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IFRS Foundation Trustees 
30 Cannon Street, 1st Floor 
London EC4M 6XH 
United Kingdom 
 
Dear Sirs: 
 
Re:   Exposure Draft - Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts (Proposed 
amendments to IFRS 4) (ED/2015/11) 
 
This letter is the response of the Canadian Accounting Standards Board (AcSB) to the International Accounting 
Standards Board’s (IASB) Exposure Draft, “Applying IFRS 9 Financial Instruments with IFRS 4 Insurance 
Contracts.” 

The AcSB is Canada’s national accounting standard-setting body, holding the legal authority to set accounting 
standards in Canada.   Since 2011, the AcSB has operated under the strategy of endorsing and then importing 
IFRS into Canada for application by publicly accountable enterprises, other than pension plans.  To date, our 
policy has been to adopt IFRS as issued by the IASB, without modification (with the exception of deferring for a 
period of time the initial adoption of IFRS by investment and rate-regulated entities). As of January 1, 2015, all 
such deferrals by the AcSB have ended.  The AcSB consists of members from a variety of backgrounds, 
including financial statement users, preparers, auditors and academics.  Additional information about the 
AcSB can be found at www.frascanada.ca.  

In formulating the views expressed in this letter, we discussed the proposed amendments with our Insurance 
Accounting Task Force,1 the Canadian Life and Health Insurance Association’s IFRS 9 working group and other 
standard setters.  It was challenging for these Canadian stakeholders to fully evaluate the proposals due to the 
short comment period encompassing the holiday season and their financial year-ends.  However, we were 
pleased with the level of cooperation in discussing alternatives that considered our legal structures in Canada, 
but that could also be applied globally.  Overall, we understand the importance of this matter and commend 
the IASB for taking action to address the concerns of having different effective dates for IFRS 9 and the 
forthcoming insurance contracts standard.  

                                                 
1  The Insurance Accounting Task Force consists of members from a range of backgrounds and experiences, including 

preparers, actuaries, auditors and users of financial statements.  

http://www.frascanada.ca/
http://www.frascanada.ca/
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Support providing a global solution 

We agree with concerns raised in the Exposure Draft over the misalignment of the effective dates and we are 
very supportive of a global solution.  We also understand the urgency of the concerns given IFRS 9 is effective 
in 2018 and we appreciate the unique situation the IASB is facing.  We are supportive of the two approaches 
proposed in the Exposure Draft: the overlay approach and the deferral of IFRS 9 for a specific group of entities.  
IFRS 9 provides significant improvements over financial reporting from IAS 39, specifically with the impairment 
model, so application of the deferral should be limited to entities whose predominant activity is issuing 
insurance contracts. 

Revising the predominance test  

An entity’s eligibility for this temporary exemption from applying IFRS 9 should be based on a predominance 
test focused on the main activities of the insurer. Based on the current proposals, the predominance test 
would exclude many entities recognized as insurance entities, resulting in a lack of comparability within the 
industry.  We consider an insurance entity to be one users readily identify as an entity whose main business is 
selling insurance contracts.   

Businesses that sell insurance contracts also provide their customers with complementary services, such as 
asset management activities. If the predominance test is not adjusted to reflect these contracts, commonly 
identified Canadian insurers would not qualify. As well, the financial liabilities held as a result of these 
activities are already at fair value under IAS 39 and this classification would not change with the 
implementation of IFRS 9.  However, as these liabilities are not directly related to the issuance of contracts 
within the scope of IFRS 4, they would only be included in the denominator of the predominance test. 
Therefore, we recommend removing these liabilities from the predominance test. The Appendix describes 
further revisions to the predominance test.  

Modifying the predominance test could allow the threshold to be very high, such as substantially all liabilities.  
A high threshold is important so that only a limited group of entities have the opportunity to defer IFRS 9.   

Assessing the deferral at or below the reporting entity level 

To achieve a deferral with global applicability, the level at which the deferral is assessed becomes a complex 
issue.  Normally, an exemption of this nature should be applicable at the reporting entity level.  The deferral at 
this level would retain the fundamental underlying IFRS concept of applying consistent accounting policies and 
would result in the application of IAS 39 only for entities which qualify and IFRS 9 for entities which do not 
qualify.  As such, if the entity can pass the revised predominance test at the reporting entity level, the deferral 
should be at that level for that insurance entity.   

A key concern with this approach is that a subsidiary with banking activities within a reporting entity would 
defer application of IFRS 9.  Businesses with significant banking activities should apply IFRS 9.  With the 
revisions we are proposing to the predominance test, reporting entities with subsidiaries with significant 
banking activities would fail the predominance test, consistent with the IASB’s objective.    
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A reporting entity can have significant insurance and banking activities and these activities are typically carried 
out in separate subsidiaries in Canada.  For this type of reporting entity to apply IFRS 9 to its banking 
subsidiaries, the deferral might need to be assessed below the reporting entity level to identify the entity 
whose insurance activity is predominant.  We appreciate that applying the deferral below the reporting entity 
level would result in the simultaneous application of IFRS 9 and IAS 39 within the consolidated reporting 
entity.  We accept this result as a solution because these proposals are dealing with a very unique situation 
that will exist for a short  period of time.  Permitting the temporary exemption at the level where insurance is 
the predominant activity could achieve comparability between insurers within their own jurisdiction as well as 
globally.   

Prudentially regulated insurance entities 

A common characteristic of entities that issue insurance contracts is that they are subject to prudential 
regulation.  While those regulations might differ between jurisdictions, all major jurisdictions have supervisory 
authorities that recognize the need for and exercise oversight over the risk these entities bear.  Such oversight 
identifies an entity’s insurance business and could be a restrictive qualitative criterion that the IASB could 
reconsider.  A qualitative criterion based on regulation would be acceptable within Canada.  

Providing useful yet cost effective disclosures  

Overall, we agree with the objective of the IASB to require disclosures that are similar to that in IFRS 9, but 
would not be required under IAS 39. In considering the proposed disclosures, we think the disclosures in 
paragraphs 37A (c) and 37A (d) need to be reconsidered. The IASB needs to balance the information needs of 
users with the costs to preparers in order for the deferral to be workable in practice.  

Responses to the questions asked in the Exposure Draft are provided in the Appendix to this letter. 

We would be pleased to elaborate on our comments in more detail if you require.  If so, please contact me or, 
alternatively, Rebecca Villmann, Director, Accounting Standards (+1 416 204-3464 or 
email rvillmann@cpacanada.ca) or Katharine Christopoulos, Principal, Accounting Standards (+1 416 204-3270 
or email kchristopoulos@cpacanada.ca ). 

Yours truly, 

    
Linda F. Mezon, FCPA, FCA 
CPA (MI) 
Chair, Canadian Accounting Standards Board 
lmezon@cpacanada.ca 
+1 416 204-3490  

mailto:rvillmann@cpacanada.ca
mailto:kchristopoulos@cpacanada.ca
mailto:lmezon@cpacanada.ca
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APPENDIX 

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? 

 
1. We support the global adoption of IFRS 9 due to the significant improvements IFRS 9 will provide, 

specifically around impairments determined using the expected credit loss model.  However, we 
acknowledge and are sympathetic to the concerns regarding the misalignment of the effective dates of 
IFRS 9 and the forthcoming new insurance contracts standard.  This misalignment of dates creates a 
unique situation in accounting for financial assets during the interim period. In particular, the 
accounting mismatches and volatility would only exist in the short term between the effective dates of 
IFRS 9 and IFRS 4 and could be difficult for users of the financial statements to understand.  

2. While the IASB has tentatively decided to allow entities adopting the new insurance contracts standard 
to relook at their business model at transition, concern (b) remains an issue.  Entities would have to 
assess the classification and measurement requirements and then reassess these requirements when 
the new insurance contracts standard comes into place.  This assessment would be a costly exercise that 
involves various internal departments within an entity working to obtain the necessary information 
during the interim period as well as system updates. This additional work supports the concern outlined 
in (c).  In addition to preparers, we think it would be costly for users to adjust their accounting models 
twice in a short period of time. 
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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. 

 
3. Based on our outreach, the overlay approach does not have traction in Canada due to the cost required 

to maintain parallel systems and the need to develop, implement and document the internal controls 
for both systems.  However, as the Exposure Draft had a 60 day period that corresponded with the year-
ends of many Canadian entities that apply IFRS 4, a detailed review of the overlay approach has not yet 
been done.   
 

4. We have heard some entities in other jurisdictions may want to apply the overlay approach.  As the 
approach would require the full implementation of IFRS 9, leading to better information from the 
impairment model, we support providing such an option.  Therefore, we agree that both the overlay 
approach and a temporary exemption from applying IFRS 9 should be made available. The benefits and 
concerns with each of the two approaches are explained in our responses to questions 3 and 4.  
 

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? 

 
5. The IASB should consider clarifying the classes of financial assets that would be eligible for the overlay 

approach.  Paragraph 35B (a) states that a financial asset would qualify if “it is designated as relating to 
contracts that are within the scope of this IFRS”.  If this terminology remains, it might lead to different 
interpretations in practice. For example, stakeholders in many jurisdictions are required by regulation to 
hold surplus assets as capital protection in the normal course of maintaining insurance contracts.  These 
surplus assets have an economic relationship with contracts within the scope of IFRS 4 and should be 
eligible. Providing examples of the types of assets that could qualify might be helpful.  
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6. The overlay approach uses presentation to reclassify the adjustment and provides the user of the 
financial statement with a clear understanding of the estimated effect of applying IFRS 9.  The 
reclassification would allow for comparability with other entities applying IFRS 9.  The reclassification 
adjustment, with the appropriate disclosures explaining the amount, would enable users to understand 
the effect of the overlay approach on the financial statements.  We agree with the IASB providing a 
general disclosure principle for this approach in paragraph 37C and a list of requirements an entity must 
disclose in paragraph 37D to meet this principle.   
 

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 explains 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? 

 
7. Overall, we agree that, to address the concerns raised by stakeholders, allowing certain entities to defer 

the implementation of IFRS 9 is a workable solution.  

Predominance test 

8. An entity’s eligibility for this temporary exemption from applying IFRS 9 should be based on a 
predominance test focused on the main activities of the insurer. Based on the current proposals, the 
predominance test would exclude many entities recognized as insurance entities, resulting in a lack of 
comparability within the industry.  As mentioned, we consider an insurance entity to be one that users 
readily identify as an entity whose main business is selling insurance contracts.   

9. By revising the predominance test, the threshold should be very high, i.e. substantially all liabilities, in 
order to prevent misuse of the deferral.  A high threshold is important so that entities, such as those 
with banking activities, implement IFRS 9 in 2018.  IFRS 9 provides significant improvements over 
financial reporting from IAS 39, specifically with the impairment model. As a result, applicability of the 
deferral should be limited.   

10. We believe that revisions to the predominance test are appropriate.  Businesses that sell insurance 
contracts also provide their customers with complementary services, such as asset management 
activities. The financial assets issued by these activities are already at fair value under IAS 39 and this 
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classification would not change with the implementation of IFRS 9.  However, under the current 
predominance test, the financial liabilities associated with holding these financial assets would not be 
considered within the numerator but are captured in the denominator, diluting the test. Another 
example of a necessary revision occurs when  an entity chooses to fund its operations using debt 
financing rather than equity financing. This information provides insight into the capital structure of the 
entity but does not take away from the extent to which the entity issues insurance contracts, so it 
should not affect the predominance test.   

11. To address these concerns, we offer the following suggestions: 

(a) The denominator of the predominance test should not include all liabilities but rather, a 
subset of liabilities. The denominator should exclude liabilities that fund the operations, as 
demonstrated in paragraph 10.  

(b) The test should remove any item measured at fair value under IAS 39 that will continue to be 
measured at fair value under IFRS 9. For example, the financial liabilities associated with 
holding the financial assets mentioned above.   

(c) The numerator should consider insurance contracts in the scope of IFRS 4 as well as liabilities 
related to the management of the insurance activities.  These liabilities should include 
operating liabilities such as employee benefit liabilities.  

12. In concert with our recommendation in paragraph 11, we suggest changing the requirement in 
paragraph 65 of the Basis for Conclusions to state that if “three-quarters substantially all of an entity’s 
liabilities are liabilities arising from contracts within scope of IFRS 4, that entity would not meet the 
predominance condition”.  We think the combination of the proposed revisions to the predominance 
test recommended above and this high quantitative threshold will result in the appropriate entities 
being permitted to use the deferral method.  

Level of deferral 

13. Conceptually, having a deferral at the reporting entity level would be the optimal approach.  The 
deferral at this level would be easier for users to understand as all of the financial assets would be 
classified and measured on the same basis. The reporting entity level also avoids accounting 
requirements for transfers of financial assets between those entities that qualify for the deferral and 
those entities that do not within the reporting entity group. As well, the deferral at this level would 
retain the fundamental underlying IFRS concept of applying consistent accounting policies and would 
result in the reporting entity applying only IAS 39. 

14. A key concern with this approach is that a subsidiary with banking activities within a reporting entity 
would defer application of IFRS 9.  Businesses with significant banking activities should apply IFRS 9.  
With our proposed revisions to the predominance test, most reporting entities with subsidiaries with 
significant banking activities would fail the predominance test.    

15. A reporting entity can have significant insurance and banking activities and these activities are typically 
carried out in separate subsidiaries in Canada.  For this type of reporting entity to apply IFRS 9 to its 
banking subsidiaries, the deferral might need to be assessed below the reporting entity level to identify 
the entity whose insurance activity is predominant.  We appreciate that applying the deferral below the 
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reporting entity level would result in the simultaneous application of IFRS 9 and IAS 39 within the 
consolidated reporting entity. However, it would not be beneficial if at the reporting entity level, the 
measurement obtained through the deferral at the lower level is reversed.  Reversing the measurement 
would require an entity to apply IFRS 9 and IAS 39 to its insurance subsidiaries, defeating the purpose of 
the deferral. We accept a mixed model result as a solution because these proposals are dealing with a 
very unique situation that will exist for a short period of time.   

16. If the entity needs to make the assessment below the reporting entity level to identify the entity which 
the insurance activities are predominant, it should be at the legal entity level. The legal entity would be 
easy to identify and isolate.  There are other levels at which an entity could apply the deferral, such as 
the segment level; however, this approach would create additional complexities of having to ‘ring-fence’ 
the segment. As well, if other activities happened to be aggregated at the segment level (as allowed by 
IFRS 8 Operating Segments) there is the potential for the deferral to be applied to activities for which it 
wasn’t intended. 

17. The IASB has rightly identified an issue with having a deferral below the reporting entity level, 
specifically, how to account for transfers between entities in the group, especially between an entity 
applying IFRS 9 and the other applying IAS 39. Our outreach with large Canadian insurers indicates that 
transferring financial assets between their legal entities is rare. As well, the IASB could require transfers 
during this intervening period to be done at cost to avoid gain recognition but require impairment to be 
assessed.  

Prudentially regulated insurance entity 

18. A common characteristic of entities that issue insurance contracts is that they are subject to prudential 
regulation.  There is a need, based on regulation in Canada, to have all insurance entities apply 
comparable accounting standards. Otherwise, the prudential regulator might mandate the current 
timeline of adoption for IFRS 9. In the Basis for Conclusions, the IASB rejected this approach as too 
complicated. However, we propose prudentially regulated insurance entities as a qualitative factor the 
IASB could consider to restrict application of the deferral.  

Disclosures  

19. Overall, we agree that the disclosures should focus on providing users the information they need to 
compare an entity adopting IFRS 9 with an entity not adopting IFRS 9. Therefore, the disclosures should 
focus on the financial assets whose classification would change from IAS 39 to IFRS 9.  In considering the 
proposed disclosures, we think the requirements in paragraphs 37A (c) and 37A (d) need to be clarified 
or reconsidered, respectively.  

20. We think that relevant disclosures should focus on those financial assets classified as amortized cost 
under IAS 39 that would be measured at fair value  when applying IFRS 9 due to failing the solely 
payment of principal and interest test.  We think these disclosures would provide users with relevant 
information about the fair value changes that occur during the period.   

21. As the IASB is also concerned with the limited information being disclosed under the deferral, the 
revised disclosures could be required in interim financial statements to provide more timely information 
to the users. Adding this requirement would involve amending IAS 34, Interim Financial Statements but 
only for the intervening period.  



 

AcSB Response to IASB Exposure Draft on February 8, 2016 
Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts  
 

Page 9 of 10 

22. Paragraph 37A (d) provides information about credit risk for all financial assets that would pass the 
contractual cash flow test and would not be reported on a fair value basis or held for trading under 
IFRS 9. This requirement would result in an entity performing a business model test to determine the 
instruments that would not be classified as fair value through profit and loss under IFRS 9. While we 
agree with the need for disclosures surrounding credit risk, performing a business model test 
contradicts the objective of the deferral to not require entities to apply IFRS 9 before implementing the 
new insurance contract.   This disclosure should not be required because we think the cost of 
implementing it exceeds the benefits.  

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 before the new 
insurance contracts Standards is applied? Why or why not? 

 
23. We agree that the overlay approach and the temporary exemption from applying IFRS 9 should be 

optional.  IFRS 9 will lead to significant improvements in financial reporting. Therefore, if an entity 
chooses to apply IFRS 9 from its effective date, the resulting financial information would be more 
relevant and faithfully represented.  However, given the challenges outlined in question 1, we support 
providing relief that can mitigate those challenges on a temporary and optional basis until the insurance 
contracts standard is effective.  

24. We recognize that making the approaches optional affects the comparability of the financial statements 
between insurers as well as between insurers and other entities applying IFRS 9 from its effective date.  
However, the two approaches would provide temporary relief for preparers so the decrease in 
comparability would be for a finite period of time.  During that time, the disclosures would help to 
explain the differences to the users of the financial statements.  On the other hand, we think the 
increased accounting mismatches and volatility created by implementing IFRS 9 with existing IFRS 4 
might be difficult for users of the financial statements to understand.  

25. We agree with the proposal to allow entities to stop applying the overlay approach or the temporary 
exemption from applying IFRS 9 as at the beginning of any annual period before the new insurance 
contracts standard is applied.  As previously noted, the result would be improved financial reporting by 
implementing IFRS 9.   
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Question 6—Expiry date for the temporary exemption from applying IFRS 9 

Paragraphs 20A and BC77 propose that the temporary exemption from 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? 

 
26. We agree with the intention of the exemption to align the effective dates of IFRS 9 with the new 

insurance contracts standard. We agree that the temporary exemption from applying IFRS 9 should 
have an expiry date.  Without an expiry date, the exemption would remain open to entities indefinitely.  

27. We understand the IASB is working hard to finalize the new insurance contracts standard in the next 
year.  As such, the proposed expiry date of this relief should align with the effective date of the new 
insurance contracts standard.  As the effective date for the new insurance contracts standard has not 
been set, the expiry date of the temporary exemption should align with that date.  We continue to urge 
the IASB to take the time needed to resolve any final issues and develop a high quality and globally 
accepted insurance contracts standard.   

 


