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New insurance contracts Standard 
Where we are 4 

In January 2014 

re-deliberations 

begin 

In June 2013  

revised Exposure 

Draft (2013 ED) 

published; 194 

comment letters 

received 

Re-deliberations 

complete  

in February 2016 
 

(except effective date 

and sweep issues) 

Q2 2013 Q1 2014 Q1 2016 

Expected 

publication of 

new insurance 

contracts 

Standard 
 

Replaces IFRS 4 

Q1 2017 

Drafting 

Field work  

June–October 2013   /   August–October 2016 

Q4 2016 

Effective date 

and sweep 

issues 



New insurance contracts Standard 
Effective date 5 

IFRS 15 Revenue from 

Contracts with Customers 

IFRS 9 Financial 

Instruments 

IFRS 16 Leases 

Implementation 

period provided 

2 ½  years when published 3 ½  years 3 years 

Issue date 28 May 2014 24 July 2014 13 January 2016 

Effective date 1 January 2017, 

subsequently deferred by 

one year to 1 January 20181 

1 January 2018 1 January 2019 

Main factors 

considered in 

setting effective 

date 

– Range of entities affected 

– Importance of revenue 

recognition 

– Complexity of 

implementing the new 

expected credit loss model 

– Further visibility of the 

decisions about insurance 

contracts 

– Large operational exercise 

involved in transitioning to 

IFRS 16 

– Entities were also 

implementing IFRS 15 and 

IFRS 9 at the same time 

• Normally 12-18 months between the finalisation of a new Standard and its 

effective date 

• Longer implementation period for complex Standards or Standards with 

pervasive effect on entities 

1 
Deferral because of: (a) amendments to clarify some requirements, (b) issuance later than  

anticipated when the effective date was decided, and (c) convergence with US GAAP 



New insurance contracts Standard 
External testing and review 6 

Topic Main findings 

 Aggregation of contracts Concern about grouping contracts by similar 

profitability; potential high numbers of groups 

 Scope of variable fee approach Further guidance requested, but no significant issues 

 Derivatives used to mitigate 

financial market risk 

Request to extend the approach applicable to specific 

financial risks; concern about prospective application 

 Determining the amount of 

insurance finance income or 

expenses in OCI 

No significant issues 

 Recognition of changes in 

estimates 

Concern about accounting for changes caused by 

experience adjustments  

 Transition Concern about simplified transition approach 

• 12 testing participants, additional input on specific topics, input from selected 

individuals, unsolicited input 

• Questionnaire and extracts from the draft of IFRS 17 on six selected topics 
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A portfolio is a group of contracts: 

1) subject to similar risks (eg 

contracts within each product line, 

such as annuities and whole-life); 

and 

2) managed together as a single 

pool. 

At inception 
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Onerous 

contracts 
A loss is recognised in P/L  

 
Non-

onerous 

contracts 

Group contracts that have no 

significant risk of becoming 

onerous 

Annual cohorts would 

ensure release of CSM 

based on coverage units, 

reflecting the duration 

and size of the contracts 

in each group 

Group other profitable 

contracts 

Unearned profit (CSM) is 

recognised as liability 

and is released as 

insurance services are 

provided 

Assessment of risk of becoming onerous  
– based on sensitivity of the fulfilment cash flows to changes in estimates 

– consistent with internal reporting  

New insurance contracts Standard 
Level of aggregation 

– More than 2 groups 

are possible 

– Split would provide 

information about the 

resilience of the 

contracts in the group 

to becoming onerous 



New insurance contracts Standard 
Transition 8 

DECIDE TRANSITION METHOD BY GROUP OF CONTRACTS 

Full retrospective approach (apply IAS 8) 

OR Fair value approach 

 

if impracticable 

Modified retrospective approach 

  

if impracticable 

 Modifications available if 

necessary given reasonable and 

supportable information 

 Maximise the use of the 

information needed for full 

retrospective approach 

• Separate disclosures for each transition method 



New insurance contracts Standard 
Other recent discussions 9 

• Derivatives used to mitigate financial market risk 
‒ When applying the variable fee approach, option to 

recognise in P/L (rather than to adjust the CSM) changes in 

financial risks reflected in insurance contracts to offset fair 

value changes of derivatives recognised in P/L  

 

• Accounting for changes in estimates due to an 

experience adjustment—ie a difference between 
‒ previous estimates of premiums receipts, expected claims 

and expenses and 

‒ actual premiums received, claims and expenses incurred in 

the period 
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Financial Instruments 
with the Characteristics 

of Equity 
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What is the starting point? 

• We are not starting with a blank sheet of paper, we are 

starting with the current requirements in IAS 32  

• We are focussing on identifying and addressing challenges 

with existing requirements and ways to improve information 

provided to users of the financial statements 

IAS 32 works well for most financial 

instruments 

 

11 



 
What are the challenges? 

• Difficulty applying IAS 32 to types of instruments not directly 

addressed by the requirements 

• Eg some instruments contingently convertible to ordinary shares 

• Continuing disagreement over classification outcomes 

• FX convertible bonds, gross-up of written puts 

• Why? 

• Difficulty identifying the underlying rationale of the distinction between 

liabilities and equity in IAS 32 

• Inconsistent use of liability definition in IAS 32 vs the Conceptual 

Framework 

• Exceptions in IAS 32 for puttable shares and FX rights issues 

12 



 
What are the challenges? 

• Because classification cannot convey all similarities and 

differences with other financial instruments there will always 

be different views about classification outcomes 
– eg variable share settled debt has a similar return to a bond, but 

has limited liquidity implications similar to ordinary shares 

• Polarised outcomes:  

– Remeasurement and disclosure if liability classified 

– Little to no information if equity classified 

 

Financial statements cannot depict the wide 

range of claims with a single distinction 
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How do we address the challenges? 

• To address the challenges identified, we are developing a 

complete package:  
– Reinforce the underlying rationale of the distinction between 

liabilities and equity in IAS 32  
– no big change expected to classification outcomes 

– Provide better information through presentation and 

disclosure 

– Improve consistency, completeness and clarity of the 

requirements 

This project is not just about 

classification as liabilities or equity 
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Overall approach 

Financial 

liabilities 

Equity 

instruments 

Instruments that present 

challenges under IAS 32 

Financial 

liabilities 

Equity 

instruments 

(1) Clarify L/E distinction 

under IAS 32  

Liabilities that 

behave like equity 

Equity that behaves 

different to ordinary 

shares 

 

(2) Use 

presentation to 

acknowledge 

similarities and 

differences not 

captured by L/E 

(3) Bring other 

similarities and 

differences 

together using 

disclosure  

Challenges 

identified 
Potential 

solutions 

15 



 
Progress made to date 

• Developed three approaches to reinforce the underlying 

rationale of classification between liabilities and equity.  

– Board is focusing on one approach (‘gamma’).  The 

approach is most consistent with IAS 32 

• Same approach to economic compulsion as IAS 32 

• Developed presentation proposals for subclasses of 

liabilities and equity 

• Developed discussion regarding potential disclosure 

• Developed improvements to the consistency, completeness 

and clarity of the requirements (in particular for derivatives 

on own equity) 
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Illustrative classification outcomes 

IAS 32 Proposed approach (Gamma) 

Ordinary bonds Liability Liability 

Ordinary shares Equity Equity 

Shares redeemable for fair value Liability Liability with separate presentation in 

statement of comprehensive income 

Variable share-settled bonds  Liability Liability 

Obligation to deliver a fixed number of 

shares  

Equity Equity 

FX rights issue (that meets exception 

under IAS 32) 

Equity Liability (with separate presentation in 

statement of comprehensive income 

under particular circumstances) 

FX conversion option (into fixed shares) Liability Liability (with separate presentation in 

statement of comprehensive income 

under particular circumstances) 

17 



Next steps 

• Future discussions will include: 
– substance of rights and obligations in contracts and the interaction 

with legal and regulatory requirements 

– further consideration of improvements to consistency, 

completeness and clarity of existing requirements in IAS 32 

 

18 
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Conceptual Framework 
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Conceptual Framework: Key tentative decisions 20 

• Clarify link between objective of financial reporting and 

stewardship 

• Include reference to prudence: caution when making judgements 

under conditions of uncertainty 

• Carry forward concepts proposed in Exposure Draft on reporting 

entity, element definitions and recognition largely unchanged  

• Provide guidance on uncertain liabilities 

• Undertake research on equity in separate project 

• Develop factors to consider when selecting a measurement basis 

• Provide limited guidance on profit or loss and other 

comprehensive income (OCI) 



Decisions at the October Board meeting 21 

Materiality 

definition will not be updated 

for amendments discussed in 

the Principles of Disclosure 

project 

Introduction of approach 

to testing the asset and 

liabilities definitions 

no decisions were made 

Executory contracts 

confirm the Exposure 

Draft proposals Unit of account 

confirm proposals and 

provide some further 

clarification on the selection 

of the unit of account 

Asymmetry in treating gains 

and losses 

acknowledgement should be 

made in Chapter 2 Qualitative 

characteristics of useful 

financial information 



Topics for discussion at future Board meetings 22 

• Derecognition 

• Guidance on liabilities* 

• Measurement 

• Capital maintenance 

• Business model and long-term investment 

• Updating References to the Conceptual Framework Exposure 

Draft and effects of the proposed changes to the Conceptual 

Framework on preparers* 

 

 

* Discussed at Nov 2016 Board meeting 



Timeline 23 

Exposure Draft 

published;  

233 comment 

letters received 

Expected 

publication of 

revised 

Conceptual 

Framework 
Re-deliberations 

Ongoing  

Board discussed 

comment letter 

summary and 

strategy 

May 2015 May—January 2016 2017 March—April 2016 
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Materiality Practice 
Statement 
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• Difficulties applying concept of materiality may contribute to 

disclosure problem 

• If management is unsure how to make materiality judgements, this 

can lead to a checklist approach to disclosure requirements 

(irrelevant/immaterial information) 

• If management doesn’t make a materiality judgement when deciding 

to include information, could result in other information necessary to 

understand the financial statements (ie material information) being 

omitted 

– IAS 1 Presentation of Financial Statements requires additional 

disclosure when compliance with the specific requirements in 

IFRS Standards is insufficient 

Materiality Practice Statement—What 
are the issues? 
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Materiality Practice Statement—
Board’s tentative decisions 
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Requirements  

of IFRS Standards  

Knowledge about 
primary users' 

common information 
needs  

Qualitative 

factors 

  

Entity-specific  
and External 

 

 

 

Quantitative  

factors 

 

 

 

Organise the 
information 

within  

the draft financial 
statements 

Review the draft  

financial 
statements 

Step 1 

Identify potentially 

material information 

Step 2 

Assess whether  information 

identified is material 

Step 3 

Organise 

Step 4 

Review 



• Single materiality assessment applied to all information included in the 

financial statements 

• Judgement takes account of how users ‘could reasonably be expected 

to be influenced in making economic decisions’  

• Objective to meet ‘the maximum amount of common information 

needs’ of the entity’s primary users, being: 
– Existing and potential investors 

– Existing and potential lenders 

– Existing and potential other creditors 

• The same materiality assessment is applied at the interim as at the full 

year, but context is the interim period results, as opposed to full year 

results 

 

 

Materiality Practice Statement—
Board’s tentative decisions to date 
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• Application of materiality to: 

– Errors 

– Covenants  

• Application of materiality in the context of recognition and 

measurement 

• Role of stewardship in applying materiality assessments 

• Applicability of the materiality guidance to those applying the IFRS 

for SMEs 

• Status and form of the materiality guidance 

 

 

 

Issues discussed by Board Nov 2016 
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• December 2016, Board will: 

– Discuss application of materiality to prior year information 

– Consider due process steps followed 

 

• Publication expected Q2 2017 

 

 

 

Materiality Practice Statement—Next 
steps 
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