by the conflict management policy that is part of its Outsourcing Policy that ensures maintaining arms length distance. 

d. Insurers shall put in place the following internal supervisory oversight on all the activities outsourced to the related parties of the Insurers or related parties of Insurance Intermediaries. 

i. All the activities outsourced and modifications thereon shall be subject to the specific approval of the Audit Committee of the Insurers.

ii. The consideration amount agreed upon and modifications thereon, if any, shall be subject to specific approval of the Audit Committee of the Insurers. 
Provided while determining the consideration amount the Audit Committee of the Insurers shall take into consideration the Outsourcing Policy approved by the Board and the risk management principles of these Regulations.  

iii. All the activities outsourced to the related parties referred herein shall be reported to the Authority within thirty days of outsourcing in the format specified under the Guidelines issued by the Authority. 
iv. Payments made there under shall be reported to the Authority in such periodicity and in such format specified under the Guidelines issued by the Authority.   
v. In case, any of the outsourcing agency becomes a related party of either the Insurer or Insurance Intermediaries the insurer shall report the fact to the Authority within 30 days of such an event in the format specified in this regard. 

vi. Norms specified herein shall be followed where an Individual Insurance Agent of any Insurer or close members of his/her family is one of the promoters or one of the Directors of the outsourcing agency. 
Explanation: (1) Related party for the purpose of these Regulations shall carry the meaning as defined Section (2) (76) of Companies Act, 2013.
(2) Close Members of his Family for this purpose shall include spouse, sisters, brothers, parents, sons, daughters –in-law, daughters and sons-in-law.
23. Outsourcing outside India:
i. No activity that may result in migration of or transfer of any information or data outside India shall be outsourced.  
ii. No Activity that is specified in Regulation 18 (i) shall be outsourced outside India.
iii. Any activity that is outsourced outside India shall be reported to the Authority within 15 days in the format specified in the Guidelines issued under these Regulations. 
24. Power of Authority to issue directions: The Authority may direct the Insurer to suspend or to terminate or to modify any outsourcing agreement entered with any outsourcing agency, which is binding on the Insurers. 
25.  Redressal of Grievances related to outsourced activities: Every Insurer shall direct its in-house Grievance Redressal Machinery to deal with grievances relating to services provided by the outsourced agencies. The Grievance Redressal Machinery shall deal with every grievance in accordance with the extant guidelines issued by the Authority from time to time. It shall also analyze grievances received to help identification of the problem areas in which modifications of policies and procedures pertaining to the outsourcing may be undertaken with a view to making the delivery of services easier and more expeditious.  

26. Prohibition: These regulations shall not be construed to be authorizing, any activity which otherwise is prohibited by any law for the time being in force and/or Regulation and Guidelines of the Authority. 
27. Reporting Requirements: All insurers shall file returns on the activities outsourced and the Payments made on accounting of Outsourcing in the format and for the periodicity as specified by the Authority under the Guidelines issued in this regard.
28. Repeal and Savings: Insurers shall terminate all existing outsourcing agreements entered that are in contravention of these Regulations within 180 days of notification of these Regulations. 
29. Power of the Authority to issue clarifications: In order to remove any difficulties in the application or interpretation of these regulations, the Chairman of the Authority may issue clarifications, directions and guidelines in the form of circulars.

Schedule – I
(Refer Proviso to Regulation (5))
List of activities that are specifically allowed to be outsourced to Individual Persons:
1) Medical Examination

2) Legal or Professional Service

3) Claim Investigation

4) Forensic Analysis 
5) Salvage Assessors

6) Recovery Agents

7) Third Party Negotiators

8) Claim Document Aggregator

Schedule II
(Refer Regulation 11 (ii)))
Outsourcing contracts, inter alia, shall have in place clauses covering the following issues:
i. Scope of the outsourced service- the contract shall clearly define what activities are going to be outsourced, including appropriate service and performance levels. The outsourcing agency’s ability to meet performance requirements in both quantitative and qualitative terms shall be assessable ; 

ii. Location where the outsourced service will be performed;
iii. Effective period of the outsourcing arrangement;
iv. Contractual obligations and liabilities of the insurer and the service provider;
v. Performance standards to be attained in respect of the outsourced service. Explanation: This is imperative when the insurer has committed a service standard or performance pledge to its policy holders;
vi. Reporting or notification requirements that the insurer may wish to impose on the outsourcing agency;
vii. The way in which the insurer and the outsourcing agency should monitor the performance under the agreement (e.g. evaluation of performance through service delivery reports, periodic self-certification, independent reviews by the insurer’s or outsourcing agency’s  auditors);
viii. Information and asset ownership rights, information technology security and protection of confidential information;
ix. Guarantee or indemnity from the service provider towards commitment of the service provider including liability for any failure ;
x. Remedial action and escalation process for dealing with inadequate performance;
xi. Contingency planning of the service provider to provide business continuity for the outsourced service;
xii. Management and approval process for changes to the outsourcing arrangement;
xiii. Conditions under which the insurer or outsourcing agency  can terminate the outsourcing agreement;
xiv. Actual Termination agreement, including intellectual property and information rights and clarification of the process to ensure the smooth transfer of outsourced service either to another service provider or back to the insurer. A termination clause and minimum period to execute a termination provision, if deemed necessary, shall be included. The latter should allow the outsourced services to be transferred to another outsourcing agency or to the Insurance Company. Such a clause shall include provisions relating to insolvency or other material changes in the corporate form, and clear delineation of ownership of intellectual property following termination, including transfers of information back to the Insurer and other duties that continue to have an effect after the termination of the contract; 
xv. Requirement for the outsourcing agency to hold relevant insurance coverage;
xvi. Mechanism to resolve disputes that might arise under the outsourcing arrangement;
xvii. Allow access by the auditors and actuaries of the insurer and IRDAI to any books, records, information which facilitates them to discharge their statutory duties and obligations. The Agreement shall have in place a specific enabling clause to allow the Authority, with or without prior notice, appoint one or more of its officers or any individual or agency engaged by it as “inspecting authority” or investigating authority to undertake inspection or examination of any of the outsourced activities of the outsourcing agency to examine the activities carried out, and to inspect the books of accounts, records and documents thereof. Non cooperation with the inspecting team or non compliance with this clause shall entitle the Insurer to terminate the contract without any notice and without settlement of any compensation thereof;  

xviii. Governing law of the outsourcing agreement;
xix. The contract shall neither prevent nor impede Insurer from meeting its respective regulatory obligations, nor the regulator from exercising its regulatory powers of conducting inspection, investigation, obtaining information from either the insurer or the outsourcing agency;  

xx. The contract shall provide for the continuous monitoring and assessment by Insurer of the outsourcing agency so that necessary corrective measures can be taken promptly; 

xxi. Material issues unique to the outsourcing arrangement shall be meaningfully addressed; 

xxii. Insurers shall ensure that the outsourcing agency has put in place contingency plans, including a plan for disaster recovery and periodic testing of backup facilities commensurate to the activities outsourced; 

xxiii. Compensation payable in case of termination of outsourcing agreement.
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