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Consultation Paper on Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts.
Proposed amendments to IFRS 4
The Corporate Reporting Users’ Forum welcomes the opportunity to comment on the Consultation
Paper, Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts. Proposed amendments
to IFRS 4. Our response is set out below.
Introductory remarks
Three CRUF members have already engaged directly with the IASB on this matter. For the reasons set
out fully in a letter dated 22 July 2015 to the IASB from two of them, William Hawkins and Andrew
Crean, and further short comments made on 29 June 2015 to the UK FRC and the IASB by a third
CRUF member, Crispin Southgate (see [attached pdfs already sent to EFRAG] for details), they have
expressed the view that insurers should not be allowed special dispensation to delay the
implementation of IFRS 9 at all.
A further discussion with the IASB on the Exposure Draft was held at a meeting of the Insurance CRUF
on 11 January 2016. The following additional comments reflect that discussion.
Responses to specific questions
Question 1—Addressing the concerns raised
Paragraphs BC9–BC21 describe the following concerns raised by some interested parties about the
different effective dates of IFRS 9 and the new insurance contracts Standard:
(a) Users of financial statements may find it difficult to understand the additional 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 expressed concerns about
having to apply the classification and measurement 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 financial 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?
CRUF response
We take a positive view of IFRS9 and generally do not believe that a high quality standard (e.g. IFRS9)
should effectively be substituted with a less suitable standard (e.g. IAS39) in an effort to remedy any
imperfections elsewhere (e.g. imperfections resulting from the continued application of IFRS4 in the
run-up to the insurance standard).
Insurance is a highly specialised area and analysts are generally insurance experts, used to
understanding complex reporting. This will not change if insurers are required to adopt IFRS 9 before
the new insurance contracts standard.
Some CRUF members do not see a particular problem in insurers being required to account for
financial instruments under the same standard as non-insurers, making the change at the same time.
They are not persuaded by the concerns expressed by preparers and their primary choice would be for
the preparers affected by IFRS 4 to adopt IFRS 9 in line with all others.
We note that choices made under options for classification and measurement requirements in IFRS 9
may be revisited on the introduction of the new insurance contracts Standard:
There are two major accounting changes to be addressed by the community of preparers and users:
one general (IFRS 9) and one particular to insurers. Differential introduction of the general change adds
to the user burden. Both the overlay approach and the temporary exemption introduce additional
complexity to accounting that is already complex. The proposed solutions will not improve the
understandability of insurers’ financial statements for users, will reduce cross sector comparability of
asset accounting and may give rise to a risk of earnings management.
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 reclassify from profit or loss to
other comprehensive income some of the income or expenses arising from designated financial assets
that:
(i) are measured at fair value through profit or loss in their entirety applying IFRS 9 but
(ii) 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 paragraphs 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.

CRUF response
If there is to be some accommodation by the IASB of the insurers’ concerns, we do not object to the
overlay approach. It will facilitate understanding the impact on the income statement of the change in
accounting.
The reasons for the temporary exemption were not supported by CRUF participants in the recent
discussion. See also our earlier comments to the IASB referred to above under Introductory Remarks.
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 be
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?
CRUF response
It would be convenient to adopt IFRS 9 and the new insurance contracts standard at the same time. In
our discussion, sceptical views were expressed that the new insurance contracts standard can be
adopted from 2020 and so the overlay approach is a reasonable compromise. As explained above,
there is some advantage to be gained from the overlay approach explaining the change in income
statement accounting.
It is widely accepted that IFRS 9 is vitally important for banks, particularly in relation to loans and credit
risk to which many insurers are also significantly exposed. CRUF participants would want to see
improved explanation of insurers’ risks and IFRS 9 is expected to prompt this. The overlay approach
would be acceptable as long as the full effect from IFRS 9 adoption (including for example expected
credit losses on loans not accounted for at fair value) were to be disclosed and explained.
Question 4—The temporary exemption from applying IFRS 9
As described in paragraphs 20A and BC58–BC60 the Exposure Draft proposes 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.
(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 BC62–BC66, the Exposure Draft proposes that an entity would
determine whether its predominant activity is issuing 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 within 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 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 (ie 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?

CRUF response
During the most recent discussion, a range of views was expressed in relation to the temporary
exemption.









Applying different accounting standards for different market participants creates opportunities
for abuse and accounting arbitrage and reduces cross sector comparability.
Temporary exemption could be acceptable assuming the sunset clause. The sunset clause
should not change if the new insurance contracts standard is not effective by that date.
Temporary exemption may be acceptable only at the reporting entity level because this would
be ‘business as usual’ for users. Adoption of IFRS 9 and IAS 39 in the same set of financial
statements would represent additional accounting change which is neither in line with the
‘business as usual’ (IAS 39) nor in line with IFRS 9.
It might be acceptable to accommodate a larger group of insurers in the temporary exemption
by loosening the definition of eligibility as this will increase comparability of entities in the same
business. A loose definition of an ‘insurance company’ would be needed to include many
substantial businesses that describe themselves as such, yet might fail to meet the narrow
definition as proposed in the ED.
The requirements should be kept as simple as possible as only this would result in a more
consistent application of standards.
For enhanced comparability, CRUF members would prefer to have expected credit loss
disclosures under IFRS 9 even if adoption of the standard as a whole is delayed.

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.
(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
CRUF response
Both the overlay approach and temporary exemption together with their optionality, significantly reduce
comparability. CRUF members would prefer to decrease variability, for example, allowing either the
overlay approach or temporary exemption, but not both, or making any selected approach mandatory.
Some CRUF members would prefer the temporary exemption to be mandatory to provide for as much
comparability and consistency as possible.

Question 6—Expiry date for the temporary exemption from applying IFRS 9
Paragraphs 20A and BC77 propose that the temporary exemption from applying 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 beginning on or after 1 January
2021? If not, what expiry date would you propose and why?
CRUF response
There is no support for the temporary exemption without a sunset clause. The proposed date is
reasonable.

About the Corporate Reporting Users’ Forum (CRUF)

The CRUF was set up in 2005 by users of financial reports to be an open forum for learning about and
responding to the many accounting and regulatory changes that affect corporate reporting. In particular,
participants are keen to have a fuller input into the deliberations of accounting standard setters and
regulators. CRUF participants include buy and sell-side analysts, credit ratings analysts, fund managers
and corporate governance professionals. Participants focus on equity and fixed income markets. The
Forum includes individuals with global or regional responsibilities and from around the world, including
Australia, Canada, France, Germany, Hong Kong, India, Japan, New Zealand, South Africa, UK and
USA.
The CRUF is a discussion forum. Different individuals take leadership in discussions on different topics
and in the initial drafting of representations. In our meetings around the world, we seek to explore and
understand the differences in opinions of participants. The CRUF does not seek to achieve consensus
views, but instead we focus on why reasonable participants can have different positions. Furthermore, it
would not be correct to assume that those individuals who do not participate in a given initiative
disagree with that initiative. This response is a summary of the range of opinions discussed at the
CRUF meetings held globally. Local country differences of opinion are noted where applicable.
Participants take part in CRUF discussions and joint representations as individuals, not as
representatives of their employer organizations. Accordingly, we sign this letter in our individual
capacity as participants of the Corporate Reporting Users’ Forum and not as representatives of our
respective organizations. The participants in the Forum that have specifically endorsed this response
are listed below.
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Comments for submission by noon on 20 November 2015 to commentletters@efrag.org
Roger Marshall
Acting President of the EFRAG Board
35 Square de Meeûs
B-1000 Brussels
20 November 2015

Dear Mr Marshall,
Comments on the EFRAG draft letter to the European Commission posted on the EFRAG website on 13
November 2015 relating to the endorsement of IFRS 9
As members of the Corporate Reporting Users Forum, we are writing in response to your recent draft letter to the
European Commission on the endorsement of IFRS 9.
We are surprised and disappointed by the view that EFRAG expresses in the draft, recommending that insurers,
unlike all other businesses, be permitted, but not required, to comply with IFRS 9 in 2018.
Three CRUF members have already engaged directly with EFRAG on this matter. For the reasons set out fully in a
letter dated 22 July 2015 to the IASB from two of them, William Hawkins and Andrew Crean, and further short
comments made on 29 June 2015 to the UK FRC and the IASB by a third CRUF member, Crispin Southgate (see
Appendix for details), we do not think European insurers should be allowed special dispensation to delay the
implementation of IFRS 9 at all.
The IASB has since sought to accommodate the concerns of insurers in this regard and will shortly be publishing an
exposure draft to assist them. We are therefore all the more firmly of the view that insurers should be required to
comply with IFRS 9 from 2018, since it seems likely that they will benefit from transitional arrangements for which,
from the users’ perspective, we question the need.
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Appendix
1. Letter to Hans Hoogervorst, Chairman, IASB dated 22 July 2015 from William Hawkins of Keefe, Bruyette &
Woods and Andrew Crean of Autonomous Research
– see attached pdf.

2. Comments submitted to the UK Financial Reporting Council and the IASB on 29 June 2015, reflecting
discussions with EFRAG earlier in June 2015, by Crispin Southgate of Institutional Investment Advisors
Limited, a member of the Financial Stability Board’s Enhanced Disclosure Task Force and author of “Solvency
II: A Briefing for the Chief investment Officer” issued by IIA and JP Morgan Asset Management Limited:
“I have spoken with EFRAG and my views are


A strong case would need to be made to allow a single industry to defer IFRS 9



It strikes me as very odd that an industry
o

facing a radical reassessment (and, in my view, improvement amounting substantially to
overdue correction) of the basic accounting for something that only they do – write insurance
liabilities –

o

should be permitted to cause an inconsistent adoption across the market of a standard affecting
something else – holding assets – where insurers are just one of a number of industries doing
the same thing.



The EFRAG board paper on this subject included the following in favour of deferral:
o



“Information needs of users. Users will find difficulties in understanding the financial
performance and position of insurers during the period between the adoption of IFRS9 and
the future insurance contracts standard. Insurance entities are likely to provide nonGAAP measures to explain the impact of accounting mismatches caused by a change in
the measurement of financial assets that is not accompanied by a change in the
measurement of the insurance liability. This is likely to require users to perform complex
analyses to understand the insurer’s results by linking non-GAAP measures to the financial
statements.”
As a user I do not share this view at all. It’s the odd way that insurance is currently accounted
for that already requires copious analysis and explanation using non GAAP measures. They
will have to keep doing this anyway.

In my view the case made for deferral is weak or wrong
o

If insurers face two explanations for big changes in their results (one for IFRS 9 and one for IFRS
4) then so be it.

o

The first explanation will be of something affecting every reporter holding the relevant type of
asset. It makes much more sense for the market as a whole to understand the IFRS 9 impact on
holders of (often the same) affected assets at the same time, whatever their industry and
especially in financial conglomerates.

o

In insurance, the (1) accounting versus (2) risk management versus (3) regulatory picture of
assets vs liabilities is already a mess. That’s why you need analysts and they need explanations
from the insurers to make sense of what has happened and what the future holds, including risk
exposure.

Post IFRS 4 and IFRS 9 we will not reach some enlightened state where everything becomes tidy and
consistent. For example: in Europe, Solvency II will require all assets at fair value and ‘accounting Asset vs
regulatory Asset’ distinctions can abide beyond both IFRS 4 and IFRS 9 changes if debt assets continue to
be held at cost subject to expected losses. You can expect similar mismatches outside Europe wherever a
similar ‘fair-value of assets and liabilities regulatory model’ is introduced.”

