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Q. What is the outlook for the insurance

industry? How do you look at the

changes currently taking place in the sec-

tor?

A: The outlook right now is very good. The

country’s strong economic fundamentals

will increase per capita income, stimulating

demand for life insurance products and

fuelling premium growth for non-life insur-

ance. The insurance landscape will con-

tinue to change as a result of market liberal-

isation, rate deregulation and intensifying

competition.  

Q. What steps IRDA has taken to increase

insurance penetration in India since you

took over as the insurance regulator.

Have these steps paid dividends.

A: In order to increase insurance penetration the

Authority has been working on a new set of
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regulations on micro-insurance. Average ticket size

of the policies being sold in rural areas has shown an

increase. 

Q. You had sought expertise of USAID to expand

health insurance sector in the country. Any

success on that front?

A: Health Insurance Working Group is currently seized

of issues relating to development of health insurance

market in India. One of the areas of concern is the

absence of systematic data on mortality and mor-

bidity patterns, which is acting as a deterrent to

insurers for entering this market. Their fear is that

any pricing in the absence of data may make the

health portfolio unviable. Moreover treatment pro-

tocols are not in place resulting in a wide variance in

costs of treatment across the country and also

amongst hospitals having comparable facilities. The

problems are enormous and the IRDA has just initi-

ated the first step. The Committee has identified the

problems and will come out with a plan of action to

overcome the obstacles.

Q. Customer protection, as you told in a seminar

recently, is a continuing process. What is the

latest under consideration or in the offing in

this regard?

A: Customer protection is an ongoing process and it

is the hub around which all the activities of the reg-

ulator revolve. IRDA wishes to reinforce its insur-

ance awareness campaign as this is a sine qua non

for the development and penetration of the market.

The compliance of the Policyholders Protection

Regulation shall be monitored closely to step up

efficiency of service levels.

Q. Is the existing legal framework conducive to

expeditious settlement of claims?

A: The policyholder’s protection regulations have set

time lines for settlement of claims and they are

very reasonable. Delays occur due to incomplete

information or lack of information. In few cases

investigations initiated by insurers also may take

time. The regulations also mandate payment of

penal interest in case of undue delay in settlement

of claims by insurers after all relevant documents

in support of the claim stands submitted. If insur-

ers follow the regulations and policyholders abide

by their rights and responsibilities the existing

system looks quite adequate.

Q. At the time of taking over as IRDA Chief, you

had told the media that you will look into the

insurance regulations that are impractical to

implement. To what extent have you moved in

this direction and which regulations, if any,

have come under scrutiny?

A: Unlike insurance law making, insurance regula-

tion is a dynamic process and needs to be changed,

amended or modified based on the experience in

the market place. The Law Commission has initi-

ated an exercise for coming out with changes in

insurance Act.  Based on the compliance of the

regulations and conduct of the players some small

changes may be necessitated from time to time.

Q.  Falling interest rates are posing prob-

lems for insurance companies by bring-

ing down their investment incomes. To

what extent will it affect the sector and

what measures, if any, can be taken to

deal with the situation?

A: Falling interest rates have posed problems

to insurers as it has depleted their invest-

ment incomes. The investment guidelines

provide for portfolio diversification so that

the effect of such changes is minimized.

Insurers shall be shortly allowed to deal in

financial derivatives only to the extent that

the derivatives position constitutes a hedge

for the underlying investment or portfolio

which itself is treated as an approved

investment under the Investment

Regulations. The guidelines to this effect

are yet to be notified. While insurers shall

be eligible to hedge their investment risk,

the policy-holders interests remain pro-

tected by way of restrictions imposed by

IRDA so that insurers are not tempted to

speculate. The companies have adequate

expertise to deal with derivatives.
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Q. The management expenses of all general

insurers are way above limits set by the

Insurance Act. IRDA was reported to step in

to enforce the rule of law. Have you any plan of

action in this regard. (That is also true in

respect of rebating of premium [insurance

agents agreeing to pay some part of premium

instead of the policyholder to secure a busi-

ness], which is also prohibited by the

Insurance Act). Any comments?

A: The management expenses of general insurers who

are in the public sector has been above the prescribed

limits for quite some time. In order to rationalize the

expenses they have recently gone through VRS. It is

expected that with introduction of IT systems and a

leaner organizational structure there will be a dip in

management expenses. With respect to start up com-

panies in the private sector we will need to wait a

while. Consistent efforts nevertheless are underway

to ensure that expenses are under control.

Rebating remains an area of concern. It’s quite bla-

tant in life insurance. In general insurance too we

have been witness to such developments especially

where large clients are involved. The customer

needs to be educated on the role of intermediation

for better service. What the insured fail to realize is

that they are gaining precious little by way of

rebates but losing far more by way of timely and

efficient service.  Where specific cases of rebating

come to our notice, we initiate appropriate action.

Q. The health insurance growth is “not up to the mark

in the country as yet” despite vast scope. What do

you think are the main reasons for the same?

A: Health insurance growth is not on expected lines

primarily because of the reluctance of the insurers

to popularize this portfolio owing to lack of credi-

ble data on morbidity patterns on the basis of

which they can price risks scientifically. In addi-

tion the hospitals are not regulated in the country

and there is fair degree of moral hazard involved

because of the tendency of the insured to avail the

most expensive treatment besides inflated billings

by institutions as soon as they cone to know that

the patient has an insurance policy.

Q. The third party administrators (TPAs) system

is said to be facing problems today and the gen-

eral perception is that the system has not lived

up to expectations in India. Do you agree?

A: Like any new entity the Third Party

Administrators (TPAs) initially faced some prob-

lems. This was due to lack of clarity in the per-

ception of their envisaged role as well as reluc-

tance on part of employees of insurers, doctors

and hospitals to be brought under the scanner for

doing away with unnecessary expenses which

were building up the claims cost and making the

health portfolio unattractive for the insurers to

market. On the TPAs side they had the problems

of meeting the demands of service as they could

not scale up their operations due to lack of infra-

structure as well as skilled personnel.

Today cash less hospitalization is becoming

popular and all the different constituents asso-

ciated with them have been able to understand

their role better and as a result the number of

complaints is dwindling. 

Q. What do you think are the key reasons for the

problems of motor insurance and how do you

propose to address them?

A: The key problem in Motor insurance is the non-

viability of the Third Party segment. In addition

the older companies are saddled with large num-

bers of outstanding Third party claims, which are

pending decisions of courts for three to seven

years or even more. There is lack of effort in set-

tling claims through conciliatory proceedings and

compromise solutions. 

Q. Are you in favour of detariffing the insur-

ance industry? If yes, what efforts have

been taken in this regard and how much

more time will it take to become a reality

in totality?

A: Tariffs and liberalisation do not go hand in

hand. Initially in the interest of market devel-

opment and stability the Authority was of the

view to continue with the tariff regime. Over 
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the years it has been observed that such a

regime has brought in many distortions in

terms of pricing and market conduct, which

is not in the interest of healthy development

of the market. However, sudden withdrawal

of tariff could create a vacuum and confusion

in the market.  The withdrawal has to be,

therefore, gradual.  The Motor own damage

portfolio will witness a detariffed regime

w.e.f. April 01, 2005 and a road map for the

same is being currently finalized. Regarding

the other portfolios the Authority is presently

examining the pros and cons and it would be

difficult to set a time line for the same. 

Q. Do you favour raising the cap on foreign invest-

ment in the insurance sector?

A: The decision to raise cap on foreign investment

will depend on Government policy as the law

needs to be amended.  

Q. Do you favour a unified law for managing

disasters? You had told media that IRDA

will discuss with insurers a mechanism

whereby municipalities could be empow-

ered to collect premium for covering risks

associated with major calamities. What is

the latest in that front?

A: A unified law for managing disasters is what

has been proposed in the 10th Plan document

but that would require the support of all the

state governments. The Authority has already

initiated an exercise with the involvement of

the non life insurers to set up an Earthquake

Pool keeping in mind the success of the exper-

iment with the terrorism pool after 9/11. 

Q. What is your opinion on the solvency margins

prescribed for the insurance players? Can you

tell us the latest on the solvency norms of LIC?

A: The solvency margins prescribed for insurance

players along with minimum paid up capital

requirements are very stringent compared to

international standards. The Authority expects

the insurers to maintain a solvency ratio of 1.5 as

a matter of abundant caution. With the institution

of Appointed Actuary in place the solvency mar-

gin of insurers is closely monitored besides

accountability to the Authority by way of sub-

mission of reports. LIC had some initial prob-

lems for falling in line with the IRDA require-

ments and they have now assured that the same

shall be in place in the current year.

Q. The IRDA’s decision to receive complaints

directly from policyholders and try to settle the

dispute seems to side step the specialized dis-

pute resolution set up like the office of the

Insurance Ombudsman.

A: The IRDA encourages the companies to set up an

effective internal grievance redressal mechanism.

We would like to see that the complaints are exam-

ined and decisions communicated to the insured in

the time span specified by the Insurance

Regulatory and Development Authority.  Where

the complaint is received by IRDA, we only

advise the companies to attend to the complaints

expeditiously.  The IRDA does not settle disputes.

There are other fora like Ombudsman, Consumer

Courts to settle disputes relating to claims.  

Q. Does IRDA monitor and keep a tab on insur-

ance institutes, which are responsible for the

quality of training they impart to insurance

professionals.

A: The insurance institutes for imparting training of

100 hours to agent’s and broker’s training are

accredited based on defined parameters which

include weightage for infrastructure, experience

in training/ teaching, library facilities available

etc. The Authority has recently sent its teams for

inspection to some agent’s training institute and

based on their findings has cancelled accreditation

in a few cases.

The Authority has decided to discontinue the prac-

tice of accreditting the insurance syllabi of institutes

engaged in courses on risk management and insur-

ance. It was initially started so as to set some bench-

mark for imparting insurance education. Today with

the courses finding acceptability among the insur-

ers, brokers and corporate agents the Authority no

longer feels that such hand holding is required fur-

ther.  Now the Universities and AICTE or other

accreditation bodies should take up this role. ■
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