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Dear Mr Hoogervorst 

Comment letter on ED/2015/11 Applying IFRS 9 Financial Instruments with IFRS 4 
Insurance Contracts (Proposed amendments to IFRS 4) 

We appreciate the opportunity to comment on the International Accounting Standards Board’s 
(IASB) Exposure Draft ED/2015/11 Applying IFRS 9 Financial Instruments with IFRS 4 
Insurance Contracts (Proposed amendments to IFRS 4) (the ED). We have consulted with and 
this letter represents the views of the KPMG network.  

We support the Board’s efforts to address the differing effective dates of IFRS 9 and the 
forthcoming insurance contracts standard. We believe there are potentially significant costs for 
both preparers and users of financial statements related to the differing effective dates. We are 
appreciative of the IASB’s efforts to address these concerns in an expedited fashion and 
encourage the finalisation of amendments as soon as possible. In our view, except for certain 
matters that we discuss below, the proposals in the ED are a targeted and proportionate response 
to the concerns raised by constituents.  

We also encourage the IASB to finalise and publish the forthcoming insurance contracts standard 
as soon as possible. 

We support the proposal for an overlay approach in addition to a temporary exemption from 
applying IFRS 9, which in principle should allow alignment of the implementation of IFRS 9 with 
that of the final insurance contracts standard. We also support an expiry date for the proposed 
temporary exemption from applying IFRS 9. In the event of a significant further delay in the 
completion of the forthcoming insurance contracts standard, a temporary exemption for a 
prolonged period may not be appropriate.  

We believe both approaches should be optional as entities should not be restricted from applying 
IFRS 9 as it is considered an improvement over IAS 39 Financial Instruments: Recognition and 
Measurement and, for some insurers, the problems associated with differing effective dates might 
not be significant or may be mitigated through options already available within IFRS 4. 
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Overlay approach 

We believe the overlay approach provides an alternative solution for entities that will not apply 
the temporary exemption from applying IFRS 9. 

We broadly support the proposals for the overlay approach. However there are clarifications that 
we believe the IASB should make to help preparers and users of financial statements. In particular, 
we recommend the IASB clarify how entities that apply the overlay approach should present the 
income tax impact, including deferred taxes. 

Temporary exemption from applying IFRS 9 

We believe it is important that a temporary exemption from applying IFRS 9 should be limited to 
those entities that are most significantly affected by the differing effective dates. However, based 
on the proposals in the ED, the eligibility conditions for the temporary exemption would fail to 
capture many insurers for which we believe that the differing effective dates will have a 
significant impact.  

In practice, the eligibility conditions may capture only a narrow subset of insurers because many 
insurers have significant liabilities that are not within the scope of IFRS 4. This includes 
investment contracts that are issued by insurers but which are not insurance contracts. 
Consequently, liabilities resulting from these activities will reduce their predominance ratio (as 
proposed in the ED) and may result in many not being able to apply the temporary exemption. 
The assets underlying these investment contracts generally are measured as at fair value through 
profit or loss (FVTPL) under IAS 39 and will also be measured as at FVTPL under IFRS 9. We 
do not believe such investment contracts should negatively impact an insurer’s eligibility to apply 
the temporary exemption because an entity’s adoption or non-adoption of IFRS 9 is expected to 
have no significant impact on their accounting for the underlying financial assets. 

We believe the objective of, and limitations on, a temporary exemption should relate to ensuring 
that IFRS 9 is applied to significant financial assets for which there is an accounting impact from 
implementing IFRS 9 and which relate to non-insurance activities. This means that the focus 
should be on keeping out of the scope of the temporary exemption non-insurance activities with 
significant financial assets for which the implementation of IFRS 9 would result in significant 
improvements in financial reporting.  

Our recommendations would still mean strict restrictions on the applicability of the temporary 
exemption. However, more entities that issue insurance contracts would have the opportunity to 
utilise the temporary exemption. 
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Based on these recommendations, we suggest that the predominance assessment should also be 
revised. We believe liabilities that are backed by financial assets that are measured as at FVTPL 
under IAS 39 and would be measured as at FVTPL under IFRS 9 (or backed by other investments 
not within the scope of either standard) should not be considered within the assessment of 
predominance.  

We also recommend that only customer-related liabilities be included within the predominance 
assessment. We believe non-customer related liabilities should not be included within the 
assessment because the assessment should focus on the underlying business activities of an entity. 
The fact that insurers fund their businesses differently should not impact the assessment because 
the principal business activities of an insurer remain the same, namely to enter into contracts with 
customers. These additional liabilities, that are not reflective of the essential character of business 
activities, could have a significant impact on whether or not an insurer would be eligible under 
the predominance assessment as currently drafted in the ED. 

We believe that the suggested amendments to the predominance assessment would not add 
significant complexity and would still result in a simple and transparent method that would be 
easily understood by users and preparers. 

The Appendix to this letter contains our detailed responses to the specific questions raised in the 
ED and other matters we believe the IASB should consider. Please contact Mark Vaessen or 
Joachim Kölschbach of KPMG’s International Standards Group in London at +44 (0)20 7694 
8871 if you wish to discuss any of the issues raised in this letter. 

 

Yours sincerely 

 

KPMG IFRG Limited 
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Appendix: Responses to specific questions posted by the IASB 

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? 

We agree that the IASB should seek to address these concerns. We also agree that the differing 
effective dates could result in added costs and complexities, such as the costs to preparers of 
applying two major accounting changes in a short period of time and the associated cost and 
complexity of explaining the effects of those changes to users. The comparability of an insurer’s 
financial statements over time would be impaired by multiple successive accounting changes. 

Although there are additional concerns that may arise from the differing effective dates (e.g. 
increased temporary volatility in other comprehensive income), in our view, the concerns listed 
by the IASB in Question 1 are the most significant consequences that arise. Accordingly, we agree 
with the IASB that they should take action to help preparers and users of financial statements 
mitigate these concerns. 

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:  
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(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. 

Notwithstanding our concerns expressed about each approach discussed in our responses to 
Question 3 and Question 4, we support the proposal of an overlay approach in addition to a 
temporary exemption from applying IFRS 9. We believe the overlay approach provides an 
alternative solution for entities that will not apply the temporary exemption from applying IFRS 
9.  

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? 

We agree with the eligibility criteria for the overlay approach proposed by the IASB and believe 
it properly addresses the concerns of constituents regarding accounting mismatches and increased 
volatility in profit or loss that may arise from differing effective dates. 

We broadly agree with the proposed presentation requirements and support the approach taken 
by the IASB. However, we suggest that the IASB deliberate and clarify how entities may present 
the income tax effect of the overlay adjustment if it presents the amount reclassified from profit 
or loss to other comprehensive income “as a separate line item” in accordance with paragraph 
35C of the ED. Paragraph BC32 of the ED suggests that entities that elect the overlay approach 
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would apply such an adjustment to pre-tax profit or loss. Thus, it remains unclear how entities 
would present the tax impact of the overlay adjustment, including deferred taxes.  

We also believe that the Board should clarify and distinguish between the principles governing 
designation of financial assets subsequent to their initial recognition between (i) doing so on initial 
application of the overlay approach (i.e. when IFRS 9 is initially applied) and (ii) subsequent to 
initial application of the overlay approach: 

• We assume that paragraph 35E(a) of the ED is referring only to the second case (ii). However, 
this could be made clearer and we recommend that paragraph 35E(a) of the ED be redrafted 
to: 

“may newly designate a previously recognised financial asset after initial application of the 
overlay approach as relating to contracts within the scope of this IFRS if and only if there is a 
change in the relationship between that financial asset and the contracts within the scope of this 
IFRS. For such a financial asset newly designated as relating to contracts within the scope of this 
IFRS, its fair value at the date of designation shall be its new amortised cost carrying amount. 
The effective interest rate for such financial assets is determined based on their fair value at the 
date of designation.” 

• It also is unclear based on the proposed wording that an entity could designate financial assets 
as relating to contracts within the scope of IFRS 4 when it first applies the overlay approach 
- or when it initially recognises a financial asset – without the entity needing to meet any 
additional conditions. We therefore recommend that an additional paragraph is added to 
paragraph 35E of the ED as follows: 

“may designate a financial asset as relating to contracts within the scope of this IFRS when it 
initially applies the overlay approach or when it initially recognises the financial asset after 
initial application of the overlay approach.” 

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 
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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 explain 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? 

Defining the objective 

We believe that any temporary exemption from applying IFRS 9 for the insurance industry should 
focus on the main concerns of interested parties, as described in Question 1, and should be limited 
in practice due to the significant improvements in accounting that IFRS 9 brings. The temporary 
exemption should be available to entities that are most significantly affected by the differing 
effective dates of IFRS 9 and the forthcoming insurance contracts standard. At the same time, 
entities that do not issue a material amount of insurance contracts will not be adversely affected; 
accordingly, conditions should limit the eligibility of non-insurance related assets.  

However, based on the current proposals (in particular, paragraphs 20A(b) and 20D of the ED), 
the eligibility conditions for the temporary exemption may fail to capture many insurers that are 
significantly affected by the differing effective dates. We believe there are improvements that can 
be made to these proposals so that more of the entities that are significantly affected will be 
permitted to apply the temporary exemption while still excluding entities for whom the temporary 
exemption would not be appropriate. 

We understand that one of the IASB’s objectives in allowing a temporary exemption from 
applying IFRS 9 is ensuring that material non-insurance activities are not included within the 
exemption. However, for financial assets of insurers that are already measured as at FVTPL under 
IAS 39, there is not expected to be a significant impact due to the adoption of IFRS 9 – i.e. the 
accounting generally would be the same under IFRS 9 and IAS 39. Thus, for these financial assets, 
there would not be a significant improvement from applying IFRS 9. 

The inclusion of more insurers within the scope of the temporary exemption should not result in 
added confusion on the part of users of financial statements and would not significantly impact 
comparability within the insurance industry and with other industries because the accounting for 
these particular financial assets would be consistent under both accounting standards (IFRS 9 and 
IAS 39). Our recommendation would not result in the inclusion of additional non-insurance 
activities in cases where the implementation of IFRS 9 would have a significant impact on 
accounting for those financial assets.  
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Consequently, we recommend that the objective for the temporary exemption from applying IFRS 
9 (as reflected in paragraph B9(a) of the ED) should be revised as follows: “…to ensure that 
financial assets for which there is expected to be a significant accounting impact from 
implementing IFRS 9 and which that do not relate to insurance activities are accounted for under 
IFRS 9 and to permit financial assets that relate to insurance activities - or which are held by 
insurers and for which there is not expected to be a significant accounting impact from 
implementing IFRS 9 - to be accounted for under IAS 39. 

Predominance assessment 

We agree that the overall assessment for determining whether an entity can apply the temporary 
exemption should be simple and transparent. We suggest that the following recommendations are 
considered by the IASB in finalising the requirements for assessing predominance. 

1. Flowing from the above-recommended revision to the overall objective, financial 
liabilities that are backed by financial assets that are measured as at FVTPL under IAS 
39 and would be measured as at FVTPL under IFRS 9 (or backed by other investments 
not within the scope of either standard) should not be considered within the assessment.  

 
2. We believe that predominance should be assessed based on the proportion of IFRS 4 

liabilities to the carrying amount of total customer-related liabilities, rather than to the 
carrying amount of total liabilities. That is, only customer-related liabilities should be 
considered in the calculation. Customer-related liabilities could be defined as liabilities 
that arise from the issuance of contracts with customers. Therefore, non-customer-related 
liabilities, such as wholesale debt financing, tax or pension liabilities, should not be 
included in the predominance assessment.  
 
This is because we think the predominance assessment should focus on the nature of the 
entity’s business model – in particular, an entity’s business with customers. Insurers may 
fund their businesses differently and have differing levels of non-customer-related 
operating liabilities, but the underlying nature of their business is reflected in the contracts 
they enter into with customers. As the assessment is currently proposed, it can be less 
advantageous to certain insurers based on the level of non-customer-related liabilities. 
However, if the assessment is based only on customer-related liabilities, this results in an 
equivalent assessment for insurers that enter into the same contracts with customers. 

We believe that our suggested changes would still result in a simple and transparent method. The 
revised predominance assessment could still be easily understood by users and preparers and 
could be easily disclosed within the notes to the financial statements.  

We understand that the IASB believes more detailed disclosures would be needed to mitigate the 
effects of reduced comparability if the application of the temporary exemption from applying 
IFRS 9 was broadened. However, we do not think that our proposed considerations in the 
predominance assessment should necessitate additional disclosures.  
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Assessment level 

We acknowledge the IASB’s intention to maintain uniform accounting policies within a single 
set of financial statements as a desirable objective. However, given that the exemption will be 
temporary in nature, the IASB may further consider an exemption that applies below the reporting 
entity level. We ask the Board to consider the feedback that it receives from preparers about costs 
and encourage it to reach out to users to determine how challenging they may find having two 
different accounting standards for financial instruments being applied within a single set of 
financial statements. We would expect, that the application of different accounting standards 
would largely align with different operating segments, which are generally analysed separately 
by users. The Board would also need to consider how significant concerns regarding the potential 
manipulation of earnings from transfers within a reporting entity would be and how they should 
be addressed. Such an assessment by the Board would help it determine whether application of a 
temporary exemption below the reporting entity level would be an effective way forward. 

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? 

We agree that the overlay approach and the temporary exemption should be optional. We also 
agree that an entity should be permitted to stop applying either option from the beginning of any 
annual reporting period before the effective date of the forthcoming insurance contracts standard. 
We support these proposals because preparers should not be restricted from applying IFRS 9 in 
full as this is widely considered superior to IAS 39.  

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?  
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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? 

We support an expiry date for the temporary exemption from applying IFRS 9 that is not earlier 
than the expected mandatory effective date of the final insurance contracts standard, provided that 
this is not delayed for a prolonged period. In principle, the temporary exemption should allow 
alignment of the implementation of IFRS 9 with that of the final insurance contracts standard. If 
the completion of the final insurance contracts standard was further delayed and resulted in more 
than a reasonably short period of time between the differing effective dates, a temporary 
exemption would no longer be a reasonable course of action. 

Other matters 

Although it is not explicitly requested for comment by the IASB, we have identified a few areas 
where additional clarification may be beneficial. 

Accounting for investments in joint ventures and associates when an entity elects the temporary 
exemption from applying IFRS 9 

Based on the proposals, it is unclear how an entity that is eligible and elects the temporary 
exemption from applying IFRS 9 would account for an investment in an associate or joint venture 
that is not eligible for or does not elect the temporary exemption, and vice versa - i.e. the investor 
applies IFRS 9 but the investee elects the temporary exemption. 

We recommend that when an investee does not account for its business consistent with that of the 
investor, the investor should be allowed to report its investment in the joint venture and/or 
associate based on the investee’s accounting. Disclosures might be added in the notes to the 
financial statements by the investor to make the users aware of the inconsistent accounting policy 
applied. Although this approach results in a lack of consistency in accounting policies, the costs 
and operational complexities that would arise if accounting polices had to be conformed could be 
significant and outweigh the benefits of added comparability. 

Disclosures about the temporary exemption from applying IFRS 9  

In accordance with paragraph 37A(c) of the ED, an entity that applies the temporary exemption 
would have to disclose fair value information for any financial assets that would be measured at 
FVTPL because they do not satisfy the solely payments of principal and interest (SPPI) test. We 
assume this is intended to mean that such fair value information should be separately identified 
for those assets. However, an entity may expect to account for certain assets under IFRS 9 as 
FVTPL because of the business model in which they are held or because it expects to apply the 
fair value option, regardless of whether they would meet the SPPI test; it is arguably unclear 
whether entities would have to make this disclosure for assets that fail the SPPI test but would 
anyway be measured as FVTPL under IFRS 9 for other reasons. For entities that elect to apply 
the temporary exemption from applying IFRS 9, incremental costs may arise for completing a 
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SPPI assessment which may be significant and for which the assessment may no longer be 
required after applying IFRS 9. Accordingly, we suggest revising the wording of the proposed 
disclosure requirements to require entities to complete the disclosure for all financial assets that 
fail the SPPI test but allow an entity not to perform a SPPI test for financial assets that it expects 
to measure at FVTPL under IFRS 9 for other reasons provided it otherwise provides the 
information for those assets required by paragraph 37A(c) of the ED. 

We recommend that ED37A(c) be redrafted to: 

the fair value at the end of the reporting period and the fair value change during the 
reporting period of financial assets that would be measured at fair value through profit 
or loss applying IFRS 9 because they for those assets that do not meet the condition in 
paragraphs 4.1.2(b) and 4.1.2A(b) of that IFRS. An entity may instead make this 
disclosure on an aggregated basis for groups of financial assets that it expects to measure 
at fair value through profit or loss under IFRS 9 rather than separately for those financial 
assets that do not meet the condition in paragraphs 4.1.2(b) and 4.1.2A(b) of that IFRS; 
and  

Drafting improvements 

Paragraph 35A of the ED proposes that the overlay approach can be applied by “[a]n entity that 
issues contracts within the scope of this IFRS…” Based on the current wording, it might be 
interpreted that the overlay approach is only available to entities that currently issue insurance 
contracts within the scope of IFRS 4. Instances may arise where entities currently do not issue 
new contracts within the scope of IFRS 4 but may hold insurance contracts that are within the 
scope of IFRS 4 (e.g. portfolios of business that do not issue new contracts and are in run-off).  

Accordingly, we recommend paragraph 35A of the ED be redrafted to “An entity that issues 
contracts has liabilities within the scope of this IFRS…” to alleviate this issue. 

 
 


