Mr

Jean-Paul Gauzes

President of the EFRAG Board

European Financial Reporting Advisory Group
35 Square de Meels

B-1000 Brussels

Belgien

Post-implementation Review of IFRS 9 Financial Instruments

— Classification and Measurement —

EFRAG’s draft comment letter on the IASB’s Request for Information
(September 2021)

Dear Mr Gauzes

On behalf of the German Insurance Association (GDV) we welcome the
opportunity to provide our comments on EFRAG’s draft comment letter in
response to the IASB’s Request for Information (RFI) regarding the Post-
implementation Review on IFRS 9 Financial Instruments, Classification and
Measurement, published by EFRAG on 8 November 2021 for comments.

The German insurers greatly appreciate EFRAG’s active and in-depth in-
volvement in this Post-implementation Review, and all the considerable ef-
forts undertaken by EFRAG to contribute in a robust and comprehensive
way to the IASB’s process on this important file. We agree with the IASB’s
activities being focused at this stage on principles and guidance for the clas-
sification and measurement of financial instruments only. In general, we
have the view that in this regard the standard is working as intended.
Nevertheless, we would like to put EFRAG’s attention on some important
issues where a targeted but limited standard-setting activity at the IASB’s
level would be necessary if the IASB would be willing to address the re-
maining concerns as identified by the German insurers.

As a matter of principle, we have the view that the standard is robust enough
to allow for faithful representation of most of insurers’ investments in debt
instruments. However, we also continue to argue that accounting for in-
vestments in equity instruments under IFRS 9 needs an essential refine-
ment to ensure that appropriate outcomes for equities which are not held
for trading can be achieved. In particular, the ban on recycling for equities
accounted for at fair value through other comprehensive income (FVOCI)
is still not removed yet. It continues to create a great level of concern for
insurers, specifically when considering the first time-adoption of IFRS 17
and IFRS 9. This deficiency of IFRS 9 should be overcome “expeditiously”,
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in line with EFRAG’s technical advice to the European Commission of 30
January 2020. We continue to be fully supportive of this EFRAG’s advice.
There is indeed an essential need to eliminate the existing accounting dis-
advantage of investments in FVOCI equity instruments when compared to
the investments in debt instruments accounted for at FVOCI in IFRS 9.

- As a matter of fact, the German insurers intend to apply the FVOCI
option for equities with recycling to the extent possible to consistently
align the accounting treatment for all equites not held for trading with
the underlying distinct business model.

- The existing FVOCI option without recycling is less attractive and is
going to be used to the extent reasonable in the entity-specific circum-
stances, as it is the only accounting alternative currently available in
IFRS 9 instead of the FVPL approach, but it will certainly create a
need for additional measures for external and internal reporting and
steering purposes to address the implications of the ban of recycling
on performance reported in the profit or loss statement.

We fully acknowledge the IASB’s view that a robust impairment model
for equities is a necessary precondition for the introduction of recycling for
equities. In this respect we would like to highlight that in our response to the
IASB (attached) we also provide a ready-to-use proposal how such an
impairment model for equities might be set up in a pragmatic way.

Moreover, we support EFRAG’s tentative view in the draft comment letter
that “similar fact patters should be treated similarly”. We particularly agree
that puttable instruments issue should be considered and addressed by
the IASB in a targeted way. If not addressed, specifically investments in
private equity structures (e.g., when investing in infrastructural projects),
being in Germany often set up as limited partnerships, will continue to be
exposed to a significant accounting disadvantage compared to debt en-
gagements. It would continue to contradict the main aim of the European
Commission in its Capital Markets Union initiative to broaden the financing
basis of the European economy via more equity long-term involvement of
the private sector. Insurers can contribute to this key initiative even more
broadly if the existing accounting obstacles are addressed by the IASB.

Consequently, and regarding EFRAG’s Question in paragraph 70 of the
draft comment letter, in our response to Question 4 in the IASB’s RFI doc-
ument we provide also for this concern a recommendation how the adverse
effect of the well-known agenda decision of IFRS Interpretations Committee
of September 2017 in this regard can be overcome via a targeted standard
setting. It would lead to consistency in accounting when considering the
issuers’ perspective and the investors’ perspective. Hence, and responding
to paragraph 67 of EFRAG’s draft comment letter, we fully support that view
the scope of equity-type instruments shouldn’t be limited to indirect in-
vestments in equity only. And we believe that the recommended impairment
model for equities can be applied to private equity investments as well.




Regarding EFRAG’s Question in paragraph 146: In our response to Ques-
tion 9 in the IASB’s RFI document we highlight a specific concern from the
insurance industry perspective regarding the treatment of financial guar-
antees. In contrast to the issuer of financial guarantees, the holder of a
financial guarantee does not currently have an option to account for finan-
cial guarantees received under IFRS 17. Especially for insurance compa-
nies this different treatment of received and issued financial guarantees
may result in an accounting mismatch, for example in the case of a rein-
surance contract (e.qg., retrocession, fronting or similar contracts). In our re-
sponse to the IASB we provide a tailored recommendation how this con-
cern might be solved by a limited standard setting. It would help to avoid
potentially significant accounting mismatches for insurers. We would like to
ask EFRAG to consider also including this specific concern and to support
our related recommendation when finalising its comment letter to the IASB.

Finally, we are fully aware of the numerous requests towards the IASB to
urgently address the accounting of green bonds and other ESG-related
debt instruments. We also acknowledge that these urgent requests are
also received by EFRAG and recall that this specific context had not been
evaluated at the time the standard was developed. Hence, a timely and
thorough analysis of the issue might be indeed very useful. And we believe
that any requests to the IASB to address the issue at the standard setting
level should be however accompanied by a constructive recommendation
how the perceived urgent issue might be addressed in a robust way.

Nevertheless, any potentially suggested changes to IFRS 9 requirements
regarding the SPPI test for debt instruments should be accompanied by a
thorough analysis whether the potentially revised and amended guidance
remain still cost-effective for preparers and do not create unintended con-
sequences at large. We are concerned that any potential substantial
changes to core principles of SPPI test might lead to new considerable
adaption efforts in terms of systems and processes, shortly after costly im-
plementation efforts have been completed by the insurance industry.

Our detailed comments to the questions raised in the IASB’s RFI are pro-
vided in the comment letter we provided to the IASB (attached). If you would
like to discuss our comments further, please do not hesitate to contact us.

Yours sincerely,

German Insurance Association (GDV)



Appendix

The comments of the German insurance industry on the IASB’s Request for
Information “Post-implementation Review, IFRS 9 Financial Instruments,
Classification and Measurement, issued on 30 September 2021 for public
consultation, and the respective rationale are provided in the GDV’s
comment letter as submitted to the IASB (attached hereafter).
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Mr

Andreas Barckow

Chairman

International Accounting Standards Board
Columbus Building

7 Westferry Circus / Canary Wharf
London E14 4HD

GrofR3britannien

Post-implementation Review of IFRS 9 Financial Instruments
— Classification and Measurement —
IASB’s Request for Information (September 2021)

Dear Mr Barckow

On behalf of the German Insurance Association (GDV) we greatly appreci-
ate the opportunity to contribute to the IASB’s Post-implementation Review
on IFRS 9 Financial Instruments, based on the Request for Information
(RFI) document, released by the IASB on 30 September 2021 for the public
consultation. We are fully supportive of the IASB’s decision to focus this
consultation on the classification and measurement of financial instruments
only, while the issues related to the areas impairment and hedge accounting
are envisaged to be subject of an additional review at a later stage.

As a matter of fact, we welcome all the activities undertaken by the IASB to
thoroughly evaluate whether there is a need and potentially how to fine-tune
classification and measurement principles of the standard.

- In general, from our current perspective the related classification and
measurement requirements in the standard are working as intended.
In our present assessment the core elements of the standard, (i.e.,
the business model assessment and the SPPI test) are robust enough
to be applied consistently and to ensure faithful representation of most
debt instruments the German insurers are currently investing in.

- Nevertheless, we continue to believe that the IASB should revisit the
ban of recycling for equities accounted for at fair value through other
comprehensive income (FVOCI). It would allow the transfer to profit
or loss of gains and losses accumulated in other comprehensive in-
come (OCI) on such instruments when realised. We acknowledge the
need to complement the introduction of recycling with an impairment
test for equities. In our response to Question 4 we provide a proposal
for a robust impairment model which would be capable of being
applied consistently and not complex to understand.
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- In the context of the recycling discussion, we also believe that the
treatment of equity-like instruments should be reassessed likewise.
Specifically, puttable instruments as defined in IAS 32 should not be
excluded from the scope of the FVOCI option in IFRS 9. There is a
need to fix and to properly align the accounting treatment for invest-
ments in private equity structures to achieve consistency between
the issuers’ perspective and the investors’ perspective.

- Furthermore, we are fully aware of the numerous requests towards
the IASB to approach urgently the accounting of green bonds and
other ESG-related debt instruments at the standard setting level.
We acknowledge these requests and recall that indeed this specific
context had not been evaluated at the time the standard was devel-
oped. Hence, we would fully support the IASB evaluating whether the
existing requirements of IFRS 9 can be applied in such a robust way
that the faithful representation of such instruments can be ensured.

While being fully supportive of the European Green Deal and the related
initiatives at EU level, we acknowledge however that defining what “ESG-
related” means might be a very difficult task for the global standard setter
to approach. We would not be supportive of providing huge number of de-
tailed rules to the principles-based standard or to create a specific advan-
tageous treatment of such instruments which would put in question the SPPI
concept for debt instruments as such. Nevertheless, we are fully convinced
that a thorough timely analysis of the existing standard requirements in
this regard and potential constructive alternative approaches provided by
interested stakeholders will enable the IASB to find a proper way of ap-
proaching the politically sensitive issue in a responsive and still principles-
based way.

Finally, also in the context of this consultation we would like to highlight that
any amendments to the standard should be combined with as a thorough
analysis whether the potentially revised and amended guidance remains
cost-effective for preparers and whether the benefits exceed related costs.

Our detailed responses to all the specific questions raised in the ED are
provided in the appendix to this letter. If you would like to discuss our com-
ments further, please do not hesitate to contact us.

Yours sincerely,

German Insurance Association (GDV)



Appendix
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Question 1 — Classification and measurement

Do the classification and measurement requirements in IFRS 9:

(& enable an entity to align the measurement of financial assets with the
cash flow characteristics of the assets and how the entity expects to
manage them? Why or why not?

(b) result in an entity providing useful information to the users of the fi-
nancial statements about the amount, timing and uncertainty of future
cash flows? Why or why not?

Please provide information about the effects of the classification and measurement
changes introduced by IFRS 9, including the ongoing costs and benefits in prepar-
ing, auditing, enforcing or using information about financial instruments.

This question aims to help the Board understand respondents’ overall views and
experiences relating to the IFRS 9 classification and measurement requirements.
Sections 2 - 8 seek more detailed information on the specific requirements.

Re a)

Yes, overall, we believe that the classification and measurement require-
ments in IFRS 9 enable reporting entities to align measurement of financial
assets with the cash flow characteristics of the assets and how the entities
manage them. Specifically, the business model assessment is essential in
this regard.

Re b)

Yes, it is our assessment that, in general, the classification and measure-
ment requirements in IFRS 9 lead to faithful representation and that they
allow reporting entities to provide useful information to investors and other
users of financial statements.

The main change for the German insurers introduced by IFRS 9 is the ina-
bility to account for financial instruments at FVOCI with recycling when they
do not pass the SPPI test, although they obviously meet the business model
condition (i.e., they are not held for trading purpose). In addition, we kindly
refer to our detailed response to Question 4 where we explain why we be-
lieve that the accounting treatment of equity instruments in the scope of the
FVOCI option and the accounting treatment of the private equity structures
under IFRS 9 needs further and thorough reconsideration by the IASB.



Question 2 — Business model for managing financial assets

(a) Is the business model assessment working as the Board intended?
Why or why not?

Please explain whether requiring entities to classify and measure financial
assets based on the business model assessment achieves the Board’s ob-
jective of entities providing users of financial statements with useful infor-
mation about how an entity manages its financial assets to generate cash
flows.

(b) Can the business model assessment be applied consistently? Why or
why not?

Please explain whether the distinction between the different business mod-
els in IFRS 9 is clear and whether the application guidance on the evidence
an entity considers in determining the business model is sufficient.

If diversity in practice exists, please explain how pervasive the diversity is
and its effect on entities’ financial statements.

(c) Arethere any unexpected effects arising from the business model
assessment? How significant are these effects?

Please explain the costs and benefits of the business model assessment,
considering any financial reporting or operational effects for preparers of
financial statements, users of financial statements, auditors or regulators.

In responding to (a) - (c), please include information about reclassification of fi-
nancial assets (see Spotlight 2).

Re a)

Yes, from our perspective the business model approach is working as the
Board intended and it supports reporting entities in providing useful infor-
mation in their financial statements to investors and other users. We specif-
ically support that the business model assessment does not depend on
management’s intentions for an individual financial instrument. It is indeed
important that the business model assessment continues to be determined
at a level of aggregation that reflects how the reporting entity manages port-
folios of financial assets to achieve a business objective.

Hence, from our perspective no changes are necessary in this regard. It is
inherent to the principles-based standard that assessing the busines model
of financial assets requires a reporting entity to apply judgment. And this
judgment allows an entity to consider all relevant evidence to make the nec-
essary assessment.




Re b)

We consider the business model approach appropriate und the German in-
surers can apply the business model assessment consistently. We are not
aware of any diversity in practice in this regard. We also believe that the
application guidance already provided by the IASB is sufficient to make
properly the distinction between the different business models as defined in
the Standard.

Furthermore, we are fully supportive of existing conditions established for
reclassification of financial assets after initial recognition and back the re-
lated initial Board’s expectation that they would be met only on a rather rare
occurrence of a significant event leading to a change in the business model
for managing them. Hence, the currently existing conditions for subsequent
reclassification are appropriate, they properly ensure the necessary level of
consistency in accounting over time. And that aspect is specifically essential
when considering the relevance of undistorted trend information for inves-
tors and other users of financial statements.

Re ¢)

We have been informed that the German insurers haven't experienced un-
expected effects from the business model assessment so far. In this regard
the standard is cost-effective from the perspective of reporting entities and
provides useful information to investors and other users of financial state-
ments.



Question 3 — Contractual cash flow characteristics

(@)

(b)

(c)

Is the cash flow characteristics assessment working as the Board in-
tended? Why or why not?

Please explain whether requiring entities to classify and measure a financial
asset considering the asset’s cash flow characteristics achieves the Board’s
objective of entities providing users of financial statements with useful infor-
mation about the amount, timing and uncertainty of future cash flows.

If, in your view, useful information could be provided about a financial asset
with cash flows that are not SPPI applying IFRS 9 (that is, an asset that is
required to be measured at fair value through profit or loss applying IFRS 9)
by applying a different measurement approach (that is, using amortised cost
or fair value through OCI) please explain:

0] why the asset is required to be measured at fair value through profit
or loss (that is, why, applying IFRS 9, the entity concludes that the
asset has cash flows that are not SPPI).

(i) which measurement approach you think could provide useful infor-
mation about the asset and why, including an explanation of how that
approach would apply. For example, please explain how you would
apply the amortised cost measurement requirements to the asset (in
particular, if cash flows are subject to variability other than credit risk).
(See Section 7 for more questions about applying the effective interest
method.)

Can the cash flow characteristics assessment be applied consistently?
Why or why not?

Please explain whether the requirements are clear and comprehensive
enough to enable the assessment to be applied in a consistent manner to all
financial assets within the scope of IFRS 9 (including financial assets with
new product features such as sustainability-linked features).

If diversity in practice exists, please explain how pervasive the diversity is
and its effect on entities’ financial statements.

Are there any unexpected effects arising from the cash flow character-
istics assessment? How significant are these effects?

Please explain the costs and benefits of the contractual cash flow assess-
ment, considering any financial reporting effects or operational effects for
preparers of financial statements, users of financial statements, auditors or
regulators.

In responding to (a) - (c), please include information about financial instruments
with sustainability-linked features (see Spotlight 3.1) and contractually linked
instruments (see Spotlight 3.2).




In general, we believe that (a) the cash flow characteristics assessment
is working as intended by the IASB and that (b) it can be applied consist-
ently in practice. It is an understandable and operational approach how the
simple debt instruments can be identified whether they are eligible for the
amortised cost accounting or for the FVOCI accounting, depending on the
underlying business model under which the financial instruments are man-
aged. And it is our understanding that the SPPI test is conducted in isola-
tion, being not depended on the outcome of the business model assess-
ment.

Nevertheless, we have been informed by our members about the following
practical experience about some relevant cases in which the SPPI test is
rather challenging to apply:

- For fund structures it is sometimes complicated to comply with the
cash flow criteria, even if the business model is to collect solely pay-
ments of principal and interest, as the fund investment is only indirect
and not always sufficient information are provided to fulfill the SPPI
test. In such cases investors might consider rather direct investments
in debt instruments if the SPPI test cannot be met for the fund invest-
ment.

- “Sukuk investments” (i.e., investments in Islamic bonds) are compli-
cated when applying the SPPI test, as they do not lead to interest
payments in legal perspective. But they often have the intention to
provide similar cash flows to investors as simple debt instruments do.
In particular, the ongoing payments might be expected to occur on
specified dates and the date of final repayment used to be determina-
ble for investors as well. It would be very helpful for reporting entities
if an explicit clarification could be provided that in such specific and
similar circumstances the SPPI test can be met when applying the
substance over form principle to such investments.

Finally, we are fully aware of the numerous requests towards the IASB to
approach urgently the accounting of green bonds and other ESG-related
debt instruments at the standard setting level. We acknowledge these re-
cent requests and recall that indeed this specific context had not been eval-
uated at the time the standard was developed. Hence, we would fully sup-
port the IASB evaluating whether the existing requirements of IFRS 9 can
be applied in such a robust way that the faithful representation of such in-
struments is possible. Conducting such an evaluation in a timely manner
would demonstrate the IASB’s responsiveness to this emerging topic
and would help to verify whether there is indeed a need for any standard
setting activity or whether a kind of additional educational material might
would be sufficient to clarify the issue of standard’s application in such cir-
cumstances in a comprehensive manner.



From our perspective, while being fully supportive of the European Green
Deal and the related important initiatives at EU level, we also acknowledge
that defining what “ESG-related” means might be a very difficult task for the
global standard setter to approach. And we would not be supportive of
providing a huge number of detailed rules to the principles-based standard
or to create a specific advantageous treatment of such instruments which
would put in question the core SPPI concept for debt instruments as such.

Nevertheless, we are fully convinced that a thorough timely conducted
analysis of the existing standard requirements in this regard and poten-
tial constructive alternative approaches provided by interested stakeholders
in this consultation will enable the IASB to find a proper way of approaching
and addressing the politically sensitive issue in a responsive and principles-
based way. We believe that the agenda paper 3B for the July 2021 Board
meeting (link) provides already a suitable starting point to advance such an
analysis further.


https://www.ifrs.org/content/dam/ifrs/meetings/2021/july/iasb/ap3b-pir-ifrs-9-cm-feedback-on-financial-assets-with-sustainability-linked-features.pdf

Question 4 — Equity instruments and other comprehensive income

(a) Isthe option to present fair value changes on investments in equity
instruments in OCl working as the Board intended? Why or why not?

Please explain whether the information about investments in equity instru-
ments prepared applying IFRS 9 is useful to users of financial statements
(considering both (i) equity instruments measured at fair value through profit
and loss; and (i) equity instruments to which the OCI presentation option has
been applied).

For equity instruments to which the OCI presentation option has been ap-
plied, please explain whether information about those investments is useful
considering the types of investments for which the Board intended the option
to apply, the prohibition from recycling gains and losses on disposal and the
disclosures required by IFRS 7.

(b) For what equity instruments do entities elect to present fair value
changes in OCI?

Please explain the characteristics of these equity instruments, an entity’s
reason for choosing to use the option for those instruments, and what pro-
portion of the entity’s equity investment portfolio comprises those instru-
ments.

(c) Arethere any unexpected effects arising from the option to present fair
value changes on investments in equity instruments in OCI? How sig-
nificant are these effects?

Please explain whether the requirements introduced by IFRS 9 had any ef-
fects on entities’ investment decisions. If yes, why, how and to what extent?
Please provide any available evidence supporting your response which will
enable the Board to understand the context and significance of the effects.

In responding to (a) - (c), please include information about recycling of gains and
losses (see Spotlight 4).

From the perspective of the German insurers, the option to present fair
value changes on investments in equity instruments in other comprehensive
income (FVOCI option) is fully supported but it requires a targeted
amendment to achieve a proper accounting treatment of such investments
which are not held for trading. Our rationale is as follows:

- We like to highlight our strong agreement with the view that the default
requirement to account for all equity instruments at fair value through
profit or loss (FVPL) is not appropriate to reflect the business model
of investors being capable of holding their investments for long-term.




Therefore, we fully support the FVOCI option in IFRS 9 for invest-
ments in equity instruments not held for trading.

However, the existing requirements in IFRS 9 do not allow for an ad-
equate depiction of the financial performance of long-term oriented
investors like insurers in their profit or loss statement, specifically
when such investments in equity instruments accounted for at FVOCI
are derecognised and the related gains or losses are realised.

While the dividend payments are recognised in profit or loss on ongo-
ing basis, the cumulative gains or losses are prohibited from being
recognised in profit or loss when the related investments are derec-
ognised at their disposal. This way a significant part of financial
performance of insurers’ investments in equity instruments is not re-
ported in the profit or loss statement, though recognising gains and
losses on equity investments accounted for at FVOCI would give in-
vestors and other users of financial statements direct access to infor-
mation about the economically motivated disinvestments decisions
made by a reporting entity and would thus put investors in a better
position to assess the stewardship of the management.

Hence, it is our firm view that the current treatment of realised gains
or losses creates a significant deficiency of IFRS 9. And, as a matter
of principle, the disclosure requirements in IFRS 7.11A-11B cannot
remove the need to address this key accounting issue with IFRS 9.

This deficiency in IFRS 9 causes also an accounting disadvantage
for all investments in equity instruments eligible for the FVOCI op-
tion. And the removal of the recycling ban would restate symmetry
with the accounting treatment of debt instruments when accounted
for at FVOCI.

Indeed, and in line with the Conceptual Framework income and ex-
penses included in OCI in one period should be reclassified into profit
or loss in a future period when doing so results in the profit or loss
statement providing more relevant information or providing a more
faithful representation of the entity’s financial performance for that fu-
ture period.

As explained above, it is our view that including all fair value changes
in profit or loss via FVPL treatment would create a market noise in it,
and it would overshadow the real underlying economic performance.
Hence, the full fair value accounting does not lead to providing rele-
vant information about the stable and long-term oriented business
model of insurers to investors and other users of financial statements.

At the same time, omitting realised capital gains or losses on in-
vestments in equity instruments is not leading to a more faithful
representation of the entity’s financial performance in the profit or
loss statement in the period of the disposal/derecognition.
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- In our assessment the time of disposal is a valid basis for identify-
ing the period in which reclassification would have to occur. And the
amount to be reclassified can be easily and properly determined
with reference to the underlying investment being disposed. In addi-
tion, we observe that IFRS 7 requires already disclosures about the
investments for which the FVOCI option is exercised and about the
reasons for disposing of the investments if any, including the related
cumulative gain or loss in such a case.

- Finally, based on our detailed rationale provided above, we respect-
fully don’t support that the standard setting should be based on the
need to prevent a perceived possibility to create opportunities for
earnings management (REl document, page 18). Any disposal of sig-
nificant investments in equity instruments is always a significant eco-
nomically motivated disinvestment decision of the management,
on many occasions driven by the capital (reallocation) needs of the
reporting entity when facing changes in external environment and/or
triggered by asset-liability-management considerations as typically
the case for the insurance industry.

- That’s why we continue to have the strong view that the current recy-
cling ban on equities accounted for at FVOCI should be abolished.
The mandatory reclassification of realised gains or losses from the
OCIl to profit or loss statement at the time of disposal would be a com-
prehensible approach, straightforward to operationalise and easily to
understand for investors and other users of financial statements.

- Recycling of realised gains or losses for investments in debt and eg-
uity instruments would increase consistency in accounting outcomes
on financial instruments side, but also lead to a better alignment with
the requirements of IFRS 17 Insurance Contracts.

- If the recycling issue is not addressed by the IASB, the FVOCI option
would remain less attractive for insurers and IFRS 9 would continue
to create a significant disadvantage for insurers’ investments in equity
instruments not held for trading.

Summing up, for all these reasons above we urge the IASB to approach
and revisit the ban of recycling for investments in equity instruments
accounted for at FVOCI expeditiously as recommended by EFRAG in its
advice to the European Commission of 30 January 2020 (link). The realised
gains and losses accumulated in the OCI on such investments should be
transferred to profit or loss statement at the time of their realisation/disposal.

As a matter of fact, the German insurers are keen to apply the irrevocable
FVOCI option for equity instruments with recycling to the extent possible.
Its adoption would allow to consistently align the accounting treatment for
all equities not held for trading with the underlying distinct business model
of insurers and with the existing accounting models for (re)insurance

11


https://www.efrag.org/Assets/Download?assetUrl=/sites/webpublishing/Project%20Documents/1806281004094308/Technical%20advice%20letter%20Equity%2030%20January%202020.pdf

contracts in IFRS 17 Insurance Contracts. The standard provides an OCI
option as well and we continue to be strongly supportive of its existence.
The currently existing FVOCI option for equity instruments without recycling
in IFRS 9 is less attractive to insurers and is going to be used to the extent
reasonable in the entity-specific circumstances, as it is the only accounting
alternative currently available in IFRS 9 instead of the FVPL approach, but
its use will certainly create a need for additional measures for external and
internal reporting and steering purposes to address the implications of the
ban of recycling on performance reported in the profit or loss statement.!

An impairment model for equities accounted for at FVOCI — A proposal

In the paragraphs above we have provided the detailed rationale why the
German insurers continue to strongly believe that the recycling should be
introduced to amend the FVOCI option for equity instruments and why this
amendment is absolutely essential to properly portray the performance of
insurers, when investing in equity instruments not held for trading.

Nevertheless, we also fully acknowledge the need to complement the intro-
duction of the recycling with an impairment model for equities. Hence, below
we provide a ready-to-use proposal for a robust impairment model
which would be capable of being applied consistently and without discre-
tion. It would not be complex to understand and would provide comparable
results for investors and other users of financial statements.

- Acknowledging the criticism regarding the impairment model for eg-
uity instruments under IAS 39 we would like to recommend an impair-
ment model which is neither complex to apply nor to understand.
Hence, we suggest including rebuttable quantitative impairment
triggers in an impairment model for FVOCI equites in IFRS 9.

- The impairment would be assumed and recognised in profit or loss for
an equity investment at the reporting date if either its current fair value
is more than 20 % below the acquisition cost or its current far value
has remained below the acquisition cost for more than the last 9
consecutive months.

1 The GDV provides in its digital Statistical Yearbook 2021 (> link) the currently
available data also about the composition of the investment portfolio of the
German insurance industry. According to Tables 15 and 16, the equity in-
vestments of the primary insurers add up for 2020 to € 194.1 bn (€ 76.5 bn
in shares + € 117.6 bn in participating interests, including investments in af-
filiated companies). It represents 12.9 % of the total investments of the pri-
mary insurers. For the reinsurance companies the total equity investments
add up to € 138.8 bn (€ 2.4 bn + € 136,4 bn). It represents 53.3 % of the total
investment portfolio of reinsurance companies for 2019 (Table 93). Please
note that the statistics provided in the Yearbook cover the German insurance
industry as a whole, irrespective of the accounting regime applied (IFRS or
the German GAAP).

12


https://www.gdv.de/en/statistical-yearbook-2021-72318

- Such a simple rule-based impairment model with the objective crite-
ria would lead directly to a common understanding what ‘significant’
or ‘prolonged’ decline in fair value of an equity instrument means and
being a disciplined one it would safeguard a consistent practice that
such falls in the fair value are generally reflected in the profit or loss
statement.

- In addition, it could be clarified by the IASB that the suggested impair-
ment triggers could be rebutted in rare circumstances only.

- That’s why we believe that such an approach would also contribute to
increased comparability of financial statements, providing relevant
information about recognised impairments in equity investments, cur-
rently not presented in the profit or loss statement under IFRS 9.

- From operational perspective there would be little change to the cur-
rent practice under IAS 39 because the suggested rule would reflect
how the reporting entities used to operationalise the significant-or-
prolong-principle when applying the IAS 39’s impairment model.

- However, we also believe that this recommended rule-based impair-
ment model for equities in IFRS 9 should be accompanied by rever-
sals to be recognised in the profit or loss statement if the fair value
recovers subsequently, to the extent the impairment loss was previ-
ously recognised in profit or loss. The principle “once impaired, always
impaired” does not reflect the economic reality properly and it would
create again a problematic asymmetric treatment of decreases and
increases in the fair value of equity instruments.

Summing up, the suggested simple rule-based impairment model is in-
tended to address the Board’s and other stakeholders’ concerns regarding
complexity, non-consistent application and missing comparability as raised
in the past regarding the impairment approach for equities in the available-
for-sale category in IAS 39.

Private equity issue — a proposal for an alignment of IFRS 9 and IAS 32

In the paragraphs above we have provided our detailed rationale why we
continue to argue in favour of the introduction of mandatory recycling for
direct investments in equity instruments.

Nevertheless, an additional important aspect of the discussion should be
the topic of a similar treatment of economically similar positions. The Ger-
man insurers engage increasingly in private equity investments, for ex-
ample in infrastructure projects, via the legal form of a limited partnership.
While for the purpose of IAS 32 the presentation at the issuer’s side as
equity can be achieved via the ‘puttable instruments exemption’, for the pur-
pose of IFRS 9 those investments are considered to be debt instruments
and have to be accounted for at the FVPL since these investments would
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not meet the SPPI test. And, as they are considered to be debt instruments,
they are also not eligible for the FVOCI option for equity instruments not
held for trading.

As it is generally known this outcome has been explicitly clarified by the
IFRS Interpretation Committee in its Agenda Decision of 12 September
2017 (> link). While this Committee’s interpretation is in line with the current
standards’ requirements, this result is a highly problematic one as it is suit-
able to create inappropriate volatility in profit and loss of investors affected.
In particular, the accounting outcome for such investments is not consistent
with the long-term nature of these important engagements.

- We believe that these unfortune situation can be overcome with a nar-
row-scope amendment to IFRS 9. It would be sufficient to explicitly
clarify that those puttable instruments - as currently already defined
in IAS 32 for the purpose of the presentation as equity in issuers’ ac-
counts - are in the scope of the FVOCI option for equites not held for
trading in IFRS 9.

- Such an explicit referencing link in IFRS 9 to IAS 32 would ensure a
consistent alignment between the accounting treatment on the inves-
tors’ side with the issuer’s accounting treatment.

- Such an alignment would also ensure that direct equity investments
and debt investments and the investments via the private equity struc-
tures - based for example on the legal form of limited partnerships -
are not treated differently for accounting purposes in investors’ ac-
counts, after the recycling is required also for direct equity invest-
ments as recommend above.

- We believe that the private equity investments can be subject to the
same impairment approach as suggested above for direct equity in-
vestments. Hence, no different treatment needs to be developed.

Summing up, also the private equity investments require an appropriate
accounting treatment under IFRS 9, in line with its long-term nature. Hence,
such engagements should be eligible for the scope of the FVOCI option in
IFRS 9, including the recycling at the point in time of their derecognition,
and subject to the same impairment approach as outlined above for the
direct equity investments.

Summary

The German insurers are not seeking to fundamentally reopen and revise
the standard IFRS 9 and its core design regarding the classification and
measurement principles. Nevertheless, we believe that the specific con-
cerns of the insurance industry regarding the existing accounting disad-
vantage for FVOCI equity instruments should be approached by the IASB
properly and without any further undue delay.
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Not introducing recycling for the FVOCI equites and keeping the status quo
would be absolutely not an adequate approach to respond to the concerns
identified already in the EFRAG’s final endorsement advice on IFRS 9 of 15
September 2015 (> link) and reinforced in the EFRAG’s technical advice to
the European Commission recently again on 30 January 2020 (> link).

We are fully convinced that allowing for recycling for the eligible investments
in equity instruments and in private equity structures would improve the
sustainability of the financing sources for the economy at large via enhanc-
ing the scale of long-term equity financing which insurers and other long-
term institutional investors are able to provide on a stable and sustainable
basis. And an equal treatment of direct equity, private equity and debt in-
vestments would contribute to this objective even further. In addition, it
would increase the conceptual consistency of accounting outcomes un-
der IFRS 9 at large.
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Question 5 — Financial liabilities and own credit

(@)

(b)

Are the requirements for presenting the effects of own credit in OCI
working as the Board intended? Why or why not?

Please explain whether the requirements, including the related disclosure
requirements, achieved the Board’s objective, in particular, whether the re-
guirements capture the appropriate population of financial liabilities.

Are there any other matters relating to financial liabilities that you think
the Board should consider as part of this post-implementation review
(apart from modifications which are discussed in Section 6)?

Please explain the matter and why it relates to the assessments the Board
makes in a post-implementation review.

We have been informed by our GDV members that there are cases, in which
it might be difficult to present the own credit risk of financial liabilities desig-
nated at fair value through profit or loss in other comprehensive income
(OCl), as the components of the instrument are closely interwoven and can-
not be isolated easily.

This is especially true for contracts the fair value option is applied on,
that contain one or more embedded derivatives to be separated that
cannot be measured reliably. In this case, the whole instrument is
designated at fair value through profit or loss to provide more useful
and reliable information to investors and other users of financial state-
ments.

For such contracts, an isolated view on own credit risk without con-
sideration of the interaction with the other components is difficult and
may not result in the desired presentation. Moreover, as paragraph 2
of IFRS 13 defines the fair value as an exit price (including own credit
risk), from our perspective, it would be more appropriate to recognise
own credit risk in profit or loss as well.

We recommend the IASB to consider allowing an option in this regard which
would address such circumstances.
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Question 6 — Modification to contractual cash flows

(@)

(b)

Are the requirements for modification to contractual cash flow working
as the Board intended? Why or why not?

Please explain what changes you consider to be modifications of a financial
asset for the purpose of applying paragraph 5.4.3 of IFRS 9 and as a modi-
fication of a financial liability for the purpose of applying paragraph 3.3.2 of
IFRS 9. Does the application of those paragraphs, and the disclosure re-
qguirements related to modifications, result in useful information for users of
financial statements?

Can the requirements for modification to contractual cash flow be ap-
plied consistently? Why or why not?

Please explain whether the requirements enable entities to assess in a con-
sistent manner whether a financial asset or a financial liability is modified and
whether a modification results in derecognition. Have the requirements been
applied differently to financial assets and financial liabilities?

If diversity in practice exists, please explain how pervasive the diversity is
and its effects on entities’ financial statements.

From our perspective the current requirements for modifications work very
well and can be applied consistently to financial assets and financial liabili-
ties. We would support the explicit introduction of the requirements for fi-
nancial liabilities as well for financial assets.
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Question 7 — Amortised cost and the effective interest method

(@)

(b)

Is the effective interest method working as the Board intended? Why or
why not?

Please explain whether applying the requirements results in useful infor-
mation for users of financial statements about the amount, timing and uncer-
tainty of future cash flows of the financial instruments that are measured ap-
plying the effective interest method.

Can the effective interest method be applied consistently? Why or why
not?

Please explain the types of changes in contractual cash flows for which en-
tities apply paragraph B5.4.5 of IFRS 9 or paragraph B5.4.6 of IFRS 9 (the
‘catch-up adjustment’) and whether there is diversity in practice in determin-
ing when those paragraphs apply.

Please also explain the line item in profit or loss in which the catch-up ad-
justments are presented and how significant these adjustments typically are.

If diversity in practice exists, please explain how pervasive the diversity is
and its effect on entities’ financial statements.

In responding to questions (a) - (b), please include information about interest rates
subject to conditions and estimating future cash flow (see Spotlight 7).

We believe that the effective interest method is working as the IASB in-
tended and that it can be applied consistently. Hence, it results in reporting
entities providing useful and comparable information for investors and other
users of financial statement.

Regarding the treatment of debt instruments with ESG-characteristics in
this context we kindly refer to our response to Question 3.
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Question 8 — Transition

(a) Did the transition requirements work as the Board intended? Why or
why not?

Please explain whether the combination of the relief from restating compar-
ative information and the requirement for transition disclosures achieved an
appropriate balance between reducing costs for preparers of financial state-
ments and providing useful information to users of financial statements.

Please also explain whether, and for what requirements, the Board could
have provided additional transition reliefs without significantly reducing the
usefulness of information for users of financial statements.

(b) Were there any unexpected effects of, or challenges with, applying the
transition requirements? Why or why not?

Please explain any unexpected effects or challenges preparers of financial
statements faced applying the classification and measurement requirements
retrospectively. How were those challenges overcome?

In general, we believe that the transition requirements in IFRS 9 are working
as intend by the IASB at that time. However, they have been developed in
isolation for financial instruments only and specifically without a full consid-
eration of their inherent interaction with IFRS 17 Insurance Contracts when
applying for the first time.

In this context the German insurers greatly appreciate the responsiveness
of the IASB which in the meantime effectively addressed the critical transi-
tional issues identified by the insurance industry in this regard. The narrow-
scope amendment to IFRS 17, developed by the IASB in a pragmatic tar-
geted way and on a timely basis, has been proposed on 28 July 2021 for
the public consultation over the summer break. The fine-tuned amendments
had been approved by the Board on 28 October 2021 and ultimately re-
leased on 9 December 2021. The amendments to IFRS 17, currently sub-
ject to the EU endorsement process, has created the very much needed
one-time relief and the classification overlay approach properly addresses
the ‘comparatives issue’ from the operational and conceptual perspective.
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Question 9 — Other matters

(@)

(b)

Are there any further matters that you think the Board should examine
as part of the post-implementation review of the classification and
measurement requirements in IFRS 9? If yes, what are those matters
and why should they be examined?

Please explain why those matters should be considered in the context of the
purpose of the post-implementation review, and the pervasiveness of any
matter raised. Please provide examples and supporting evidence when rel-
evant.

Considering the Board’s approach to developing IFRS 9 in general, do
you have any views on lessons learned that could provide helpful input
to the Board’s future standard-setting projects?

We would like to provide the following comment on the concern about the
treatment of financial guaranties from the perspective of insurance industry:

In contrast to the issuer of financial guarantees, the holder of a finan-
cial guarantee is currently not allowed to account for financial guar-
antees received under IFRS 4/IFRS 17. Especially for insurance com-
panies this different treatment of received and issued financial guar-
antees may result in an accounting mismatch, for example in the case
of a reinsurance contract (e.g., retrocession, fronting or similar con-
tracts).

Therefore, we like to recommend that for companies accounting for
financial guarantees issued under IFRS 4/IFRS 17 the alternative
treatment under IFRS 4/IFRS 17 should also be allowed for financial
guarantees received to prevent such an accounting mismatch.

Our recommendation is that - similarly to the option already existent
in IFRS 9 and IFRS 17 regarding the treatment of financial guarantees
on issuers’ side - a irrevocable choice should be established in an
explicit way on the holders’ side, irrespective whether the financial
guarantee received constitutes a reinsurance contract or not. We
acknowledge that a narrow-scope amendment solely to the scope of
IFRS 9 and IFRS 17 might be necessary in this regard.

Our rationale in some more detail:

Generally, financial guarantee contracts at the issuers’ side are in the
scope of IFRS 9 (IFRS 9.B2.5). For financial guarantee contracts, that meet
the definition of an insurance contract the issuer can choose between a
treatment according to IFRS 9 or to IFRS 17 if the issuer has a past practice
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of doing so and has explicitly asserted that such contracts are regarded as
insurance contracts (IFRS 17.7(e), IFRS 9.B2.5(a)). Hence, the issuer can
determine the accounting treatment for each contract individually. However,
such a determination is irrevocable (IFRS 9.2.1(e), IFRS 17.7(e)).

In case of insurers the option to apply IFRS 17 is going to be exercised to
the extent possible as it will allow to follow a consistent accounting ap-
proach aligned with (re)insurance contracts accounting issued.

Furthermore, the definition of afinancial guarantee is the same for both,
the holder, and the issuer.

- However, financial guarantee contracts held are not in scope of
IFRS 9 and should be accounted for according to IAS 37 (Amend-
ments to International Reporting Standards, IAS 39 & IFRS 4, August
2005, IN6, IFRS 9.BC2.17).

- Different from a treatment according to IAS 37, there is a scope ex-
emption for the accounting of financial guarantees received. Finan-
cial guarantees received that constitute a reinsurance contract
are accounted for according to IFRS 17 instead according to
IAS 37 (IFRS 17.3, IFRS 17.BC66).

- However, for contracts that are not insurance contracts, the
holder of a financial guarantee is currently not allowed to account
for financial guarantees received under IFRS 4/IFRS 17, differently to
the issuer of financial guarantees.

- In case of insurance companies this unaligned different treatment
of received and issued financial guarantees would result in an ac-
counting mismatch if IFRS 17 was not applied to financial guaran-
tees held. And the occurring accounting mismatches (e.g., in case of
retrocession, fronting or similar contracts) might be significant be-
cause of different measurement approaches being followed.

Therefore, we believe that specifically for financial guarantees issued being
reinsurance contracts according to IFRS 4/IFRS 17, the treatment of finan-
cial guarantees received according to IFRS 4/IFRS 17 should also be per-
mitted to prevent such an accounting mismatch.

Summing up, to achieve the important objective of an overall aligned and
consistent accounting treatment for insurance industry and to overcome the
threat of potentially significant accounting mismatches in the cases af-
fected, we kindly recommend that financial guarantees received should be
allowed to be accounted for applying IFRS 17 if the guarantee holder
chooses to regard/classify such financial guarantees as reinsurance con-
tracts held and applies accounting applicable to reinsurance contracts held
in IFRS 17, specifically with the objective to avoid or reduce accounting
mismatches.
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