Audit Of General Insurance Companies
Operating Expenses Related to Insurance Business ( Expenses of Management)
All the administrative expenses in an insurance company are broadly classified under 13 heads as mentioned in Schedule 4. In so far as financial statements are concerned, this Schedule is part of the Revenue Account to be prepared for insurance business. Any Other expenses are required to be disclosed under the head, ‘Other’ . ‘Others’ would include foreign exchange gains or losses as indicated in note ‘B’ of Schedule 4. Any Major expenses ( Rs. 5 lacs or in excess of 1% of net premium, whichever is higher) are required to be shown separately . Careful reading of the words ‘expenses relation to insurance business’ clearly indicate any expenses which do not have any direct relation to insurance business are to be shown separately in the Profit and Loss Account. Expenses relating to investing department, brokerage, bank charges, transfer fees, etc. do not have a direct relationship to the day- to- day working of the insurance business and as such would not be include in the revenue account.
These expenses are first aggregated and then apportioned to the Revenue Account of each class of business on a reasonable and equitable basis. The accounting policy should clearly indicate the basis of apportionment of these expenses to the respective Revenue Account ( i.e., fire, marine and miscellaneous) along with certification that all expenses of management , wherever incurred, directly or indirectly, read with the accounting policy, have been fully debited to the respective Revenue Account as expenses. Refer to Schedule 4 on Operating Expenses for specific items
