Annex

Question 1
We support the Board’s proposal to apply the different effective dates of IFRS 9, as this will
avoid any negative implications to be caused by the misalignment of effective dates of IFRS
9 and the new insurance contract Standard.
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Question 2
We support both the overlay approach and the temporary exemption as they both will
address the misalignment of effective dates of IFRS 9 and the new insurance contract
Standard.
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Question 3 (a)
We agree with the proposal to restrict the application of overlay approach only to the eligible
financial assets to avoid any misuse of the overlay approach.
Question 3 (b)
We agree with the proposal to show the reclassification effect in the primary financial
statements in order to highlight such to the users of the financial statements.
Question 3 (c)
We would like to recommend that the Board to consider adding eligibility requirements as to
determination of qualified financial assets designated as relating to contracts that are within
the scope of IFRS 4 in paragraph 35B(a). For example, a financial asset usually does not
have one to one relationship to an insurance contract. Also, a value of such financial asset
may not be exactly equal to insurance liability. There may be circumstances that the entity
may deliberately inflate the value of an asset used to support associated insurance liabilities
to qualify for application of the overlay approach.
The Board should also consider adding substantiation requirements where a financial asset is
transferred between insurance business segment and non-insurance business segment.
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Question 4 (a)
We disagree. The temporary exemption should be available to all entities undertaking
insurance business, as the exemption is aim to address the negative implications stemming
from the misalignment of effective dates of IFRS 9 and the new insurance contracts Standard.
As noted in the 4c below, requiring the predominant insurance activities at the holding entity
level would create not level playing field and also it will create an industry specific
accounting.
Question 4 (b)
We generally agree. However, BC65 provided an example that three-quarters of an entity’s
liabilities arising from contracts within the scope of IFRS 4 would not meet the
predominance condition, if the remaining one-quarter of liabilities arising from other
activities. However, there could be a scenario in which the remaining one-quarter of this
entity’s business is an agency business that grosses up non-insurance business related assets
and liabilities earning minimal returns, even though the insurance business is the core and
significant business of the entity.
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If the Board’s intention is not to provide a quantitative threshold to determine predominant
condition, it is suggested to remove the example in BC65 or use of three-quarters.
Otherwise, the “three-quarters” or other quantitative threshold should be included in the
main content of the Standard.
Question 4 (c)
We disagree. The temporary exemption is aimed to address the concerns for significant
costs and efforts for implementation of two sets of major accounting standard changes in a
short period of time. However, this temporary exemption will not provide level playing field
to banking entities holding insurance subsidiaries, while giving advantages to sole insurers
because the insurance subsidiary held by the banking entity parent would have to prepare
two sets of financial statements; one for its separate financial statements and the other for its
parent consolidated financial statements. It is opposed to the Board’s original intention to
minimize implementation costs and efforts.
Furthermore, from BC29 (b), the key concern of the Board for not allowing the use of
“below the reporting entity level” is earning manipulation on transfer of assets between
different Group companies using different accounting standards. However, measures can be
taken to avoid this risk. For example, the Board can consider adding requirements for insurer
to track histories of assets reclassification among the Group companies. At consolidated
financial statements, change in classification and measurement should be prohibited, i.e., the
accounting treatment on the transferred asset should not change before and after the transfer
within the Group. For the separate financial statements, it should be accounted as if it is
purchased from third parties. This issue that the Board was concerned also exists under the
current IAS39. For example, subsidiary A can transfer an AFS investment to subsidiary B
which would then be recorded as FVTPL at their separate financial statements level. We do
not agree that this issue would be the key reason for not allowing the use of “below the
reporting entity level”.
Another concern of the Board was to maintain the accounting policy consistency in a
financial statements (B7). However, in substance, the overlay approach allows insurers to
apply IAS 39 and IFRS 9 in its financial statements at the same time in profit and loss
perspective, which is contradictory to the concern of the Board. We believe that proper and
additional disclosures can address the consistency issue.
Accordingly, we urge the Board to reassess the application of temporary exemption for
“below the reporting entity level”.
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Question 5
We agree that both the overlay approach and the temporary exemption should be optional to
address different situations of reporting entities.

Question 6
We disagree. We believe it is unnecessary to determine a specific sunset date to avoid
situations where delay in issuance of insurance contract Standard. The Board may not have
sufficient time to analyze and address comments to be/have been received for the EDs from
the industries if a deadline is set. Instead, the Board should consider indicating the date as
three years after the IFRS 4 is issued.

6

