Stretnutie  Pracovnej skupiny k IFRS 17

Dátum: 26.9.2019
Prítomní: podľa prezenčnej listiny


Program

1. Skúsenosti s procesom implementácie IFRS 17 (p. Bednárová, p. Strašák, p.Šiška - Deloitte    Advisory s.r.o.)
2. Sledovanie podielov na trhu po implementácii IFRS 17 – úvod do diskusie.
3. Rôzne
Aktuálne informácie ohľadom IFRS 17  a dodatku k nemu 
	
	

K bodu 1:  
[bookmark: _GoBack]Zástupcovia spoločnosti Deloitte    Advisory s.r.o. informovali o doterajších skúsenostiach s implementáciou IFRS 17 vo veľkých finančných skupinách:

 
V rámci diskusie odznelo, že vzhľadom na pomerne veľký rozsah údajov, ktoré budú musieť byť pripravované pred dátumom, ku ktorému sa závierka zostavuje (predpokladá sa predstih 1 až 1,5 mesiaca), aby bolo možné stihnúť očakávané termíny na spracovanie závierky, môžu audítori v rámci auditu závierky požadovať údaje, ktoré potvrdia, že aproximácie, ktoré boli pri závierke spravené za údaje posledného 1-1,5 mesiaca, sa významne nelíšia od situácie, kedy by závierka bol zostavená z kompletných dát platných ku dňu, ku ktorému sa závierka zostavuje. 

K bodu 2:
Najpravdepodobnejší  zdroj údajov ohľadom podielov na trhu  po implementácii IFRS 17 pravdepodobne bude výkaz Solvency II S.05.01. Podľa súčasných informácií sa predpokladá, že tento výkaz bude aj naďalej obsahovať údaje o predpísanom poistnom. Výkaz vybraných údajov z účtovnej závierky bude pravdepodobne po účinnosti IFRS 17 upravený tak, aby obsahoval údaje požadované týmto štandardom (a teda asi nebude obsahovať informáciu o predpísanom poistnom).


K bodu 3:

Aktuálne informácie ohľadom IFRS 17  a dodatku k nemu 
· List CFO Forum a Insurance Europe na IASB s požiadavkou na riešenie 3 oblastí, ktoré zatiaľ nie sú v dodatku uspokojivo upravené (Level of Aggregation, Transition, Presentation)


· Spoločný list poistného sektoru na IASB kvôli IFRS 17
Insurance Europe pripravila návrh spoločného listu,  ktorý podpísali  viaceré významné asociácia poistného sektora, na IASB s požiadavkou na odklad účinnosti IFRS 17 (a IFRS 9) na 1.1.2023. 


· EFRAG (European Financial Reporting Advisory Group) zverejnil 24.9.2019 “IASB ED/2019/4 Amendments to IFRS 17 – EFRAG comment letter“, v ktorom tiež navrhuje účinnosť IFRS 17 (a IFRS 9) od 1.1.2023.


Všetky dokumenty sú prístupné v členskej zóne SLASPO.
		       
P.Kučera (MF SR)  informoval o aktuálnom vývoji ohľadom prijatia IFRS 17 v EÚ. Vzhľadom na pretrvávajúce výhrady k zneniu štandardu aj zverejnenému návrhu dodatku (nejasné niektoré definície,  annual cohorts, risk mitigation) ako  aj kvôli náročnosti schvaľovacieho procesu je pravdepodobnejšie, že EÚ prijme IFRS 17 až k 1.1.2023, než k 1.1.2022,  ako navrhuje IASB v zverejnenom návrhu dodatku k IFRS 17. 
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Mr. Hans Hoogervorst, Chairman 
International Accounting Standards Board 
Columbus Building 
7 Westferry Circus 
Canary Wharf 
London E14 4HD 
United Kingdom 


 
 


Brussels, 23 September 2019 


 
 
Re: Global insurance industry letter on Exposure Draft – Amendments to IFRS 17 
 
 
Dear Chairman Hoogervorst, 
 
As associations representing many markets where insurers are required to apply IFRS 17, we are writing to 
you with our views on the IASB's ED/2019/4 'Amendments to lFRS17'. 
 
We appreciate the efforts by the IASB in considering the concerns raised by stakeholders about IFRS17 
'Insurance Contracts'. The ED’s proposals represent improvements in a number of areas. However, a number 
of significant issues have not been addressed and additional changes (as set out in individual responses) are 
still required to obtain a high-quality standard that can be implemented at a reasonable cost.  
 
A successful global implementation is critical to deliver the quality, decision-useful information that investors, 
analysts and other users are expecting. It is important that the IASB takes the time necessary to make the 
changes needed to the standard to ensure a strong global commitment to the new standard. In addition, the 
significant implementation concerns that have been raised by the industry remain and must be taken into 
account. The industry continues to see the necessity for a delay to the global effective date of IFRS17 (and 
IFRS 9) for insurers until 1 January 2023 in order to ensure a successful implementation. 
 
As we have emphasized before, there is no expectation that a further year’s delay would unduly disrupt 
implementation projects.  It would rather allow the IASB to finalise the necessary changes to the standard, 
and the companies to manage implementation challenges, including any regulatory changes required in 
response to IFRS 17 in place and so be able to plan with confidence. 
 
The industry is committed to high-quality international financial reporting standards and looks forward to 
positive engagement with the IASB to ensure a successful global adoption. 
 
Sincerely, 
 







 


 


  


 
Stephen Frank, President & CEO 
Canadian Life & Health Insurance Association 


 


 


  


 
Richard Klipin, Chief Executive Officer 
Financial Service Council of New Zealand 


 


 


  
  


 
Don Forgeron, ICD.D, President & CEO 
Insurance Bureau of Canada 


 


 


  


 
 
 
 
Tim Grafton, CEO 
Insurance Council of New Zealand 


 


 


  


 
Robert Whelan, Executive Director & CEO 
Insurance Council of Australia 


 


 


  


 
Olav Jones, Deputy Director General  
Insurance Europe 


 


 
    


 
Shin Yong-Kil, Chairman & CEO 
Korea Life Insurance Association 


 


 


  


 
Jonathan Rodgers, Financial Regulatory Manager 
National Association of Mutual Insurance Companies 
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IASB ED/2019/4 Amendments to IFRS 17 – EFRAG comment letter 


International Accounting Standards Board 
7 Westferry Circus, Canary Wharf 
London E14 4HD   
United Kingdom 
 
24 September 2019 
 
Dear Mr Hoogervorst, 


Re: IASB ED/2019/4 Amendments to IFRS 17  


On behalf of the European Financial Reporting Advisory Group (EFRAG), I am writing to 
comment on the Exposure draft ED/2019/4 Amendments to IFRS 17 Insurance Contracts, 
issued by the IASB on 26 June 2019 (the ‘ED’). 


This letter is intended to contribute to the IASB’s due process and does not necessarily 
indicate the conclusions that would be reached by EFRAG in its capacity as advisor to the 
European Commission on endorsement of definitive IFRS Standards in the European 
Union and European Economic Area. 


EFRAG would like to express its appreciation for your consideration of the topics identified 
in our letter of 3 September 2018 (‘our letter’) as well as those from other constituents. 
EFRAG would also like to commend the IASB for the thorough process to capture and 
analyse all the concerns and criticisms received. This course of action corroborated the 
willingness you expressed to act speedily as and when required.  


Appendix 1 contains our responses to the questions in the ED. EFRAG is supportive of 
many of the changes proposed. However, EFRAG: 


a) is concerned that the term ‘credit card’ under the scope exclusions excludes debit 
cards which have similar clauses to credit cards; 


b) is concerned about the requirements in paragraph B119B of the ED relating to the 
investment-return service and the impact on allocation of contractual service 
margin;  


c) suggests that the proposed text for the definition of ‘proportionate’ be revisited 
based on the economic substance of reinsurance contracts; 


d) considers that the risk mitigation option should be extended to financial 
instruments at fair value through profit or loss;  


e) is of the view that the retrospective application of risk mitigation option on transition 
is worthy of further attention; and 


f) notes that in applying the fair value approach, an option is available to set the 
accumulated OCI balance on insurance liabilities to nil on transition but no relief is 
available to assets measured at fair value through OCI. EFRAG considers that 
additional relief in IFRS 17 could alleviate concerns of entities. 


EFRAG welcomes the IASB’s decision to defer the effective date of IFRS 17. However, 
EFRAG disagrees with 1 January 2022 as the effective date. EFRAG considers that 1 
January 2023 is a realistic effective date, with early application permitted. 


In addition, EFRAG considers that the necessary amendments to IFRS 4 Insurance 
Contracts extending the optional deferral of IFRS 9 need to be published as early as 
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possible and, at the latest, before the end of June 2020 so as to enable timely 
endorsement within Europe before the current expiry date of 1 January 2021.  


Furthermore, EFRAG has received input on a number of issues from constituents relating 
to Question 9 on Minor Amendments and Question 10 on Terminology. These are listed 
in Appendix 3 of this comment letter for the IASB consideration but for which EFRAG does 
not have a view at this stage. 


Appendix 2 addresses topics that were raised in our letter of 3 September 2018 that we 
consider warrant further consideration. In particular: 


a) EFRAG acknowledges that the annual cohort requirement has been identified by 
the IASB as a practical simplification between developing a more principle-based 
solution that was dismissed as unduly burdensome and meeting the reporting 
objectives of the level of aggregation. Nonetheless, EFRAG considers that this 
requirement leads to unnecessary cost in some fact patterns, in particular for 
contracts with cash flows that affect or are affected by cash flows to policyholders 
of other contracts. Feedback from EFRAG’s constituents confirms that the issue 
relates to contracts with the characteristics described in paragraphs B67 - B71 of 
IFRS 17 that have ‘substantial’ risk sharing. Most of these contracts that prevail in 
European jurisdictions are eligible for the variable fee approach (VFA). In some 
jurisdictions the issue relates to contracts eligible for the general model including 
contracts without the characteristics described in B67 – B71 of IFRS 17 for which 
cash flow matching techniques are applied across generations. EFRAG believes 
that it is worth re-considering whether the annual cohorts requirement is justified 
for such contracts and recommends that the IASB consider developing an 
appropriate solution for them, reflective of the reporting objectives of the level of 
aggregation requirements in IFRS 17 and of their economic characteristics.  


b) EFRAG also notes the decision not to allow at transition further modifications to 
the modified retrospective approach in the interest of comparability. EFRAG 
remains concerned about implementation challenges faced by prepar,ers and the 
possibility of unduly strict interpretations that restricts the use of retrospective 
approaches. Therefore, EFRAG encourages the IASB to confirm in the main text 
of the final standard that the use of estimates is allowed, including those needed 
to approximate the missing information. EFRAG also suggests that the IASB clarify 
that the ‘reasonable and supportable information’ criterion is not intended to 
change the judgement ordinarily required in IAS 8 to make estimates. 


Finally, EFRAG understands that preparers do not consider the exception to IAS 34 
Interim Financial Reporting within IFRS 17 to be a simplification. Therefore, EFRAG 
recommends the IASB to consider whether eliminating paragraph B137 of IFRS 17 or 
making its application optional would provide a solution. 


If you would like to discuss our comments further, please do not hesitate to contact Didier 
Andries, Fredré Ferreira, Sapna Heeralall, Joachim Jacobs or me. 


 


Yours sincerely, 


 


Jean-Paul Gauzès  
President of the EFRAG Board 
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Appendix 1 - EFRAG’s responses to the questions raised in the 
ED 


Question 1 - Scope exclusions – credit card contracts and loan contracts that 
meet the definition of an insurance contract 


Question 1 – Scope exclusions – credit card contracts and loan contracts that 
meet the definition of an insurance contract (paragraphs 7(h), 8A, Appendix D 
and BC9-BC30) 


(a) Paragraph 7(h) proposes that an entity would be required to exclude from the 
scope of IFRS 17 credit card contracts that meet the definition of an insurance 
contract if, and only if, the entity does not reflect an assessment of the insurance 
risk associated with an individual customer in setting the price of the contract with 
that customer. 


Do you agree with the proposed amendment? Why or why not? 


(b) If not excluded from the scope of IFRS 17 by paragraphs 7(a)–(h), paragraph 8A 
proposes that an entity would choose to apply IFRS 17 or IFRS 9 to contracts that 
meet the definition of an insurance contract but limit the compensation for insured 
events to the amount required to settle the policyholder’s obligation created by 
the contract (for example, loans with death waivers). The entity would be required 
to make that choice for each portfolio of insurance contracts, and the choice for 
each portfolio would be irrevocable. 


Do you agree with the proposed amendment? Why or why not? 


EFRAG’s response  


Credit cards that provide insurance coverage: 


EFRAG agrees with the exclusion of certain credit cards that provide insurance 
coverage from the scope of IFRS 17. This is because the exclusion reduces the 
implementation costs and operational burden for entities that issue credit card 
contracts for which the entity does not reflect an assessment of the insurance 
risk associated with an individual customer when setting the price of the contract 
with that customer. Furthermore, the exclusion is not expected to lead to a 
significant loss of useful information. 


However, EFRAG is concerned that the term ‘credit card’ excludes debit cards 
which have similar clauses as the credit cards in the scope exclusion. EFRAG 
considers that both credit cards and debit cards are examples of contracts that 
should be considered in defining the scope exclusion and that transactions with 
similar economic characteristics should be treated in a consistent way.  


Loans that transfer significant insurance risk: 


EFRAG supports the proposal to permit entities, on portfolio level, to either apply 
IFRS 17 or IFRS 9 to insurance contracts that provide insurance coverage only 
for the settlement of the policyholder’s obligation created by the contract. 


Question 1A - Credit cards that provide insurance coverage 


2 EFRAG agrees with the proposed amendment to exclude from the scope of IFRS 17 
those credit card contracts that provide insurance coverage for which the entity does 
not reflect an assessment of the insurance risk associated with an individual 
customer in setting the price of the contract with that customer. 


3 EFRAG notes that these products are aimed at providing a certain amount of 
coverage which includes protection for the quality of the goods sold as well as 
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coverage in the case that the seller fails to deliver under its non-financial obligations 
with respect to the sale. 


4 It is for this reason that EFRAG considers that excluding from the scope of IFRS 17 
these credit card contracts would: 


(a) reduce IFRS 17 implementation costs for some entities; and 


(b) not result in a significant loss of useful information relative to that which would 
be provided by IFRS 17 for users of financial statements. Other relevant IFRS 
Standards would apply to such credit card contracts and would provide 
relevant information about the components of those contracts to users of 
financial statements. 


5 EFRAG considers that debit cards should also be excluded from the scope of 
IFRS 17. Credit cards and debit cards are examples of transactions that should be 
considered when defining the scope exclusion requirements; such requirements 
should provide for similar treatment to be applied to similar transactions.  


Question 1B - Loans that transfer significant insurance risk 


6 EFRAG supports the proposals to apply either IFRS 17 or IFRS 9 on a portfolio level 
for loans with a specific type of insurance risk. This is because EFRAG considers 
that it would reduce the complexity around bifurcating certain loans from insurance 
contracts or treating such loans as insurance contracts. EFRAG also acknowledges 
that the proposed amendments would enable: 


(a) an entity that mainly issues insurance contracts to apply IFRS 17 to these 
loans, permitting comparability with the other insurance contracts issued by 
the same entity; and 


(b) an entity that mainly issues financial instruments to apply IFRS 9 to these 
loans, permitting comparability with the financial instruments issued by the 
same entity, without imposing IFRS 17 implementation costs for such 
contracts to the entity. 
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Question 2 - Expected recovery of insurance acquisition cash flows  


Question 2 – Expected recovery of insurance acquisition cash flows (paragraphs 
28A – 28D, 105A – 105C, B35A – B35C and BC31 -BC49) 


Paragraphs 28A–28D and B35A–B35C propose that an entity: 


(a) allocate, on a systematic and rational basis, insurance acquisition cash flows that 
are directly attributable to a group of insurance contracts to that group and to any 
groups that include contracts that are expected to arise from renewals of the 
contracts in that group; 


(b) recognise as an asset insurance acquisition cash flows paid before the group of 
insurance contracts to which they are allocated is recognised; and  


(c) assess the recoverability of an asset for insurance acquisition cash flows if facts 
and circumstances indicate the asset may be impaired.  


Paragraphs 105A–105C propose disclosures about such assets. 


Do you agree with the proposed amendments? Why or why not? 


EFRAG’s response  


EFRAG supports the IASB’s proposals with regards to the treatment of 
acquisition cash flows as the resulting financial information will better reflect the 
economic substance of these transactions. 


EFRAG agrees with the proposed recoverability assessment approach. 


7 EFRAG notes that, from a commercial perspective, an insurer’s decision to pay a 
certain level of acquisition cash flows might take into account its expectation of 
contract renewals. EFRAG also acknowledges that some contracts would be treated 
as onerous due to the allocation of acquisition cash flows in full to them (i.e. ignoring 
the impact of renewals). 


8 EFRAG supports the proposed amendments because this will provide more relevant 
information to users of financial statements by better reflecting the economic 
substance and general understanding of these transactions.  


9 EFRAG understands that the concern relating to acquisition cash flows relates to 
contracts that fall under the premium allocation approach (‘PAA’) given the short 
contract boundary. EFRAG supports the option that is already under IFRS 17 to 
recognise insurance acquisition cash flows as expenses for the PAA because this 
simplifies the measurement for some groups of contracts.  


10 With regards to impairment, the Exposure Draft proposes that an entity would have 
to assess the recoverability of an asset recognised applying paragraph 28D of 
IFRS 17 at the end of each reporting period, if facts and circumstances indicate the 
asset may be impaired. EFRAG agrees with the proposed recoverability 
assessment approach.  
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Question 3 - Contractual service margin attributable to investment-return service 
and investment-related service  


Question 3 – Contractual service margin attributable to investment-return service 
and investment-related service (paragraphs 44-45, 109 and 117(c)(v), Appendix 
A, paragraphs B119-B119B and BC50-BC66) 


(a) Paragraphs 44, B119–B119A and the definitions in Appendix A propose that an 
entity identify coverage units for insurance contracts without direct participation 
features considering the quantity of benefits and expected period of investment-
return service, if any, in addition to insurance coverage. Paragraph B119B 
specifies criteria for when contracts may provide an investment-return service. 


Do you agree with the proposed amendment? Why or why not? 


(b) Paragraphs 45, B119–B119A and the definitions in Appendix A clarify that an 
entity is required to identify coverage units for insurance contracts with direct 
participation features considering the quantity of benefits and expected period of 
both insurance coverage and investment-related service. 


Do you agree with the proposed amendment? Why or why not? 


(c) Paragraph 109 proposes that an entity disclose quantitative information about 
when the entity expects to recognise in profit or loss the contractual service 
margin remaining at the end of a reporting period. Paragraph 117(c)(v) proposes 
an entity disclose the approach used to determine the relative weighting of the 
benefits provided by insurance coverage and investment-return service or 
investment-related service. 


Do you agree with the proposed disclosure requirements? Why or why not? 


EFRAG’s response  


EFRAG supports the IASB’s proposals regarding contracts under the general 
model. Some contracts under the general model include investment activities and 
the proposal will ensure that the contractual service margin (CSM) that will be 
allocated to profit or loss, will reflect both insurance and investment-return 
services provided to the policyholder.  


However, with reference to the definition of investment-return services, EFRAG 
notes that some constituents believe that investment services are being provided 
to policyholders for certain products even though these products do not have an 
investment component or a right to withdraw. We suggest the IASB reconsiders the 
definition of investment return service in paragraph B119B of the ED in the light of 
this input received from constituents. 


EFRAG also supports the IASB’s proposals regarding contracts under the variable 
fee approach because these contracts are substantially investment-related 
contracts. 


EFRAG considers that the disclosure proposals related to CSM amortisation will 
provide useful information to users of financial statements but notes that, given the 
sensitivity of the CSM under the variable fee approach to market conditions, this 
will only provide users with a partial picture of the future performance of the entity. 


General model 


General model - Contracts with investment components 


11 For some contracts under the general model, in addition to insurance coverage the 
entity provides a service to the policyholder in terms of returning to the policyholder 
both the policyholder’s original investment and an investment return that would not 
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otherwise be available to the policyholder because of amounts invested, expertise, 
etc.  


12 EFRAG considers that the IASB’s proposals will lead to the provision of relevant 
information about the services being provided to the policyholder. Therefore, the 
resulting CSM amortisation provides a faithful representation of those services 
being provided.  


General model - Contracts without investment components 


13 EFRAG supports the decision of the IASB to amend the definition of investment-
return service and agrees that the existence of a right to withdraw an amount 
provides evidence that an investment service is provided.  


14 Feedback from constituents indicates that there are concerns around the 
requirements to determine when an investment-return service could exist, and in 
particular the surrender and transferability criteria (paragraph BC58 of the ED).  


15 Some constituents believe that investment services are provided to policyholders 
for certain products even though these products do not have an investment 
component nor a right to withdraw. These products are listed in Appendix 3 of this 
comment letter. 


16 We suggest the IASB reconsiders the definition of investment-return service in 
paragraph B119B of the ED in the light of the above input received from 
constituents. 


17 EFRAG considers that the identification of investment-return services could be 
complex and require significant judgement as to expectations and the terms of the 
insurance contract. There would be subjectivity in applying the proposed 
amendment and determining the weighting between the investment-return service 
and insurance coverage services in order to determine the coverage units and the 
release pattern of the CSM.  


18 However, an entity is already required to make similar assessments for contracts 
which provide more than one type of insurance coverage and disclosures relating 
to this significant judgement, as further illustrated below. Therefore, EFRAG 
considers that this proposal will not require the excessive use of judgement and will 
facilitate users’ understanding of the impact of all relevant services on the 
amortisation of CSM.  


Variable fee approach 


19 EFRAG agrees that insurance contracts with direct participation features provide 
both insurance coverage and investment-related service. IFRS 17 refers to these 
contracts as being substantially investment-related service contracts under which 
an entity promises an investment return based on underlying items.  


20 Therefore, EFRAG supports that, in addition to insurance coverage, these contracts 
provide investment-related services to policyholders and the coverage units to 
release the CSM should reflect these services.  


Disclosure requirements 


21 Entities have to provide disclosures in terms of: 


(a) quantitative information on the expected recognition in profit or loss of the 
contractual service margin remaining at the end of the reporting period, in 
appropriate time bands, and 


(b) specific disclosure of the approach to assessing the relative weighting of the 
benefits provided by insurance coverage and investment-related services or 
investment-return services. 
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22 EFRAG considers that the quantitative disclosures about the amount of CSM 
expected to be recognised over time are important as these disclosures enable 
users of financial statements to monitor the profitability pattern and any changes to 
that profitability pattern, allowing informed comparisons across entities. However, 
EFRAG also notes that the information in paragraph 109 will only provide partial 
information on the potential future performance of the entity given the sensitivity of 
the CSM under the variable fee approach to changes in the market environment. 


23 EFRAG considers that an entity needs to determine the coverage units (which 
includes services to be provided in the future) in order to determine the release 
pattern for the CSM. Therefore, EFRAG considers that preparers should be able to 
provide this quantitative information without undue cost or effort.  


24 Currently, IFRS 17 requires entities to disclose significant judgements and changes 
to those judgements. EFRAG considers that disclosures on the weighting of the 
benefits would be considered to be significant judgements and consequently these 
should be disclosed. These disclosures are necessary to enable users to better 
understand the sources of profit and to make comparisons both between types of 
contracts and across entities and over time.  
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Question 4 – Reinsurance contracts held — recovery of losses on underlying 
insurance contracts 


Question 4 – Reinsurance contracts held – recovery of losses on underlying 
insurance contracts (paragraphs 62, 66A-66B, B119C-B119F and BC67-BC90) 


Paragraph 66A proposes that an entity adjust the contractual service margin of a group 
of reinsurance contracts held that provides proportionate coverage, and as a result 
recognise income, when the entity recognises a loss on initial recognition of an onerous 
group of underlying insurance contracts, or on addition of onerous contracts to that group. 
The amount of the adjustment and resulting income is determined by multiplying: 


(a) the loss recognised on the group of underlying insurance contracts; and 


(b) the fixed percentage of claims on the group of underlying contracts the entity has 
a right to recover from the group of reinsurance contracts held. 


Do you agree with the proposed amendment? Why or why not? 


EFRAG’s response  


EFRAG welcomes the proposals of the IASB aiming to reduce the accounting 
mismatches for reinsurance contracts held. However, EFRAG suggests that the 
proposed text for the definition of ‘proportionate’ in the ED should be revisited and 
reconsidered for inclusion of other types of reinsurance contracts based on the 
economic substance of those contracts. 


25 EFRAG welcomes the proposals of the IASB aiming to reduce the accounting 
mismatches for reinsurance contracts held. 


26 EFRAG considers that an entity should recognise a gain from the reinsurance 
contract held when it recognises a loss on initial recognition of an onerous group of 
underlying insurance contracts or on addition of onerous contracts to that group, to 
the extent that such reinsurance contract held covers a loss that is also recognised 
in profit or loss at the same time. This would happen when there is a direct 
association between the loss on the underlying contracts and the net gain on the 
reinsurance contract held.  


27 EFRAG is of the view that the proposed definition of ‘proportionate’ is too narrow, 
capturing contracts which are not commonly used in practice and excluding other 
types of reinsurance that have the same economic substance. EFRAG considers 
that a definition should focus on the right to recover from the issuer a contractually 
defined portion of each claim incurred on individual underlying insurance contracts 
within a group of contracts. EFRAG has been informed by its constituents of a 
number of examples, listed in Appendix 3 of this comment letter, where they believe 
that there is proportionate reinsurance.  


28 EFRAG notes that the definitions of ‘proportionate’ and ‘proportional’ have different 
meanings (which vary by jurisdiction). Accordingly, EFRAG recommends that the 
definitions used in IFRS 17 should be clarified to avoid confusion.  


29 EFRAG notes that the IASB has not addressed non-proportionate reinsurance 
contracts. A peculiarity of such contracts is that there is no one-to-one relationship 
between the direct underlying contract and the reinsurance contract held, for 
example because there are many underlying contracts that are covered by a single 
excess loss reinsurance contract held. Addressing non-proportionate reinsurance 
may therefore require the need to identify a ‘link’ between the reinsured risk and the 
underlying contracts. EFRAG understands that any accounting mismatch for non-
proportionate contracts may, in practice, be reduced due to the impact on the risk 
adjustment rather than on the CSM.  
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Question 5 - Presentation in the statement of financial position  


Question 5 – Presentation in the statement of financial position (paragraphs 78-
79, 99, 132 and BC91-BC100) 


The proposed amendment to paragraph 78 would require an entity to present 
separately in the statement of financial position the carrying amount of portfolios of 
insurance contracts issued that are assets and those that are liabilities. Applying the 
existing requirements, an entity would present the carrying amount of groups of 
insurance contracts issued that are assets and those that are liabilities. The amendment 
would also apply to portfolios of reinsurance contracts held that are assets and those 
that are liabilities. 


Do you agree with the proposed amendment? Why or why not? 


EFRAG’s response  


EFRAG agrees with the proposed amendments, as they would simplify processes 
for preparers, decreasing the costs of implementation, without significantly 
reducing the information available to users.  


30 The requirements in IFRS 17 raised concerns that the requirements around 
disclosures of groups of assets and liabilities may significantly increase the costs of 
implementation of IFRS 17 without providing commensurate benefits to users. 


31 EFRAG considers that the amendment to paragraph 78 of the ED provides an 
operational relief to preparers of financial statements without significantly reducing 
the loss of useful information for users of financial statements. Further, during the 
user outreach that EFRAG conducted on the Amendments to IFRS 17, a majority of 
the users did not object to a presentation at portfolio level.  


32 Therefore, EFRAG supports the proposed amendments.  
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Question 6 - Applicability of the risk mitigation option  


Question 6 – Applicability of the risk mitigation option (paragraphs B116 and 
BC101-BC109) 


The proposed amendment to paragraph B116 would extend the risk mitigation option 
available when an entity uses derivatives to mitigate financial risk arising from insurance 
contracts with direct participation features. That option would apply in circumstances 
when an entity uses reinsurance contracts held to mitigate financial risk arising from 
insurance contracts with direct participation features. 


Do you agree with the proposed amendment? Why or why not? 


EFRAG’s response  


EFRAG supports the IASB proposals because it addresses an accounting 
mismatch that arises from using reinsurance held to mitigate financial risks.  


EFRAG considers that financial instruments at fair value through profit or loss 
should also be eligible for the risk mitigation, as there are no conceptual reasons 
to exclude them. 


33 EFRAG notes that the risk mitigation exception under IFRS 17 relating to the use of 
derivatives was created in order to address an accounting mismatch relating to 
financial risk introduced by the variable fee approach.  


34 However, there may be an accounting mismatch similar to the accounting mismatch 
created when an entity uses derivatives as some entities purchase reinsurance to 
mitigate financial risks of underlying insurance contracts that apply the variable fee 
approach.  


35 The accounting mismatch is most apparent when the effect of financial risk for the 
reinsurance held would be recognised in profit or loss but for the underlying 
contracts, the effect of financial risk would be recognised in the contractual service 
margin instead of being recognised also in profit or loss.  


36 Therefore, in order to address this accounting mismatch, EFRAG supports the IASB 
proposals to extend the scope of the risk mitigation option to reinsurance contracts 
held. 


37 These proposals do not solve all issues however and EFRAG is of the view that 
further changes should be considered. EFRAG notes that insurers use not only 
derivatives but also non-derivative financial instruments in their hedging strategies. 
In our view, there is no conceptual reason why non-derivative financial instruments 
(when measured at fair value through profit or loss) should be excluded from the 
risk mitigation option, as they provide the same offsetting.  


38 EFRAG is also in favour of retrospective application of the risk mitigation on 
transition as explained in paragraphs 45 to 52 below.  
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Question 7 – Effective date of IFRS 17 and the IFRS 9 temporary exemption in 
IFRS 4  


Question 7 – Effective date of IFRS 17 and the IFRS 9 temporary exemption in 
IFRS 4 (paragraphs C1 [Draft] Amendments to IFRS 4 and BC110-BC118) 


IFRS 17 is effective for annual reporting periods beginning on or after 1 January 2021. 
The amendments proposed in this Exposure Draft are such that they should not unduly 
disrupt implementation already under way or risk undue delays in the effective date. 


(a) The proposed amendment to paragraph C1 would defer the effective date of IFRS 
17 by one year from annual reporting periods beginning on or after 1 January 2021 
to annual reporting periods beginning on or after 1 January 2022. 


Do you agree with the proposed amendment? Why or why not? 


(b) The proposed amendment to paragraph 20A of IFRS 4 would extend the temporary 
exemption from IFRS 9 by one year so that an entity applying the exemption would 
be required to apply IFRS 9 for annual reporting periods beginning on or after 1 
January 2022. 


Do you agree with the proposed amendment? Why or why not? 


EFRAG’s response 


EFRAG welcomes the IASB’s decision to defer the effective date of IFRS 17. 
However, EFRAG disagrees with 1 January 2022 as the effective date. EFRAG 
considers that 1 January 2023 is a realistic effective date, with early application 
permitted. 


EFRAG agrees with the IASB that the effective date for IFRS 9 should continue to 
be aligned with the effective date of IFRS 17.  


39 EFRAG welcomes the IASB’s decision to defer the effective date of IFRS 17, 
however disagrees with setting 1 January 2022 as the effective date. EFRAG 
considers that 1 January 2023 is a realistic effective date for first time adoption of 
this standard, with early application permitted as we understand that some 
constituents intend to early apply in 2022. 


40 EFRAG supported the amendments to IFRS 4 Insurance Contracts in February 
2016 and continues to consider that, in order to provide relevant information to users 
of financial statements, IFRS 17 and IFRS 9 should be applied together with the 
same effective date.  


41 Until both IFRS 17 and IFRS 9 are effective, preparers will have to make an 
assessment of the expected impact of the standards in order to provide information 
to users. That is, in accordance with IAS 8 Accounting Policies, Changes in 
Accounting Estimates and Errors, entities are required to disclose the effect of future 
IFRS Standards on the current period or any prior period, unless impracticable.  


42 EFRAG further considers that the necessary amendments to IFRS 4 Insurance 
Contracts extending the optional deferral of IFRS 9 need to be published as early 
as possible and, at the latest, before the end of June 2020 so as to enable timely 
endorsement within Europe before the current expiry date of 1 January 2021. 
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Question 8 – Transition modifications and reliefs  


 


Question 8 – Transition modifications and reliefs (paragraphs C3(b), C5A, C9A, 
C22A and BC119-BC146) 


(a) Paragraph C9A proposes an additional modification in the modified retrospective 
approach. The modification would require an entity, to the extent permitted by 
paragraph C8, to classify as a liability for incurred claims a liability for settlement 
of claims incurred before an insurance contract was acquired. 


Paragraph C22A proposes that an entity applying the fair value approach could 
choose to classify such a liability as a liability for incurred claims. 


Do you agree with the proposed amendments? Why or why not? 


(b) The proposed amendment to paragraph C3(b) would permit an entity to apply the 
option in paragraph B115 prospectively from the transition date, rather than the 
date of initial application. The amendment proposes that to apply the option in 
paragraph B115 prospectively on or after the transition date, an entity would be 
required to designate risk mitigation relationships at or before the date it applies 
the option. 


Do you agree with the proposed amendment? Why or why not? 


(c) Paragraph C5A proposes that an entity that can apply IFRS 17 retrospectively to 
a group of insurance contracts be permitted to instead apply the fair value 
approach to that group if it meets specified criteria relating to risk mitigation. 


Do you agree with the proposed amendment? Why or why not? 
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EFRAG’s response  


Transition relief for business combinations: 


EFRAG supports the IASB’s proposals on transition relief for business 
combinations for both the modified retrospective approach and the fair value 
approach for practical reasons.  


Transition relief for risk mitigation – transition date: 


EFRAG assesses that the amendment to IFRS 17 to extend the option in 
paragraphs B115 to B116 of IFRS 17 is a step in the right direction.  


However, EFRAG considers that retrospective application of the risk mitigation 
relief for contracts accounted for under the variable fee approach would provide 
more relevant information if entities are able to prove, using reasonable and 
supportable information, that a risk mitigation strategy was in place at the 
inception of the risk mitigation activity. 


EFRAG considers that the wording in the ED is unclear as to whether 
retrospective application of the risk mitigation according to paragraph B115 is 
allowed when using reinsurance for risk mitigation purposes.  


Fair value approach: 


EFRAG considers that the possibility to apply the risk mitigation option of 
paragraph B115 from the transition date and the option to apply the fair value 
approach when the entity meets the conditions for risk mitigation in paragraph 
C5A of the ED are a step in the right direction. However, if the IASB accepts 
EFRAG’s suggestion to allow retrospective application of the risk mitigation in 
paragraph B115, these two options are no longer necessary. 


Additional relief: 


Applying the fair value approach, an option is available to set the accumulated 
OCI balance on insurance liabilities to nil on transition. No relief is available to 
assets measured at fair value through OCI. EFRAG considers that additional relief 
in IFRS 17 could alleviate concerns of entities. 


Question 8A - Transition relief for business combinations 


43 EFRAG supports the IASB’s proposals for both the modified retrospective approach 
and fair value approach because it will often be impracticable and entities may not 
have sufficient information to classify contracts acquired in their settlement period 
before the transition date as either a liability for remaining coverage or a liability for 
incurred claims. 


44 There would be cost/benefit challenges because at the time those contracts were 
acquired prior to transition, the entity may have managed together the claims for 
those contracts acquired with other contracts it issued and may have gathered data 
at a higher level than is required under IFRS 17 making it difficult to distinguish 
between claims from contracts issued and claims from contracts acquired. 


Question 8B - Transition relief for risk mitigation – transition date 


45 EFRAG assesses that the amendment to extend the option in paragraphs B115 to 
B116 of IFRS 17 is a step in the right direction; as a result of this amendment the 
risk mitigation relief is applicable prospectively as from the IFRS 17 transition date. 


46 However, EFRAG considers that entities should apply this risk mitigation relief 
retrospectively for contracts under the variable fee approach, provided that (1) the 
entity met the criteria in paragraphs B115 to B116 for the risk mitigation accounting 
in the relevant past reporting periods and that (2) they are able to prove using 
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reasonable and supportable information that a risk mitigation strategy was in place 
before the application of IFRS 17, starting from the inception of the mitigation 
strategy.  


47 EFRAG considers that the application of risk mitigation is optional in nature, 
however once, elected, such retrospective application should be applied 
mandatorily to all the risk management strategies that existed in the relevant 
periods; entities would refer to information from their prudential or risk committee 
reporting.  


48 EFRAG notes that without retrospective application there would be accounting 
mismatches in periods prior to transition where a retrospective method is applied as 
it will result in a contractual service margin that does not reflect risk mitigation 
activities from previous periods, which would distort: 


(a) the equity of entities - because the effect of previous changes in the fair value 
of the derivatives will be included in the equity, while the corresponding effect 
on the insurance contracts will be included in the measurement of the 
insurance contracts (through the contractual service margin); and 


(b) the revenue recognised for these groups of contracts in future periods - 
because the contractual service margin includes the changes in financial risks 
that would have been excluded had the risk mitigation option been applied 
retrospectively. 


49 EFRAG acknowledges that applying risk mitigation retrospectively gives rise to the 
risk of hindsight being used, as entities could select which strategy would be 
designated retrospectively and which would not. However, EFRAG considers that, 
provided that appropriate documentation on risk management strategies exists prior 
to the transition and that entities may prove with reasonable and supportable 
information that the conditions in paragraph B116 were met in the relevant past 
periods, there are no conceptual reasons not to allow retrospective application; in 
addition in such circumstances the risk of hindsight is reduced.  


50 EFRAG considers that, in these circumstances, the benefit in avoiding distorted 
financial information would overcome the risk of hindsight.  


51 Therefore, in this instance EFRAG is supportive of retrospective application of 
hedge accounting under IFRS 17 even though EFRAG did not support such a 
position with the retrospective application of hedge accounting under IFRS 9. This 
is because EFRAG considers that risk mitigation under IFRS 17 is different from 
IFRS 9 retrospective application of hedge accounting as under IFRS 17 the choice 
to exercise the risk mitigation option influences the determination of the contractual 
service margin which could have long-term impacts on the financial statements.  


52 EFRAG observes that the wording in the ED is unclear as to whether retrospective 
application of the risk mitigation according to paragraph B115 is allowed when using 
reinsurance for risk mitigation purposes.  


Question 8C – Fair value approach 


53 EFRAG notes that the IASB has included in the ED two consequential amendments 
to the decision not to allow retrospective application of the risk mitigation option of 
paragraph B115, i.e. the possibility to apply the risk mitigation from the transition 
date (instead of from the effective date) and the option to apply the fair value 
approach when the conditions for risk mitigation in paragraph C5A of the ED are 
met.  


54 EFRAG assesses these two consequential amendments to be a step in the right 
direction, however, would prefer that the IASB allows the retrospective application 
of the risk mitigation in paragraph B115. EFRAG considers that, if EFRAG’s 
suggestion to allow for retrospective application of the risk mitigation is accepted by 
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the IASB, the options granted by these two consequential amendments are not any 
more appropriate.  


Additional relief on transition 


55 Applying the fair value approach, an option is available to set the accumulated OCI 
balance on insurance liabilities to nil on transition. No relief is available to assets 
measured at fair value through OCI. Constituents have reported that this 
asymmetrical treatment may significantly distort equity at transition and future 
results: assets will generate a yield based on the historical effective interest rate, 
whilst liabilities will unwind at the market rate at transition date.  


56 EFRAG recommends additional relief in IFRS 17 which could allow to mitigate this 
asymmetric treatment at transition and its consequences in the subsequent periods.  


57 EFRAG considers that this additional relief could alleviate concerns of those entities 
that believe they will not be able to apply the full retrospective and modified 
retrospective approaches due to the unavailability of the necessary data.  
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Question 9 – Minor amendments  


Question 9 Minor amendments (BC147 – BC163) 


This Exposure Draft also proposes minor amendments (see paragraphs BC147–BC163 
of the Basis for Conclusions). 


Do you agree with the IASB’s proposals for each of the minor amendments described 
in this Exposure Draft? Why or why not? 


EFRAG’s response  


EFRAG has been informed about a number of topics that may potentially need to 
be addressed when finalising the amendments to IFRS 17. EFRAG has not formed 
a view, at this stage, on these issues. 


58 EFRAG has been informed about a number of topics that may potentially need to 
be addressed when finalising the amendments to IFRS 17. These topics are listed 
in Appendix 3 of this comment letter with the aim of informing the IASB and EFRAG 
has not developed a view, at this stage, as to whether standard setting is needed.  


Question 10 – Terminology  


Question 10 Terminology 


This Exposure Draft proposes to add to Appendix A of IFRS 17 the definition ‘insurance 
contract services’ to be consistent with other proposed amendments in this Exposure 
Draft. 


In the light of the proposed amendments in this Exposure Draft, the IASB is considering 
whether to make a consequential change in terminology by amending the terms in 
IFRS 17 to replace ‘coverage’ with ‘service’ in the terms ‘coverage units’, ‘coverage 
period’ and ‘liability for remaining coverage’. If that change is made, those terms would 
become ‘service units’, ‘service period’ and ‘liability for remaining service’, respectively, 
throughout IFRS 17. 


Would you find this change in terminology helpful? Why or why not? 


EFRAG’s response 


EFRAG has been informed about two terminology changes that may potentially 
need to be addressed when finalising the Amendments to IFRS 17. EFRAG has not 
formed a view, at this stage, on these issues. 


59 EFRAG has been informed about two terminology changes that may potentially 
need to be addressed when finalising the Amendments to IFRS 17, i.e. insurance 
contract services and service period. These are described in Appendix 3 of this 
comment letter with the aim of informing the IASB and EFRAG has not developed 
a view, at this stage, as to whether standard setting is needed.  
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Appendix 2 – Other comments arising from topics in EFRAG’s 
September 2018 letter to the IASB that have not been addressed 
by the ED 


Topic 1 - Annual cohorts  


EFRAG’s view 


EFRAG agrees with the IASB’s reporting objectives of the level of aggregation 
requirements in IFRS 17: depicting profit trends over time, recognising profits of 
contracts over the duration of those contracts and timely recognising losses from 
onerous contracts. 


EFRAG acknowledges that the annual cohort requirement is a practical 
simplification between developing a more principle-based solution that was 
dismissed as unduly burdensome and meeting the reporting objectives of the level 
of aggregation. Nonetheless, EFRAG considers that the requirement leads to 
unnecessary costs in some fact patterns, in particular for contracts with cash flows 
that affect or are affected by cash flows to policyholders of other contracts. 
Feedback from EFRAG’s constituents confirms that the issue relates to contracts 
with the characteristics described in B67 - B71 of IFRS 17 that have ‘substantial’ 
risk sharing. Most of these contracts that prevail in European jurisdictions are 
eligible for the variable fee approach. In some jurisdictions the issue relates to 
contracts eligible for the general model, including contracts without the 
characteristics described in B67 – B71 of IFRS 17 for which cash flow matching 
techniques are applied across generations. 


EFRAG therefore believes that it is worth re-considering whether the annual cohort 
requirement is justified for such contracts. EFRAG recommends that the IASB 
consider developing an appropriate solution for such contracts, reflective of the 
reporting objectives of the level of aggregation requirements in IFRS 17 and of their 
economic characteristics. 


60 The unit of account in IFRS 17 is a group of contracts at initial recognition; the same 
grouping is kept for (i) the determination of the CSM, (ii) its release pattern over the 
coverage period of the contracts in the group and (iii) the discount rate for accretion 
of interest on the CSM in the General Model.  


61 First, insurers have to identify ‘portfolios’ of contracts that are subject to similar risks 
and that are managed together. The portfolios are then divided into three groups:  


(a) onerous contracts, if any; 


(b) contracts that at initial recognition have no significant possibility of becoming 
onerous subsequently, if any; and  


(c) other contracts, if any.  


62 Paragraph 22 of IFRS 17 requires additionally that an entity shall not include 
contracts issued more than one year apart in the same group.  


63 With reference to specific fact patterns, EFRAG has heard major concerns from 
constituents that a group of contracts cannot include contracts issued more than 
one year apart. In particular, stakeholders consider that:  


(a) the requirements will not provide users of financial statements with useful 
information;  


(b) implementing the requirements is a major challenge and the benefits do not 
outweigh the costs; and  
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(c) the requirements are unnecessary because an entity can achieve the same 
outcome without applying those requirements.  


Characteristics of the ‘mutualised’ model 


64 EFRAG understands that the transfer of wealth between generations of 
policyholders that participate to the same pool of assets is a key feature of life-
saving business in several European jurisdictions, such as France, UK, Italy and 
Germany and therefore represents a common feature for a significant share of the 
entire European insurance market. The following is a description of the 
characteristics of such mutualised contracts:  


(a) different generations of policyholders participate to the returns of a common 
underlying pool of assets;  


(b) as a consequence, newly issued contracts join the existing population of 
beneficiaries of the total returns from the pool, so that the mutualisation 
mechanism lasts more than 1 year; 


(c) the sharing of the risks among all policyholders relates to financial risk and, in 
some circumstances, also insurance risk, and the financial risk accounts for 
substantially the entire variability of the cash flows of the insurance contracts;  


(d) taking into account the inter-generational mutualisation model, in substance 
there is no single onerous contract until the group as a whole is onerous; 


(e) in most cases in many jurisdictions these contracts are eligible to apply the 
variable fee approach (VFA); and  


(f) the potential loss for the insurer is generally limited to situations where the 
returns are not sufficient to cover guaranteed benefits.  


The concerns expressed by Constituents for mutualised contracts 


65 EFRAG has heard the following main concerns expressed about the impact of the 
annual cohort requirement for the mutualised contracts described above:  


(a) Costs and complexity of the requirements: significant changes to systems and 
increased costs (both at implementation and subsequently). Such changes 
will also lead to inconsistencies between accounting requirements and 
business practices;  


(b) The annual cohort requirement results in limited usefulness to users of the 
financial information. The splitting of ‘mutualised’ amounts into groups of 
contracts issued not more than one year apart is seen as artificial and different 
to how the business is organised and from the economics of the contracts: the 
initial allocation of cash flows on an annual cohort basis, which is artificial 
because there is a common underlying pool of assets, has to be compensated 
by further artificial allocations. As a consequence, the accounting ignores the 
economic consequences of the contractual terms and not reflect reality;  


(c) The level of aggregation requirements will not reflect the level at which pricing, 
monitoring of profitability as well as risk management of insurance contracts 
is undertaken in most cases as this is generally done at a portfolio level;  


(d) The costs of providing the demonstration suggested in paragraph BC138 may 
be as high as the cost of implementing the annual cohorts requirement: 
depending on how the requirement is interpreted, providing a detailed 
quantitative demonstration would entail building new systems and tracking 
data in a similar way to fully applying the annual cohorts requirement; 


(e) Annual cohorts are not required at transition in the absence of reasonable and 
supportable information to apply it, for both the fair value approach and the 
modified retrospective approach. In the case of groups of mutualised contracts 
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that share the results of the same pool, where the pool includes both recent 
generations of contracts (for which the full retrospective approach (FRA) is 
practicable) and less recent generations of contracts (for which the FRA is not 
practicable), it would be logically possible to apply the transition exception to 
the annual cohorts requirement.  


Exception to the use of annual cohorts at transition 


66 It is worth mentioning the following two exceptions are included in IFRS 17 at 
transition for the use of the annual cohorts:  


(a) Paragraph C10 states that when applying the modified retrospective approach 
at transition the entity shall not apply paragraph 22 to divide groups into those 
that do not include contracts issued more than one year apart, to the extent 
that it does not have reasonable and supportable information to apply the 
annual cohort requirement; 


(b) Paragraph C23 states that when applying the fair value approach to a group 
at transition the entity is not required to apply the annual cohort requirement 
but shall only divide groups into those including only contracts issued within a 
year or less if it has reasonable and supportable information to make the 
division.  


67 No exception is granted in case of full retrospective approach.  


EFRAG’s view 


68 EFRAG agrees with the IASB’s reporting objectives of the level of aggregation 
requirements in IFRS 17: depicting profit trends over time, recognising profits of 
contracts over the duration of those contracts and timely recognising losses from 
onerous contracts. 


69 EFRAG understands that in order to meet those objectives, the annual cohort 
requirement has been retained as a practical simplification on a conventional basis. 
Such a convention derives from the difficulties to promote a principle-based 
approach. As a matter of fact, the IASB tried to develop a principle-based approach 
to identifying groups that would eliminate the loss of information, however such an 
approach was rejected because of feedback from stakeholders that it would be 
unduly burdensome. The annual cohort requirement is, therefore, a practical 
simplification between developing a principle-based approach and meeting the 
objectives of the level of aggregation.  


70 EFRAG believes it is worth re-considering whether the annual cohort requirement 
is justified in some fact patterns, in particular for contracts with cash flows that affect 
or are affected by cash flows to policyholders of other contracts (in accordance with 
the heading of paragraphs B67 - B71 of IFRS 17).  


71 EFRAG acknowledges and appreciates that the IASB considered in depth in its 
decision process to find a solution for these mutualised contracts. However, the 
IASB decided not to add an exception to annual cohorts, as in its view to do so 
would add complexity and create a risk that the boundary would not be robust or 
appropriate in all circumstances.  


72 EFRAG observes that contracts where the cash flows significantly affect or are 
affected by the cash flows of other contracts are a common feature of a significant 
portion of the life insurance business in several European jurisdictions. The IASB 
has already factored in the characteristics of such contracts in IFRS 17, including in 
paragraphs B67 - B71.  


73 EFRAG has noted the conclusions of the IASB, in particular when in paragraph 
BC138 the IASB states that introducing an exception would add complexity and 
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create the risk that the boundary would not be robust or appropriate in all 
circumstances. However, EFRAG believes that the added complexity is normally 
justified if it leads to achieving the same benefit at less cost.  


74 In fact, EFRAG assesses that, for contracts with intergenerational mutualisation, the 
application of the annual cohort requirement, while being operationally complex, 
would not provide additional useful information to users, as no specific annual 
generation of contracts has rights and obligations over a slice of the underlying 
items. Feedback from EFRAG’s constituents (standard setters, preparers, actuary 
profession and users) on the Draft Comment Letter issued on 15 July 2019 has 
confirmed this concern.  


75 EFRAG believes that the technical elements needed to develop a solution are 
already present in the assessments that the IASB itself performed during the re-
deliberation process.  


76 In conclusion, EFRAG recommends that the IASB re-consider providing an 
appropriate solution. Feedback from EFRAG’s constituents confirms that the issue 
relates to contracts with the characteristics described in paragraphs B67 - B71 that 
have ‘substantial’ risk sharing. Most of these contracts that prevail in European 
jurisdictions are eligible for the VFA. In some jurisdictions the issue relates to 
contracts with the characteristics described in paragraphs B67 - B71 that have 
‘substantial’ risk sharing but are not eligible for the VFA and contracts without the 
characteristics described in B67 – B71 (also not eligible for the VFA) managed using 
matching techniques under which the cash flows of different generations are 
aggregated and managed as a group. 


77 EFRAG considers that the appropriate solution should be reflective of the three 
IFRS 17 reporting objectives stated above and of the economic characteristics of 
the contracts.  


78 For those contracts to which the annual cohorts are not applied at transition, the 
transition provisions of IFRS 17 should be amended to specify that the annual cohort 
requirement does not apply to contracts in issue on transition. 


79 In addition to the information about the reconciliations for the CSM from the opening 
to the closing balances (according to paragraph 101 of the standard) and the 
information provided by paragraph 109 of the ED (quantitative forecasts of when the 
entities expect to recognise in profit or loss the CSM remaining at the end of the 
period), the following disclosure would enhance the information provided for 
contracts that are in the scope of the appropriate solution:  


(a) qualitative disclosure describing the grouping criteria for contracts to which 
the annual cohort requirement is not applied;  


(b) disclosure on profitability trends by presenting the CSM effect of new 
business, derived by the quantitative information presented according to 
paragraph 101 of IFRS 17 for previous years (e.g. 3 in the last 3 years);  


(c) explanation of the actuarial techniques applied for computing the CSM effect 
of new business joining the group as well as disclosure on method used for 
assessing the profitability referred to in (b); 


(d) explanation of the actuarial techniques for measuring the value of the new 
business and the allocation of the underlying items between existing business 
and new business.  
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Topic 2 - Transition: Modified retrospective approach and fair value approach  


EFRAG’s view 


EFRAG is aware that the modified retrospective approach and the fair value 
approach are two different measurement bases resulting in different outcomes that 
are not comparable, with the modified retrospective being the approach that aims 
to approximate the full retrospective approach which applies the most useful 
information.  


EFRAG acknowledges the IASB decision not to allow further modifications to the 
modified retrospective approach, as this would further reduce comparability. 
However, in order to address the implementation challenges and prevent that a 
strict interpretation unduly restricts the use of the retrospective approaches, 
EFRAG recommends that the IASB acknowledges in the main text of the final 
standard that the use of estimates is allowed, including those needed to 
approximate the missing information.  


EFRAG also suggests that the IASB clarify that the ‘reasonable and supportable 
information’ criterion is not intended to change the judgement ordinarily required 
in IAS 8 to make estimates. 


80 EFRAG generally supports the retrospective application of IFRS 17 as with the 
adoption of any new standard.  


81 EFRAG concurs with the IASB that, in the light of the diversity in previous insurance 
accounting practices and of the long duration of many types of insurance contracts, 
retrospective application provides the most useful information to users of financial 
statements, by allowing comparison between contracts written before and after the 
date of initial application of IFRS 17.  


82 EFRAG observes that the modified retrospective approach has been designed to 
approximate the results of a retrospective application, while the fair value approach 
is a fall-back based on a different measurement basis, which is not designed to 
approximate the most useful financial information (i.e. the information resulting from 
the retrospective application).  


83 EFRAG is strongly convinced that entities should maximise the use of the full 
retrospective approach or, when the full retrospective approach is impracticable, 
maximise the use the modified retrospective approach, in order to achieve to the 
extent possible useful financial information at transition and in the following years 
(until the maturity of the contracts existing at transition), before concluding that the 
fair value approach is the only practicable approach.  


84 EFRAG is aware of the implementation challenges of both the full retrospective and 
the modified retrospective approach and in particular that the ‘reasonable and 
supportable information’ criterion requires judgement to be applied.  


85 EFRAG considers that the IASB should clarify that the ‘reasonable and supportable 
information’ criterion is not intended to change the judgement ordinarily required in 
IAS 8 in making estimates. Therefore, it is not intended to add extra burden or 
difficulty in allowing the application of the modified retrospective approach 
compared to the use of retrospective application in other IFRS Standards. 


86 One might consider that a full retrospective approach may be applied solely by 
collecting detailed data as if the standard had been applied from inception, which 
might lead to the conclusion that the full retrospective approach is often 
impracticable. As explained by the IASB in paragraph BC378 of IFRS 17, the 
modified retrospective approach has been designed to approximate in these 
circumstances the accounting outcome of a full retrospective approach. EFRAG 
notes that the modified retrospective approach supplements the full retrospective 
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approach with focused rules-based solutions where no reasonable and supportable 
information is available (except the information that might be required to apply the 
specified modification).  


87 EFRAG acknowledges the IASB decisions not to allow entities to develop their own 
modifications, as adding more options to the transition provisions would further 
reduce comparability. However, in order to address the implementation challenges 
and prevent that a strict interpretation approach unduly restrict the use of the full 
retrospective and modified retrospective approaches, EFRAG recommends that the 
IASB adds further clarifications in the final standard about the use of estimates and 
the assumptions in case of lack of data. To allay concerns about the difficulties in 
applying the retrospective approaches, EFRAG recommends that IFRS 17 should 
acknowledge in the main text of the standard that: 


(a) the existence of specified modifications does not preclude the normal use of 
estimation techniques in the modified retrospective approach: paragraph 
BC143 of the Basis for Conclusions of the ED acknowledges that the use of 
estimates will often be needed in the modified retrospective approach. EFRAG 
suggests moving this paragraph to the main text of the standard; 


(b) when applying either the full retrospective or the modified retrospective 
approach, the entity should search for reasonable and supportable information 
that is available without undue cost and effort to develop estimates and should 
apply judgement in making such estimates, as addressed by IAS 8, including 
those estimates needed to approximate the missing information.  


88 EFRAG understands that the insurance industry has robust valuation practices 
developed by actuarial experts. Accordingly, it should be possible in many cases to 
appropriately recreate missing data using estimation techniques based on 
reasonable and supportable information.  
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Topic 3 – Interim reporting 


EFRAG’s view 


EFRAG understands that preparers do not consider the exception to IAS 34 within 
IFRS 17 to be a simplification. Therefore, EFRAG recommends the IASB to consider 
whether eliminating paragraph B137 of IFRS 17 or making its application optional 
would provide a solution. 


89 EFRAG acknowledges that the IASB developed the exception to IAS 34 Interim 
Financial Reporting primarily in order to simplify the measurement requirements in 
IFRS 17. EFRAG understands that preparers in Europe do not consider this 
exception to be a simplification and would, on the contrary, add to complexity and 
costs, as they currently use a year-to-date approach rather than date-to-date 
accounting. 


90 EFRAG, therefore, recommends the IASB to consider whether eliminating 
paragraph B137 of IFRS 17 or making its application optional would provide a 
solution. 
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Appendix 3 – Issues raised by EFRAG’s constituents relating to 
Questions 3, 4, 9 and 10 of the ED 


Examples of contracts/types of contracts not in scope of the IASB amendments 


1 EFRAG has been informed by its constituents about a number of contracts/types of 
contracts (see below) that are not in scope of the IASB amendments but these 
constituents believe should be. The sole aim of these examples is to inform the IASB 
and EFRAG has not developed a view as to whether standard setting is needed. 


Question 3: Contractual service margin attributable to investment-return service and 
investment-related service 


2 EFRAG has been informed that the criteria of transferability and surrender could 
result in economically similar transactions being treated differently with the following 
contracts not qualifying for recognition of investment-return services: 


(a) Spanish deferred annuities without payment on death in the accumulation 
phase or the pay-out phase (or in both);  


(b) deferred capital during the term agreed (accumulation period) without death 
benefit;  


(c) French saving products related to retirement where the right to withdraw or to 
transfer can be very limited in practice; 


(d) contracts with direct participation feature that have a second phase where 
there are no underlying assets; 


(e) deferred annuity contracts where the surrender value, which is also the 
investment component, might be half of the carrying value which is used to 
calculate the annuity payment. The investment-service definition would be 
limited to half of the carrying value. If half is surrendered, the constituents 
question whether the definition of the investment-service means that there is 
no more investment-service after the surrender even though the rest of the 
carrying amount develops as before; and 


(f) The existence of restrictions, e.g. withdrawal not allowed in the first two years 
or only in cases of divorce, long-term unemployment or long-term disability. 
For instance, in the case of the two-year restriction, the constituents question 
whether the investment service is only considered to be included in the 
contract after two years. 


Question 4: Reinsurance contracts held — recovery of losses on underlying insurance 


3 EFRAG has been informed by its constituents that the wording in paragraphs 
B119D, BC80 and BC71 seem to exclude from the scope of the IASB amendment 
the following examples of reinsurance treaty that they consider have an economic 
offset:  


(a) A reinsurance contract that covers the surplus of a fixed percentage of the 
losses arising from each contract in a group of direct insurance contracts (also 
called surplus reinsurance contracts), surplus reinsurance, where the insurer 
engagement is limited, stop-loss or excess-loss reinsurance treaties; 


(b) Loss occurring contracts (the fixed percentage applies to all claims that occur 
on the underlying portfolio of risks – as opposed to a group of contracts); 


(c) Single reinsurance contract covering different underlying groups of insurance 
contracts; 


(d) Multiple reinsurance contracts covering a single group of underlying insurance 
contracts but in different proportions;  
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(e) A proportional reinsurance contract that only reinsures some but not all 
underlying contracts in a group; and 


(f) A proportional reinsurance contract that only reinsures some but not all risks 
in a group of underlying contracts. 


Issues raised by EFRAG’s constituents 


4 EFRAG has also been informed about a number of topics stated below that may 
need to be addressed when finalising the amendments to IFRS 17. These topics 
are raised with the sole aim of informing the IASB. EFRAG has not developed a 
view as to whether standard setting is needed.  


Question 9: Minor amendments 


Change to the level at which the variable fee approach eligibility test is performed 
(B107(b)(ii)) 


5 The Exposure Draft proposes to change paragraph B107(b)(ii) so that the 
assessment of the variability in the amounts payable to the should be performed 
‘over the duration of the insurance contract,’ whereas previously it was ‘over the 
duration of the group of insurance contracts.’  


6 EFRAG has been informed by its constituents that there are concerns with the 
assessment being done at individual contract level rather than at groups of contracts 
as this would be inconsistent with the unit of account for IFRS 17 measurement and 
would unduly disrupt the implementation projects and therefore significantly 
increase costs. 


Consequential amendment to IFRS 9 paragraph 2.1(e)(iii) 


7 EFRAG notes that as currently worded, the consequential amendment to paragraph 
2.1(e) (iii) of IFRS 9 Financial Instruments would result in all financial guarantees 
being included within the scope of IFRS 9.  


8 EFRAG has been informed that clarifying that this should only be the case for issued 
financial guarantees would avoid unintended consequences.  


Minor amendment: Definition of an investment component (Appendix A of the ED, 
paragraph BC156) 


9 In paragraph BC156, the IASB explains the rationale for amending the definition of 
an investment component in Appendix A. Specifically, the current BC contains 
additional characteristics that were not reflected in the definition. The IASB now 
proposes to clarify and amend the definition such that ‘an investment component is 
the amount an insurance contract requires an entity to repay to the policyholder in 
all circumstances, regardless of whether an insured event occurs.’ 


10 EFRAG has been informed by constituents that reinsurance contracts are 
specifically negotiated such that the current definition would often give rise to 
investment components, which does not appear to have been the intention of the 
IASB. The constituents therefore ask the IASB to reconsider the proposed wording 
and to clarify it accordingly. 


11 EFRAG has also been informed that the proposed amendment to the definition of 
an investment component is more limiting than appears to be intended by the IASB. 
The definition could be read in some cases to state that even contracts with explicit 
account balances do not contain investment components. This does not seem to be 
in line with the outcome of the TRG meeting in April 2019. One of the conclusions 
from the TRG discussion on this topic was that as long as the contracts include cash 
surrender value and/or account or unit balances, it could be assumed that an 
investment component exists. 
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Definition of LIC/LRC definitions (Appendix A of the ED, Defined Terms) 


12 EFRAG has been informed that the additional wording (provision (b)) added to the 
definition of liability for incurred claims (LIC) and liability for remaining coverage 
(LRC) is difficult to understand. The added provision is appropriate for the LRC 
definition but is not appropriate for LIC.  


13 There is a concern that the wording included for LIC means that if an investment-
return or investment-related service is no longer provided but there has not yet been 
an insurance claim under the policy (e.g. a policyholder elects a life-contingent 
annuitisation), the entity may be required to classify the obligation as LIC and write 
off the CSM. This was not considered to be appropriate in the example, as insurance 
coverage is still being provided to the policyholder. It was suggested to remove part 
(b) for the LIC definition. 


Experience adjustments for premium receipts in P&L vs. CSM – (Paragraphs 
106(iv) and B124(d); whether there is a conflict with paragraphs B96(a) of the ED) 


14 EFRAG has been informed that the proposed amendments indicate that ‘experience 
adjustment for premium receipts’ should be presented as insurance revenue, but 
this appears to be in conflict with IFRS 17 paragraph B96(a), which indicates that 
‘experience adjustments arising from premium received in the period that relate to 
future service' should adjust CSM. 


Investment contracts with discretionary participation features (paragraphs BC149 
and 11(b) of ED) 


15 Paragraph 11(b) of the Exposure Draft states that a distinct investment component 
should be separated from the insurance component and measured under IFRS 9 
unless it is an investment component with discretionary participation features. 


16 EFRAG has been informed that it is not clear as to whether the amended paragraph 
is now stating that, for investment contracts with discretionary participation features, 
separation of and accounting for the investment component under IFRS 9 is 
forbidden, or separation as such is not necessary in these cases.  


Excluding changes relating to the time value of money and assumptions that relate 
to financial risk from changes in the carrying amount of the contractual service 
margin (paragraph B96, BC157 of the ED) 


17 The IASB proposes to exclude changes in relation to the time value of money and 
to assumptions relating to financial risk from adjusting the carrying amount of the 
CSM and to amend paragraph B96 accordingly. 


18 EFRAG has been informed that there is a knock-on question as to where such 
changes should then be presented in the statement of profit or loss (i.e. as finance 
or investment income). EFRAG’s constituents seek clarification that presenting such 
changes in full as finance income is appropriate to achieve consistency with the 
corresponding income from investments. A separation of the investment component 
into finance and investment income would not seem cost-beneficial, as it would 
require complex system changes. 


Treatment of changes in underlying items - Paragraphs B128/ BC161 of the ED 


19 The IASB proposes amending paragraph B128 such that changes in the 
measurement of a group of insurance contracts caused by changes in underlying 
items be treated as changes arising from the effect of the time value of money and 
assumptions that relate to financial risk for the purposes of IFRS 17. In essence, 
this would mean that changes in underlying items should always be treated as 
finance income, regardless of whether the cause that gave rise to the change related 
or not to the investment. 
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20 Underlying items are not necessarily financial instruments: they may relate to 
reinsurance, to mortality, etc. Therefore, EFRAG has been informed that treating 
any changes in the underlying items as finance income does not appear appropriate 
as it would comingle different sources of income. Such an outcome does not 
positively contribute to the understanding of an insurer’s performance. 


21 EFRAG has been informed that if the change was non-financial and thus related to 
the investment, it should be presented as insurance income (and not as finance 
income); conversely, if the change was financial, it should be presented as finance 
income. 


Recognition of contracts within a group - paragraph 28/BC 150 of the ED and 
paragraphs 22/25 of IFRS 17 


22 In paragraph BC150 of the ED, the IASB justifies the change proposed to paragraph 
28 of the Standard such that inclusion of insurance contracts to a group of contracts 
depends solely on meeting the recognition criteria and independent of their issuance 
date.  


23 However, EFRAG has been informed that the text then contrasts the treatment in 
the amended paragraph 28 with paragraph 22 of IFRS 17, which is unchanged.  


24 EFRAG has been informed by constituents that the interpretation of the text before 
the Amendments were issued has been that paragraphs 22 and 28 were aligned 
and to be understood in the same way: Recognition of and inclusion into (a) a group 
of contracts and (b) an annual cohort would depend upon meeting the recognition 
criteria and not upon the issuance date.  


25 EFRAG has been informed that the statement in the sentence of BC150 of the ED 
would cause disruption and system changes that were not foreseen previously. This 
is partly due to the fact that the allocation of contracts to cohorts when issued means 
that a different locked-in rate would apply. 


BC148(a): Use of the term ‘issued’ – editorial comment 


26 EFRAG has been informed that paragraph BC148(a) of the ED refers to a change 
in paragraph 27 but paragraph 27 has been deleted. 


Question 10: Terminology 


Insurance contract services 


27 EFRAG has been informed that a clarification is needed to paragraph 34 of the ED 
that the cash flows within the contract boundary should include re-pricing of 
investment related or investment return service. 


28 EFRAG has also been informed that paragraphs 41(a) and 83 of the ED seem to 
conflict with paragraph B120 of the ED. 


29 EFRAG has been advised that paragraph 71 of IFRS 17 specifies that for investment 
contracts with discretionary participation features (DPF) ‘the date of initial 
recognition (see paragraphs 25 and 28) is the date the entity becomes party to the 
contract.’ The reason for the deviation of the initial recognition date for an investment 
contracts with DPF from paragraph 25, as the standard was developed, was that 
these contracts do not have a ‘coverage period’ based on the original definition.  


30 Given the fact that the proposed amended definition of the coverage period refers 
to insurance contract services, i.e. including also investment-return services and 
investment-related services, a different recognition date for an investment contract 
with DPF from the default cases is not necessary. Therefore, constituents 
recommend deleting paragraph 71(a) of the ED. 


31 EFRAG has also been notified by constituents that the following paragraphs should 
be reconsidered as to whether the term ‘insurance contract services’ is needed - 
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paragraphs 12, 34, 41(a), 83, 103, 104, Appendix A (liability for incurred claims, 
liability for remaining coverage) and B65 of the ED. 


Service period 


32 EFRAG has been informed that the term ‘service period’ should not be used in 
paragraph 25 (recognition) or paragraphs 53-59 (PAA) of the ED. 
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Why with process mapping?


IFRS 17 discovery


Describing all the steps 
needed and showing 


WHAT & HOW


Finding answers for 
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IFRS 17 
Terminology recap
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Differences between Portfolios, Groups of Contracts & Sets of Contracts


Terminology recap


PORTFOLIO


• Regulatory requirement


• 14: An entity shall identify portfolios 
of insurance contracts. A portfolio 
comprises contracts subject to 
similar risks and managed together.
Contracts within a product line would 
be expected to have similar risks 
and hence would be expected to be 
in the same portfolio if they are 
managed together. 
Contracts in different product lines 
would not be expected to have 
similar risks and hence would be 
expected to be in different portfolios


GROUP OF CONTRACTS (GoC)


• Regulatory requirement


• 16: An entity shall divide a portfolio 
of insurance contracts issued into a 
minimum of: 


• A group of contracts that are 
onerous at initial recognition if any;


• A group of contracts that at initial 
recognition have no significant 
possibility of becoming onerous 
subsequently, if any; and


• A group of the remaining contracts 
in the portfolio, if any.


• IFRS 17 requires that GoC do not 
include any contracts that are issued 
more than one year apart. 


SET OF CONTRACTS (SoC)


• Regulatory option


• 17: If an entity has reasonable 
and supportable information to 
conclude that a set of contracts 
will all be in the same group 
applying paragraph 16, it may 
measure the set of contracts to 
determine if the contracts are 
onerous (see paragraph 47) and 
assess the set of contracts to 
determine if the contracts have no 
significant possibility of becoming 
onerous subsequently.
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IFRS 17 
Process
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Yearly overview


Reporting timeline


Q1 Q2 Q3


PREPARATION


FORECAST Q1


CLOSING Q1 


PREPARATION


FORECAST Q2


CLOSING Q2


PREPARATION


FORECAST Q3


CLOSING Q3


PLAN Y1-Y5


Q4 Q1


PREPARATION


FORECAST Q4
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Description and differences


Process overview


Actual/closing


An accounting procedure 
undertaken at the end of the year 
to close out business from the 
previous year, carry forward 
balances from the previous year, 
and open posting accounts for the 
upcoming year


Forecasting


A process that takes into account 
past and present information and 
facts to anticipate future events. 
Simply put, forecasting refers to 
looking forward and predetermine 
future trends and events, along 
with their impact on the business 
organization within months or 
years.


Planning


A process where long-term 
objectives or targets are set in order 
to achieve these targets. The key 
difference between a planning and a 
forecast is that the budget is a plan 
for where a business wants to go, 
while a forecast is the indication of 
where it is actually going.


Preparation


Preparation processes includes all 
regular tasks performed before 
actual. Preparation includes:


• Model update and changes


• Activities related to new products


• End 2 end test of all calculations


• Risk allocation (prep phase)
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Timeline


Closing process


U - 30 U U + 15


DATA EXTRACTION


CALCULATIONS


CLOSING


CONSOLI-


DATION


U + 12


REPORTING


U - 25


Extraction & preparation of source data from 
feeder systems, inputs for all calculations


Calculations of CFs, OCT, CSM & LC, export to 
the Ledger


Closing of accounting books for every entity


Group consolidation of all entities, generation 
of global results


Reporting on the group and individual level
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Timeline


Closing process


U - 30 U U + 15


DATA EXTRACTION


CALCULATIONS


CLOSING


CONSOLI-


DATION


U + 12


REPORTING


U - 25


Data extraction:


Extraction & preparation of source data from 
the feeder systems, inputs for all calculations


• Contract data


• Accounting/ actual data


• Asset data


• Market data


• Risk allocation


Calculations:


• Consolidation of extracted data, 


• Actuarial calculations, 


• IFRS calculations, 


• Export to the Ledger
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Timeline


Data extraction & calculations


U - 30 U U + 12


CF inputs & 


AMP


CF 


projections 


Risk allocation and actuals


IFRS 


calculations


U - 25 U + 5


Extraction & preparation of liability 
modelpoints (model input creation)


Projections of CFs for Life & Non-Life business 
in Prophet, RAFM, ResQ,…


Asset model points generation, Accounting 
data, economic scenarios,…


IFRS calculations (CSM, LC,...)


Risk allocation, actuals and other relevant 
inputs 


Contract data extraction & LMP Creation
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Detailed view


Contract data extraction & Liability modelpoint creation


Contract data 


extraction & 


preparation


LMP generation LMP groupingOnerous contract test
LMP optimization and 


validation


• Extraction of data 
from feeder system 
(data on policy level)


• Unbundling


• Separation of new 
from existing 
business


• Quality assurance 
control


• Transformation of 
extracted data into 
modelpoints


• Adding flags to 
modelpoints


• Quality assurance 
control


• Grouping of created 
LMP with respect to 
OCT result and with 
aim to reduce the 
calculation run time 


Test of all new 
businesses/policies, 
with the aim to show 
which policies are:


• Onerous


• Not onerous


• Maybe one day 
onerous


• Optimization of 
grouped 
modelpoints, 
including validation 
of final optimization 
level


• Final validation and 
quality assurance 
with regards to 
previous results


U - 30 UU - 25 U + 5
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Onerous Contract Testing
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Description under IFRS 17


Onerous Contract Testing


Paragraph 47


“An insurance contract is onerous at the date of initial recognition if the


fulfilment cash flows allocated to the contract, any previously


recognized acquisition cash flows and any cash flows arising from the


contract at the date of initial recognition in total are a net outflow.


Applying paragraph 16(a), an entity shall group such contracts


separately from contracts that are not onerous. To the extent that


paragraph 17 applies, an entity may identify the group of onerous


contracts by measuring a set of contracts rather than individual


contracts. An entity shall recognize a loss in profit or loss for the net


outflow for the group of onerous contracts, resulting in the carrying


amount of the liability for the group being equal to the fulfilment cash


flows and the contractual service margin of the group being zero.”
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Detailed process view


Onerous Contract Testing


Mapping to SoC CF projections
IFRS17 (CSM/LC) 


calculation
IR date is set Mapping to GoC


• New business is 
collected and divided 
into Sets of Contracts 


• All contracts in one 
set has to have same 
profitability


• Modelpoints are 
respecting SoCs


• SoCs divided to 
reporting periods


• Cash- flow 
projections are 
calculated for all Sets 
of Contracts


• Initial recognition 
date – minimum of 
premium due date 
and start of coverage 
period


• Run before final CF 
projections to supply 
sufficient data


• CF projections sent 
to IFRS 17 
calculation engine


• CSM or Loss 
component calculated 
on SoC level


• Onerousity flag 
generated for all 
SoCs


• Flag QA


• Depending on the 
onerousity flag, initial 
recognition day is 
appointed out of:


• Premium due date


• Beginning of the 
coverage period


• When they became 
onerous


• Based on the 
calculated onerousity
and IR date contracts 
can be mapped to 
established Groups of 
contracts


• For each portfolio 
and each year, 
usually 3 GoC exist : 


• Onerous


• Not onerous


• Maybe one day 
onerous
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How to create Sets of Contracts?


OCT - Question 1


Approach based on Common attributes


What to do:


1. Identify common attributes within portfolios, by which the 
profitability of contract is influenced


2. Test influence of these attributes 


3. Group contracts that have the same attributes


Possible examples of attributes: 


• Product


• Age of the policyholder


• Profession of the policyholder


• Region of the policyholder


Approach based on NPV calculation


What to do:


1. Compute the Net Present Value (NPV) for individual 


contracts (present value of future cash-flows resulting from 


premiums, cost, claims, RA not always available).  


2. Split the whole range of resulting NPVs into several intervals 


to form Sets of Contracts


3. Allocate contract into the set for which the resulting NPV 


falls into assigned interval


Possible examples of Sets of Contracts: 


• Set 1 : 500 ≥ NPV > 250 


• Set 2 : 250 ≥ NPV > 50


• Set 3 : 50 ≥ NPV > -50


• Set 4 : -50 ≥ NPV > -100
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How to perform OCT before closing? (example)


OCT - Question 2 


U - 30
Extract contract 
data


U - 25
Separate new 
business 
(beginning of the 
period to U – 25)


U - 20
Group New 
business to Sets 
of contracts based 
on profitability


U - 15
Run cash flow 
projections on 
SoCs & export 
results to IFRS 
engine


U- 10
Run OCT 
calculations and 
appoint onerousity
flag and initial 
recognition date to 
all contracts 


U - 5
Group to Group of 
contracts based on 
Onerousity & 
Initial recognition 
date


U + 1
Use scaling before 
final calculations


U + x
Import onerousity
flag and IR date to 
all new business 
contracts in feeder 
systems


U + 1
Check whether 
any new SoC need 
to be added from 
U – 30 to U. If so, 
run OCT and add 
to GoC


F
in


a
l 


c
a
lc


u
la


ti
o


n
s


U


U+ 5
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How Initial recognition date influences SoCs?


OCT - Question 3 


Possible Initial recognition dates


Contract 
recognition 
date Premium due 


date


Beginning of 
coverage period


Contract 
recognition 
date Premium due 


date


Beginning of 
coverage period


YE


YE


All possible initial recognition dates are within one reporting period:


• Contract recognition date


• Minimum of premium due date and beginning of coverage period


Regardless of whether contracts are onerous or not, their Initial recognition 
date will be set within reporting period. All contracts of the same profitability 
might be in one SoC.


Possible initial recognition dates fall to a different reporting periods:


• Contract recognition date in current period


• Minimum of premium due date and beginning of coverage period in the 
next period


In case contract/SoC is onerous, it has to be recognized in this reporting 
period. In case it is not, contracts have to be recognized only in the following 
period. For this reason contracts of the same profitability may belong to 
different SoCs based on where the minimum of premium due date and 
coverage period is based.
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Cash-flow projections 
(Prophet, RAFM,…)
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What types of calculations can happen during closing?


Cash-flow projections in IFRS 17


OCT Cash flow 


projections
Grouping & optimization


Subsequent 


measurement
Allocation keyValidations, sensitivities


• Cash flows calculated 
for new business only 
(Initial recognition) 


• Input data used may 
be approximations 
from the last 
reporting period


• Deterministic or 
stochastic run 
depending on TVOG


• Cash flows calculated 
on all existing 
business


• Actual input data 
used


• Deterministic or 
stochastic run 
depending on TVOG


• Possible allocation of 
RA, actuals or other 
inputs if the data are 
not on contract level


• Validations of 
subsequent 
measurement 


• Aim is to ensure that 
calculations were 
correct and results 
are true


• Sensitivities runs for 
the final disclosures


• Optimization of 
grouped modelpoints, 
including validation 
of final optimization 
level


• Final validation and 
quality assurance 
with regards to 
previous results
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Timeline perspective


Cash-flow projections in IFRS 17


Q1 Q2 Q3


PREPARATION


FORECAST Q1


CLOSING Q1 


PREPARATION


FORECAST Q2


CLOSING Q2


PREPARATION


FORECAST Q3


CLOSING Q3


PLAN Y1-Y5


Q4 Q1


PREPARATION


FORECAST Q4


ACTUAL
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Fast close process


Cash-flow projections in IFRS 17


What could help:


• To test every change in model update


• To perform End2End tests – including IFRS calculations


• To use partial and scaled liability data 


• To group and optimize input data


• To run calculations on a cloud platform to gain more speed


What to be careful about:


• Quality and structure of input data


• Quality and speed of data transfers


• Last minute model changes


• Recalculations and validations


How to make the closing process run smoothly?
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Summary
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Main thoughts


Summary


Fast closing requires 
precise preparation, reliable 
input data and time 
effective expert judgement


Daughter companies 
can ensure complex 
methodological view 


IFRS 17 process 
drives the implementation 
and could be also used for 
forecasting and planning


Actuarial model quality 
influences success of the 
whole implementation
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Thank you for your time!


Any questions?


Miroslava Bednárová


+420 773 668 818 
mibednarova@deloittece.com


Jakub Šiška


+420 734 860 905
jsiska@deloittece.com
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International Accounting Standards Board 
(IASB)  
7  Westferry Circus 
London, E14 4HD 
United Kingdom  
 
 
12 September 2019   
 
 
 
Exposure Draft ED/2019/4 ‘Amendments to IFRS 17’ (“Exposure Draft”) 
 
This letter has been drafted by the European Insurance CFO Forum (“CFO Forum”), a body representing the 
v iews of 23 of Europe’s largest insurance companies and Insurance Europe, representing 95% of the premium 
income of the European insurance market. Accordingly, it represents the consensus view of the European 
insurance industry. 
 
Our members continue to support a high quality standard for insurance contract accounting and have 
contributed significant efforts in the earlier EFRAG testing of IFRS 17 ‘Insurance Contracts’. In July 2018, the 
CFO Forum summarised the significant issues identified by its members during the EFRAG field test and in 
October 2018 proposed solutions to those issues through proposed track change edits to the standard.  
 
We appreciate the efforts by the IASB in considering the concerns raised by the insurance industry and others 
about IFRS 17 ‘Insurance Contracts’, which resulted in the changes proposed in the Exposure Draft. The 
proposals in the Exposure Draft represent welcome improvements in a number of areas, such as the scope 
exclusion for certain credit-based contracts, recognition of acquisition expenses on renewals and the 
presentation of insurance contracts as assets or liabilities at the portfolio level. However, the IASB has chosen 
not to propose amendments for several other important issues and for other issues has proposed less effective 
amendments. As a result, we believe that further changes to IFRS 17 are needed to obtain a high quality standard 
that can be implemented at a reasonable cost.  
 
In this context, we welcome the opportunity to comment on the Exposure Draft 2019/4 ‘Amendments to IFRS 17’.  
 
The appendices to this letter include our responses to the IASB on the Exposure Draft, our comments on EFRAG’s 
draft comment letter to the IASB and our responses to the questions raised by EFRAG to its constituents. The 
comments in the appendices cover the three issues with the largest impact that we communicated earlier, changes 
that are proposed in the Exposure Draft but do not fully resolve the issues identified in the EFRAG test ing, other 
issues for which no changes are proposed in the Exposure Draft and certain other proposed changes that have 
unintended consequences. Furthermore, the comments in the appendices also cover the proposed effective date. 
 
Issues with the largest impact 
 
In our efforts to continue to work towards a high quality accounting standard, whilst recognising the limitation 
for fundamental changes in this phase of the project, we have already highlighted the three issues that are most 
widespread amongst our members and that have the largest impact on the operational complexity and costs of 
implementing the standard. We have summarised these three issues below as they have not been resolved 
through the proposals in the Exposure Draft: 
 
 Level of Aggregation – Whilst we continue to believe that the requirement for annual cohorts in general is 


not aligned to the fundamentals of insurance business, we believe that at a m inimum annual cohorts 
should not be used for contracts in the variable fee approach with significant mutualisation and for all 
contracts at transition.  This will significantly reduce operational complexities without significantly affecting 
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the outcome. See our responses in Question 3 for more information. 
 T ransition – We believe that the current limitations in the modified retrospective approach unduly limit 


the ability to utilise this transition method and will result in too much default to the fair value approach, even 
where this is less appropriate. We believe that the criteria for the modified retrospective approach should be 
more principles based. In addition, we believe that transitional relief is required for the risk mitigation 
approach (to be applied retrospectively), for OCI at transition (to be aligned for assets and liabilities in the 
general measurement model) and for historical business combinations. See our responses in Question 8 for 
more information.   


 Presentation – We believe that changes should be made to remove the inconsistency between group and 
solo reporting that is solely due to differences in reporting frequency as this results in unnecessary costs of 
dual accounting.  Furthermore, we believe that the requirement to present comparatives at transition should 
be removed to align with IFRS 9 and to allow further relief in implementation time and costs. See our 
responses in Question 5 for more information. 


 
Our detailed comments on these three issues are included in the appendices.  
 
Proposed changes in the Exposure Draft that do not fully resolve the issues identified  
 
In the appendices, we have also commented on proposed changes in the Exposure Draft that do not resolve the 
identified issues. In this respect we would like to highlight the following: 
 
 Risk mitigation is a critical element of insurance business. As such, our comments in the appendices propose 


an extension of the risk mitigation option to include non-derivative financial instruments and to be 
applicable to all insurance contracts – not only contracts accounted for under the variable fee approach.    
See our responses in Question 6 for more information. 


 Whilst we welcome the objective of the proposed changes to accounting for proportional reinsurance in the 
Exposure Draft, we are concerned that the proposed definition of proportionate provides little relief in 
practice and still would create significant accounting mismatches. See our responses in Question 4 for more 
information. 


 We are concerned that the proposed amendments on investment-return services do not capture 
economically similar products that include an insurance and investment return service but do not meet the 
criteria, as the contract cannot be surrendered nor transferred. In our view the proposed criteria for 
recognition of investment-return services need further consideration. See our responses in Question 3 for 
more information. 


 
Other issues for which no changes are proposed in the Exposure Draft 
 


In addition, we have commented in the appendices on other important issues identified in the EFRAG field 
testing that are not addressed by the proposals in the Exposure Draft. These comments are included in our 
responses to the relevant questions under the section “Other issues”. 
 
Other proposed changes that have unintended consequences 
 
Furthermore, we have identified amendments proposed in the Exposure Draft that introduce unintended 
consequences. These include for example the amendment to the guidance on the level at which eligibility for the 
variable fee approach should be assessed. This is a significant change which could result in disruption to 
implementation programmes. See our responses in Question 9 for more information. 
 
Proposed effective date 
 


European insurers are working hard to implement IFRS 17 in accordance with the currently proposed effective 
date (1 January 2022). However, there are significant concerns on the tight deadlines, both in relation to the time 
needed to make the necessary improvements to the standard and the time needed for a high quality 
implementation. The European endorsement process will likely not result in an endorsed standard unti l late in 
2021, which creates a great deal of uncertainty. We do not see this as purely a European endorsement issue, as 
we strongly believe that there should be one consistent global effective date of an endorsed standard. Taking into 
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account the above, many in the industry see a need for a delay to the global effective date of IFRS 17 and IFRS 9 
for insurers until 1  January 2023, while others see the need to retain a 2022 effective date. 
 
In summary, we welcome the changes proposed in the Exposure Draft as these represent a significant 
improvement, but we believe that additional changes (as set out above and in the appendices) are still required.  
We appreciate the opportunity to provide input for resolving these remaining issues and would be pleased to 
discuss these further with you. 
 
 
Y ours faithfully, 
 
 
 
 
 
 
Matthew Rider                                                                           Olav  Jones 
Chair                                                                                         Deputy Director General 
European Insurance CFO Forum                                           Director Economics & Finance, Insurance Europe   



http://www.cfoforum.eu/

http://www.insuranceeurope.eu/





 


 


Website:  www.cfoforum.eu / www.insuranceeurope.eu    Page 4 of 34 


 


 


APPENDICES: DETAILED RESPONSES 
  



http://www.cfoforum.eu/

http://www.insuranceeurope.eu/





 


 


Website:  www.cfoforum.eu / www.insuranceeurope.eu    Page 5 of 34 


 
Question 1 – Scope exclusions – credit card contracts and loan contracts that meet the definition 
of an insurance contract (paragraphs 7(h), 8A, Appendix D and BC9-BC30. 
 
(a) Paragraph 7(h) proposes that an entity would be required to exclude from the scope of IFRS 17 credit card 


contracts that meet the definition of an insurance contract if, and only if, the entity does not reflect an 
assessment of the insurance risk associated with an individual customer in setting the price of the contract 
with that customer. 
 
Do you agree with the proposed amendment? Why or why not? 
 


(b) If not excluded from the scope of IFRS 17 by paragraphs 7(a)-(h), paragraph 8A proposes that an entity 
would choose to apply IFRS 17 or IFRS 9 to contracts that meet the definition of an insurance contract but 
limit the compensation for insured events to the amount required to  settle the policyholder’s obligation 
created by the contract (for example, loans with death waivers). The entity would be required to make that 
choice for each portfolio of insurance contracts, and the choice for each portfolio would be irrevocable. 
 
Do you agree with the proposed amendment? Why or why not? 
 


Response to the IASB: 
 
We welcome the proposed amendments. For contracts issued by insurance companies, we believe that the 
proposed amended requirements better reflect the economics of the relevant products. The proposed amendments 
are a significant improvement to the scope of the standard and resolve the issues with certain products that we 
have highlighted earlier. 
 
Other issues related to scope: contracts that change in nature over time 
 
In July 2018, we highlighted the issue relating to products that change significantly in nature during their life due 
to the execution of an option by the policyholder. For example, a product with a savings phase with profit sharing 
may become an annuity in payment or remain paid-up without any participation if elected by the policyholder. As 
the classification between general model and variable fee approach occurs at inception and is irrevocable, certain 
products may have to be accounted for under the variable fee approach, whereas, after the execution of the option, 
the variable fee approach is not suitable and not comparable to similar products with a different ‘history’.   
 
Our proposed solutions included an amendment to treat a significant change in the nature of a contract due to the 
execution of an option by the policyholder as a contract modification. The ‘new’ contract post execution of the 
option by the policyholder could be reassessed and treated under the appropriate measurement model.  
 
Further analysis of the facts and circumstances of the product features and terms of the option indicate that, as an 
alternative solution, a contract boundary may be established when the option is exercised and a transfer out of the 
with profits fund to the general fund occurs. This alternative solution does not require any change to the contract 
boundary criteria, however paragraph B24 and the relevant basis of conclusions would need to be worded as 
follows: 
 
“In circumstances where the exercise of the option results in a cash flow that settles a liability between different 
components of the reporting entity such as policyholder and shareholder funds, this may result in a contract 
boundary being established (provided the criteria in paragraphs 34 and B61- B71 are met) such that the cash flows 
subsequent to the settlement of the option are measured as a new contract.” 
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EFRAG Additional questions to constituents: 
 
10  Paragraph B.4.1.9.E of IFRS 9 allows a regulated interest rate as a proxy for the time value of the money 


in doing the SPPI test, under certain conditions. EFRAG understands that in some countries the insurance 
element is not required by the regulation and, as a consequence, the financial instrument could fail the 
SPPI test and would have to be measured at fair value through profit or loss. How prevalent are these 
concerns within your jurisdiction? 


 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. We have no specific comments on the 
scope of this amendment in the context of payment cards and/or the impact on the SPPI test, as these are not 
specifically relevant to our members’ insurance operations. 
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Question 2 – Expected recovery of insurance acquisition cash flows (paragraphs 28A-28D, 105A-
105C, B35A-B35C and BC31-BC49). 
 
Paragraphs 28A-28D and B35A-B35C propose that an entity: 
 
(a) allocate, on a systematic and rational basis, insurance acquisition cash flows that are directly attributable 


to a group of insurance contracts to that group and to any groups that include contracts that  are expected to 
arise from renewals of contracts in that group; 
 


(b) recognise as an asset insurance acquisition cash flows paid before the group of insurance contracts to which 
they are allocated is recognised; and 
 


(c) assess the recoverability of an asset for insurance acquisition cash flows if facts and circumstances indicate 
the asset may be impaired. 


 
Paragraphs 105A-105C propose disclosures about such assets. 
 
Do you agree with the proposed amendments? Why or why not? 
 
Response to the IASB: 
 
We welcome the proposed amendments that would require the allocation of insurance acquisition cash flows 
directly attributable to a group of insurance contracts to that group and to any groups that include contracts that 
are expected to arise from renewals of contracts in that group. The amendment better reflects economic reality 
and increases the consistency between the requirements of IFRS 17 and the treatment of non-insurance 
acquisition cash flows in IFRS 15. The proposed amendments are an improvement and resolve the issues with 
directly attributable acquisition expenses related to renewals that we have highlighted earlier. 
 
 
EFRAG Additional questions to constituents: 
 
18 Insurance contract renewals are not a defined term which may lead to diversity in practice when 


allocating insurance acquisition cash flows. Do you consider that insurance contract renewals should be 
defined in order to achieve comparability and, if so, how would you define them? 


 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. We do not consider it necessary for 
IFRS 17  to define insurance contract renewals as we believe that the requirements in IFRS 17 should be 
principles-based and consistent with IFRS 15, which does also not include a definition of contract renewals. We 
do not believe that there is significant diversity in practice in this respect.  
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Question 3 – Contractual service margin attributable to investment-return service and 
investment-related service (paragraphs 44-45, 109 and 117(c)(v), Appendix A, paragraphs B119-
B119B and BC50-BC66). 
 
(a) Paragraphs 44, B119-B119A and the definitions in Appendix A propose that an entity identify coverage 


units for insurance contracts without direct participation features considering the quantity of benefits and 
expected period of investment-return service, if any, in addition to insurance coverage. Paragraph B119B 
specifies criteria for when contracts may provide an investment return service.  
 
Do you agree with the proposed amendment? Why or why not? 
 


(b) Paragraphs 45, B119-B119A and the definitions in Appendix A clarify that an entity is required to identify 
coverage units for insurance contracts with direct participation features considering the quantity of 
benefits and expected period of both insurance coverage and investment-related service. 
 
Do you agree with the proposed amendment? Why or why not? 


 
(c) Paragraph 109 proposes that an entity disclose quantitative information about when the entity expects to 


recognise in profit or loss the contractual service margin remaining at the end of a reporting period. 
Paragraph 117(c)(v) proposes an entity disclose the approach used to determine the relative weighting of 
the benefits provided by insurance coverage and investment-return service or investment-related service. 
 
Do you agree with the proposed disclosure requirements? Why or why not? 


 
Response to the IASB: 
 
In response to question 3a: We welcome the amendment to require investment return services to be considered 
when allocating the contractual service margin (“CSM”) using c overage units. This amendment also recognises 
that many insurance contracts that qualify for measurement under the general measurement model have 
significant elements of both insurance coverage and investment return services. The CSM established at 
inception for these types of contracts includes expected profit from both insurance and investment related 
activities. We agree that the profit from these services should be recognised in line with the service provision over 
the life of the contract. In our view the proposed amendments significantly improve the relevance of the income 
statement for these contracts.  
 
However, we believe that further changes are needed. We are concerned that the proposed amendments on 
investment-return services do not capture economically similar products that clearly include both insurance and 
investment return service but do not meet the criteria, as the contract cannot be surrendered nor transferred. In 
our view the proposed criteria for recognition of investment-return services need further consideration, since as 
currently drafted they would result in economically similar contracts having different accounting results.  
 
For example, a deferred annuity contract in Country A offers the policyholder an option to transfer to a new 
annuity provider on retirement. In practice, even if this option is never utilised, the contract would meet the 
criteria for an investment-return service in paragraph B119B of the Exposure Draft. A nearly identical deferred 
annuity contract in Country B, which is managed in the same way during both the accumulation and annuity 
payout periods, but does not offer a policyholder the option to transfer out, cannot include investment-return 
services during the deferral period because it fails the requirement proposed in paragraph B119B(a) for “the 
policyholder [to have] a right to withdraw an amount.”  We believe both contracts provide insurance and 
investment return services throughout their duration. 
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The current proposed definition of investment return services would also result in issues with the recognition of 
investment expenses in the best estimate insurance liability in the balance sheet. We understand from the IASB 
Staff papers that were prepared for the discussions in the IASB’s IFRS 17 Transition Resource Group (“TRG”) 
that the requirements on investment return services equally determine whether investment management 
expenses are to be included in the expected cash flows in the insurance liability. As such, a requirement that was 
intended to apply to the presentation of insurance revenue and the recognition of the CSM has resulted in 
different measurements of insurance contracts in the balance sheet.  
 
We support the inclusion of investment management expenses in the fulfilment cash flows for all contracts to 
which investment return services are provided. However, as currently drafted, the criteria do not enable all 
contracts which provide investment return services in practice to be included, hence increasing the inconsistency 
in measurement between economically similar contracts. For example, where the criteria in B119 (a) (right to 
withdraw or existence of an investment component) are not met, an investment return service is deemed to not 
apply and investment management expenses are not reflected in the liability in the balance sheet. Similarly, 
where the investment return service only applies to part of the coverage period, investment management 
expenses will either not be included in the expected cash flows or only be included for part of the coverage 
period. For insurance contracts with an investment return service, investment management expenses are 
reflected in the expected cash flows in full. This results in a lack of consistency in the measurement of insurance 
liabilities in the balance sheet for economically similar contracts. This lack of consistency will reduce 
comparability in financial results between economically similar contracts as well as increase the cost and effort 
required to implement and run IFRS 17. 
 
Our earlier proposed solution was to permit entities to determine coverage units based on insurance benefits and 
related non-insurance activities (including investment services) performed to deliver those benefits.  
 
However, given the proposed amendments in the Exposure Draft, we believe a further amendment to the 
definition of an investment return service could resolve this issue.  
 
We believe that an investment return service is present where the contract provides the policyholder with a 
positive expected investment return. This distinguishes contracts which provide investment return and insurance 
services from contracts which provide only insurance services. 
 
We therefore propose that paragraph B119B is reworded as follows: 
 
“Insurance contracts without direct participation features may provide an investment-return service if, and only if 
 


a) the contract provides (on an expected basis at group level) a positive investment return (which could be 
below zero, for example in a negative interest rate environment); and 


b) the entity expects to perform investment activity to generate that positive investment return.” 
 
We believe that under this definition an investment return service would either be absent, or present throughout 
the lifetime of the contract. As such, the operational difficulties associated with coverage units changing once 
investment return services are deemed to have ceased would be avoided. Equally, the issue of investment 
management expenses being only partly included in the fulfilment cash flows would be resolved. 
 
 
In response to Question 3b: We support the requirement to identify coverage units for insurance contracts with 
direct participation features (variable fee approach contracts) which considers the quantity of benefits and the 
expected period of both insurance coverage and investment-related service.  
 
 
In response to Question 3c:  We do not object to the proposed amendment to require an entity to disclose 
quantitative information about when it expects to recognise in profit or loss the remaining CSM at the end of a 
reporting period.  
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Other issues related to the CSM: Level of aggregation 
 
As noted in our cover letter, we continue to believe that the level of aggregation caused by the annual cohorts 
requirement is too prescriptive as it is not in line with the economics of insurance businesses and adds undue 
operational complexity. This remains one of the industry’s top concerns with the implementation of the new 
standard. On this ground, we have earlier proposed that, at a minimum, relief from the use of annual cohorts is 
provided for: 
 
 contracts measured using the variable fee approach with significant mutualisation; and 
 in force business at transition, under all three transition approaches.  


 
Grouping mutualised business measured using the variable fee approach into annual cohorts is inconsistent with 
the way such business is managed and regulated, as returns on underlying items are shared between contracts 
written more than one y ear apart. The removal of annual cohorts from the measurement of mutualised business 
will therefore produce financial results that are more representative of the economic performance of the portfolio.  
 
Once issued, a new contract in a mutualised portfolio is part of the mutualisation and the individual CSM ceases to 
be pertinent; there is only one mutualised CSM for the total portfolio comprised of existing and newly added 
contracts. Once a policyholder has joined a mutualised population, the margin contributed by this contract is 
linked to the mutualised portfolio and not to the sole contract. When policyholders accept sharing of significant 
risks, a contract does not become onerous (for the insurer) unless the mutualisation among policyholders is 
insufficient to cover the risks. There is no onerous contract within a part of a mutualised population unless the 
whole population becomes onerous. 
 
In an intergenerational mutualised portfolio, the mandatory allocation of the CSM to annual cohorts under IFRS 
17  requires discretion from the insurer and consequently does not necessarily better reflect the performance or the 
profitability of each cohort. In practice, profitability would be assessed at a mutualised level and then allocated to 
cohorts, making the provision of information at cohort level purely artificial.  
 
The impact of new business on the mutualised portfolio would be already disclosed in the rollforward note 
disclosures for the CSM which would provide any trend information without the artificial and costly allocations 
caused by annual cohorts. Therefore, our v iew is that removing the annual cohort requirement would not lead to 
any  loss of useful information and would actually result in a better representation of how the business is managed. 
 
The use of coverage units for the release of the CSM would already ensure that the CSM is fully recognised over the 
life of the underlying contracts. 
 
Furthermore, removing the requirement for annual cohorts on transition under all approaches would provide 
significant operational relief for all entities implementing IFRS 17.  Significant operational issues result from 
retroactively trying to gather the necessary cohort information as this information has never been tracked in the 
past and therefore would require costly system changes and significant data collection efforts. Removing this 
requirement would also make the three transition approaches more consistent. 
 
While the above highlights what we believe to be the minimum changes needed, we still would prefer a more 
comprehensive solution which we have highlighted in the past. This comprehensive solution would be to remove 
the requirement to group contracts by annual cohort in general (including for contracts not qualifying for the 
variable fee approach), under the condition that contracts issued in different y ears would be in the same 
profitability group. This comprehensive solution is preferred because many insurers issue long term insurance 
contracts and thus do not manage their business on an annual cohort basis. Measuring insurance contracts using 
annual groups that are inconsistent with the way the contracts are managed and regulated may not generate useful 
information. As the CSM is calculated retrospectively, outputs will need to be stored, referenced and updated in 
each subsequent reporting period. In order to achieve this, projected cash flows and the risk adjustment will need 
to be segmented and stored at an annual cohort level, despite the fact that no information will be presented 
externally on this basis. The changes to systems and processes that are required in order to achieve this 
functionality will require significant effort and cost.  
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Other issues related to the CSM: Locked-in discount rates for the CSM 
 
We continue to disagree with the use of a locked-in discount rate for measuring the CSM under the general model 
where the impact of changes in discount rates are recognised directly in profit or loss. This is inconsistent with the 
measurement of expected cash flows, which are discounted using a current discount rate. The requirement to 
recalculate the impacts of changes in fulfilment cash flows using the locked-in discount rate for CSM recalibration, 
and record the differences between the current and locked-in rate in profit or loss, increases the operational 
complexity of IFRS 17 and may significantly distort the financial results in a given period. 
 
Furthermore, inconsistencies arise due to the different discount rates for BEL (current rate) and CSM (locked-in 
rate). The income statement is distorted by the use of different discount rates for different components of the 
insurance liability. 
 
As stated in our letter to EFRAG and the IASB dated 17 October 2018, we propose an amendment for portfolios 
where the impact of changes in discount rates is recognised directly in profit or loss, such that the current discount 
rate should be utilised for all CSM measurements, re-measurements and movements. As such, the impact of 
changes in non-financial assumptions, calculated at the current discount rate, would be recognised in the CSM 
and not be split between the CSM and the income statement. All components of the liability would be measured 
consistently at the current interest rate in this scenario. 
 
 
EFRAG Additional questions to constituents: 
 
35  EFRAG has been informed of possible fact patterns of deferred annuities for which there is no investment 


component as defined by the ED, nor a right to withdrawal; however, the insurance entity performs asset 
management activities, revenues of which would not be captured in the CSM release. For example, for 
particular Deferred Annuities, there is an accumulation phase followed by the annuity phase. The 
policyholder’s beneficiaries receive no return if the policyholder dies during the accumulation phase. 
During the annuity phase a surviving policyholder receives a fixed annuity amount based on 
premiums/technical provisions. In these deferred annuities, the policyholder does not have a right to 
withdraw during either the accumulation phase or the annuity phase.  Do you have additional examples of 
investment activities that are not captured by the proposals in the ED? 


 
36 Entities have to provide quantitative disclosures on the expected recognition in profit or loss of the 


contractual service margin remaining at the end of the reporting period, in appropriate time bands. Do 
user constituents agree with this disclosure requirement? Do preparer constituents consider that this 
information is commercially sensitive? Please explain. 


 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. However, while we believe that the 
principle of the proposed amendments to require an investment return service to be considered when allocating 
the contractual service margin using coverage units is an improvement to the current requirements in IFRS 17, 
we believe that further changes are needed. The current proposals would produce differing results for 
economically similar contracts, depending on whether they include an option to surrender/transfer or not. We 
refer to the deferred annuity example in our response to the IASB on how the IASB’s current proposed definition 
would result in differences in measuring economically similar contracts, which would adversely affect 
comparability. In the example, we believe both contracts provide insurance and investment return services 
throughout the duration of the contract and the presence or otherwise of a transfer option does not affected the 
services provided to the policyholder. In our response to the IASB we propose a solution that addresses this and 
the impact of the inconsistency in investment return services between similar products on the measurement of 
the best estimate liability in the balance sheet through the recognition of investment management expenses.  
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We do not object to the requirement for entities to disclose the expected recognition of the CSM by appropriate 
time bands. 
 
We have included in our response to the IASB a number of other issues in relation to the CSM. 
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Question 4 – Reinsurance contracts held - recovery of losses on underlying insurance contracts 
(paragraphs 62, 66A-66B, B119C-B119F and BC67-BC90). 
 
Paragraph 66A proposes that an entity adjust the contractual service margin of a group of reinsurance 
contracts held that provides proportionate coverage, and as a result recognise income, when the entity 
recognises a loss on initial recognition of an onerous group of underlying insurance contracts, or on addition 
of onerous contracts to that group. The amount of the adjustment and resulting income is determined by 
multiplying: 
 
(a) the loss recognised on the group of underlying insurance contracts; and  


 
(b) the fixed percentage of claims on the group of underlying contracts the entity has a right to recover from 


the group of reinsurance contracts held. 
 
Do you agree with the proposed amendment? Why or why not? 
 
Response to the IASB: 
 
We support the direction of change that is proposed in the Exposure Draft, which is based on the principle that a 
gain on proportionate reinsurance should be recorded in profit or loss to the extent that it (partially) offsets a loss 
on onerous underlying insurance contracts. 
 
However, we believe that the proposed wording is insufficient to address the issue in many situations. While in 
certain cases the amendment reduces differences between the initial and subsequent measurement of 
reinsurance contracts and underlying insurance contracts, and helps to ensure that the income statement better 
reflects the economic mitigation provided by the reinsurance contract, we are concerned about the extent to 
which the amendment can be applied in practice. This is mainly a result of the proposed definition of a 
“reinsurance contract held that provides proportionate coverage” in Appendix A of the Exposure Draft: 
 
“A reinsurance contract that provides an entity with the right to recover from the issuer a percentage of all claims 
incurred on a group of underlying insurance contracts. The percentage the entity has a right to recover is fixed 
for all contracts in a single group of underlying insurance contracts, but can vary between groups of 
underlying insurance contracts.” (emphasis added) 
 
In many cases, proportionate reinsurance contracts cannot be aligned on a fixed percentage basis to all 
underlying insurance contracts in a group. Examples of proportionate reinsurance that are not captured by the 
proposed definition are: 
 
 where multiple proportionate reinsurance contracts cover different contracts in a group of underlying 


insurance contracts in different proportions; 
 where a proportionate reinsurance contract only reinsures some, but not all, underlying contracts in a group; 


 where a proportionate reinsurance contract only reinsures some, but not all, risks in a group of underlying 
contracts;  


 where a proportionate reinsurance contract sets minimum and/or maximum limits on the reinsurance cover, 
for example contracts that provide proportionate reinsurance above and below a fixed level.  


 
If the proposed definition is retained, then the risk mitigation efforts of insurers using reinsurance would not be 
appropriately reflected in the financial statements. As a principle, we do not see a need for IFRS 17 to include a 
definition of proportionate reinsurance. However, if a definition is included, we propose that a reinsurance 
contract held that provides proportionate coverage is defined as follows:  
 
“A reinsurance contract held that provides an entity with the right to recover from the issuer a contractually 
defined portion of each claim incurred on individual underlying insurance contracts within a group of contracts.”  
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Amendments should be made to B119D and B119(c) as necessary to uphold the principle that there must be the 
ability to objectively measure the impact on individual insurance contracts within a group. The proposed new 


footnote to paragraph BC304 in the Exposure Draft should not be added.  


The updated definition of a reinsurance contract held that provides proportionate coverage ensures that, to meet 
the definition, the reinsurance contract must cover a specified, proportionate share of each underlying insurance 
contract that is reinsured but there is no requirement for it to cover all contracts in a single underlying unit of 
account in the same proportion.  
 
Other issues related to reinsurance: contract boundary 
 
We do not support the IASB’s tentative decision not to amend IFRS 17 for the contract boundary of reinsurance 
contracts. We believe that reflecting potential future insurance contracts in the reinsurance asset, when these are 
not y et reflected in the underlying insurance liability, does not provide useful information. For example, the unit 
of account for the reinsurance contract (net gain or net cost) is dependent on a forecast of future new underlying 
business, which adds significant complexity. As such, including the impact on reinsurance of expected future 
underlying contracts in the CSM for reinsurance contracts held would not provide useful information for 
investors. We believe that this issue is important, both because of its conceptual nature and the impact on 
operational complexity. 
 
Other issues related to reinsurance: Use of the variable fee approach for reinsurance contracts 
 
A mismatch arises where reinsurance contracts issued are used to reinsure contracts accounted for under the 
variable fee approach, where the reinsurance includes the link to underlying items and the reinsurer holds the 
underlying items. In this case the reinsurance contract issued can meet the eligibility requirements for the variable 
fee approach, but paragraph B109 of IFRS 17 disallows this approach.  Paragraph BC213 of the Basis for 
Conclusions on the Exposure Draft states the “reinsurance contracts provide insurance coverage and do not 
provide substantially investment-related services” but this example, which is common across Europe, particularly 
between different entities within the same group, shows the reinsurance can provide substantial investment-
related services. 
 
We believe reinsurance contracts issued that meet the eligibility criteria should be required to use the variable fee 
approach. This should be restricted to reinsurance contracts that meet the eligibility requirements, share the 
underlying items and cover contracts with direct participation features. 
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EFRAG Additional questions to constituents: 
 
45  For proportionate reinsurance contracts, please provide fact patterns that are not captured by the 


amendment but for which the solution proposed by the IASB would be relevant. 
 
46  The IASB has not addressed non-proportionate reinsurance contracts. A peculiarity of such contracts is 


that there is no one-to-one relationship between the direct underlying contract and the reinsurance 
contract held, for example because there are many underlying contracts that are covered by a single 
reinsurance excess loss contract held. Addressing non-proportionate reinsurance may therefore require 
the need to identify a “link” between the reinsured risk and the underlying contracts. EFRAG understands 
that any accounting mismatch for non-proportionate contracts may, in practice, be reduced due to the 
impact on the risk adjustment rather than on the CSM. 


 
47   In your view: 


(a) Should non-proportionate reinsurance contracts be treated similarly to proportionate reinsurance 
contracts, i.e. gains in profit or loss when a loss is recognised on underlying contracts? If yes, please 
provide information about (i) the prevalence of such contracts, including volumes and jurisdictions 
where the issue arises and (ii) the cash flow pattern of these non-proportionate reinsurance 
contracts. 


(b) How would an accounting solution for non-proportionate reinsurance work? 
 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. In our response to the IASB we note that, 
whilst we support the objective of the proposed amendments, we believe that the proposed wording is insufficient 
to address the issue in many situations. We refer to our response to the IASB on this topic.  
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Question 5 – Presentation in the statement of financial position (paragraphs 78-79, 99, 132 and 
BC91-BC100). 
 
The proposed amendment to paragraph 78 would require an entity to present separately in the statement of 
financial position the carrying amount of portfolios of insurance contracts issued that are assets and those that 
are liabilities. Applying the existing requirements, an entity would present the carrying amount of groups of 
insurance contracts issued that are assets and those that are liabilities. The amendment would also apply to 
portfolios of reinsurance contracts held that are assets and those that are liabilities.  
 
Do you agree with the proposed amendment? Why or why not? 
 
Response to the IASB: 
 
We welcome the proposed amendments to require each portfolio, rather than group, of insurance contracts to be 
presented as an asset or liability. We believe that this proposed amendment is a significant improvement that will 
reduce the operational burden to preparers, with no material loss of information to users. This proposed 
amendment will also remove the requirement which would otherwise have been imposed on preparers to analyse 
incurred claims by underwriting year.  
 
Other issues related to presentation: measurement differences solely due to frequency of reporting 
 
The requirement in paragraph B137 of IFRS 17 that the CSM must be “locked-in” at interim reporting means that 
any  differences in external reporting frequency between group and subsidiary entities would result in different 
CSMs at different levels of consolidation. This adds significant operational complexity in the production of 
financial statements in a group, with little impact on the financial information reported at group and subsidiary 
level. As such, we would support an amendment to IFRS 17 to require an annual “year to date” approach to be 
taken in the calculation of the CSM and other estimates, irrespective of the frequency of reporting. Such an 
amendment would prevent the need to calculate different CSMs and other estimates at different levels in the 
group consolidation only because of the different reporting frequency. 
 
The issue related to interim financial statements raised by the discrete approach required by B137 of IFRS 17 goes 
beyond the difference in treatment between group and subsidiary financial statements. Indeed, under the current 
IFRS 17  requirement, two identical insurers with identical estimates of fulfilment cash flows and the same 
economic and non-economic factors will measure the CSM differently depending the frequency of their external 
financial reporting. As such, the IFRS 17 does not currently ensure comparability between industry competitors.  
 
For example: Company X produces quarterly financial statements in compliance with IAS 34 while Company Y 
only produces annual financial statements. If all actual and expected fulfilment cash flows and other financial 
effects are identical for Company X and Company Y, users of the financial statements will see differences in the 
reported profit for Company X and Company Y purely due to the timing effect created by B137. 
 
This is an important issue in terms of operational complexity, also in the context of transition as set out in our 
response to Question 8. 
 
Other issues related to presentation: relief from presentation of comparatives on transition 
 
We proposed earlier that IFRS 17 is amended to make the presentation of comparative financial information under 
IFRS 17  in the first published financial statements optional, similar to the requirements IFRS 9. Whilst key 
comparative information would still be presented to the market, the relief from providing comparatives with 
disclosure in the (audited) quarterly, semi-annual and/or annual accounts would provide further relief in 
implementation time and costs. 
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Other issues related to presentation: premiums, claims and other associated cash flows on a cash 
basis 
 
The proposed amendments do not address the concerns previously raised by the CFO Forum regarding the 
inclusion of premiums, claims and other associated cash flows in insurance liabilities on a cash basis. At present, 
accounting and reserving for insurance companies is typically done on an accrual basis, meaning that cash flows 
are included on their due date, rather than the date they are actually paid or received. Premiums receivable, claims 
pay able and the related cash flows are currently managed in separate systems from the actuarial cash flow 
sy stems. The impact of the IFRS 17 requirement to measure premiums, claims and other associated cash flows on 
a cash basis would require significant investment in actuarial and finance systems to ensure financial information 
is prepared on the theoretical cash basis. 
 
In addition, the removal of insurance receivables from the balance sheet reduces the value of information 
presented by insurers. For general insurers, basing liabilities on premium received rather than premium 
receivable will have a significant impact on financial statement presentation. 
 
We believe that IFRS 17 should be amended to include premiums, claims and other associated cash flows on an 
accrual basis in the measurement of insurance liabilities, with premiums receivable and claims payable balances 
included separately on the balance sheet. Benefits of this change include reduced implementation efforts and 
improvements in the quality of financial information presented. 
 
Other issues related to presentation: non-distinct investment components  
 
We consider the current prevalence of non-distinct investment components (with often small non-distinct 
investment components being identified in everything from funeral plans to reinsurance treaties) is operationally 
extremely onerous for preparers. We consider that in certain cases (funeral plans being a good example), the 
measurement of non-distinct investment components is arbitrary and likely to lead to a lack of comparability 
between entities, and consequently non-useful information for users. 
 
We consider increasing the comparability of the income statement to other industries such as banking and fund 
management where products have deposit features, can be achieved by revising the definition of an investment 
component to include only contracts where the policyholder has the right to make withdrawals. We consider the 
defining features of a deposit is the right of the policyholder to withdraw their deposit (adjusted as appropriate by 
investment return added and fees deducted from the deposited amount), and in the absence of this right to 
withdraw a deposit does not exist. We believe such a change would better meet the needs of users.                                       
 
We believe the original intention of the IASB was that non-distinct investment components only need to be 
identified and measured when a claim occurs. We note changes to the definition of an investment component, 
have created uncertainty around when a non-distinct investment component is identified and measured. We ask 
the IASB to resolve the uncertainty around identification by clarifying that non-distinct investment components 
are identified based on facts and circumstances at initial recognition of the contract.  
 
EFRAG Additional questions to constituents: 
 
54  Do Constituents that are Users agree with separate balance sheet presentation (of insurance contracts 


that are in an asset position from those that are in a liability position) on a portfolio level rather than at 
group level will not significantly reduce the information available? Please explain. 


 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter.  
 
In our response to the IASB, we have also highlighted a number of other presentation issues. Please see our 
comments in our response to the IASB. 
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Question 6 – Applicability of the risk mitigation option (paragraphs B116 and BC101-BC109). 
 
The proposed amendment to paragraph B116 would extend the risk mitigation option available when an entity 
uses derivatives to mitigate financial risk arising from insurance contracts with direct participation features. 
That option would apply in circumstances when an entity uses reinsurance contracts held to mitigate financial 
risk arising from insurance contracts with direct participation features.  
 
Do you agree with the proposed amendment? Why or why not? 
 
Response to the IASB: 
 
We welcome the proposed amendment to extend the risk mitigation option that is currently available only when 
an entity uses derivatives to mitigate financial risk to circumstances when an entity uses reinsurance contracts 
held to mitigate financial risk. However, we believe that further changes are needed to the risk mitigation 
provisions as IFRS 17 could still create significant accounting volatility in profit or loss when risk mitigation is 
applied. These further changes needed relate to the following: 
 
Expansion of the risk mitigation option to non-derivative financial instruments 
 
We believe that the risk mitigation option in IFRS 17 should be extended further to financial instruments other 
than derivatives and reinsurance contracts. Insurance company hedging strategies generally employ a 
combination of derivatives and other financial instruments. Strategies involving non-derivatives are particularly 
prevalent in the hedging of minimum return guarantees and long duration cash flows, which are widespread in 
modern insurance products. Financial instruments other than derivatives are useful to avoid exacerbating 
potential derivative-related collateral and liquidity demands and to address regulatory accounting and capital 
framework limitations. As such, derivatives and non-derivative financial instruments are frequently used in 
combination to hedge risks. For hedging arrangements that include non-derivative instruments, existing IFRS 17 
requirements create an accounting mismatch as the effect of the change in the insurance liability adjusts the CSM, 
while the corresponding movement in the hedging instrument is recorded in profit or loss or in OCI. The resulting 
volatility creates a disincentive for insurers to hedge using non-derivative financial instruments, potentially 
leading to hedging solutions that are either less effective or more costly. 
 
Expansion of the risk mitigation option to all insurance contracts 
 
The risk mitigation option should be available to all insurance contracts, rather than being limited to contracts 
accounted for under the variable fee approach. The inability to use the risk mitigation option outside the variable 
fee approach results in accounting mismatches, as the effects of changes on hedging instruments is not recognised 
in the same location as the changes on the hedged items. This significantly distorts the net result and creates 
misalignments between accounting results and risk management. Furthermore, insurance company risk 
management is typically organised at a macro level, covering both contracts accounted for under the variable fee 
approach and the general measurement model. 
 
For example, for products accounted for under the IFRS 17 general measurement model, using the OCI option for 
changes in interest rates results in volatility in profit or loss caused by accounting mismatches. The effect of the 
derivatives used for economic hedging will be recognised in profit or loss, while the entire effect of interest rate 
changes will be recognised in OCI. Therefore, if OCI is elected, additional volatility in profit or loss from hedging 
will create a disincentive for companies to mitigate risk. Similar accounting mismatches occur in situations where 
an insurer applies the OCI option to a portfolio but only hedges a subset of contracts within the portfolio. 
 
It is sometimes suggested that the ‘through profit or loss’ approach in the IFRS 17 general measurement model, 
together with using the fair value option for the financial assets, would be sufficient to address this problem. 
However, if those options are elected profit or loss could still show short-term volatility from mismatches that 
otherwise could have been reported in OCI. Some of these mismatches are fundamental, as credit spread changes 
on assets are not necessarily reflected equally in the IFRS 17 liability. Other mismatches could result from a 
company decision, based on ALM objectives, not to hedge financial risks in full.  
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Retrospective application of the risk mitigation option 
 
We refer to our comments in Question 8 where we set out that the risk mitigation option should be applied 
retrospectively on transition. Without such a change, the economics of existing hedging arrangements cannot be 
accurately reflected on transition. Such a restriction could affect the measurement of the CSM on transition and 
distort future results. Our proposed amendment would permit entities to apply the hedging adjustment 
retrospectively on transition if they can do so without the use of hindsight, for example where documentation 
exists that describes the hedging strategy and the hedge objective targets prior to the date of initial application of 
IFRS 17  and where the entity can compute the cumulative risk mitigation impact in the CSM using reasonable 
methods.  
 
Other issues related to risk mitigation: Observations on Hedge accounting in IFRS 9  
 
We are aware of the viewpoint that either current IFRS 9 hedge accounting or the IASB’s dynamic risk 
management project should address the above issues. However, there are a number of issues that complicate the 
ability of insurers to use hedge accounting in IFRS 9, in particular: 
 
 Hedge accounting requires the hedged item to be separately identifiable and reliably measurable, which is not 


possible where investment and insurance components of an insurance contract are highly interrelated. 
 Insurers generally hedge open portfolios and, even in case of closed portfolios, hedging is regularly carried out 


dy namically. Consequently, both hedged items and hedging instruments constantly change over the hedge 
term. 


 Policyholder behaviour and other future expectations (e.g. lapses, surrenders, new business sales, and 
mortality) are intertwined with the impact of financial market variables. It is not evident how these items 
could be excluded from the hedging relationship. The hedge effectiveness requirements to qualify for hedge 
accounting are operationally onerous to comply with.  


 
IFRS 9 hedge accounting is not well suited for the more macro approach that is common within the insurance 
industry, and the dynamic risk management project has, to date, not contemplated many of the issues of concern. 
Moreover, the dynamic risk management project will not be finalised for at least a few more y ears. Therefore we 
believe that additional changes to IFRS 17 are necessary. Since the mismatches described above result from the 
requirements of IFRS 17 (e.g. the variable fee approach and liability OCI accounting), it is appropriate that these 
are resolved within the IFRS 17 standard. The current IFRS 4 includes several mechanisms to reduce the 
accounting volatility in profit or loss (e.g. shadow accounting, accounting for the impact of guarantees at fair value 
through profit or loss, etc.) which are not available within IFRS 17.  
 
 
EFRAG Additional questions to constituents; 
 
64  EFRAG has heard that the extension of the risk mitigation option should be widened, for example, to 


include non-derivative instruments, such as when hedging of interest rate risk is carried out using a 
combination of swaps, swaptions and fixed interest securities. 


 
65  Please explain the prevalence including volumes and jurisdictions involved, of the risk mitigation 


strategies identified in paragraph 64 above. 
 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. As indicated in our response to the IASB, 
whilst we welcome extending the risk mitigation option to reinsurance held for financial risk, the extension of the 
risk mitigation option should be extended to cover other methods than just the sole use of derivatives, or 
reinsurance held for financial risk and contracts other than just contracts accounted for under the variable fee 
approach. 
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Question 7 – Effective date of IFRS 17 and the IFRS 9 temporary exemption in IFRS 4 
(paragraphs C1, [Draft] Amendments to IFRS 4 and BC110-BC118). 
 
IFRS 17 is effective for annual reporting periods beginning on or after 1  January 2021. The amendments 
proposed in this Exposure Draft are such that they should not unduly disrupt implementation already 
underway or risk undue delays in the effective date. 
 
(a) The proposed amendment to paragraph C1 would defer the effective date of IFRS 17 by one year from 


annual reporting periods beginning on or after 1  January 2021 to annual reporting periods beginning on 
or after 1 January 2022. 
 
Do you agree with the proposed amendment? Why or why not? 
 


(b) The proposed amendment to paragraph 20A of IFRS 4 would extend the temporary exemption from IFRS 9 
by one year so that an entity applying the exemption would be required to apply IFRS 9 for annual 
reporting periods beginning on or after 1  January 2022. 
 
Do you agree with the proposed amendment? Why or why not? 


 
Response to the IASB:  
 
We welcome the deferral of the effective date of IFRS 17 and IFRS 9.  
 
Taking into account the changes that are still being proposed to IFRS 17, the time need ed to get clarity on the 
endorsement of IFRS 17 in Europe and the significant operational challenges that insurers face in implementing 
the complex requirements, we believe that deferral of the effective date is absolutely needed as the current 
effective date of 1 January 2021 for IFRS 17 is unrealistic. We also support extension of the temporary exemption 
from applying IFRS 9. For insurers, it is v ital to apply IFRS 17 and IFRS 9 at the same time. Any change to the 
effective date of IFRS 17 should result in an equal change to the temporary exemption from applying IFRS 9. 
 
European insurers are working hard to implement IFRS 17 in accordance with the currently proposed effective 
date (1 January 2022). However, there are significant concerns on the tight deadlines, both in relation to the time 
needed to make the necessary improvements to the standard and the time needed for a high quality 
implementation.  
 
In any case, these current timelines for a finalised IFRS 17 standard from the IASB and the resulting European 
endorsement process would likely not result in an endorsed standard until late in 2021, which is after the IFRS 17 
proposed transition date of 1  January 2021 and very close to its effective date of 1 January 2022. Once IFRS 17 is 
endorsed in the European Union, time will be required for entities to prepare communications (including 
educating users of the financial impact of IFRS 17 and providing them with time to understand these significant 
changes). This creates a great deal of uncertainty. We do not see this as purely a European endorsement issue, as 
we strongly believe that there should be one consistent global effective date of an endorsed standard, which 
would avoid a number of operational issues for multinationals operating in various jurisdictions with, 
potentially, different effective dates.  
 
Taking into account the above, many in the industry see a need for a delay to the global effective date of IFRS 17 
and IFRS 9 for insurers until 1 January 2023, while others see the need to retain a 2022 effective date. 
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EFRAG Additional questions to constituents: 
 
73  Do you consider that the proposed deferral of the effective date to 1 January 2022 is sufficient or would 


you support an additional year (i.e. 1  January 2023)? 
 
74 Arguments in favour of accepting the proposed effective date of 1  January 2022 include: 


(a) Further delaying the application of IFRS 17 beyond 2022 will be disruptive, as will increase the costs 
of the implementation processes; and 


(b) A delay beyond 2022 may encourage entities to defer their implementation efforts rather than using 
the extended period to better implement the standard. 


 
75 Arguments in favour of further delaying the effective date of 1  January 2023 include: 


(a) Some entities, mainly small and medium sized ones, often rely on third party IT systems providers 
and so far there are no IT solutions for IFRS 17 available on the market, thereby making it difficult to 
meet the proposed 2022 effective date; 


(b) The IASB expects to finalise the amendments by mid-2020. As a result, there will only be six months 
before the comparative period for IFRS 17 starts and this may be challenging for some entities; and 


(c) Entities that would like to apply IFRS 17 earlier would be able to do so. 
 
Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter.  We refer to our response to the IASB for 
our comments on the currently proposed timelines. We specifically note that the timeline for endorsement of 
IFRS 17  in Europe, following the anticipated publication of the revised IFRS 17 standard in the first half of 2020, 
is very tight. Assuming the European Union’s endorsement of IFRS 17 takes approximately 12-18 months, the EU 
endorsement date would fall in late 2021, which is after the IFRS 17 transition date of 1  January 2021 and very 
close to its effective date of 1 January 2022. We do not see this as purely a European endorsement issue, as we 
strongly believe that there should be one consistent global effective date of an endorsed standard. A single global 
effective date would avoid a number of operational issues for multinationals operating in various jurisdictions 
with, potentially, different effective dates. 
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Question 8 – T ransition modifications and reliefs (paragraphs C3(b), C5A, C9A, C22A and BC119-
BC146). 
 
(a) Paragraph C9A proposes an additional modification in the modified retrospective approach. The 


modification would require an entity, to the extent permitted by paragraph C8, to classify as a liability for 
incurred claims a liability for the settlement of claims incurred before an insurance contract was a cquired. 
 
Paragraph C22A proposes that an entity applying the fair value approach could choose to classify such a 
liability as a liability for incurred claims. 
 
Do you agree with the proposed amendment? Why or why not? 
 


(b) The proposed amendment to paragraph C3(b) would permit an entity to apply the option in paragraph 
B115 prospectively from the transition date, rather than the date of initial application. The amendment 
proposes that to apply the option in paragraph B115 prospectively on or after the transition date, an entity 
would be required to designate risk mitigation relationships at or before the date it applies the option.  
 
Do you agree with the proposed amendment? Why or why not? 
 


(c) Paragraph C5A proposes that an entity that can apply IFRS 17 retrospect ively to a group of insurance 
contracts be permitted to instead apply the fair value approach to that group if it meets specified criteria 
relating to risk mitigation. 
 
Do you agree with the proposed amendment? Why or why not? 


 
Response to the IASB: 
 
In response to Question 8a: We welcome the proposed amendments regarding business combinations prior to 
transition, which allows claims in payment at the acquisition date to be treated as incurred claims. However, we 
believe that this should be permitted even if it is practicably possible to apply the standard without the relief as, 
even if the required data is available, it will represent a considerable workload whilst it would not result in more 
useful information.  
 
In addition, we believe that a corresponding change should be made for business combinations occurring post 
transition. Including incurred claims in the liability for remaining coverage after the business combination date is 
likely to reduce transparency and impair comparability with other portfolios and other entities. Insurance revenue 
would be generated on claims that have already been incurred, when there is no further insurance service 
provided to the policyholders Complexity would be introduced in calculating the CSM and insurance revenue on 
incurred claims, which are calculated and stored using separate systems and processes from insurance contracts in 
their coverage period. We believe that claims incurred before the business combination date should be treated as a 
liability for incurred claims by the acquiring company post acquisition, independent whether the acquisition is 
made before or after the transition date. The inclusion of such an amendment in IFRS 17 would increase 
comparability between acquired portfolios and those that have not been subject to a business combination. 
 
Also, a business combination would require the acquiring group to re-assess the classification of the acquired 
contracts as insurance or not. The existing IFRS 17 requirement for the acquiring group to assess the 
classification of the acquired contracts on the business combination date presents operational challenges. If the 
acquired contracts change in nature during their life, the differing requirements of IFRS 17 will result in 
significantly different accounting treatments between the group and subsidiary financial statements. A similar 
issue exists for the classification of contracts as having ‘direct participating features’ or not, as contracts that 
would be eligible for the variable fee approach at inception but no longer at the date of the business combination 
because of changes in financial market conditions. This adds significant unnecessary complexity and costs and 
may require the capability to measure insurance contracts using the general model only if a future business 
combination takes place. 
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Our proposed solution would be, to not require the acquiring group to reassess the classification of acquired 
contracts at business combination date, and would instead permit the classification at inception to be retained. If 
this change cannot be made, we request, at a minimum, that relief from this requirement, for the classification of 
the contract as ‘direct participating features’, or not, to be reassessed at the business combination date is granted 
to business combinations occurring before the initial application date. We note that the Exposure Draft does 
propose a change to IFRS 3, to grant relief from the requirement to classify contracts as insurance or not at the 
business combination date, for business combinations occurring before the initial application date of IFRS 17. 
 
We also note an inconsistency in the proposed amendments in the Exposure Draft between the classification of a 
liability for settlement of claims under the modified retrospective and fair value approaches. We believe that the 
classification of a liability for the settlement of claims under the modified retrospective approach should be 
optional in order to be consistent with the option under the fair value approach. 
 
Other issues related to modified retrospective approach: principles-based approach 
 
In addition to the proposed amendments in the context of business combinations, we believe that the 
modifications currently permitted under the modified retrospective approach, as set out in paragraphs C9 to C19 
of IFRS 17 , are too restrictive and do not provide the simplifications that make retrospective application possible 
in practice. If the modified retrospective approach is not improved, insurers will be forced to use the fair value 
approach for many portfolios, potentially reducing the level of comparability between the basis of reporting for in 
force business at the date of transition and new business written thereafter. Examples of the limitations of the 
current modified retrospective approach include the following: 
 
 Full information on acquisition cash flows broken down by the cohorts under IFRS 17  is unlikely to be 


available retrospectively. Under the current modified retrospective approach requirements, insurers would 
not be permitted to estimate the allocation of these acquisition costs by cohorts and thus would be forced into 
the fair value approach. 


 In order to estimate cash flows and risk adjustment entities need to know all adjustments made between the 


initial recognition and transition dates. Such information is unlikely to be available for older portfolios of long 
term life insurance contracts. 


 It is often impracticable to estimate the amortisation of the CSM based on coverage units between the initial 
recognition and transition dates given that for older life insurance policies such information is unlikely to be 
available and cannot be estimated reasonably.  


 The proposed amendment made in paragraph 62 of the Exposure Draft only allows part of the initial gain on 
reinsurance to be recognised immediately in profit or loss if the reinsurance contract is entered into either 
before, or at the same time as, the onerous underlying insurance contracts are issued.  This may cause 
problems for insurers who re-tender reinsurance arrangements on a regular basis, for example annually. 
Whilst it would be possible to apply the requirements prospectively we believe that applying it pre-transition 
would add significant additional complexity to the transition process. 


 The requirements of paragraph B137 of IFRS 17, which require separate measurement of interim and annual 


reporting periods, increase the cost and complexity of all retrospective transition approaches. This is even 
more difficult for entities that have changed their frequency of external reporting over time. Our proposed 
solution in our response to Question 5 would address this issue. 


 
We believe a principles-based solution to the modified retrospective approach should be developed, by replacing 
specific prescribed modifications with a more general principle to allow reasonable approximations to be made. 
This change would retain the principles of modified retrospective approach but allow greater flexibility for 
insurers to apply it based on the extent of retrospective data they hold. Our proposed solutions would allow 
insurers to increase the use of retrospective transition approaches and would also reduce the operational effort 
associated with applying retrospective transition approaches. We note specifically that more flexibility in applying 
the modified retrospective approach would result in more comparability amongst insurers than the current default 
to the fair value approach. 
 
 
In response to Questions 8b and 8c: We welcome the proposed amendments to apply the risk mitigation option 
prospectively from the transition date instead of the effective date, thereby allowing comparative financial 
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information to be prepared on the same basis in the first IFRS 17 financial statements. We also support the 
proposed amendment to permit an entity to apply the fair value approach to transition when it uses derivatives 
or reinsurance to mitigate financial risk before the transition date. 
 
However, while these amendments resolves some of our concerns, these still do not permit retrospective 
application of the risk mitigation option for entities that do not use the fair value transition approach, resulting 
in distortion in the measurement of the CSM on transition and subsequent results. Therefore, we believe that the 
risk-mitigation option should be applied retrospectively on transition, subject to the following conditions: 
 
 an entity can apply the risk mitigation option without the use of hindsight;  
 documentation exists that describes the hedging strategy and objective targets prior to the date of initial 


application of IFRS 17; and  
 the cumulative risk mitigation impact on the CSM can be computed using reasonable methods.  
 
Without such a change, the economics of existing hedging arrangements cannot be accurately reflected on 
transition. Such a restriction could affect the measurement of the CSM on transition and distort future results.  
As an additional benefit, if the risk mitigation option were to be applied retrospectively, the amendments 
referred to in Question 8b and 8c would no longer be relevant. 
 
Other issues related to transition: difference in OCI between assets and liabilities on transition 
 
While the fair value and modified retrospective approaches allow the accumulated OCI balance on insurance 
liabilities to be set to nil on transition, as stated in paragraph C24(b) of IFRS 17, no such relief is available to assets 
measured at fair value through OCI. Setting OCI on the liabilities to nil at transition, whilst maintaining the 
historical OCI on related assets may significantly distort equity at transition and future results. Assets will 
generate a yield based on the historical effective interest rate, whilst liabilities will unwind at the market rate at 
transition date. For contracts accounted for under the variable fee approach, such mismatch does not occur as it is 
allowed to set the OCI on the related liabilities at transition equal to the accumulated OCI on the related assets.  
 
We propose an amendment that extends the matching of accumulated OCI on assets and liabilities that already 
exists for the variable fee approach to the general model under both fair value and modified retrospective 
transition approaches. For the general model, the accumulated OCI balance on liabilities should be set equal to the 
accumulated OCI on a reference portfolio of assets at transition. This proposal would avoid the distortion of 
financial information that is created when the existing option is taken to set accumulated OCI on liabilities at 
transition to nil, while leaving accumulated OCI on assets unchanged. 
 
Other issues related to transition: proposed changes for operational benefits 
 
The following proposed changes would provide significant operational benefits when implementing IFRS 17 
without significantly impacting the resulting balances: 
 
 Historical data may only be available at product level, and not at the contract level which would practically be 


needed to recognised separate groups for onerous and non-onerous contracts. Therefore, we request a 
modification which would not require contracts at transition to have to be split between those which would 
have been onerous or non-onerous on initial recognition.                                                                                                                                                                                                                                                                                                                                                                                               


 For contracts with direct participating features the 'roll forward and roll back' method set out in C17, would in 


principle often give very little difference in CSM, to the current value of the underlying items less fulfilment 
cash flows. (This is the case for products where the insurer takes their variable fee from the underlying items 
relatively evenly over the contract life, such as for most unit-linked contracts). We therefore request a 
modification to be added permitting preparers to set the CSM for contracts with direct participating features 
equal to the fair value of the underlying items, less the fulfilment cash flows at the transition date, subject to 
this being a reasonable approximation to a 'roll forward and roll back'.                                                                                                                                                                     
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EFRAG Additional questions to constituents: 
 
94  Do Constituents agree with the approach suggested by EFRAG, i.e. to prefer retrospective application of 


paragraph B115 instead of supporting the two consequential amendments? Please explain why. 
 
95 If you expect to apply the risk mitigation retrospectively under the approach proposed by EFRAG, how 


would you find the required evidence in practice? What would be the starting point for collecting the 
evidence and what process would you use? 


 
Response to EFRAG: 
 
We strongly support the comments in the draft comment letter of EFRAG on the risk mitigation option. We 
believe that IFRS 17 must be amended to allow retrospective application of the risk mitigation option. We agree 
with EFRAG that such an amendment would imply that the two amendments proposed by the IASB would no 
longer be required.  
 
Risk mitigation is an integral part of normal business operations in the insurance industry and is routinely 
planned and documented. There should be no significant difficulty in providing the evidence in practice to support 
the retrospective application of the risk mitigation option, as all risk mitigation documentation should be readily 
available. 
 
Whilst we support the proposed amendment on business combinations, we have highlighted in our response to the 
IASB that we believe that further amendments are required.  
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Question 9 – Minor amendments (BC147-BC163). 
 
This Exposure Draft also proposes minor amendments (see paragraphs BC147-BC163 of the Basis for 
Conclusions). 
 
Do you agree with the Board’s proposals for each of the minor amendments described in this Exposure Draft? 
Why or why not? 
 
Response to the IASB: 
 
We support the proposed amendments set out in paragraphs BC147-BC163, with the exception of the points 
noted below: 
 
Treatment of changes in underlying items (paragraph B128 of IFRS 17) 
 
The amendment to paragraph B128(c) includes the term “underlying items” but does not relate solely to 
contracts accounted for under the variable fee approach. It is unclear whether the amendment introduces the 
concept of underlying items to contracts measured using the general model or whether it should be amended to 
specify that references to underlying items refer to contracts accounted for under the variable fee approach only. 
We are also concerned about the potential accounting mismatch if the underlying items are non-financial. 
Changes in financial risk would be presented in the insurance finance result, while the changes in the underlying 
item would be presented in the insurance service result, distorting both sections of the income statement. To 
avoid an accounting mismatch, it is imperative that the change in financial risk and associated movement in 
underlying items are reported together in insurance finance result.  
 
Furthermore, we do not agree with the amendment to paragraph B128, which is only effective when all 
underlying items are assets. If underlying items include a mixture of assets and other items, this change is not 
effective. As such, we propose that the amendment is modified to fit different combinations of underlying items. 
 
Change to the level at which the variable fee approach eligibility criteria are assessed 
 
In the Exposure Draft, paragraph B107 b (ii) is proposed to be changed to “over the duration of the insurance 
contract,” whereas previously it was “over the duration of the group of insurance contracts.” Neither the revised 
Basis for Conclusions, nor any other document explains why this change has been made. We are concerned that 
this could be a major change, which is inconsistent with the rest of IFRS 17 (that uses groups of contract as the 
unit of account, not individual contracts) and could seriously disrupt the implementation of IFRS 17 and 
significantly increase costs. Such a fundamental change would not appear to be in line with the IASB’s principles 
for considering and approving potential changes to IFRS 17. 
 
We currently assume that the eligibility test for the variable fee approach can be performed at the level of the 
group based on paragraph 24 of IFRS 17, which states that recognition and measurement should be performed at 
this level. However, the change in paragraph B107 could be interpreted as requiring the VFA test to be carried 
out at the contract level rather than the group. This would require the allocation of all cash flows to individual 
contracts before the test can be performed. Mutualisation effects would also need to be allocated to contract level 
in all scenarios. Such a change would require significant additional effort and additional cost for all entities and 
would be inconsistent with the principles of IFRS 17.  
 
Investment contracts with discretionary participation features (paragraph 11(b) of IFRS 17) 
 
Paragraph 11(b) of the Exposure Draft states that a distinct investment component should be separated from the 
insurance component and measured under IFRS 9 unless it is an investment component with discretionary 
participation features. We believe it would be helpful if it would be clarified that an investment contract with 
discretionary participation features may contain a distinct investment component that could be separated and 
measured under IFRS 9; for example, a unit linked contract with a unitised with profit component attached. 
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Mutual entities issuing insurance contracts (paragraphs BC264-269 of IFRS 17) 
 
We agree that clarification is needed that not all mutual entities have a feature that the most residual interest of 
the entity is due to a policyholder. However, it would be much clearer to amend BC264-269. In our v iew, it is 
very unsatisfactory to add a footnote to explain that, although this section reads as if it applies to all mutual 
entities, when in fact it does not. The IASB's separately published educational material, Insurance contracts 
issued by mutual entities, wrongly makes the same assumption as BC264-269 with the result that it is misleading 
as a whole and should be withdrawn. 
 
Recognition of contracts within a group (paragraph 28 of IFRS 17) 
 
We believe it is unhelpful to amend paragraphs 24 and 28 to replace the term “issued” with references to the 
recognition date, while continuing to refer to “contracts issued more than one year apart” in paragraph 22. IFRS 
17  should be consistent in referring to either the recognition date or the date of issue throughout.  
 
 
EFRAG Additional questions to constituents: 
 
99  Do Constituents consider that there are any unintended consequences arising from the minor 


amendments? Please explain.  
 
100  EFRAG has heard two concerns which are described in the following paragraphs.  
 
B128 of the amended IFRS 17 
101  Paragraph B128 of the amendments to IFRS 17 clarifies that changes in the measurement of a group of 


insurance contracts caused by changes in the fair value of underlying items should be treated as changes 
in investments and hence as changes in the time value of money and financial risk. The concern is that 
there would be a misclassification between insurance service result and finance result requiring the 
presentation of non-financial items in the financial result. 


 
Paragraph 28 of the amendments to IFRS 17 and paragraph 22 of IFRS 17 
102  Paragraph 28 of the amendments to IFRS 17 indicate that in recognising a group of insurance contracts in 


a reporting period an entity shall include only contracts that individually meet one of the criteria set out in 
paragraph 25 of the amendments to IFRS 17. That is, based on: 


(a)  the beginning of the coverage period of the group of contracts; 
(b)  the date when the first payment from a policyholder in the group becomes due; and 
(c)  for a group of onerous contracts, when the group becomes onerous. 


 
103  However, in paragraph 22 of IFRS 17, an entity shall not include contracts issued more than one year 


apart in the same group. 
 
104  Using the issue date in paragraph 25 of the amendments to IFRS 17 instead of the recognition date for the 


grouping would have implications on, for example, the discount rate and could create difficulties in terms 
of data availability causing operational issues and undue costs. 


 
105  If you agree with either of the above two issues, please explain why this is an issue for you and the 


prevalence of the issue, including volumes and jurisdictions where the issue arises? 
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Response to EFRAG: 
 
We support the comments made by EFRAG in its draft comment letter. We refer to our response to the IASB. We 
have included additional comments in our response to the IASB that we believe require further amendment or 
clarification. With regard to our comments related to mutual entities, we believe that in Europe this is extremely 
important because mutuals differ considerably. For example, on the dissolution of a mutual or demutualisation, 
in some cases the net assets may distributed among member policyholders but in other cases the net assets may 
not be distributed to the policyholders and are instead transferred to another mutual insurance company or to a 
foundation.  
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Question 10 – T erminology 
 
This Exposure Draft proposes to add to Appendix A of IFRS 17 the definition ‘insurance contract services’ to be 
consistent with other proposed amendments in this Exposure Draft. 
 
In the light of the proposed amendments in this Exposure Draft, the Board is considering whether to make a 
consequential change in terminology by amending the terms in IFRS 17 to replace ‘coverage’ with ‘service’ in 
the terms ‘coverage units’ and ‘liability for remaining coverage’. If that change is made, those terms would 
become ‘service units’, ‘service period’ and ‘liability for remaining service’, respectively, throughout IFRS 17. 
 
Would you find this change in terminology helpful? Why or why not? 
 
Response to the IASB: 
 
Whilst we understand the rationale for such change, we are concerned that the necessary changes would be 
widespread throughout the standard and accompanying documents, educational material, etc. This might be 
confusing, lead to unintended consequences and be unduly disruptive in this late stage of finalising IFRS 17. 
 
EFRAG Additional questions to constituents: 
 
110  Do Constituents consider that there may be any unintended consequences arising from the proposed 


change in terminology? Please explain. 
 
Response to EFRAG: 
 
We refer to our comments to the IASB.  
  



http://www.cfoforum.eu/

http://www.insuranceeurope.eu/





 


 


Website:  www.cfoforum.eu / www.insuranceeurope.eu    Page 30 of 34 


Responses to the comments included in Appendix 2 of the draft comment letter of EFRAG  (“Other 
comments on EFRAG’s September 2018 letter to the IASB on issues that have not been addressed 
by  the ED”) 
 
 
T opic 1 – Annual Cohorts 
 
EFRAG questions to constituents: 
 
140 For contracts with cash flows that affect or are affected by cash flows to policyholders of other 
contracts: 


(a) EFRAG is suggesting to the IASB to provide an exception to the requirement to restrict the 
grouping of contracts using the annual cohorts. Would Constituents agree with this proposal? 
Please explain why or why not. 


(b) Please provide fact patterns – and their prevalence – for which the application of the annual 
cohorts requirement results in added complexity that is not justified and, as a consequence, should 
be captured in such an exception. For example: 


(i) Contracts to which the VFA applies compared to other contracts; 
(ii) Contracts with full sharing of risks compared to other contracts that only share a 


substantial or significant part of the risks; 
(iii) Contracts that share all risks or only particular risk types; and 
(iv) Contracts with sharing of asset returns on underlying pools compared to other contracts. 


 
141 As reported in paragraph 129, the exception should meet the reporting objectives of IFRS 17 (i.e. 


depicting profit trends over time, recognising profits of contracts over the duration of those contracts 
and timely recognising losses onerous contracts). 


 With reference to the pattern of recognition of the CSM, EFRAG in its case study received mixed results 
as to whether the resulting information would be impacted by the removal of annual cohorts. 


 In your opinion, how would you ensure that the CSM release pattern would be in line with the IFRS 17 
stated objectives? Do you envisage any loss of information as contemplated by the IASB in paragraph 
BC177 of the ED? If so, how would you address that loss of information? 


 
142 Are there other types of contracts in the life insurance business, other the contracts with cash flows that 


affect or are affected by cash flows to policyholders, that create similar complexity? 
 
143 Some have observed that when a grouping approach broader than annual cohorts is applied, there is a 


benefit in providing annual information about trends in profitability. Such disclosure could include: 
(a) Reconciliations for the CSM of those groups from the opening to the closing balances (according to 


paragraph 101 of IFRS 17) 
(b) Disclosure on profitability trends by presenting the CSM effect of new business joining the groups, 


extracted from (a), as a series of historical data (for example, the last 3 years) 
(c) Disclosure of the actuarial techniques applied for computing the CSM effect of new business 


joining the group as well as disclosure about the method used for assessing the profitability 
referred in (b). 


Would Constituents consider it appropriate to include these additional disclosures? 
 
Response to EFRAG: 
 
We strongly support EFRAG’s recommendation to the IASB to reconsider the requirements to restrict the 
grouping of contracts using annual cohorts. Many insurers issuing long term insurance contracts do not manage 
their business on an annual cohort basis. Measuring insurance contracts using groups that are inconsistent with 
the way the contracts are managed and regulated may not generate useful information. This is true under both the 
variable fee approach and the general model. 
 
As set out in our “IFRS 17 Priorities” document, which was has been discussed with EFRAG and the IASB, we 
believe that as a minimum: 
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 IFRS 17  should include an exception to the requirement to restrict the grouping of contracts using annual 


cohorts for mutualised portfolios measured using the variable fee approach; 
 Relief from the use of annual cohorts is needed for in-force business in transition, under all transition 


approaches; this would result in a significant reduction in the cost and effort of completing IFRS 17 transition 
using a retrospective approach. 


 
We propose that annual cohorts should not be required for VFA contracts with significant intergenerational risk 
sharing. These intergenerational sharing contracts are a significant line of business in many countries. The VFA 
model requires that changes in the fair value of the underlying items can be attributed to individual groups. For 
many contracts with significant intergenerational risk sharing this is not possible, other than in a subjective 
manner, as both the timing of the distribution of fair value gains and losses on the underlying items, and how 
these will be allocated between cohorts is uncertain. Because VFA contracts with significant intergenerational risk 
sharing are managed at a portfolio rather than cohort level, any judgements required to allocate fair value gains 
and losses on the underlying items to annual cohorts would be made only for IFRS reporting, and are unlikely to 
be either reliable or uniform between different entities. This would lead to considerable diversity in reporting 
practice. 
 
With regard to the need for transparency about trends in profitability, we note that such information is already 
provided by the combination of the existing requirements to disclose the amount of CSM contributed by new 
business and to disclose movements in the CSM balance for in-force portfolios. 
 
For more information, please see our response to the IASB’s Question 3.  
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 T opic 2 - T ransition: Modified retrospective approach and fair value approach 
 
EFRAG Questions to constituents: 
 
155  Please provide specific prevalent fact patterns where the application of the modified retrospective 


approach is proving particularly challenging in practice.  This would assist EFRAG in understanding 
better the interpretation difficulties arising in obtaining reasonable and supportable information and in 
estimating missing information that is required to apply the modified retrospective approach. 


 
Response to EFRAG: 
 
As highlighted in our response to the IASB’s Question 8, we believe that the current requirements for the modified 
retrospective approach will result in a very limited ability to apply the modified retrospective approach in practice. 
Our response to that question includes examples of limitations in applying the modified retrospective approach in 
practice.  
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T opic 3 - Balance sheet presentation: Non-separation of receivables 
 
EFRAG Questions to constituents: 
 
161 Do Constituents support the presentation of separate information about premiums receivable? If so, 


should information about premiums receivable: 
(a) Be mandatory? 
(b) Be based on a predefined definition of “premium receivables” and, in this case, how should premiums 


receivable be defined? 
(c) Be provided on the face of the balance sheet or in the notes? 
(d) Be separated by insurance portfolio? 


 
Response to EFRAG: 
 
As highlighted in our response to the IASB Question 5, we believe the proposed amendments do not address the 
concerns previously raised by the CFO Forum regarding the inclusion of premiums, claims and other associated 
cash flows in insurance liabilities on a cash basis. At present, accounting and reserving for insurance companies is 
ty pically done on an accrual basis, meaning that cash flows are included on their due date, rather than the date 
they are actually paid or received. Premiums receivable, claims payable and the related cash flows are currently 
managed in separate systems from the actuarial cash flow systems. The impact of the IFRS 17 requirement to 
measure premiums, claims and other associated cash flows on a cash basis would require significant investment in 
actuarial and finance systems to ensure financial information is prepared on the theoretical cash basis. 
 
In addition, the removal of insurance receivables from the balance sheet reduces the value of information 
presented by insurers. For general insurers, basing liabilities on premium received rather than premium 
receivable will have a significant impact on financial statement presentation. 
 
We believe that IFRS 17 should be amended to include premiums, claims and other associated cash flows on an 
accrual basis in the measurement of insurance liabilities, with premiums receivable and claims payable balances 
included separately on the balance sheet. Benefits of this change include reduced implementation efforts and 
improvements in the quality of financial information presented. 
 
We believe a distinction should be made between premiums due to be paid by the policyholder after the financial 
reporting date, and those premiums which the policyholder is already due, and are either in the process of being 
collected, are late or are with an intermediary. Premiums due to be paid by the policyholder after the financial 
reporting date relate to remaining coverage, and we agree with the IASB that these should be included within the 
liability for remaining coverage (LRC). Premiums which are already due would normally relate to coverage already 
provided, and we consider these should be presented as a financial receivable.  
   
We consider this also better represents an entity’s counterparty risk, as there would usually be no clear right of 
offset between financial receivables in respect of premiums already due and other liabilities of the entity. 
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T opic 4 - Reinsurance contracts: contract boundary  
 
EFRAG Questions to constituents: 
 
172  Do Constituents support the IASB’s tentative decision not to amend IFRS 17 for the contract boundary of 


reinsurance contracts held? 
 
173  Do Constituents that are Users consider that CSM for the reinsurance contracts held which reflects future 


expected contracts would provide useful information? Please explain. 
 
17 4  EFRAG understands that there is no material impact on balance sheet and probably not a significant 


impact on profit or loss (until certain events occur as explained in paragraph 169 above). Please explain 
the prevalence of holding reinsurance contracts that relate to underlying contracts that have not yet been 
issued, including volumes and the jurisdictions where the issue arises. 


 
Response to EFRAG: 
 
We do not support the IASB’s tentative decision not to amend IFRS 17 for the contract boundary of reinsurance 
contracts held. We believe that reflecting potential future insurance contracts in the reinsurance asset, when these 
are not yet reflected in the underlying insurance liability, does not provides useful information. For example, the 
unit of account for the reinsurance contract (net gain or net cost) is dependent on a forecast of future new 
underlying business, which adds significant complexity. As such, including the impact on reinsurance of expected 
future underlying contracts in the CSM for reinsurance contracts held would not provide useful information for 
investors. We believe that this issue is important, both because of its conceptual nature and the impact on 
operational complexity. 
 
For more information, see our response to the IASB’s Question 4, 
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