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Question1— Scopeexclusions — credit card contracts and loan contracts that meet the definition
of an insurance contract (paragraphsy(h), 8A, Appendix Dand BC9-BC30.

(a) Paragraph 7(h) proposes that anentity wouldberequiredto exclude fromthe scope of IFRS 17credit card
contractsthat meetthe definitionof aninsurance contractif, and only if, the entity does not reflect an
assessment of the insurance risk associated with an individual customerin setting the price of the contract
withthat customer.

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

(b) Ifnotexcludedfromthe scopeofIFRS17 by paragraphs 7(a)-(h), paragraph 8A proposes that anentity
wouldchooseto apply IFRS170r IFRS 9 to contracts that meet the definition of aninsurance contract but
limit the compensation for insured eventsto the amount requiredto settle the policyholder’s o bligation
created by the contract (forexample, loanswith death waivers). The entity would be required to make that
choiceforeach portfolio o finsurance contracts, and the choice for each portfolio would be irrevocable.

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

We welcome the proposed amendments. For contractsissued by insurance companies, we believe that the
proposed amended requirementsbetter 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 productsthat we
havehighlighted earlier.

Other issues related to scope: contractsthat change in nature over time

In July 2018, we highlighted theissue relating to products that change significantly in nature duringtheirlife due
to the executionof 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 withoutany participationifelected by the policyholder. As
the classificationbetween general model and variable fee approach occurs atinceptionandis irrevocable, certain
products may haveto be accounted for under the variable fee approach, whereas, after the execution ofthe option,
the variable fee approach is not suitable and not comparable to similar products with a different ‘history’.

Our proposed solutions included an amendmentto treat a significant changein the nature ofa contract dueto the
executionofan option by the policyholder asa contract modification. The ‘new’ contract post execution ofthe
optionby the policyholder could be reassessed and treated under the appropriate measurement model.

Further analysis of the factsand circumstances of the product features and terms ofthe optionindicate that,as an
alternative solution, a contract boundary maybe established whenthe optionis exercised and a transfer out ofthe
with profitsfund 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 conclusionswould need to be worded as
follows:

“In circumstanceswhere the exercise of the optionresultsin a cash flowthat settles a liability between different
components of the reporting entity such aspolicyholder and shareholder funds, this mayresult in a contract
boundarybeing established (provided the criteriain paragraphs 34 and B61- By1 are met)suchthatthe cashflows
subsequentto the settlement ofthe option are measured as a newcontract.”
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EFRAG Additional questionsto constituents:

10 ParagraphB.4.1.9.EofIFRS 9 allowsa regulated interest rate as a proxy for the timevalue of the money
indoing the SPPI test,undercertain conditions. EFRAGunderstands thatin some countriesthe insurance
elementis not required by the regulation and, as a consequence, the financialinstrument could fail the
SPPI testandwould have to be measured at fairvalue through profitor loss. How prevalent are these
concerns withinyour jurisdiction?

Responseto EFRAG:
We supportthe comments made by EFRAGin its draft comment letter. We have no specific comments onthe

scope ofthis amendmentin the context of payment cards and/ortheimpactonthe SPPItest,as thesearenot
specifically relevant to our members’ insurance operations.
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Question2 — Expectedrecovery ofinsurance acquisition cash flows (paragraphs 28A -28D, 105A-
105C,B35A-B35Cand BC31-BC49).

Paragraphs 28A-28D and B35A-B35Cpropose that anentity:

(a) allocate,on a systematic andrationalbasis, insurance acquisition cash flows that are directly attributable
to a group ofinsurance contractsto that group andto any groupsthatinclude contractsthat are expected to
arise fromrenewals of contractsin that group;

(b) recognise asan assetinsuranceacquisition cash flows paid before the group of insurance contracts to which
they are allocatedis recognised; and

(c) assess therecoverability of an asset for insurance acquisition cash flows if facts and circumstances indicate
the assetmay beimpaired.

Paragraphs105A-105Cpropose disclosures about such assets.
Do you agree with the proposed amendments? Why or why not?
ResponsetothelASB:

We welcome the proposed amendments that would require the allocation ofinsurance acquisition cash flows
directly attributable to a group ofinsurance contracts to that group and to any groupsthat include contractsthat
are expected to arise fromrenewals of contracts in that group. The amendment better reflects economic reality
and increasesthe 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 theissues with
directly attributable acquisition expenses related to renewals that we have highlighted earlier.

EFRAGAdditional questionsto constituents:

18 Insurancecontract renewalsarenota defined termwhichmay lead to diwersity in practice when
allocating insurance acquisition cash flows. Do you considerthat insurance contract renewals should be
definedin order to achieve comparability and, if so, howwouldyou define them?

Responseto EFRAG:
We supportthe comments made by EFRAG in its draft comment letter. We do not consider it necessaryfor
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 notbelieve that thereis significant diversity in practicein thisrespect.
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Question3 — 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 andthe definitions in Appendix A propose that an entity identify coverage
units forinsurance contracts without direct participation features considering the quantity of benefits and
expected period of investment-return service, ifany, in addition to insurance coverage. Paragraph B119B
specifiescriteriafor when contracts may provide an investiment returnservice.

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

(b) Paragraphs 45, B119-B119A andthe definitionsin A ppendix A clarify that anentity is required to identify
coverage units for insurance contracts with direct participation features considering the quantity of
benefits and expectedperiod of both insurance coverage and investment -related service.

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

(c) Paragraphi1o9proposes that an entity disclose quantitative information about w henthe entity expects to
recognisein profit or lossthe contractual servicemargin remaining atthe end of a reporting period.
Paragraph117(c)(v) proposes anentity disclose the approach usedto 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?
ResponsetotheIASB:

Inresponseto question 3a: We welcome the amendment to require investment return servicesto be considered
when allocating the contractual service margin (“CSM”) using coverage units. Thisamendment also recognises
that manyinsurance contracts that qualify for measurementunder the general measurement model have
significant elements of bothinsurance coverage and investment return services. The CSM established at
inceptionforthesetypesofcontracts includes expected profit from bothinsurance and investment related
activities. We agree thatthe profit fromthese services should be recognised in line with the service provision over
the life of the contract. In our viewthe proposed amendments significantly improve the relevance of the income
statement forthese contracts.

However, webelieve 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 bothinsurance and
investment returnservice but do notmeetthe criteria, as the contract cannotbe surrendered nor transferred. In
our viewthe proposed criteria for recognition ofinvestment-return servicesneed further consideration, since as
currently drafted they would resultin economically similar contractshaving d ifferent accounting results.

For example, a deferred annuity contractin Country A offersthe policyholder anoptionto transfertoa new
annuity provider on retirement. In practice, evenifthis option is never utilised, the contract would meet the
criteriaforan investment-returnservice in paragraph B119B ofthe Ex posure Draft. A nearly identical deferred
annuity contractin Country B, which is managed in the same way duringboth the accumulation and annuity
payoutperiods, butdoesnotoffera policyholderthe option to transfer out, cannot include investment -return
services duringthe deferral period because it failsthe requirement proposed in paragraph B119B(a)for “the
policyholder[to have] a right to withdraw anamount.” We believe both contracts provide insurance and
investment returnservices 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 liabilityin the balance sheet. We understand from the IASB
Staff papersthatwere prepared for the discussionsin the IASB’s IFRS 17 Transition Resource Group (“TRG”)
that therequirements oninvestment return services equally determine whether investment management
expenses are tobeincluded in the expected cash flowsin the insuranceliability. Assuch, a requirement that was
intended to apply to the presentation of insurance revenue and the recognition ofthe CSM has resulted in
different measurements ofinsurance contractsin the balance sheet.

We supporttheinclusion of investment management expensesin the fulfilment cash flows forall contracts to
whichinvestmentreturnservices are provided. However, as currently drafted, the criteriado not enable all
contractswhich provide investment return services in practice tobeincluded, hence increasing the inconsistency
in measurementbetween economically similar contracts. For example, where the criteriain B119 (a) (rightto
withdrawor existence of an investment component) are not met, an investment return service is deemed to not
apply andinvestment management expensesare notreflectedin theliability in the balance sheet. Similarly,
wheretheinvestmentreturnservice only applies to part of the coverage period, investment management
expenses will either not beincluded in the expected cash flows oronly beincluded for partofthe coverage
period. For insurance contracts with an investment return service, investment management expensesare
reflectedin the expected cash flowsin full. Thisresultsin a lack of consistency in the measurement ofinsurance
liabilities in the balance sheet for economically similar contracts. This lack of consistency will reduce
comparability in financial results between economically similar contractsas well as increase the costand effort
requiredtoimplement and runIFRS 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 amendmentto the
definitionofan investment return service could resolve thisissue.

We believe thatan investment return service is present where the contract provides the policvholder 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 B119Bis reworded asfollows:
“Insurance contractswithout direct participation features may provide aninvestment-returnservice if, and only if

a) the contractprovides (on anexpected basis atgrouplevel) a positive investment return (which couldbe
below zero, for example in a negative interest rate environment); and
b) the entity expectsto perform investment activity to generate that positive investment return.”

We believe that under this definition aninvestment return service would either be absent, or present throughout
the lifetime ofthe contract. Assuch, the operational difficulties associated with coverage units changingonce
investment returnservices are deemed to have ceased would be avoided. Equally, theissue of investment
management expenses beingonlypartly included in the fulfilment cash flows would be resolved.

Inresponseto Question 3b: We supportthe requirement to identify coverage unitsforinsurance contracts with
direct participation features (variable fee approach contracts) which considersthe quantity of benefits and the
expected period of bothinsurance coverage and investment-related service.

Inresponseto Question 3c: We donotobjecttothe proposed amendment to require anentityto disclose
quantitative information about when it expects to recognise in profitorlossthe remaining CSM at the endofa
reporting period.

Otherissues related tothe CSM: Level of aggregation
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Asnotedin our coverletter,we continue to believe that thelevel of aggregation caused by the annual cohorts
requirementis too prescriptive as it is not in line with the economics of insurance businesses and adds undue
operational complexity. Thisremains one of the industry’s top concerns with the implementation ofthe new
standard. On thisground, we have earlier proposed that, at a minimum, relief from the use of annual cohortsis
provided for:

¢ contractsmeasured usingthe variable fee approach with significant mutualisation; and
e inforcebusinessat transition, underall three transition approaches.

Grouping mutualised business measured usingthe variable fee approach into annual cohorts is inconsistent with
the way suchbusinessis managed and regulated, as returns onunderlyingitems are shared between contracts
writtenmorethanoneyearapart. The removal of annual cohorts from the measurement of mutualised business
will therefore produce financial resultsthat are more representative of the economic performance of the portfolio.

Once issued, a new contractin a mutualised portfolio is part of the mutualisationand the individual CSM ceasesto
be pertinent; thereis only one mutualised CSM for the total portfolio comprised of existing and newly added
contracts. Oncea policyholder hasjoined a mutualised population, the margin contributed by this contractis
linked to the mutualised portfolio and not to the sole contract. When policyholdersaccept sharing of significant
risks, a contract does notbecome onerous (for the insurer) unlessthe mutualisationamongpolicyholdersis
insufficient to cover therisks. Thereis no onerous contract within a partofa mutualised populationunlessthe
whole populationbecomes onerous.

In an intergenerational mutualised portfolio, the mandatory allocation of the CSM to annual cohortsunder IFRS
17 requiresdiscretion from the insurer and consequently doesnot necessarilybetter reflect the performance orthe
profitability of each cohort. In practice, profitability would be assessed ata mutualised level and then allocated to
cohorts, makingthe provision ofinformation at cohort level purely artificial.

The impact of new business onthe mutualised portfolio would be already disclosed in the rollforward note
disclosures forthe CSM which would provide any trend information without the artificial and costly allocations
caused by annual cohorts. Therefore, our view is that removing the annual cohort requirement would notlead to
any lossofusefulinformation and would actually resultin a better representation ofhow the business is managed.

The use of coverage unitsfortherelease of the CSM would already ensure that the CSM is fully recognised over the
life ofthe underlying contracts.

Furthermore, removing the requirement for annual cohorts ontransition under allapproacheswould provide
significant operationalrelieffor allentities implementing IFRS 17. Significant operational issues result from
retroactively tryingto gatherthe necessary cohortinformationas this informationhasneverbeentracked 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 stillwould prefer a more
comprehensive solution whichwe have highlighted in the past. This comprehensive solution would be to remove
the requirement to group contractsby annual cohort in general (including for contracts not qualifying for the
variable fee approach), underthe condition that contracts issued in differenty ears would be in the same
profitability group. This comprehensive solution is preferred because many insurersissuelongterminsurance
contracts and thus do not manage their business on an annual cohort basis. Measuring insurance contractsusing
annual groupsthatareinconsistent 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, referen ced and updated in
eachsubsequentreporting period. In orderto achieve this, projected cash flows and the riskadjustment willneed
to be segmented and stored atan annual cohortlevel, despite the fact that no information willbe presented
externally onthis basis. The changesto systemsand processesthatare required in orderto achieve this
functionality willrequire significant effortand cost.

Otherissues related to the CSM: Locked-in discountratesfor the CSM
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We continueto disagree withthe use ofalocked-indiscountrate for measuringthe CSM under the general model
wheretheimpact of changes in discountrates are recognised directlyin profit orloss. Thisis inconsistent with the
measurement of expected cash flows, which are discounted usinga current discount rate. The requirement to
recalculate theimpactsofchangesin fulfilment cash flowsusingthelocked -in discount rate for CSM recalibration,
and record the differencesbetweenthe current and locked-inratein profitorloss, 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 discountratesfor BEL (currentrate) and CSM (locked-in
rate). Theincome statement is distorted by the use of different discount rates for different componentsofthe
insuranceliability.

Asstatedin ourletterto EFRAGandthe IASB dated 17 October 2018, we propose an amendment for portfolios
wheretheimpactof changes in discount rates is recognised directly in profitorloss, such that the current discount
rate should be utilised for all CSM measurements, re-measurements and movements. Assuch, theimpact of
changesin non-financial assumptions, calculated at the current discount rate, would be recognised in the CSM
and notbe split between the CSM and the income statement. All components oftheliability would be measured
consistently at the currentinterest rate in thisscenario.

EFRAG Additional questionsto constituents:

35 EFRAGhasbeeninformedofpossiblefact patterns of deferred annuities for which there is no investment
componentas defined by the ED, nor a right to withdrawal; however, the insurance entity performsasset
management activities, revenues of w hich would not be capturedin the CSM release. For example, for
particular Deferred Annuities, there is an accumulation phase fo llowed by the annuity phase. The
policyholder’s beneficiaries receive no returnifthe 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 doesnot havea right to
withdraw during either the accumulation phase or the annuity phase. Do you haveadditional examplesof
investmentactivities that are not captured by the proposals in the ED?

36  Entitieshaveto provide quantitative disclosures onthe expected recognitionin profitor loss of the
contractual service marginremaining at the end of the reporting period, in appropriate time bands. Do
user constituents agree with this disclosure requirement? Do preparer constituents considerthat this
informationis commercially sensitive? Please explain.

Responseto EFRAG:

We supportthe comments made by EFRAGin its draft comment letter. However, while we believe thatthe
principle ofthe proposed amendmentsto require aninvestment returnservice to be considered whenallocating
the contractual service margin using coverage units is an improvement to the currentrequirementsin IFRS 17,
we believe that further changes are needed. The current proposals would produce differing results for
economically similar contracts, depending on whether theyinclude an option to surrender /transfer or not. We
refertothedeferred annuity examplein ourresponseto theIASBonhowthe IASB’s current proposed definition
wouldresult in differencesin measuring economically similar contracts, which would adversely affect
comparability. Inthe example, we believe both contracts provide insurance and investment return services
throughout the durationofthe contractand the presence or otherwise of a transfer optiondoesnotaffected the
services provided to the policyholder. Inourresponseto the IASBwe propose a solution that addresses this and
the impact ofthe inconsistencyin investment returnservices between similar productsonthe measurement of
the bestestimate liabilityin the balance sheet through the recognition of investment management expenses.

We do not objectto therequirement for entities to disclose the expected recognition ofthe CSM by appropriate
time bands.

Website: www cfoforum.eu /wwwinsuranceeurope eu Page 8 of 31


http://www.cfoforum.eu/
http://www.insuranceeurope.eu/

We haveincludedin ourresponsetothe [ASBa numberofotherissuesin relationto the CSM.
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Questiong — Reinsurance contracts held - recovery oflosses on underlyinginsurance contracts
(paragraphs 62,66A-66B,B119C-B119F and BC67-BC90).

Paragraph 6 6A proposesthat anentity adjust the contractual service marginofa group of reinsurance
contracts heldthat provides proportionate coverage,and as a result recognise income, when the entity
recognisesa lossoninitial recognition of an onerous group ofunderlying insurance contracts, or onaddition
ofonerous contractsto that group. The amount of the adjustment and resulting income is determined by
multiplying:

(a) the lossrecognisedonthe group ofunderlying insurance contracts ; and

(b) the fixedpercentage of claimsonthe group ofunderlying contractsthe entity has a right to recoverfrom
the group of reinsurance contracts held.

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

We supportthedirection of change thatis proposedin the Ex posure Draft, whichis based onthe principle thata
gain on proportionate reinsurance should berecorded in profit or loss to the extent thatit (partially) offsets a loss
on onerous underlying insurance contracts.

However, webelieve thatthe proposed wording is insufficient to addresstheissue in many situations. Whilein
certain casesthe amendment reduces differencesbetweenthe initialand subsequent measurement of
reinsurance contractsand underlyinginsurance contracts, and helpsto ensure that the income statementbetter
reflectsthe economic mitigation provided by the reinsurance contract, we are concerned about the extent to
whichtheamendment can be applied in practice. Thisis mainly a result of the proposed definition ofa
“reinsurance contractheld that provides proportionate coverage” in A ppendix A ofthe Ex posure Draft:

“A reinsurance contract that providesan entity with theright to recover fromtheissuera percentage of all claims
incurred on a group of underlyinginsurance contracts. The percentage the entity has a right to recoveris fixed
forall contractsin a single group ofunderlying insurancecontracts, but canvary between groups of
underlying insurance contracts.” (emphasisadded)

In many cases, proportionate reinsurance contracts cannotbe aligned on a fixed percentage basis to all
underlyinginsurance contractsin a group. Examples of proportionate reinsurance that are not captured by the
proposed definition are:

e wheremultiple proportionate reinsurance contracts cover different contractsin a group of underlying
insurance contractsin different proportions;

e wherea proportionate reinsurance contract only reinsuressome, butnotall,underlying contractsin a group;

¢ wherea proportionate reinsurance contract only reinsures some, butnotall, risks in a group of underlying
contracts;

e wherea proportionate reinsurance contract sets minimum and /or maximum limits on the reinsurance cover,
for example contractsthat provide proportionate reinsurance above and below a fixed level.

Ifthe proposed definitionis retained, then the riskmitigation efforts of insurers using reinsurance would notbe
appropriately reflected in the financial statements. Asa principle, we donotseea need for IFRS17toincludea
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 providesan entity withtheright to recover fromtheissuer a contractually
defined portion of each claim incurred on individual underlying insurance contracts withina 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
footnoteto paragraph BC304 in the Exposure Draftshould notbe added.

The updated definition of a reinsurance contract held that provides proportionate coverage ensuresthat, 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 forit to coverall contracts in a single underlying unit of
accountin the same proportion.

Other issues related toreinsurance: contract boundary

We do not support the IASB’s tentative decisionnotto amend IFRS 17 for the contract boundary of reinsurance
contracts. We believe that reflecting potential future insurance contractsin the reinsurance asset, whenthese are
not yetreflectedin the underlying insuranceliability, d oes not provide useful information. For example, the unit
ofaccountforthereinsurance contract (netgain or net cost)is dependentona forecast of future new underlying
business, which addssignificant complexity. As such, including the impact on reinsurance of expected future
underlying contractsin the CSM forreinsurance contracts held would not provide useful informationfor
investors. We believe that thisissueis important, bothbecause of its conceptual natureandtheimpacton
operational complexity.

Otherissues related toreinsurance: Use of the variable fee approach forreinsurance contracts

A mismatch arises where reinsurance contractsissued are used to reinsure contracts accounted for under the
variable fee approach, where the reinsurance includes thelinkto underlying items and the reinsurer holds the
underlyingitems. Inthis case the reinsurance contract issued can meet the eligibility requirements forthe variable
fee approach, but paragraph B1og of IFRS 17 disallows this approach. Paragraph BC213 of the Basisfor
Conclusionsonthe Exposure Draftstatesthe “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 believereinsurance contractsissued that meet the eligibility criteria should be required to use the variable fee

approach. Thisshould berestricted to reinsurance contracts that meet the eligibility requirements, share the
underlyingitems and cover contracts with direct participation features.
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EFRAG Additional questionsto constituents:

45 Forproportionate reinsurance contracts, please provide fact patternsthat are notcaptured by the
amendmentbut forw hich the solution proposed by the IASBwould be relevant.

46  TheIASBhas notaddressed non-proportionate reinsurance contracts.A peculiarity ofsuch contracts is
that thereis no one-to-onerelationship between the direct underlying contract andthe reinsurance
contractheld, for example because there are many underlying contracts that are covered by a single
reinsurance excess loss contract held. Addressing non-proportionate reinsurance may thereforerequire
the need toidentify a “link” between the remsuredrisk and the underlying contracts. EFRAGunderstands
that any accounting mismatch for non-proportionate contracts may, in practice, be reduced due to the
impactonthe risk adjustment ratherthanon the CSM.

47 Inyourview:

(a) Shouldnon-proportionate reinsurance contracts be treated similarly to proportionate reinsurance
contracts, i.e.gainsin profitorloss whena lossis recognised onunderlying contracts? Ifyes, please
provide information about (i) the prevalence of such contracts, including volumes andjurisdictions
wheretheissue arises and (ii) the cash flow pattern ofthese non-proportionate reinsurance
contracts.

(b) How would an accounting solution for non-proportionate reinsurance work?

Responseto EFRAG:

We supportthe comments made by EFRAGn its draft comment letter. In our response to the IASBwe notethat,
whilst we support the objective ofthe proposed amendments, we believe that the proposed wordingis insufficient
to address theissuein many situations. We referto our response to the IASB onthis topic.
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Question; — Presentation in the statement of financial position (paragraphs78-79,99,132and
BC91-BC100).

The proposed amendment to paragraph 78wouldrequire anentity to present separately in the statement of
financial positionthe 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 amountofgroupsof
insurance contractsissuedthat are assetsandthose that are liabilities. The amendmentwould also apply to
portfoliosofreinsurance contracts heldthat are assets and those that are liabilities.

Do you agree withthe proposed amendment? Why or why not?
ResponsetotheIASB:

We welcome the proposed amendments to require each portfolio, rather than group, of insurance contractstobe
presented asan asset orliability. We believe that this proposed amendment is a significantimprovement that will
reducethe operationalburdento preparers, with no material loss ofinformationto users. This proposed
amendment will also remove the requirement which would otherwise have been imposed on preparersto analyse
incurred claims by underwriting year.

Otherissues related to presentation: measurement differences solely duetofrequencyofreporting

The requirementin paragraph B137 of IFRS 17 that the CSM mustbe “locked-in” at interim reporting means that
any differences in external reporting frequency between group and subsidiary entities would resultin different
CSMs at different levels of consolidation. Thisadds significant operational complexityin the productionof
financial statements in a group, withlittleimpact onthe financial information reported at group and subsidiary
level. As such, we would support an amendmentto IFRS 17 to require an annual “yearto date” approach tobe
taken in the calculation ofthe CSM and other estimates, irrespective of the frequency of reporting. Suchan
amendment would preventthe need to calculate different CSMs and other estimates at differentlevelsin the
group consolidation only because of the different reporting frequency.

The issuerelated to interim financial statementsraised by the discrete approach required by B137 of IFRS 17 goes
beyond the difference in treatment between group and subsidiary financial statements. Indeed, underthe current
IFRS 17 requirement, two identicalinsurers with identical estimates of fulfilment cash flows and the same
economic and non-economic factors will measure the CSM differently dependingthe frequency oftheir external
financial reporting. Assuch, the IFRS 17 does not currently ensure comparability between industry competitors.

For example: Company X produces quarterly financial statementsin compliance with IAS 34 while Company Y
only producesannual financial statements. Ifall actual and expected fulfilment cash flowsand other financial
effects areidentical for Company X and CompanyY,usersofthefinancial statementswill see differences in the
reported profit for Company X and Company Y purely due to the timing effect created by B137.

Thisis an importantissuein terms of operational complexity, alsoin the contextof transition as setoutin 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
IFRS17 in the first published financial statements optional, similar to the requirements IFRS 9. Whilstkey
comparative information would stillbe presented to the market, the relief from providing comparatives with
disclosurein the (audited) quarterly, semi-annual and/or annual accounts would provide further reliefin
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 flowsin insuranceliabilitiesona cashbasis. Atpresent,
accounting and reserving forinsurance companiesis typically done on anaccrual basis, meaning that cash flows
are included on their due date, rather thanthe date theyare actually paid or received. Premiums receivable, claims
payable and the related cash flowsare currently managed in separate systems from the actuarial cash flow
systems. Theimpact ofthe IFRS 17 requirement to measure premiums, claimsand other associated cash flowson
a cash basis would require significant investment in actuarial and finance systemsto ensure financial information
is prepared onthe theoretical cash basis.

In addition, the removal of insurance receivables from the balance sheet reducesthe value of information
presented by insurers. For general insurers, basing liabilities on premium received rather than premium
receivable will have a significant impact onfinancial statement presentation.

We believe that IFRS 17 should be amended to include premiums, claims and other associated cash flowsonan
accrual basis in the measurement ofinsurance liabilities, with premiums receivable and claims payable balances
included separately onthebalance sheet. Benefits of this change include reduced implementation effortsand
improvementsin the quality of financial information presented.

Other issues related to presentation: non-distinct investiment components

We considerthe current prevalence of non-distinctinvestment components (with often small non-distinct
investment components beingidentified in everything from funeral plansto reinsurance treaties) is operationally
extremely onerousfor preparers. We consider that in certain cases (funeral plansbeing a good example), the
measurement of non-distinct investment components s arbitrary and likely tolead to a lack of comparability
between entities, and consequently non-useful informationforusers.

We considerincreasing the comparability of the income statement to other industries such as bankingand 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 hastheright to make withdrawals. We considerthe
defining featuresofa depositis theright 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 thisright to
withdrawa depositdoesnotexist. We believe such a change would better meetthe needs of users.

We believethe originalintention ofthe IASBwasthat non-distinctinvestment components only needtobe
identified and measured when a claim occurs. We note changes to the definition of an investment component,
havecreated uncertainty around when a non-distinctinvestment component s identified and measured. We ask
the IASBto resolve the uncertainty around identification by clarifying that non-distinct investment components
are identified based on facts and circumstancesat initial recognition of the contract.

EFRAG Additional questionsto constituents:

54 Do Constituentsthatare Users agree with separate balance sheet presentation (of insurance contracts
that arein anasset position fromthose that arein a liability position) ona portfolio levelrather thanat
group level will not significantly reduce the information available? Please explain.

Responseto EFRAG:

We supportthe comments made by EFRAGin its draft comment letter.

In ourresponsetothe 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 whenan entity
uses derivativesto mitigate financial risk arising from insurance contracts with direct participation features.
That optionwould apply in circumstances when an entity uses reinsurance contracts h eld to mitigate financial
risk arising frominsurance contractswith direct participation features.

Do you agreewiththe proposed amendment? Why or why not?
ResponsetotheIASB:

We welcome the proposed amendment to extend the riskmitigation option thatis currently available onlywhen
an entity uses derivatives to mitigate financial riskto circumstances when an entity uses reinsurance contracts
held to mitigate financial risk. However, we believe that further changes are needed to the risk mitigation
provisionsas IFRS 17 could still create significant accounting volatility in profit or loss when risk mitigationis
applied. These further changes needed relate to the following;:

Expansionofthe risk mitigation o ption to non-derivative financial instruments

We believe thatthe risk mitigation optionin IFRS 17 should be extended further to financialinstruments other
than derivatives and reinsurance contracts. Insurance company hedging strategies generally employ a
combination of derivatives and other financial instruments. Strategiesinvolving non-derivatives are particularly
prevalentin thehedging of minimum return guarantees and long duration cash flows, which are widespread in
moderninsurance products. Financialinstruments other than derivatives are useful to avoid exacerbating
potential derivative-related collateral and liquidity demands and to address regulatory accounting and capital
frameworklimitations. As such, derivatives and non-derivative financial instruments are frequently used in
combination to hedge risks. For hedging arrangementsthatinclude non-derivative instruments, existing IFRS 17
requirements create an accounting mismatch as the effect of the change in the insuranceliability adjuststhe CSM,
while the corresponding movementin the hedginginstrumentis recordedin profitorlossorin OCI. Theresulting
volatility createsa disincentive forinsurers to hedge using non-derivative financial instruments, potentially
leading to hedgingsolutionsthat are eitherless effective or more costly.

Expansionofthe risk mitigation optionto all insurance contracts

The risk mitigation optionshould be available to allinsurance contracts, rather thanbeing limited to contracts
accounted forunderthe variable fee approach. The inability to use the risk mitigation option outside the variable
fee approachresultsin accounting mismatches, as the effects of changes on hedging instrumentsis not recognised
in the samelocation as the changes on the hedged items. This significantly distortsthe net resultand creates
misalignments between accounting results and risk manage ment. Furthermore, insurance company risk
managementis typically organised at a macro level, covering both contractsaccounted for under the variable fee
approach and the general measurement model.

For example, for products accounted forunder the IFRS 17 general measurement model, usingthe OCI optionfor
changesin interest ratesresultsin volatility in profit orloss caused by accounting mismatches. The effectofthe
derivativesused foreconomic hedging willbe recognised in profitorloss, while the entire effect of interest rate
changeswill 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 insurerapplies the OCI option to a portfolio but only hedgesa subset of contracts within the portfolio.

It is sometimessuggested that the ‘through profitorloss’ 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 orloss could stillshowshort-term volatility from mismatches that
otherwise could have been reportedin OCI. Some of these mismatches are fundamental, as credit spread changes
on assetsarenotnecessarily reflected equally in the IFRS 17 liability. Other mismatches could result froma
companydecision, based on ALM objectives, not to hedge financial risksin full.
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Retrospective application ofthe risk mitigation option

We refer to our commentsin Question 8 where we set outthat the risk mitigation optionshould be applied
retrospectively on transition. Without such a change, the economics of existinghedging arrangements cannotbe
accuratelyreflected on transition. Such a restriction could affect the measurement of the CSM on transitionand
distort future results. Our proposed amendment would permit entitiesto apply the hedging adjustment
retrospectively on transitionifthey cando so without the use of hindsight, for example where documentation
existsthat describes the hedging strategy and the hedge objective targets priorto the date ofinitial application of
IFRS 17 and where the entity can compute the cumulative risk mitigation impact in the CSM usingreasonable
methods.

Otherissues related torisk mitigation: Observations on Hedge accountingin 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 ofissues that complicate the
ability of insurers to usehedge accountingin IFRS 9, in particular:

e Hedge accounting requiresthe hedgeditemto be separatelyidentifiable and reliably measurable, whichis not
possible where investment and insurance components of an insurance contract are highly interrelated.

e Insurers generally hedge openportfolios and, even in case of closed portfolios, hedgingis regularly carried out
dynamically. Consequently, both hedged items and hedginginstruments constantly change over the hedge
term.

¢ Policyholderbehaviour and other future expectations (e.g.lapses, surrenders, newbusinesssales,and
mortality) areintertwined withtheimpact of financial market variables. Itis notevidenthowtheseitems
couldbeexcluded fromthe hedging relationship. The hedge effectiveness requirementsto qualify forhedge
accounting are operationally onerous to comply with.

IFRS 9 hedge accounting is not well suited for the more macro approach thatis common withinthe insurance
industry, and the dynamic risk management project has, to date, not contemplated many ofthe issues of concern.
Moreover, the dynamic risk management project will notbe finalised for atleasta fewmoreyears. Therefore we
believethat additional changes to IFRS 17 are necessary. Since the mismatches described above result from the
requirementsof IFRS 17 (e.g. the variable fee approach andliability OCI accounting), it is appropriate that these
are resolved withinthe IFRS 17 standard. The current IFRS 4 includes several mechanisms to reduce the
accounting volatilityin profitorloss (e.g. shadowaccounting, accounting for theimpact of guarantees at fair value
throughprofitorloss, etc.) whichare notavailable within IFRS 17.

EFRAG Additional questionsto constituents;

64 EFRAGhasheard thattheextension ofthe riskmitigation option should be widened, for example, to
include non-derivative instruments, such as when hedging of interest rateriskis carried out using a
combination of swaps, swaptions andfixed interest securities.

65 Pleaseexplain the prevalence including volumes andjurisdictionsinvolved, of the risk mitigation
strategiesidentifiedin paragraph 6 4 above.

Responseto EFRAG:

We supportthe comments made by EFRAGin its draft comment letter. Asindicated in ourresponsetothe IASB,
whilstwe welcome extending the riskmitigation option to reinsurance held for financialrisk, the extension ofthe
risk mitigation option should be extended to cover other methods thanjustthe sole use of derivatives, or
reinsurance held for financial riskand contracts other thanjust contracts accounted forunder the variable fee
approach.
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Question7 — Effectivedate of IFRS 17 and the IFRS 9 temporary exemption in IFRS 4
(paragraphs C1, [ Draft] Amendments to IFRS 4 and BC110-BC118).

IFRS171s effective for annual reporting periods beginning onor after 1 January 2021. The amendments
proposedin this Exposure Draft are such that they should not unduly disrupt implementation already
underway orrisk undue delaysin the effective date.

(a) The proposed amendmentto paragraph C1 would defer the effective date of IFRS 17 by one year from
annual reporting periods beginning on or after1 January 2021 to annual reporting periods beginning on
orafter1January 2022.

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

(b) The proposed amendmentto paragraph 20A ofIFRS 4 would extend the temporary exemption from IFRS 9
by oneyear so that anentity applying the exemptionwouldbe requiredto apply IFRS 9 forannual
reporting periods beginning on or after1 January 2022.

Do you agree with the proposed amendment? Why or why not?
ResponsetotheIASB:
We welcome the deferral of the effectivedate of IFRS 17 and IFRS 9.

Taking into account the changes that are still being proposed to IFRS 17, the time needed to get clarityon the
endorsement of IFRS 17 in Europe and the significant o perational challengesthatinsurers face in implementing
the complexrequirements, webelieve that deferral of the effective date is absolutely needed as the current
effectivedateof1January2021forIFRS 17 is unrealistic. We also support extension ofthe temporary exemption
from applying IFRS 9. Forinsurers, it is vital to apply IFRS 17 and IFRS g atthe same time. Any change to the
effectivedate of IFRS 17 should result in an equal change to the temporary exemption from applying IFRS 9.

Europeaninsurersare workinghard to implement IFRS 17 in accordance with the currently proposed effective
date (1 January 2022). However, there are significant concernsonthetight deadlines, bothin relation to the time
needed to make the necessary improvementsto the standard and the time needed for a high quality
implementation.

In any case,these current timelinesfora finalised IFRS 17 standard from the IASB and the resulting European
endorsement process would likely notresultin an endorsed standard untillatein 2021, whichis afterthe IFRS 17
proposed transition date of 1 January 2021 and very closeto itseffective date of 1 January2022.Once IFRS 17 is
endorsedin the European Union, time will be required for entities to prepare communications (including
educatingusersofthefinancial impact of IFRS 17 and providing them with time to understand these significant
changes). This creates a greatdeal of uncertainty. We do notseethis as purely a European endorsement issue, as
we stronglybelieve that there should be one consistent global effective date of an endorsed standard, which
would avoid a number of o perationalissues for multinationals o peratingin various jurisdictions with,
potentially, different effective dates.

Taking into account the above, many in the industry see a need fora delay to the global effective date of IFRS 17
and IFRS g forinsurers until 1 January 2023, while othersseethe need to retaina 2022 effective date.
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EFRAGAdditional questionsto constituents:

73 Do you consider that the proposed deferralofthe effective date to 1 January 20221s sufficient or would
you support anadditionalyear(i.e.1 January 2023)?

74  Arguments in favourofaccepting the proposed effective date of 1 January 2022 include:
(a) Furtherdelaying the application of IFRS 17beyond 2022 will be disruptive, aswillincrease the costs
ofthe implementation processes; and
(b) A delay beyond 2022 may encourage entities to defer theirimplementation effortsrather thanusing
the extendedperiodto better implement the standard.

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

(a) Some entities, mainly smalland medium sized ones, often rely onthird party I Tsystems providers
and so far there arenoITsolutions forIFRS 17available onthe market, thereby making it difficult to
meetthe proposed 2022 effective date;

(b) The IASBexpects to finalise the amendments by mid-2020. As a result, therewill only be sixmonths
beforethe comparative period for IFRS 17 startsand this may be challenging for some entities; and

(c) Entitiesthat wouldlike to apply IFRS 17 earlierwouldbe ableto do so.

Responseto EFRAG:

We supportthe comments made by EFRAGin its draft comment letter. We referto ourresponsetothe IASBfor
our comments on the currently proposed timelines. We specifically note thatthe 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’sendorsement of IFRS 17 takes approximately 1 2-18 months, the EU
endorsement date would fall in late 2021, whichis after the IFRS 17 transition date of 1 January 2021 and very
closeto its effective date of 1 January 2022. We do not see this as purely a European endorsementissue, 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 o perationalissues for multinationals o perating 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 anadditional modificationin the modified retrospective approach. The
modificationwould require anentity, to the extent permitted by paragraph C8, to classify asa liability for
incurred claimsa liability for the settlement o f claims incurred before an insurance contractw as acquired.

Paragraph C22A proposes that anentity applying the fairvalue approach could choose to classify sucha
liability asa liability for incurred claims.

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

(b) The proposed amendmentto paragraph C3(b) wouldpermitanentity to apply the option in paragraph
Bi115prospectively fromthe transitiondate, ratherthanthe date of initial application. The amendment
proposesthatto apply the option in paragraph B115prospectively onor after the transition date, an entity
wouldberequiredto 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 Cs5A proposesthatan entity that can apply IFRS 17 retrospectively to a group ofinsurance
contracts be permitted to instead apply the fair value approach to that group if it meetsspecified criteria
relating to risk mitigation.

Do you agreewith the proposed amendment? Why or why not?
ResponsetotheIASB:

Inresponseto Question 8a: We welcome the proposed amendments regarding business combinations priorto
transition, which allows claimsin payment atthe acquisitiondatetobetreated as incurred claims. However, we
believe that thisshould be permitted evenifit is practicably possible to apply the standard without the relief as,
eveniftherequired data is available, it will represent a considerable workload whilstit would not resultin more
usefulinformation.

In addition, webelieve that a corresponding change should be made for business combinations o ccurring post
transition. Includingincurred claimsin theliability for remaining coverage after the business combination dateis
likely to reduce transparency and impair comparability with other portfoliosand other entities. Insurance revenue
wouldbe generated on claims that have already been incurred, whenthereis no furtherinsurance 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 forincurred claims by the acquiring company post acquisition, independent whether the acquisitionis
made beforeorafterthetransitiondate. The inclusionof such anamendmentin IFRS 17 would increase
comparability between acquired portfoliosand those thathave not been subjectto a business combination.

Also,abusinesscombination would require the acquiring group to re-assess the classification of the acquired
contractsas insurance or not. The existing IFRS 17 requirement forthe acquiringgroupto assessthe
classification ofthe acquired contracts on the business combination date presentsoperational challenges. Ifthe
acquired contracts change in nature during theirlife, the differing requirements of IFRS 17 will result in
significantly different accountingtreatmentsbetween the group and subsidiary financial statements. A similar
issue exists forthe classification of contracts as having ‘direct participating features’ or not, as contracts that
wouldbeeligible forthe variable fee approach atinceptionbut no longer at the date of the business combination
because of changesin financial market conditions. This adds significant unnecessary complexity and costsand
may require the capabilityto measure insurance contracts using the general model onlyifa future business
combination takes place.
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Our proposed solutionwould be, to notrequire the acquiring group to reassessthe classification of acquired
contractsat business combination date, and would instead permit the classification at inception to beretained. If
this change cannot be made, we request, at a minimum, that relief from this requirement, for the classification of
the contractas ‘direct participating features’, ornot, to bereassessed atthe business combination date is granted
to business combinations occurring before the initial application date. We note that the Exposure Draft does
proposea changeto IFRS 3,to grant relief from the requirementto classify contractsas insuranceornotat the
business combination date, for business combinations occurringbefore the initial applicationdate of IFRS 17.

We also noteaninconsistency in the proposed amendments in the Ex posure Draft between the classificationofa
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 orderto be consistent with the option underthe fair value approach.

Other issues related to modified retrospective approach: principles-based approach

In addition to the proposed amendmentsin the context of business combinations, webelieve that the
modifications currently permitted under the modified retrospective approach, as set outin paragraphs Cg to C19
of IFRS 17, aretoo restrictive and do not provide the simplifications that make retrospective application possible
in practice. Ifthe modified retrospective approachis not improved, insurers will be forced to use the fair value
approach for many portfolios, potentially reducing the level of comparability between the basisofreportingforin
forcebusinessat the date oftransitionand newbusiness written thereafter. Examplesofthelimitationsofthe
current modified retrospective approach include the following:

¢ Fullinformation onacquisition cash flowsbroken down by the cohorts under IFRS 17 is unlikely tobe
availableretrospectively. Under the current modified retrospective approach requirements, insurers would
not be permitted to estimate the allocation ofthese acquisition costsby cohortsand thuswould be forced into
the fair value approach.

¢ Inorderto estimate cashflowsandrisk adjustment entities need to know all adjustments made between the
initial recognition and transition dates. Such informationis unlikely to be available for older portfolios oflong
term lifeinsurance contracts.

e Itisoftenimpracticableto estimate the amortisation of the CSM based on coverage units between the initial
recognitionand transition dates giventhat for olderlife insurance policies suchinformationis unlikely tobe
available and cannot be estimated reasonably.

e The proposed amendment made in paragraph 62 of the Ex posure Draft only allows partoftheinitialgainon
reinsurancetoberecognised immediately in profit orlossifthe reinsurance contractis entered into either
before,orat the same time as, the onerous underlying insurance contractsareissued. This may cause
problemsforinsurerswho 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 complexityto the transition process.

e Therequirementsofparagraph B137 of IFRS 17, whichrequire separate measurement ofinterim and annual
reporting periods, increase the costand complexity of all retrospective transition approaches. This is even
moredifficult for entitiesthathave changed their frequency of external reporting over time. Our proposed
solutionin ourresponseto Question 5 would address thisissue.

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 allowreasonable approximationsto be made.
This change would retain the principles of modified retrospective approach but allow greater flexibility for
insurersto apply it based on the extent of retrospective data they hold. Our proposed solutions would allow
insurerstoincrease the use of retrospective transition approaches and would also reduce the operational effort
associated with applyingretrospective transition approaches. We note specifically that more flexibility in applying
the modified retrospective approach would resultin more comparability amongst insurers thanthe current default
to the fairvalue approach.

Inresponseto Questions 8b and 8c: We welcome the proposed amendmentsto apply the risk mitigation option
prospectively fromthe transition date instead ofthe effective date, thereby allowing comparative financial
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informationto be prepared on the samebasisin the first IFRS 17 financial statements. We also supportthe
proposed amendment to permit anentity 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
applicationofthe riskmitigation option for entitiesthat do not use the fair value transition approach, resulting
in distortion in the measurement ofthe CSM ontransition and subsequent results. Therefore, we believe that the
risk-mitigation option should be applied retrospectively ontransition, subject to the following conditions:

an entity canapplythe risk mitigation option without the use ofhindsight;
documentation exists that describes the hedging strategy and objective targets priorto the date ofinitial
applicationof IFRS 17;and

e the cumulative risk mitigationimpact onthe CSM canbe computed using reasonable methods.

Without sucha change, the economics of existinghedging arrangements cannotbe accurately reflected on
transition. Such a restriction could affect the measurement ofthe CSM on transition and distort future results.
As an additional benefit, if the risk mitigation o ption were to be applied retrospectively, the amend ments
referredtoin Question8b and 8c wouldnolongerberelevant.

Otherissues related to transition: differencein 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 nilon transition, as stated in paragraph C24(b) of IFRS 17, no suchreliefis available to assets
measured at fair value through OCI. Setting OCI on theliabilitiesto nil at transition, whilst maintainingthe
historical OCI onrelated assets may significantly distortequity attransition and future results. Assetswill
generate a yield based on the historical effective interest rate, whilstliabilities will unwind at the market rate at
transitiondate. For contracts accounted for under the variable fee approach, such mismatch doesnotoccuras itis
allowed to setthe OCI ontherelatedliabilities at transition equal to the accumulated OCI ontherelated assets.

We propose anamendment that extends the matching of accumulated OCI on assets and liabilities that already
existsforthevariable fee approachto the generalmodel underboth fair value and modified retrospective
transitionapproaches. Forthe general model, the accumulated OCI balance onliabilities should be setequal to the
accumulated OCI on a reference portfolio of assetsat transition. This proposal would avoid the distortion of
financial information that is created whenthe existingoptionis takento set accumulated OCI on liabilities at
transitionto nil, whileleaving accumulated OCI on assetsunchanged.

Other issues related to transition: proposed changesfor operational benefits

The following proposed changes would provide significant o perational benefits whenimplementing IFRS 17
without significantly impactingthe resulting balances:

e Historical data mayonly beavailable at productlevel, and notat the contractlevel which would practically be
neededtorecognised separate groups for onerous and non-onerous contracts. Therefore, we request a
modification which would notrequire contractsat transitionto have to be splitbetween those which would
havebeen onerousornon-onerous on initial recognition.

e For contractswith direct participating featuresthe roll forward and rollback'method set outin C17, would in
principle often give verylittle difference in CSM, to the current value of the underlyingitems less fulfilment
cash flows. (This is the case for products where the insurer takes theirvariable fee from the underlyingitems
relatively evenly over the contract life, such as for most unit-linked contracts). We therefore request a
modificationto be added permitting preparers to set the CSM for contracts with direct participating features
equaltothefairvalue ofthe underlying items, lessthe fulfilment cash flowsat the transition date, subject to
this beinga reasonable approximationto a rollforward and roll back'.

EFRAGAdditional questionsto constituents:
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94 Do Constituents agree with the approach suggested by EFRAG, i.e. to prefer retrospective applicationof
paragraph Bi1sinstead of supporting the two consequential amendments? Please explainw hy.

95 Ifyouexpectto apply theriskmitigationretrospectively under the approach proposed by EFRAG, how
wouldyoufindtherequiredevidence in practice? What would be the starting pointfor collecting the
evidence andwhat processwouldyouuse?

Responseto EFRAG:

We strongly supportthe comments in the draft comment letter of EFRAG on the riskmitigation option. We
believethat IFRS 17 must be amended to allow retrospective application of the riskmitigation option. We agree
with EFRAG that such an amendment would imply that the two amendments proposed by the IASBwouldno
longerberequired.

Riskmitigationis 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 ofthe risk mitigation option, asall risk mitigation documentation should be readily
available.

Whilst we support the proposed amendment on business combinations, we have highlighted in our response to the
IASBthat webelieve that further amendmentsare required.
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Question9 — Minor amendments (BC147-BC163).

This Exposure Draftalso proposes minor amendments (see paragraphs BC147-BC163 of the Basis for
Conclusions).

Do you agreewith the Board’s proposals for each ofthe minor amendments describedin this Exposure Draft?
Why or why not?

ResponsetotheIASB:

We supportthe proposed amendments set out in paragraphs BC147-BC163, with the exceptionofthe points
noted below:

Treatment of changesin underlying items (paragraph B1 280f1FRS17)

The amendment to paragraph B128(c) includes the term “underlying items” but does notrelate solely to
contractsaccounted for underthe variable fee approach. It is unclear whether the amendment introducesthe
conceptofunderlyingitemsto contracts measured using the general model or whetherit shouldbe amendedto
specify thatreferencesto underlyingitemsrefer to contracts accounted forunder the variable fee approach only.
We are also concerned about the potential accounting mismatchif 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 ofthe income statement. To
avoid an accounting mismatch, it is imperative that the change in financial risk and associated movement in
underlyingitems are reported together in insurance finance result.

Furthermore, we do not agree with the amendment to paragraph B1 28, whichis only effective when all
underlyingitems are assets. Ifunderlyingitems include a mixture of assets and other items, this change is not
effective. Assuch, we propose thatthe amendmentis modified to fit different combinations of underlyingitems.

Changetothelevel atwhichthevariable fee approach eligibility criteria are assessed

In the Exposure Draft, paragraph B107 b (ii) is proposed to be changed to “overthe duration of the insurance
contract,” whereas previously it was “over the duration ofthe group ofinsurance contracts.” Neither the revised
Basis for Conclusions, nor any other document explains why this change has beenmade. We are concerned that
this could be a major change, whichis inconsistent with the rest of IFRS 17 (that uses groups of contractas the
unit ofaccount, not individual contracts) and could seriously disrupt the implementation of IFRS 17 and
significantly increase costs. Such a fundamental change would notappeartobeinline withthe IASB’s principles
for considering and approving potential changesto IFRS 17.

We currently assume that the eligibility test for the variable fee approach canbe performed at thelevel ofthe
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 testto becarried
out at the contractlevel rather thanthe group. This would require the allocation of all cash flows to individual
contractsbefore thetest canbe performed. Mutualisation effectswould also need to be allocated to contractlevel
in all scenarios. Such a change would require significant additional effortand additional costforall entitiesand
wouldbeinconsistent with the principlesof IFRS 17.

Investment contracts with discretionary participation features (paragraph 11(b) of IFRS17)

Paragraph 11(b) of the Exposure Draft statesthat a distinctinvestment component should be separated fromthe
insurance component and measured under IFRS 9 unlessit 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 unitlinked contract with a unitised with profit component attached.

Mutual entities issuing insurance contracts (paragraphs BC26 4-269 of IFRS 17)
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We agreethat clarification is needed that not all mutual entitieshave a feature that the most residualinterest of
the entity is dueto a policyholder. However, it would be much clearerto amend BC264-269.Inourview, it is
very unsatisfactory to add a footnote to explainthat, although this sectionreadsas ifit applies to allmutual
entities, whenin fact it doesnot. The IASB's separately published educational material, Insurance contracts
issued by mutualentities, wrongly makesthe same assumption as BC2 64-269 with the result thatit is misleading
as awholeand should be withdrawn.

Recognitionofcontracts withina group (paragraph280fI1FRS17)

We believeit is unhelpfulto amend paragraphs 24 and 28to replace the term “issued” with referencesto the
recognitiondate, while continuingto referto “contracts issued more than one year apart”in paragraph 22.IFRS
17 shouldbe consistentin referringto eithertherecognition date orthe date ofissue throughout.

EFRAGAdditional questionsto constituents:

99 Do Constituents consider that there are any unintended consequences arising fromthe minor
amendments? Please explain.

100 EFRAGhasheard two concerns which are describedin the following paragraphs.

B128oftheamendedIFRS 17

101 Paragraph B128ofthe amendments to IFRS 17 clarifies that changesin the measurement of a group of
insurance contracts caused by changesin 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
therewould be a misclassification between insurance service result and finance result requiring the
presentationofnon-financial itemsin the financial result.

Paragraph 28 oftheamendmentsto IFRS 17 andparagraph220fIFRS17
102 Paragraph28oftheamendmentsto IFRS 17 indicate that in recognising a group of insurance contractsin
a reporting period anentity shall include only contracts that individually meet one of the criteria set out in
paragraph 25 ofthe amendmentsto IFRS17. Thatis, based on:
(a) thebeginningofthe coverage period of the group of contracts;
(b) thedatewhenthefirstpaymentfroma policyholder in the group becomes due; and
(c) foragroupofonerous contracts, whenthe group becomesonerous.

103 Howeuver, in paragraph22of IFRS 17, anentity shall not include contractsissued more thanone year
apart in the same group.

104 Using theissuedatein paragraph 25 ofthe amendments to IFRS 17 instead of the recognitiondate forthe
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 Ifyouagreewitheither ofthe above two issues, please explainw hy thisis an issue for youandthe
prevalence of theissue, including volumes andjurisdictions w here theissue arises?
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Responseto EFRAG:

We supportthe comments made by EFRAGin its draft comment letter. We referto ourresponsetothe IASB. We
haveincluded additional comments in our response to the IASB that we believe require furtheramendmentor
clarification. Withregard to our comments related to mutual entities, we believe thatin Europe this is extremely
importantbecause mutuals differ considerably. For example, on the dissolution of a mutual or demutualisation,
in some casesthenet assets may distributed among member policyholdersbut in other casesthe net assets may
not be distributed to the policyholders and are instead transferred to another mutual insurance company orto a
foundation.
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Question10 — T erminology

This Exposure Draftproposes to addto A ppendix A of IFRS 17 the definition ‘insurance contract services’to be
consistentwith otherproposed amendmentsin this Exposure Draft.

Inthe light of the proposed amendmentsin this Exposure Draft, the Boardis considering whether to make a
consequential change in terminology by amending the termsin IFRS 17to replace ‘coverage’with ‘service’in
the terms ‘coverage units’ and ‘liability for remaining coverage’. Ifthat change is made, those terms would
become ‘service units’, ‘service period’ and ‘liability forremaining service’, respectively, throughout IFRS 17.
Wouldyoufindthis change in terminology helpful? Why or why not?

ResponsetotheIASB:

Whilst we understand the rationale for such change, we are concerned that the necessary changeswouldbe
widespread throughout the standard and accompanying documents, educational material, etc. Thismightbe
confusing,lead to unintended consequences and be unduly disruptive in thislate stage of finalising IFRS 17.

EFRA G Additional questionsto constituents:

110 Do Constituentsconsider that there may be any unintended consequences arising from the proposed
changein terminology? Please explain.

Responseto EFRAG:

We refer to our commentsto the IASB.
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Responsesto the comments includedin A ppendix 2 of the draft commentletterof EFRAG (“Other
commentson EFRAG’s September 2018letter to the IASBon issues that have not been addressed
by the ED”)

T opic1— Annual Cohorts
EFRAG questions to constituents:

140  Forcontractswith cash flowsthat affect or are affected by cash flows to policyholders of other
contracts:

(a) EFRAGIis suggesting to the IASBto provide an exception to the requirement to restrict the
grouping of contracts using the annual cohorts. Would Constituents agreewith this proposal?
Please explain why or why not.

(b) Pleaseprovide factpatterns —andtheir prevalence — for w hich the application ofthe annual
cohorts requirement resultsin added complexity thatis not justified and, as a consequence, should
be capturedin such anexception. For example:

(i)  Contracts towhichthe VFA appliescomparedto other contracts;
(i)  Contracts with full sharing of risks compared to othercontracts that only share a
substantial or significant partoftherisks;
(iti)  Contracts that share allrisksoronly particular risktypes; and
(iv)  Contracts withsharing of asset returns on underlying pools comparedto other contracts.

141 Asreportedin paragraph 129, the exception should meet the reporting objectivesof IFRS 17 (i.e.
depicting profittrendsover time, recognising profits of contracts over the duration ofthose contracts
and timely recognising losses onerous contracts).

With reference to the patternofrecognitionofthe CSM, EFRAGin its case study received mixedresults
as to w hether the resulting information would be impacted by the removal of annual cohorts.
Inyouropinion, howwouldyouensure thatthe CSM release patternwouldbein linewiththeIFRS 17
stated objectives? Do youenvisage any loss of information as contemplated by the IASBin paragraph
BC1770fthe ED? Ifso, howwouldyouaddressthatlossofinformation?

142 Arethereothertypes of contractsin the life insurance business, other the contractswith cash flowsthat
affector are affected by cash flowsto policyholders, that create similar complexity?

143 Some haveobservedthatwhena grouping approach broaderthanannualcohorts is applied, thereis a
benefitin providing annual information about trendsin profitability. Such disclosure could include:
(a) Reconciliations forthe CSM of those groupsfrom the opening to the closing balances (according to
paragraph10o10fIFRS17)
(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) Disclosureofthe 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
referredin (b).
Would Constituents consider it appropriate to include these additional disclosures?

Responseto EFRAG:

We strongly support EFRAG’s recommendationto the IASB to reconsider the requirements to restrictthe
groupingof contracts using annual cohorts. Many insurersissuinglong terminsurance contracts do not manage
theirbusinessonan annual cohort basis. Measuringinsurance contractsusing groupsthat are inconsistent with
the way the contracts are managed and regulated may not generate useful information. This is true under both the
variablefee approach and the general model.

Assetoutin our “IFRS 17 Priorities” document, whichwashasbeen discussed with EFRAG and the IASB, we
believe that as a minimum:

Website: www cfoforum.eu /wwwinsuranceeurope eu Page 27 of 31


http://www.cfoforum.eu/
http://www.insuranceeurope.eu/

e IFRS17 shouldinclude an exceptionto the requirement to restrict the grouping of contracts using annual
cohortsformutualised portfolios measured usingthe variable fee approach;;

e Relieffromtheuseofannual cohorts is needed for in-force businessin transition, under all transition
approaches; this would resultin a significant reduction in the cost and effort of completing IFRS 17 transition
using a retrospective approach.

We propose that annual cohorts should notbe required for VFA contracts with significant intergenerational risk
sharing. These intergenerational sharing contracts are a significantline of businessin many countries. The VFA
model requiresthat changes in the fair value ofthe underlying items canbe attributed to individual groups. For
many contracts with significantintergenerational risk sharing thisis not possible, otherthan in a subjective
manner, asboth the timing of the distribution of fair value gainsandlosses on the underlying items,and how
thesewillbeallocated between cohortsis uncertain. Because VFA contracts with significant intergenerational risk
sharing are managed ata portfolio rather than cohortlevel, any judgementsrequired to allocate fair value gains
and losseson the underlyingitems to annual cohorts would be made only for IFRS reporting, and are unlikely to
be either reliable or uniform between different entities. Thiswould lead to considerable diversity in reporting
practice.

With regard to the need fortransparency about trendsin profitability, we note that suchinformationis already
provided by the combination of the existing requirementsto disclose the amount of CSM contributed by new
business and to disclose movementsin the CSM balance forin-force portfolios.

For moreinformation, please see our response to the IASB’s Question 3.

Website: www cfoforum.eu /wwwinsuranceeurope eu Page 28 of 31


http://www.cfoforum.eu/
http://www.insuranceeurope.eu/

T opic 2 - T ransition: Modified retrospective approachandfairvalue approach
EFRAG Questions to constituents:

155 Pleaseprovide specific prevalent fact patternswhere the application ofthe modified retrospective
approachis proving particularly challenging in practice. Thiswould assist EFRAG in understanding
better theinterpretationdifficulties arising in o btaining reasonable and supportable information andin
estimating missing information that is required to apply the modified retrospective approach.

Responseto EFRAG:
Ashighlightedin ourresponse tothe IASB’s Question 8, we believe that the current requirements for the modified
retrospective approach will resultin a verylimited abilityto apply the modified retrospective approach in practice.

Our responseto that questionincludes examples oflimitations in applying the modified retrospective approachin
practice.
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T opic 3 - Balance sheet presentation: Non-separation ofreceivables
EFRAG Questions to constituents:

161 Do Constituents supportthe presentation of separate information about premiums recetwable? Ifso,
shouldinformation 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?

Responseto EFRAG:

Ashighlighted in our response tothe IASB Question 5, we believe the proposed amendments do notaddress the
concernspreviously raised by the CFO Forumregarding the inclusion of premiums, claims and other associated
cash flows in insurance liabilities on a cash basis. At present, accounting and reserving for insurance companiesis
ty pically done onan accrual basis, meaningthat cash flows areincluded ontheir due date, rather thanthe date
they areactually paid or received. Premiumsreceivable, claims payable and the related cash flows are currently
managed in separate systems from the actuarial cash flowsystems. Theimpact of the IFRS 17 requirement to
measure premiums, claims and other associated cash flows ona cash basis would require significant investment in
actuarial and finance systems to ensure financial informationis prepared on the theoretical cash basis.

In addition, the removal of insurance receivables from the balance sheet reducesthe value ofinformation
presented by insurers. For general insurers, basing liabilities on premium received rather than premium
receivable will have a significant impact onfinancial statement presentation.

We believe that IFRS 17 should be amended to include premiums, claims and other associated cashflowsonan
accrual basis in the measurement ofinsurance liabilities, with premiums receivable and claims payable balances
included separately onthebalance sheet. Benefits ofthis change include reduced implementation efforts and
improvementsin the quality of financial information presented.

We believe a distinction should be made between premiumsduetobe paid by the policyholder after the financial
reportingdate, and those premiums which the policyholderis already due, and are either in the process ofbeing
collected, arelate or are with anintermediary. Premiumsdueto be paid by the policyholder afterthe financial
reportingdaterelate to remaining coverage,and we agree with the IASBthat 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 considerthisalso better represents an entity’s counterpartyrisk, asthere would usuallybe no clearright of
offset between financial receivables in respect of premiums already due and other liabilitiesofthe entity.
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T opic 4 - Reinsurance contracts: contract boundary
EFRAG Questions to constituents:

172 Do Constituentssupportthe IASB's tentativedecisionnot to amend IFRS 17 for the contract boundary of
reinsurance contracts held?

173 Do Constituentsthatare Users consider that CSM for the reinsurance contracts held w hich reflects future
expected contracts would provide usefulinformation? Please explain.

174 EFRAGunderstandsthatthereis no material impact onbalance sheet and probably not a significant
impactonprofitorloss (until certain eventsoccur as explainedin paragraph 169 above). Please explain
the prevalenceofholding reinsurance contracts that relate to underlying contractsthat have notyet been
issued, including volumes and thejurisdictions w here the issue arises.

Responseto EFRAG:

We do not support the IASB’s tentative decisionnotto amend IFRS 17 for the contract boundary of reinsurance
contractsheld. We believe that reflecting potential future insurance contractsin the reinsurance asset, whenthese
are notyetreflected in the underlyinginsuranceliability, does not providesuseful information. For example, the
unit of account for the reinsurance contract (net gainornetcost) is dependent on a forecast of future new
underlyingbusiness, which adds significant complexity. As such, including the impact on reinsurance of expected
futureunderlying contractsin the CSM forreinsurance contracts held would not provide useful informationfor
investors. We believe that thisissueis important, both because of its conceptual nature and theimpacton
operational complexity.

For moreinformation, see our response to the IASB’s Question 4,
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