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Regulatory Alert
The Insurance (Amendment) Ordinance 2014 - Highlights

2 January 2015

BACKGROUND

The Insurance (Amendment) Bill, 2008, which sought to
amend the Insurance Act, 1938 [‘the Act’], the General
Insurance Business (Nationalisation) Act, 1972 and the
Insurance Regulatory and Development Authority Act,
1999 was introduced in the Rajya Sabha on 22nd

December 2008. After reference to the Parliamentary
Standing Committee on Finance, which provided its
recommendation, it was referred to the Select
Committee of the Rajya Sabha.

The Insurance Laws (Amendment) Bill, 2014 (which
incorporated the amendments recommended by the
Select Committee) could not be taken up for
consideration and passing in the Rajya Sabha.
Therefore, the Union Cabinet approved the
promulgation of the Insurance (Amendment)
Ordinance 2014 [‘the Ordinance’].

The Ordinance which was approved by the President
on 26th December 2014 has the force of law,
temporarily. However, for it to become a permanent
legislation it must be laid and passed in the Parliament
within six weeks from the reassembly of the Parliament.

The Ordinance is aimed at enhancing the foreign
equity investment cap in an Indian Insurance Company
and at removing the archaic/redundant provisions in
the Insurance Laws and empower IRDA to enable more
effective regulation.

The key amendments made by the Ordinance are
discussed in the alert.

1. Foreign direct investment

The most important amendment brought about by the
Ordinance is the increase in the cap of FDI in Indian
insurance companies from 26% to 49% subject to the
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condition that the investee company shall be Indian
owned and controlled. The above cap is inclusive of
investment made by the portfolio investors.

In line with the FDI policy, the expression “control” has
been defined as the right to appoint a majority of the
directors or control the management or policy
decisions of the company including by virtue of their
shareholding or management rights or shareholders
agreement or voting agreements.

2. Health insurance

Health insurance has been carved out as a separate
category of business.

The Ordinance defines health insurance to mean
contracts which provide for sickness benefits or
medical, surgical or hospital expense benefits, whether
in-patient or out-patient travel cover and personal
accident cover.

The minimum paid up capital required for Health
insurance business is ₹ 1 billion (USD 1.6 million
approx.). The Insurance (Amendment) Bill, 2008 had
recommended a lower threshold of ₹ 0.5 billion (USD
8 million approx.).

3. Different forms of capital

Under the Act, insurance companies could issue only
ordinary equity capital. Other forms of capital such as
preference shares/hybrid instruments were not
permitted.

The Ordinance enables insurance companies to raise
other forms of capital which may be prescribed by
separate regulations. The objective is to allow
insurance companies to raise capital through new and
innovative instruments, which would help capital
intensive insurance industry to garner resources for
business growth.

4. Branch mode of presence for foreign
re-insurers

Under the Act, foreign re-insurers could not have a
legal presence in India in the form of a branch.

The Ordinance has amended the definition of “insurer”
to include a foreign company [including Lloyd’s

established under the Lloyd’s Act, 1871 (United
Kingdom) or any of its members] engaged in
re-insurance business through a branch established in
India. Further, the Ordinance provides that no re-
insurer shall be registered unless it has minimum net
owned funds of ₹ 50 billion (USD 0.8 billion approx.).

The intent of the Government seems to require/permit
foreign re-insurers to set up a branch in India to carry
on re-insurance business with Indian insurance
companies. However, section 2C of the Insurance Act,
1938, which allows Indian insurance companies to
carry on the business of insurance has not been
amended to allow foreign re-insurers to carry on the
business of re-insurance through a branch mode. It
may be noteworthy that such a clause was present in
the Insurance Bill 2008. However, the same has not
found its way in the Insurance Laws (Ordinance), 2014.

5. Time limit to call a life insurance policy in
question

Under the Act, a life insurance company could call a
policy in to question on the ground of misstatement or
fraud within a period of 2 years from the date on which
it was effected. The Ordinance has enhanced this time
limit to 3 years.

6. Penalties

The Ordinance provides a penalty up to ₹ 50 million for
any person who takes out or renews an insurance
policy with a foreign insurer, without the prior approval
of the IRDA, in respect of any property in India or
vehicle/ship or aircraft registered in India.

Further, the Ordinance has substantially increased
certain other the penalties for failures to comply with
the provisions of the Act, in order to uphold consumer
interest.

7. Other matters

The Ordinance provides certain enabling powers to
IRDA, in alignment with global best practices of
regulation, to regulate key aspects of Insurance
company operations in areas like solvency,
investments, expenses and commissions.
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About Dhruva Tax Advisors LLP
Dhruva Tax Advisors offers a wide range of services in the
tax and regulatory space to clients in India and around the
world

We are a cohesive team of tax professionals who are
focused on providing our clients with high quality tax and
related services. With strong research and technical skills
coupled with extensive experience, we provide well-
thought out and strategic solutions to complex problems

Our professionals have advised on some of the largest
transactions in the world and have handled several of the
largest tax controversies in India.  Our professionals also
have a strong track record of designing and implementing
pioneering solutions in several areas of domestic and
international tax
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