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Definition (1)
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® Insurance contract

= is a contract under which one party (the insurer) accepts significant insurance risk from
another party (the policyholder) by agreeing to compensate the policyholder if a
specified uncertain future event (the insured event) adversely affects the policyholder.

® Key aspects
= Uncertain future event

= ‘Significant’ insurance risk

Not insurance contracts?
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Definition (2}

@ Discretionary participation feature .f‘

u
= Contractual rights to receive additional benefits on top of the guaranteed benefits, that “! |AAHS
are:

o Likely to be significant portion of the total contractual benefits
o Timing and amount at the discretion of the insurer

o Based on performance of specified pool of insurance contracts, realised/ unrealised gains on
assets; profit / loss of the entity / fund..... Provided there are other insurance contract which
provide similar contractual right to participate in the performance of the same insurance contracts

Response from IRDA __®

Are ‘par pension endowments with no life cover’ covered under the ED? __® |
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Recognition

® Recognise an insurance asset / liability on the earlier of:
= when bound by the contract or
= exposed to risks

@ No recognition of assets / liabilities for amounts relating to possible future
claims under future insurance contracts (e.g. catastrophe reserves or
equalisation provisions)

= No prohibition to presenting such amounts by appropriating retained earnings to
reserves within equity

Reserves currently held under Indian GAAP that may be affected __®
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Un-bunaling (1)
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@ Un-bundle the other components in an ‘insurance’ contract if, and only if, the
other components are not closely related to the insurance coverage:

= Whatis ‘closely related’ is not defined
® Other components:
= Investment component
= Embedded derivative that are separated from the host contract
= Goods and services that are not related to insurance coverage

Response from loAl and IRDA

13" Global Conference of Actuaries 2011 February 20 — 22, 2011




Un-bunaling (2)

Implications for India @
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Un-bundling (3)

Implications for India
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Mieasurement (1):

Current estimates of future cash-flows

@ “Current fulfilment value” as opposed to “current exit value”

@ Incremental acquisition costs to be included

Response from IoAl —

® Excluded:

= indirect costs, investment returns on assets backing policyholder liabilities, income tax,
reinsurance cash-flows (to be measured separately), non-incremental acquisition costs
(to be expensed off at the time of initial measurement).

®

Cash-flows currently included under Indian GAAP reserves that may be excluded in
IFRS
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Measurement (2):
t estimates of future cash-flows

Qs

@ Entity specific and probability weighted — i.e. options, guarantees required to
be valued using stochastic techniques

@ Risk of non-performance by the insurer is not reflected

@ Contract boundaries
= Beyond which no coverage, OR
= Practical ability to re-assess the risks and reflect fully in pricing

Response from IRDA __®

Response from IoAl

Examples from Indian practices ®
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Measurement (3):
Time value for mohey

Qs

@ Non-participating contracts (where future cash-flows are not dependent on
performance of underlying assets):

= Risk free rates with liquidity premium

@ Others (where the cash-flows depend on performance of underlying assets):
= Reflecting this dependence, for example, using replicating portfolio techniques

= |ASB Staff Paper November 2010 proposes that different discount rates can be used
for different components of a contract e.g. option pricing techniques for participating

features and the non-participating contract rate for other cash flows of the same
contract

® No allowance for investment risks, ALM risks or other operational risks

Responses from IoAl and IRDA — !
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® Maximum amount an insurer would rationally pay to be relieved of the risk that
the ultimate fulfilment of cash-flows exceed those expected

Response from IoAl O
Response from IRDA
Implications for India _®
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Mieasurement (5):
Risk adjustment

SECTION SANTE DE LAY

@ Should not apply to liability values based on market prices ." i
= s0 as not to double count the implicit allowance inherent in market prices “', IAAHS
@ Risk adjustment ‘one sided’

= only allows for the risk that the fulfilment cash-flows are higher than expected
® Measured at portfolio level

= restricts potential allowance for diversification of risks across product segments
@ Measured based on either of VaR or TVaR or Cost of Capital approaches

Responses from IoAl and IRDA

@ What target level of confidence / capital? - Required to be disclosed

Responses from IoAl and IRDA
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@ No gain on entering into an insurance contract TN s

1A HEALTH SECTION
|

Incremental acquisition expenses included as liability cash out-flows and thus lowers “', IAAHS
the residual margin. All other acquisition costs are charged to P&L as incurred.

= This is similar to setting up DAC (but only for incremental acquisition expenses)

Implications for India
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SECTION SANTE DE LAY

@ Residual margin is released over the contract duration based on time passage
(unless this is different as compared to the pattern of future claims expected)

Response from IoAl &

Response from IRDA

Implications for India
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ieasurement (8):
Residual margimn

@ Not re-calculated every year based on revised estimates of fulfilment cash-
flows and risk margins

@ Interest accretion to residual margin
= Rate determined at outset for each contract and locked-in

= May vary by product based on the discount rates used in the measurement of present
value of fulfilment cash-flows

@ On first adoption of IFRS, residual margins will not apply to in-force business

Response from IoAl _®

Response from IRDA
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ieasurement (9):
Short duration contracts

@ Simplified approaCh SECTION SANTE DE LAY

|AAHEALTH SECTION

® Applies to short-term contracts during pre-claim period
@ Subject to liability adequacy test
= To check if contract is ‘onerous’ and reserve for the shortfall

Responses from IoAl and IRDA

Implications for India ®
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Rejnsurance

® Measured separately and not by netting off against insurance cash-flows LA e
© Similar to ‘insurance’ contract 8 IAAHS
= But to reflect an adjustment for non-performance by the reinsurer in a cedent’s balance
sheet

Response from oAl and IRDA
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Presentation ana disclosures (1)

® Statement of Financial Position (i.e. Balance Sheet) LA e
= UL assets / liabilities to be shown separately from other assets and insurance liabilities “-! |AAHS
= Reinsurance assets to be shown separately from gross insurance liabilities

@ Statement of Comprehensive Income (i.e. P&L Statement)
= Allincome and expenses related to insurance contracts
= Reinsurance cash-flows to be shown separately
= |tems related to UL business to be shown separately

= A‘margins’ approach as opposed to showing all cash-flows such as premiums,
expenses, claims etc.

o Underwriting margins
o Gains/ losses at initial recognition

o Non-incremental acquisition costs

o

Experience adjustments and changes in estimates
o Interest on insurance liabilities
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Presentation and disclosure

w

(2)

@ Other comprehensive disclosure .f‘
= Reconciliation of opening / closing balances ‘4'! |AAHS
= Method and approach used
= Sensitivity analysis

= Etc.

Response from oAl and IRDA
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Transitional measurement

® Through an adjustment in retained earnings: %
SN IAAHS

= Exclude residual margins

Response from IoAl

Response from IRDA

= De-recognise any DAC
Permitted to, but not required to re-classify assets to avoid accounting mis-

matches
@ Timelines for implementation to be notified

Response from IRDA
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Status for Indian Accounting Standards

@ “Let me make it very clear that India is a signatory to accept IFRS. By accept,
| mean convergence to IFRS by April 2011 and not adoption. We stand by

that. There is no reason to change that date or extend the time” - Mr. R.
Bandyopadhyay, Ministry of Corporate Affairs, at “IFRS Summit 2009” organised by the ClI

@ Slow progress so far on issuance of Indian Accounting Standards

@ IndAS 104 (Insurance Contracts):

= Equivalent to IFRS 4 (Insurance Contracts)

® No IFRS / exposure draft equivalent to the ED (Insurance Contracts) issued by
IABS. Timelines not clear.

@ Likely delay?
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@ |ASB Staff Paper — Discount Rate on Participating Contract — 8 Nov 2010
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