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RS Lonvergence Inindia: A quick recap

L 4

January 2015 — press release
on revised roadmap issued
by the MCA; phase wise
implementation proposed

Previous plan - Finance minister’s
1 April 201 speech in July 2014

While voluntary early
adoption is possible for
other companies, it is not
permitted for banks, NBFCs
or insurance companies

February 2015 -
roadmap for transition
to Ind AS notified and

39 converged (final)
standards issued

Banks, NBFCs and Insurance
companies will apply Ind AS
from 2018-19 with
comparatives for 2017-18
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SELING the CoNtext .. key takeaway S from IRDA CrcUiar |

Evaluate
Steering imp_act on
IRDA, vide notification dated committee czpltal d
1 March 2016, has advised that headed by adequacy an
Insurance companies should follow Ind ED Impact on
AS. solvency

Date of transition

IRDA to hold

periodic
meetings fro
July 2016

Early adoption
not permitted

IRDA may come
up with
circulars/
guidance etc..

Proforma
financials from
quarter ended 31
Dec 2016
onwards

compliance

Implementation
trategy to be

disclosed in

annual report
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ISt Ime Implementation: Timeine

Date of transition
Ind AS opening

balance sheet

First Ind AS financial statements

1 Apr 31 Mar I\:;I;r
2016 2018 2019
1 0ct 31 Dec 30 Jun =
2016 2016 2017 e
2017
N

Proforma Ind
AS submission
to IRDAI #

o

First comparative
period
Equity and profit
reconciliations

For interim reporting Ind AS may
first be applicable from quarter
ending 30 Jun 2018

First reporting date
under Ind AS

# Based on IRDA circular dated 1 Mar 2016

L
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NaAS 1S conceptualy direrent

L 4

: Ind AS -principles based
Basis of as compared to current
measurement prescriptive guidance
issued by the regulators

Substance
over form

Extensive Internationally insurance
disclosures - companies do not present
Financial Significant shareholders/policyholders
| LEB of accounts. IRDAI guidance
Statements judgement expected

Off Setting

gndiGrossing Standards on Immediate need for Actuarial
up Explicit/ specific functions to focus on Ind AS .

Unreserved topics
statement of
compliance

Ind AS 109 benchmarking difficult
due to limited global precedence
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KeyInd As differences

Insurance Contracts (Ind AS 104) &— ——®

» Classification of
Insurance/lInvestment Contract

* Unbundling of Cash-flows

* Grossing up of Reinsurance Assets

* Recognition of global reserves O‘

[/

» Deferred Acquisition Cost

 Embedded Derivative, Liability
Adequacy Test

\
Other areas

» Segment reporting (Ind AS 108)

+ ESOP (Ind AS 102)

* Leases (Ind AS 17)

* Presentation of financial statements (Ind AS 1)

» First time adoption choices (Ind AS 101)

* Disclosures

L 4

Financial Instruments
(Ind AS 109 and Ind AS 113)
* Business Model Assessment

» Classification of Investments
* Impairment of Financial assets

» Fair valuation of investments

KPMG



Classification and measurement of financial assets (1/3)

/ S mdAs
Short term Amortised Cost
Investments Fair Value through

OCl (FVOCl)

L 4

Long term
investments

K / P&L (FVTPL)

Fair Valued through

Ind AS 109 classification driven by...

Business Model Contractual cash flows
assessment- SPPI test

Reclassification permitted only in case of change in business model, expected
to be rare in practice

m © 2016 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved 7



Classification and measurement of financial assets (2/3)

&
v

Classification of financial instruments on the asset side

el Derivatives
Instruments

Debt

Instruments

v

___ Business Model

Non Holding

no

Yes

Held for Trading

no

v
no

OCI Option
Yes¢ vV YV
Fair Value Fair Value
through through
Other Profit and
Comprehen- Loss
sive Income
FVTPL
FVOCI

v

Business Model

Holding

\

Cash Flow
Criterion

l yes

Fair Value

Option

no

Amortised
Cost

AC

v 5
Business Model
Mixed

+ .
Cash Flow
Criterion

L]
l yes

Fair Value
Option

o

OCI Option

l yes

Fair Value
through
Other
Comprehen-
sive Income

FVOCI

Significant level of judgement in the
determination of the business model
classification

Business Model Assessment- Business
model to be approved by the KMP

Criterion of Sole Payments of Principal and
Interest (SPPI), Held to Collect (HTC) to be
evaluated

Mixed business model may require more
securities being carried at FVOCI, possible
examples include:

o matching duration of assets & liabilities
such that the cash flows from the assets
are sufficient to meet the liabilities

o liquidity requirement to pay off any
claims

o earning returns to pay bonus to
shareholder and policyholders

o Maintaining solvency position of the
Company

Core ‘held to maturity’ portfolio to be
identified for amortised cost classification

Key Considerations

KPMG



Classification and measurement of financidl assets (3/3)

&
v

Type of Investment Valuation under Indicative Key Considerations
Indian GAAP Classification

under Ind AS*

* Possible mismatch- debt instruments

i . FVOCI-debt / may be carried at fair value through
CRVETTMENTS SIS ATTEITEEE Cos! Amortised cost OCI and changes in valuation of
_ _ EVOCI-debt / relat_ed liabilities are carried through
Treasury Bills Amortised Cost . profit and loss account
Amortised cost
: » Straightline amortisation of
yok:\-convertlble Amortised Cost AFVOQI'djbt/ premium / discount not acceptable
ebentures mortised cost under Ind AS
Equity Fair value FVTPL « Criterion of Sole Payments of
Preference shares Fair value FVTPL Principal and Interest (SPPI), Held to
_ Collect (HTC) to be evaluated
Mutual Funds Fair value FVTPL
_ _ _ _ * Initial recognition to be at fair value,
CBLO Amortised Cost Amortised cost « Amendments of IT systems and
ULIP FaitvalE EaiEvalle processes required to provide

additional information product
* Indicative, based on business model assessment by each company features as basis for classification

and measurement




mparment of financial nstruments (1/2)

Stage1: Financial instruments without significant increase in credit
risk

Instruments (including sub-prime) upon initial recognition
irrespective of their credit quality

Transfer out of Stage 1

Stage 2: Financial instruments with significant increase in credit risk

Significant increase in the risk of default (may be measured as PD)
since initial recognition

Financial instruments with low credit risk at the reporting date
may be allocated into Stage 1 (“low credit risk exception”)

Measure for assessment is generally Lt-PD

Transfer into
Stage 3

Stage 3: Credit-impaired financial asses

Events with a detrimental impact on estimated future cash flows
have occurred

Recognition of 1yr EL

Recognition of EL for the
remaining life of the
instrument (Lifetime EL)

Contractual effective
interest rate (EIR)

based on the gross
carrying amount

EIR based on
amortised cost (i.e. net
of loss allowance)

KPMG
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mparment of financial NStruments (2/2)

L 4

Key considerations

* Impairment provision under Ind AS 109
based on expected loss model

* Possible impact on capital

» Higher degree of volatility in provisioning
depending on use of 12 month or lifetime
expected loss

* Possible impact of Ind AS 109 on the
governance frameworks

* Need to ensure that the required controls
are in place and operating effectively

Chief
financial
officer

Chief
Compliance
officer

Chief Risk

Officer

Chief
Information
Officer

* Need to consider leading economic

indicators in your PD, LGD and EAD models

Models to be sensitive enough to ensure
that variables that may trigger impairment
are identified

Systems to have the data required for Ind
AS109’s modelling and disclosure
requirements

Processes and data sources to be identified
for collection, cleansing, and integration of
data in accounting and reporting systems

11



Fnancial nstruments: presentationand dISClosures

[@) Nature and extent of risks arising from financial instruments- credit risk, liquidity risk and
market risk

» Entity’s objectives, policies and processes for managing the risk
» Methods used to measure the risk

@ Credit risk disclosures

» Information about credit quality of assets neither past due nor impaired
* Analysis of age of financial assets that are either past due or impaired
* Information about collateral

(@] Liquidity risk

» Maturity analysis for financial liabilities based on remaining contractual
maturities

[®@ Market risk

» Sensitivity analysis showing how profit or loss and equity would have been
affected by changes in the relevant risk variable

m 12
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Fnancial nstruments: presentationand dISClosures

L 4

[@] Fair valuation and fair value related hierarchy disclosures
Fair value for each class along with the carrying amount

Methods used to arrive at fair value and key assumptions used

(@] Fair value hierarchical disclosures
 Level 1: unadjusted quoted prices in active markets for identical assets or
liabilities
* Level 2: Inputs other than the quoted price included in level 1 that are observable
either directly or indirectly
* Level 3: Unobservable inputs

(@] Financial statement presentation and disclosures

» Restrictions on offsetting of assets and liabilities for reinsurance assets, may result in
grossing up of assets and liabilities in certain cases




What will change In practice for you

&

Complexity of computation

e@c?

=2

Volatility

Data requirements

a9 =
063
Increased use of estimates
and fair value
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The information contained herein is of a general nature and is not
intended to address the circumstances of any particular individual or
entity. Although we endeavor to provide accurate and timely
information, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be
accurate in the future. No one should act on such information without
appropriate professional advice after a thorough examination of
particular situation.
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