Item No. 27

Revised Mechanism for Framing, Consultation and Issue of Regulations

In the 8" FSDC meeting dated 24™ October, 2013 it was inter alia decided to implement
Non-Legislative Recommendations (NLRs) of the Financial Sector Legislative Reforms
Commission by all Regulators. Chapter 4 of the NLRs contains the procedure for Framing
of Regulations. Clauses 58 and 59 of draft Indian Financial Code provide for the regulation

making process.

The process of Regulation making outlined in the draft Indian Financial Code (Part IV-
Chapter 17) is as under:
Clause 58 (1) The board must approve and publish a draft of a proposed regulation,

accompanied with a statement setting out, —

(a) the objectives of the proposed regulation;

(b) the problem that the proposed regulation seeks to address;

(c) how solving this problem is consistent with the objectives given to the Financial Agency
under this Act;

(d) the manner in which the proposed regulation will address this problem;

(e) the manner in which the proposed regulation complies with the provision of this Act
under which the regulation is made;

() an analysis of costs and an analysis of benefits of the proposed regulation;

(9) the process by which any person may make a representation in relation to the proposed
regulation;

(h) how the proposed regulation is in accordance with the principles of regulation mentioned
in the Part under which it is made; and

(i) reasons for preferring one principle over any other, if multiple principles are mentioned
in the Part under which the regulation is proposed to be made and if the Financial Agency

makes such preference.

(2) The Financial Agency must, —

(a) give a time of not less than twenty-one days to enable any person to make a
representation in relation to a proposed regulation; and

(b) consider all representations made to it within that time.
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(3) To make the regulation, —

(a) the board must approve the regulation; and

(b) the Financial Agency must publish —

(i) all the representations received by it under sub-section (1)(g); and

(if) unless provided otherwise in this Act, a general account of the response of the Financial

Agency to the representations.

(4) If the regulations differ substantially from the proposed regulations, in addition to the

requirements of sub-section (3), the Financial Agency must publish —

(a) the details and reasons for such difference; and

(b) an analysis of costs and an analysis of benefits, of the differing provisions.
Emergency Regulation making:

59. (1) A Financial Agency may dispense with the procedure under section 58 if the time
required to comply with such procedure is detrimental to the objectives of this Act.

(2) If a Financial Agency makes a regulation under this section, it must —

(a) publish the reasons for invoking this section;

(b) submit a report to the Central Government within seven days from the date on which
such regulation is notified; and

(c) ensure that the regulation is accompanied by the documents under sections 58(1)(a) to
58(1)(e), and if applicable, section 58(1)(h) and section 58(1)(i).

(3) A regulation made under this section will cease to have effect after one hundred

and eighty days from the date on which that regulation is notified.

60. (1) When carrying out an analysis of costs and benefits under this Chapter, the Financial
Agency must consider the probable costs that will be borne by and the probable benefits

that will accrue to persons affected by the regulation, including, —

(a) financial service providers in complying with the regulation;
(b) consumers, both directly and indirectly; and

(c) the Financial Agency in enforcing the regulation.
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(2) The Financial Agency must use, —
(a) the best available data, and wherever not available, reasonable estimates, to carry out
the analysis; and

(b) the most appropriate scientific method available to carry out the analysis.

(3) Where the Regulator makes a regulation under Part VIII, an analysis of costs and
benefits of such regulation must consider the effect of the regulation over a continuing

period of time not being less than five years after the regulation is made.

In accordance with the draft IFC on regulation making, the process of framing regulations

is as under:

(i) Seeking approval from board for framing Regulations and publishing the draft
Regulation for stakeholder consultations.

(i) Preparation of draft regulations.

(i) Release draft regulation for public comments and suitably modified considering
the comments from public.

(iv) Placing of the draft regulations before the Insurance Advisory Committee for
consultation (IRDA Act 1999 requirement) and suitably modified based on
suggestions from IAC.

(v) Approval of final regulations by the Board.

(vi) Notification and publication.

The extant procedure dated 27" September, 2016 adopted for framing of Regulations is
provided in the Concept Note on mechanism for framing, consultation and issuing of

Regulations.

It is now felt necessary to revise the extant procedure with a view to rationalizing the
regulation making process. The revised mechanism reduces the timeline for regulation
making from three Authority meetings to two Authority meetings. The gist of modifications
made in the extant concept note is tabulated below:
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Timeline for preparing final draft of
regulations to be placed before the
Board- One week

Sl. No. | Existing Procedure Modified Procedure

1. Drafting of Regulation and consultation | Approval for drafting and publishing the
commence only after obtaining in |draft regulations for stakeholder
principal approval from the Authority for | consultation to be sought concurrently.
framing of Regulations. In cases deemed necessary, the

approval of the Authority may be
obtained by circulation.
The draft regulations shall be circulated
to Chairman, Whole Time Members and
all HoDs and necessary discussions
have to be carried out.
2. Consultation within IRDAI and issuance | The public comments and comments of
of exposure draft for public comments | the employees of the Authority are
are separately undertaken. sought concurrently.
3. Timeline for examination of the draft | Time line for public comments,
regulations by other departments- One | stakeholder comments and comments
week to 10 days of the employees on the Draft
Regulation- 21 days

Timeline for examination of comments

received from other departments- one

week Time line for examining the comments
received from the stakeholders/Public

Time line for revising the draft | and employees of the Authority- within

regulations based on the comments- 3 | 10 days

days to one week

Time line for stakeholders to respond- 21

days

Time line for examination of comments

of stakeholders- 1 week

4. IAC Meeting- at the earliest Placing the draft regulations before the

IAC- at the earliest

Preparation of final drafts after
considering the suggestions received
from IAC

Accordingly, a revised Mechanism for framing, consultation and issuance of Regulations is
prepared and is placed as Annexure for approval.

Placed for approval of the Authority.
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Annexure

MECHANISM FOR FRAMING, CONSULTATION AND ISSUANCE OF REGULATIONS

In order to ensure an expedite regulation making process in line with the Non Legislative
Recommendations of the Financial Sector Legislative Reforms Commission, the regulation

framing procedure is rationalized as under:

Step 1. To seek the approval from the Authority for drafting and publishing the draft
regulations for stakeholder consultation. In cases deemed necessary, the approval of the

Authority may be obtained by circulation.
Step 2: Preparation of draft regulations

Step 3: The draft regulations shall be circulated to Chairperson, Whole Time Members and

all HoDs and necessary discussions shall be carried out.

Step 4: Publishing the exposure draft of the regulations, seeking public comments as well
as comments of the employees of the Authority. A time period of 21 days may be granted

to the stakeholders to respond.

Step 4: Examination of comments received from the stakeholders, public and employees
of the Authority (within 10 days’ time). Comments received to be listed out along with the

remarks of the department.

Step 5: Placing the draft regulations before the Insurance Advisory Committee in
accordance with Section 26 of IRDA Act, 1999.

Step 6: Preparation of final draft regulations after considering the suggestions received

from IAC (Five days’ time).
Step 7: Vetting of draft regulations by Legal department, IRDAI.

Step 8: Placing the final regulations along with the comments received and the remarks of

the department, before the Authority for approval.

Step 9: Notification and publication of regulations within two weeks of the approval by the
Authority.

The nodal departments shall comply with the timelines prescribed above while framing of

new Regulations and amendments to existing Regulations.
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MECHANISM FOR FRAMING EMERGENCY REGULATIONS

Emergency Regulation making:

(1) The following requirements must be complied with for framing regulations in an
emergency where the entire internal and external consultation procedure cannot be

complied with:

(a) A background note of the regulations indicating the following:
» The relevant sections of the Act exercising powers under which the regulation
is issued
» The brief description of the content of the Regulations
+ In case of fresh regulations
e The purpose which is intended to be achieved through the
regulations
e Previous circulars / instructions / guidelines in the matter, if any and
consolidation thereof in the present regulation.
+ In case of amending regulations
e The provisions intended to be amended
e Key changes made

e Rationale for changes made

(b) The emergency for resorting to framing regulations in a manner different from usual
process.

(c) Draft Regulations in the exact format in which it is supposed to be notified.

(d) The draft may be circulated to the Chairman, Members and senior officers of the
IRDAL.

(e) The draft may be circulated to IAC members requesting their comments within two
working days.

(f) Vetting of the Regulations by Legal Department, IRDAI.

(9) Notification of the regulations as soon as possible.

(h) Press Release giving the background

(2) Emergency regulations cease to have effect after one hundred and eighty days

from the date on which the regulation is notified.
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