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At its meeting on 20 May 2020, the IASB discussed seven “sweep issues” identified during the balloting process for
finalising the amendments to IFRS 17. The IASB agreed to amend IFRS 17, as follows:

>

An entity is to include in the initial measurement of
the contractual service margin (CSM), the effect of
the derecognition of any asset or liability previously
recognised for cash flows paid or received before
the related group was recognised, not limiting this to
insurance acquisition cash flows only.

The asset for insurance acquisition cash flows that is
recognised before a group of insurance contracts has
been recognised should include future cash flows for
which a liability has been recognised applying another
IFRS standard.

When an entity has a group of onerous underlying
insurance contracts, some of which are covered by
reinsurance and some not, the entity has to determine
how to calculate a loss recovery component to be
included as part of its reinsurance held asset. The
IASB agreed to require an entity to use a systematic
and rational method of allocation to do this.

When an entity recognises in profit or loss, amounts
related to income tax that are specifically chargeable
to the policyholder under an insurance contract, it
should recognise insurance revenue for the relevant
part of the amount chargeable.

» The definitions of the liability for remaining coverage
and the liability for incurred claims have been
amended to clarify that they include all obligations
arising from insurance contracts issued.

» The IASB agreed to amend the requirements for the
risk mitigation option in the variable fee approach
(VFA) to:

» Specify that the accounting policy choice (in
paragraphs 88-89 of IFRS 17) to present parts
of insurance finance income or expenses (IFIE) in
other comprehensive income (OCI) and parts in
profit or loss does not apply to IFIE arising from the
application of the risk mitigation option.

> Add new requirements to the risk mitigation option
to specify how to present IFIE arising from its
application.

> Clarify the wording in paragraph B96(c) of IFRS
17 that sets out requirements for the effects of
investment components or policyholder loans
unexpectedly paid or unexpectedly not paid.




Overview

At its May 2020 Board meeting, the International Accounting
Standards Board (IASB or the Board) considered several
sweep issues identified since completion in March 2020 of its
planned re-deliberations on the proposed amendments in the
Exposure Draft Amendments to IFRS 17 Insurance Contracts
(the ED).

The story so far

The IASB issued IFRS 17 in May 2017. Our publication,
Applying IFRS 17: A closer look at the new insurance
contracts standard, provides further details on the
requirements: http://www.ey.com/Publication/vwLUAssets/
ey-Applying-IFRS-17-Insurance-May-18/SFILE/ey-Applying-
IFRS-17-Insurance-May-18.pdf

Having considered 25 concerns and implementation
challenges arising since IFRS 17 Insurance Contracts

(IFRS 17 or the standard) was issued, the IASB issued an
ED in June 2019 proposing targeted amendments to the
standard to respond to some, but not all, of those concerns
and challenges: https://www.ifrs.org/projects/work-plan/
amendments-to-ifrs-17/#published-documents.

For further details of the IASB's exposure draft, and its
subsequent discussions, refer to our recent Insurance
Accounting Alerts: https://www.ey.com/gl/en/issues/ifrs.

In finalising the amendments proposed in the ED, the Board
identified a number of sweep issues which were discussed at
the May Board meeting.”

1. Pre-recognition cash flows other than insurance
acquisition cash flows

The Board agreed with the staff recommendation to amend
paragraph 38 of IFRS 17 to require an entity to include, in
the initial measurement of the CSM of a group of insurance
contracts, the effect of the derecognition of any asset or
liability previously recognised for cash flows related to that
group, not just insurance acquisition cash flows. Cash flows
related to the group are those that would be included in the
fulfilment cash flows of the group on initial recognition if they
were paid after, rather than before initial recognition; for
example, premiums received before their due date.
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This addresses the issue that pre-recognition cash flows

for insurance contracts were inadvertently restricted to
insurance acquisition cash flows in IFRS 17. The amendment
broadens the definition to include other cash flows related
to a group of insurance contracts that are paid or received
before the group is recognised.

All 14 Board members voted in favour of the staff
recommendation, without further discussion.

2. Pre-recognition insurance acquisition cash flows

The Board also agreed to amend the requirements for
recognition of an asset for insurance acquisition cash flows in
paragraph 28B(b) of IFRS 17. This amendment will include,
as an asset, insurance acquisition cash flows for which no
cash flows have occurred but a liability has been recognised
applying another IFRS standard before the related group of
insurance contracts is recognised. Such future cash flows
should be included in an asset for insurance acquisition
cash flows before the recognition of the group of contracts
to which the cash flows relate, and subsequently, in the
fulfilment cash flows of the recognised group.

An example would be where an entity has been invoiced
for receiving services from a broker relating to a group of
contracts not yet recognised, but has not yet paid the invoice.

IFRS 9 Financial Instruments requires recognition of the
liability for the payments due to the broker.

All 14 Board members voted in favour of the staff
recommendation, without further discussion.

3. Reinsurance contracts held — identifying losses
on underlying contracts

The IASB agreed with the staff recommendation to add
paragraph B119G to IFRS 17. This new paragraph specifies
how to determine the recovery of losses from reinsurance
contracts held for cases where an entity groups together
onerous insurance contracts covered by a reinsurance
contract held (referred to as ‘underlying contracts’) and
other onerous insurance contracts not covered by the
reinsurance contract.
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The amendment will require an entity to use a systematic
and rational method to determine the portion of losses
recognised for the group of contracts allocated to the
underlying insurance contracts (i.e., contract covered by the
reinsurance contract). The staff paper also recommended
that an entity would use the same systematic and rational
method of allocation to determine the portion of subsequent
changes in the loss component of the group relating to
underlying insurance contracts in the group.

This further change follows the amendment already agreed
by the Board to require an entity to recognise in profit or
loss the recovery from reinsurance contracts held of losses
on underlying insurance contracts on initial recognition, as
well as from the requirement in the current version of IFRS
17 to do so subsequently. In order to determine the amount
of recovery of such losses, the entity needs to identify

the losses on underlying contracts, but is not required to
identify or track these losses at a level lower than the group.
To separate the losses from underlying insurance contracts
and other insurance contracts in a group for the purpose

of determining the amount of recovery of losses from
reinsurance contracts held could be unduly burdensome.

Observations from the Board meeting

The staff informed the Board of feedback received on the
recommendations since the papers were published. Some
preparers had informed the staff that they might have

more granular information on reinsurance recoveries when
underlying contracts were initially recognised, although
these preparers mentioned they do not expect to have this
level of detail at subsequent measurement dates. Requiring
the same method be applied at initial recognition and
subsequently could imply that insurers are prohibited from
using the more detailed information that is available initially.
The staff indicated that such a restriction was not what they
had intended and will therefore remove the requirement in
the draft wording for the methods to be the same at initial
recognition and subsequent measurement.
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Two Board members questioned whether it was necessary

to specify the use of "“a systematic and rational basis" as this
might imply that such methods could not be used to make
estimates elsewhere in the standard. The staff acknowledged
this concern, but felt it was necessary as the requirement to
estimate reinsurance recoveries from onerous contracts that
are subject to reinsurance, as introduced by the ED, implies
that losses would need to be measured at a level lower than
the group.

12 of the 14 Board members voted in favour of the staff
recommendation.

4. Insurance revenue — income tax

The Board proposes amending paragraph B121 of IFRS 17
to include amounts related to income tax that are specifically
chargeable to the policyholder in the list of items that
comprise revenue.

Paragraph B121 contains an exhaustive list of the items
covered by consideration from a policyholder that determines
insurance revenue. The amounts related to the provision

of service currently comprise expected insurance service
expense, release of the risk adjustment and the CSM. Income
tax expense does not form part of insurance service expense.
Consequently, the list of the components of revenue is
incomplete.

The intended consequence is for an entity to recognise
insurance revenue for the consideration paid by the
policyholder for such income tax amounts consistent with the
recognition of insurance revenue for other incurred expenses
applying IFRS 17. Without this amendment, the entity would
need to present the amount of consideration related to

those income tax expenses as income other than insurance
revenue.

All 14 Board members voted in favour of the staff
recommendation, without further discussion.



5. Definitions of the liability for remaining coverage
(LFRC) and the liability for incurred claims (LFIC)

The IASB agreed with the staff recommendation to amend the
definitions of LFRC and the LFIC in Appendix A to IFRS 17 to
include all obligations arising from insurance contracts issued
by an entity.

The carrying amount of a group of insurance contracts
should reflect all of an entity's obligations arising from the
group of insurance contracts. However, the definitions of
LFRC and LFIC, as proposed in the ED, currently do not
provide a complete list of all obligations giving rise to cash
flows included in the measurement of the insurance contract
liability. For example, other obligations relating to the
provision of insurance contract services could include refunds
of premiums to the policyholder or expenses payable to third
parties. Obligations not related to the provision of insurance
contract services could also include some types of investment
components.

All 14 Board members voted in favour of the staff
recommendation, without further discussion.

6. Variable fee approach — applying the OCI option
and the risk mitigation option together

The IASB agreed with the staff recommendation to amend the
requirements for the OCI option and risk mitigation option in
the variable fee approach (VFA). The risk mitigation option
allows an entity to recognise the effect of changes in financial
risk on the measurement of fulfilment cash flows of VFA
contracts in the statement of profit or loss and OCI instead

of adjusting the CSM if certain conditions are met. The IASB
agreed to:

» Specify that the accounting policy choice (in paragraphs
88-89 of IFRS 17) to present parts of IFIE in OCI and parts
in profit or loss does not apply to IFIE arising from the
application of the risk mitigation option
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» Add new requirements to the risk mitigation option to
specify how to present IFIE arising from its application. This
requires an entity to present IFIE in a way that best matches
the changes in the mitigating instrument, i.e., the entity
would present:

» Changes in the insurance contract liability that are
mitigated using financial assets measured at fair value
through profit or loss in profit or loss

» Changes in the insurance contract liability that are
mitigated using reinsurance contracts held applying the
same accounting policy for the presentation of IFIE (OCI
versus profit or loss) that the entity has chosen for the
mitigating reinsurance contracts held

The risk mitigation option allows an entity, provided that
certain conditions are met, to recognise the effect of changes
in financial risk on the measurement of fulfilment cash

flows of VFA contracts in the statement of profit or loss and
OCl instead of adjusting the CSM. The guestion arises as to
whether such IFIE items should be recognised in OCl if the
entity applies the OCl option permitted by paragraphs 88 and
89 of IFRS 17.

The proposed amendment would prevent the mismatches
that can arise from applying the risk mitigation option and
the OCI option together by specifying that the IFIE amounts
from risk mitigation are treated consistently with the risk
mitigating items.

This sweep issue was also discussed by the IASB in April 2019,
when the Board decided not to take any action. However, the
staff now accepts it is an unintended restriction for an entity
not to be able to avoid such a mismatch.

Observations from the Board meeting:

One Board member commented that, even though she was
willing to accept the amendment at this stage of the insurance
contracts project, providing options in accounting standards
can give rise to various difficulties.

All 14 Board members voted in favour of the staff
recommendation.



7. Investment components unexpectedly paid or
not paid

Paragraph B96(c), as drafted in the ED, required that
differences between any investment component or loan to

a policyholder expected to become payable, or repayable, in
the period and the actual investment component or loan to a
policyholder that becomes payable, or repayable, in the period
adjusts the CSM, except those described in paragraph B97(a),
i.e., differences due to the effect of the time value of money
and changes in the time value of money and the effect of
financial risk and changes in financial risk.

The IASB staff were concerned that the existing drafting is
unclear as to how an entity should consider the effect of
financial risks when comparing actual and expected amounts
of investment components that become due for repayment
in a period. The IASB agreed with the staff proposal to clarify
that differences between actual and expected (re)payments
are determined by comparing:

(i) the actual investment component or loan to a policyholder
that becomes payable or repayable in a period with (ii) the
(re)payment in the period that was expected at the start of
the period plus any IFIE related to that expected payment or
repayment before it becomes payable or repayable.

All 14 Board members voted in favour of the staff
recommendation, without further discussion.
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Next steps:

The staff will continue with the balloting process
for the amendments to IFRS 17. We expect that
the amendments will be issued towards the end of
June 2020.

How we see it:

Whilst most of the sweep issues reflect relatively simple
clarifications, a few of the issues represent more
important changes, particularly the change regarding
applying the OCI option and the risk mitigation option
together under the VFA approach and the change
regarding the identification of losses on underlying
contracts for reinsurance held. The former change takes
away an unintended barrier for using the OCI approach
when the entity also plans to use the risk mitigation
approach. The latter change deals with an important
aspect of the recovery of losses through reinsurance
held that is fairly common in practice.
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