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ABSTRACT

With the advent of IRDA Act 1999, we have 24 lifaiiance companies operating in India. The Lifautaace
sector controls more than 36,625 crore of deplogagital and over 34,07,106 crores of managed asseturance
industry has over 32.50 crore in force policieso®mg interest in financial savings, disposablepus and rising double
income groups are some of the reasons for the gramtinsurance industry. While most of the insummompanies
completed more than 10 yrs. of operation still taey struggling with accumulated losses. While acimng break-even is
a far-fetched goal, even expecting a decent Redarinvestment seems to be a distant dream for afdbe promoters.
Out of 24 Life Insurance Companies, we have mae ttozen companies who have piled up accumulassgdadndia is
one of the lowest penetrated economies acrossltie;ghowever we are not seeing any renewed agtritnew entrants
in life insurance space thus exhibiting the gloositpation prevalent in the industry. Adding to thwees, stringent
regulations from IRDAI on expense management arch on charges are dragging the bottom line furthiaus

impacting the overall profitability.
KEYWORDS RO, Life Insurance, Profitability
INTRODUCTION

Indian Life Insurance industry is one of the lowpshetrated markets across the globe. Life peratreg ~2.7%
as on 2017, which is way below the global averag@ penetration. This tantalized most of the fgneplayers to start
their operations in India. However, that initialcé@ment got faded out, and we started witnessiagynforeign partners
exiting Indian market. Companies made many assomptat the time of R3 filing and later started imbad) that Indian
market remains most complicated to operate andyhigiyulated. This is discouraging even the newela to venture

into Indian market.At present we have 24 Life Irgsure Companies including LIC.

In order to encourage FDI, government amended &meer act and enhanced FDI from 26% to 49% pertéid.
was cleared to encourage new players into Indiatkehand also existing partners to infuse highgitahwith a hope that
the enhanced capital would be invested in distidipuBut,surprisingly hike in FDI has actually hetpindian promoters to
off load their stake than investing the money uistribution. Even the IPO permit also helped iessionly to divest their
stake than investing money into distribution. Imdiasurance Industry has ~11000 branches acrossotigry and we

have not seen any further expansion from insuranoganies in the country.
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Industry registered double digit growth from 20@0titl date. This is impressive considering low&nmptration
and density in India. However, it is not creatimpegh excitement to add new players in Life Insceaspace. Insurance
industry is going through tough phase with serfegqgulations from IRDAI right from ULIP regulatiof2010) to expense
regulation (2016). Few may argue that these reiguistwill help insurance companies curtail expenges the fact
remains that these regulations are dis-incentigidistributors to take up insurance career astfioie profession and

discouraging companies to expand their operations.
STATEMENT OF THE PROBLEM

The absence of empirical studies in India, aboatkhy Performance Indicators of insurance compaméesime
the motivation for the study. While taking in tonsideration the absence of observed inquiry ineoftittors affecting
insurance company’s financial performance, theae$®r endeavored to work on such neglected erapigddence in
the country. Hence, comprehending performance atdis is an important issue to be examined for rtfamagers,
insurance professionals, regulatory bodies andcyatiakers to support the sector in achieving thllidmce, so that
essential economic outcomes could be obtained ftemhelp of the sector in India by understanding slhiccess and

failure factors of profitability.
SIGNIFICANCE OF THE STUDY

Most of the studies previously focused on banksfandstudies on insurance companies as well as $ocnsed
on analysis of financial performance, but not ompoehending performance indicators. Therefore, shigy is expected
to provide empirical evidence on the profitabildf insurance companies in Indian Life Insurancet@ed-urthermore,
many stakeholders would benefit from the resulé thill emerge from the study. Administrators wold interested in
identifying indicators of success and failure tketanecessary actions to improve the performancheftompany and
choose the right decisions. Government interestdchowing which companies deployedcapital prodedyivor remained
unsuccessful to take the necessary measures 0 ensés of the bankruptcy in these companies.stiove are curious in
such studies in order to protect their investmant directing it to the best investment. Custontgended in seeing the
ability of insurance companies to pay their obliglas based on the indicators of success of the aamap. This study can

contribute potentially and serve as a steppingesfonfurther research in the area.
OBJECTIVES OF THE STUDY
e To understand the key performance indicators af Lisurance Operations in India
e To comprehend factors that influence the ROI
DESIGN/METHODOLOGY/APPROACH

This research is descriptive in nature, which aitmsstudy the performance indicators of Life Inswen

Operations in India and the factors which influettee ROI

Related review of literature is structured arounel key components of performance indicators andtaipdity

factors
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AREA OF THE STUDY

The area of the study is about performance indisaibselect life insurance companies in Indiapfgsent, there
is one public sector company i.e., Life InsuranagpOration and 23 private life insurance companies. the study

purpose, we had selected 23 Life Insurance Compaieept LIC.
SOURCES OF DATA

The data to be used in the study are to be codlemtdy from secondary sources which include IRDAinAal
Reports, Journals and public disclosures of varlafesinsurance companies. It includes books, jaignmagazines and

company websites. Few website were also used kectdhe information. The period of the study is feY 2017-18.
LIMITATIONS

* Limited time to study the key indicators of LI Op#ons in India

» Research is limited to reviewing literature andtlpeactices in Indian Life Insurance Industry
LITERATURE REVIEW

Neelaveni,V.(2012) in her topic named “Financial Performance of Liieurance Companies and products” was
studying variables from financial statements anel @AGR which they registered sideways with the pobgortfolio.
Researcher concluded that LIC is a public secferitisurance Company, which is considered as onthefsample
companies. Even though it is big public sector canypit is lagging behind in a number of financigpacts. The purpose
of this study is that since LIC has been facinggtouompetition from private sector life insurancenpanies, it is losing

market share consistently. This study aims to ktteweasons for the same.

Malik(2011)? study determines the profitability aspect and tlagious elements influencing profitability in
Pakistan. For determining specific elements, migitpegression model was applied where profitabigs considered as
dependent variable while age, size of company,melwf capital, leverage and loss ratio as indepgndgriables. The
research contained the time period from 2005 t®200e results suggested that there was no resdtiprof profitability
with age, however significant positive relationslapisted with size and volume of capital, and cdesbly adverse

relationship with leverage and loss ratios.

Chaudhary and Kiran(2011)’ in their study observed current scenario of liflgurance industry in light of
certain changes and regulations of IRDA. It onlye@ed the expansion of life insurance industryeirms of branch

expansion, agent recruitment and new businesssitiqai

Gulati and Jain(2011fin their analysis identified business performantearious life insurers basis different

indicators. The study further indicates that PStlgioue to perform in spite of advent of privatsuirance companies.

Gour and Gupta(2012F studied the solvency ratio of Life Insurance Coniga during the period 2009-10 to
2011-12. It analyzed whether performance of varimuspanies was similar or was there any importéférdnce. On the
base of solvency ratio, grades were entrustedriedzaompanies which portrayed that ICICI is fodade the best among
selected companies of industry followed by Birlan&ife, SBI, HDFC and LIC. Also, the study reveatbdt the solvency

of insurance companies was dependent on the ineasimcome and interest rate scenario.
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COMPREHENDING ROI FACTOR

Let us understand the Return on Investment factot.ife Insurance Industry. For calculation, we ddaken all
23 private insurance companies except LIC. LIC paposefully not taken else it would change avesagince LIC has
only 100 crore as capital we may face an anomdig. data which is taken here is for FY 2017-18.&e\ndustry gave a
ROI of 18% on the total deployed capital.

This is much above than the risk free return, whighall means investors should be happy about Haivever,
this is an accounting profit which means the caltah is done for a financial year. Accumulateds&swould be always

different than the accounting profit.

SBI Life remains the most profitable company for R817-18 with shareholders getting an ROl of 118%
followed closely by Kotak with 77% ROI. The top @napanies are bank promoted insurance companiethagpdlways
can utilize the bank branches for distributing th@ioducts which not saves lots of capital expemdit Reliance Life
Insurance did not generate any profit for 2017-@8mpanies which struggle to generate profit andsteged negative
return are Aviva Life Insurance, Bharti Axa Lifesirance, Aegon Life Insurance, Future Generali Lifsurance and

Edelweiss Tokio Life Insurance.

Return on Investment for Life Insurance Companielsdlia for 2017-18 is as follows.

Table 1
Return on Investment in (000's) for FY 2017-18

Company Capital Profit / Loss | ROI (in %)
SBI Life 10,000,000 11,844,583 118
Kotak 5,623,265 4,345,201 77
Bajaj Allianz 12,106,640 8,066,147 67
Shriram Life 1,752,266 931,628 53
HDFC 23,253,772 11,267,446 48
ICICI Life 48,588,295 17,188,971 35
Max Life 19,869,042 6,151,742 31
Canara HSBC 10,750,000 1,678,448 16
Star Union Daichi 5,275,697 758,945 14
IDBI Federal 8,000,000 1,009,425 13
DHFL Pramerica 12,069,836 1,215,354 10
Tata AIA 19,535,000 1,857,234 10
BSLI 21,012,108 1,668,317 8
MetLife 20,128,843 1,416,924 7
India First 7,550,000 512,069 7
Exide Life 17,500,000 600,248 3
Sahara Life 23,20,000 59,578 3
Reliance Life 14,994,827 5,314 0
Aviva 20,049,000 (520,208) -3
Bharti Axa 26,136,452 (727,272) -3
Aegon 19,263,499 (1,070,254 -6
Future Generali 17,378,206 (1,433,515) -8
Edelweiss 19,974,687 (2,326,958) -12

Total Industry 360,811,435 64,499,367 18

Source IRDA Annual Report 2017-18
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KEY PERFORMANCE INDICATORS

While there are so many factors which influence phafitability of Life Insurance Companies in Indihe Key

Performance Indicators can be defined as follows.

— Embedded Value
— Operating Expense
Value New Business

Performance
Indicators

— Total Premium Income

—1  Asset Under Management

Figure 1

EMBEDDED VALUE

Embedded value of a Life Insurance Company is tlesgnt value of future profits plus the adjustetl asset
value. It's capacity to add new business in futisr@ever taken into consideration. Embedded valilleomy consider
existing business and does not factor future bagsindigher the business company generates, higitiebevembedded
value. Embedded value of a Life Insurance Companthé value assigned to an Insurance Company btasifuture
profits which are discounted at Present Value drdtdjusted Net Asset Value of the company. Adgidlet Asset Value

is the difference between assets and liabilitidsevat fair market value.

Embedded value can be calculated using Europearedaeld Value method or Market Consistent Embedded

Value method. In India, companies follow Market Gistent Embedded Value. Generic formula to caleutainbedded

Value is as follows
EV = PVFP + ANAV
where
EV = Embedded Value
PVFP =present valuef future profits
ANAYV = adjustednet asset value

Its calculation is based on certain actuarial aggiems both on economic and non-economic front.déeno two

actuaries will assign the same embedded valueetdittm. Assumptions will include considering lifpan of the policy
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holder, investment return and policy persistency.

Also, since it does not factor future business asd the brand image or good will, the companyihasvestor’s
mind generally investors will apply multiple basikthese two factors. Recently, we had seen IPR¥, HDFC Life and
SBI Life going for public issue and disclosing thembedded values. And, all three companies haga Balued at more

than 3 times multiple of the declared embeddedevalu

Embedded value is the key determinant for Life tasae profitability. Augmenting embedded value Wil the
key result area of top management. Higher embeddéice means higher valuation for the company, whichurn
provides promoters higher returns to off load tlsédike.

OPERATING EXPENSES

Operating expenses are running expenses of theniveg@n for their day to day operations. Commissand
other disbursements to distributors will be treatedarately. Operating expenses and commissiorputitogether is part

of the overall expense of the organization.

These are recurring in nature and some are disguEnses, which are linked to sourcing of new bussirend
others indirect expenses that will be incurredixasdf expense irrespective of new customer acqoiisitivVe would not find
any change in fixed nature expenses like emplogdarys cost, employee training and office rent ipexgive of the
business sourced. However, will have few experikesnhedical fees, policy bond printing which willgportionate to the

amount of business sourced by the company.

Even though companies have allowed the factor,oferating expense as part of product design withén
stipulated ratios, we still witness companies cansdy attempting to curtail opex, as this is thelyoway out for

registering higher surplus.

As per the expense regulation, every insurer walehto comply with the limits prescribed by the uiador.
Allowable expense limits are defined product wisd affective 2018-19, insurers cannot exceed aetyatnse more than

allowable expense.

Table 2
Sl. No. Financial year Percentage of actual expenses to allowable
expense
1 2015-16* and 2016-17 120 percentage
2. 2017-18 110 percentage
3. 2018-19 and onwards Not above 100 percentage

Noncompliance to these limits will empower IRDAI t&harge excess expenses to shareholders account.
Companies which have higher expenses than the atlenexpenses will end up paying the differencenfstareholder’s
account. Companies which struggle to achieve oipealt efficiency will have an adverse impact onitheverall
profitability. This will dent the ROI of promoter.
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VALUE NEW BUSINESS (VNB MARGINS)

Insurance companies make profit when they end dimgeNon-participating plans, especially term an
However, the industry flavor is endowment plans aedfind customers hardly buying term plans. Hecoegpanies keep
pushing their term plan portfolio asany excess gend from the term plans is deemed as directtpasiit will never go
for distribution to policy holders. Companies algould show inclination in having higher product nok ULIP plans.
This will not only help them enhance their AssedegnManagement but also allow them to charge od faanagement
which in turn gets transferred to shareholder astaithout being part of surplus distribution sindelP is a Non PAR

plan.

Companies when they design product will take a ensaive stance on interest rates, mortality talplé expense
assumptions. If the actual experience is as pér @lssumption, then companies end up making pwdfith straight away

goes to shareholders account.

Profitability at product level is calculated bagie value new business. Value New business is rihii, pvhich
the company is going to generate in the life tifi¢he product. A VNB margin of 20% indicates that £very Rs.100/-
premium underwritten by Insurance Company the ebgoleprofit will be Rs.20/- at the end of the polieym.

VNB Margin is calculated as

VNB Margin=VNB/APE

VNB=Value New Business

APE= Annualized Premium Equivalent
=200/1000*100=20%

VNB margins are pretty high in term plan than tgbiendowment plans.

TOTAL PREMIUM INCOME

Total Premium Income will include both the New Bwsss Premium and Renewal Premium. Total Premium

Income is the major source of revenue for Insuraboepanies. Companies will incur heavy expenseheatime of
acquisition since the cost is front loaded. Howetleey will achieve break even once the renewalg sbming in. Hence,
higher the persistency ratio, higher is the prbfitey for insurance companies. Companies with amiyv business without

strong renewal base will incur losses.

Table 3
Financial year | Total Premium Income(Rs.Crores)
2001 34898
2002 50094
2003 55748
2004 66654
2005 82855
2006 105876
2007 156076
2008 201351
2009 221785
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2010 265447
2011 291605
2012 287072
2013 287202
2014 314302
2015 328101
2016 366943
2017 418476
2018 458809

Sceir [IB Fact Book 2016-17

During 17 yrs. between 2001 and 2018,Life Insuramckistry has grown at a CAGR of 16%. The only time
where the industry had de-grown is during 2012 20ti3. Total premium with a higher share of renepramium is the
determinant of profit, since renewal premium wiivie lower cost outgo. In fact most products bresneonly when the

persistency is higher which amounts to cost avaragi

ASSET UNDER MANAGEMENT

As on 31st March 2018, the investments made bylnkarance Industry stood at 3457989crores, as stgain
3076537 crores on 3March, 2017, registering an increase of 12.40pércen

Funds of Life Insurers are split based on Investm@made out of traditional products andULIP produdthe
funds of life insurers as on 3Warch 2018 was 3189060 crores, of which2811119er¢88.15 percent to total funds)
isfrom traditional products and balance of 3779ddes (11.85 percent to total funds) from ULIP pratdu

Table 4: Total Investment of the Insurance SectorAs On 3T March)

(< crore)
SECTOR LIFE GENERAL,HEALTH AND TOTAL
RE-INSURANCE
2017 2018 2017 2018 2017 2018
Public 2275277 2526923 138964 162503 2414241 2689426
(13.25) (11.06) (13.38) (16.94) (13.26) (11.4)
Private 578917 662137 83379 106426 662296 768563
(17.44) (14.37) (27.17) (27.64) (18.58) (16.04)
Total 2854193 3189060 222344 268929 3076537 3457989
(14.07) (11.74) (18.19) (20.95) (14.36) (12.41)

Note: 1 Figure in Brackets Represents Growth in Peentage over the Previous Year.

Asset under Management has significant impact afitpbility. Higher AUM allows insurance companiés
charge higher Fund Management, which is part ofitpamd will straight away go to shareholders acttotonsidering

ULIP plans non participatory.

ULIP levy various charges to the customer viz. Ruem Allocation Charges, Policy Allocation Charges,
Mortality Charges, Discontinuance charges and &affithdrawal Charges in addition to Fund Managein@rarges. The
ULIP guideline defines the maximum net reductioryiild every year from'year onwards. The net reduction allowed in
yield is 3% for policy term up to 10 yrs. and 2.2%86 policy term above 10years. Charging 2.25% drigher Asset

under Management is surely a key determinant dftpro
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ACCOUNTING PROCESS

Indian Insurance industry follows NON IFRS accongtiprocess. As per NON IFRS accounting system, all

acquisition costs are up-fronted thus making bissiness making. Let us take an example

NON IFRS
Premium Income(A) | 100
Acquisition Cost(B) 75
Technical Reserve©| 50

Margin=A-B-C -25

Assuming Premium Income is Rs.100 and the costdaiee the business is Rs.75. Then, we are left R&.25.

The basis the actuarial estimate we needed to amaiista reserve of Rs.50. Hence, it is a loss ngagroposition.

Now let us look at IFRS accounting process.

IFRS
Premium Income(A) 100
Deferred Cost of acquisition(B) 25
Technical Reserve© 50
Margin=A-B-C 25

CONCLUSIONS

While key determinants are vital in enhancing th@l Ractor for promoters, the list of determinarédong and
unending. Source of profits would remain constauttich is the surplus generated on EMI viz. Expemsertality and
Investments. Till 2010, companies were fully foagsion expansion and building top line. However,t@&L0 due to
series of regulations from IRDAI, the focus shiftedthe right direction which is enhancing efficignand bottom line.
Similarly, we are witnessing enhanced life expecyawhich dropped mortality rate across ages. Timiguin, caused a
drop in premium for term plans by more than 20%hia last 6 years. While prima facie it appearetida loss making
proposition for the insurer in terms of impactingftom line; however it has helped insurers to pesm products, which

now have become the flavor of customers as theypssection as the foundation in their basis finahglanning.

On the investment front, Insurers profitabilitydespendent on their Asset under management. HigleeAtUM,
bigger is the profit for the insurer. Generatingodus on investment is primarily dependent on tieriest rate assumption.
Any drop in interest rate is good for the overalbeomy except insurance companies, who are nestorge This is all the
more alarming especially when insurer is backing goaranteed product which is surely going to dévet overall
profitability. IRDAI recently allowed insurers toemture into interest derivatives so that they cafeguard their
investments against interest rate downfall. All #wtuarial assumptions are factored in such a Wway if the insurance
company’s actual experience is closer to assumptéom they end up generating surplus. Technolodisaliptions are
going to influence the way business is operateslurbmce company is no exception to this disrup@ig.Data, Artificial

Intelligence and Internet of Things are making aut® in all functions of Insurance Company.

Robotic underwriting and investing in digital isigg to save huge money for companies. Wearablegalith data
analytics have a vital role to play, and companigé deploy technology to achieve efficiency andalsdility in

operations, thus enhancing the profitability and R®the investors.
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ANNEXURES
INSURANCE REGUALTORY AND DEVELOPMENT AUTHORITY OF | NDIA
NOTIFICATION
HYDERABAD, the , 2015

Insurance Regulatory and Development Authority of hdia (Expenses of Management of Insurers

transacting the business of life insurance) Regulamns, 2015
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F.No. IRDAI /---/--/---[2015:In exercise of the powers conferred by clausedfesub-section (2) of Section 114A
read with Section 40B and 40C of the Insurance 2888 (4 of 1938), the Authority, in consultatioitiwthe Insurance

Advisory Committee, hereby makes the following Hegjans, namely-
Short Title and Commencement

These regulations may be called the Insurance Remuland Development Authority of India (Expensds

Management of Insurers transacting life insuranggress) Regulations, 2015
e These regulations shall come into force from the détheir publication in the official Gazette
» The Regulations shall be applicable to Insurerssaating the business of life insurance.
Definition
In these regulations, unless the context otherveigaires —
» “Act” means the Insurance Act, 1938 (4 of 1938)

» “Authority” means the Insurance Regulatory and Developmertodity of India established under sub-section
(1) of Section 3 of Insurance Regulatory and Dewedent Authority Act, 1999 ( 41 of 1999)

* ‘Charges’: means charge against profit such as income tealtiwtax and other taxes like Service Tax borne by

the insurer and other charges which are againitgro

e “Duration of Business” means the duration of an insurer’s business mesddrom the beginning of the financial
year of commencement of business if the date ofngencement is in the first half of the financial yaad from
the beginning of the immediately succeeding finahgear if the date of commencement is in the seéduwif of

the financial year.

* “Expenses of Management” shall include all expenses in the nature of opegatexpenses including
commission, remuneration to the insurance agemtex,mediaries and insurance intermediaries whielcharged

to Revenue Account. However, it shall not incluide €harges as defined in these Regulations.

e “Pure Risk Regular premium Products”are insurance products where the payment of agneed(without any
saving element) is assured on the happening otaniingency dependent on human life within the tefrthe

policy and does not provide any payment of benefitsurvival of the insured and/or maturity of gadicy.

* (2) All words and expressions used herein and atihed, but defined in the Insurance Act, 1938 {4%88) or
in the Insurance Regulatory and Development Autiidkct, 1999 (41 of 1999), or in any Rules or Regjains

made thereunder, shall have the meaning respactsgsigned to them in those Acts or Rules or Reéiguis.

Part Il

Limitation of Expenses of Management in Life-Insurance Business

No insurer carrying on Life Insurance Business nidid, shall spend in any financial year as expemdes
management, an amount exceeding —
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» the amount of commission or other remuneration paitsurance agents and insurance intermediariesspect

of their business transacted in the financial ysamay be allowed by the Authority from time todim

* Provided that the Authority based upon the reprasiem received from an insurer, may allow higher

remuneration to the insurance agents and insuiaterenediaries with such conditions as may be dekiihe
* Commission / expenses reimbursed on reinsurancaréhwand
» Operating expenses.

Provided that the sum of (i), (ii) and (iii) shalbt exceed an amount computed on the basis of qteges

appropriate to the various parts of its total gqm&smium written in India during the year as spediin Regulation 4.

No insurer shall, in respect of the life insurafmgsiness transacted by him inindia, spend as egpeob

management in any financial year an amount excgdtiZaggregate sum of—
Five percent of all single premiums received dutimgyear on policies granting:
* An immediate annuity policies; or
» A deferred annuity policies; or
» One year renewable group policies, other than gfong based policies.
Five per cent of all premium received on other imgemium policies during the year excluding
e Group fund based policies;
» Policies covered under clause (i) above;
» one percent of all the premium / contribution reedion group fund based policies;

» Ten per cent of all first year's premiums and fper cent of all renewal premiums, received durimg year on

policies granting deferred annuity in consideratiémore than one premium;
» one-third of one per cent of all annuities paididgithe year;

» one-twentieth of one per cent of the average oftated sums assured by policies on which no furfiremiums

are payable at the beginning and end of the year;

e an amount computed on the basis of the percenthgigeopercentages of the insurer’'s pure risk buesngs

specified in part-A of Schedule-1.

Provided that the percentage specified in the above taftddl, Sn respect of any first year’'s premium whéhe
maximum premiums paying period under the policyas throughout life morethan five years, be reduted number

equal to seven and half times the number of wheérs/in that period.

An amount computed on the basis of the percentémethe time being appropriate to the duration,ttod
insurer’s life-insurance business specified.Thevedince shall be on the basis of the percentagesafipm received other

than premiums referred to in clause (i), (ii),)(i{iv) and (vii) during the year as specified @rpB of Schedule-l.
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Provided that the percentage specified in the above tdidé, sn respect of any first year's premium whére
maximum premiums paying period under the policyas throughout life morethan five years, be redutted number

equal to seven and half times the number of wheées/in that period.

Group insurance business withRegular Premium plans with limited premium payméstm and/or pre-
determined policy term shall be treated as regoieminess with due classification into first yeaempium and renewal

premium. Plans other than those quoted above Isdafeated as Single Premium plans.

Part- Il

Head Office Expenses

An insurer having his principle place of businesdridia and having branch outside India shall bewad an
additional allowance towards share of Head Offigach allowance shall not exceed 5 per cent of thesgpremium

income written direct outside India through sucarimh company during the year.

Part — IV

Allocation and Apportionment of Expenses of Managemnt

Every insurer shall have a well-documented Polayaflocation of direct expenses and apportionroéintdirect

expenses of management amongst various businesgsey The Policy shall, at the minimum, cover
Expenses which shall be allocated;
+ Basis of allocation;
» Expenses which shall be apportioned;
» Basis of such apportionment;
» Manner of allocation and / or apportionment of asition expenses and renewal expenses;
* Manner in which the compliance with the Policy shal ensured.

The Policy shall be approved by the Board of Doexbf the company and the same shall be avaifabl@aspection
for the Authority.

e« The Appointed Actuary and the Chief Financial Odficshall be responsible to allocate and apportfen t

expenses of management in accordance with the Bxqmmaved policy.

e The Policy shall be subject to the annual revieviheyboard. Any revision in the policy shall bedttised in the

annual report along with its implication on varieegments.

Part-V

Return of Expense of Management

» All insurers transacting Life insurance businedsthe expiration of each financial year, shall @uep with
reference to that year a Return of Expenses of Femant in format given Scheduleflihe format shall be

specified separately by the Authority)
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Part- VI

The Return shall be certified by the Statutory Aodof the Insurer and certificate duly signedeatsit by any one

of the statutory auditors shall be filed in forrgaten inSchedule- lIl.

The Return along with the statutory auditor’s didite shall be reviewed by the Audit Committeeoptd being

placed for approval of the Board of the Insurer.

The statement of expenses of management and thecfal statements, along with the Auditor's Repdrtly
adopted by the Board, shall be filed with the Auittyowithin the time specified in Section 15 of thet.

The return shall be signed by the Chief Executiic€r, the Appointed Actuary, the Chief Financidficer and
Chief Compliance Officer of the Company.

Power to Exempt and Action for Non-compliance

Powers to Exempt

The Authority based upon the representation redefuem a newly registered insurer, in accordancth \the

provisions of the Act, may exercise forbearanceafperiod not exceeding five years.

Beyond the period of five years, the Authority, ndisect an existing Insurer to charge the expeadeve the
allowable limit to the Shareholders’ Account.

Provided that no such direction shall be issuethbyAuthority unless a representation detailinglthsiness plan

and time period required for compliance with thegiations has been furnished to the Authority inomdance with the

applicable provisions of the Act.

The Insurers shall ensure that its expenses of gesnent are within the allowable limit on the segtakhasis.

For the purpose of these Regulations, the follovgingll be segments which will be monitored by thehérity;

Linked policies

Life;
General Annuity and Pension;
Health;

Variable

Non-linked

Non-Participating Policies

Life;
General Annuity and Pension;
Health;

Variable
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Participating Policies
+ Life;
» General Annuity and Pension;
* Health;
* Variable

Variable insurance shall be further segregated liiifils, General Annuity and Pension and Health wheng such

segment contributes ten percent or more in to&fRrm of an insurer.
e Any Other Class as may be specified by the Authorit

» Insurer shall ensure that its expenses of managesmenvithin the allowable limit on the segmentasis. Where
the company has violated the limit of expenses afimgyement for one or more segments but compliaoverall

basis, the excess of such expenses shall be bypithe I$hareholders.
Action for Non-compliance

Any violation of the limits on overall basis or th&ections issued by the Authority in this regandy entail one

or more following actions
e Excess to be charged to Shareholders’ Accountexsfial in Regulation 14 (ii) above;

e Restriction on performance incentive to ManagingeBtior (MD) / Chief Executive Director (CEO) / Whel
Time Directors (WTD)and Key Management Persons (KNP

» Restriction on opening of new places of business;

* Graded Penal action under section 102 of the Act;

* Removal of Managerial Personnel and / or appointmeAdministrator;
* Any other action as specified in the Act.

The Authority may, apart from taking action as eeuated in Regulation 17, may also direct the instoenot

underwrite new business in one or more segmerttasa of persistent violation of these Regulations.
Notwithstanding such directions, the insurer sbafitinue to service the existing policyholdersucts segments.
Transitional Provisions

For the financial year 2015-16, Insurers have opéither to comply with these regulations or wiik provisions

of erstwhile Rule 17D as the case may be.
Insurer opted to comply with the rules shall berdeé to be compliant to these regulations.
From the financial year 2016-17 onwards, insurbedl comply with these regulations.

Interpretation: The interpretation of these regulations shall teg bf the Chairperson, whose decision on all

issues shall be final.
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Schedule- |
Part-A

[Please Refer Regulation 4 (vii)]

« Inrespect of policies with premiu
» Payment term above 11 years

100 25

Part -B
(Please refer Regulation 4 (viii)

(a) in respect of policies in force wit]

premium payment terms between 6 years and 7 60 20
years

(b) in respect of policies in force with

premium payment terms between 8 years pnd 70 20
11 years

(c) in respect of policies with premiu

payment term above 11 years 80 20

(@) in respect of policies in force wit
premium payment terms between 6 years and 8 55 15
years

(b) in respect of policies in force wit]

premium payment terms above 9 years 75 15

(a) in respect of policies in force wit]
premium payment term between 6 years and 7 50 12
years
(b) in respect of policies with premiurr 60 1
payment term between 8 years and 11 years
(c) in respect of policies with premiurr 70 1
payment term above 11 years

Schedule- Il

(Please refer Regulation 11)

Certificate on compliance of Insurance Regulatory ad Development Authority of India (Expenses of

Management of Insurers transacting life insurance bsiness) Regulations, 2015

I/We............. (Name of the Auditor) have exasd the Books of Account, registers, records anukerzaof
(Name of the Insurer ) as required @omaintained under the Insurance Act, 1938, Reguktand
guidelines issued there under for the financial yealed on 31st March, 20 .

We hereby certify that in respect of the aforesmiancial year

e The Insurer has considered management expenséimasdde these regulations for the purpose of caiaen of
expense of management.
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e The Insurer has computed the Expense of Manageimeicordance with IRDAI (Expenses of Management of
Insurers transacting life insurance business) Reiguls, 2015 and the computation of EoM has beendan

order.

 The payments made by the Insurer towards outsaurairangement are in compliance with the outsogrcin
guidelines issued by the Authority except the diwmas provided below. (Please furnish the dethdeviation,

if any observed).

e The Insurer has a well-documented policy on appontient and allocation of expenses and the sanmpi®eed

by the Board of Directors of the Insurer.

e The policy of the insurer on allocation and apmmthnent of expense is not in contravention of arvisions of

regulations / circular issued in this regard byAlghority.

» The Board approved policy on allocation and appaortient of expenses of management is followed on

consistency basis. (pl give the detail in casedawation is observed).
* The expense to different segments have been aibeatd apportioned on the basis of
We have gone through the method of allocation gpddionment and found the same in order.

* Insurer has complied with the provisions of regalatl4 and in accordance with the directions issbiedhe

Authority vide order no............. , the exceserppenses has been charged to the shareholdeds’ fun

e The actual expenses of company are within the altdevlimit on overall basis. However, actual exgsnare

above the allowable limit in case of the followiseggments. (give detail thereof)

The Insurer has complied with the provisions of lWations 16 and such excess has been borne by the

shareholders.
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Expenses of Management shown in Schedule Il maith thve expenses of Management shown in Revenue

Account and there are no deviation in the samecdte of deviation, please furnish detail)
(Signature of the Statutory Auditor)
Name and Membership No. of Partner

Name of the Audit Firm
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