Item No. 24

Implementation of Ind AS in Insurance Sector
1. Background:

Press release of the Ministry of Corporate Affairs (MCA) dated 18th January 2016 has laid down roadmap for implementation for the insurance sector from the accounting periods beginning 1st April 2018 with one year comparatives.

Rule 4 of the Companies (Indian Accounting Standards) (Amendment) Rules, 2016 states that “The Banking Companies and Insurance Companies shall apply the Ind AS as notified by the Reserve Bank of India (RBI) and Insurance Regulatory Development Authority (IRDA) respectively”. 

2. Action taken by the IRDAI:
· The IRDAI had set up the Implementation Group to examine the implications of implementing Ind AS, address the implementation issues and facilitate formulation of operational guidelines to converge with Ind AS in the Indian Insurance sector. The group has already submitted the report.  

· In order to prepare the insurance companies to implement Ind AS, the insurers have been directed to submit proforma Ind AS financial statements from quarter ended 31st December 2016 onwards. 
· Outreach programme has been organized.
· The draft regulations suggested by Implementation Group has been placed as exposure draft for the comments of all the stakeholders. 

3. Debate on ‘overlay’ and ‘deferral’ approach:
IASB also recognised the fact that implementation of IFRS 9 along with IFRS 4 may lead to volatility in the financial results of the insurers. Accordingly, International Accounting Standards Board (IASB) has suggested two approaches in implementation on standard on Financial instruments viz., IFRS 9. They are 

a. Overlay approach: companies that issue insurance contracts are given the option to remove from profit or loss the volatility caused by applying IFRS 9 in measurement of financial assets, before the new insurance contracts standard; and 
b. Deferral Approach: companies with predominant insurance-related activities are given an optional temporary exemption from applying IFRS 9 until 2021; 

Similar options in the Indian context has been debated by the Institute of Chartered Accountants of India (ICAI).  ICAI is of the view that in the absence of IAS 39, the above two approaches may not be feasible in India. IAS 39 is the international standard on Financial Instruments: Recognition and Measurement
Similar views have been expressed by the report of the Implementation Group.  The draft Regulations suggested by the group therefore are based on all the applicable standards for the insurance sector. 

4. Apprehensions on taxation of unrealised gains:
At the time of Initial Adoption insurers have an irrevocable option of transferring the any unrealized gains/loss on Equity to Other Comprehensive Income (OCI) or to take it to Profit & Loss statement. Ind AS prohibits recycling of OCI balances to P&L Account as against the present regulations which allows recycling of Fair Value changes to P&L at the time of sale. 
This stipulation is a cause of concern for Insurers, particularly PSUs who have huge exposure to Equity that has been built up over a period of time since inception. The Industry is requesting for maintaining the existing method of treatment of fair value viz., allowing recycling of Fair Value changes to P&L only at the time of sale.
The concern of insurers is that such unrealized gains reflected in the P&L and/or OCI may be subject to income tax which may result in cash outflow. The outflow on account of income tax could thus also adversely impact the liquidity and solvency position of these insurers. 
General Insurance Council has presented their concerns to Department of Financial Services (DFS) on 23rd May 2017. Secretary DFS indicated that issues of concern specific to insurance sector need to be understood.  It was also indicated that there is a need to understand, if implementation of Ind AS in insurance sector has any impact on solvency/capital contribution of the insurance companies. 
In this context it was clarified that per se implementation of the Ind AS has no adverse impact either on the solvency position or capital requirements of the insurance companies. 

5. IFRS 17 Insurance Contracts - Recent Developments:
Page Content

The International Accounting Standards Board (the Board) on 18th May 2017 issued the much awaited IFRS 17 Insurance Contracts which replaces IFRS 4, which was brought in as an interim Standard in 2004. 

IFRS 4 has given companies dispensation to carry on accounting for insurance contracts using national accounting standards, resulting in a multitude of different approaches. As a consequence, it is difficult for investors to compare and contrast the financial performance of otherwise similar companies.

The Financial Stability Board noted in September 2015 the importance of replacing IFRS 4 with a new Standard. IFRS 17 solves the comparison problems created by IFRS 4 by requiring all insurance contracts to be accounted for in a consistent manner, benefiting both investors and insurance companies. Insurance obligations will be accounted for using current values, instead of historical cost. IFRS 17 has an effective date of 1 January 2021 but companies can apply it earlier.
The developments around release of IFRS 17 on 18th May, 2017 have resulted in the IRDAI review the position in the matter and to examine the position in the context of both the Report submitted by the Implementation Group and the recent developments on the IFRS on insurance Contracts. 

6. Evaluation of options:
The following options are considered for implementation of Ind AS in India:
a. Implement all the standards as recommended by the Implementation Group:

The Implementation Group has indicated that the options of ‘deferral’ and ‘overlay’ does not apply in India as there is no standard on ‘Financial Instruments’ equivalent of IAS 39 in the country. As such, implementation of the applicable standards recommended by the Implementation Group will facilitate insurance companies to comply with the timelines indicated by MCA i.e., FY 2018-19 with one year comparatives.

The advantage of this approach is that Insurance Companies 

i. Will be able to meet the stipulated timelines of implementation

ii. It will align with road map of implementation for NBFCs, Banks.  24 insurers are promoted by either NBFCs or Banks.  They will be required to provide Ind AS compliant data for consolidation purposes 

iii. Existing Indian Insurance Companies with IFRS compliant foreign Joint Venture partners are already providing IFRS compliant data for consolidation purposes. Thus, duplication of preparation of financials may be avoided.
However, the flipside of this approach is that 
i. While assets will be valued on fair value / market value basis, liabilities will continue to be valued as per the existing formula based conservative approach. This is likely to lead to mismatch in the asset and liability valuation. 
ii. Compliance costs in this approach is likely to be incurred twice.  Once when all the standards are to be implemented, second time when IFRS 17 is to be implemented in India.
Even while considering the option of implementing the Recommendations of the Group, the IRDAI would incorporate certain regulatory overrides as under:
1. Ind AS 40: Investment Property:  The standard mandates entities to follow cost model and disclosure of fair value of investment property.  However, considering the nuances of life insurance business, a regulatory override shall be given to ensure that the existing stipulations continue, i.e., life companies to revalue investment property at a minimum every three years and general insurance companies not to revalue investment property. 

2. The accumulated changes in the fair value previously recognized in equity taken to OCI shall be recycled to the relevant Revenue account or Profit and Loss account on actual sale of that listed security.

3. The IRDAI need to issue directions specifying the amount to be released from the OCI for declaring bonus to the policyholders except for the amount so released to policyholders no other amount shall be distributed to shareholders out of OCI.
b. Align the Implementation of Ind AS to that of IFRS 17 on Insurance Contracts
As the standard on Insurance Contracts, IFRS 17 has been pronounced by IASB, the IRDAI may await for the said standard to be notified in India and align the implementation of Ind AS to that date.

In this approach, the advantage is that we will be able to 

i. Avoid the mismatch of valuation of assets and liabilities

ii. Avoid multiple compliance costs for the insurance companies

iii. Various issues arising out of implementation of Ind AS would have been addressed.  Hence, the insurance sector may move towards adoption of Ind AS without any disruption 

7. Recommendation:
IASB has notified IFRS 17 and corresponding standard in India is yet to be notified. Implementation of IFRS 9 in India (corresponding standard is Ind AS 109) without the new standard on insurance contracts will lead to mismatch in the valuation of assets and liabilities of insurance companies leading to a situation where the financial statements does not present a true financial position, it is therefore recommended that:
i. The IRDAI may communicate to MCA that Implementation of Ind AS in the Insurance Sector in India shall be aligned with the implementation of new standard on Insurance contracts, and accordingly a deferment of the same is being made by two years, i.e., effective 2020-21 within which timelines it is expected that the new standard on Insurance Contracts will be notified by MCA.

ii. The IRDAI may commence work on early adoption of the new standard on insurance contracts. Meantime, the work already initiated on the parallel proforma reporting shall continue to enable the insurance companies to stabilize their operations by the time of actual implementation of the Ind AS.
Placed for consideration of the Authority.
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