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This update relates to the publication of Amendments to HKFRS 17 Insurance Contracts.

The fundamental principles introduced in HKFRS 17 remain unaffected. The amendments, which
respond to feedback from stakeholders, are designed to:
e reduce costs by simplifying some requirements in the Standard;
« make financial performance easier to explain; and
e ease transition by deferring the effective date of the Standard to 2023 and by providing
additional relief to reduce the effort required when applying HKFRS 17 for the first time.

HKFRS 17 Insurance Contracts is effective for annual reporting periods beginning on or after 1
January 2023. If an entity applies HKFRS 17 earlier, it shall disclose that fact. Early application is
permitted for entities that apply HKFRS 9 Financial Instruments on or before the date of initial
application of HKFRS 17.
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(b) determine whether the amount described in (a) is less than the carrying
amount that would be required if the relevant insurance liabilities were within
the scope of HKAS 37. If it is less, the insurer shall recognise the entire
difference in profit or loss and decrease the carrying amount of the related
deferred acquisition costs or related intangible assets or increase the carrying
amount of the relevant insurance liabilities.

If an insurer’s liability adequacy test meets the minimum requirements of paragraph
16, the test is applied at the level of aggregation specified in that test. If its liability
adequacy test does not meet those minimum requirements, the comparison described
in paragraph 17 shall be made at the level of a portfolio of contracts that are subject to
broadly similar risks and managed together as a single portfolio.

The amount described in paragraph 17(b) (ie the result of applying HKAS 37) shall
reflect future investment margins (see paragraphs 27-29) if, and only if, the amount
described in paragraph 17(a) also reflects those margins.

Impairment of reinsurance assets

If a cedant’s reinsurance asset is impaired, the cedant shall reduce its carrying amount
accordingly and recognise that impairment loss in profit or loss. A reinsurance asset is
impaired if, and only if:

@) there is objective evidence, as a result of an event that occurred after initial
recognition of the reinsurance asset, that the cedant may not receive all
amounts due to it under the terms of the contract; and

(b) that event has a reliably measurable impact on the amounts that the cedant
will receive from the reinsurer.

Temporary exemption from HKFRS 9

HKFRS 9 addresses the accounting for financial instruments and is effective for
annual periods beginning on or after 1 January 2018. However, for an insurer
that meets the criteria in paragraph 20B, this HKFRS provides a temporary
exemption that permits, but does not require, the insurer to apply HKAS 39
Financial Instruments: Recognition and Measurement rather than HKFRS 9 for
annual periods beginning before 1 January—202% 2023. An insurer that applies
the temporary exemption from HKFRS 9 shall:

(@) use the requirements in HKFRS 9 that are necessary to provide the
disclosures required in paragraphs 39B-39J of this HKFRS; and

(b) apply all other applicable HKFRSs to its financial instruments, except as
described in paragraphs 20A-20Q, 39B-39J and 46-47 of this HKFRS.

An insurer may apply the temporary exemption from HKFRS 9 if, and only if:

(@) it has not previously applied any version of HKFRS 9%, other than only
the requirements for the presentation of gains and losses on financial
liabilities designated as at fair value through profit or loss in paragraphs
5.7.1(c), 5.7.7-5.7.9, 7.2.14 and B5.7.5-B5.7.20 of HKFRS 9; and

Q The HKICPA issued successive versions of HKFRS 9 in 2009, 2010, 2013 and 2014.

© Copyright 11
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annual period that began immediately after that reassessment. Nevertheless, the entity
must apply HKFRS 9 for annual periods beginning on or after 1 January-2021 2023.
For example, if an entity determines that it no longer qualifies for the temporary
exemption from HKFRS 9 applying paragraph 20G(a) on 31 December 2018 (the end
of its annual period), then the entity is permitted to continue to apply the temporary
exemption from HKFRS 9 only until 31 December 2019.

An insurer that previously elected to apply the temporary exemption from HKFRS 9
may at the beginning of any subsequent annual period irrevocably elect to apply
HKFRS 9.

First-time adopter

A first-time adopter, as defined in HKFRS 1 First-time Adoption of International
Financial Reporting Standards, may apply the temporary exemption from HKFRS 9
described in paragraph 20A if, and only if, it meets the criteria described in paragraph
20B. In applying paragraph 20B(b), the first-time adopter shall use the carrying
amounts determined applying HKFRSs at the date specified in that paragraph.

HKFRS 1 contains requirements and exemptions applicable to a first-time adopter.
Those requirements and exemptions (for example, paragraphs D16-D17 of HKFRS 1)
do not override the requirements in paragraphs 20A-20Q and 39B-39J of this
HKFRS. For example, the requirements and exemptions in HKFRS 1 do not override
the requirement that a first-time adopter must meet the criteria specified in paragraph
20L to apply the temporary exemption from HKFRS 9.

A first-time adopter that discloses the information required by paragraphs 39B-39J
shall use the requirements and exemptions in HKFRS 1 that are relevant to making
the assessments required for those disclosures.

Temporary exemption from specific requirements in HKAS 28

Paragraphs 35-36 of HKAS 28 Investments in Associates and Joint Ventures require
an entity to apply uniform accounting policies when using the equity method.
Nevertheless, for annual periods beginning before 1 January-202% 2023, an entity is
permitted, but not required, to retain the relevant accounting policies applied by the
associate or joint venture as follows:

@) the entity applies HKFRS 9 but the associate or joint venture applies the
temporary exemption from HKFRS 9; or

(b) the entity applies the temporary exemption from HKFRS 9 but the associate
or joint venture applies HKFRS 9.

When an entity uses the equity method to account for its investment in an associate or
joint venture:

@) if HKFRS 9 was previously applied in the financial statements used to apply
the equity method to that associate or joint venture (after reflecting any
adjustments made by the entity), then HKFRS 9 shall continue to be applied.

(b) if the temporary exemption from HKFRS 9 was previously applied in the
financial statements used to apply the equity method to that associate or joint
venture (after reflecting any adjustments made by the entity), then HKFRS 9
may be subsequently applied.

© Copyright 14
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When an entity concludes, as a result of a reassessment, that its activities are no
longer predominantly connected with insurance, the entity is permitted to continue to
apply the temporary exemption from IFRS 9 only until the end of the annual period
that began immediately after that reassessment. Nevertheless, the entity must apply
IFRS 9 in annual periods beginning on or after 1 January 2021, which is the fixed
expiry date of the temporary exemption. The Board concluded that this provides
entities with time to implement IFRS 9 after a change in their activities. But all
entities must apply IFRS 9 by the fixed expiry date of the temporary exemption, and
a change in their activities would not affect the preparations needed to implement
IFRS 9 by that date.®

Similarly, an entity that previously did not qualify for the temporary exemption from
IFRS 9 and has not applied IFRS 9 is permitted to reassess its eligibility at a
subsequent reporting date before 31 December 2018 (the effective date of IFRS 9) if,
and only if, there was a change in the entity’s activities as described in paragraphs
20H-20I of IFRS 4. The Board concluded that this provision, which was not included
in the 2015 ED, was appropriate as a result of its decision to set an earlier initial
assessment date than was proposed in that ED (see paragraph BC264).

Disclosure

The temporary exemption from IFRS 9 will delay the provision of better information
by some insurers and reduce comparability among insurers and between insurers and
other entities. To mitigate these disadvantages, the Board decided that an insurer
applying the temporary exemption must disclose information to enable users of
financial statements to make some comparisons between insurers applying the
temporary exemption and entities applying IFRS 9.

In requiring these disclosures, the Board was conscious of the need to minimise the
extent to which an insurer would need to prejudge considerations that it will make
when it later applies IFRS 9. The Board also noted that disclosures based on the
assessment of the business model applying IFRS 9 or disclosures that would
effectively require an insurer to apply the IFRS 9 impairment requirements would be
unduly burdensome for preparers, though some users of financial statements had
suggested that such disclosures would be useful.

In response to the 2015 ED, most regulators and users of financial statements
supported the disclosure objectives proposed by the Board. They also suggested that
the Board require additional disclosures to assist in cross-sector comparisons and in
better understanding the credit risk of financial assets held by insurers applying the
temporary exemption from IFRS 9. In contrast, some preparers expressed the view
that the Board should not require disclosures that would require insurers applying the
temporary exemption to apply any aspect of IFRS 9.

The Board concluded that it could balance the potential cost for preparers with
improved comparability for users of financial statements and regulators by requiring:

@) fair value information for all financial assets, separated into groups that
would identify a population that is similar to the population that would be
separately disclosed as mandatorily measured at FVPL applying IFRS 9;
and

In June 2020, the Board extended the expiry date for the temporary exemption from IFRS9 to

annual periods beginning on or after 1 January 2023 (see paragraphs BC277A-BC277C).
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(b) credit risk information for a specific population of financial assets that is
similar to the population to which the IFRS 9 expected credit loss
requirements would apply.

Insurers applying the temporary exemption from IFRS 9 must use the requirements
in IFRS 9, including any consequential amendments that IFRS 9 made to other
IFRSs (such as IFRS 7), that are necessary to provide those disclosures.

Paragraph 30 of IAS 8 requires an entity to disclose information when it has not
applied a new IFRS that has been issued but is not yet effective. Accordingly, the
Board observed that insurers are required to provide information about the expected
effect of the Amendments to IFRS 4 before they are effective, including whether the
insurer expects to apply the temporary exemption from IFRS 9.

Transition

The Board noted that no special transition provisions are needed for the temporary
exemption from IFRS 9. This is because, when an insurer first applies:

@) the temporary exemption, it would continue applying IAS 39 and start
providing the disclosures required by the Amendments to IFRS 4, using the
relevant provisions in IFRS 9 that are necessary to provide those disclosures;
and

(b) IFRS 9 after previously applying the temporary exemption, it would apply
the transition requirements in IFRS 9 and stop providing the required
disclosures relating to the temporary exemption.

Fixed expiry date for the temporary exemption

The forthcoming insurance contract Standard will replace IFRS 4 and therefore, the
temporary exemption from IFRS 9 will no longer exist when the insurer first applies
that forthcoming Standard. However, the Board decided that, even if the forthcoming
insurance contract Standard is not effective by 1 January 2021, all insurers must
apply IFRS 9 for annual periods beginning on or after 1 January 2021.*

The Board considered the view that an insurer should be required to apply IFRS 9
only when it applies the forthcoming insurance contracts Standard. However, the
Board disagreed with that view because IFRS 9 provides significant improvements to
the accounting requirements for financial instruments. Hence, the Board decided that
a temporary exemption from IFRS 9 would be acceptable only if it is in place for a
short period of time. Therefore, insurers are required to apply IFRS 9 no later than
2021.*

In June 2020, the Board extended the expiry date for the temporary exemption from IFRS9 to

annual periods beginning on or after 1 January 2023 (see paragraphs BC277A-BC277C).
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In contrast, the Board rejected a fixed expiry date for the overlay approach. Unlike
insurers applying the temporary exemption from IFRS 9, insurers applying the
overlay approach will provide the improved financial instrument information
required by IFRS 9 and information about the effects on designated assets of moving
from IAS 39 to IFRS 9. Accordingly, the rationale set out in paragraph BC276 for
setting a fixed expiry date for the temporary exemption does not apply to the overlay
approach. However, the forthcoming insurance contract Standard will replace IFRS 4
and therefore, the overlay approach in IFRS 4 will no longer exist when the insurer
first applies that forthcoming Standard.

Amendments to IFRS 17 Insurance Contracts

BC277AIn June 2020, the Board extended the expiry date for the temporary exemption from

IFRS 9 by two years to annual periods beginning on or after 1 January 2023. The
extension maintains the alignment between the expiry date of the temporary
exemption and the effective date of IFRS 17, which replaces IFRS 4. In June 2020,
the Board deferred the effective date of IFRS 17 by two years to annual periods
beginning on or after 1 January 2023.

BC277B The Board was reluctant to extend the temporary exemption beyond 1 January 2021

because doing so results in some entities (including entities with significant holdings
of financial assets) first applying IFRS 9 up to five years after other entities.
However, the Board noted that in originally introducing a temporary exemption from
IFRS 9 for some insurers, it had concluded that, for this limited population of entities,

the benefit of the relief provided by the temporary exemption outweighed the
disadvantages of delaying the improved information resulting from applying IFRS 9
(see paragraph BC249). For similar reasons, the Board concluded that, on balance,
the benefit of extending the availability of the relief to continue to enable some
insurers to first apply IFRS 17 and IFRS9 at the same time outweighs the
disadvantages of the additional delay to the application of IFRS 9.

BC277CThe Board considered whether it should specify additional disclosures as a

BC278

consequence of extending the expiry date of the temporary exemption. Such
disclosures would require insurers applying the temporary exemption to provide
additional information about expected credit losses. The Board concluded that
adding such disclosures to the requirements in IFRS 4 would be disruptive when
many insurers were at a late stage of IFRS 9 and IFRS 17 implementation.

Temporary exemption from specific requirements in 1AS 28

When an entity applies the equity method, paragraphs 35-36 of 1AS 28 Investments
in Associates and Joint Ventures require the entity to adjust its associate’s or joint
venture’s accounting policies to conform them to the entity’s accounting policies.
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HKFRS 17 Insurance Contracts is set out in paragraphs 1-132 and appendices A-D. All the paragraphs
have equal authority. Paragraphs in bold type state the main principles. Terms defined in Appendix A are
in italics the first time that they appear in the Standard. Definitions of other terms are given in the Glossary
for HKFRS Standards. The Standard should be read in the context of its objective and the Basis for
Conclusions, the Preface to Hong Kong Financial Reporting Standards and the Conceptual Framework for
Financial Reporting. HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors provides a
basis for selecting and applying accounting policies in the absence of explicit guidance.

© Copyright 5 HKFRS 17 (October 2020)



INSURANCE CONTRACTS

Introduction

Overview

IN1 HKFRS 17 Insurance Contracts establishes principles for the recognition, measurement,
presentation and disclosure of insurance contracts issued. It also requires similar principles to be
applied to reinsurance contracts held and investment contracts with discretionary participation
features issued. The objective is to ensure that entities provide relevant information in a way that
faithfully represents those contracts. This information gives a basis for users of financial
statements to assess the effect that contracts within the scope of HKFRS 17 have on the financial
position, financial performance and cash flows of an entity.

IN2 HKFRS 17 is effective for annual periods beginning on or after 1 January-2021_2023. Earlier
application is permitted.

IN3 HKFRS 17 supersedes HKFRS 4 Insurance Contracts.

Reasons for issuing the HKFRS 17

The Hong Kong Institute of Certified Public Accountants supports the reasons for the International
Accounting Standards Board (IASB) issuing IFRS 17 Insurance Contracts and therefore issued
HKFRS 17 to maintain convergence of HKFRS with International Financial Reporting Standards.

IN4 The previous HKFRS Standard on insurance contracts, HKFRS 4, was an interim standard that
allowed entities to use a wide variety of accounting practices for insurance contracts, reflecting
national accounting requirements and variations of those requirements. The differences in
accounting treatment across jurisdictions and products made it difficult for investors and analysts
to understand and compare insurers’ results. Most stakeholders, including insurers, agreed on the
need for a common global insurance accounting standard even though opinions varied as to what
it should be. Long-term and complex insurance risks are difficult to reflect in the measurement of
insurance contracts. In addition, insurance contracts are not typically traded in markets and may
include a significant investment component, posing further measurement challenges. Some
previous insurance accounting practices permitted under HKFRS 4 did not adequately reflect the
true underlying financial positions or the financial performance of these insurance contracts. To
address these issues, the International Accounting Standards Board (IASB) undertook a project to
make insurers’ financial statements more useful and insurance accounting practices consistent
across jurisdictions.

Main features

IN5 HKFRS 17 reflects the IASB's view that an insurance contract combines features of both a
financial instrument and a service contract. In addition, many insurance contracts generate cash
flows with substantial variability over a long period. To provide useful information about these
features, the IASB developed an approach that:

@) combines current measurement of the future cash flows with the recognition of profit
over the period services are provided under the contract;

(b) presents insurance service results (including presentation of insurance revenue)
separately from insurance finance income or expenses; and
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(©) requires an entity to make an accounting policy choice portfolio-by-portfolio of whether to
recognise all insurance finance income or expenses for the reporting period in profit or
loss or to recognise some of that income or expenses in other comprehensive income.

ING The key principles in HKFRS 17 are that an entity:

(@ identifies as insurance contracts those contracts under which the entity accepts
significant insurance risk from another party (the policyholder) by agreeing to
compensate the policyholder if a specified uncertain future event (the insured event)
adversely affects the policyholder.

(b) separates specified embedded derivatives, distinct investment components and distinct
performance obligations from the insurance contracts.

(©) divides the contracts into groups it will recognise and measure.
(d) recognises and measures groups of insurance contracts at:
0] a risk-adjusted present value of the future cash flows (the fulfilment cash flows)

that incorporates all of the available information about the fulfilment cash flows
in a way that is consistent with observable market information; plus (if this
value is a liability) or minus (if this value is an asset)

(i) an amount representing the unearned profit in the group of contracts (the
contractual service margin).

(e recognises the profit from a group of insurance contracts over the period the entity
provides insurance coverage, and as the entity is released from risk. If a group of
contracts is or becomes loss-making, an entity recognises the loss immediately.

0] presents separately insurance revenue, insurance service expenses and insurance
finance income or expenses.

(9) discloses information to enable users of financial statements to assess the effect that
contracts within the scope of HKFRS 17 have on the financial position, financial
performance and cash flows of an entity. To do this, an entity discloses qualitative and
quantitative information about:

0] the amounts recognised in its financial statements from insurance contracts;

(i) the significant judgements, and changes in those judgements, made when
applying the Standard; and

(iii) the nature and extent of the risks from contracts within the scope of this
Standard.
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IN7 The measurement required by HKFRS 17 results in:

(@ the liability for a group of insurance contracts relating to performance obligations for
remaining service being measured broadly consistent with HKFRS 15 Revenue from
Contracts with Customers except that:

(0 the measurement is updated for changes in financial assumptions (to differing
degrees depending on the type of insurance contract); and

(i) the liability often includes an investment component typically not in contracts
within the scope of HKFRS 15.

(b) the liability for a group of insurance contracts relating to incurred claims being measured
broadly consistently with HKAS 37 Provisions, Contingent Liabilities and Contingent
Assets, except that the liability often includes an investment component that is typically
not in contracts within the scope of HKAS 37.

IN8 An entity may apply a simplified measurement approach (the premium allocation approach) to
some insurance contracts. The simplified measurement approach allows an entity to measure the
amount relating to remaining service by allocating the premium over the coverage period.
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HKFRS 17 Insurance Contracts

Objective

Scope

HKFRS 17 Insurance Contracts establishes principles for the recognition, measurement,
presentation and disclosure of insurance contracts within the scope of the Standard. The
objective of HKFRS 17 i