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International Accounting Standards Board  
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7 Westferry Circus  

Canary Wharf 

London E14 4HD 

United Kingdom 

 
 

Dear Sirs: 

 

Re: Amendments to IFRS 17 (ED/2019/4) 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the International 

Accounting Standards Board’s (IASB) Exposure Draft, “Amendments to IFRS 17”, issued in June 2019. 

Our process 

Insurance is an important project to our jurisdiction as we have hundreds of entities applying 

IFRS Standards that issue insurance contracts, ranging from large publicly traded entities to small 

domestic insurers.  

Because of the degree of change inherent in IFRS 17 Insurance Contracts and its potential impact on 

entities, we have gone beyond our required due process to engage with our Canadian stakeholders to 

ensure we are appropriately informed and educated in the key matters affecting the implementation of 

IFRS 17. In order to ensure our Board had appropriate factual information so that our views were 

grounded in the circumstances impacting the implementation status and associated challenges, we 

undertook significant dialogue with those involved in Canada, and also invited a representative of the 

IASB to meet with Canadian stakeholders on the proposed amendments to IFRS 17. This extended 

dialogue included fact-finding sessions with association groups, such as the Canadian Life and Health 

Insurance Association, Insurance Bureau of Canada, and the Canadian Bankers Association, as well as 

http://www.ifrs.org/
http://www.frascanada.ca/accounting-standards-board/what-we-do/about-the-acsb/index.aspx
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representatives from securities and prudential regulators. The association groups’ members provided 

perspectives from the property and casualty, life and reinsurance industries.  

We also met with equity analysts specializing in the banking and insurance sector and held two virtual 

roundtables with preparers, practitioners and other interested parties across Canada to seek their 

feedback on the proposals. To educate ourselves as to the current status of IFRS 17 implementation in 

Canada, we also held several Board education sessions and special Board sessions with a systems-

related advisory firm and the Canadian Institute of Actuaries.  

Furthermore, we consulted with our Insurance Transition Resource Group throughout the implementation 

phase and on the proposed amendments. Our Insurance Transition Resource Group consists of a diverse 

group of preparers, actuaries, and practitioners with in-depth knowledge of insurance issues.  

While the views expressed in this letter reflect the judgments and conclusions of the AcSB, we 

considered the results of the discussions described above when developing this letter. Where we feel it 

will be helpful to the IASB’s deliberations, we have included views expressed by our stakeholders. 

Our views 

Given the stage of global implementation, we support the criteria developed by the IASB to assess which 

possible amendments could be justified at this time, without causing undue delay in implementation 

efforts. We strongly support completion of this process, leading to a final IFRS 17, because the standard 

is expected to benefit the global capital markets. Financial reporting under this new insurance contract 

standard will help users better understand current and future results of operations and financial position of 

entities that issue insurance contracts and will serve to improve global comparability. We commend the 

IASB’s efforts to respond to the implementation concerns that stakeholders raised. We think that the 

proposed amendments in this Exposure Draft are a positive step to help entities effectively implement 

IFRS 17 by addressing key challenges that entities have encountered thus far and help manage 

implementation costs.  

Effective date proposal 

In our view, a common global adoption date of IFRS 17 is critical to the success of transition by 

supporting the move to greater global comparability. It is in the global capital markets’ best interests that 

entities adopt this new standard at the same time to ease the transition challenges for users, preparers, 

auditors, and regulators around the world. We stand ready to join the IASB and other national standard 

setters in getting this standard finalized and achieving a common global adoption date.  

We support the proposal to defer the effective date of IFRS 17 by one year but emphasize the urgency to 

finalize the standard given its importance to financial statement users globally. We note that systems 

readiness continues to be a significant concern in Canada. Given the complexity of IFRS 17, new 

programming, systems integration, and process changes are still under development. This additional year 

https://www.frascanada.ca/en/acsb/committees/itrc
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will provide entities and systems vendors with more time to resolve issues, do necessary testing and 

incorporate the final amendments arising from this Exposure Draft to ensure a high-quality 

implementation.   

While we support deferring the effective date of IFRS 17 to annual reporting periods beginning on or after 

January 1, 2022, we suggest that the IASB remove the requirement for restating comparatives. We think 

that if entities are not required to issue comparatives, this will help alleviate the tension created by some 

of the systems-related concerns, address the concern noted below with IFRS 9 Financial Instruments and 

result in a higher quality implementation. In addition, we understand from our outreach that the large 

publicly traded insurers would likely provide some form of comparative information to help investors and 

analysts understand the impact on their financial statements of transitioning to IFRS 17. For non-public 

insurers that prepare financial statements using IFRS Standards, comparative figures are not as relevant 

to their users.  

We support the IASB’s proposal to align the effective date of IFRS 9 and IFRS 17 for qualifying insurers. 

Requiring the standards to be adopted at the same time will minimize the costs for entities that might 

have to re-designate a significant amount of their financial assets in quick succession. We are concerned 

that requiring comparatives to be restated under IFRS 17 but not for IFRS 9 may not result in the most 

relevant information for users.  An entity’s asset management strategy will change as it adopts the new 

insurance contract standard. The comparative figures in the year of adopting IFRS 17 and IFRS 9 will not 

be indicative of future trends because they still reflect the old asset management strategy under IAS 39 

Financial Instruments: Recognition and Measurement. The comparative figures are not complete because 

they do not capture the impact of transitioning to IFRS 17 and IFRS 9 from the perspective of capturing 

the impact of financial instrument classification changes. Therefore, resulting comparatives would not be 

as relevant in assisting investors and analysts predict future cash flows. There is also a risk that the 

comparatives could be misleading to users less familiar with the industry since they are not restated 

under both standards. 

Other proposals  

Overall, we broadly support the proposals in this Exposure Draft and provide suggestions on certain 

proposals that we think will help achieve the IASB’s objective and/or reduce operational complexity.  

Scope exclusion on credit card contracts. We support excluding from the scope of IFRS 17 certain 

credit card contracts. However, we are concerned that the proposed amendment to scope these credit 

card contracts into IFRS 9 has created an unintended consequence with respect to the application of the 

solely payments of principal and interest (SPPI) test. The cash flows related to the insurance component 

of the credit card contract may cause the financial instrument to fail the SPPI test, resulting in 

measurement at fair value through profit or loss and creating volatility in the Statement of Comprehensive 

Income. We think that this is not the intended outcome of the proposal, and therefore, have provided 

suggestions in our response to Question 1 to address this concern.   
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Insurance acquisition cash flows. We support the allocation of insurance acquisition cash flows to 

expected contract renewals and agree with the need for an impairment test. We also support the 

proposed requirement to disclose when an entity expects to derecognize the asset for insurance 

acquisition cash flows because information about timing of recovery is important. However, we think the 

IASB could simplify the requirements related to impairment testing. We note that the first impairment test 

is at the group level and the second impairment test is on a subset of the acquisition cash flows relating 

only to the expected contract renewals in that group. However, we are concerned that the second 

impairment test requires identifying cash flows below the group level, which would be operationally 

complex for entities to perform and would involve a level of granularity that is not required in other parts of 

the standard. Based on the objective of the proposal, we think the first impairment test, coupled with the 

proposed disclosure requirement, will provide sufficient information to users to evaluate the risks 

pertaining to the recovery of the total asset. Therefore, we suggest that the IASB consider removing the 

second impairment test.  

Reinsurance contracts held to reduce accounting mismatches. We support the objective of this 

proposal. A gain on reinsurance contracts held should be recognized when an entity recognizes a loss at 

initial recognition for onerous insurance contracts, to the extent there is a direct linkage between the loss 

on the underlying insurance contracts and the recovery of such loss from the reinsurer. This objective is 

important to minimize accounting mismatches in the Statement of Comprehensive Income given an entity 

purchases a reinsurance contract to economically protect itself against unforeseen or extraordinary 

losses and spread risks. However, as currently drafted, the definition of “reinsurance contract held that 

provides proportionate coverage” is too restrictive. Many reinsurance contracts in Canada may satisfy the 

proposal’s objective of having a direct linkage with the loss on the underlying contracts but would likely 

not fit the proposed definition. In the definition, the concept of a fixed percentage recovery of all claims in 

a group of underlying insurance contracts, is problematic. We have included some examples of 

reinsurance contracts in our response to Question 4 that illustrate our concern with the proposed 

amendment. We have also suggested a revision to the definition that we believe will better achieve the 

intended objective of this proposal.  

Other comments 

In the Basis for Conclusions on the Exposure Draft, the IASB explains its rationale for not proposing 

changes on certain issues. There are two issues that we believe the IASB should give further 

consideration because the current requirements are operationally complex to implement and may not 

provide useful information to financial statement users. These two issues relate to interim financial 

reporting and contracts acquired during their settlement period in a business combination. 

Our responses to your questions 

The Appendix to this letter responds to the questions posed in the Exposure Draft and expands on the 

points raised above.  
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We would be pleased to elaborate on our comments in more detail if you require. If so, please contact me 

or, alternatively, Kelly Khalilieh, Director, Accounting Standards (+1 416 204‐3453 or email 

kkhalilieh@acsbcanada.ca) or Davina Tam, Principal, Accounting Standards (+1 416 204-3514 or 

dtam@acsbcanada.ca). 

Yours truly, 

 
 
 
 
 

 

Linda F. Mezon, FCPA, FCA, CPA (MI), CGMA 

Chair, Canadian Accounting Standards Board 

lmezon@acsbcanada.ca 

+1 416 204‐3490 

 

About the Canadian Accounting Standards Board 

We are an independent body with the legal authority to establish accounting standards for use by all Canadian 

publicly accountable enterprises, private enterprises, not-for-profit organizations and pension plans in the private 

sector. We are comprised of a full-time Chair and volunteer members from a variety of backgrounds, including 

financial statement users, preparers, auditors and academics; a full-time staff complement supports our work.   

Our standards 

We have adopted IFRS® Standards as issued by the IASB for publicly accountable enterprises. Canadian securities 

legislation permits the use of U.S. GAAP in place of IFRS Standards in certain circumstances. We support a shared 

goal among global standard setters of high-quality accounting standards that result in comparable financial reporting 

outcomes regardless of the GAAP framework applied. 

We developed separate sets of accounting standards for private enterprises, not-for-profit organizations and pension 

plans. Pension plans are required to use the applicable set of standards. Private enterprises and not-for-profit 

organizations can elect to apply either the set of standards developed for them, or IFRS Standards as applied by 

publicly accountable enterprises.   

Our role vis-à-vis IFRS Standards 

Our responsibility to establish Canadian GAAP necessitates an endorsement process for IFRS Standards. We 

evaluate and rely on the integrity of the IASB’s due process as a whole, and monitor its application in practice. In 

addition, we perform our own due process activities for each new or amended IFRS Standard to ensure that the 

standard is appropriate for application in Canada. We reach out to Canadians on the IASB’s proposals to understand 

and consider their views before deciding whether to endorse a final IFRS Standard. A final standard is available for 

use in Canada only after we have endorsed it as Canadian GAAP.       

  

mailto:kkhalilieh@acsbcanada.ca
mailto:dtam@acsbcanada.ca
mailto:lmezon@acsbcanada.ca
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APPENDIX 

 

Question 1—Scope exclusions—credit card contracts and loan contracts that meet the definition 

of an insurance contract (paragraphs 7(h), 8A, Appendix D and BC9–BC30) 

(a) Paragraph 7(h) proposes that an entity would be required to exclude from the scope of IFRS 17 

credit card contracts that meet the definition of an insurance contract if, and only if, the entity does 

not reflect an assessment of the insurance risk associated with an individual customer in setting 

the price of the contract with that customer. 

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

(b) If not excluded from the scope of IFRS 17 by paragraphs 7(a)–(h), paragraph 8A proposes that an 

entity would choose to apply IFRS 17 or IFRS 9 to contracts that meet the definition of an 

insurance contract but limit the compensation for insured events to the amount required to settle 

the policyholder’s obligation created by the contract (for example, loans with death waivers). The 

entity would be required to make that choice for each portfolio of insurance contracts, and the 

choice for each portfolio would be irrevocable. 

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

 

1. Credit card contracts. We agree with the proposed amendment to exclude from the scope of 

IFRS 17 credit card contracts but have concerns with the proposed amendment to 

paragraph 2.1(e)(iv) of IFRS 9 Financial Instruments. In Canada, some financial institutions act as 

an agent in providing insurance coverage, while others provide the insurance coverage as a 

principal (e.g., fraud protection, which is not required by law or regulation). For financial institutions 

in the latter situation, the proposal to scope credit card contracts into IFRS 9 could cause such 

contracts to fail the solely payments of principal and interest (SPPI) test because of the cash flows 

relating to the insurance component.  

 

2. Under current practice in Canada, a credit card contract with a customer that provides credit facility, 

insurance and other service-related features are separately accounted for using the applicable 

standards based on the scope requirements in IFRS 15 Revenue from Contracts with Customers. 

This leads to the credit facility component of the contract accounted for under IFRS 9 at amortized 

cost, the insurance component accounted for under IFRS 4 Insurance Contracts, and any other 

service-related features accounted for under IFRS 15. However, if the current proposal scopes the 

entire credit card contract into IFRS 9 (including the insurance component), this could cause the 

financial instrument to fail the SPPI test, resulting in measurement at fair value through profit or loss 

and creating volatility in the Statement of Comprehensive Income. 
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3. We understand that when the IASB developed this proposal, the concern raised relates to credit 

card contracts in which an entity is obliged to provide insurance coverage because of law or 

regulation. Based on paragraph BC4.191 of the Basis for Conclusions on IFRS 9 and 

paragraph B4.1.13 of IFRS 9, Instrument E, the holder would not consider the payments that arise 

only as a result of regulation as cash flows in its SPPI test because that regulation and the related 

payments are not contractual terms of the financial instrument. However, given the insurance 

component may not always be provided as result of regulation or law, the proposed amendment to 

paragraph 2.1(e)(iv) of IFRS 9 could create an unintended consequence to the SPPI test. We also 

understand that this SPPI issue can occur in jurisdictions in which the entity provides insurance 

coverage over and above the regulatory requirements. 

 

4. We suggest that the IASB clarify that the credit card cash flows relating to the insurance coverage 

should not be factored into the SPPI test to achieve comparability with credit card contracts that 

provide insurance coverage required by law or regulation. We believe this clarification would be 

consistent with the IASB’s intent in paragraph BC17 of the Basis for Conclusions on the Exposure 

Draft that there is no reason to distinguish between the credit card contracts depending on whether 

the entity is obliged, or chooses, to provide insurance coverage. We also suggest that the IASB 

clarify whether the entire credit card contract is scoped into IFRS 9 or if other applicable standards 

should apply to one or more parts of the credit card contract.  

 

5. In addition, we understand from our outreach that there could be payment cards, such as debit 

cards and charge cards, with similar insurance coverage as credit cards. Such payment cards 

should also be captured by the scope exclusion. We suggest that the IASB revise paragraph 7(h) of 

IFRS 17 to broaden the wording to reflect the intent of the scope exclusion as follows:  

 

(h)  credit card payment card contracts, such as credit cards, that meet the definition of an 

insurance contract if, and only if, the entity does not reflect an assessment of the insurance 

risk associated within an individual customer in setting the price of the contract with that 

customer (see IFRS 9 Financial Instruments). 

6. Loans that transfer significant insurance risk. We agree with the proposed amendment to allow 

entities the choice, at the portfolio level, to apply IFRS 17 or IFRS 9 to contracts that meet the 

definition of an insurance contract but limit the compensation for insured events to the amount 

required to settle the policyholder’s obligation created by the contract. We recognize that this policy 

choice would allow for the same contract issued by two different entities, or contracts by the same 

entity in different portfolios, to be accounted for differently. However, based on discussions with 

stakeholders, we expect non-insurance entities such as financial institutions to apply IFRS 9 and 

insurance entities to apply IFRS 17 to the loans contemplated by this proposed amendment. 

Therefore, we think entities within the same industry would still be comparable.  
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Question 2—Expected recovery of insurance acquisition cash flows (paragraphs 28A‒28D, 105A–

105C, B35A–B35C and BC31–BC49) 

Paragraphs 28A–28D and B35A–B35C propose that an entity: 

(a) allocate, on a systematic and rational basis, insurance acquisition cash flows that are directly 

attributable to a group of insurance contracts to that group and to any groups that include 

contracts that are expected to arise from renewals of the contracts in that group; 

(b) recognise as an asset insurance acquisition cash flows paid before the group of insurance 

contracts to which they are allocated is recognised; and 

(c) assess the recoverability of an asset for insurance acquisition cash flows if facts and 

circumstances indicate the asset may be impaired. 

Paragraphs 105A–105C propose disclosures about such assets. 

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

 

7. We support the proposal’s objective to allocate part of the insurance acquisition cash flows to 

expected contract renewals and the need for an impairment test. This proposal will address the 

concern raised related to non-refundable insurance acquisition cash flows. Stakeholders we spoke 

to noted that it is common for insurance entities to underwrite new business with the expectation 

that there will be contract renewals. For example, the costs to acquire a new group health benefits 

contract can be high. However, the insurance entity enters into the contract with the expectation of 

renewal. Although the insurance entity does not have a right to a refund of the acquisition costs in 

the event the renewal does not occur, in practice it is rare that contract renewals fail because the 

contracting entity does not want to change its service provider frequently. Allocating the full amount 

of the acquisition costs to the initially written contract may cause the contract to be onerous at 

inception, which is inconsistent with the economics of the business transaction. Therefore, we 

support the IASB’s proposal. 

 

8. During our outreach, stakeholders raised a concern relating to the drafting clarity of the 

requirements for insurance acquisition cash flows. We observe the following inconsistency 

(emphasis added): 

 

• Appendix A describes insurance acquisition cash flows as those that are directly attributable 

to the portfolio of insurance contracts to which the group belongs. Such cash flows include 

cash flows that are not directly attributable to individual contracts or groups of insurance 

contracts within the portfolio.   

• Paragraph B35A states: “To apply paragraph 28A, an entity allocates insurance acquisition 

cash flows that are directly attributable to a group of insurance contracts: (a) to that group; 
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and (b) to groups that include insurance contracts that are expected to arise from renewal of 

insurance contracts in that group.”   

We think the IASB’s intent is not to narrow the allocation of insurance acquisition cash flows to the 

group level, but rather to keep it at the portfolio level to which the group belongs. We suggest the 

IASB revise the drafting of paragraph B35A to align with the definition in Appendix A.  

9. We also agree an asset should be recognized for the insurance acquisition cash flows paid before 

the group of insurance contracts to which they are allocated is recognized. This approach provides 

transparency about the acquisition costs incurred to obtain new business, which financial statement 

users in Canada are used to seeing in an insurer’s financial results. Requiring a recoverability 

assessment if facts and circumstances indicate that the asset may be impaired is also consistent 

with principles in other IFRS Standards. Therefore, we support the need for an impairment test but 

suggest simplifying the requirements while still achieving the proposal’s objective.  

 

10. Proposed impairment tests. Our understanding of the proposal is that an entity would first need to 

perform an impairment test to ensure that the carrying amount of the asset representing the 

insurance acquisition cash flows does not exceed the expected net cash inflow for the related 

group. Such net cash inflow includes cash flows for expected renewals of contracts with current 

policyholders and cash flows for contracts with future policyholders expected to be in that same 

group. Then an additional impairment test is required to ensure the portion of the insurance 

acquisition cash flows related only to the expected renewals does not exceed the net cash inflow 

for the expected renewals. We understand that the IASB’s intent for the additional impairment test 

is to prevent cash inflows from future policyholders expected to be in that same group to absorb the 

excess insurance acquisition cash flows related only to the expected renewals. However, 

separately testing different portions of the insurance acquisition cash flows and keeping track of the 

related impairment amounts for potential reversal if circumstances change, is operationally complex 

and provides limited value to users.  

 

11. We suggest that the IASB simplify the recoverability test requirements by only requiring the first 

impairment test on the insurance acquisition asset (i.e., removing the second impairment test in 

paragraph B35B(b) of the Exposure Draft). We recognize the IASB’s concern and intent for the 

second impairment test. However, the definition of insurance acquisition cash flows already 

recognizes that there is difficulty in identifying acquisition costs directly attributable to individual 

contracts or group of insurance contracts, hence such costs are defined as directly attributable at 

the portfolio level to which the group belongs. In addition, we observe that when the insurance 

acquisition cash flows are derecognized, there is no distinction made between expected contract 

renewals and new business as it is all part of the fulfilment cash flows of the group recognized. 

Therefore, to require entities to identify and test a subset of the insurance acquisition cash flows 

against the expected contract renewals below the group level is very challenging. We also observe 
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that this level of granularity is not required in other parts of the standard, so this additional 

impairment test is creating a lower unit of account.  

 

12. We think the IASB’s proposed disclosure requirement to require an entity to disclose quantitatively, 

in appropriate time bands, when it expects to derecognize an asset for insurance acquisition cash 

flows would mitigate the IASB’s concern for requiring the second impairment test. Performing the 

first impairment test described in paragraph B35B(a), coupled with the quantitative disclosure in 

appropriate time bands, is a pragmatic way to ensure users can obtain the information they need to 

evaluate the risks pertaining to the recovery of the asset. 

 

Question 3—Contractual service margin attributable to investment-return service and 

investment-related service (paragraphs 44–45, 109 and 117(c)(v), Appendix A, paragraphs B119–

B119B and BC50–BC66) 

(a) Paragraphs 44, B119–B119A and the definitions in Appendix A propose that an entity identify 

coverage units for insurance contracts without direct participation features considering the quantity 

of benefits and expected period of investment-return service, if any, in addition to insurance 

coverage. Paragraph B119B specifies criteria for when contracts may provide an investment-

return service. 

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

(b) Paragraphs 45, B119–B119A and the definitions in Appendix A clarify that an entity is required to 

identify coverage units for insurance contracts with direct participation features considering the 

quantity of benefits and expected period of both insurance coverage and investment-related 

service. 

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

(c) Paragraph 109 proposes that an entity disclose quantitative information about when the entity 

expects to recognise in profit or loss the contractual service margin remaining at the end of a 

reporting period. Paragraph 117(c)(v) proposes an entity disclose the approach used to determine 

the relative weighting of the benefits provided by insurance coverage and investment-return 

service or investment-related service. 

Do you agree with the proposed disclosure requirements? Why or why not? 

 

13. Contractual service margin amortization for insurance contracts without direct participation 

features. We agree with the proposed amendment that the contractual service margin is 

recognized in profit or loss by considering both the insurance coverage and any service provided in 

generating investment return for the policyholder (i.e., investment-return service). Both services 

contribute to the calculation of the unearned profit of the insurance contract, and therefore, it is 

reasonable that the profit is recognized over the provision of those services. 
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14. Contractual service margin amortization for insurance contracts with direct participation 

features. We also agree with the proposed amendment for insurance contracts that apply the 

variable fee approach. This way, the contractual service margin is recognized in profit or loss by 

considering both the insurance coverage and any service of managing underlying items on behalf 

of the policyholder (i.e., investment-related service). Both services contribute to the calculation of 

the unearned profit of the insurance contract, and therefore, is reasonable that the profit is 

recognized over the provision of those services. 

 

15. Quantitative disclosures about the contractual service margin. We agree with the proposed 

amendment that an entity should disclose quantitatively, in appropriate time bands, when it expects 

to recognize the contractual service margin in profit or loss. We also agree that an entity should 

disclose the approach used to determine the relative weighting of the benefits provided by the 

insurance coverage and investment-return service or investment-related service. Both these pieces 

of information are particularly important to financial statement users to help understand: 

 

• the pattern of service provision, including identifying any changes to profitability patterns; and  

• the product mix of the business between providing insurance coverage and investment 

services.   

Question 4—Reinsurance contracts held—recovery of losses on underlying insurance contracts 

(paragraphs 62, 66A–66B, B119C–B119F and BC67–BC90) 

Paragraph 66A proposes that an entity adjust the contractual service margin of a group of reinsurance 

contracts held that provides proportionate coverage, and as a result recognise income, when the entity 

recognises a loss on initial recognition of an onerous group of underlying insurance contracts, or on 

addition of onerous contracts to that group. The amount of the adjustment and resulting income is 

determined by multiplying: 

(a) the loss recognised on the group of underlying insurance contracts; and 

(b) the fixed percentage of claims on the group of underlying contracts the entity has a right to recover 

from the group of reinsurance contracts held. 

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

 

16. We believe the objective of this proposal is to mitigate the inappropriate result of showing a loss on 

a contract when there is not a loss economically, due to the existence of a reinsurance contract 

held. Therefore, a gain on reinsurance contracts held should be recognized when an entity 

recognizes a loss at initial recognition for onerous insurance contracts, to the extent there is a direct 

linkage between the loss on the underlying insurance contracts and the recovery of such loss from 

the reinsurer. To develop this proposal in a pragmatic way, we understand that the IASB has 
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included a practical assumption that the loss on underlying insurance contracts issued is caused by 

claims, rather than by other fulfilment cash flows included in the measurement of the contracts. 

While we support the practical assumption in developing the proposal so that it would be easier for 

entities to operationalize, we do not agree with the amendment as drafted. Based on our 

discussions with stakeholders, the definition of “reinsurance contract held that provides 

proportionate coverage” is too restrictive. Our stakeholders have provided us with several examples 

of reinsurance contracts in Canada that would satisfy the proposal’s objective but not likely fit the 

proposed definition.  

 

17. Currently, the proposed definition in the Exposure Draft requires that the percentage of claims the 

entity has a right to recover is fixed for all contracts in a single group of underlying contracts. There 

are several challenges with this definition: 

 

(a) The proposed definition requires that the entity’s right to recover from the reinsurer be a fixed 

percentage of all claims incurred (emphasis added). However, it is common in the 

Canadian life insurance industry that a reinsurance contract may provide proportionate 

coverage above a retention limit. For example, the entity may retain 100% of the losses up to 

a retention limit, and anything above the retention limit would be ceded to the reinsurer on a 

proportionate basis. For these types of contracts, there is a direct linkage between the 

underlying insurance contract and the reinsurance contract because the face value of the life 

insurance policy is known so the expected recovery can also be determined. Another 

example of how the proposed definition is problematic relates to facultative reinsurance. In 

Canada, there are facultative reinsurance contracts, which are negotiated separately for each 

insurance policy. A facultative reinsurance contract covers an individual risk on a policy basis, 

so not all risks are covered. However, in this example, the insurer creates the direct linkage 

when the underlying contract is written because it takes the negotiated facultative 

reinsurance contract into consideration when deciding to issue the contract to the 

policyholder. 

 

(b) The proposed definition requires that the entity’s right to recover from the reinsurer apply to 

all contracts in a group of underlying contracts (emphasis added). This means that even if a 

reinsurance contract gives the entity the right to recover a known amount of losses generated 

by some of the onerous underlying contracts in a group, the entity would not be able to 

recognize a recovery to offset against the onerous loss recognized. There are situations in 

which a reinsurance contract may provide coverage on a contract by contract basis, so the 

direct link between the onerous loss recognized and the expected recovery on a contract 

basis exists despite the fact that a direct link does not apply to the all underlying contracts in 

the group. We think that this aspect of the definition does not reflect the economic substance 

of the reinsurance contract held and is not in line with the IASB’s objective to address the 

accounting mismatch that exists at initial recognition.       
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18. The above examples are just some ways a reinsurance contract can be structured in which there is 

a direct link between the loss on the underlying contracts and the recovery of such loss from the 

reinsurer. As such, we suggest that the IASB consider amending the proposed definition as follows: 

“A reinsurance contract held that provides an entity with the right to recover from the reinsurer a 

contractually defined portion of each claim issuer a percentage of all claims incurred on individual 

underlying insurance contracts within a groups of underlying insurance contracts. The percentage 

the entity has a right to recover is fixed for all contracts in a single group of underlying insurance 

contracts, but can vary between groups of underlying insurance contracts.” 

19. The related requirements in paragraphs B119C and B119D should be updated to reflect the 

suggested change to the definition. We think this revised definition would capture the reinsurance 

contracts in which the IASB intended for the proposals to apply. To assist entities in applying the 

intent of the proposal, we also suggest that the IASB update proposed Illustrative Example 19 using 

an example of a reinsurance contract that is more commonly found in practice.    

Question 5—Presentation in the statement of financial position (paragraphs 78–79, 99, 132 and 

BC91–BC100) 

The proposed amendment to paragraph 78 would require an entity to present separately in the statement 

of financial position the carrying amount of portfolios of insurance contracts issued that are assets and 

those that are liabilities. Applying the existing requirements, an entity would present the carrying amount 

of groups of insurance contracts issued that are assets and those that are liabilities. The amendment 

would also apply to portfolios of reinsurance contracts held that are assets and those that are liabilities. 

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

 

20. We agree with the proposed amendment to require an entity to present insurance contract assets 

and liabilities in the Statement of Financial Position at the portfolio level instead of the group level. 

Based on discussions with preparers and auditors, this proposal would result in significant cost 

savings as no additional systems would need to be set up to track presentation at the granular 

group level. Also, presentation at the portfolio level will likely result in an insurance contract liability, 

which is more logical for financial statement users to understand. If insurance contracts were 

presented in the Statement of Financial Position at the group level, the timing of cash flows may 

result in an asset in one reporting period, and then a liability in another reporting period. This 

outcome can create challenges for financial statement users when analyzing trend information.   
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Question 6—Applicability of the risk mitigation option (paragraphs B116 and BC101–BC109) 

The proposed amendment to paragraph B116 would extend the risk mitigation option available when an 

entity uses derivatives to mitigate financial risk arising from insurance contracts with direct participation 

features. That option would apply in circumstances when an entity uses reinsurance contracts held to 

mitigate financial risk arising from insurance contracts with direct participation features. 

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

 

21. We agree with the proposed amendment to permit the application of the risk mitigation option when 

an entity uses reinsurance contracts held to mitigate financial risks arising from insurance contracts 

with direct participation features. Consistent with paragraph BC104 of the Exposure Draft, 

stakeholders have said entities may purchase reinsurance contracts that cover insurance contracts 

with direct participation features. Therefore, allowing entities to recognize the change in financial 

risk in profit or loss under the variable fee approach will better align with the accounting for the 

reinsurance contract held under the general model requirements and reduce the accounting 

mismatch in the Statement of Comprehensive Income.  

Question 7—Effective date of IFRS 17 and the IFRS 9 temporary exemption in IFRS 4 

(paragraphs C1, [Draft] Amendments to IFRS 4 and BC110–BC118) 

IFRS 17 is effective for annual reporting periods beginning on or after 1 January 2021. The amendments 

proposed in this Exposure Draft are such that they should not unduly disrupt implementation already 

under way or risk undue delays in the effective date. 

(a) The proposed amendment to paragraph C1 would defer the effective date of IFRS 17 by one year 

from annual reporting periods beginning on or after 1 January 2021 to annual reporting periods 

beginning on or after 1 January 2022. 

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

(b) The proposed amendment to paragraph 20A of IFRS 4 would extend the temporary exemption 

from IFRS 9 by one year so that an entity applying the exemption would be required to apply 

IFRS 9 for annual reporting periods beginning on or after 1 January 2022. 

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

 

Deferral of IFRS 17 effective date 

22. We emphasize the need for a common global adoption date because it is in the global capital 

markets’ best interest if entities adopt IFRS 17 at the same time. We sought views from equity 

analysts specializing in the banking and insurance sector. They share the same view and noted that 

it is very important that global insurance entities apply the standard at the same time to achieve 
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global comparability. We agree with the proposal to defer the effective date of IFRS 17 by one year 

but emphasize the urgency of finalizing the standard.  

 

23. During our outreach, many of our stakeholders raised concerns related to systems readiness given 

implementing IFRS 17 requires extensive new programming, systems integration and process 

changes. We note that at this stage, systems vendors are still working on the programming related 

to the general model requirements in IFRS 17 and are not substantially progressed with the 

development of the programming for the variable-fee approach. In addition, a prototype for the 

premium allocation approach is non-existent at this point because the systems vendors are focused 

on the programming for the general model requirements. Many stakeholders are also concerned 

that these vendors may not have the capacity to support entities during this last phase of 

implementation given they service multiple clients, not only within Canada but globally as well. In 

addition, systems vendors will need time to incorporate any changes arising from the proposed 

amendments (for example, we understand that the reinsurance contract proposal is expected to 

have a significant impact on systems development). In light of these systems-related concerns, we 

suggest that the IASB consider removing the requirement to restate comparatives under IFRS 17 to 

alleviate the time pressure on entities to implement by 2022. 

 

24. We understand that comparatives are important to help users understand the effects of IFRS 17 on 

an entity’s financial statements and provide trend information. However, the comparatives may not 

result in the most relevant information for users because IFRS 17 requires restating comparatives, 

yet IFRS 9 allows entities not to restate comparatives on transition. As well, because the way an 

insurance entity manages its investment is closely linked to its insurance business, the comparative 

figures will not be indicative of future trends because they still represent the old asset management 

strategy under IAS 39 if an entity chooses not to restate comparatives under IFRS 9. The 

comparative figures are not complete because they do not capture the impact of transitioning to 

IFRS 17 and IFRS 9 from the perspective of capturing the impact of financial instrument 

classification changes. Therefore, resulting comparatives would not be as relevant in assisting 

investors and analysts predict future cash flows. There is also a risk that the comparatives could be 

misleading to users less familiar with the industry since they are not restated under both standards. 

 

25. Furthermore, we understand from our outreach that large publicly traded insurers would likely 

provide some form of comparative information to help investors and analysts understand the impact 

on their financial results of transitioning to IFRS 17. For non-public insurers that prepare financial 

statements using IFRS Standards, comparative figures are not as relevant to their users. Therefore, 

while we support the effective date for IFRS 17 to be 2022, we think restating comparatives should 

be optional.  

 

26. Overall, while we understand that comparative figures could help users understand the effects of 

IFRS 17 on an entity’s financial statement and for trend purposes, we are concerned that the 

comparatives lack the quality users need for the reasons noted above in paragraph 24. Therefore, 
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we think making it optional to restate comparatives under IFRS 17 to address the systems-related 

concerns and the lack of quality comparatives would outweigh the benefits of requiring restated 

comparatives under IFRS 17.  

Extend temporary exemption in IFRS 4 from applying IFRS 9 

27. We agree with the proposed amendment to extend the temporary exemption from applying IFRS 9 

by one year so that entities can apply IFRS 9 and IFRS 17 at the same time. An insurance entity’s 

investment strategy is influenced by the types of insurance products it offers. Therefore, requiring 

the standards to be adopted at the same time will minimize the costs for entities that might have to 

redesignate a significant amount of their financial assets in quick succession.   

Question 8—Transition modifications and reliefs (paragraphs C3(b), C5A, C9A, C22A and BC119–

BC146) 

(a) Paragraph C9A proposes an additional modification in the modified retrospective approach. The 

modification would require an entity, to the extent permitted by paragraph C8, to classify as a 

liability for incurred claims a liability for settlement of claims incurred before an insurance contract 

was acquired. 

Paragraph C22A proposes that an entity applying the fair value approach could choose to classify 

such a liability as a liability for incurred claims. 

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

(b) The proposed amendment to paragraph C3(b) would permit an entity to apply the option in 

paragraph B115 prospectively from the transition date, rather than the date of initial application. 

The amendment proposes that to apply the option in paragraph B115 prospectively on or after the 

transition date, an entity would be required to designate risk mitigation relationships at or before 

the date it applies the option. 

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

(c) Paragraph C5A proposes that an entity that can apply IFRS 17 retrospectively to a group of 

insurance contracts be permitted to instead apply the fair value approach to that group if it meets 

specified criteria relating to risk mitigation. 

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

 

28. Classification of contracts acquired in settlement period. We agree that at transition, liabilities 

for claims settlement acquired should be classified as a liability for incurred claims to the extent 

permitted by paragraph C8 of IFRS 17. We also agree that this transition relief should be applicable 

to entities who apply the modified retrospective approach and fair value approach. Based on 

discussions with stakeholders, this proposed transition relief is helpful because it is difficult to obtain 
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the required data to separate and measure liabilities for claims settlement in two different ways. 

Also, a single system is often used to manage claims. While we agree with proposed transition 

relief, we think that the requirement to classify liabilities for claims settlement acquired as a liability 

for incurred claims should be extended to business combinations after transition. Please refer to the 

section “accounting treatment of contracts acquired during the settlement period in a business 

combination’ at the end of our letter where we elaborate on our concerns with the current IFRS 17 

requirements in this area.  

 

29. We believe this transition relief applies to past business combinations or portfolio transfers (i.e., a 

transfer of insurance contracts that does not form a business) based on the draft wording in the 

Exposure Draft. For clarity, we suggest an edit to the requirement to be consistent with proposed 

drafting in paragraph B93 of IFRS 17: 

 

C9A and C22A … an entity shall classify as a liability for incurred claims a liability for claims 

settlement of claims incurred that was acquired in a transfer of insurance 

contracts that do not form a business or in a business combination within the 

scope of IFRS 3 as a liability for incurred claims. before an insurance contract 

was acquired. 

 

30. Risk mitigation from transition date. We agree with the proposed amendment to 

paragraph C3(b) because allowing entities to apply the risk mitigation option prospectively from the 

date of transition will enhance comparability of information before and after the date of initial 

application of IFRS 17. We also agree that an entity needs to designate its risk mitigation 

relationships at or before the date it applies the option to reduce use of hindsight.  

 

31. Risk mitigation and fair value approach. We agree with the proposed amendment to 

paragraph C5A to permit an entity that can apply IFRS 17 retrospectively to a group of insurance 

contracts be allowed to apply the fair value approach to that group if it meets specified criteria 

relating to risk mitigation. Our rationale is consistent with the IASB’s view as documented in 

paragraphs BC131-133 of the Exposure Draft.  

 
 

Question 9—Minor amendments (BC147–BC163) 

This Exposure Draft also proposes minor amendments (see paragraphs BC147–BC163 of the Basis for 

Conclusions). 

Do you agree with the Board’s proposals for each of the minor amendments described in this Exposure 

Draft? Why or why not? 
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32. We support the IASB’s proposals for the minor amendments described in paragraphs BC147-

BC163. However, we have an observation on the minor amendment relating to business 

combinations outside the scope of IFRS 3 (paragraphs B93-B95 of IFRS 17). We support this 

amendment to clarify that business combinations outside the scope of IFRS 3, such as business 

combinations under common control, are not captured by the requirements in paragraphs B93-B95 

of IFRS 17. However, there could be a situation in which a portfolio of insurance contracts is 

transferred to another entity under common control. Such portfolio transfer may not meet the 

definition of a business and should be scoped out from the requirements of paragraphs B93-B95 for 

the same reasons as with business combinations under common control. To account for a portfolio 

transfer as if the entity had entered into the contracts on the date of the transaction is problematic 

because it is still within the same consolidated entity. We suggest that the IASB consider whether 

the intent of scoping out business combinations under common control should also be extended to 

scope out portfolio transfers between entities under common control.  

 

33. Our stakeholders also expressed concerns with the change made to paragraph B107(b) of 

IFRS 17. By indicating that an entity assesses the variability in the amounts in paragraphs B101(b) 

and B101(c) over the duration of the insurance contract instead of the group of insurance contracts, 

this change is being interpreted as assessing the eligibility of applying the variable fee approach at 

the contract level instead of the group level. We think that the IASB did not intend for this 

interpretation, and therefore, suggest reversing the proposed change made to paragraph B107(b) 

of IFRS 17.  

Question 10—Terminology 

This Exposure Draft proposes to add to Appendix A of IFRS 17 the definition ‘insurance contract 

services’ to be consistent with other proposed amendments in this Exposure Draft. 

In the light of the proposed amendments in this Exposure Draft, the Board is considering whether to 

make a consequential change in terminology by amending the terms in IFRS 17 to replace ‘coverage’ 

with ‘service’ in the terms ‘coverage units’, ‘coverage period’ and ‘liability for remaining coverage’. If that 

change is made, those terms would become ‘service units’, ‘service period’ and ‘liability for remaining 

service’, respectively, throughout IFRS 17. 

Would you find this change in terminology helpful? Why or why not? 

 

34. Given the complexity of this new insurance contract standard, we suggest that the IASB not make 

the terminology change because there is a risk of creating unintended consequences at this stage 

of implementation.  

 



 
AcSB Response to Exposure Draft  September 25, 2019 
Amendments to IFRS 17 (ED/2019/4) 
 
 

 19 

Other comments 

 Interim financial reporting 

35. During our outreach, the issue relating to interim financial statements described in paragraphs 

BC214 to BC216 of the Basis for Conclusions on the Exposure Draft has been raised consistently 

by our stakeholders. We recognize that this issue has been discussed at the Transition Resource 

Group for IFRS 17, however uncertainty still exists. Our stakeholders reiterated the challenges that 

would arise if two different calculations of the contractual service margin are needed in a situation 

where the parent entity issues interim statements applying IAS 34 Interim Financial Reporting but 

the subsidiary does not. However, the subsidiary would have to provide updated accounting 

estimates to the parent entity for consolidation purposes. Some stakeholders have interpreted this 

to mean that the subsidiary would have to maintain accounting estimates for the parent entity’s 

interim reporting purposes separately from the estimates needed for preparing its annual financial 

statements in accordance with IFRS Standards, which significantly increases costs and operational 

complexity.  

 

36. We think that reporting at the parent level communicates information to financial statement users 

about the financial performance of its subsidiaries. On this basis, financial statement users would 

benefit from understanding how the economic conditions have changed since the last date they 

received information, despite the fact that the subsidiary does not report its interim financial results 

on a stand-alone basis in accordance with IAS 34. We observe that it is common for subsidiaries 

around the world not to report on a stand-alone interim basis. Therefore, we think that the IASB 

should clarify paragraph B137 of IFRS 17 so that a subsidiary can apply the same accounting 

estimates used in the preparation of the parent’s consolidated interim financial statements in 

accordance with IAS 34 to the preparation of its annual financial statements.     

Accounting treatment of contracts acquired during the settlement period in a business 

combination 

37. Our stakeholders have also expressed concerns with the IASB’s rationale noted in paragraphs 

BC206 to BC207 of the Basis for Conclusions on the Exposure Draft that supports the removal of 

the exception in paragraph 17(b) of IFRS 3 Business Combinations. The removal of the exception 

results in entities having to account for insurance contracts acquired during their settlement period 

as new insurance contracts. This means that the liability for incurred claims acquired will have to be 

reclassified as a liability for remaining coverage, even though the insured event covered by the 

insurance contract has already occurred. The effect of this accounting treatment for insurance 

contracts acquired during the settlement period will inappropriately gross up the amount of 

insurance service revenue and insurance service expenses recognized. As a result, the entity’s 

financial performance will be distorted. As well, this accounting treatment will add significant 

complexity and increase costs to the financial reporting processes.  
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38. We understand that the IASB’s rationale for removing the exception in IFRS 3 was to account for 

insurance contracts in the same manner as other types of contracts based on terms and conditions 

at the acquisition date. However, we note that the economic substance of the insurance contract 

with the policyholder has not changed as a result of the business combination, and accordingly, the 

nature of the liability to the policyholder should not change either. Therefore, we suggest the IASB 

reinstate the exception in IFRS 3 to ensure that what is represented by liabilities for remaining 

coverage and liabilities for claims incurred is consistent for insurance contracts irrespective of 

whether they are issued or acquired by the entity. We think that this accounting treatment provides 

financial statement users with a better depiction of the financial effects of the business combination.  

  


