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International Accounting Standards Board
Attn. Mr. H. H. Hoogervorst

7 Westferry Circus

London, E14 4HD

United Kingdom

6 May 2021

Dear Mr.Hoogervorst
Treatment of comparatives on transition to IFRS 9 in combination withIFRS 17

This letter has been drafted by the European Insurance CFO Forum (“CFO Forum”), a body representing the
views of 23 of Europe’s largestinsurance companies, and Insurance Europe, representing95% of the
premiumincome of the European insurance market. Accordingly, it represents the consensus view of the
Europeaninsuranceindustry.

We welcome, and continue to support, the IASB decision to extend the temporary exemptionfrom applying
IFRS 9 to enable qualifying insurersto adoptIFRS 9 and IFRS 17 simultaneously for annual periods beginning
on or after 1 January 2023.

Background to theissue of comparatives

There isan inconsistency in the treatment of the comparative period in the first year of applying IFRS 9 and
IFRS 17. Entities are required to restate the comparative period forthe impact of IFRS 17 upon initial adoption
of IFRS 17. By contrast, retrospective applicationis not required on adoption of IFRS 9, meaning that the
comparative period does not needto be restated. As IFRS 17 and IFRS 9 are highly interrelated, this
inconsistency may negatively affect the usefulness of insurers’ financial statements in the first year of adopting
IFRS9and17.

To mitigate this inconsistency, many insurers intend to voluntarily restate the comparative year under IFRS 9.
However, forthose insurers electing to take this option, IFRS 9 prohibits a full restatement of comparatives.
Thisis because paragraph 7.2.1 of IFRS 9 prohibits an entity from applying IFRS 9 to financial instruments that
are derecognised priorto the initial application of the standard. In practice, this requirement means that
insurers will have to simultaneouslyapply IFRS 9 and IAS 39 to financial instruments for the comparative
period: financial instruments derecognised during the comparative period will be accountedfor according to
IAS 39 until the point of derecognition, whereas the remaining financialinstruments will have to be accounted
foraccordingto IFRS 9.

In April 2019, as part of the reviewof IFRS 17 sweepissues, the IASB decided not to change this transitional
IFRS 9 requirement. In our view, the fact that other industrieshad already adopted IFRS 9 does not prove the
relevance of the transitionrequirementin paragraph 7.2.1 of IFRS 9, as most of these preparers chose not to
presentrestated comparatives and, therefore, did not face theissue. Furthermore, we do not see thatthe
unintended consequences of changing the transition requirements raised by the IASB staff in Agenda Paper 2C
of the April 20191ASB meeting will be material in practice.

Impact of this issue on the insurance industry

Recentdiscussions within the insurance industry confirm this issue remains importantand its impactis now
more widely understood, given the advanced status of IFRS 9 and IFRS 17 implementation programmes. This
issue impacts both the usefulness of the financial information and operational complexity. In the first financial
statements prepared underIFRS 9 and IFRS 17, the requirements of paragraph7.2.1of IFRS 9 will resultin non-



comparable accounting treatments betweenthe currentand comparative periods, particularlyin the following
areas where IFRS 9 and IAS 39 requirements differ:

e the classification, measurement and treatment of capital gains arising from disposals, notably due to
changesin business models and assets not meeting SPPI requirements under IFRS 9 (for example equity
instruments and puttableinstruments); and

e theimpairmentof financial assets measured atamortised costand atfair value through other
comprehensiveincome, whichis determined on an incurred loss basis under IAS 39 and an expected credit
loss basisunder IFRS 9.

The existing transition requirements will have an adverse effect on communication with the market on the
impactof IFRS9 and IFRS 17. Entities choosing to restate comparative information under IFRS 9 would need to
adjustthe 2022 opening positionseveral times after each (interim) reporting date in 2022 as assets are
derecognisedthroughoutthe year. Itwill therefore be necessaryto waituntil 2022 reporting is complete
before finalising the comparative informationfor usein the 2023 interim andfull yearreporting periods. The
requirementto adjust the 2022 comparatives throughout the year will also impair the trust markets canplace
on transition information disclosed by insurersduring 2022.

The existing transition requirements will also be operationally burdensome for insurance companies, notably in
the followingareas:

e Entitiesgenerallyuse aninvestment subledger which processes transactions on an instrument-by-
instrument basis and is directly interfaced to the general ledger. The opening balances at 1 January 2022
will be produced in the investment subledgerin January 2022; changing the designation of assets
derecognisedin 2022 to measure themusing IAS 39is therefore complex in practice.

e Therequirementto continue using IAS 39for assets derecognised in 2022, and IFRS 9 for all other assets,
would require atransitional chart of accounts for only the comparative periodthatincludes both1AS 39
and IFRS 9.

e Disclosures for financial instruments, in particular those relating to the movement from opening to closing
balances, would needto be amendedfor the comparative reporting period only.

We also note that EFRAG, in its Final Endorsement Advice, acknowledges the operational burden that may be
caused by applying both IFRS 9 and IAS 39 in the comparative period.

We consider the costs and resources neededto address these operational requirements to be
disproportionately high, especially in the context of the alreadychallenging nature of IFRS 17 and IFRS 9
implementation projects, whilst the non-comparable accounting treatments betweenthe currentand
comparative periods add no value for users of financial statements. On the contrary, if the measurement basis
for financial instruments will change, users would be better informed by presenting fully restated comparatives
and entities may prepare such fullyrestated information anyway for presentation outside the financial
statements.

We also note that, in 2016, the IASB stated thatinsurers would be given atemporary exemption from applying
IFRS 9 until the effective date of IFRS 17 to avoid accounting mismatches betweeninsurance liabilities and
related financial assets. The requirementin paragraph 7.1.2 of IFRS 9 to continue using IAS 39for assets
derecognisedin 2022 creates such accountingmismatches in the comparative period, thereby partially
counteracting the purpose of allowing insurers to apply IFRS 9 at the same time as IFRS 17.

Proposed solution

For entities thatintend to apply IFRS 9 retrospectively, we believe that fully restatingthe comparative period
would provide more relevantinformation than the existing transition requirements in paragraph 7.2.1 of IFRS 9
and that there is still time to introduce an optional fullretrospective application.

A narrow-scope amendment to IFRS 9 that would allow entities to retrospectively apply IFRS 9 to items that are
derecognised before the date of initial application could resolve the issues identified above without impacting



entities that have alreadyimplemented IFRS 9. We propose an amendment to the second sentence of
Paragraph 7.2.1of IFRS 9 as follows (new text underlined):

“This Standard shallnetis not required to be appliedto items that have already been derecognised at the date
of initial application.”

Thisamendment would resolve theissue faced by insurers by permittingassets derecognisedin the
comparative period to be measured using IFRS 9, while retaining the optionfor entities to use IAS 39for such
assetsif preferredor alreadyapplied.

We would appreciate the opportunity to discussthe above with you at your earliest convenience.

Yourssincerely
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Chair
European Insyran

OlavJones
Deputy Director General
CFO Forum Director Economics and Finance, Insurance Europe





