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As companies prepare to move over from the existing Indian GAAP AS 15 to the new IFRS-adapted Ind AS
19 for Employee Benefits from financial year 2016-17, could the transition effort and cost be optimised?

Mayur Ankolekar argues for an efficient alternative to measure, recognise and disclose employee benefits

he first phase of IFRS
adaptation to employee
benefits i.e. Ind AS 19 applies to

companies with net worth over Rs 500
crores. Such companies would
ordinarily report under the present AS
15 for FY 2015-16, and move over to Ind
AS19inFY2016-17.

Elements of Transition

Whilst applying Ind AS to
employee benefits for the first time it is
essential to appreciate the transition
provisions. Under Ind AS 101 titled
“First Time Adoption of Indian
Accounting Standards”, in the first year
of the new IFRS adapted accounting
regime, the previousyear's figures need
to be re-classified as per Ind AS 19.
Clause 7 of Ind AS 101requires entities
to use the same accounting policies in
opening Ind AS Balance Sheet and for
comparative purposes, throughout all
periods presented in its first Ind AS
financial statements.

Each entity thatadopts Ind AS19
“Employee Benefits” needs to
apply the principles of Ind AS 101
for first-time adoption.

The accounting of employee
benefits is not listed in the exceptions
to retroactive application of Ind ASs as
outlined in Appendix B of Ind AS 101.
Each entity that adopts Ind AS 19
“Employee Benefits” needs to apply the
principles of Ind AS 101 for first-time
adoption.

In the example elucidated under
clause 8 of Ind AS 101, an entity required
to apply the Ind ASs for periods ended
31 March 2017 needs to:

a) prepare and present its
opening Ind AS balance sheet
at1April 2015;and

b) prepare and present its
balance sheet for 31 March
2017 (including comparative
amounts for the year ended 31
March 2016), statement of
profit and loss, statement of
changes in equity and
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cost to deter dual reporting in FY 2015-16

statement of cash flows for the
year to 31 March 2017
(including comparative
amounts for the year ended 31
March 2016) and disclosures
(including comparative
information for the year
ended 31 March 2016).
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TRANSITION

Reporting in the Transition Year

As per the transition provisions
enshrined in Ind AS101, companies that
transition to Ind AS 19 in FY 2016-17
would need to report even the figures of
FY 2015-16 under Ind AS 19. Would it
occasion pension actuaries to issue two
sets of numbers for FY 2015-16 i.e., one
under AS 15 and the other under the
looming Ind AS 19? s there an efficient
alternative to measure employee
benefits cost? The discussion hereon
highlights how actuaries could work
with employers to economise the effort,
rather preclude dual reporting in FY
2015-16.

[s there an efficient alternative to
measure employee benefits
cost? The discussion hereon
highlights how actuaries could
work with employers to
economise the effort, rather
preclude dual reporting in FY
2015-16.

Ind AS 19 differs from AS 15 on two
dimensions: first, the quantitative and
second, the qualitative. The qualitative
list has new disclosures viz. Asset
Liability Matching Strategies,
Sensitivity Analysis of Significant

Actuarial Assumptions, and

Information of Future Cash Flows. The
quantitative lineup sprawls new

treatmentviz. all of Actuarial Gainsand

Losses and Asset Ceiling Charge to
Other Comprehensive Income, and
Past Service Cost to Profit and Loss

Account.

Quantitative grammar of IndAS19

In the vital grammar of
quantitative dimension, if all the
numerical results that comprise
actuarial gains and losses, past service
cost and asset ceiling are identical
between AS15and Ind AS19 in FY 2015-
16, it would be unnecessary to issue two
sets of reports. Rather only a

Recognition Measurement
Differences between AS 15 (R)
AS15 (R) Ind AS 19 and Ind AS 19
Past Service Cost P&L, to the extent | P&L 1rrespect1ve N @b
vested of vesting
Asset Ceiling Charge P&L ocI No change
Actuarial gains and
losses - liabilities P&L ocl Noelbrir:
The company sets the
“expected rate of return on
. . assets” assumption in AS 15 (R).
Actuarial gains and P& oCI
losses - assets
Expected rate of return equals
the discount rate at start of
year in Ind AS 19.

Box 1: Significant measurement and recognition differences between AS 15 (R) and Ind AS 19
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re-classification between the Profitand
Loss Account (P&L) and Other
Comprehensive Income (OCI) would
suffice. The assumptions and
methodologies underlying calculation
of actuarial gains and losses and past
service cost in the defined benefit
obligation and the asset ceiling
calculation are identical between AS 15
and Ind AS19.

The differences across
measurement and recognition of
various items are shown in Box 1. The
only relevant quantitative or
measurement difference between AS 15
and Ind AS 19 rests in the calculation of
return on plan assets and thus, the
actuarial gain orlosson planassets.

If the expected rate of return on
plan assets equals the previous
year's discount rate, the numerical
results would be just that:
indistinguishable between AS 15
and Ind AS19.

Whilst employers have no choice
in setting the rate of return on plan
assets from FY 2016-17, for FY 2015-16
they need to set the expected rate of
return on plan assets. Juxtapose the
Clause 108 of AS 15 (Revised 2005) as
applicable to FY 2015-16 on one hand
and Clause 123 of Ind AS19 asapplicable
to FY 2016-17 on the other: the former
states that the expected return on plan
assets is based on market expectations
at the beginning of the period while the
latter prescribes the discount rate at the
start of the period for calculating the
netdefined benefit liability.

If the expected rate of return on
plan assets equals the previous year's
discount rate, the numerical results
would be just that: indistinguishable
between AS 15 and Ind AS 19. Only the
re-classification between Profit and
Loss Account and Other
Comprehensive Income would have to
be performed!

FY 2016-17 | FY 2015-16 [FY 2014-15

Discount Rate

7% p.a.

Expected Rate of Return on Assets (Scenario 1)

7.5% p.a.

Expected Rate of Return on Assets (Scenario 2)

7.5% p.a.

Table 1: Parameters under Scenarios 1 and 2

Fair Value of Plan Assets at start of year

Contributions by Employer 60 60
Benefits Paid (80) (50)
Expected Return on Plan Assets 34

Actuarial (Loss)/Gain 16

Fair Value of Plan Assets at end of year 460 430
Table 2: Scenario 1 (FY 2015-16's EROA = FY 2014-15 discount rate)

Fair Value of Plan Assets at start of year 430 400
Contributions by Employer 60 60
Benefits Paid (80) (s50)
Expected Return on Plan Assets 34

Actuarial (Loss)/Gain 16

Fair Value of Plan Assets at end of year 460 430

Table 3: Scenario 2 (FY 2015-16's EROA = FY 2014-15 discount rate)
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A Tale of Two Scenarios

Tables 2 and 3 set out two scenarios
for FY 2015-16: the first, when expected
rate of return on plan assets doesn't
equal to the previous year's discount
rate, and the second, when it is
equivalent. Table 1 populates the
parameters.

Assume a company finalizes
its financial statements as per the
first scenario i.e.,, the FY 2015-16's
expected rate of return on plan assets
does not equal to the FY 2014-15's
discount rate. In such a case, while the
company adopts Ind AS 19 in FY 2016-
17, the figures for FY 2015-16 have to be
re-worked in line with the principle
that the return on plan assets equals the
previous year's discount rate. However,
if the company had adopted the
principle enunciated in the second
scenario, the actuarial loss would not
have to be re-worked.

Simplistically, the actuarial loss of
12 would have to be re-classified from
'Profit and Loss Account' to 'Other
Comprehensive Income' - hitting the
spot with no additional reporting
effort. If the company had followed the
first scenario, a re-working of the
actuarial loss from 16 to 12 would
have been necessary on transition
to Ind AS 19.

Expected Returns in Indian DB
plans

When would it be plausible for the
expected rate of return anticipated at
thestartof theyearto exactly match the
discountrate measured from the end of
the previousyear? Expected return on
assets is drawn from the yield
expectation of the carrying value of an
asset to the owner's expected holding
period. It needs to allow for credit
quality, duration and the holder's and
issuer'soptions, ifany.

From an unpublished research of
the asset strategy of defined benefit
employee funds, my co-authors and I
have found that 30 of the NSE s0
companies either manage assets in-
house or use conventional insurer
plans. In-house management of assets,
being driven by investment norms
applicable to tax-exempt funds, is
dominated by Central and State
Government bonds. Historically,
conventional insurer plans also
declared returns that veered around
the prevailing Government bond
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yields. Arguably, a large section of measurement would not change
Indian companies could be sensitized between the Indian GAAP and IFRS
to set the FY 2015-16's assumption of adapted regimes, but only the
expected return on plan assets at FY recognition would.

2014-15's discount rate - indeed the
market yield on government bonds at
the valuation date.

Epilogue

Confucius had famously
remarked, “He who does not
economise, would agonise.” 1
encourage my colleagues in the
profession to see how we could work
with clients and their auditors to
influence aresource-optimal transition
where the employee benefits cost'

mayur.ankolekar@ankolekar.in

Mayur Ankolekar is a fellow
member of the Institute of Actuaries
of India.

VOLUNTEERING OPPORTUNITIES

IAI invites its fellow members and qualified actuaries of IFoA, UK and IAA, Australia to join in its Volunteering
Opportunities Initiative. Through this platform, members will be able to share ideas, gain a broader perspective and
experience of work outside their own specialist area, through networking with peers, gain CPD hours and be able to give

something back to the profession. We invite members who respect the IAI values and what it stands for and wish to take

the profession to newer heights of success through their willingness to share their knowledge and/or skills by working

in partnership with peers/ colleagues.

If you are interested in applying, please visit our website for more details: www.actuariesindia.org

PUBLISH ADVERTISEMENT IN "THE ACTUARY INDIA" MAGAZINE

Institute of Actuaries of India invites advertisements for its in-house magazine 'the Actuary India’,

which is published monthly and distributed over 10,000 people

Total Distributors details are as under:l SR PARTICULARS DETAILS
(1) TAT Mem 1 [Advertisements send to library@actuariesindia.org.
2 Date of Publication 23rd of the Month
a. Hard Copies: 6000 —
3 Periodicity Monthly
b. Soft Copies: 3600
Cutoff Dat 2nd of the Month for publishing in
c. Total Copies: 9600 4 utott Late the same month
5 Format Pdf, Cdr, Jpg
(I1) Others (including) Half Page - 5'(Height) x7.25'(Width)
6 Size
Insurance Companies [IT & [IM: 400 Full page 11.75'(Height) x 8.25'(Width) (cut size)
Full Page Colour - Rs. 30,000/-
7 Charges
Half Page Colour - Rs. 20,000/-

“the Actuary India” magazine can also be available on IAI website at
http://www.actuariesindia.org/subMenu.aspx?id=190&val=Actuary India

We are sure that advertisement in our magazine will definitely add value to your organization.

8  the Actuary India February 2016 Indian Actuarial Profession

Serving the Cause of Public Interest



