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IASB meeting on 21 October 2015
Since a variety of viewpoints are discussed at IASB meetings, and it is often difficult to characterise
the IASB's tentative conclusions, these summaries may differ in some respects from the actions
published in the IASB Observer notes. In addition, tentative conclusions may be changed or modified
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
to issue a final standard

Highlights

The IASB met on 21 October 2015 to decide on
matters related to IFRS 9 Financial Instruments
(“IFRS 9”) adoption by insurers as well as certain
presentation and disclosure matters under the
proposed insurance contracts standard.

At the September meeting the Board voted to
issue an exposure draft (ED) to amend IFRS 4
Insurance Contracts (“IFRS 4”) to address
concerns relating to the timing of the adoption of
IFRS 9. The changes will include deferral of IFRS
9 or an alternative overlay approach.

At the October meeting the Board voted in favour
of a 60 day comment letter period for the ED.
The Board also decided to prohibit insurers
adopting IFRS for the first time for reporting
periods that end after 1 January 2018 from using
either the deferral or overlay approaches. The
IASB’s goal is to issue the ED by the end of 2015
with a comment period ending in February 2016
and a final amended standard in Q3 2016.

For those entities that instead decide to adopt
IFRS 9 prior to the new insurance contracts
standard, with or without the overlay approach,
the Board decided to permit insurers to reassess
their business models for IFRS 9 classification
and measurement purposes upon transition to
the new insurance contracts standard based on
facts and circumstances that exist on initial
application of that standard.

The Board decided to retain the general
requirements for restating comparative
information about insurance contracts. For
financial assets, the restatement provisions of
IFRS 9 apply. The Board decided that the
mirroring approach proposed in the 2013 ED
should not be permitted or required. The Board

also made decisions relating to the disclosure
requirements of the new insurance standard.

At future meetings the IASB plans to discuss the
differences between the building block approach
(general model) and the variable fee approach.
The IASB expects to complete its deliberations
on insurance contracts in 2015 and draft the
standard in 2016 with a goal of issuing the final
standard late in 2016 or early 2017.

Addressing the consequences of
different effective dates of IFRS 9 and
the new insurance contracts standard

Comment letter period

At the October meeting the Board unanimously
voted in favour of having a comment letter
period of 60 days.

The comment period for an ED should normally
be a minimum period of 120 days. If the matter is
narrow in scope and urgent, the IASB may
consider a comment period of no less than 30
days if the Due Process Oversight Committee
approves the shorter period.

The Staff suggested that the ED to amend IFRS 4
is urgent because until the deferral and overlay
approaches are confirmed, qualifying entities will
have to assume that they will be required to
apply IFRS 9 in 2018. Accordingly, it is
important for those entities to have clarity as
soon as practicably possible. The IASB normally
allows 18 months before requirements are
effective to allow entities sufficient
implementation time. However, for these
amendments the normal 18-month period before
implementation would not be possible. The
proposed amendments to IFRS 4 are also narrow
in scope because they are optional.

Insurance alert
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The Staff noted during the discussion that at the
last meeting the IASB decided that the basis for
conclusions for the ED should include an
example specifying the levels at which an entity's
insurance activities would not be considered
predominant for purposes of the IFRS 9 deferral
approach. The IASB indicated that the example
should include a predominance threshold that is
higher than the 67% example discussed at the
September meeting. In the Staff draft of the ED
the example will indicate that the predominance
threshold will not be met if 75% of an entity’s
liabilities are measured under IFRS 4.

Use of the deferral and overlay
approaches by first-time IFRS
adopters

At the October meeting the Board unanimously
voted in favour of prohibiting those insurers who
are adopting IFRS for the first time for reporting
periods that end after 1 January 2018 from using
either the deferral or overlay approaches.

The arguments supporting this decision include:

 The alternatives to applying IFRS 9 in full are
likely to be costly;

 The deferral and overlay approaches are
intended to address concerns regarding
transition and are unlikely to be relevant to
first-time adopters; and

 The recommendation is consistent with
concepts of IFRS 1 to apply the current
version of standards and thus enhance
comparability.

Classification and measurement of
financial assets on transition to the
new insurance contracts standard

For those entities that decide or need to adopt
IFRS 9 prior to the new insurance contracts
standard, with or without the overlay approach,
the Board decided to permit insurers to reassess
their business models for IFRS 9 classification
and measurement purposes upon transition to
the new insurance contracts standard. This
would be based on facts and circumstances that
exist on initial application (i.e. at the beginning
of the latest period presented). The resultant
classifications would be applied retrospectively
with the cumulative effect recognized in the
opening balance of retained earnings or
accumulated other comprehensive income (OCI).

The Board decided that the same requirements
for the designation of financial assets as those for
the overlay approach should be used to avoid the
unnecessary complexity of introducing a new
approach. That is, financial assets eligible for the
reassessment of business model would be those
that the entity holds to fund settlement of
insurance liabilities for expected levels of claims
and expenses plus those needed in the event of
adverse development. Similar to the overlay
approach, the transitional relief should not be
used for the financial assets relating to
investment contracts.

Board members also voted in favour of disclosing
the financial assets designation policy and
categories and carrying amounts of financial
assets before and after changes in classification
separately for each transitional relief (e.g. change
in business model, designation as fair value
through profit or loss).

A few Board members indicated that the basis for
conclusions should emphasise that the option to
reassess their business model for IFRS 9
purposes upon adoption of the new insurance
standard is a special transitional relief exception.
It results in an assessment of the business model
as if IFRS 9 were being adopted for the first time.
It is different from the IFRS 9 ongoing
assessment which allows changes in
classification and measurement only if there is a
change in the business model, which is a much
higher hurdle.

One Board member suggested that the disclosure
requirements should not include information on
the reason for the changes in the business model
because the major reason for all insurers to
change the model will be adoption of the new
insurance standard. However, a few Board
members did not support this suggestion as the
nature of the change in facts and circumstances
may be useful for some users.

Restatement of comparative
information on initial application of
the new insurance contracts standard

At the October meeting all of the Board members
present voted in favour of restatement of
comparative information on insurance contracts
upon adoption of the new standard. For financial
assets, the Board decided that the restatement
provisions of IFRS 9 should apply (i.e.
restatement not required, and only permitted if
hindsight is not used).
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One of the Board members noted that in this
particular case the use of hindsight could be
avoided if insurers are notified in advance so that
they are able to collect necessary data before
transition.

Retention of the mirroring approach

At the October meeting the Board unanimously
decided that the mirroring approach should not
be permitted or required in the proposed
insurance contracts standard.

The ED proposed a mirroring approach for the
measurement and presentation of contracts that
require an entity to hold underlying items and
that specify a link to returns on those underlying
items. In applying the mirroring approach, the
entity would measure those fulfilment cash flows
in the same way as the underlying items, while
changes in other fulfilment cash flows would be
recognised in profit or loss (for cash flows that
indirectly vary with underlying items) or against
contractual service margin (“CSM”) (for fixed
cash flows).

The mirroring approach would have allowed
elimination of mismatches for mutual insurance
companies. However, the mirroring approach is
inconsistent with the fulfilment cash flows model
in that it does not result in measuring insurance
liabilities at current value in situations where
assets are measured on a cost basis. In addition,
having both the variable fee and the mirroring
approaches for the similar types of contracts
impairs comparability.

The Staff paper included a comment that for a
mutual insurer, there should normally be no
equity remaining and no net comprehensive
income reported in any accounting period. A few
Board members took issue with this statement,
noting that there may be circumstances in which
residual assets of a mutual may not be
attributable to policyholders. Some went beyond
that to note that a mutual insurer may have some
surplus, as the insurer may have a future but not
a present obligation to pay all current and future
policyholders. Others took issue with this view,
noting that they were all present obligations. The
Board noted that these were larger liability
versus equity issues that were not going to be
solved as part of the insurance contracts project.

Presentation and disclosures

At the October meeting all Board members voted
in favour of confirming the 2013 ED and
subsequent redeliberations proposals on
presentation requirements. The Board decided
that for entities applying the variable fee
approach and recognising changes in the
guarantees in profit or loss, insurers will have to
disclose the amount of CSM plus the amount of
the guarantees recognised in profit or loss for the
reporting period.

The Board also decided to:

 Require explanation of the cost method used
where entities disaggregate interest expense
in profit or loss and OCI;

 Require designating financial assets and
disclosure of a reconciliation of beginning and
closing OCI for those assets where an insurer
uses simplified approach to measure OCI at
zero upon transition;

 Delete earlier requirements to disclose a
reconciliation of revenue recognised to
premiums received and analysis of the total
interest expense between profit or loss and
OCI;

 Require disclosure of changes in the
fulfilment cash flows that adjust the
contractual service margin;

 Require disclosure of an explanation of when
the entity expects to recognise the remaining
contractual service margin in profit or loss
either on a quantitative basis using the
appropriate time bands or by using qualitative
information;

 Require disclosure of the amounts in the
financial statements determined at transition
using simplified approaches, both on
transition and in subsequent periods; and

 Require disclosure of practical expedients
used.

A few Board members did not agree with the
initial Staff proposal to keep track and disclose
CSM both before and after adjustment to
recognise guarantees in profit or loss because the
information will not be meaningful and it would
be onerous for preparers to keep track of two
different CSMs. One Board member argued that
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the amount of CSM where the variable fee
approach is applied without the guarantee
adjustment would be valuable information as it
allows for more comparability with insurers those
do not use hedging. All Board members agreed
with the alternative Staff proposal to disclose the
CSM plus the amount of the guarantees
recognised in profit or loss for the reporting
period rather than disclosing a ‘second CSM’ as if
the guarantee adjustment was not applied by
insurers.

One Board member commented that
information on contracts for which different
models apply should be presented separately on
the face of the financial statements. The other
Board members and the Staff argued against
further prescriptions in the standard as IAS 1
has sufficient guidance to ensure appropriate
disclosure on the face of the financial
statements. All Board members agreed to re-
emphasise the need to disclose different
balances and transactions separately on the face
of the financial statements in the Basis for
conclusion to the new insurance contracts
standard.
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