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2019 IFRS Foundation Conference: London
Global Insurance Solutions
As of July 2019
ON JUNE 20-21 , WE AT TENDED THE 2019 IFRS CONFERENCE IN LONDON,
UK TO STAY INFORMED ON IMPORTANT REGUL ATORY ISSUES THAT ARE
AFFECTING THE INSURANCE INDUSTRY TODAY. SUMMARIZED IN THIS
DOCUM ENT ARE THE MOST RELEVANT DISCUSSIONS FROM THE MEETING.

KEY SESSIONS AND TOPICS (Full details below)
• Amendments to IFRS 17 have been introduced, designed to ease implementation
without disrupting implementation processes currently underway: The International
Accounting Standards Board (IASB) has issued a number of targeted improvements to
address concerns expressed by insurers and to refine some of IFRS 17’s requirements as
implementations get underway.
• The European Commission is researching the effects of IFRS 9 on long-term investing
activities: Last year, the EC adopted an action plan on financing sustainable growth,
which includes efforts to garner more private capital for sustainable projects. Some have
raised concerns that IFRS 9’s treatment of equity investments may not be conducive to
long-term investing goals.

THE IASB RELEASES TARGETED AMENDMENTS TO IFRS 17
During last month’s IASB board meeting, the IASB agreed to propose targeted amendments
to IFRS 17 to respond to concerns and challenges raised by stakeholders as IFRS 17 is being
implemented. The IASB has also released a corresponding exposure draft, which seeks
public comments on the proposed amendments to gain additional insight from the industry.
There are modifications covering eight areas within the proposed amendments, which
are designed to refine and improve a few areas within IFRS 17, without disrupting
implementation processes that are already underway. The most widely publicized
amendment has been the deferral of IFRS 17’s effective date (which includes deferring the
application of IFRS 9 for most insurers) until 2022. The IASB felt that a deferral would allow
more time for testing and analysis, while also helping to ease the workloads associated with
the insurance industry’s implementation efforts.
Another notable amendment was the decision to include additional scope exclusions that would
exempt certain products from IFRS 17 compliance. IFRS 17 carried forward scope exclusions that
previously existed in IFRS 4, including manufacturing or dealer warranties (included in IFRS 15)
and some financial guarantee contracts. The new proposed scope exclusions will include the
option to apply IFRS 9 or IFRS 17 to certain types of loans (e.g. loans with death waivers), along
with the requirement to apply other IFRS standards to some credit card products that may meet
the definition of an insurance contract (e.g. credit cards that provide insurance coverage for free).
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The goal of these exclusions is to allow companies to continue their
existing accounting practices for some loan and credit card products
and to reduce the obligation to comply with IFRS 17 for firms that
typically do not have other contracts in scope for IFRS 17.

EXHIBIT 1: A 10-YEAR CONTRACT WITH AN INVESTMENT COMPONENT
PROVIDING INSURANCE COVERAGE FOR THE FIRST SIX YEARS

Current IFRS 17: Recognizes profit considering insurance
coverage only

There is also a proposed amendment that addresses the allocation
of insurance acquisition costs to expected contract renewals. The
agent commissions insurers pay to agents can at times be higher
than the premiums received within an insurance contract term
period. And while insurers are generally fine with this because it
expects the contract to be renewed in the future, for accounting
purposes, this would cause certain contracts to be considered onerous (loss making) at initial recognition. To remedy this dilemma, the
IASB has proposed an amendment that would require that entities:

Regarding the recognition of CSM1 in profit or loss, the IASB is
also proposing to amend IFRS 17 so that in the general model,
the CSM is allocated by considering both insurance coverage
and any investment return service for contracts without direct
participation features that includes an investment component.
The IASB noted that many contracts combine insurance
coverage and service relating to investment activities and the
timing of provision of service relating to investment activities
might differ from the timing of provision of insurance coverage
(EXHIBIT 1). The proposed amendment would change the timing
of profit recognition for these insurance contracts, but would
leave the timing of profit recognition for insurance contracts
without investment activities unchanged.
Lastly, there will also be amendments related to risk mitigation
options when a company uses reinsurance contracts, accounting
mismatches for reinsurance and additional transition relief for liabilities acquired in a business combination. Also amended are the
requirements around balance sheet presentation. The presentation
of insurance assets and liabilities will be determined using portfolios of contracts instead of groups of contracts. This will reduce the
size of insurance contract assets presented on the balance sheet,
and may assist in reducing implementation costs, particularly for
those who plan to use the simplified approach (or PAA2).
The IASB has invited the industry to comment on the proposed
Contractual Service Margin
Premium Allocation Approach
3
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Proposed Amendment: Recognizes profit considering both
Investment
Component
insurance
coverage
and investment return service
Recognition of profit for insurance contract services
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1) allocate to ‘anticipated contract renewals’ part of the insurance
acquisition cash flows directly attributable to newly issued contracts;
2) recognize the insurance acquisition cash flows allocated to
‘anticipated contract renewals’ as an asset on the balance sheet
until the renewed contracts are recognized. This will lead to fewer
onerous contracts being reported at initial recognition, but will
require recoverability assessments at each reporting period and
additional disclosures on asset changes and impairments.
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amendments, and will decide on whether to proceed with
publishing any resulting amendments in mid-2020.

THE EUROPEAN COMMISSION (EC) TO RESEARCH
ALTERNATIVE ACCOUNTING APPROACHES
PERTAINING TO LONG-TERM EQUITY INVESTMENTS
In March of last year, the EC adopted an action plan3 on financing
sustainable growth, which lays out a comprehensive vision on how
to build a sustainable finance strategy for the EU. Part of the plan
addresses the ways the financial system could better support sustainable investments, which includes garnering more private capital for
sustainable projects such as transportation, energy and infrastructure.
Several factors can be attributed to the lack of sustainable
financing, and in an effort to better understand the effects of
accounting requirements on investing activities, the EC has requested the EFRAG4 assess IFRS 9’s impact on long-term investing and potential alternative accounting approaches for equities
and equity-type instruments (e.g. units in investment funds).
IFRS 9 has brought along changes to how equity instruments can
4

The European Financial Reporting Advisory Group is an advisory group tasked with
developing and promoting European views on financial reporting, the development
of IFRS and how it contributes to the efficiency of capital markets.

be treated for measurement purposes. Under IFRS 9, equities are
measured at fair value with changes in fair value recognized in
profit or loss. But, at initial recognition, entities are also allowed
to make an irrevocable election to present changes in the fair
value in “Other Comprehensive Income” (OCI) on an instrumentby-instrument basis—the “FVOCI election5.” But if the FVOCI
classification is chosen, any gains or losses recognized in OCI
cannot be reclassified to P&L upon disposal, also referred to as
“recycling.” Equity and fund investors that were heavy users of
the Available-for-Sale (AFS) classification under IAS 396 would be
most affected by this change.
With the new accounting rules being perceived as uncompromising toward funds and equity instruments, other notable accounting
approaches have also been mentioned as an alternative to the
current rules, all of which have advantages and disadvantages
associated with them (EXHIBIT 2). These alternatives include an
allocation-based approach, historical cost, average fair value,
an “adjustable” cost based on the profits and losses of the
investee (equity method-like accounting) or adjustments based
on “observable market transactions,” similar to the U.S. GAAP
approach used for equities without readily determinable fair values.
Given the business model of some companies as long-term
investors, which includes insurers, it has been argued that IFRS
9 accounting treatments (along with other regulatory treatments)

for equities are not attractive and create a disincentive to hold
such investments. The contrast to that view is that accounting
standards aren’t designed to encourage or discourage investment
activity. The chief purpose of accounting standards, and broader
financial reporting requirements, is to provide transparent,
reliable financial information about the reporting entity that is
useful to investors, lenders, creditors and other stakeholders.
To that end, the EC remains committed to better understanding
the effects of accounting changes on portfolios, while
remaining cognizant that accounting rules only make up
one of many factors that may affect investment decisions
and potentially lead to asset allocation changes. The EFRAG
will also be collecting some quantitative information from
institutional investors to obtain industry views on the
infrastructure industry, sustainable projects, fund investing
and alternative accounting approaches that could better
help to facilitate investing for long-term purposes. Broader
industry views, however, of IFRS 9’s impact may ultimately
not be known for some time, with a large segment of the
institutional investing community still in the early stages of
IFRS 9 preparation and planning due to IFRS 17’s temporary
exemption available to most insurance companies from having
to apply IFRS 9 until 2022.

EXHIBIT 2: NOTABLE ALTERNATIVE ACCOUNTING APPROACHES

HISTORICAL COST

PROS

• Familiar concept, most
widely used accounting
basis
• Simpler to apply

CONS

• Fixed valuation; doesn’t
take into account current
market values
• Additional impairment
requirements would
be needed – adds
complexity
• Maintenance of lots for
multiple positions

AVERAGE FAIR VALUE

• Less volatile on financials
• Limits market noise not
related to the investee

EQUITY METHOD-LIKE
ADJUSTED COST
• Selective disposals don’t
impact P&L

• Determining appropriate
range for the average
(e.g. 30 days, 90 days,
etc.)

• Timeliness and
availability of financial
information of investee
may be delayed

• Non-practical for unlisted
equities

• Investee financials may
not be IFRS compliant

• Additional impairment
requirements would be
needed

COST ADJUSTED FOR
OBSERVABLE MARKET
TRANSACTIONS

ALLOCATION-BASED
APPROACH

• Periodically aligns the
historical cost to a
current value

• Recognizes price changes
in a systemic way over a
pre-defined term period

• Short-term impact on
financials could be less
volatile

• Reduces exposure to
short-term value changes

• Adjustments are nonrecurring, based on
observable transactions
that may happen at
random

• Relies heavily on
assumptions that
significantly influence
P&L recognition

• Removes incentive
to manage earnings
through selectively
selling

• Monitoring of observable
transactions could be
burdensome

Source: EFRAG Secretariat Background Paper: Equity Instruments – Research on Measurement
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Fund investments do not meet the definition of an equity instrument per IAS 32, and therefore are not eligible for the FVOCI option.
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Under IAS 39, the rules IFRS 9 replaced, equity instruments, other than those held for trading, were classified as Available-for-Sale (AFS). AFS equities were
measured at fair value, with changes in fair value presented in OCI. Upon disposal, gains and losses would be recognized in P&L.
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regulations.
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