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EFRAG’s draft comment letter on the IASB’s Exposure Draft
“Applying IFRS 9 Financial Instruments with IFRS 4 Insurance
Contracts”

Dear Mr Marshall

On behalf of the German Insurance Association (GDV) we welcome the
opportunity to comment on EFRAG’s draft comment letter on the IASB'’s
Exposure Draft ED/2015/11 “Applying IFRS 9 Financial Instruments with
IFRS 4 Insurance Contracts (Proposed amendments to IFRS 4)”, as pub-
lished by EFRAG on 24 December 2015 for public consultation.

In general, we are supportive of most of the tentative views expressed in
the draft comment letter. Especially, we appreciate EFRAG's position that
IASB shall address the non-alignment of the mandatory effective dates of
the future insurance contracts standard (IFRS 4 Phase II) and IFRS 9 Fi-
nancial Instruments (Question 1). This view is In line with the long-
standing request of the German Insurance industry that insurers should
not be obliged to implement the revised financial reporting requirements
for financial instruments (IFRS 9) until the future insurance contracts
standard (IFRS 4 Phase ll) is available because of the inherent economic
linkage between insurance liabilities and financial assets.

We do not oppose the IASB's proposal regarding the overlay approach
and the IASB's further work on it (Question 2). However, we fully share
EFRAG's reservations expressed on the cost-benefit assessment of it
(Question 3). The provided evidence and insight are sufficient to draw this
negative conclusion. Especially, it would require insurers to adopt IFRS 9
in isolation, ahead of IFRS 4 Phase Il. Therefore, we have the firm view
that the overlay approach Is not an adequate measure to address the
substantiated concerns of the insurance industry regarding the non-
alignment of effective dates of IFRS 4 Phase Il and IFRS 9.

A

GDV

DIE DEUTSCHEN VERSICHERER

Date
18.01.2016

Gesamtverband der Deutschen
Versicherungswirtschaft e, V.

German Insurance Assoclation

Wilhelmstrale 43 /43 G, D-10117 Berlin
Phone: +49 30 2020-5400
Fax: +49 30 2020-6603
E-Mail: awehling@gdv.de

Phone: +49 30 2020-5700
Fax: +49 30 2020-6700
E-Mail: tilka@gdv.de

51, rue Montoyer

B - 1000 Brussels

Phone: +32 2 28247-30
Fax: +32 2 28247-39
ID-Number 6437280268-55

vaw.gdv.de

r

TerbEhat set 20y
el fimde




We strongly believe that resources and efforts of the IASB should be best
focused on finalisation of the deferral approach as it is rightly supposed
to address the cause of the issue and not only one of its consequences.
For this reason we highly appreciate that the temporary exemption from
applying IFRS 9 is proposed by the IASB in the ED/2015/11 (Question 4).
Overall, we assess that the suggested predominance test, to be applied
at the reporting entity level, is generally a suitable approach to provide
a proper remedy for the concerns of the insurance industry. Nevertheless,
we think that some further work is still necessary to fine-tune the design of
the proposed approach to ensure that a level playing field for all insurers is
safeguarded. We have identified some limited but significant areas for
further deliberations: e.g. the design of the predominance test and the
level of its application in case of financial conglomerates as insurers active
in financial conglomerates should not be excluded from the deferral ap-
proach if they pass the eligibility test at their level.

We fully appreciate the efforts and the accompanying activities of EFRAG
to support the IASB to provide a proper remedy for the insurance industry
being the most effected by the non-alignment of the effective dates of
IFRS 4 Phase Il and IFRS 9. Therefore, we agree that the existent insur-
ance regulation might also have a helpful role to play in identifying “insur-
ers” which should be enabled to apply the deferral approach. However, it
should not be seen as an alternative to IASB's predominance approach.

Finally, we are aware that all concerned reporting entities urgently need
clarity on how and when they apply IFRS 9 as a consequence of the
ED/2015/11. We recommend EFRAG to urge the IASB to provide this clar-
ity as swiftly as possible. In addition, we ask EFRAG to express in its
communication to the IASB a recommendation for the deferral approach to
be further developed with the objective to make it eligible to as many rele-
vant entities as possible. A level playing field for all insurers should be the
main objective for the IASB's efforts when making the ultimate decisions.

You will find our detailed responses to the specific questions of the IASB
in the annex to this letter. If you would like to discuss our comments fur-
ther, please do not hesitate to contacts us.

Yours sincerely,

z 222

Dr. Axel Wehling Thomas llka

{Member of the Executive Board) (Member of the Executive Board)
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Annex

Question 1 — Addressing the concerns raised

Paragraphs BC9-BC21 describe the following concerns raised by some inter-
ested parties about the different effective dates of IFRS 9 and the new insur-
ance contracts Standard:

(a) Users of financial statements may find it difficult to understand the addi-
tional accounting mismatches and temporary volatility that could arise in
profit or loss if IFRS 9 is applied before the new insurance contracts
Standard (paragraphs BC10-BC16).

(b) Some entities that issue contracts within the scope of IFRS 4 have ex-
pressed concerns about having to apply the classification and meas-
urement requirements in IFRS 9 before the effects of the new insurance
contracts Standard can be fully evaluated (paragraph BC17-BC18).

(c) Two sets of major accounting changes in a short period of time could
result in significant cost and effort for both preparers and users of finan-
cial statements (paragraphs BC19-BC21).

The proposals in this Exposure Draft are designed to address these concerns.

Do you agree that the IASB should seek to address these concerns? Why or
why not?

Yes. We strongly support the IASB to continue to work on suitable
measures to address these concerns for the reasons noted above in (a) to
(c). We favour a solution which removes the cause of the concerns, i.e.
directly addresses the misalignment of the effective dates of the future
insurance contracts standard and IFRS 9 and not only (some of) its con-
sequences.

In more detail:

We highly appreciate that the IASB tentatively decided to acknowledge the
long-standing concerns of the insurance industry with regard to the need
for an alignment of mandatory effective dates of the future insurance con-
tracts standard (IFRS 4 Phase Il) and IFRS 9 Financial Instruments. We
believe that the IASB is on the right track to ultimately safeguard that in-
surers must not be obliged to adopt IFRS 9 in isolation, ahead of the im-
plementation of IFRS 4 Phase II.

In addition, we fully acknowledge that the IASB has recognised that it
would be inappropriate and not proportional to require insurers to under-
take significant but only temporary changes to current insurance contracts
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accounting based on existing IFRS 4 Insurance Contracts or its temporary
extensions (BC14, BC16). Consequently, we believe that the related
statement (a) in the IASB’s Snapshot on page 3, third column is in conflict
with this acknowledgment/rationale.

Furthermore, we like to remind that the request for the alignment of the
related effective dates has been also expressed by the International Asso-
ciation of Insurance Supervisors (IAIS) in its comment letter “Re: Exposure
Draft ED/2013/7 Insurance Contracts” of 21 October 2013 (Ref: 13/98):

“The IAIS strongly believes that the effective dates of IFRS 9 and the insur-
ance contracts standard must be aligned for insurers. The effective dates of
both standards should be set to allow sufficient time for implementation.
If the effective dates of these two standards cannot be aligned, we encour-
age the IASB to consider introducing an exception for insurers so as to en-
able implementation of IFRS 9 and IFRS 4 phase Il concurrently.”
(Pages 10 and 11)

Finally, given the current stage of the EU endorsement procedure on
IFRS 9 we strongly recommend that EFRAG encourages the IASB to pro-
ceed swiftly with redeliberations after the period of public consultations
and to provide a deferral solution which is properly designed to be eligible
to all relevant insurers for the period foreseen. Our views regarding the
suggested sunset clause are provided in our answer to Question 6.

Our comments and suggestions regarding the recommended adjustments
to the proposed temporary exemption from applying IFRS 9 (deferral ap-
proach) are provided in our detailed answer to Question 4. Our negative
assessment of the overlay approach is included in our detailed comments
to Question 3.



Question 2 — Proposing both an overlay approach and a temporary
exemption from applying IFRS 9

The IASB proposes to address the concerns described in paragraphs BC9—
BC21 by amending IFRS 4:

(a) to permit entities that issue contracts within the scope of IFRS 4 to re-
classify from profit or loss to other comprehensive income some of the
income or expenses arising from designated financial assets that:

0] are measured at fair value through profit or loss in their entirety
applying IFRS 9 but

(i)  would not have been so measured applying IAS 39 (the ‘overlay
approach’) (see paragraphs BC24-BC25);

(b) to provide an optional temporary exemption from applying IFRS 9 for
entities whose predominant activity is issuing contracts within the scope
of IFRS 4 (the ‘temporary exemption from applying IFRS 9') (see para-
graphs BC26-BC31).

Do you agree that there should be both an overlay approach and a temporary
exemption from applying IFRS 9? Why or why not?

If you consider that only one of the proposed amendments is needed, please
explain which and why.

Yes, we agree with the IASB proceeding with both approaches.

Depending on the final outcome of the Board’s deliberations, and depend-
ing on the specific circumstances of (groups of) reporting entities the use-
fulness of the overly approach or the applicability of the deferral approach
might significantly vary. However, we do not consider the overlay ap-
proach as a valid alternative or as an alternative equivalent to the tempo-
rary exemption from applying IFRS 9 (deferral approach). Only the deferral
approach is rightly addressing the cause of the concerns of the insurance
industry while the overlay approach is designed to deal only with one of the
consequences of the misalignment of the effective dates (paragraphs 16 and
17 of EFRAG draft comment letter).

In more detail:

While we have the explicit view that the overlay approach is not a suita-
ble measure to holistically address all the concerns related to the non-
alignment of the mandatory effective dates of IFRS 4 Phase Il and IFRS 9,
we do not oppose the IASB to introduce this specific measure on an op-
tional basis if considered reasonable and necessary to supplement the
temporary exception from applying IFRS 9 (deferral approach).




Our detailed negative assessment of the overlay approach is provided in
our answer to Question 3.

The German insurance industry strongly prefers the deferral approach to
be further proceeded with. Therefore, we believe that the efforts of the
IASB should be focused on it to ensure that its scope is robust enough
and its application leads to reasonable outcome regarding a level playing
field for all relevant insurers.

Our detailed comments on the scope and design of the temporary excep-
tion from applying IFRS 9 (deferral approach) as proposed by the IASB in
the ED/2015/11 are provided in our answer to Question 4.



Question 3 — The overlay approach

Paragraphs 35A-35F and BC32-BC53 describe the proposed overlay ap-
proach.

(a) Paragraphs 35B and BC35-BC43 describe the assets to which the
overlay approach can be applied. Do you agree that the assets de-
scribed (and only those assets) should be eligible for the overlay ap-
proach? Why or why not? If not, what do you propose instead and why?

(b) Paragraphs 35C and BC48-BC50 discuss presentation of amounts
reclassified from profit or loss to other comprehensive income applying
the overlay approach. Do you agree with the proposed approach to
presentation? Why or why not? If not, what do you propose instead and
why?

(c) Do you have any further comments on the overlay approach?

General comments

We have strong reservations regarding the overlay approach as it requires
insurers to adopt IFRS 9 in full (BC33) in isolation, ahead of the future
Standard for insurance contracts (IFRS 4 Phase ll), i.e. the overlay ap-
proach accepts the non-alignment of effective dates of the two inherently
interrelated standards and addresses only the additional volatility in profit
or loss created by the non-alignment of the effective dates (BC32). There-
fore, the overlay approach is in its starting assumption fully contrary to the
valid and substantiated, long-standing request of the insurance industry.
It is also contrary to the request expressed by the IAIS in its comment let-
ter of 21 October 2013 (the quotation in our answer to Question 1).

Therefore, we firmly believe that the overly approach can only supple-
ment the deferral approach, but it cannot be considered as an equiva-
lent alternative to it. The overlay approach requires insurers to implement
IFRS 9 in full in isolation. Hence, it causes additional double efforts and
creates sunk costs to insurers. Furthermore, it requires insurers to run two
reporting systems for financial assets (i.e. IFRS 9, IAS 39) in parallel. We
have the impression that the potential operational efforts and related costs
caused by suggested temporary changes to financial reporting systems of
reporting entities are significantly underestimated by the IASB (BC25).
Therefore, we also disagree with the implicit assumption of the IASB that
the overlay approach might by accompanied by certain additional adjust-
ments which could be made to existing insurance contracts accounting
based on current IFRS 4 (BC14). We do however acknowledge that the
IASB itself recognised the inappropriateness of this idea (BC16).




We respectfully ask EFRAG to convey the explicit message to the IASB
that the European insurance industry is largely in favour of the deferral
approach, while the |ASB seems to prefer the overlay approach.
For example, the sunset clause is foreseen only for the deferral approach.
As a matter of fact, the likelihood that the overlay approach will be applied
by German insurers is not existent. The related qualitative cost-benefit
assessment is definitively assessed as being clearly negative.

Our rationale

As a matter of principle, we continue to firmly believe that interrelated fi-
nancial reporting Standards should not be developed or applied in isola-
tion when they are affecting economically interrelated facts and circum-
stances. That's why insurance industry is since many years permanently
arguing that the inherent economic linkage between insurance liabilities
and financial assets backing them should be recognised by the IASB and
appropriately reflected in its related standard setting activities. We believe
that the proper depiction of this economic interaction is absolutely indis-
pensable, i.e. requirements of the future insurance contracts Standard
(IFRS 4 Phase Il) and IFRS 9 Financial Instruments must consistently
interact with each other and should not lead to artificial volatility because
of accounting mismatches in profit or loss, other comprehensive income or
in equity. Therefore, also an alignment of the mandatory effective dates of
IFRS 4 Phase Il and IFRS 9 is critical for all insurers. The overlay ap-
proach disregards this matter of fact entirely.

We fully share the reservations of EFRAG regarding the overlay ap-
proach as expressed in its draft comment letter (paragraphs 35 and 36 of
EFRAG draft comment letter). Therefore, it is also of little value to attempt
to involve further resources to consider any quantitative cost assessments
for the overlay approach, because the underlying basis for this approach
is not supported by the German insurers.

In addition, and for reasons of precaution we like to provide the following
comments regarding the negative assessment of the overlay approach:

e The main reason is that the overlay approach would require insurers
to implement IFRS 9 in full in isolation, ahead of the future insurance
contracts standard (IFRS 4 Phase Il) and irrespective of the related
substantiated strong concerns of the insurance industry in this regard.

e We totally agree with the EFRAG’s assessment that the overlay ap-
proach would force insurers to implement additional IT system archi-
tectures for the run of two complete reporting systems for financial in-
struments in parallel for certain number of years only. In particular,
the overlay approach would require reporting entities to fully comply



with both IFRS 9 and IAS 39 and to provide traceable line-by-line rec-
onciliations between them (paragraph 27 of EFRAG draft comment
letter) to ensure that the transfer of determined amounts from profit or
loss into other comprehensive income and out of the other compre-
hensive income into profit or loss remains auditable.

In addition, the application of the overlay approach would not only
affect the financial instruments in the scope of it as largely assumed.
It would also require detailed tracking of related effects on deferred
tax calculations or on shadow accounting if relevant.

After having consulted our concerned members we have reached the
firm view that the potential double efforts on the processes’ side result
in a clearly negative cost-benefit assessment of the overlay ap-
proach. The potential requirements of the overlay approach are nei-
ther acceptable nor feasible; especially in fast close environment.

And what is even more important: the overlay approach completely
neglects the main rationale underlying the request of the insurance
industry for the temporary deferral of IFRS 9’s application which aims
to align it with the proper implementation of the future insurance con-
tracts standard.

Furthermore, the overlay approach does not avoid significant double
efforts for insurers, but it introduces additional ones (paragraph 35
of EFRAG draft comment letter, BC53) and, in addition, leads to po-
tentially further confusion of investors and other users of insurers’ fi-
nancial statements. While the transitional additional volatility in profit
or loss would be approached and eliminated (at excessive costs) via
the transfers into and out of the other comprehensive income, the
overlay approach would lead to new additional volatility in equity.

The additional volatility in equity would arise for example in the case
of financial instruments being accounted for at amortised cost under
IAS 39 and which would have to be accounted for at fair value
through profit or loss under IFRS 9, without the related change in in-
surance liability accounting.

While the deferral approach is the appropriate solution which ad-
dresses rightly the problematic non-alignment of effective dates of
IFRS 9 and IFRS 4 Phase Il as the source of the main concerns, the
overlay approach simply accepts the non-alignment and addresses
only one of the consequences of the non-alignment (i.e. the volatility
in profit or loss during the non-alignment period of time).



e For all these reasons above we strongly disagree with the alterna-
tive views expressed by some Board members (Mr Finnegan,
Mr Mackintosh and Ms Tokar) who believe in the superiority of the
overlay approach (AV4) and oppose to the temporary exemption from
applying IFRS 9 as suggested by the ED/2015/11.

Our conclusions

Based on our strong reservations against the overlay approach and
referring to our disagreement with its core underlying assumption,
we urge EFRAG not considering it as a proper remedy for the issues
of concern for the insurance industry.

Nevertheless, as noted above, we do not object the optional existence of
the overlay approach as such if other interested parties would like to keep
it. However, being not aware of any German insurer what would be inter-
ested in dealing with operational implementation challenges associated to
the overlay approach, we consequently do not provide any specific com-
ments on the scope design or the presentation approach of it (para-
graphs 21 to 34 of EFRAG draft comment letter). Those comments are in
our view best provided by those constituents who might be in favour of
adopting and using the overlay approach.

Irrespective of that view, we suggest deleting the particular statement in
paragraph 30 of the EFRAG draft comment letter expressing that “/n gen-
eral terms, EFRAG does not support unrestricted options in presentation
because they create a lack of comparability.” We assess this statement as
unnecessary and also as not being in line with the EFRAG’s view ex-
pressed in its comment letter of 15 November 2013 towards IASB with
regard to the revised ED “Insurance Contracts” (ED/2013/7). In that letter
EFRAG expressed support for the view that “insurers should have the
option to make an accounting policy choice at portfolio level to report the
impact of changes in the discount rate of the insurance liabilities in the
statement of profit or loss or the statement of other comprehensive in-
come”. This unrestricted presentation option in the future insurance con-
tracts standard (IFRS 4 Phase ll) is fully supported by us.
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Question 4 — The temporary exemption from applying IFRS 9

As described in paragraphs 20A and BC58-BC60 the Exposure Draft propos-
es that only entities whose predominant activity is issuing contracts within the
scope of IFRS 4 can qualify for the temporary exemption from applying
IFRS 9.

(@ Do you agree that eligibility for the temporary exemption from applying
IFRS 9 should be based on whether the entity’s predominant activity is
issuing contracts within the scope of IFRS 4? Why or why not? If not,
what do you propose instead and why?

As described in paragraphs 20C and BC62-BC66, the Exposure Draft pro-
poses that an entity would determine whether its predominant activity is issu-
ing contracts within the scope of IFRS 4 by comparing the carrying amount of
its liabilities arising from contracts within the scope of IFRS 4 with the total
carrying amount of its liabilities (including liabilities arising from contracts with-
in the scope of IFRS 4).

(b) Do you agree that an entity should assess its predominant activity in
this way? Why or why not? If you believe predominance should be as-
sessed differently, please describe the approach you would propose
and why.

Paragraphs BC55-BC57 explain the IASB’s proposal that an entity would
assess the predominant activity of the reporting entity as a whole (ie assess-
ment at the reporting entity level).

(c) Do you agree with the proposal that an entity would assess its predomi-
nant activity at the reporting entity level? Why or why not? If not, what
do you propose instead and why?

General comments

As a matter of fact, the deferral approach is the right way to proceed
and we generally agree with the predominance test at the reporting entity
level. The German insurance industry is of the strong view that resources
of the IASB should be focused on getting the deferral approach right as
it is supposed to address the cause of the issue and not only one of the
negative consequences of the non-alignment. Therefore, we strongly
support the IASB’s approach for the temporary exemption from ap-
plying IFRS 9 as proposed in the ED/2015/11.

In general, we agree with the proposed temporary exemption from ap-
plying IFRS 9 as designed in the Exposure Draft as a suitable and
proper basis to build on. The limited areas where we believe further
adjustments of the suggested approach are necessary are outlined below.
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Our rationale

We view that the need for the temporary deferral of IFRS 9 for insurers
is sufficiently justified and substantiated regarding its conceptual validi-
ty by the rationale provided by the insurance industry so far and accepted
by EFRAG in the final endorsement advice on IFRS 9 of 15 Septem-
ber 2015 to the European Commission. Hence, the cost-benefit assess-
ment of the deferral approach can be assumed to be positive for those
insurers that can apply it. It is however obviously not the case for insurers
active in financial conglomerates if they would be forced to deliver the
IFRS 9 data for the group level if being able to apply the deferral at the
level below only. An exemption from the reporting level approach to ad-
dress this case properly is necessary. Our recommendations are provided
below.

As a matter of principle, insurers should not be obliged to provide any
artificial quantitative proof if they are “insurers” eligible for the de-
ferral approach when they are in the scope of the insurance supervision.
Hence, highly regulated (groups or sub-groups of) insurers should not be
forced to provide any further evidence whether they are indeed ‘insurers’
or not. However, we respect the IASB’s standard setting approach and
that the future Standard for insurance contracts will apply to insurance
contracts and not to regulated insurance undertakings as such. In addi-
tion, we fully acknowledge that the IASB is aiming to design the scope of
reporting entities eligible for the deferral approach in a globally robust way.
Hence, the reference to insurance supervision as a stand-alone criterion
might not be always sufficient or pragmatically the superior approach. Fur-
thermore, we appreciate and support the Board’s intention to allow for
decisions about the eligibility for the deferral to be made at group level for
the whole group, while the regulatory approach might better work on a
legal entity level.

Therefore, we assess that the IASB’s proposed predominance test,
which is suggested to be applied at the reporting entity level, is a suita-
ble starting point for further considerations. The consideration of insur-
ance regulation might however play a relevant supplementary role in
cases in which the outcome of qualitative predominance test is not suffi-
ciently clear to draw a clean conclusion on its own.

Especially, the reference to the existence of insurance supervision might
provide certain relief to the perceived restrictiveness of the predominance
criterion/ration calculation as suggested by the IASB for the deferral ap-
proach. In particular, because the design of the test will be determined
long ahead it would be effectively performed (i.e. for reporting periods
starting at 1 January 2018). We firmly believe that clarity on when IFRS 9
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needs to be adopted by insurers should be provided sufficiently ahead of
that date, preferably already in the first half of the year 2016.

What needs still to be fixed to achieve more robustness of the IASB’s pro-
posal?

Although we generally support the core design of the IASB’s approach
(i.e. predominance test at the reporting entity level), we also believe that
some further work is still necessary to fine-tune the current design of the
proposed temporary exemption from applying IFRS 9 to improve its effec-
tiveness and to provide the urgently needed clarity regarding its applicabil-
ity. We have identified the following specific dimensions for further Board'’s
efforts and discussion before finalizing the amendments:

- design of the predominance test

The intended threshold for the predominance test should not be seen as
an absolute bright line. Consequently, we recommend deleting the three-
quarters-example in BC65 as contradicting the Board’s explicit decision to
not provide a particular quantitative threshold. We also note that the BCs
are not subject to formal endorsement procedure in the EU which creates
issues with regard to its relevance respective its auditability/enforceability.
This potential confusion should be best avoided.

In any case, and regarding the Question in paragraph 73 of EFRAG draft
comment letter, the ratio threshold should not be further strengthened
(against paragraph 61 of EFRAG draft comment letter).

In addition, the ratio definition should be carefully reconsidered regarding
its design and rationale (e.g. deferred tax liabilities or pensions liabilities
are not specific to the insurance business and should be excluded from
the ratio determination).

We also refer to our view regarding the potential need for a supplementary
consideration of regulatory supervision for a more holistic approach for the
scope determination (paragraph 74 of EFRAG draft comment letter).

- level of predominance test performance and the deferral ap-
proach in case of financial conglomerates

The case of insurance undertakings being active in financial conglomer-
ates should be addressed by the IASB to ensure a level playing field for all
relevant insurers. We respectfully recommend an explicit option to perform
the fine-tuned predominance test to the insurance sub-groups below the
reporting entity level if the outcome at the reporting entity level/group level
is negative (paragraph 88 and in difference to paragraph 62 of EFRAG
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draft comment letter which seems to indicate a preference for the predom-
inance test to be performed in any case below the reporting entity level).

Consequently, we agree with the tentative conclusion in paragraph 80 of
the EFRAG draft comment letter and share the rationale. However, an
additional supplementary option at the group level might be necessary to
enable financial conglomerates to make their own individual cost-benefit
assessments regarding the potential usefulness of the ‘roll-up’ of the
IAS 39 results from the insurance sub-group to the group level (para-
graphs 62 and 67 of EFRAG draft comment letter). Hence, concerned
groups should retain the possibility to provide their consolidated financial
statements based on IFRS 9 or to rely on segment reporting (incl. roll-up).

Furthermore, regarding paragraph 91 of EFRAG draft comment letter and
taking into account the very temporary nature of the deferral approach, we
do not consider that there is an urgent need for the development of addi-
tional accounting requirements for potential ‘transfers’ of financial assets
between different parts within financial conglomerates (against paragraph
85 of the EFRAG draft comment letter). Instead, it should be acknowl-
edged that concerned reporting entities would provide related disclosures
on the effects and on the applied accounting policies if material. There-
fore, we do not share the related concerns on earnings management op-
portunities (BC57 (b) and paragraph 82 of EFRAG draft comment letter).
In addition, we refer to the existence of IAS 24 Related Party Disclosures
which reporting entities have to comply with. Finally, and as a matter of
principle, the standard setting activity of IASB should not be based on the
misuse assumption.

- urgent need for clarity ahead of 1 January 2018

We have the strong view that it is matter of urgency to provide clarity for
all insurers as soon as feasible on when they need to comply with IFRS 9
in full. While the implementation of IFRS 9 requires significant opera-
tional efforts and sufficient lead time, the Exposure Draft is suggesting
that the eligible test will be performed “when the entity would otherwise be
required to initially apply IFRS 9” (paragraph 20D), i.e. at 1 January 2018.
We believe this is impractical. It would be more reasonable to allow insur-
ers to assess as soon as possible whether they are in a position to benefit
from the temporary exemption from applying IFRS 9 or not. Therefore, we
suggest allowing reporting entities to perform the binding eligibility test
already in 2016 once the IASB’s deliberations of its design are finalized
and the amendments are formally published by the IASB. We believe that
this assessment would provide anyway useful information to supplement
the disclosures required by IAS 8, paragraphs 30 and 31.
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In general terms, clarity on when and how IFRS 9 needs to be adopted by
insurers should be provided by the IASB sufficiently ahead of 1 January
2018, preferably already in the first half of the year 2016. If this would not
be the case, i.e. if the predominance test cannot be performed in 2016 on
a binding basis, than we respectfully ask EFRAG to recommend to the
IASB to provide an explicit clarification that the predominance test should
be performed only on the currently applicable IFRS-Standards; i.e. ongo-
ing developments and future amendments to IFRSs should not be re-
quired to be considered. The same applies to the performance of potential
reassessments if any. Otherwise, an appearance of unintended conse-
quences cannot be excluded (for example as a result of IFRS 16 Leases).

- annual reassessment of the eligibility for temporary exemption
from applying IFRS 9 inappropriate and unnecessary

Taking into consideration the very temporary nature of the proposed defer-
ral approach, we generally do not believe that it is necessary to require
subsequently any annual reassessment (paragraph 20D). Therefore, we
also disagree with the related tentative view expressed in paragraph 64 of
EFRAG draft comment letter. In particular, we do not share the general
statement that changes in corporate structure (always) take as long in its
preparation as the assessed necessary lead time (two to three years) be-
fore adopting IFRS 9 properly in full. In particular, we question the practi-
cal feasibility of the related requirement to apply IFRS 9 from “the begin-
ning of its next annual reporting period”. Finally, the IASB’s suggested
requirement for reassessment has the potential to influence the business
policies of insurers which should be avoided.

For these reasons we recommend deleting the related proposals regard-
ing the need for the subsequent reassessment of eligibility for the deferral
approach. Hence, we also encourage EFRAG to reconsider the tentative
view expressed in paragraph 64 of the EFRAG draft comment letter.

- additional disclosures should not undermine the profitableness
of the temporary exemption from applying IFRS 9

Finally, it has to be ensured by the IASB that the advantages of the defer-
ral approach and the positive cost-benefit relation are not overwritten by
any overly detailed or excessively burdensome disclosure requirements.
As a matter of principle, we tend to believe that the existing general re-
quirements in IAS 8, paragraphs 30 and 31, are sufficient. Any additional
disclosure requirements must not effectively require insurers applying de-
ferral approach to run two reporting systems in full for the purpose of dis-
closures in the notes only.
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Therefore, the disclosures proposed in the IASB’s Exposure Draft should
not be further amended. The proposed SPPI-test related disclosures (par-
agraph 37A (c)) should be reconsidered as potentially significantly contra-
dicting the initially positive cost-benefits objective of the deferral approach.

Why insurers need the temporary exemption from applying IFRS 9?

We strongly disagree with the alternative views of some Board mem-
bers (Mr Finnegan, Mr Mackintosh and Ms Tokar) who question the need
for the temporary exemption from applying IFRS 9 (AV1 - AVS).

Therefore, and for reasons of precaution we like to provide the following
additional comments regarding our general support for the IASB’s
decision to include the temporary exemption from applying IFRS 9
(‘deferral approach’) for specified entities into the ED/2015/11:

e As expressed continuously in the past by the insurance industry, in-
surance contracts and underlying financial assets are inherently inter-
related and are not managed by insurers in isolation. This economic
linkage must be respected by financial reporting requirements. In par-
ticular, it must be considered also via the alignment of the mandatory
effective dates of IFRS 9 and the future insurance contracts Standard
(IFRS 4 Phase Il). For banking industry the accounting for financial
assets and financial liabilities is aligned already within IFRS 9.

e Requiring insurers to adopt corresponding financial reporting Stand-
ards in subsequent succession is therefore not only conceptually
failed. It would also result in a significant operational burden for insur-
ers, create double efforts and furthermore result in confusion of inves-
tors and other users of insurers’ financial statements.

e Consequently, insurers must not be obliged to adopt IFRS 9 in
isolation and before the mandatory effective date of the future
IFRS for insurance contracts.

e  We support the initial tentative conclusions of the IASB reached in the
Board meeting in September 2015 — and being reflected by the de-
sign of the proposals in the ED/2015/11 — as we have the strong pref-
erence that the requested alignment of the both related Standards
should be best provided by the IASB on a global basis.

e The tentative Board's decisions demonstrate that the long-standing
request of the insurance industry at large and of the IAIS likewise is a
valid one and that the recent assessment of EFRAG in its final en-
dorsement advice on IFRS 9 to the European Commission of 15 Sep-
tember 2015 is intended to be finally acknowledged by the IASB.
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e The deferral approach is the only solution which addresses the prob-
lematic issue of the current non-alignment of effective dates of IFRS 9
and the future insurance contracts Standard in a conceptually proper
manner as it removes the cause of the concerns.

e In particular, the deferral approach avoids unnecessary double efforts
on the process side for reporting entities (e.g. with regard to setting up
projects and their budgeting, developing or buying and customizing
robust IT systems, ensuring auditability of processes and accounting
results) and therefore respects the cost and resources’ constraints
under which insurers are currently essentially suffering.

Therefore, we fully share the EFRAG’s tentative observation that “the
temporary exemption from applying IFRS 9 is the only approach that
eliminates all the difficulties” (paragraph 48 of the draft comment let-
ter).

e The deferral approach provides also clarity, transparency and under-
standability for investors and other users of insurers’ financial state-
ments with regard to the accounting basis used for financial assets.

o  We are fully aware that the key element of the deferral approach is
the robust design of its scope at the global level. We support the
IASB’s tentative approach to base the scope determination on the
predominance test at the reporting entity level, though we believe that
it has to be fine-tuned further as explained above.

e As expressed above, we believe that also insurance sub-groups
being part of financial conglomerates should not be put in dis-
advantage by any too restrictive scope approach for the deferral of
IFRS 9. The benefits of the deferral approach must be safeguarded
also for those insurers. A level playing field for all relevant insurers is
an essential issue which needs to be ensured by the IASB.

e A robustly designed scope of the deferral approach is important from
the perspective of insurance industry and has to be focused on in fur-
ther thorough discussions during the whole due process of the IASB.

Our conclusions

Based on our assessment we recommend EFRAG to express in its
comment letter to IASB a general support for the deferral approach
and its design (i.e. predominance test at reporting entity level).
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In particular, we agree with the EFRAG’s tentative conclusion that
“the temporary exemption from applying IFRS 9 is the only approach
that eliminates all the difficulties” (paragraph 48 of the draft com-
ment letter), i.e. holistically addresses the concerns identified by
EFRAG in its final endorsement advice on IFRS 9 to the European
Commission.

However, the IASB should also be recommended to develop the pro-
posals further with the objective to make it eligible to all relevant in-
surers. Our suggestions refer specifically to further work on the de-
sign of the predominance test and its application in case of financial
conglomerates to ensure a level playing field in the insurance indus-

try.

As a general request we refer to our view that there is an urgent need
to provide clarity to all insurers as soon as possible on whether they
can benefit from the temporary exemption from applying IFRS 9
to align its implementation with IFRS 4 Phase II.
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Question 5 — Should the overlay approach and the temporary exemption
from applying IFRS 9 be optional?

As explained in paragraphs BC78-BC81, the Exposure Draft proposes that
both the overlay approach and the temporary exemption from applying IFRS 9
would be optional for entities that qualify. Consistently with this approach,
paragraphs BC45 and BC76 explain that an entity would be permitted to stop
applying those approaches before the new insurance contracts Standard is
applied.

(@) Do you agree with the proposal that the overlay approach and the tem-
porary exemption from applying IFRS 9 should be optional? Why or why
not?

(b) Do you agree with the proposal to allow entities to stop applying the
overlay approach or the temporary exemption from applying IFRS 9
from the beginning of any annual reporting period before the new insur-
ance contracts Standards is applied? Why or why not?

a) Yes.

We agree with EFRAG’s tentative support for the IASB’s proposal that the
both suggested approaches should be optional (paragraph 97 of EFRAG
draft comment letter). It best reflects the diversity of facts and circum-
stances in which insurance undertakings are operating.

b) Yes.

We agree with the IASB’s proposal that reporting entities should be in a
position to stop applying the respective approach from the beginning of
any annual reporting period before the new insurance contracts Standard
(IFRS 4 Phase ll) is applied. It would allow for the individual cost-benefit
consideration from the relevant entity-specific perspective.
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Question 6 — Expiry date for the temporary exemption from applying
IFRS 9?

Paragraphs 20A and BC77 propose that the temporary exemption from apply-
ing IFRS 9 should expire at the start of annual reporting periods beginning on
or after 1 January 2021.

Do you agree that the temporary exemption should have an expiry date? Why
or why not?

Do you agree with the proposed expiry date of annual reporting periods be-
ginning on or after 1 January 2021? If not, what expiry date would you pro-
pose and why?

Our strong and unaltered view is that insurers should not be obliged to
implement IFRS 9 in isolation ahead of the future standard for insurance
contracts accounting. Therefore, we do not oppose the suggested sunset
clause for the deferral approach, provided that the insurance contracts
project is finalised by the IASB as currently scheduled. Consequently, we
do not oppose the proposal that the temporary exemption from applying
IFRS 9 would have an absolute expiry date, provided that the IASB con-
tinues to work on a successfully finalisation of the insurance contracts
projects (IFRS 4 Phase Il) as envisaged.

As of today and considering the currently perceived very advanced stage
of the insurance contracts project we believe that 1 January 2021 as pro-
posed expiry date is a reasonable and feasible compromise to provide
clary to concerned community. Therefore, we do not share the concerns
expressed in the alternative view of Mr Finnegan and Mr Mackintosh
(AVT7). We support however the EFRAG's tentative view that the expiry
date is reassessed when the future insurance contracts standard is final-
ised. But we oppose that it could be reset at an earlier date (paragraph
103 of EFRAG draft comment letter). We continue to argue that a suffi-
ciently long transition period for proper implementation of IFRS 4 Phase ||
is indispensable.

Finally, we are fully supportive of the EFRAG’s tentative view that “the
overlay approach should not be regarded as a solution to a possible delay
in the finalisation of the new insurance contracts Standard” (page 2 of the
draft comment letter). We share the rationale provide in the related para-
graph 104 of the EFRAG draft comment letter likewise.
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