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Re: Comments on EFRAG’s draft letter on IASB’s Exposure Draft
ED/2o15/11 Applying IFRS 9 Financial Instruments with IFRS 4
Insurance contracts

Dear Mr Marshall:

This letter is from the European Insurance CFO Forum (“CFO Forum”), a body representing the views
of 21 of Europe’s largest insurance companies and Insurance Europe, which is the European
(re)insurance federation whose members are the national insurance associations in 34 countries,
representing 95% of the premium income of the European insurance market.

We are veiy appreciative of EFRAG’s efforts to date and for IfRAG’s understanding of the insurance
industry’s significant concerns regarding the impact from the misalignment between the effective dates
of IFRS 9 and IFRS 4 Phase 2. We believe EFRAG’s draft letter on the IASB’s ED/2o15/1l Applying
IfRS 9 financial Instruments with IfRS 4 Insurance contracts (“Exposure Draft”) summarises the
significant issues caused by the misalignment of the effective dates between IfRS 9 and IFRS 4 Phase
2.

We agree with EFRAG’s assessment on the need for a level playing field which can only be achieved
using the temporary exemption from applying IFRS 9 for insurers (“Temporary Exemption”) using an
appropriate scope. We also agree with IfRAG’s assessment on the shortfalls and limited use of the
IASB’s Overlay Approach. As we have discussed on many occasions, the IASB proposals in the Exposure
Draft will lead to many insurance entities being excluded from the scope of the Temporary Exemption.
We welcome IFRAG’s efforts to widen the scope of the Temporary Exemption. In our response letter to
the IASB, we have emphasised the need for a pragmatic principles-based approach which avoids
introducing an arbitrary (de facto) bright line.

We have provided comments to EFRAG’s “questions to constituents” in Appendix A and our comment
letter to the IASB on this Exposure Draft in Appendix B.

We appreciate EfRAG’s efforts and its continued support on this matter. We look forward to continuing
to work with EFRAG to resolve this important matter.

Yours sincerely,

Nic Nicandrou
Chair
European Insurance CFO Forum

Olav Jones
Deputy Director General
Insurance Europe
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Al)pcndix A — Qciestions to constituents

With regards to EI”RAG’s questions to constituents, WC have the h)Ilowing comments:

IASB’s Question 2 — Proposing both au overlay approach and a temporary exemption

fN)fll applying IfRS 9:

Paragraph 19 — Iii its pl’c’tiiiiiiictiy t)11t7eUch. Kl”l?AG hcts eiicozintt’rt’cI existing, Ctlt)eit tiniited. appeal
Joi the overlay Ctj)j)l’t)ClCh. Does youi COIIlI)Ctfly teeth to up1iltj the teIllI)C)ral1) exemption from [FRS q
or the overtcttj C1l)1)roaCh? Please explain the circuinstaiicc’s determining yottr view.

•Joint comments on Pcti’ctqiapli Ic:

We believe that the Exposure Draft’s proposed Overlay Approach would not t’esolve the key issues
related to the misalignment of dates and wotilci result in in apl)toach for which the costs significantly
exceed the l)enetits. None of the CFO Forum members envisage using the Overlay Approach option.
Furthermore, Insurance Europe is currently only aware of fewer than 5 other companies who prefer to
use the Overlay approach; these companies are conglomerates with predominant banking activities that
are based in the Belgian and Finnish jurisdictions. As a result, we believe that a deferral of IFRS 9 for
insurers continues to be the only effective method to address all the key issues related to the
misalignment of dates. for this reason, the Temporary Exemption from applying IFRS 9 (“Temporary
Exemption”) must be available to all insurers and not only the subset of insurers that would be eligible
under the Exposure Draft. In particular, a level playing field can only be achieved using the Temporary
Exemption for insurers with an appropriate scope of application (e.g. including all insurance groups
regardless of their group structure).

IASB’s Question 3 — The Overlay Approach:

Paragraph 38—Do you agree with the extra costs identified in paragraph 36? Ifso, do you consider
these costs to be significant? Please explain and provide qztantfication to the extent possible.

Paragraph 39 — Do you consider that the application of the overlay approach will imply that such
extra costs as stated in paragraph 36 above wilt limit its applicability? If so, could you identjfy and
quantjfy, ifpossible, which extra costs (on top of implementing IFRS 9) are the most significant?

Paragraph 40 — Other than costs, are there any other reasons why an insurer would not elect to
apply the overlay approach?

Paragraph 41 — Ifyou elect to apply the overlay approach, would yott change the way the eligible
financial assets are being reported internally?

Paragraph 42 — Do you agree that the optionality in presentation should be limited to Alternative
A as stated in paragraph 28 above?

Paragraph 43 — Referring to paragraph 34 above, do you consider that the amendments to IFRS 4
which may arise due to the ED should include further explanation about the presentation of the
overlay adjustment in OcI?

Joint comments on Paragraphs 38 to 43:
We agree with EFRAG’s assessment of the extra costs identified in paragraph 36 which we believe are
significant. These extra costs were discussed by one of our members with you at EFRAG’s Board
meeting of 14 January 2016. At this meeting, the additional systems costs highlighted included:

• lAS 39 and IFRS 9 would have to run in parallel and therefore the chart of account,
corresponding sub-assignments and attributes as well as the footnotes for both sets of
requirements would have to be available;

• LAS 39 and IFRS q ask for different valuation for the assets under discussion. That means
entities would need sub-ledgers that have the ability of posting those different valuations;
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• Rtinning tWo p mIld systems wotild prevent entities from implementing the target system

architecture because short—term interim solutions have to be set up:

• Additional stait (and therefore additiotial costs) is necessary to run these processes; and

• Additional control pI’ocesses have to he implemented to ensure consistency of the data:

‘l’he Overlay Approach does not address all our key concerns. In particular. it would require insurers to
apply IFRS 9 in 20tH in isolation, ahead otimt)lementation of IFRS 4 Phase 2. Therefore, this approach
will still result in multiple signihcant changes in a short peiiod of time and the need to effectively
implement IFRS 9 twice (once in 2018 and once when IFRS 4 Phase 2 is implemented). Therefore, it
will he confusing to users. Implementing the Overlay Approach would result in significant incremental
operational efforts and costs that would outweigh the limited benefits. In addition the Overlay Approach
does not resolve the issue of artificial volatility in shareholders’ equity.

However, we are not opposed to retaining the Overlay Approach as an option in addition to the
‘t’eml)oraly Exem ptio n.

IASB’s Question — The temporary exemption from applying IfRS 9:

Paragraph 70 — How restrictive is the assessment ofpredominance as proposed by the IASB? Please
provide cjttan tita tive evictence.

,Joint comments on Paragraph 70:

The CFO Forum survey that was shared earlier with the EFRAG and the IASB demonstrates that under
the current proposals a significant proportion of the CFO forum members would not qualify for the
Temporaiy Exemption when IfRS 9 becomes effective in 2018. As these CFO forum members
represent major insurance companies (in some cases companies designated as Globally Systemically
Important Insurers by the Financial Stability Board would not meet the criteria), it would be difficult
for users to understand why these insurers cottid not qualify as an insurance company for this
Temporary Exemption. Therefore the qualifying criteria for the Temporary Exemption must be revised.

Paragraph 71 — Would the proposal in paragraph 57— 64 above achieve the objectives highlighted
by EFRAG (i.e. avoid a breach in level playing field in the insurance sector and inclusion of banking
activities)? If not, what formula would you recommend for the assessment of predominance, and
why?

Joint comments on Paragraph i:

We believe that predominance should he determined based on principles reflecting a range of
qualitative and quantitative factors, including the application of regulation to insurers, which would
permit all entities whose predominant activity is insurance to apply the Temporary Exemption.
Utilising a l)rinciples-based predominance criteria would be consistent with the principles-based nature
of IfRS and would accommodate the different balance sheets of insurers around the globe.

Quantitative indicators may be helpful for illustrative purposes, but should not be the key determining
factor. Where quantitative examples are used, these should appropriately include all liabilities related
to insurance activities, and should not be limited to liabilities in the scope of IFRS 4. Equally it should
not include an arbitrary (de facto) bright line.

Given the temporary nature of the Temporary Exemption, we believe that reassessments are
unnecessary or should only occur under exceptional circumstances.

Our understanding of paragraph 62 is that the predominance test is first perfornwd at the reporting
entity level. lithe test is not met, it would also be performed at the subgroup or lower level and rolled-
up into the consolidated financial statements. We would agree to this (waterfall) approach.

Paragraph 72 — Do you think that the proposal above leads to a predominance criterion that is
practical, auditablc and comparable? Please explain.
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.ioiiit C()mlllc’Ilts 011 Paiaqraph 72:

‘vVc hel icvc that EFRAG’s proposal could he applied in practit I manner which tt)tIld he tiditihlc and
compai’alIe.

Paragraph 73 — Taking into account the wictening of the predoiizinance criterion, cia iflut aqrec’ that
the qttantitativc’ threshotcl shoulct be at the level that is suhstantialhj iiujlic’i’ thaii thi’ec’—quartc’rs of an
cii titij ‘5 total tial)th ties? Please explain.

Joint comments on Paragraph 73:
No, in our FCSI)OflSC letter to the IASB, we have emphasised the need for a pragmatic I)l’ilWiPle—based
appioach which avoids introducing an arbitrary (dc facto) l)right line.

Paragraph 74 — Do IJOLt agree with the arguments in paragraph 65—69 above? If tjou (It) iiot and
still believe thctt the regulated criterion has a role to play. please explain why cznct how it woztlcl work.

,Joint comments on Paragraph 74.’
We believe that the regulated criterion could have a i’ole to play if the application considered issues such
as how it would l)e applied to non—regulated intermediate and ultimate holding companies. There
should l)e a presuml)tion that a regulated insurance entity/(suh)group is engaged in predominantly
insurance activities. Applying the regulated entity criterion should also not automatically imply that the
assessment is only done at the legal entity level. This assessment should be done first at a group level.
If needed, it could then be performed again at lower level(s) (sub-group/entity level).

Paragraph 76 — EFRAG currently considers that the eligibilityfor the temporary exemption ofIfRS

9 requires that entities/activities issue material insurance contracts within the scope of IFRS 4. Do
you agree with this materiality threshold? If not, what do you suggest instead? Please explain.

Paragraph 77— Is this condition necessary when relying on the “regulated entity” criterion? What
are the circumstances in which an entity would be supervised by an insurcmce regulator and not issue
insurance contracts within the scope ofIFRS 4? What are the effects ofchangingfrom MS39 to IFR$

9 to those entities?

Paragraph 78 — Ifyou consider that ehgththty for tire temporary exemption from applying IFRS 9
should not be based on predominance or on regulation, what principle(s) should be applied, and how
would you test these principles?

Joint comments on Paragraph 76-78:
We understand that EFRAG proposes a choice between two approaches. However, we believe that
predominance should be determined based on principles reflecting a range of qualitative and
quantitative factors including the application of regulation to insurers. These principles would permit
all entities whose predominant activity is insurance to apply the Temporary Exemption. There should
be a presumption that a regulated insurance entity/(sub)group is engaged in predominantly insurance
activities. Utilising a principles-based predominance criterion would be consistent with the principles-
based nature of IFRS and would accommodate the different balance sheets of insurers around the globe.
In addition, using such a principles-based approach may also help to deal with some application
issues such as the timing of the assessment and which entities within the group would qualify for the
Temporary Exemption. If the assessment is to be performed on i January 2018 only then an entity
that may currently meet the quantitative Temporary Exemption requirements as defined in the
Exposure Draft may find that it does not meet those requirements on 1 January 2018 due to normal
fluctuations in its business/market conditions. If that entity would then not be allowed to utilise the
Temporary Exemption, it would not have sufficient time to appropriately implement WRS g before its
annual or even interim reporting is due. Therefore, any requirement to implement IFRS 9 must be
known years in advance of when an entity must report under IFRS 9.

Paragraph 88 — Should an entituj assess its predominant activity at the reporting entity level or
below the reporting entity level or both? Please explain your view.
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Paragraph 89 — in ijt)ttr LilelU, holy tciii the Ic’ilti)Oi’ai’iJ exo’inI)tioil/ronl cil)i)IYZ1ZY fl’RS 9 1)110W the
ic’pOitinq c’iititiJ level 1)0’ ctc’tc’rmiiwd iii ci Waif that c’nsztres that c’lujibthty of i’c’k’vant entities and
allows/or c’ontpaiahihttj l)etWC’c’it c’ntities? Pleasc’ c’xplam ijour view.

.Ioint c0111171f’fl ts 0)11 Pa 1(lfJI’Ctj)h —8Q
We Sttpl)o)I’t the IASE’s PI’OPosed application of a l)tedomiflance assessinent at the te)ortitlg entity level
tot’ instirance giotips. 1-lowever, a specific solution is also needed to enstire that insurers that are part of
a conglomerate (e.g. bancassurers) are able to elect to defer I IRS uHtil I FRS 4 Phase 2 is implemented.
Like EFRAG, we I)Clieve that comparing “insttrer to insurer is iml)ortant and is more meaningful than
comparing assets related to instt rance activities with assets relating to non—insurance (e.g. banking)
activities within a conglomerate. As such, whether an instiler operates standalone or is pail of a
conglomerate shotilcl tiot impact the ability to apply the Temporary Exemption from applying IFRS 9.
Applying the Temporary Exemption from applying I FRS 9 at the level of the insurance operations within
the conglomerate (i.e. lower than reporting entity level in the specific case of conglomerates) with roll—
up into group reporting will l)e crucial to address this conglomerate isstie.

Paragraph 90 — What are the expected costs mvolvecl in imptententation of the temporary
exelnl)tzonfrf)m cipphjmg IFRS 9 at the reporting entthj level or below reporting entity level (including
disclosures)? Please provide evidence, including quantita hue evidence to the extentfeasthle.

,Joint comments on Paragrciph 90:

The costs for implementation below the reporting entity level are more significant than the costs for
implementation at the reporting entity level, as it would require application of two different accounting
standards (lAS 39 and IfRS 9) in one set of consolidated financial statements. These additional costs
are not significant enough to outweigh the benefits.

As the primaly financial reporting objective of insurers is to provide meaningful and understandable
financial information both internally and to the useis of out’ financial statements, the use of a level lower
than reporting entity level provides more useful information for conglomerates, and therefore the
benefits exceed this additional cost for conglomerates. For standalone insurers, a lower level than
reporting entity level would not l)rovi(le such benefits and thus using a lower level for standalone
insurers would not result in benefits exceeding costs.

Paragraph 91 — Which alternativefor the accounting of transfers as stated in paragraph 82 to 87
above would be most appropriatefor the temporary exemptionfrom applying IFRS 9 below reporting
entity level? Please explain why.

Joint comments on Paragraph 91:

This is only an issue if applied below the reporting entity level. We agree with EFRAG’s proposals in
paragraph $5 that could be applied for the accotmting of transfers as it would address any potential
concerns about earnings management.

Paragraph 105-107 — First-time adopters.

Joint comments on Paragraph 105-107:

We share EFRAG’s concern about the IASB’s proposal to exclude first-time adopters from using the
Temporary Exemption and Overlay Approach.

We provided the JASB with the following comment on first-time adopters:
While we agree with the optional nature ofapplying the Temporary Exemption, we are
concerned thatfirst time adopters ofIFR$ will not be permitted to apply the Temporanj
Exemption. We believe that afirst-time adopter such as described in paragraph 3(c) of
IFRS i (prepared a reporting package in accordance with IFRSsfor consolidation
purposes without preparing a complete set offinancial statements as dofined in IFRS i)

should be able to elect to apply either the Temporary Exemption or the Overlay Approach.

We do not see any principles that would support excluding first time adoptersfrom
applying the Temporary Exemption. Even if those entities do not publish theirfinancial
statements in accordance with IFRS, they may have already set up their IT systems in
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()ic1c’r to 1i’IU)It/1’ (JiO)1I)) rcj)o)Itiny I)1ti7)0SS (br exctmpte Ci subsidiary titcit reports
cvteiizal1zj (lit 10)0(11 GAA P. l)ltt inteiiicithj f)fl I1”]?S to its j)o11o’nt). Therefore, we l)etieve thcit
the ‘I’eittpo)rctiij l.V(’itt1)ti0)il should l)( ovteiictect to first—time adopters to eitsurc’ a
1)i’ilt(iI)l0’.S1)f150’(1 C11)))i’OaCh ciiid prevent ci cidthonctt costs and duplication oJprt)cedutres.
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Appendix B — Joint CFO Forum and Insurance Europe comment letter on the IASB’s
Expostire Draft, “ED/2or5/lr Applying IFRS 9 Financial Instruments with IFRS 4
Instirance contracts”
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Comments on IASB Exposure Draft on Applying IfRS 9 financial
Instruments with IfRS Insurance Contracts (“Exposure Draft”)

I)ear Mr Hoogervot’st,

This letter is horn the European Insurance CFO Forum (“CFO Forum”), a body l’eI)reSefltiflg the views
of 21 of Etii’ope’s largest insurance companies and Insurance Etirope, which is the European
(re)insurance tedet’ation whose members ai’e the national insurance associations in 34 countries,
representing 95% of the premium income of the EtIrOl)ean insurance market.

We appreciate the 1A513’s acknowledgement in the current and previous Exposure Drafts of the
significant issues faced l)y insurers due to the misalignment of the effective dates for IFRS 9 and the
future standard fol’ insurance contracts (“IFRS 4 Phase 2”). The CFO Forum and lnsui’ance Eui’ope
have repeatedly stressed the need to i’esolve this misalignment foi’ the following reasons:

• Adopting IFRS 9 before IFRS 4 Phase 2 will result in additional accounting mismatches.

• If IFRS 9 were to be implemented bcfoi’c IFRS 4 Phase 2, the classification must be reassessed
with IFRS 4 Phase 2, effectively resulting in a dual implementation of IFRS 9. This adds
significant costs anti confusion without any tangible benefits.

• Both IFRS4 and IfRS9 are significant to insurers. Misalignment in implementing these
changes will give rise to volatility in profit or loss and equity without economic substance.

We believe that the pi’oposed Overlay Approach would not resolve all of the key issues i’elated to the
misalignment of dates and would result in an appt’oach fbi’ which the costs significantly exceed the
benetIts. None of the CFO forum members envisage tising the Overlay Approach option. furthermore,
Instirance Etirope is currently only aware of fewer than 5 other companies who prefer to use the
Overlay approach; these companies are conglomerates with predominant banking activities that are
based in the Belgian and Finnish jurisdictions.

We believe that a deferral of IFRS 9 for insurers continues to be the only effective method to address
all the key issues related to the misalignment of dates. Foi’ this reason, the Temporary Exemption
from applying IFRS 9 (“Temporary Exemption”) must be available to all insurers and not only the
subset of instirers that would be eligible under the Exposure Draft. In particular, a level playing field
can only be achieved using the Temporary Exemption for insurers with an appropriate scope of
application.

The CFO forum survey that was shared earlier with the IASB (extract included in Appendix B)
demonstrates that under the current prol)osals a significant proportion of the CFO Forum members
would be expected not to qualify for the Temporary Exemption when IFRS 9 becomes effective in
2018. As these CFO Forum members represent major insurance companies (in some cases companies
designated as Globally Systemically Important Insurers by the Financial Stability Board would not
meet the criteria), it would be difficult for users to understand why these insurers could not qualify as
an insurance company for this Temporary Exemption. furthermore, most of the large insurers owned
by banks would not qualify for the Temporary Exemption under the Exposure Draft. Therefore the
qualifying criteria for the Temporary Exemption must be revised to address these issues.



Flic Overlay Approach

‘11w Overlay Approach does not ocldress all otir key concerns. In pai’ticulai’, it would require insurers to
opplv lIRS C) Ifl 2018 in isolation, ahead of implementation of IFRS 4 Phase 2. ‘l’hereft)re, this approach

will still jesuit in mtiltip]e signi leant changes in a short period of time and the nc’ed to etiectively
implement I IRS twice (once in 2() 18 and once when IFRS 4 Phase 2 is implemented). This dual
implementation would he conhising to users. Implementing the Overlay Approach would result in
significant incremental operational etiorts and costs that would outweigh the limited benefits. In
addition, the Oveilay Approach (toes not resolve the issue of artificial volatility in shareholders’ equity.

We are not opposed to retaining the Overlay Approach as an option in addition to the ‘Femporaiy
lixemption. However, as a result of the serious limitations of the Overlay Approach, our responses to
the Exposure l)raft are focused on the emporaiy Exemption which, if applied appropriately, can
address the key issutes related to the misalignment of dates for all insurers.

The Temporai’y Exemption

‘11w primaiy tinanciat reporting objective of insurers is to l)rovlde meaningful and understandable
financial information both internally and to the users of our financial statements. We equally believe it
is important that there is a level playing field for financial information within the insurance industry.
The Temporaiy Exemption option is the only solution that will provide both meaningful and
understandable information while maintaining a level playing field within the insurance industry.

Therefore, we strongly support the Temporary Exemption, provided that its scope is appropriately
defined. This is not achieved by the proposals in the Exposure Draft. Whilst we support a principle of
“predominant insurance activities” for the scope of the Temporary Exemption, predominance cannot be
simplistically defined using only a rigid quantitative test as proposed in the Exposure Draft. Such an
approach will lead to inappropriately excluding many insurance entities from the scope of the
Temporary Exemption.

We believe that predominance should be determined based on principles reflecting a range of qualitative
and quantitative factors, including the application of regulation to insurers, which would permit
insurance entities to be able to apply the Temporary Exemption. Utilising a principles-based

I)redominance criterion wotild be consistent with the principles-based nature of IFRS and would
accommodate the different balance sheets of insurers around the globe. There should be a presumption
that a regulated insurance entity/(sub)group is engaged in predominantly insurance activities. This
assessment should be done first at a group level. If needed, it could then be performed again at the next
level down (sub-group/entity level). Quantitative indicators maybe helpful for illustrative purposes, l)Ut
should not be the key determining factor. Where quantitative examples are used, these should
appropriately include all liabilities related to insurance activities, and should not be limited to liabilities
in the scope of IFRS 4. Equally it should not include an arbitrary (de facto) bright line.

We support the IASB’s proposed application of a predominance assessment at the reporting entity level
for insurance groups. However, a specific solution is also needed to ensure that insurers that are part of
a conglomerate (e.g. bancassurers) are able to elect to defer IFRS 9 until IFRS 4 Phase 2 is implemented.
We believe that comparing “insurer to insurer” is more important and meaningful than comparing
assets related to insurance activities with assets relating to non-insurance (e.g. banking) activities within
a conglomerate. As such, whether an insurer operates standalone or is part of a conglomerate should
not impact the ability to apply the Temporary Exemption. Applying the Temporary Exemption at the
level of the insurance operations within the conglomerate and then permitting this Temporary
Exemption to roll-up into group reporting will be crucial to address this conglomerate issue.

Conclusion

For the reasons discussed above, we conclude that the Temporary Exemption is the only pragmatic
solution that provides meaningful information to users, can be implemented without excessive cost and
which avoids accounting mismatches that would create volatility in the income statement and
shareholder equity. However, we strongly believe that the proposals in the Exposure Draft must be
amended to ensure that the Temporary Exemption is not limited to only a subset of insurers and
includes all insurance groups regardless of their group structure.
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We have included in Appendix A 001 detailed t’esponses to the questions raised Ifl the lxposut’e l)i’atl
mcliiciing mit euncei’iis h)r first—time adopters, who face similar significant issues as entities that already
apply I IRS and would not ttialify lot the lemporaiy Ixemption tindci’ the lX)0Stii’d’ I )i[t (St’d 0tH’

response to Question 5 for further information). A COPY of ow’ letter to EFRAG has been included in

Appendix C foi’ your information.

Yours sincerely,

\.

Nic Nicandrou Olav Jones
Chair Deputy I)ii’ector General

European Insurance CFO Forum Insui’ance Eui’ope
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Appendix A

Question 1— Addressing the concerns raised
Paragraphs BC9—Bc21 describe the following concerns raised by some interested parties about the
different effective dates ofIFRS g and the new insurance contracts Standard:

a) Users offinanciat statements may find it dfficutt to understand the additional accounting
mismatches and temporary volatility that could arise in profit or loss jIIFRS 9 is applied
before the new insurance contracts Standard (paragraphs
BCio-BC’i 6).
(h) Some entities that issue contracts within the scope ofIFRS 4 have expressed concerns
about having to apply the classjfication and measurement requirements in IFRS 9 before the
effects of the new insurance contracts Standard can befully evaluated (paragraph B17—
BC1 8).
(c) Two sets ofmajor accounting changes in a shortperiod of time could result in signcant
cost and effortfor both preparers and users offinancial 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?

Joint Response to Question 1:

Yes, we strongly agree that the IASB should address these veiy significant concerns.

Our previous correspondence with you not only highlighted the above three concerns but also noted
others such as:

• Two major accounting changes in a short period of time noted in item (c) above would not

only result in the significant costs and effort l)tlt could also confuse users of the financial

statements and undermine their confidence in the financial statements.

• Applying the more fair value oriented IFRS 9 without the corresponding current value

accounting for liabilities under IfRS 4 Phase 2 will result in misleading financial reporting,

even if the net P&L impact is reversed (the Overlay Approach would only mitigate some of the

net income statement impact but not the impact on equity).
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Question 2 — Proposing both an overlay approach and a temporary
exemption from IfRS 9
The IASB proposes to address the concerns described in paragraphs BC9—B21 by amending IFRS
4:

(a) to permit entities that issue contracts within the scope ofIFRS 4 to reclasszfyfrom profit or
toss to other comprehensive income some of the income or expenses arisingfrom designated
financial assets that:

(i) are measured atfair vahte through profit or toss in their entirety applying IFRS 9 but
(ii.) would not have been so measured applying lAS 39 (the ‘overlay approach 9 (see
paragraphs BC24—BC25);

(b) to provide an optional temporary exemptionfrom applying IFRS 9for entities whose
predominant activity is issuing contracts within the scope ofIFRS 4 (the ‘temporary exemption
from applying IFRS 99 (see paragraphs B26—BC’31).

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.

Joint Response to Question 2:

We believe that the Exposure Draft’s proposed Overlay Approach would not resolve the key issues
related to the misalignment of dates and would result in an approach for which the costs significantly
exceed the bendilts. None of the CFO Forum members envisage using the Overlay Approach option.
Furthermore, Insurance Europe is currently only aware of fewer than 5 other companies who prefer to
use the Overlay approach; these companies are conglomerates with predominant banking activities
who are based in the Belgian and Finnish jurisdictions.

The Overlay Approach will still result in multiple significant changes in a short period of time and the
need to effectively implement IFRS 9 twice (once in 2018 and once when IfRS 4 Phase 2 15

implemented). Therefore, it will l)e confusing to users. Implementing the Overlay Approach would
result in significant incremental operational efforts and costs that would outweigh the limited benefits.
In addition the Overlay Approach does not resolve the issue of artificial volatility in shareholders’
equity.

As a result, we believe that a deferral of IfRS 9 for insurers continues to be the only effective method
to address all the key issues related to the misalignment of dates. for this reason, the Temporary
Exemption option must be available to all insurers which engage predominantly in insurance activities
and not the subset of insurers that would be eligible under the Exposure Draft. In particular, a level
playing field can only be achieved using the Temporary Exemption for insurers with an appropriate
scope.

As such, we strongly believe that the Temporary Exemption should not be limited to a subset of
insurers. However, we are not opposed to retaining the Overlay Approach as an option in addition to
the Temporary Exemption.
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Question 3 — The overlay approach
Paragraphs 35A—35f and BC32—BC53 describe the proposed overlay approach.

(a) Paragraphs 35B and BC35—BC43 describe the assets to which the overlay approach can he
applied. Do you agree that the assets described (and only those assets) should be eligible
for the overlay approach? 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?

Joint Response to Qtiestion 3:

‘t’he Overlay Approach does not address all our key concerns. This approach will still result in multiple
significant changes in a short period of time and the need to effectively implement IFRS C) twice (once

in 2018 and once when IFRS 4 Phase 2 is implemented). This dual irnI)lementation would be confusing
to users. Implementing the Overlay Approach would result in significant incremental operational efforts
and costs that would outweigh the limited benefits. In addition the Overlay Approach does not resolve

the issue of artificial volatility in shareholders’ equity.

None of the CFO Forum members envisage using the Overlay Approach option. Furthermore, Insurance
Europe is currently only aware of fewer than 5 other companies who prefer to use the Overlay aj)proach;
these companies are conglomerates with predominant banking activities who are based in the Belgian
and Finnish jurisdictions.
As the Overlay Approach does not address all our key concerns, we have not commented on the details
of this approach.
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Question 4— The temporary exemption from applying IFRS 9
As described in paragraphs 20A and Bc58—13C6o the Exposure Draft proposes that only entities
whose predominant activity is issuing contracts within the scope ofIFRS 4 can qualfljfor the
temporary exemption from applying IFRS 9.

a) 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 BC’62—13C’66, the Exposure Draft proposes that an entity would
determine whether its predominant activity is issuing contracts within the scope ofIFRS 4 by
comparing the carrying amount of its liabilities arising from contracts within the scope ofIFR$ 4
with the total carrying amount of its liabilities (including liabilities arising from contracts within the
scope ofIFRS 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 assessed 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 (i.e. assessment at the reporting entity level).

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

Joint Response to Question :
(a) We believe the eligibility for the Temporary Exemption should be revised. Whilst we support a
principle of”predominant insurance activities” for the SCOI)C of the Ternporarv Exemption,
predominance cannot be simplistically defined solely based on insurance contract liabilities within the
scope of IFRS 4. Such an approach will lead to exchtding many insurance entities from the scope of the
Temporaty Exemption.

The CFO Forum survey that was shared earlier with the IASB demonstrates that under the ctirrent
proposals a significant proportion of the CFO forum members would not qualify for the Temporary
Exemption when IfRS 9 becomes effective in 201$ (see Appendix B). As these CFO Forum members
represent major insurance companies (in some cases companies designated as Globally Systemically
Important Insurers l)y the Financial Stability Board would not meet the criteria), it would be difficult
for users to understand why these insurers could not qualify as an insurance company for this
Temporary Exemption. Therefore, in order to create a meaningful scope, the qualifying criteria for the

Temporary Exemption must be revised.

(b) No, we disagree. We believe that predominance should be determined based on principles
reflecting a range of qualitative and quantitative factors. There should be a presumption that a
regulated insurance entity/(sub)group is engaged in predominantly insurance activities. This
assessment should be done first at a group level. If needed, it could then be performed again at a
lower level(s) (sub-group/entity level).

Utilising a principles-based predominance criterion would be consistent with the principles-based
nature of IFRS and would accommodate the different balance sheets of insurers around the globe.

While we support the principle of predominant insurance activities, we are very concerned with the
limited and arbitrary fashion in which the Exposure Draft proposes to apply the predominance
principle. Predominance cannot be simplistically defined using only a rigid quantitative test of “IfRS

4 insurance liabilities as a percentage of total liabilities”. Using only a formula to make this assessment
will lead to excluding many insurance entities from the scope of the Temporary Exemption.

A predominance test based on IfRS 4 insurance liabilities as a percentage of total liabilities excludes
several liability balances even if these are clearly related to insurance activities, such as derivative
liabilities (which hedge insurance activities), non-controlling interest in consolidated investment
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kinds (which ale classifiL’dl unclei’ lIRS as liabilities), funding liabilities, investment contract liabilities
(e.g. tiflit linked coiltiiicts) carried at lair valtie throtigh profit and loss and other insurance related
liabilities ( hi exIni pie pavables arising from insurance/reinsurance operations and policyholder

l)aVahleS). Sj)etihclll for investment contracts which are accounted for at fair value through profit or
loss and clerivitives at fair value through l)rolit or loss, the accounting tinder IFRS 9 would not he
diffeient from lAS therefore, these items should not impact the otitcome otthe predominance test.
Any exam pIes nsetl to illustrate the pi’eclominance pi’inciple should adequately reflect these liability
components. On top of this, the I lRS 4 insurance liabilities may not t)e a good indicator of the size of
i nstirance activities. For example, P&C and certain life—protection business may have relatively small
insunanee liabilities hut represent a much larger portion of the entity’s activities. The above ilitistrates
the significant shortcomings of a simplistic formula and the limitations of an arbitraiy (de facto)
bright line.

In addition, using such a principles—based aplJrOaCh may also help to deal with some application issues
such as the timing of the assessment and which entities within the group would quali1’ for the
Temporary txemption. I the assessment is to be performed on 1 January 2018 only then an entity
that may currently meet the cluantitative Tern joraiy Exemption tequirernents as defined in the
Exposure t)raft may find that it does not meet those requirements on 1 Januaiy 2018 due to normal
fluctuations in its business/market conditions. If that entity would then not be allowed to utilise the
‘temporary Exemption, it would not have sufficient time to appropriately implement IFRS 9 before its
annual or even interim reporting is due. Therefore, any requirement to implement IfRS 9 must be
known years in advance of when an entity must report under IfRS 9.

Given the temporary nature of the Ternporaiy Exemption, we believe that reassessments are
unnecessary or should only occur under exceptional circumstances.

(c) We support the lASH’s prol)osed application of a predominance assessment at the reporting entity
level for insurance groups. However, a specific solution is also needed to ensure that insurers that are
paIl of a conglomerate (e.g. bancassurers) are able to elect to defer IFRS 9 tmtil IfRS 4 Phase 2 is
irnl)l ernented.

We believe that comparing “insurer to insurer” is more important and meaningful than comparing
assets related to insurance activities with assets relating to non-insurance (e.g. banking) activities within
a conglomerate. As such, whether an insurer operates standalone or is part of a conglomerate should
not impact the ability to apply the Temporary Exemption. Applying the Temporary Exemption at the
level of the insurance operations within the conglomerate and then permitting this Temporary
Exemption to roll—tip mto group reporting will be crucial to address this conglomerate issue.
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Question 5— Should the overlay approach and the temporary exemption
from applying IFRS 9 be optional?
As explained in paragraphs BC’78—BC8I, the Exposure Draft proposes tizat both the overlay
approach and the temporary exemption from applying IFRS 9 would be optionalfor entities that
qualfij. 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.

(a) Do you agree with the proposal that the overlay approach and the temporary
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 insurance contracts Standards is
applied? Why or why not?

Joint Response to Question :

(a) We agree that the Overlay Approach and the Temporaiy Exemption from applying IFRS 9 should
l)e Ol)tiOnaI. We l)elieve that the Exposure Draft’s 1)roposedl Overlay Approach woul(I not resolve
the key issues i’elatecl to the misalignment of dates and would result in an approach for which the
costs significantly exceed the benefits. None of the CFO Forum members envisage using the
Overlay Approach option. Furthermore, Instirance Europe is currently only aware of fewer than 5
other companies who prefer to use the Overlay approach; these companies are conglomerates with
predominant banking activities who are based in the Belgian and Finnish jurisdictions.
While we agree with the optional nature of applying the Temporary Exemption, we are concerned
that first time adopters of IF RS will not l)e permitted to apply the Temporary Exemption. We
believe that a first—time adopter such as described in paragraph 3(c) of IFRS 1 (prepared a
reporting package in accordance with If RSs for consolidation urposes without preparing a
complete set of financial statements as defined in IFRS ;) should be able to elect to apply either
the Temporary Exemption or the Overlay Approach. We do not see any principles that would
support excluding first-time adopters from applying the Temporaty Exemption. Even if those
entities do not publish their financial statements in accordance with IFRS, they may already have
IfRS reporting systems in place (for example, a subsidiary that reports externally on local GAAP,
but internally on IfRS to its parent). Therefore, we believe that the Temporary Exemption should
l)e extended to first-time adopters to ensure a principles-based approach and prevent additional
costs and duplication of procedures.

(b) We agree with the proposal to allow entities to stop applying the Overlay or Temporary Exemption
from the beginning of any annual reporting period before the new insurance contracts Standards
is applied.
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Question 6— Expiry date for the temporary exemption from applying
IFRS 9
Paragraphs 2oA and BC77 propose that the temporary exemption from applying IfRS 9 should
expire at the start ofannual 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 beginning on or
after 1 January 2021? If not, what expiry date would you propose and why?

Joint Response to Question 6:

\‘Vc appreciate the lASH’s acknowledgement of the significant issues faced l)y insurers clue to the
misalignment of the effective dates for IFRS 9 and IFRS 4 Phase . As such, we believe that when this
misalignment issue is resolved with the effective date for IFRS 4 Phase 2 then the Teml)OraIy
Exemption from applying IFRS 9 should l)e terminated.
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