


Item No. 21

Implementation of Ind AS in Insurance Sector

I. Background:

1. In the 97th Meeting of the Authority held on 31st May, 2017, the peculiarities of the insurance sector in India as regards implementation of Ind AS were noted. The Authority reviewed the position in the light of IFRS 17: Insurance Contracts, promulgated on18th May, 2017 by International Accounting Standards Board (IASB) which was effective from 1st January 2021 globally. The Authority noted that in case Ind AS is implemented in insurance sector in India without equivalent standard of IFRS 17, it would lead to a scenario where assets will be valued on fair value / market value basis and liabilities will continue to be valued as per the existing formula based approach which is likely to lead to 
a. mismatch in the asset and liability valuation; and 
b. cause volatility in the financial statements of the insurance companies; 
It would also lead to avoidable efforts and costs arising out of quick transition twice, once for implementing the interim standard viz., Ind AS 104 (equivalent of IFRS 4) and then change to IFRS 17;
2. After detailed deliberations the following was approved:
a) The regulatory override whereby the implementation of Ind AS in the Insurance Sector in India was deferred for a period of two years. As such the standards would be effective from FY 2020-21.  
b) IRDAI to commence work on early adoption of new standard on insurance contracts.  
c) In the interim, the work already initiated on the parallel proforma reporting shall continue.

II. Action taken as per the directions of the Authority:

3. To commence work on early adoption of new standard on insurance contracts, a Working Group on new standard on Insurance Contract (equivalent of IFRS 17) was constituted vide Order dated 21st August 2017 (WG).  The WG worked closely with Institute of Chartered Accountants of India (ICAI) in notifying the Exposure Draft of the equivalent standard in India titled as Ind AS 117 which was issued on 12th February 2018. The standard is yet to be notified. Considering the complexities of the new standard on insurance contracts viz., IFRS 17, the WG engaged with insurance companies given its peculiarities before submitting its report with draft Regulations on Preparation of Financial Statements on 31st October 2018.

4. The Insurers have been directed to submit proforma Ind AS financial statements from quarter ended 31st December 2016 onwards.



III. Amendments to IFRS 17: Insurance Contracts

5. Considering the concerns around accounting treatments and operational complexity and implementation challenges raised by various stakeholders, the IASB has taken a considered view to amend IFRS 17. Meantime, the effective date of implementation of the standard is deferred by one year i.e., 1st January 2022.  IASB has published the Exposure Draft of the proposed amendments to IFRS 17 in June 2019. IASB has indicated that the feedback received on the Exposure Draft is under consideration and they aim to issue final amendments in mid-2020.

6. In the Indian context, equivalent standard of IFRS 17 is not yet notified. After the final standard (with amendments) is notified by IASB, the corresponding standard in India will have to be notified by MCA. Only after the standard is notified will IRDAI be in a position to notify the Regulations on preparation of Ind AS compliant financial statements. Insurers will have to be given clear timelines (of at least two/three years) after the notification of the Regulations before the standard can be implemented in India.

IV. ICAI views on implementation of Ind AS in insurance sector

7. In view of the amendments proposed to IFRS 17 by IASB, to understand the status of notification of the standard in India, views of ICAI were sought. The ICAI has expressed that insurance sector should implement the presently notified Ind AS which includes Ind AS 104: Insurance Contracts and Ind AS 109: Financial Instruments.  They expressed that the insurance sector should not await revised IFRS 17 to be notified in India to implement Ind AS in view of the India’s commitment to converge with IFRS.  If Insurance sector does not implement Ind AS, a major part of the financial sector would be left out of the gamut of the standards

V. Communication to MCA

8. Vide IRDAI letter dated 11th February 2019, it was communicated to Secretary, MCA that “Many of our insurance companies are comparatively young in age and small in size and it would require considerable effort in terms of expertise, time and finance on their part to effect a smooth transition into the new accounting standards. Considering the above, it is but appropriate to implement the new standards in India only after they are effectively implemented by the developed economies.  It is therefore advisable that Ind AS in insurance sector in India be implemented after a gap of at least one year and preferably after a gap of two years from the date of global implementation of IFRS 17 as this would give us adequate time for preparation to avoid pitfalls associated with early implementation of a new system and to adopt good practices from other countries”.



VI. Core Group of MCA on Ind AS Implementation

9. The communication from IRDAI dated 11th February 2019 on Ind AS Implementation was discussed in the meeting of the Core Group of MCA in a meeting held on 24th April 2019. As per the revised minutes of the meeting (communicated to IRDAI vide e-mail dated 15th July 2019), the Secretary, MCA suggested to ICAI and IRDAI to review the possibility of early implementation of Ind AS by the Insurance sector independent of the Ind AS 117 coming into force. He also suggested to examine the possibility of adopting other Ind ASs along with Ind AS 104: Insurance contracts. The ICAI was requested to give a self-contained note on the issue explaining the modus operandi for smooth and early implementation of Ind ASs in the insurance sector before the Ind AS 117 comes into force.

VII. Discussions in the Apex Committee of IRDAI

10. In order to ensure timely implementation of the Ind AS; Risk Based Capital; and Risk Based Supervisory Framework, the Apex Committee was constituted by IRDAI on 29th November 2018. In the first meeting of the Apex Committee held on 26th June 2019, it was felt that it would be ideal for Ind AS 109 and Ind AS117 to be implemented simultaneously for the purpose of consistent valuation of assets and liabilities of insurers, to avoid separate reporting for solvency capital purposes and to avoid double compliance costs in case of implementation of Ind AS 104 in the interim. 

11. However, based on the position of some of Indian insurers already reporting on Ind AS basis to their promoter company and preparedness of RBI with respect to the banking sector, to implement Ind AS soon after enabling legislative changes, it was suggested to explore implementation of Ind AS 109 along with other applicable standards except for Ind AS 104. The committee advised to engage with NBFC promoted insurers who have adopted Ind AS (including Ind AS 109) for reporting to their promoter group and other subject experts to evaluate the proposal; and to ascertain the preparedness of PSU insurers (including LIC of India). 

12. The Apex Committee also advised constitution of a group to work towards implementation of Ind AS in the Indian insurance sector.  The Working Group was constituted with Member (F&I) as the Chair vide IRDAI Order dated 11th July 2019. The Working Group on Ind AS Implementation in insurance sector organized presentations with 
a. NBFC promoted insurers, along with their promoters 
b. Public sector insurers and specialized entities (including foreign reinsurance branch and Lloyds India)

13. Views of the entities are as under:
a. Implementation of all Ind AS except Ind AS 104 will lead to significant asset liability mismatches.  Further, for the purpose of consolidation of parent’s financial statements, they will still have to prepare additional set of accounts with Ind AS 109 and Ind AS 104 
b. One insurer has already implemented Ind AS 104 and Ind AS 109 for their consolidation purpose with the holding company despite few challenges.
c. Both the insurers, have recommended that Ind AS 109 and Ind AS 117 should be implemented together, else it will impart volatility to income statements and net asset position, as while assets will be fair valued, liabilities will not be on fair value basis.  It would also involve more costs and efforts for both preparers and users of financial statements in adopting two major standards at different time periods which will also be chaotic for insurers and the market. 
d. Uncertainties and anamolies surrounding IFRS 17 will be avoided by leveraging from global adoption

14. The Working Group submitted its report, based on the views gathered from the meetings/presentations with nine entities. According to the report:

a.  Insurers in general have expressed the view that it is not advisable to implement Ind AS 104, an interim standard, at this stage because of the following reasons:
i. Ind AS 104 is not a step towards IFRS 17 and internationally the interim standard IFRS 4 (equivalent of Ind AS 104) is already being phased out.  Hence implementation would involve additional costs and efforts.  
ii. In case of insurers (PSUs) having international subsidiaries/ foreign branches who are also gearing up for IFRS 17, preparation of accounts as per Ind AS 104 would involve additional costs and efforts. 
iii. For listed companies, too many accounting policy changes over short intervals may send confusing signals to stakeholders.
iv. Considering the efforts in implementation and training requirements in implementing IFRS 17 for gearing up resources, we should begin right away. 

b. The current accounting and investment systems presently in use can be upgraded to meet the requirements of Ind AS 109 (Except in case of New India Assurance Co. Ltd as their present IT system is not compatible to cater to the requirements of Ind AS 109). Resources are available to a reasonable extent. Despite notification of the standard in 2015 and implementation in commercial and industrial companies there are certain aspects of the standard like classification of the investments, ECL modeling on which industry is seeking guidance. Insurers have also indicated that the proforma financial statements submitted to IRDAI are being done using excel sheets. In general, insurers are awaiting notification of the implementation date to commence suitable changes to their systems and processes.

c. Listed, PSU general insurers have particularly raised the following points:
a. Unrealized gain for investments catagorised as OCI will give sometimes negative results which will be transferred to Statement of Changes in Equity.
b. In Indian environment, Investment income compliments for underwriting results and therefore a steady result in investments needs to be ensured
c. Volatility of financial results on quarter to quarter basis may occur due to the size of investments and market fluctuations. A solution to this matter is required so that this factor be removed from the assessment of the performance.

d. Effective implementation of IFRS 17 is highly dependent on technology and transformation of IT systems. The costs of implementation have not been assessed as the standard itself is evolving at this stage. There are no one stop solutions which can be useful in implementation of the standard. IFRS 17 particularly requires a synergy between the finance and actuarial modules which were hitherto independent modules. Internal experts (particularly in finance, actuarial and IT) are to be trained on the new standard.  But the availability of experts who can train them are scarce whether within the country or outside the country, particularly those who can train in the context of relevance and applicability in India. Considering these constraints, there is a likelihood of sudden spurt in demand leading to resource crunch, if the effective date of implementation is notified with very tight timelines. 

e. Insurers have indicated that IFRS 17 and IFRS 9 will have to be implemented simultaneously. Internationally, the IASB believes that the combination of IFRS 9 and IFRS 17 will provide clearer information about the effects of a company’s asset and liability management. 

VIII. Issues to be addressed to implement Ind AS

a. Amendments to Insurance Act, 1938, particularly Section 11 on
i. Requirements of segregation of funds into policyholders’ and shareholders’ funds which is not envisaged in IFRS framework will have to be initiated. A call to be taken on whether it needs to be continued in case of other than life insurance companies. In case of life insurance companies, it has to be evaluated as to how the requirement will have to be brought in sync with IFRS
ii. Requirement of ‘receipts and payments’ account which does not permit ‘indirect method of preparation of cash flow statement’
iii. ‘Statement of Changes in Equity’, which is part of financial statements under IFRS framework is not recognised as such by the Insurance Act, 1938
b. Issues unique to LIC of India owing the requirements of the Life Insurance Corporation Act, 1956 are to be addressed including ‘single fund’ of the Corporation; distribution of surplus
c. Taxation Issues:
i. Revision to be made in Income Tax Act / Form I surplus for income tax computation in case of life insurance companies 
ii. Presently Section 44 governs computation of Income and considers profit as per P & L Account to be taxable income in case of other than life insurance companies. Suitable changes are required to ascertain the actual taxable income in view of Ind AS 109 (mainly to eliminate effect of unrealized gain) 
d. Revised financial reporting framework for life and general insurance companies 
e. Various Regulatory returns may undergo a change including compliance with SEBI requirements in case of listed insurers
f. Impact on Solvency Capital to be assessed for all insurers.
g. Guidance on IBNR & IBNER provisions in case of other than life insurers
h. Consolidation issues arising out of presence of subsidiaries in other jurisdictions, particularly where jurisdictions are not adopting/converging into IFRS
i. Lloyds India is a market and not an insurance entity. Its legal status is ‘foreign reinsurance branch’ of Lloyds London. Considering this structure operational guidance on how IFRS is to be implemented by them have to be issued. Guidance would also be required for foreign reinsurance branches.
j. A clear roadmap be laid with timelines to address various issues flagged above for a smooth transition into new accounting regime

IX. Recommended course of Action:
1. [bookmark: _GoBack]Considering Ind AS 104 is being phased out internationally and implementing it now would involve avoidable costs and efforts; and considerable efforts are required to implement IFRS 17 owing to its operational complexities, it may not be desirable to implement Ind AS 104. As an interim measure in India, we may consider implementing Ind AS equivalent of IFRS 17, which would replace Ind AS 104 in India, two years after global implementation.
2. As implementing Ind AS 109 before IFRS 17 may cause volatility in the financial statements because of asset liability mismatch Ind AS 109 and Ind AS equivalent of IFRS 17 may be implemented in India simultaneously.
3. The existing Regulations on preparation of financial statements in the interim would have to be revisited.
4. Insurers may be directed to discontinue proforma financials presently being submitted as per Ind AS 104. 
Placed for approval of the recommendations at para IX above.
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