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The New Insurance Bill 
By An Insurance Manager 

N D I A N Insurance has never 
been given a clean b i l l of health 

in any of the inquests held on i t . 
And of such inquests, there have 
been many. The insurance Act V 
of 1938 was amended no less than 
nine times during the last twelve 
years to remove the many lacunae 
in it to make it a fool proof piece 
of legislation. A large measure of 
control and supervision was placed 
on the Superintendent of Insurance 
to see that the provisions of the Act 
were duly observed and carried out 
by the insurers. Ten years of indi
genous insurance administration, re
viewed in the Annual Reports issued 
by the Superintendent of Insurance, 
show a continued progress of the 
undertaking, in spite of the handi
caps placed thereon by the polit ical 
and economic changes in the coun
try. Yet popular misconception re
garding the management of insur
ance business continues to grow. 
Each time Indian Insurance has 
been subjected to an enquiry, it has 
been duly censured. The policy 
holders get a raw deal; they do not 
get a fair return for their money; 
too much is taken out in costs and 
profits; companies change hands too 
frequently;—these are but a few of 
the charges levelled against the in
surance Jusitees. 

A B i l l to further amend the Insur
ance Act 1938, incorporating the re
commendation of the Cowasjee Je-
hangir Committee was, therefore, 
presented to the Legislative Assem
bly on March 5, 1947 by the then 
Commerce Member, Mr, Ismail I . 
Chundrigar. The B i l l was referred 
to a Select Committee but was sub
sequently withdrawn by the Govern
ment on January 30, 1948. While 
withdrawing the B i l l , the Commerce 
Minister staled on the floor of the 
House that the intention of the Gov
ernment was to bring forward a new 
amending B i l l after consulting the 
various interests affected, and in the 
light of the far reaching changes 
that had taken place since the attain
ment of independence. The Indian 
Life Assurance Offices Association 
suggested at that time that a short 

amending Act to remove certain de
fects of an urgent and non-contro
versial nature was al l that was 
necessary to set the matter right and 
that no major changes need be made 
in the existing Act. 

However, a fresh B i l l to further 
amend the Insurance Act was pre
sented to the Constituent Assembly 
of India (Legislative) on November 
8, 1949. The B i l l was promptly re
ferred to a Select Committee for con
sideration and the Report of the 
Select Committee was submitted to 
the Parliament on March 24, 1950. 
This B i l l has now been passed with
out any major changes. 

As modified by the Select Com
mittee, the B i l l is heterogenous in 
character placing, as it does, the en
tire control of the business in the 
hands of the Controller of Insur
ance. The conception of freedom 
and publicity on which the British 
Laws of Insurance are founded ha9 
been jettisoned in the B i l l in favour 
of distrust and suspicion. To quote 
the words of Mr . N. V. Nayudu, 
M.A.B.L. , F.LA., the outgoing Pre
sident of the Indian Life Assurance 
Offices Association, at the 22nd An
nual General Meeting, the B i l l "is a 
maze of details, often obscuring and 
confusing the laudable objects un
derlying it The confusion 
in details is worse confounded by 
attempts to satisfy every interest, 
real or imaginary, interests often 
contrary to the policy holders''. The 
B i l l is truly an amateurish piece of 
legislation, an outcome of confused 
thinking on a subject which is high
ly intricate. Not only does the B i l l 
impose very drastic and unwarranted 
restrictions on the insurers but the 
clauses 25 and 42 of the B i l l de
prive the insurer even of the fun
damental right guaranteed to every 
citizen under the Constitution of 
seeking justice by making the action 
taken against him by the executive 
non-justiciable. 

The provisions of the B i l l , as mo
dified by the Select Committee, can 
be broadly grouped under four 
heads: 
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(a) Control of capital issue and 
voting rights; 

(b) Control of investments; 

(c) Limitation of expenditure 
and 

(d) Formation of Insurance As
sociation in India and its sub
sidiary bodies viz. Life Insur
ance Council and General In
surance Council. 

Control of Capital Issue 
The B i l l provised for only one 

type of share for Joint-stock Life 
Insurance Companies. A l l prefer
ence shares must be converted into 
ordinary shares, within a period of 
three years, from the date the 
amended Act comes into force. Res
trictions have also been placed on 
interlocking of insurance interests 
with those of Banking and Invest
ment companies. These are un
doubtedly wholesome provisions and 
w i l l remove the glafing defects of 
the present Act. The process of con
version of preference shares into or
dinary shires, as obtained in the 
B i l l , is somewhat complicated and 
we feel such alteration of existing 
capital structure w i l l ultimately 
prove to be a source of loss to the 
shareholders. Looking to the larger 
interest of the policy holders, how
ever, such a step, even though it may 
be somewhat drastic, should be wel
comed. 

Control of Investment 
The Investment of the Life As

surance Funds has been regulated 
unti l now by the Insurance Act V 
of 1938 which provides that 55 per 
cent, of the liabilities under the 
policies is to be invested in Govern
ment and approved securities. Thus 
a larger part of the fund had to be 
invested compulsorily in Government 
and approved securities which arc 
generally unremunerative. The B i l l 
now lays down in detail how and 
where every single pie of the Life 
Fund is to be invested. It thus 
solves no doubt the difficult problem 
of investment which has hitherto 
confronted the insurers but in doing 
so, it has robbed the insurers of the 
limited freedom they had in the mat
ter of investment. The more enter
prising insurers were able in the 
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past to earn a more satisfactory rate 
of interest by skilful investment but 
in the new B i l l even this limited free
dom has been taken away. In this 
era of control where food, trade and 
industry are all controlled, insur
ance may not be able to escape from 
the same fate. The operation of 
control in trade and industry, how
ever, has not proved .such a success 
as to make one enthusiastic about the 
added benefit that may accrue to the 
policy holders from the complete 
control of investment of the insur
ance funds, particularly when the 
existing provisions of the Insurance 
Act V of 1938 are rigid enough and 
safeguard the interest of the policy 
holders adequately. 

There are many obnoxious and 
impracticable provisions in the B i l l 
regarding investment which, inspile 
of the representations made by the 
insurance interests, have not been 
revised or removed by the Select 
Committee. The ultimate elf eel of 
some of the provisions w i l l , we feel, 
cause undue hardships to the insur
ers and through them to the policy 
holders. As things stand today, it 
is well nigh impossible for the in
surers to obtain a remunerative yield 
on I heir funds. This fact, coupled 
with the high rate of taxation on in
surance funds, has been mainly res
ponsible for raising the rates of pre
mium in recent years. While tight
ening investment practice, the provi
sions of the B i l l w i l l undoubtedly 
react on the premium rales now 
current and it w i l l be necessary to 
introduce higher premium rates to 
counter the diminished yield from 
investments. 

Control of Expenses 
(Compared to British offices, the 

expense ratios of Indian Life Insur
ance companies are undoubtedly 
higher. There are many factors 
which account for the comparatively 
high cost of procurement for new 
business and some of these factors 
are such that they cannot be control
led by the insurers. The main rea
son for increased cost is the heavy 
lapse ratio of policies, particularly 
during the early years of assurance. 
The Indian insurers constantly en
deavour to persuade the policy hold
ers to maintain their policies but in 
these days of economic depression 
and soaring cost of l iving, the efforts 
of the insurers in this direction 

usually produce blank stare from 
the policy holders. The cost of 
running any business, in fact the 
cost of every l i t t le item, including 
postage, has gone up, and therefore, 
we feel that the detailed control 
provided for in the B i l l w i l l prove 
too drastic and w i l l be unworkable 
in practice. 

The provision under clause 40B 
of the B i l l is designed to l imit ex
penses of management of Life In
surance Companies in any calendar 
year to the actual expenses of ma
nagement provided for in the pre
mium rates. Apart from the merit 
of the principle behind the provision, 
which appears to be doubtful, it 
may be humbly suggested that this 
novel procedure wi l l be extremely 
difficult to comply with and compre
hend. The Actuarial Society of 
India and the Indian Life Assurance 
Offices Association pointed out in 
their representations to the Com
merce Minister and the Select Com
mittee that it w i l l be very difficult 
for any actuary to give a statement 
in the manner required, showing the 
basis of mortality, interest and pro
vision for expenses and profits. The 
Select Committee. in their Report, 
modified the original provision 
slightly by leaving the question of 
fixing the expense ratio on the basis 
supplied by the actuary to the Con-, 
troller of Insurance. As a saving 
grace, it has been provided in the 
Bi l l that in deserving cases, the res
triction may be relaxed by the Con
troller of Insurance after consulting 
the Life Insurance Council. It is a 
fact that in the Life Insurance Con
tract, the sum assured is sanctum 
sanctorum but the profit distributed 
to the policy holders in the shape 
of bonus is a bargaining factor. In 
limes of prosperity, the Indian In
surance Companies, paid very hand
some bonuses to their policyholders 
while in the be in years that we are 
passing through, it is only possible 
for them to distribute a nominal 
bonus or no bonus at a l l . This is 
not, unfortunately, realised by the 
insuring public, who generally go 
in for a policy with participation in 
the profits, taking it for granted that 
profits are guaranteed under i t . The 
members of the Select Committee, it 
appears, laboured under the same 
misconception. They were distress
ed and shocked, it is reported, to 
learn from the deputation of the in

surers that a part of the provision 
for bonuses is also being spent to 
run the show! This misconception 
led the. Select Committee to ignore 
the plea of the insurers for an alter
native formula for fixing the expense 
ratio. 

Maximum Commission 
The maximum rates of commis

sions to insurance agents and special 
agents in life insurance business, 
and to insiuance agents and princi
pal agents in general insurance busi
ness has been fixed as a corollary to 
the provision for limitation of ex
penses. So far as life insurance 
business is concerned, the over-rid
ing commission of 15 per cent fixed 
by the B i l l as remuneration to the 
special agents wi l l undoubtedly hit 
hard the small medium-sized insur
ance companies, as it w i l l be wellnigh 
impossible for them to obtain desi
rable persons for organising and 
supervising an agency force capable 
of producing a good volume of new 
business. The bigger companies, 
however, who can secure new busi
ness through salaried inspectors, 
wi l l escape the restriction thus im
posed and wi l l naturally attract 
good workers by offering regular 
pay and other facilities. 

The clause 32 of the Bi l l provides 
for compulsory valution of the as
sets and liabilities once in every 
three years instead of the span of 
live years allowed. This provision, 
we feel, should be enough to guard 
the interest of the policy holders as 
the Controller is hound to see that 
an erring insurer does not go far 
and w i l l be able to apply a healthy 
check in time with the wide powers 
vested in him. 

Order for Investigation 
The most objectionable provision 

in the B i l l is the power vested in the 
Controller by clauses 25 (5) and 
42 (e) to order an investigation into 
the affairs of any insurer and the 
exercise of such power which can
not be called into question in any 
court of law. The rights to appeal 
to a court of law against any execu
tive action is a fundamental right 
under the Constitution and as such, 
it cannot be abrogated by any law. 
An investigation at the cost of the 
insurer under clause 25 can be or
dered by the Controller, as and when 
he thinks fit, and such an order can
not be challenged in a court of law. 
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Under section 33 the Insurance 
Act V of 1938 the Superintendent 
of Insurance cap order for an inves
tigation into the affairs of a com
pany, but the company can appeal 
to a court against such an order. 
This provision of the Act," we feel, 
should" be enough to serve adequate-
ly the purpose behind this particu
lar provision of the B i l l . But the 
Select Committee recommended de
letion of section 32 and 34 of the 
Insurance Act V of 1938 as they felt 
that the clause 25 of the R i l l would 
cover the provision of these two sec
tions. The Select Committee, how-
ever, has slightly modified the pro
vision of the B i l l by conceding the 
right to appeal to a court of law 
only in cases where the cancellation 
of registration is ordered by the Con
troller of Insurance. Further the pre-
rise circumstances under which the 
investigation is to be ordered are 
not clear, either from the B i l l or 
from the report of the Select Com
mittee. And in the absence of more 
specific terms, the effect of the right 
to appeal to a court against the or
der of cancellation is bound to be 
weakened. 

Masani's Minute of Dissent 
In his Minute of Dissent, to the 

Select Committee Report. M r . M. 
R. Masani, M P . disagreed with the 
terms of clause 25 of the B i l l and 
maintained that the insurer should 
have the right of appeal to a law 
court against the decision of the 
(Government. "The separation of 
executive and judicial powers" Mr . 
Maroint goes on to say "has been a 
demand vaiced with unanimity by 
al l popular organisations in India 
for some decades now. The separa-
tion of the Judiciary from the Exe-
cutive is also one of the Directive 
Principles of State Policy laid down 
in the Constitution of the Republic 
that has just been enacted. The 
provision, as recommended by the 
Select Committee, combines execu
tive and judicial powers in the same 
hand and constitutes an unwarrant
ed encroachment by the executive 
on the rights of the citizen and on 
the powers of judiciary. If the pro-
visions of the k ind find a place on 
the Statute Book, they may prove to 
be the thin end of the authoritarian 
wedge." 

Insurance Association of India 
Part IIA of the B i l l provides for 

formation of the Insurance Associa
tion of India and Councils of Life 
and General I n s u r a n t to aid, advise 
and assist insurers in carrying on 
life and general insurance business, 
to control expenses of the insurers 
in respect of life insurance business 
and to bring to the notice of 
the Controller the case of any in
surers acting in a manner prejudicial 
to the interest of holders of life in
surance policies. The powers of the 
so called intermediary association 
and councils are very limited and 
any decisions taken by the latter are 
made subject to the approval of the 
Controller, and as such, we do not 
feel very jubilant over this novel 
idea. The creation of these consul
tative bodies, bereft of any initiative, 
we fear, w i l l not be of much male-
rial benefit to the insurers, particu
larly when the Association and Coun
cils have to be maintained at the 
cost of the insurers. The Indian Life 
Assurance Offices Association, Fire 
Insurance Association and the Un
derwriters Association w i l l have no 
ruison d'etre after the passage of the 
Bi l l and w i l l presumably cease to 
function. 

Miscellaneous Provisions 
The B i l l , as modified by the Select 

Committee, provides for licensing 
the chief agents, principal agents 
and regulating their terms of ap-
point ment, activities and contract. 
It places legal obligation on the 
chief agent and the special agents 
for life insurance busines and pro
vides penalties for non-compliance 
of the requirements. under the law. 
The provision regarding the terms 
of contract of the chief agent and 
special agents are harsh and robs 
al l incentive from this line of busi
ness. The. chief agents usually or
ganise the field of life insurance 
business with the help of special 
agents as they cannot afford to do 
so through the salaried inspectors. 
The drastic curtailment of remune
ration of the .special agents w i l l na
turally place the chief agents at a 
great disadvantage and the com
panies employing Chief Agents wi l l 
be forced to open branches which 
are generally run at a higher cost. 

The cumulative effect of various 
provisions of the B i l l , such as sub
mission of numerous returns contain
ing finer analysis of income and 
outgo and other statistics, as requir
ed under the Insurance (Amend

ment) Ordinance 1950, conducting 
the valuation at every three years, 
maintaining the Insurance Associa
tion and Councils and other costly 
procedure w i l l undoubtedly offset 
the effect ,of the provisions of the 
B i l l for l imitation of expenses and 
defeat the object underlying i t . 

General insurance business has 
also been brought within the fold 
of the B i l l in so far as the cost of 
business is concerned hut the pro
visions in this regard are not harsh 
and as such, these should be accept
able to the insurer. 

There are several other whole
some provisions in the Bi l l as modi
fied by the Select Committee, such 
as payment of renewal commission 
on Life Insurance business to those 
agents who ceased to work, early 
settlement of small undisputed claim 
on life insurance policies by the 
Controller of Insurance and provi
sion for appointment of a guardian 
for a minor nominee which w i l l no 
doubt remove the present difficulties 
and wi l l help to promote the well-
being of the policyholders. 

In a note to the Report, some 
members of the Select Committee 
advocated nationalisation of insur
ance business, although they did not 
press for immediate nationalisation 
as they felt that the B i l l would con
siderably strengthen Government's 
control over the Insurers and as such 
they gave support to the half way 
measures provided therein. There) 
are provisions in the Bi l l for mu
tualisation of the proprietory com- 
panies which, if applied, w i l l to a 
certain extent, achieve this -objective. 
It is. however, a debatable point if 
nationalised insurance w i l l be of 
better service to the policyholders 
or the State ownership w i l l hand 
over a larger measure of control to 
them. 
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