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SEBI updates [ RBI updates ] [ ICAl updates ] [ Other updates ]

SEBI advisory on adoption of Al-enabled vulnerability detection tools

The Securities and Exchange Board of India (SEBI) has issued an advisory addressing the + API and system security controls: Implementation of strong authentication and
increasing adoption of advanced Atrtificial Intelligence (Al)-enabled vulnerability detection tools authorisation mechanisms, along with least-privilege access controls, to ensure secure
(such as Claude Mythos and similar solutions) within the securities market ecosystem. While user identity verification. Entities should maintain and regularly update an inventory of all
these tools strengthen cybersecurity capabilities, they also introduce emerging risks, including applications, enforce robust change management practices, and adopt measures such as
large-scale identification of system weaknesses, potential misuse, concerns around data privacy, Application Programming Interface (API) whitelisting, rate limiting, and continuous @
and questions on reliability. Considering the high level of interconnectedness among market monitoring to safeguard system integrity.
participants, SEBI has emphasised the need for a coordinated, ecosystem-wide approach to + Surveillance and incident response mechanisms: Deployment of tools such as Security
effectively manage these risks and prevent cascading impacts across intermediaries. Some of the Orchestration, Automation and Response (SOAR) and Security Information and Event
key highlights of the circular are summarised below: Management (SIEM) for proactive monitoring and response. Entities are also encouraged
to leverage Market Security Operations Centre (M-SOC) for centralised threat detection
1. Establishment of ‘cyber-suraksha.ai’ task force: SEBI has constituted a dedicated multi- and coordination. A
stakeholder task force comprising Market Infrastructure Institutions (Mlls), regulated entities, * Risk governance and assessment framework: Conducting periodic cyber risk r
and other relevant participants. The key responsibilities of this task force include: assessments, including scenarios involving Al-related threats, and adopting a Zero Trust
» Evaluating Al-driven cybersecurity risks and formulating appropriate mitigation strategies Network architecture to minimise exposure and strengthen security posture.
» Enabling sharing of threat intelligence and promoting best practices for vulnerability + Strategic readiness: Developing long-term strategies for integrating Al-based detection
management and mitigation capabilities, along with continuous reassessment and recalibration of cyber
» Ensuring timely reporting of cyber incidents, attack vectors, and identified vulnerabilities risks in response to evolving Al technologies. @

» Reviewing the cybersecurity posture of third-party vendors and service providers.
(Source: SEBI Circular No. HO/13/19/12(1)2026-ITD-1_CIMGI/10873/2026, Subject: Advisory on
2. Enhancement of cybersecurity controls: SEBI has prescribed a range of mitigating Emerging Advanced Artificial Intelligence (Al) Tools for Vulnerability Detection (like Mythos),

measures for regulated entities in Annexure A of the circular, which should be read alongside dated 5 May 2026)
existing SEBI frameworks, including the Cybersecurity and Cyber Resilience Framework
(CSCRF). Key measures include:
» Vulnerability and system management: Ensuring timely deployment of patches, adoption

of virtual patching where necessary, and conducting continuous vulnerability assessments

across operating systems and applications. Regular security audits and testing should be

carried out in line with CSCRF requirements.
+ Third-party and vendor risk oversight: Regulated entities should ensure that third-party

vendors conduct risk assessments of Al tools and implement adequate safeguards to

mitigate associated risks.
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Expanded scope of borrowing for InviTs

SEBI on 17 April 2026 had amended the SEBI (Infrastructure Investment Trusts)
Regulations, 2014 (InvIT Regulations) to expand the scope of borrowings
beyond the earlier 49 per cent leverage cap, allowing such higher borrowings to
be utilised for specific purposes as may be prescribed by SEBI.

Subsequently, on 15 May 2026, SEBI has issued a circular, effective
immediately, clarifying the permissible use of the net borrowings that exceed 49
per cent of the value of assets. The permitted use cases are as follows:

+ Utilisation for capital expenditure, provided that such expenditure is aimed at
improving the performance of existing assets or increasing their capacity.

» Major maintenance of road projects, where such maintenance is non-routine
in nature and is undertaken in accordance with the obligations specified in the
relevant concession agreements. The circular further specifies that these
provisions apply specifically to projects in the roads and bridges infrastructure
sub-sector, as defined by the Ministry of Finance.

» Refinancing principal component of existing debt (excluding accumulated
interest, penalties, or associated charges), subject to the condition that the
original debt was raised for permitted purposes under the regulations.

(Source: SEBI Circular No. SEBI/HO/DDHS/DDHS-PoD-2/1/11700/2026,
‘Subject: Permitted use of fresh borrowings for InvITs where Net Borrowings
exceeds forty-nine percent of the value of InvIT assets’, dated 15 May 2026)
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RBI revises capital adequacy framework for commercial banks

The Reserve Bank of India (RBI), on 8 May 2026, issued the Reserve Bank of India (Commercial Banks — Prudential
Norms on Capital Adequacy) Fifth Amendment Directions, 2026 (Capital Adequacy Amendment Norms 2026)",
introducing revisions to the prudential framework governing capital adequacy for commercial banks, particularly in
relation to the treatment of quarterly profits within Common Equity Tier 1 (CET1) capital. The key amendments are as

follows: @

* Quarterly inclusion allowed with safeguards: Banks are permitted to include year-to-date profits in their Capital to
Risk Weighted Assets Ratio (CRAR) calculations on a quarterly basis, subject to such financial results being either
audited or subjected to a limited review.

+ Standardised computation of eligible profits: Eligible profit up to the relevant quarter (EP?) is required to be
determined using the formula EPt = NPt — 0.25 x D x t2. This approach ensures a prudent adjustment of profits by
factoring in expected dividend distributions, thereby preventing any overstatement of regulatory capital.

+ Mandatory recognition of losses: Where cumulative net losses are incurred up to any quarter, such losses are
required to be fully adjusted against CET1 capital, ensuring that the capital position reflects the true financial
performance of the bank.

(Source: RBI Notification No. RB1/2026-27/79 DOR.CAP.REC.N0.68/21.01.002/2026-27, ‘Reserve Bank of India
(Commercial Banks - Prudential Norms on Capital Adequacy) Fifth Amendment Directions, 2026’, dated 8 May 2026)

1. Revises provisions under the Reserve Bank of India (Commercial Banks — Prudential Norms on Capital Adequacy) Directions, 2025 (Master Direction on Capital Adequacy) issued on 28
November 2025
2. NPt = Net profit up to the relevant quarter
D = Average dividend paid during the last three financial years
t = varies from 1 to 4, depending on the quarter
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RBI finalises revised Investment Fluctuation Reserve norms

The RBI issued the Investment Fluctuation Reserve (IFR)
norms on 18 May 2026. Below are some of the key
amendments which are effective immediately:

RBI (Commercial Banks — Classification, Valuation, and
Operation of Investment Portfolio) Second Amendment
Directions, 2026: The RBI has issued these directions for
commercial banks, discontinuing the requirement to maintain
the IFR with effect from 18 May 2026. The existing IFR balance
as on 17 May 2026 is required to be transferred ‘below the line’
to either statutory reserve, general reserve, or the balance of
profit & loss account. For foreign banks operating in India in
branch mode, such balances are to be transferred to ‘statutory
reserves kept in Indian books’ or to ‘remittable surplus retained
in Indian books which is not repatriable so long as the bank
functions in India’.

(Source: RBI/2026-27/83 DOR.MRG.REC.No.71/00-00-
001/2026-27, ‘ Reserve Bank of India (Commercial Banks -
Classification, Valuation, and Operation of Investment Portfolio)
Second Amendment Directions, 2026’ dated 18 May 2026)

Reserve Bank of India (Commercial Banks — Prudential
Norms on Capital Adequacy) Sixth Amendment Directions,
2026: To give effect to the IFR norms RBI has issued these
amendment directions to amend the Reserve Bank of India
(Commercial Banks - Prudential Norms on Capital Adequacy)
Directions, 2025, wherein now it does not consider IFR as part
of general provisions and loss reserves categorized under Tier 2
capital for Indian banks

(Source: RBI/2026-27/90 DOR.MRG.REC.No.78/21-01-
002/2026-27, ‘Reserve Bank of India (Commercial Banks —
Prudential Norms on Capital Adequacy) Sixth Amendment
Directions, 2026’ dated 18 May 2026)

RBI (Payments Banks - Classification, Valuation, and
Operation of Investment Portfolio) Amendment Directions,
2026: Under these directions, Payment Banks are required to
create IFR from realised gains on sale of investments, subject to
availability of net profit, until the IFR balance reaches at least 2
per cent of the Available for Sale (AFS) and Fair Value Through
Profit or Loss (FVTPL) (including Held for Trading (HFT))
portfolio.

This minimum requirement will now be assessed annually
based on the AFS and FVTPL portfolio values as at the balance
sheet date, rather than on a continuous basis. Further, RBI has
clarified that transfer to IFR must be made from net profit after
mandatory appropriations, ensuring consistency in accounting
treatment.

(Source: RBI/2026-27/85 DOR.MRG.REC.No.73/00-00-
001/2026-27, ‘Reserve Bank of India (Payments Banks -
Classification, Valuation, and Operation of Investment Portfolio)
Amendment Directions, 2026’, dated 18 May 2026)

RBI (Local Area Banks - Classification, Valuation, and
Operation of Investment Portfolio) Amendment Directions,
2026 - For the Local Area Banks (LABs), the RBI has
discontinued the requirement to maintain IFR with effect from 18
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May 2026. Existing IFR balances as on 17 May 2026 are
required to be transferred ‘below the line’ to statutory reserve,
general reserve, or the balance of profit and loss account.

(Source: RBI/2026-27/86 DOR.MRG.REC.No.74/00-00-
001/2026-27, ‘Reserve Bank of India (Local Area Banks -
Classification, Valuation, and Operation of Investment Portfolio)
Amendment Directions, 2026’ dated 18 May 2026)

RBI (Urban Co-operative Banks (UCBs) — Classification,
Valuation, and Operation of Investment Portfolio)
Amendment Directions, 2026: Under these directions, the RBI
has allowed UCBs to maintain a minimum IFR of 5 per cent of
their investment portfolio, calculated annually based on the book
value of investments under HFT and AFS categories. UCBs can
now build higher IFR levels at their discretion, depending on
portfolio size and composition, subject to approval of its Board.
The RBI has further permitted UCBs to draw down IFR
balances exceeding the 5 per cent of its investment in AFS and
HFT for credit to the balance of profit/loss as disclosed in the
profit and loss account at the end of any accounting year.

(Source: RBI/2026-27/87 DOR.MRG.REC.No.75/00-00-
011/2026-27, ‘Reserve Bank of India (Urban Co-operative
Banks — Classification, Valuation, and Operation of Investment
Portfolio) Amendment Directions, 2026’, dated 18 May 2026)
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RBI finalises revised Investment Fluctuation Reserve norms (cont.)

RBI (Commercial Banks — Financial Statements: Presentation and Disclosures) Sixth Amendment Directions, 2026 and
RBI (LABs — Financial Statements: Presentation and Disclosures) Third Amendment Directions, 2026: Under these
directions, the RBI has introduced changes in financial statement presentation. These directions clarify the definition of ‘revenue
reserve’ as all reserves other than capital reserves and shall not include amount retained by way of providing for depreciation,
asset diminution, or known liabilities. Further, commercial banks and LABs are now required to disclose a detailed movement of
provisions for Non-performing Investments (NPIs). The revised format mandates reporting of opening balances, provisions made
during the year, write-offs or write backs of excess provisions, and closing balances for both current and previous years.

(Source: RBI/2026-27/91 DOR.MRG.REC.No0.79/21-04-018/2026-27, ‘Reserve Bank of India (Commercial Banks — Financial
Statements: Presentation and Disclosures) Sixth Amendment Directions, 2026’, RBI/2026-27/92 DOR.MRG.REC.N0.80/21-04-
018/2026-27 ‘Reserve Bank of India (Local Area Banks — Financial Statements: Presentation and Disclosures) Third Amendment
Directions, 2026’ both dated 18 May 2026)
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Exposure draft on framework for
sustainability assurance engagements

[ SEBI updates ] [ Other updates ]

ICAIl issued exposure draft on SSA 5000

The Institute of Chartered Accountants of India (ICAI)
has released an exposure draft of Standard on engagements, with differentiated procedures and
Sustainability Assurance (SSA) 5000, General reporting.
Requirements for Sustainability Assurance * Emphasises assessment of reporting criteria
Engagements to establish a comprehensive framework (relevance, completeness, reliability, neutrality, and
for assurance on sustainability information. understandability).

« Strengthens focus on materiality (including
The SSA 5000 aims to strengthen the quality, qualitative aspects) and internal controls over
consistency, and credibility of sustainability assurance sustainability reporting.
practices. It focuses on assurance engagements » Provides structured guidance on use of experts,
relating to sustainability matters, including documentation, and assurance reporting formats.
environmental, social, and governance (ESG)
disclosures.

Applies to both reasonable and limited assurance

On 20 May 2026, the Sustainability Reporting Standards Board (SRSB) of

the ICAl issued the exposure draft on Framework for Sustainability

Assurance Engagements to help understand the objectives and key

elements of sustainability assurance engagements and the applicability of @
Standards on Sustainability Assurance (SSA). It is not a prescriptive

standard and does not set out requirements or procedures; instead,

assurance reports must refer to the relevant Assurance Standards.

It serves as a reference document for practitioners, users of assurance Y\
reports, engaging parties, and the SRSB in developing detailed assurance M

Standard on Sustainability Assurance Engagements standards and guidance.

(SSAE) 3000, Assurance Engagements on
The Framework broadly covers:

SSA 5000 will be applicable to all listed entities as per
SEBI guidelines, and also to other entities opting for
voluntary assurance of sustainability information while
excluding forward-looking statements from its scope.

The SSA 5000 is broadly aligned with the International
Standard on Sustainability Assurance (ISSA) 5000
issued by the International Auditing and Assurance
Standards Board (IAASB), with certain modifications
tailored for India. Key aspects are as follows:

Sustainability Information will be discontinued once SSA
5000 becomes effective.

The last date for submission of comments on exposure
draft on SSA 5000 is 19 June 2026.

(Source: Sustainability Reporting Standards Board, The
Institute of Chartered Accountants of India, ‘Exposure
Draft on Standard on Sustainability Assurance (SSA -
5000)- General Requirements for Sustainability
Assurance Engagement’, dated 20 May 2026)

Nature and types of assurance engagements and distinguishes

reasonable assurance from limited assurance
Scope and distinction from non assurance engagements
Preconditions for accepting an assurance engagement

Core elements such as three-party relationships, criteria, evidence, and

reporting

Other aspects like communication, documentation, and practitioner

responsibilities.

The period for comment on the exposure draft on framework for

« Introduces a comprehensive, principles-based sustainability assurance engagements ends on 19 June 2026.

framework covering the full lifecycle of assurance
engagements, including planning, risk assessment,
evidence gathering, and reporting.

(Source: Sustainability Reporting Standards Board, The Institute of
Chartered Accountants of India, ‘Exposure Draft on Framework for
Sustainability Assurance Engagements’, dated 20 May 2026)
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Amendments to FEM (Non-Debt Instruments) Rules

The Ministry of Finance (MoF) has notified amendments to the Foreign Exchange Management (FEM) (Non-Debt Instruments) Rules,
2019 (the 2019 Rules) through two sets of amendments on 2 May 2026:

* FEM (Non-Debt Instruments) Amendment Rules, 2026 (FEM Amendment Rules, 2026) and
* FEM (Non-Debt Instruments) Second Amendment Rules, 2026 (FEM Second Amendment Rules, 2026)

These amendments are primarily intended to strengthen the regulatory framework for Foreign Direct Investment (FDI), particularly in
relation to beneficial ownership and sectoral caps.

1. FEM Amendment Rules, 2026: The earlier requirement mandating prior government approval for all investments from countries
sharing a land border with India resulted in longer approval timeline, discouraged even non-strategic and minority investments and
limited capital inflows, especially from institutional investors and global Private Equity (PE)/Venture Capital (VC) funds. Accordingly,
these amendments have been introduced to operationalise changes relating to such investments, while improving ease of doing
business, enhancing clarity, encouraging higher FDI inflows, and supporting integration with global capital and supply chains. Some
of the key highlights include:

» Foreign investors are permitted to subscribe to, purchase, or sell equity instruments in Indian companies subject to conditions
specified in Schedule I3

» Investments originating from entities or individuals of such countries (or where beneficial ownership lies in such countries) are
permitted only through the Government route. This also extends to indirect investments and changes in beneficial ownership.
Additionally, investments are prohibited in sensitive sectors such as defence, space, and atomic energy.

» Introduces detailed criteria aligned with the Prevention of Money Laundering Act, 2002 (PMLA) to determine beneficial ownership,
covering direct, indirect, and ultimate control structures.

+ Multilateral banks and funds* of which India is a member are not treated as belonging to any specific country, thereby reducing
compliance complexities.

» Transfer of participating interest or rights in oil fields by Indian companies to non-residents is treated as foreign investment and
must comply with Foreign Exchange Management Act (FEMA) provisions and conditions set out in Schedule .

X D QE‘&&"'\

3. Schedule | of the Foreign Exchange Management (Non-debt Instruments) Rules, 2019, has provisions for purchase or sale of equity instruments of an Indian company by a person resident outside India.
4. Multilateral banks and funds are international financial institutions chartered by multiple sovereign countries. Their primary mission is to promote economic and social progress in developing or middle-income countries by providing loans, grants, and technical assistance for development projects.

© 2026 B S R & Co. LLP a limited liability partnership firm registered under The Limited Liability Partnership Act, 2008. All rights reserved. BSR Corporate reporting insights — May 2026 | 8



BSR Corporate reporting insights

[ SEBI updates ] [ RBI updates ] [ ICAl updates ] Other updates

Amendments to FEM (Non-Debt Instruments) Rules (cont.)

2. FEM Second Amendment Rules, 2026: The 2019 Rules govern foreign investment in non-debt instruments such as equity shares
across sectors, with Schedule | specifying sectoral caps, entry routes, and conditions. The FEM Second Amendment Rules revise
provisions relating to the insurance sector (Entry F.8 in Schedule I) by updating both limits and operational conditions. The key
amendments introduced are as follows:

* Foreign investment limits and entry routes: Foreign investment up to 100 per cent is now permitted under the automatic route
for insurance companies and intermediaries. For Life Insurance Corporation of India (LIC), FDI is capped at 20 per cent under the
automatic route, as compared to the earlier limit of 49 per cent applicable to insurance companies and related activities.

* Investment conditions for insurance companies: Aggregate foreign investment (including portfolio investors) in the equity
shares of an Indian insurance company is allowed up to 100 per cent of its paid-up equity capital under the automatic route,
subject to:

» Approval and verification by the Insurance Regulatory and Development Authority of India (IRDAI)
» Compliance with the provisions of the Insurance Act, 1938
» Obtaining necessary licences and approvals

* Regulatory requirements for insurance intermediaries: Insurance intermediaries with majority foreign ownership are required

to:

» Beincorporated as Indian companies

» Ensure representation of Indian residents in management

« Bring in technological and managerial expertise

+ Disclose payments made to group, promoter, subsidiary, interconnected, or associate entities.

« Additional compliance requirements: Entities such as banks operating as intermediaries must ensure that their core business
remains predominant, i.e., more than 50 per cent of total revenue in a financial year.

(Source: Ministry of Finance, Department of Economic Affairs, Notification No. S.O 2174(E), and Notification No. S.O. 2186(E) both
dated 2 May 2026)
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IRDAI strengthens governance on KMP remuneration

The IRDAI, through its circular dated 25 May 2026, has introduced key amendments to the Master Circular on Corporate Governance for Insurers, 2024 (Master Circular on
CG)®, with a focus on transparency, accountability, and policyholder-centric remuneration practices for Key Management Persons (KMPs). Following are the key
amendments:

1. Mandatory disclosures: IRDAI has mandated insurers to publicly disclose the performance parameters used to determine KMP remuneration on the insurer’s websites in @
a manner that is simple, accessible, and easy to understand, without requiring users to provide personal information. Insurers must provide historical data for the past three
years alongside current performance disclosures to enable meaningful comparison. Additionally, reporting frequency has been clearly defined wherein financial soundness
metrics to be disclosed quarterly, while operational indicators such as product performance, claims responsiveness, and grievance redressal to be updated on a monthly
basis.

2. Strong linkage between pay and policyholder outcomes: The Nomination and Remuneration Committee (NRC), in consultation with the Risk Management Committee, A
must adopt an integrated approach to design remuneration policy, ensuring the following- mn
* Remuneration policies align with policyholder interests and risk outcomes
* Remuneration frameworks are not only performance-driven but also adjusted for risks of all types
* Incentive structures are sensitive to both short-term and long-term risks and
* Mix of cash and equity components are consistent with risk alignment.

3. Introduction of standardised performance parameters: To bring consistency, IRDAI has specified a set of six minimum parameters that must be used to assess KMP
performance for determining variable pay from Financial Year (FY) 2026-27 onwards. These six parameters together account for 50 per cent of performance evaluation
weight. While IRDAI has prescribed the six minimum parameters which hold 50 per cent of performance evaluation weight, insurers retain the flexibility to introduce
additional parameters for the balance weightage of 50 per cent for performance assessment, tailored according to their business plans.

4. Greater board oversight and accountability: The revised framework places enhanced responsibility on the Board and its committees wherein they are expected to
define clear performance benchmarks aligned with business strategy and policyholder value creation, ensure that performance assessments are based on complete and
consistent disclosures.

(Source: IRDAI Circular Ref: IRDAI/F&I/CIR/MISC/72/5/20, ‘Subject: Remuneration to Key Management Persons (KMP)’, dated 25 May 2026)

5. Issued vide ref: IRDAI/ F&I/CIR/MISC/82/5/2024, dated 22 May 2024
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Amendments to CSR framework

The Ministry of Corporate Affairs (MCA), through two notifications dated 27 May 2026, has issued the following:

1. Companies (Corporate Social Responsibility Policy) Amendment Rules, 2026 (CSR Policy Amendment
Rules) and
2. Amendment to Schedule VII of the Companies Act, 2013 (CA 2013 amendment),

The objective is to broaden the avenues for Corporate Social Responsibility (CSR) implementation and
strengthen the Social Stock Exchange (SSE) ecosystem.

The CA 2013 amendment now recognises subscription to Zero Coupon Zero Principal instruments® (ZCZP
instruments) as an eligible CSR activity by adding it to Schedule VII of the Companies Act 2013.

Further the CSR Policy Amendment Rules, ensure prudent utilisation of the above-mentioned instruments by
prescribing that CSR spending through these instruments shall be capped at 10 per cent of the total CSR
obligation of a Company for a financial year. Companies investing through this route are also exempted from
undertaking impact assessment of projects funded via these instruments, thereby easing compliance
requirements and encouraging participation.

On the other hand, issuing Not-for-profit Organisations (NPOs) are subject to governance safeguards, including:

+ Undertaking a project with a duration of not more than three succeeding financial years from issue of such
ZCZP instruments and

+ On termination of listing of such ZCZP instrument, transfer unutilised funds to any fund included in Schedule
VIl to the 2013 Act, along with regulatory compliance reporting to SEBI.

Overall, these amendments signify a progressive move by MCA to integrate capital market instruments with
social impact funding, enhance transparency, and deepen the role of the SSE in India’s CSR landscape.

(Source: MCA Notification No G.S.R. 415(E), and G.S.R. 416(E) both dated 27 May 2026)

6. Zero coupon zero principal instrument means an instrument declared as a security that is issued by a Not-for-Profit Organisation registered with the Social Stock
Exchange segment of a recognised stock exchange in accordance with the regulations made by the SEBI.
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Labour Code Rules notified by the Central
Government

The Central Government had earlier released the draft Central Rules on 30
December 2025 under the four Labour Codes that were notified on 21
November 2025. Subsequently, on 8 May 2026, the Central Government
formally notified the final Central Rules under all four Labour Codes. These are
listed below:

» Code on Wages (Central) Rules, 2026

» Social Security (Central) Rules, 2026

» Occupational Safety, Health, and Working Conditions (Central) Rules, 2026
* Industrial Relations (Central) Rules, 2026

These Rules primarily address the operational and procedural aspects of
compliance, including areas such as working hours, regulation of contract
labour, workplace administration, and maintenance of employee records. These
Rules have come into immediate effect for establishments where the Central
Government is the appropriate authority.

(Source: Ministry of Labour, Notification Nos. G.S.R. 342(E), G.S.R. 343(E),
G.S.R. 344(E), G.S.R. 345(E), all dated 8 May 2026)
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IASB issues IFRS 20 Regulatory Assets and Regulatory Liabilities

The International Accounting Standards Board (IASB) has issued International Financial Reporting Standard (IFRS) 20 Regulatory Assets and Regulatory Liabilities, a new accounting standard aimed
at improving financial reporting for companies operating in rate-regulated industries such as electricity, water, and gas. The standard seeks to provide investors with clearer and more transparent
insights into how rate regulation impacts a company’s financial performance, financial position, and future cash flows.

A key issue addressed by IFRS 20 is the ‘difference in timing’ between when services are delivered and when companies recover charges from customers for regulatory goods or services supplied.
The new Standard requires companies to account for the effects of differences in timing in their financial statements. IFRS 20 requires a company to report in its financial statements the total allowed
compensation it is entitled to earn for regulatory goods and services supplied in the period. It does this through an ‘overlay’ approach under which a company first applies the requirements of existing
IFRS Accounting Standards (e.g. recognising and measuring revenue in accordance with IFRS 15 Revenue from Contracts with Customers) and then recognises:

« Aregulatory asset: when it has an enforceable present right to add an amount to be charged to customers in future periods to determine the regulated rate; and

« Aregulatory liability: when it has an enforceable present obligation to deduct an amount to be charged to customers in future periods to determine the regulated rate.

Movements in regulatory assets and regulatory liabilities give rise to regulatory income and regulatory expense. Further, companies would generally need to measure their regulatory assets and
regulatory liabilities using a cash flow measurement technique, which:

» estimates expected future cash flows; and

+ discounts the cash flows using the regulatory interest rate.

Regulatory income minus regulatory expense would be presented separately in the statement of financial performance, immediately below revenue, whereas regulatory assets and regulatory
liabilities are to be presented separately from other assets and liabilities in the statement of financial position.

IFRS 20 also enhances transparency through robust disclosure requirements, including updated cash flow estimates, discounting using regulatory rates, and detailed disclosures such as
reconciliations and maturity analysis. Collectively, these measures aim to provide a more complete picture of regulated entities’ financial health and reduce inconsistencies in existing accounting
practices across jurisdictions.

The standard will become effective for annual reporting periods beginning on or after 1 January 2029, with early adoption permitted. It will replace IFRS 14, Regulatory Deferral Accounts and operate
alongside IFRS 15 to provide a more comprehensive and consistent accounting framework for rate regulated activities.

(Source: IFRS.org>>news and events>>’|ASB issues IFRS 20 to improve financial reporting for companies subject to rate regulation’, dated 27 May 2026)
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Website: bsr-co.in
Feedback/queries can be sent to in-fmcontact-us@bsraffiliates.com

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 the
particular situation.
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