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Title: Further consideration and passing of the Insurance (Amendment) Bill, 2001 moved by Balasaheb Vikhe Patil on 13th
May, 2002 (Bill passed).

MR. CHAIRMAN : The House will now take up Legislative Business, item No.15 - 'Insurance (Amendment) Bill'. The time
allotted for the Bill was two hours. We have taken one hour and twenty-five minutes already. The balance is only 35
minutes.

SHRIRUPCHAND PAL (HOOGLY): Madam, | rise to oppose the Insurance (Amendment) Bill. The Bill contains three major
provisions to allow the co-operatives in the insurance sector, to let them become insurers, not just corporate agents, to
allow entry of brokers as intermediaries and to enable the IRDA to specify new modes of payment through credit cards,
smart cards, etc.

In the Malhotra Committee Report itself and also subsequently in the IRD Act, there has been provision for intermediaries.
Who is an 'intermediary’'? "Intermediary’ is a rather vague sort of expression. There have been agents who are
intermediaries. There have been surveyors who are intermediaries. It is now proposed to have a third-party administrator.
For example, in the case of a mediclaim service, they would be dealing with the settlement of the claim and everything
else. In the United States, they are known as 'MGA's — Managing General Agents. Nowadays, the Government hesitates to
use the English expression 'borker’; but 'broker’ is the appropriate term to be used here. In the name of intermediaries,
actually the Government had even at that point of passing. IRD Bill had in mind issue of allowing brokers. It seems that
we have not learnt the lessons of the 1992 scam.

The Public Debt Office of the Reserve Bank of India has not been modernised till today. The recommendations have been
that all transactions in the financial market should be in the demat form only. It has been broadly done in the equity
market but it has not been done in the bond market or the debt market. We know what is happening today. No less than
18 to 19 co-operative banks belonging mostly to the western part of the country and some in the eastern part have
virtually been used by fraudulent market operators taking advantage of the physical form of transactions, which were
allowed in spite of the recommendations of the JPC on the 1992 scam. They have been allowed in EPF and we know that
the Seamen's Provident Fund has been misused. It is an unhappy situation. What will happen to those unfortunate
people? About Rs.93 crore have been misappropriated.

When it comes to the co-operatives, we know that they have political influence from very high quarters. People with
political connections wanted co-operatives to enter the insurance sector and the Government decided to allow that. Have
they got the expertise? Have they got the knowledge of insurance? It was told by the hon. Minister when he introduced
this Bill that it would help in the rural sector and that it was expected that the entry of co-operatives in the insurance
sector would increase insurance coverage, especially in the rural areas. This is the view of the Government. | am quoting
the opinion of no less an expert than the former Chairman of LICL. It is because of his credibility and professionalism that
he has been elevated to the post of Chairman, SEBI. What he has to say? The Chairman, LICI in his deposition before the
Committee on the issue of opening up the channel of Insurance intermediaries has observed as follows:

"That in very many countries, it has not been adopted. Countries like Singapore, Malaysia and Indonesia have
not adopted this system of intermediaries in the form of brokers and others. "

| wanted to emphasise this point. The Government says that it will help the rural insurance sector and the Chairman has
to say that with the opening up of the new channel of distribution, the influence of bringing in new business into rural
areas, if at all, will be very marginal. This is the admission of the Chairman, LICI. | have with me views of many experts
who say that it is not going to improve the situation, rather it is going to deteriorate the situation.

Madam, | am asking the hon. Minister one thing. Can the Government do it? What is said in 64 (BB) of the Insurance Act?
Is it not disallowing receipt of premium before assumption of risk by the insurance companies? Now that the premium is
being proposed to be collected through the broker. He will deduct his commission. He will be allowed to settle the claims
virtually. He will perform as a full-fledged insurance company and he will have no responsibility at all, as it has happened
in the case of UTI. It was by an Act of the Central Governmenta€”the UTI Acta€”the provisions of belonging to a Central
Act. Now, the Government says, these sponsors IDBI, SBI and LIC should bear the loss suffered in the case of Monthly
Income Schemes and Assured Income Schemes. The SEBI is considering this; the sponsors have said that on this
particular thing that , they are not responsible. Who will bear the loss suffered by the small investors? So, also the
insurance companies will say that they are not responsible. It has happened in a country like America. It has been
elaborately stated how in a country like America these brokers have caused havoc to the insurance industry. If that can
happen in a country like America, you can well imagine what may happen in our country with our experience of the recent
scam, the current scam, the scam being looked into by the JPC and the Scam of the Harshad Mehta and his accomplices,
so many Ketans — Ketan Parekh, Ketan Sethi, so many Agarwalsa€”they are causing havoc. What will happen? We shall
come back to the pre-nationalisation days. When the issue of cooperative had come up, even at that point of time on the
floor of this House, the hon. Minister had to say, 'no', "we have the experience of the pre-nationalisation days. We would
not allow it". The brokers virtually will become surrogate insurers. It can not be allowed. | think the hon. Minister will
explain it, while replying. Is it permissible by 64 (BB) of the Insurance Act? It says that the premium will have to be
received first; only after that the assumption of risk by the insurance company is possible. In such a situation, | am totally
opposed to the Bill.



Madam, | am just mentioning some of the objections made by a very important Committee of Parliament — the Committee
on Public Undertakings. It was Chaired by Prof. Vijay Kumar Malhotra. There was unanimous recommendation. What do
they say? They said that "we strongly express our opinion against introduction of brokers". It is on record. What is the
testimony made by a very important person like Shri R.N. Malhotra? It is said that Shri R.N. Malhotra has stated that
intermediaries may be permitted. | am having a document with me. This is the deposition made by Shri R.N. Malhotra

himself before the Fifth Standing Committee on Finance on 17%" January, 1997. Shri R.N. Malhotra, who actually initiated
through his reports, the reforms and the changes in the insurance sector, said, in respect of the report of the American
House of Representatives: "The insurance companies that became insolvent had delegated most of their functions, such
as, underwriting, collecting premia, settlement of claims and re-insurance, to Managing General Agents.” That is the
expression used in America, whereas in England and our country, they are considered as brokers. The MGA's are not
insurance companies and generally are not well regulated. This dangerous and wholesale delegation which reduced the
insurance companies to mere post offices was presumably resorted to because the insurance companies concerned did
not wish to develop their own sales process to undertake the planned rapid increase and diversification of the insurance
business." That is the deposition made by Shri R.N. Malhotra himself.

MR. CHAIRMAN : | must mention to you that the time allotted to your Party is seven minutes, but | am giving you 15
minutes. You have already taken 12 minutes.

SHRIRUPCHAND PAL : | shall try to finish...(Interruptions) Am | saying anything irrelevant? | am coming to the deposition
of the Chairman, LIC. What does he say? He says: "That my officers, my men who are directly engaged in the sales, have
done an admirable job." Seven lakh agents have built up with their sweat and labour, this insurance industry. They have
been fulfilling so much of social obligations. | think this Government is out to ruin that particular insurance sector. What
will happen to the existing agents? The Standing Committee Report has stated that an experimental basis, it may be only
for two years and with adequate safeguards. What are the adequate safeguards? The Government says that they have
noted the recommendations of the Standing Committee. What has been noted? What are the safeguards? Can the
Government provide any safeguards? There are so many Regulators — RBI, NABARD, SEBI, Department of Company
Affairs. If there is one more Regulator here, that is, IRDA, what will happen? As it is happening in the capital market
sector; with the insurance industry which is performing well in spite of the competition offered by the 16 or 17 private
insurance companies that have come up, we believe that the Government should not be in a haste, either in the matter of
allowing the co-operative sector or in the matter of allowing the brokers in the insurance sector as intermediaries. | am
not opposed to modernisation of the payment system. That can always be done - upgradation, changes, etc. etc.

Madam, | would not take much time of the House; | shall conclude very soon.

SHRIRUPCHAND PAL : Madam, the hon. Minister of Finance, while moving the Bill, had repeatedly assured that the
insurance sector should be restructured and strengthened and that nothing will be done to weaken it. But such a very
step is being taken through amendments to this Insurance Act to weaken the insurance sector. He has deliberately
avoided the mention of the word 'broker’ and used the word ‘intermediary’. May | know one thing : has the induction of
brokers has helped in any country of the world. In some countries of the world, the houses of brokers are larger than
those of the insurance companies. The whole game is 'loot the public money' as it happened in the pre-nationalisation
days.

| warn the Government that the Government should not be in a haste to allow the cooperatives in the insurance sector
and to allow brokers or even the corporate agents. Of course, the financial sector reforms are necessary. But, in the name
of financial sector reforms, we do find that there is no regulation. One is saying that he is not responsible; the other is
saying that he has no responsibility. What is happening? It is scam after scam that is happening and public money is
being looted; the small investors are being looted like anything — sometimes in the form of vanishing companies or in the
form of plantation companies or in the form of UTI or in the form of sharemarket scam or even in the Government
securities.

| am concluding my speech. | would earnestly appeal to the Government that this amendment is contrary to the existing
provisions of the Insurance Act; it is against Section 64(BB) of the Insurance Act. The experience the world over is that
allowing the intermediaries like the brokers, like the cooperatives who are presenting an ugly sort of story currently also
over which we have hardly any control is disastrous. The RBI says that it is the responsibility of the Registrar of the
Cooperative Societies. There is multiplicity of regulations and all those things. This has complicated the situation.

Therefore, we should wait. The recommendations of the Standing Committee are there that the safeqguards should be
there. | do not think any safeguard is possible in the obtaining situation. So, the Government should withdraw the Bill
unless they are determined to cause disaster to the Indian economy, to cause disaster to our prestigious insurance
sector.

MR. CHAIRMAN : Thank you. Shri Priya Ranjan Dasmunsi to speak now.
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SHRI PRIYA RANJAN DASMUNSI (RAIGANJ): Madam, at the beginning of the 13™ Lok Sabha, our Party did
extend support to the Insurance Regulatory Bill after careful consideration of our commitment in the election
manifesto, of our own understanding of liberalisation of the economy and the opening up of the doors. But we made
several cautions in our contribution at that time including a few amendments which were officially accepted by the
Government for investment in the social sector priorities. Also, the hon. Minister of Finance has solemnly assured
this House that in the course of expansion of this industry, there will be no threat of retrenchment or sufferings of
any people within the insurance sector.

I know the Government will take the plea that the Bill has received full endorsement, if not unanimous but with a
dissenting note, by a Standing Committee which has been chaired by our partymen, both Shri Shivraj Patil and Shri
N. Janardhan Reddy. | also know the Government will take the plea that they are not doing anything contrary to the
declaration of the hon. Minister of Finance in the House in terms of their assurance against retrenchment etc.

Yet, Madam, the time has come to point out a few important things before the hon. Minister of Finance Minister
through you, to which | trust and hope he would give due cognisance.

When the GIC (Amendment) Bill came, we gave a critical support and finally when the hon. Minister of Finance
gave us an assurance on the floor that if required in future, keeping in view the market situation, appropriate
amendment could be considered later on, we felt the commitment of the hon. Minister was genuine and accordingly
we extended him the support. Today, before | initiate my talk on behalf of our Party, | want to mention this. My talk
on the subject would be very brief. | will not take longer time of the House. | know that the House has to dispose of
many Bills today.

I trust the hon. Minister of Finance, after having heard us, shall keep some room open where his re-thinking in the
entire matter could be brought in in future, if it is required. It is because we are at an experimental stage. Large
number of private companies have not yet entered into the field and the kind of expectation that you have that there
will be a big entry of private insurance companies in India and from Kashmir to Cape Comerin they will go around in
each village, town and city and there will be a climate of competition in the insurance sector in the country = nothing
of that sort had yet taken up. Yet, | congratulate the people of LIC, especially for their in-built strength and
mechanism. They have been able to make their growth substantially at the face of the competition which shows that
internal plans of LIC and the Government of India policy to maintain such a strong public sector was not in vain.

We are simply bringing an amendment in this Insurance Bill only to ensure two passages. The first passage is for
the cooperative sector and the second is for the so-called brokers and intermediaries. So far as the cooperative
sector is concerned, it is a fact that there are exceptions — either in Madhepura or in Nagpur — where the
cooperative bosses indulged into economic offences, manipulations and misappropriations. The law of the land will
take its own course. | am thankful to hon. Member Shri Kirit Somaiya who brought it to the notice of the House
yesterday with a very positive demand for trial by CBI etc. | talked to the hon. Chief Minister of Maharashtra
yesterday. He is equally strong in this matter to deal with this firmly because in such matters, cutting across party
lines, we shall not compromise with the offenders.

Therefore, | do not like to castigate and accuse the cooperative movement of the country as a whole as if they are
black sheep. Therefore, | am not opposing the cooperative sector's entry in the insurance sector because the
cooperatives have an age-old accountability to their society, the nation and to the movement. Therefore, if the entry
of the cooperatives in the insurance sector is there, | do not think it will create a problem or it will damage the
growth or it will not create such kind of accountability which we expect from individuals. It will be much more than
that and, therefore, we are not opposing the entry of cooperative sector into this area.

But we have very strong reservation, suspicion and apprehension on the entry of brokers. Now, the role played by
the stock market brokers for the last few years is to be seen. During the time of Shri Manmohan Singh, Harshad
Mehta was there; during the time of Shri Yashwant Sinha, Ketan Parekh was there. | am not saying about the
Finance Ministers' specialisation. What | am talking is that the stock market brokers are amply justified that due to
the ultimate pressure of the people of India, of the Parliament of India and of several of its Committees, their days



are numbered and their capacity of manipulation is dried out. Now, they are only waiting for their trial in the court. If
they decide that there is a fresh ground now to suck the insurance sector and take shelter there and if we legitimise
their entry by this Bill, then | think the hon. Minister of Finance — if not you, any other Finance Minister who will be
sitting there in future = shall have to repent it.

| am not saying that | am forecasting it. It is my strong apprehension because brokers do not have any kind of
accountability. What accountability do brokers have either to the Parliament or to the institution or to the Executive?
You can say that you will catch him and try him. He may be tried, but the person who paid the premium, the person
who insured himself, who will protect him or who will ensure him his contribution back? Therefore, this floodgate
opening of the brokers in this sector at the cost of the age old tradition of the agents, who toil till the end of their
lives to secure insurance, to arrange the premium payment and to plan his own due share with his commitment,
would be in jeopardy.

Several things have been cited. While the Finance Minister takes the course of Standing Committee headed by a
member of our Party, it is an irony that | am taking the shelter of Public Undertakings Committee headed by Dr.
Vijay Kumar Malhotra. But the Finance Minister will praise Chairman from our Party. | will not praise him. | will say
with caution — we cannot cast aspersion on Standing Committees as they are the Committees of Parliament - that
they give in their recommendations their own wisdom, but the Standing Committee Reports are also subject to
scanning and scrutiny.

A new behaviour has been developed by the Government of the day that whenever something suits them, they take
shelter of the Standing Committee and whenever they feel that the Standing Committee's mandate is not helping
them, they ignore the Standing Committee Report. Hardly any Report is debated or discussed. | can give you
example of hundreds of Reports of the Standing Committee where not a single direction has been honoured by the
Government. But sometimes, somehow they get a plea and come with a strong arm and say that here is the Report
of the Standing Committee which gave us endorsement. | say that here is the Report of the Public Undertakings
Committee which gave them the other recommendation as to why brokers are dangerous. | thank the Committee
headed by Dr. Vijay Kumar Malhotra. They worked in depth and gave a detailed analysis. They gave the example
not only of national insurance companies operating in Hong Kong but also the future dangers of the brokers in this
sector. Why did he not give cognisance to that part also? He simply avoided the recommendation of the Public
Undertakings Committee headed by his own colleague in the party. Possibly, he will say that in a liberal economy,
he is so liberal that sometimes he endorses the recommendations of the Committee headed by others and not his
own party colleague. That is a different thing.

I would like to request the Finance Minister not to ignore the observation of Shri R.N. Malhotra. He may not be a
politician. Our Finance Minister was also not a politician from the day one. He was sitting in the Finance Ministry as
a bureaucrat and later on, he came to politics. | feel proud of the wisdom, intellect and understanding of Shri R.N.
Malhotra. He is a great son of this country. He himself chaired the Committee on Reforms in Insurance Sector. He
has said categorically the danger of brokers entering into this area, comparing it with the MGAs in the United
States. They often copy the United States in many matters, especially on the opening of economy and on the
insurance sector. Their own House Committee of Senate, not today, in 1999, made detailed investigation and came
out with the observation on how risky is to operate through MGAs in a floodgate open manner in the insurance
sector and how much payment they had to pay and suffer. It is an observation of the Committee of the Senate. Will
the House not take cognisance of the observation of the House Committee of United States in this matter? Will not
the House take cognisance of the observation of Shri R.N. Malhotra, a giant in this sector, who is more competent
than the Members of Parliament in the House. If he would have joined politics, he could have also been a Minister.

| would request the Finance Minister that while he talks of liberal thoughts, he may please try to accommodate
these kinds of views also. | would request him not be in a hurry to bring a Bill and to pass a Bill with all these
provisions endangering future and future growth of insurance sector.

| do not like to narrate all those areas which have already been quoted by my dear colleague, Shri Rupchand Pal of
CPI(M). I would only say that the brokers, while they take entry without commitment and accountability, can take
care of their interest and commission, but ultimately, there is no law — | will be too happy if the Finance Minister can
cite one — there is no provision under the Bill by which he can book a defaulting broker to the extent he is not only
penalised, but the money which he defrauded, is also realised for the benefit of the person who pays the premium.

15.00 hrs.

There is no such protective clause. Therefore, | strongly appeal to the Minister that he should reconsider the entire
provisions of the Insurance Bill, if it is possible for him.

The Economic Times of 27t July, 2001, published an article about the role of stockbrokers, which the Minister is
aware. It says:



"The stockbrokers are increasingly looking beyond traditional securities trading. While income from
securities trading and bear/badla brokerage has almost dried up due to a sharp decline in volumes on the
bourses over the last four or five months, a growing number of stockbrokers are now widening the scope
of their activities to distribution of mutual funds and insurance products. As regards distribution of
insurance products, we are waiting for regulations for corporate insurance to be finalised. &€} which
clearly indicates that stockbrokers, some of whom are indulged in fraud, scandals and have expertise in
internal rigging are interested to enter the insurance sector as brokers where they expect payments of
commission to be in the range of 17.5 per cent. Some of them may be captive broking units on behalf of
the corporate houses operating as self-bid insurance companies without the protection of the law."

These are the issues which have been cited by Shri Rupchand Pal, myself, Shri R.N. Malhotra, the Committee on
Public Undertakings and other experts, who pointed out that MGAs, who are treated as brokers, are mainly
interested in underwriting more and more business to earn commission, often under-pricing insurance products and
ignoring the quality of underwriting. If the Western world could not accommodate and afford it, should it be proper
on the part of developing nations, like India, which are yet to experiment the ultimate day of competition between
the private sector and the public sector, to accommodate this provision at this stage, without having a stabilised
infrastructure, structure and the institution to cope with the threat of competition at this hour? | would like to draw
the attention of the hon. Minister to this. | hope, the Minister will give his kind consideration to this matter.
Thereafter, we shall consider whether we should extend support or withhold our support or not at all support.

| again appeal to the hon. Finance Minister to please reconsider the whole issue and tell the House as to how you
would deal with the brokers who are working in such a fashion that it has been proved many times in the world to
be disastrous to the insurance sector.
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THE MINISTER OF FINANCE (SHRI YASHWANT SINHA): Mr. Chairman, Sir, | must express my gratitude to the
hon. Members who have participated in this debate, raised some very important issues for clarification in this House
and also cautioned the Government on some of the apprehensions that they have in their mind about the future.

Sir, I must begin by paying my compliments to the Standing Committee on Finance which looked at this Bill, as
anticipated by Shri Priya Ranjan Dasmunsi, which looked at this piece of legislation and then recommended its
adoption by this House without any modification.

| am also aware of the fact that there are notes of dissent.

Shri Dasmunsi, when he was speaking on this, referred to the other Committee which was headed by a member of
the Party to which | belong, whereas the Standing Committee is headed by a member of the Party to which Shri
Dasmunsi belongs. This only goes to demonstrate how in the Committees, the Members rise above political party
considerations and then express their views absolutely impartially. It is not unusual at all that two Committees of
Parliament consisting of two separate sets of membership should come to two different conclusions.

But it is not — | would like to emphasise this point — that the Government looks at the report of a Committee only
when it suits the Government and ignores when it does not suit it. We give due respect to the recommendations of
the Committee, especially the Committees when they deal with legislation. My own experience shows that we have,
by and large, accepted all the recommendations that the Standing Committees of Parliament have made with
respect to various legislations. That is an indication or proof of the effective manner in which the Committee system
in this parliamentary democracy is functioning.

The Standing Committee recommended that this Bill should be adopted by Parliament without modifications. There



are, as has been pointed out here, five elements in the amendments that we propose to adopt to the Insurance Bill.
These relate to entry of cooperative societies in the insurance sector, change in the allocation of surplus between
shareholders and policy-holders, allowing more flexible mode of payment of premium through credit cards, smart
cards and over the Internet.

I would like to add - in reply to what Shri C.N. Singh was saying — that these are not the only modes of payment.
There are other modes of payment, through cheque or through cash and all that. But these are the additional
modes of payment, to take into account the modernisation of the whole system.

The other elements are, allowing more flexibility in the eligibility qualifications for corporations and finally,
introduction of brokers as agents or intermediaries.

Out of these five elements which form part of the amendment-matrix of the Bill, the two which have attracted the
most attention of this House are the entry of cooperatives into the insurance sector and the licensing of brokers as
intermediaries in the insurance sector. | would like to address the apprehensions of the Members with regard to
both.

But before | come to that, | would like to share with this House what | had said 2’ years ago when we were passing
the Insurance Regulatory Authority Bill at that time and when we were preparing for the amendments and opening
up of the insurance sector.

The point which | had made - | would like to reiterate it now - is that we have tremendous scope in this country to
expand the insurance business - life insurance, general insurance and also re-insurance. In all the areas, the
potential of this country is far from realised. | have figures here which will show that we

when we look at either the coverage of life insurance or non- life insurance. So, there is a tremendous scope.

Let us not think that it is a limited pie and that we are going to introduce more players to share that limited pie. The
way | look at it is that we have a very expanding pie, a rapidly expanding pie where a larger number of players could
not only make it expand faster, but also there will be room for everyone. This is the way we are looking at it. So,
more the players, the better the expansion and the faster the expansion; and there will be enough for everyone.

In that view of the matter, there should be no doubt absolutely about either the competence or the effectiveness or
the role of the public sector companies operating in life insurance and general insurance in our country.

I recall the debate in this House two-and-a-half years ago in 1999. Even at that time, apprehensions were
expressed that with the entry of private sector the public sector companies will be damaged beyond repair, that they
will lose their business and that the private sector will come and take over the entire insurance business. Nothing of
that kind has happened. The private sector insurance companies, both in Life Insurance as well as General
Insurance, have now been operating for over a year. They have also found their business and they are slowly
expanding.

We know the way the Life Insurance Corporation has performed. In the year 2000-01, there was a growth of 64.98
per cent and in 2001-02 the growth has been 137 per cent. This is one full year where we have had competition
from the private sector. There are ten companies in the private sector which are now operating in Life Insurance
business. Despite that, the Life Insurance Corporation has expanded its business by 137 per cent. Similarly, in the
General Insurance, during the year 2001-02 the growth has gone up to 11.4 per cent compared to only 5.9 per cent
in the previous year. This is the expansion in the General Insurance business. So, there should be absolutely no
apprehension that the public sector insurance companies are going to suffer.

Shri Dasmunsi is quite right in reminding me of the assurance that we had given on the floor of this House that
nothing will be done to weaken the public sector insurance companies. In fact, everything will be done to strengthen
them. That is the course of action that we have followed. It is with the support that has been extended and the
environment which has been created that both the Life Insurance and the General Insurance companies have been
able to expand in the public sector. They have been able to do it not in a monopoly situation which is what it was
until a few years ago but in a competitive environment. And, therefore, the credit to the public sector insurance
companies to that extent is much greater than would have been the case if they had operated in a monopoly
situation.

With this, let the hon. Members of this House be in no doubt at all that there is going to be any damage to the public
sector insurance companies. They have a head start over the private sector and they will maintain their position.
The Government will do its best to ensure that public sector continues to flourish. This is the first point which |
wanted to make.

Now, | would talk about the rural sector. It is very important to know where will the business expand. It will expand in



the rural sector and the point which | would like to make, Sir, is that it is entirely wrong to think on the part of any
Member of this House that rural business is a losing business. Rural business is a flourishing business and this has
been proved by the public sector companies which are doing business. According to the census definition, 54 per
cent of the business of LIC was, or is, in the rural sector. Now IRDA has revised that definition and, therefore, with a
stricter definition that percentage has come down. But in the first year of operation, as against the stipulation of
IRDA that the private sector insurance companies must have, at least, five per cent of their business in the rural
areas, the actual business transacted by the private sector companies in the rural areas is over eight per cent. So,
they are also going to the rural areas. They are going to the rural areas not so much for the love of the people in
the rural areas but only because they know that there is a good business in the rural areas. Therefore, | have no
doubt in my mind that in future the rural sector is going to grow, that the insurance companies will find it profitable to
operate in the rural areas and they will expand their business in the rural areas. We have a regulator in the IRDA
which is watching the situation very carefully and giving directions as and when such directions become necessary.

Now, coming to the two issues which have been raised, | would like to point out that as far as the cooperative
sector is concerned, it has its strength. | would entirely agree with Shri Dasmunsi when he said that he is not
against the cooperative sector as such.

Nobody in this country can really be against the cooperatives. We have public sector, we have private sector, and
we have cooperative sector. There are black sheep in all the sectors. We cannot single out the cooperative sector
only because a scam has taken place in Nagpur or a scam has taken place in Madhavpura Bank or somewhere
else to discredit the very strong cooperative movement in this country. | think it will be wrong on our part to
condemn the cooperative movement as a whole. Let us not take any step which amounts to throwing the baby with
the bath water. It is our responsibility to ensure that cooperatives as indeed anyone else who is indulging in
wrongdoing is suitably brought to book. But that does not mean that we should completely condemn the whole
sector. The cooperative sector has done good work in this country whether it is the urban cooperative bank
movement or the rural cooperative bank movement or cooperatives in production or cooperatives in any other area.
It is a strong movement. | think we all need to support that movement.

Now, it is true that when we opened the insurance sector for the private sector, the cooperative sector was not
included in that. It is also true that we received representations from the people in the cooperative sector to asking
as to why do we want to bar the cooperative sector from the insurance sector. We went into this question in detail,
we examined it in all seriousness, and we found that there was a lacuna here that as indeed the private sector is in
the insurance business, as indeed the public sector is in the insurance business, similarly suitable cooperative
institutions should also be allowed to function in the insurance sector and therefore this amendment.

Now, we have very strict rules. They are much stricter than we have for banks. The cooperative banks have grown
historically over a period of time. Rules are there, RBI is there, and the State Cooperative Registrar is also there.
They are trying to enforce those regulations. But in the insurance sector, to begin with, we are going to have very
strong regulation. The capital adequacy norms etc. are going to be the same for the cooperatives as they are for
the private sector. Therefore, | would like to say that because some wrongdoing has taken place in some
cooperative bank or some cooperative society, let us not debar cooperatives from entering the insurance business.
| would appeal to the hon. Members that if they have reservation, they should not entertain those reservations.

SHRI RUPCHAND PAL : They have no expertise.

SHRI' YASHWANT SINHA: Sir, expertise is accumulated. What is expertise? It is your employees and expertise is
the person who heads that. We have made provision that cooperative society will be allowed to enter only when it
sets up a separate insurance cooperative, that the capital adequacy norms will be observed, and that they will be
solely regulated by the IRDA in the insurance sector. Therefore, let me assure the House that it will be the
endeavour of the Government, and it will be the endeavour of the regulator to ensure that the pitfalls of the
cooperative movement and the failures in other sectors are not repeated in the insurance sector and that in the
insurance sector the cooperatives function as strongly and in as healthy a manner as private sector or the public
sector.

DR. NITISH SENGUPTA (CONTAI): The largest insurance company is the Western Cooperative.

SHRI YASHWANT SINHA: So, | do not think we have a reason to doubt the competence of cooperatives to be in
the insurance sector.

Now, there is the question of brokers as intermediaries. Many doubts have been expressed in this House. Shri
Raghuvansh Prasad Singh when he was speaking just now said that you are introducing dalali in the business and
that the brokers are known to have indulged in wrongdoing elsewhere. Here again the same logic applies as to the
cooperatives that because something wrong has been done by brokers in some other fields, therefore, we should
not allow them here. | would like to explain that we must be able to understand it very clearly. As far as life



insurance is concerned, there are agents. It is not the Government's case at all that we are going to, in any way,
affect the livelihood of the lakhs of agents of LIC or even the private companies because they are also operating
through agents. It is in that context that IRDA has said that the norms that they have laid down — educational
qualification, experience, training, etc. = will not apply to the existing agents. The existing agents will carry on like
they have been carrying on. It will apply only to the new agents who will enter the field of insurance. In the
insurance business the world over, there is something which is very very professional, which is a matter of great
expertise today. | am talking not of life insurance here. | am talking of general insurance.

In the general insurance how does an agent function? An agent belongs to a public company, whether in the public
sector or private sector. He is an agent either of LIC or of Tata AIG or any other insurance company. He goes on
behalf of that company to the client to secure business for that company. Suppose | am a person or an entity
seeking an insurance. | have some very special requirement. Whom do | go to? Therefore, this whole system of
intermediaries has developed. If you are looking for a very specialised product, you go to an intermediary. The
client goes and tells the intermediary that these are his requirements and he needs a policy of that kind. The
intermediary will know what kind of products exist in the insurance sector. Or he will then on behalf of his client go
to four or five insurance companies and ask them whether they have a product or whether they can create such a
product and what is the most competitive offer that he could get for his client. So, the client service is something
which can be secured only through a competitive system of intermediaries. It cannot be done so well by agents,
especially in general insurance where | said the number of specialised products, the number of unique products will
have to suit the convenience of just one client sometimes. There could be a product which would suit just one
client. Even that kind of product can be offered by an insurance company on most competitive terms. That is why,
the world over there has been this system of intermediaries which could be corporates, which could be individuals
also.

I would like to assure the House that they will not collect premium. They will not settle claims as Shri Rupchand Pal
was suspecting. They will not become a surrogate insurance company. Their duties will be very clearly defined and
regulated by the IRDA. The danger that happened in USA and in some other countries where the brokers were
operating has been taken care of. There were Principal Agents, there were Chief Agents and in the USA they were
known as Managing General Agents. That is not the system that we are introducing through this amendment. In
fact, we are abolishing this system which existed in our country before insurance was nationalised. Let the House
be in no doubt that we are not replicating in this country the bad practices which have prevailed in other countries
or which had prevailed in India before nationalisation. What we are trying to do is totally a new concept which has
found favour in many other countries, which have competitive insurance market for them.

A point was made by Shri Kirit Somaiya, whether we can wait for three years for life insurance and introduce it only
in general insurance sector. It is a good point and most certainly the IRDA will take this into account. The IRDA will
be regulating this sector. So, IRDA will determine when they will go for it. Here is a legislation which is an enabling
legislation, which will in course of time allow this to happen in all sectors. But the timing of this is something which
will be determined by the IRDA. The nature of it will also be determined by the IRDA. Under this Insurance Act, they
will be framing rules and we will make sure that when the rules are framed, all these issues are taken into account.

So, | would not be going into many other details. | have the Malhotra Committee Report here. It also recommended
the intermediaries. But, | am not going into that. We have gone by the consensus which was evolved in the
Government which was reflected in the Standing Committee of Parliament. Let me also assure the House that we
had many apprehensions when the insurance business was being opened up for competition. Even at that point of
time predictions were made that the country will become a slave of western powers of multinational corporations
and all that. Nothing of that kind has happened and nothing of that kind will be allowed to happen. | would like to
repeat in this House what | have said on that occasion and other occasions that, as a nation, we must have the
confidence to be able to face the world. What kind of a nation will India be if we run away getting scared of
foreigners in this field or that field and getting scared of competition? We are capable of facing competition. We are
capable of standing on our own legs. We have the best talents. | know that our insurance officials, when they were
sent for training and orientation in some of the foreign partners of our insurance companies, were found to be so
good that those companies wanted to retain them. If they went to US, they said: "Please leave these men here
because we like them." If we sent them to Europe, they said: " Please leave them here because we want them to
continue here." This is the talent that this country has and with this talent, nobody can keep India down. Nobody
can create a condition where we will find ourselves wanting. So, | strongly recommend that we have no reason to
apprehend. We have the capacity to face competition. The public sector has the capacity to face competition. While
we are implementing this legislation and framing rules, we will take care of the concerns which have been
expressed in this House. We will make sure that the public sector is protected, the public sector flourishes, that
those who are engaged in the business of public sector are also fully protected and nothing is done which will, in
any way, harm the public sector in this countrya€]...(Interruptions)

SHRI PRIYA RANJAN DASMUNSI: What is the accountability of the intermediaries in the whole text?



SHRI YASHWANT SINHA: They will be fully regulated by the IRDA. They will operate within the discipline of the
Insurance Regulatory and Development Authority.

SHRI RUPCHAND PAL : | had asked about the provision under Section 64 BB that with the receipt of premium
before assumption of a risk by insurance companies, the brokers will collect the premium subsequently at a later
date.

SHRI YASHWANT SINHA: No. | have just now clarified that the brokers will not collect the premium. | have said that
the brokers will not collect the premium They will not settle claims.....(Interruptions)

SHRI RUPCHAND PAL : Will they not be given under writing?
SHRI YASHWANT SINHA: They will be operating with the insurance companies.
SHRI RUPCHAND PAL : Is it not violative of Section 64 BB?

SHRI YASHWANT SINHA: No, it is not. If it is violative of Section 64 BB, then the Standing Committee would have
said so.

SHRI RUPCHAND PAL : | am asking your view about it. | think it is violative of Section 64 BB.
SHRI YASHWANT SINHA: | do not think so&€;...(Interruptions)

SHRI PRIYA RANJAN DASMUNSI : | want to know whether an intermediary will be attached to one insurance
company or many others.

SHRI YASHWANT SINHA: He is not an agent to one insurance company. An intermediary, as | tried to explain in
the House, is in the business of finding the best product for a person or an entity which is seeking insurance policy.
| explained this to the House. Suppose | am interested in general insurance and | have a business to insure. | want
that this business should be insured in the following manner, that | should have the following risks, covered for a
following number of years, etc. And | am looking for a very special product. | will go to the intermediary and say that
this is my requirement and ask whether he will find me an insurance company which will give me this product at the
most competitive rate. The intermediary will then go around to find out whether such a product exists or not. If such
a product does not exist, then he might even talk to the insurance companies to create such a special product for
that particular client.

SHRI RUPCHAND PAL : You are speaking about consultants and marketing.

SHRI YASHWANT SINHA: This is what | have tried to explain. An agent at this point of time is doing it for the
insurance company. Who is the agent loyal to? The agent is loyal to the company. This intermediary will be loyal to
the clienta€;...(Interruptions)

MR. CHAIRMAN : The question is:

"That the Bill further to amend the Insurance Act, 1938, be taken into consideration. "

The motion was adopted.

MR. CHAIRMAN: Now, the House will take up clause by clause consideration of the Bill.

Clause 2 Amendment of Section 2



Amendment made:

Page 2, line 5,

for "2001"

substitute "2002" (3)

(Shri Yashwant Sinha)

MR. CHAIRMAN: The question is:

"That clause 2, as amended, stand part of the Bill."

The motion was adopted.
Clause 2, as amended, was added to the Bill.

Clause 3 Amendment of Section 2C

Amendment made:

Page 2, line 25,

for "2001"

substitute "2002" (4)

(Shri Yashwant Sinha)

MR. CHAIRMAN: The question is:

"That clause 3, as amended, stand part of the Bill."

The motion was adopted.
Clause 3, as amended, was added to the Bill.
Clauses 4 to 9 were added to the Bill.

Clause 10 Amendment of Section 42A



Amendment made:

Page 3, line 15,

for "2001"

substitute "2002". (5)

(Shri Yashwant Sinha)

MR. CHAIRMAN: The question is:

"That clause 10, as amended, stand part of the Bill."

The motion was adopted.
Clause 10, as amended, was added to the Bill.
Clauses 11 to 18 were added to the Bill.

Clause 1 Short title and commencement

Amendment made:

Page 1, line 3,

for "2001"

Substitute "2002" (2)

(Shri Yashwant Sinha)

MR. CHAIRMAN: The question is:

"That clause 1, as amended, stand part of the Bill."

The motion was adopted.

Clause 1, as amended, was added to the Bill.

Enacting Formula



Amendment made:

Page 1, line 1,

for "Fifty-second"

substitute "Fifty-third" (1)

(Shri Yashwant Sinha)

MR. CHAIRMAN: The question is:

"That Enacting formula, as amended, stand part of the Bill."

The motion was adopted.
Enacting Formula, as amended, was added to the Bill.
The Long Title was added to the Bill

SHRI YASHWANT SINHA: | beg to move:

"That the Bill, as amended, be passed.”

MR. CHAIRMAN: The question is:

"That the Bill, as amended, be passed."

The motion was adopted.



