APPENDIX 1

Question 1—Scope exclusions—credit card contracts and loan contracts that meet
the definition of an insurance contract (paragraphs 7(h), 8A, Appendix D and BC9–
BC30)
(a) Paragraph 7(h) proposes that an entity would be required to exclude from the scope of IFRS 17
credit card contracts that meet the definition of an insurance contract if, and only if, the entity
does not reflect an assessment of the insurance risk associated with an individual customer in
setting the price of the contract with that customer.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the exclusion of certain credit cards that provide insurance coverage from the
scope of IFRS 17. However, we are concerned that the term “credit card“ excludes other types of
payment cards which have similar clauses as the credit cards in the scope exclusion, so we believe
that the scope exclusion should make reference to “payment cards“ in general.
(b) If not excluded from the scope of IFRS 17 by paragraphs 7(a)–(h), paragraph 8A proposes that
an entity would choose to apply IFRS 17 or IFRS 9 to contracts that meet the definition of an
insurance contract but limit the compensation for insured events to the amount required to settle
the policyholder’s obligation created by the contract (for example, loans with death waivers).
The entity would be required to make that choice for each portfolio of insurance contracts, and
the choice for each portfolio would be irrevocable.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the proposed amendment and supports the comments made by EFRAG in its
draft comment letter, with no additional comment.
Nevertheless, UNESPA believes there is another relevant scope issue, related to contracts that
change in nature over time. The insurance industry issues products that change significantly in
nature during their life due to the execution of an option by the policyholder (for example, products
with a savings phase with profit sharing that may become an annuity). As the classification between
general model and variable fee approach occurs at inception and is irrevocable, certain products
may have to be accounted for under the variable fee approach, whereas, after the execution of the
option, the variable fee approach model is not suitable and not comparable to similar products with
a different ‘history’. We propose a solution that treats a significant change in the nature of a contract
due to the execution of an option by the policyholder as a contract modification. The ‘new’ contract
post execution of the option by the policyholder could be reassessed and treated under the
appropriate measurement model for its new features.
EFRAG additional questions to constituents
10. B.4.1.9.E of IFRS 9 allows to consider a regulated interest rate as a proxy for the time value of
the money in doing the SPPI test, under certain conditions. EFRAG understands that in some
countries the insurance element is not required by the regulation and, as a consequence, the
financial instrument could fail the SPPI test and would have to be measured at fair value through
profit or loss. How prevalent are these concern within your jurisdiction?
Response to EFRAG:
We believe that most contracts that provide an additional cover, which improves the minimum cover
required by regulation, would have only a “de minimis” effect on their contractual cash flows arising
from the payment card. In consequence, we believe that this additional cover should not affect the
classification of the financial asset in accordance to paragraph B.4.1.18 of IFRS 9.
Nevertheless, if the IASB is aware that the SPPI test could fail in certain circumstances and
jurisdictions, an exemption to this payment cards should be considered in order to avoid measuring
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their balances at fair value through profit or loss, which we believe would not be appropriate and
provide useful information to users.

Question 2—Expected recovery of insurance acquisition cash flows (paragraphs
28A‒28D, 105A–105C, B35A–B35C and BC31–BC49)
Paragraphs 28A–28D and B35A–B35C propose that an entity:
(a) allocate, on a systematic and rational basis, insurance acquisition cash flows that are directly
attributable to a group of insurance contracts to that group and to any groups that include
contracts that are expected to arise from renewals of the contracts in that group;
(b) recognise as an asset insurance acquisition cash flows paid before the group of insurance
contracts to which they are allocated is recognised; and
(c) assess the recoverability of an asset for insurance acquisition cash flows if facts and
circumstances indicate the asset may be impaired.
Paragraphs 105A–105C propose disclosures about such assets.
Do you agree with the proposed amendments? Why or why not?
UNESPA believes that the allocation of acquisition costs to expected renewals should be optional,
not mandatory.
Being the allocation of acquisition costs to expected renewals a requirement, not an option, the
amendment might introduce the obligation each year to demonstrate, in case there is no allocation
to renewals, that the expected renewals have effectively not been considered in the decision to incur
in certain acquisition cash flows. In order to avoid this complexity and costs, UNESPA would prefer
the allocation of acquisition costs to expected contract renewals to be optional, not a requirement,
as the relief is particularly useful for P&C business, but should not create additional work to lifeinsurers that issue short-term insurance contracts (measured under the PAA model).
Amending this topic as an option, not a requirement, would also solve the impairment in
comparability that would introduce the use of FV approach in Transition (there would not be an asset
recognised for this item) in relation to any of the retrospective approaches (in which there might).

EFRAG additional questions to constituents
18. Insurance contract renewals are not a defined term which may lead to diversity in practice when
allocating insurance acquisition cash flows. Do you consider that insurance contract renewals should
be defined in order to achieve comparability and, if so, how would you define them?
Response to EFRAG:
UNESPA believes that it is not necessary to develop a definition of renewals. The renewals to be
considered in the allocation of acquisition costs will be entity–specific, as it will depend on the
expectation of contract renewals considered by the entity in the decision to incur in a certain initial
amount of acquisition costs. Defining contract renewals would be inconsistent with the approach
taken in IFRS 15 and introduces the risk of achieving a restrictive definition that could limit the benefit
of the amendment (better reflecting the economic substance of the transaction and providing more
relevant information to users of financial statements).
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Question 3—Contractual service margin attributable to investment-return service
and investment-related service (paragraphs 44–45, 109 and 117(c)(v), Appendix A,
paragraphs B119–B119B and BC50–BC66)
(a) Paragraphs 44, B119–B119A and the definitions in Appendix A propose that an entity identify
coverage units for insurance contracts without direct participation features considering the
quantity of benefits and expected period of investment-return service, if any, in addition to
insurance coverage.
Paragraph B119B specifies criteria for when contracts may provide an investment-return
service.
Do you agree with the proposed amendment? Why or why not?
UNESPA believes the proposed amendment is an improvement to the current requirements in IFRS
17. The CSM established at inception for these types of contracts includes expected profit from both
insurance and investment related activities. We agree that the profit from these services should be
recognised in line with the service provision over the life of the contract. In our view, the proposed
amendments significantly improve the relevance of the income statement for these contracts.
However, we also believe that the definition of an investment return service is unduly prescriptive
and too narrow as it would result in economically similar contracts having different accounting
results.
In particular, it restricts the use of investment return service as coverage unit when the insurance
contract includes a non-distinct investment component or the policyholder has the right to withdraw
an amount. Consequently, the amendment does not work for (i) deferred annuities without payment
on death in the accumulation phase or the payout phase (or in both), and (ii) deferred capital during
the term agreed (accumulation period) without death benefit.
Additionally and in more broaden terms, UNESPA is also concerned that, based on this amendment,
any type of long-term life contract whose surrender value is linked to the market value of certain
underlying assets (contracts not eligible under the VFA) could not qualify as providing an investment
return service depending on the interpretation that is made of the “expected positive return”.
We believe that an investment return service is present where the contract provides the policyholder
with a positive expected investment return, and that this distinguishes contracts which provide
investment return and insurance services, from contracts which provide only insurance services.
We therefore suggest that the wording of B119B is revised as follows:
“Insurance contracts without direct participation features may provide an investment-return service
if, and only if:
a) the contract provides (on an expected basis at group level) a positive investment return (which
could be below zero, for example in a negative interest rate environment); and
b) the entity expects to perform investment activity to generate that positive investment return.”
We observe that under this definition an investment return service would either be absent, or present
throughout the lifetime of a contract, and so the operational difficulties associated with coverage
units changing once investment return services are deemed to have ceased, or investment
management expenses being only partly included in the fulfilment cash flows are avoided.
The above proposed definition should be considered on the assumption that policyholders will
exercise their options only when they are economically beneficial for them.
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(b) Paragraphs 45, B119–B119A and the definitions in Appendix A clarify that an entity is required
to identify coverage units for insurance contracts with direct participation features considering
the quantity of benefits and expected period of both insurance coverage and investment-related
service.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the amendment proposed by the IASB and supports the comments made by
EFRAG in its draft comment letter.
(c) Paragraph 109 proposes that an entity disclose quantitative information about when the entity
expects to recognise in profit or loss the contractual service margin remaining at the end of a
reporting period. Paragraph 117(c)(v) proposes an entity disclose the approach used to
determine the relative weighting of the benefits provided by insurance coverage and investmentreturn service or investment-related service.
Do you agree with the proposed disclosure requirements? Why or why not?
UNESPA is concerned about the removal of the option in paragraph 109 of IFRS 17 to provide only
qualitative information in relation to the expected recognition in profit or loss of the contractual
service margin remaining at the end of the reporting period. We believe there is not a similar
requirement of future performance disclosure in other industries so this fact should be considered
before removing this option under IFRS17.
As an example, insurance groups with a banking business line or financial conglomerates are
required to disclosure information related to their net interest margin (sensitivity analysis to interest
rates changes, for example), but not quantitative information about its future financial performance
by time-period buckets. It is a common practice to provide guidance to the market about the future
trend of the NIM, but we are not providing quantitative amounts in time buckets as the insurance
sector would be required. UNESPA is concerned that providing this information by time bands may
go far beyond the information that companies intend to provide to investors with their market
guidance.
In relation to paragraph 117(c) (v), UNESPA does not agree with the proposed amendment because,
depending on the driver used to amortize CSM, it may be difficult to identify which part of the CSM
corresponds to the insurance coverage and which part corresponds to the investment return service,
while the disclosure would not provide significant useful information to users of financial statements.

EFRAG additional questions to constituents
35. EFRAG has been informed of possible fact patterns of deferred annuities for which there is no
investment component as defined by the ED, nor a right to withdrawal; however, the insurance entity
performs asset management activities, revenues of which would not be captured in the CSM
release. For example, for particular Deferred Annuities, there is an accumulation phase followed by
the annuity phase. The policyholder’s beneficiaries receive no return if the policyholder dies during
the accumulation phase. During the annuity phase, a surviving policyholder receives a fixed annuity
amount based on premiums/technical provisions. In these deferred annuities the policyholder does
not have a right to withdraw during either the accumulation phase or the annuity phase. Do you have
additional examples of investment activities that are not captured by the proposals in the ED?
36. Entities have to provide quantitative disclosures on the expected recognition in profit or loss of
the contractual service margin remaining at the end of the reporting period, in appropriate time
bands. Do user constituents agree with this disclosure requirement? Do preparer constituents
consider that this information is commercially sensitive? Please explain.
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Response to EFRAG:
35. See answer to Question 3 (a). UNESPA proposes a review of the eligible criteria to assess
whether the insurance company provides an investment return service, as is concerned about two
specific type of contracts that provide the policyholders with access to an investment return, even
they do not qualify for an investment return service as defined by the Exposure Draft.
36. See comments on answer to Question 3 (c). UNESPA believes this information is commercially
sensitive and that the existence of similar performance disclosures must be considered before
removing the possibility of a qualitative disclosure.

Question 4—Reinsurance contracts held—recovery of losses on underlying
insurance contracts (paragraphs 62, 66A–66B, B119C–B119F and BC67–BC90)
Paragraph 66A proposes that an entity adjust the contractual service margin of a group of
reinsurance contracts held that provides proportionate coverage, and as a result recognise
income, when the entity recognises a loss on initial recognition of an onerous group of
underlying insurance contracts, or on addition of onerous contracts to that group. The amount
of the adjustment and resulting income is determined by multiplying:
(a) the loss recognised on the group of underlying insurance contracts; and
(b) the fixed percentage of claims on the group of underlying contracts the entity has a right to
recover from the group of reinsurance contracts held.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the proposed amendment and supports the comments made by EFRAG in its
draft comment letter. However, we believe that the proposed wording is insufficient to address the
issue in all situations.
In particular, we do not agree with the calculation of the reinsurance adjustment in paragraph B119D,
as this amendment can result in the recognition of reinsurance income that does not reflect the
expected profits or losses on a reinsurance contract. We propose that a principles based approach
to calculating the amount recorded in profit or loss is included in the standard. Such an approach
would allow entities to develop their own methodology to meet the rationale included in the Basis for
Conclusions.
Additionally, we do not share the definition of a reinsurance contract held that provides proportionate
coverage, as the explicit mention to a right to recover a fixed percentage is very restrictive in practice.
Moreover, “non-proportionate” reinsurance contracts held, which are part of the risk management
policies of insurers, are excluded from this amendment. We are concerned that there would be a
misalignment between the different reinsurance contracts held “natures” (proportionate and nonproportionate) within an insurance company. Not applying this amendment to reinsurance contracts
held other than “proportionate” would not appropriately reflect the risk management policies of
insurers and create accounting mismatches between underlying insurance contracts and some
categories of reinsurance contracts held (the non-proportionate ones).
There are also restrictions on application of the proposed amendment depending on when
reinsurance contract is recognised.
Another issue related with reinsurance is that UNESPA does not agree with the ineligibility of the
VFA model to reinsurance contracts issued, especially when the underlying contracts are eligible to
the VFA. Such reinsurance contracts issued exist in some jurisdictions such as in France. This
misalignment between the underlying contracts and reinsurance contracts issued would create
accounting mismatches as both contracts are measured under different models (the underlying
contracts are measured under the VFA model in which financial variations are absorbed by the CSM
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whereas the reinsurance contracts issued are measured under another model (i.e. the General
Model) in which the financial variations are accounted in P&L or OCI as the CSM cannot absorb
them).
We believe these mismatches do not reflect the economics of the contracts and lead to economic
inconsistencies in the financial statements for contracts with similar characteristics. Moreover, an
insurer can have reinsurance contracts held and reinsurance contracts issued (based on underlying
contracts eligible to the VFA) for which the accounting requirements will be different, creating
accounting mismatches.

EFRAG additional questions to constituents
45. For proportionate reinsurance contracts, please provide fact patterns that are not captured by
the amendment but for which the solution proposed by the IASB would be relevant.
46. The IASB has not addressed non-proportionate reinsurance contracts. A peculiarity of such
contracts is that there is no one-to-one relationship between the direct underlying contract and the
reinsurance contract held, for example because there are many underlying contracts that are
covered by a single excess loss reinsurance contract held. Addressing non-proportionate
reinsurance may therefore require the need to identify a “link” between the reinsured risk and the
underlying contracts. EFRAG understands that any accounting mismatch for non-proportionate
contracts may, in practice, be reduced due to the impact on the risk adjustment rather than on the
CSM.
47. In your view:
(a) Should non-proportionate reinsurance contracts be treated similarly to proportionate reinsurance
contracts, i.e. gains in profit or loss when a loss is recognised on underlying contracts? If yes, please
provide information about (i) the prevalence of such contracts, including volumes and jurisdictions
where the issue arises and (ii) the cash flow pattern of these non-proportionate reinsurance
contracts.
(b) How would an accounting solution for non-proportionate reinsurance work?
Response to EFRAG:
UNESPA supports the comments made by EFRAG in its draft comment letter. However, as
mentioned before, the amendment is insufficient to address the issue on all situations.

EFRAG additional questions to constituents
(EFRAG CL – Appendix 2, Topic 4: Reinsurance contracts: contract boundary)
172. Do Constituents support the IASB’s tentative decision not to amend IFRS 17 for the contract
boundary of reinsurance contracts held?
173. Do Constituents that are Users consider that CSM for the reinsurance contracts held which
reflects future expected contracts would provide useful information? Please explain.
174. EFRAG understands that there is no material impact on the balance sheet and probably not a
significant impact on profit or loss (until certain events occur as explained in paragraph 169 above).
Please explain the prevalence of holding reinsurance contracts that relate to underlying contracts
that have not yet been issued, including volumes and the jurisdictions where the issue arises.
Response to EFRAG:
UNESPA believes that reflecting potential future insurance contracts in the reinsurance asset does
not provide useful information. As such, having the CSM for reinsurance contracts held include
future expected contracts would not provide useful information for investors (moreover, depending
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on the assumptions used for measuring future expected contracts, the information provided to
investors could vary substantially and not be accurate).
We are therefore concerned that the contract boundaries for reinsurance contracts held are aligned
with those of the underlying insurance contracts, to avoid providing inaccurate financial information
to investors given the expected:
•

accounting mismatches (i.e. regarding the calculation and amortization of the CSM which
would be assessed based on different assumptions (expectations of future expected
contracts would be included in the measurement of reinsurance contracts held but would
not in the measurement of the underlying insurance contracts)), and;

•

operational consequences (i.e. an entity would have to perform two separate calculations
of fulfilment cash flows which would be based on different future assumptions and would
have to be performed within very limited time, given the short reporting periods).

Question 5—Presentation in the statement of financial position (paragraphs 78–79,
99, 132 and BC91–BC100)
The proposed amendment to paragraph 78 would require an entity to present separately in the
statement of financial position the carrying amount of portfolios of insurance contracts issued
that are assets and those that are liabilities. Applying the existing requirements, an entity would
present the carrying amount of groups of insurance contracts issued that are assets and those
that are liabilities. The amendment would also apply to portfolios of reinsurance contracts held
that are assets and those that are liabilities.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the proposed amendment but there are other presentational challenges still
unaddressed.
We believe the standard should be amended to include premiums and claims on an accrual basis
in the measurement of insurance liabilities, with separate premiums receivable and claims payable
balances included separately on the balance sheet. Benefits of this change include improvements
in the quality of financial information presented and reduced implementation costs.
On the other hand, the requirement to remove insurance revenue and insurance service expenses
relating to non-distinct investment components from the insurance service result adds complexity
with limited benefits. We agree with the original objective of increase comparability with products in
other industries, such as bank deposits, but further simplifications in the definition of investment
component are needed in order to make the requirement more operative. In particular, we believe
that comparability can be achieved by revising the definition of an investment component to include
only contracts where the policyholder has the right to make withdrawals (the right to withdraw his
deposit would be adjusted as appropriate by investment return added and fees deducted from the
deposited amount). We believe such a change would better meet the needs of users.
We believe the original intention of the IASB was that non-distinct investment components only need
to be identified and measured when a claim occurs, while changes to the definition of an investment
component have created uncertainty around when a non-distinct investment component is identified
and measured. We ask the IASB to resolve the uncertainty around identification by clarifying that
non-distinct investment components are identified based on facts and circumstances at initial
recognition of the contract and are measured when the claim occurs.
Additionally, we would support an amendment to IFRS 17 to align accounting in the subsidiary to
the approach taken at group level, so no differences in accounting arise between group and
subsidiary financial statements derived from paragraph B137. The requirement that the CSM must
be locked-in at interim reporting in this paragraph means that any differences in external reporting
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frequency between group and subsidiary entities would result in different CSM at different levels of
consolidation. This issue goes further than group and subsidiary financial statements, as it would
also affect comparability between insurers with identical fulfilment cash flows (and other factors) and
frequency of their external reporting as the only difference.
Linked to the objective of not having differences in the measurement of the CSM between subsidiary
and group level, UNESPA also believes that a practical expedient should be provided so that, except
it is proven otherwise, the CSM at group level could be considered equal1 to the subsidiary's in
relation to the acquisition costs included in measurement.

EFRAG additional questions to constituents
(EFRAG CL – Appendix 2, Topic 3: Balance sheet presentation: Non–separation of receivables)
161. Do Constituents support the presentation of separate information about premiums receivable?
If so, should information about premiums receivable:
(a) be mandatory?
(b) be based on a predefined definition of “premium receivables” and , in this case, how should
premiums receivable be defined?
(c) be provided on the face of the balance sheet or in the notes?
(d) be separated by insurance portfolio?
Response to EFRAG:
UNESPA believes that receivables should be presented in the balance sheet separately from
insurance liabilities as this would provide useful information. Premium receivables should be defined
as all premiums that are due from the policyholder (and, therefore, excluded from the insurance
liability) but not yet received.
The separate presentation issue (see question 5) is also relevant for other receivable/payables such
as claims payable, collateral deposits (reinsurance),

Question 6—Applicability of the risk mitigation option (paragraphs B116 andBC101–
BC109)
The proposed amendment to paragraph B116 would extend the risk mitigation option available
when an entity uses derivatives to mitigate financial risk arising from insurance contracts with
direct participation features. That option would apply in circumstances when an entity uses
reinsurance contracts held to mitigate financial risk arising from insurance contracts with direct
participation features.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the IASB proposal to extend the scope of the risk mitigation option to
reinsurance contracts held, and not only in case of using derivatives, in order to avoid the accounting
mismatch that arises using the VFA. However, we believe that further changes are needed to allow
other financial instruments to be used as the hedging instrument and under the general model.
Our understanding is that under IAS 39 companies are hedging different risk components (such as
interest rate exposure arising from providing interest rate guarantees to the policyholder) not only
with derivatives and reinsurance contracts. This can occur both under the VFA and the general
model. A mix between fixed rate and variable rate instruments together with swaps, options and IRS
may be used to ensure that expected cash flows to be paid to the policyholder match the cash flows
1

In case that all the insurance contracts in the group are issued by the subsidiary.
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arising from the financial asset portfolios. In addition, we believe that the risk mitigation option should
be available to all insurance contracts, rather than only to those with direct participation features.
The inability to use the risk mitigation option outside the variable fee approach may result in
accounting mismatches, as the effects of changes on hedging instruments is not recognised in the
same location as the changes on the hedged items. This significantly distorts the net result and
creates misalignments between accounting results and risk management. Furthermore, insurance
company risk management is typically organised at a macro level, covering both contracts
accounted for under the variable fee approach and the general measurement model.
For example, for products accounted for under the IFRS 17 general measurement model, using the
OCI option for changes in interest rates results in volatility in profit or loss caused by accounting
mismatches if companies are not able to designate their derivatives under the criteria for hedge
accounting. The effect of the derivatives used for economic hedging will be recognised in profit or
loss, while the entire effect of interest rate changes will be recognised in OCI. Therefore, if OCI is
elected, additional volatility in profit or loss from hedging will create a disincentive for companies to
mitigate risk. Similar accounting mismatches occur in situations where an insurer applies the OCI
option to a portfolio but only hedges a subset of contracts within the portfolio.
It is sometimes suggested that the ‘through profit or loss’ approach in the IFRS 17 general
measurement model, together with using the fair value option for the financial assets, would be
sufficient to address this problem. However, if those options are elected profit or loss could still show
short-term volatility from mismatches that otherwise would have been more usefully reported in OCI.
Some of these mismatches are fundamental, as credit spread changes on assets are not necessarily
reflected equally in the IFRS 17 liability. Other mismatches could result from a company decision,
based on ALM objectives, not to hedge financial risks in full.
UNESPA also believes that the risk mitigation option should be applied retrospectively on transition.
Without such a change, the economics of existing hedging arrangements cannot be accurately
reflected on transition.

EFRAG additional questions to constituents
64. EFRAG has heard that the extension of the risk mitigation option should be widened, for
example, to include non-derivative instruments such as when hedging of interest rate risk is carried
out using a combination of swaps, swaptions and fixed interest securities.
65. Please explain the prevalence including volumes and jurisdictions involved, of the risk mitigation
strategies identified in paragraph 64 above.
Response to EFRAG:
See answer to question 6. UNESPA believes that the risk mitigation option should be widened to
include additional instruments and that the responses to “EFRAG Hedge accounting questionnaire
for insurers” will provide relevant information on the current risk mitigation strategies in Spain.

Question 7—Effective date of IFRS 17 and the IFRS 9 temporary exemption in IFRS
4 (paragraphs C1, [Draft] Amendments to IFRS 4 and BC110–BC118)
IFRS 17 is effective for annual reporting periods beginning on or after 1 January 2021.
The amendments proposed in this Exposure Draft are such that they should not unduly disrupt
implementation already under way or risk undue delays in the effective date.
(a) The proposed amendment to paragraph C1 would defer the effective date of IFRS 17 by one
year from annual reporting periods beginning on or after 1 January 2021 to annual reporting
periods beginning on or after 1 January 2022.
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Do you agree with the proposed amendment? Why or why not?
UNESPA believes that the IASB proposal to defer the effective date of the standard by one year is
a step in the right direction, but considers it is insufficient and at least 2 years of deferral is needed
to a successful implementation of IFRS17.
A delay of one additional year until 1 January 2023 will not be disruptive nor defer the implementation
efforts of the companies, as this time is extremely necessary to implement the IT systems and face
all the operational challenges arising from the significant changes introduced by IFRS 17, as well as
to prepare the information that will be presented to the market.
(b) The proposed amendment to paragraph 20A of IFRS 4 would extend the temporary exemption
from IFRS 9 by one year so that an entity applying the exemption would be required to apply
IFRS 9 for annual reporting periods beginning on or after 1 January 2022.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees to extend the temporary exemption from IFRS 9 to be aligned with IFRS 17 final
effective date so that companies can apply both standards together and supports the view that any
additional delay of the effective date of IFRS17 should result in a postponement of IFRS9.

EFRAG additional questions to constituents
73. Do you consider that the proposed deferral of the effective date to 1 January 2022 is sufficient
or would you support an additional year (i.e. 1 January 2023)?
74 Arguments in favour of accepting the proposed effective date of 1 January 2022 include:
(a) Further delaying the application of IFRS 17 beyond 2022 will be disruptive, as will increase the
costs of their implementation processes; and
(b) A delay beyond 2022 may encourage entities to defer their implementation efforts rather than
using the extended period to better implement the Standard.
75 Arguments in favour of further delaying the effective date to 1 January 2023 include:
(a) Some entities, mainly small and medium sized ones, often rely on third IT systems providers and
so far there are no IT solutions for IFRS 17 available on the market, thereby making it difficult to
meet the proposed 2022 effective date;
(b) The IASB expects to finalise the amendments by mid-2020. As a result, there will only be six
months before the comparative period for IFRS 17 starts and this may be challenging for some
entities; and
(c) Entities that would like to apply IFRS 17 earlier would be able to do so.
Response to EFRAG:
See answer to Question 7(a). UNESPA believes that the proposed deferral of the effective date to
1 January 2022 is insufficient and that an additional deferral to 1 January 2023 is needed for a
successful implementation of the standard. A delay of one year will not be disruptive nor defer the
implementation efforts of the companies, as this time is necessary to implement the IT systems and
all the significant changes introduced by IFRS 17.
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Question 8—Transition modifications and reliefs (paragraphs C3(b), C5A, C9A, C22A
and BC119–BC146)
(a) Paragraph C9A proposes an additional modification in the modified retrospective approach. The
modification would require an entity, to the extent permitted by paragraph C8, to classify as a
liability for incurred claims a liability for settlement of claims incurred before an insurance
contract was acquired.
Paragraph C22A proposes that an entity applying the fair value approach could choose to
classify such a liability as a liability for incurred claims.
Do you agree with the proposed amendments? Why or why not?
We agree with the proposed amendment of the IASB, however the amendment should also apply
to the post transition period in order to increase transparency and comparability with other portfolios
and entities.
Additionally and in more broaden terms, we believe that the amendments proposed by the IASB for
transition are insufficient insofar as they do not solve the main issues of entities when applying for
the first time IFRS17.
In particular, under the fair value approach, the option to set OCI to nil, when an entity chooses to
disaggregate insurance finance result between PL and OCI in accordance with IFRS17.88(b), is not
available to the related assets accounted at fair value through OCI. Setting OCI on the liabilities to
nil at transition, whilst maintaining the historical OCI on related assets in products managed under
cash flow matching will distort equity at transition and results going forward significantly. This
problem affects especially long term insurance contracts, where interest rates at the transition date
can be very different from interest rates at initial recognition of the contracts.
On the other hand, determining the amount in OCI retrospectively (in accordance with
IFRS17.C24(a)) introduces also a distortion in OCI in portfolios of underlying assets that have been
restructured during the life of the policies, leading to a significant change in the overall interest rate
of the portfolio
This issue would be solved by establishing the locked-in rate at the date of transition for the fair
value methodology based on the rate of the underlying assets. This proposed approach minimises
any accounting mismatch in equity as a similar discount rate is used in assets and liabilities and the
OCI of the liabilities offset the OCI of the assets.
In more specific terms, UNESPA proposes to amend paragraph C24(c) so this option would also be
available for contracts measured under the general model and managed under cash flow matching
techniques and not only for insurance contracts with direct participation features to which paragraph
B134 applies.
(b) The proposed amendment to paragraph C3(b) would permit an entity to apply the option in
paragraph B115 prospectively from the transition date, rather than the date of initial application.
The amendment proposes that to apply the option in paragraph B115 prospectively on or after
the transition date, an entity would be required to designate risk mitigation relationships at or
before the date it applies the option.
Do you agree with the proposed amendment? Why or why not?
UNESPA agrees with the proposed amendment but also supports the comment made by EFRAG
in its draft comment letter, related to the necessity to allow the retrospective application of the risk
mitigation relief.
Additionally, we believe that the main issue on transition remains unresolved (see answer to
question 8.a)
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(c) Paragraph C5A proposes that an entity that can apply IFRS 17 retrospectively to a group of
insurance contracts be permitted to instead apply the fair value approach to that group if it meets
specified criteria relating to risk mitigation.
Do you agree with the proposed amendment? Why or why not?
UNESPA supports EFRAG’s response in its draft comment letter: the proposed amendment is a
step in the right direction but a retrospective application of the risk mitigation of the risk mitigation
relief would provide more relevant information.
However, as mentioned before, we believe that the main issue on transition remains unresolved
(see answer to question 8.a)

EFRAG additional questions to constituents
94. Do Constituents agree with the approach suggested by EFRAG, i.e. to prefer retrospective
application of paragraph B115 instead of supporting the two consequential amendments? Please
explain why.
95. If you expect to apply the risk mitigation retrospectively under the approach proposed by EFRAG,
how would you find the required evidence in practice? What would be the starting point for collecting
the evidence and what process would you use?
Response to EFRAG:
As mentioned before, UNESPA agrees with the retrospective application of the risk mitigation relief
as suggested by EFRAG. The risk of hindsight would be mitigated if appropriate documentation on
risk management strategies exists and entities can prove with reasonable and supportable
information that the conditions in paragraph B116 were met in the past.

EFRAG additional questions to constituents
(EFRAG CL – Appendix 2, Topic 2: Modified retrospective approach and fair value approach)
155 Please provide specific prevalent fact patterns where the application of the modified
retrospective approach is proving particularly challenging in practice. This would assist EFRAG in
understanding better the interpretation difficulties arising in obtaining reasonable and supportable
information and in estimating missing information that is required to apply the modified retrospective
approach.
Response to EFRAG:
UNESPA believes that the modifications currently permitted under the modified retrospective
approach are too restrictive and do not make retrospective application possible in practice. In
particular, the modified retrospective approach is considered impracticable for long-term life-saving
products due to the large amount of high-quality historical data necessary for estimating the
remaining amount of CSM. This data is not available in the companies‘ datapool (neither can be
reconstructed based on their own accounting historical data or based in previous SII cash flows)
and the companies believe they cannot generate reasonable and reliable estimates with the
information currently available. In other words, the companies understand that they would not be
able to fulfil the “reasonable and supportable information” criterion. Examples of critical missing data,
or not available without undue cost or effort, are the real cash flows previous to the transition date
together with the historical assumptions used in measurement (actuarial or expenses) and how they
have changed until the Transition date. Not all the changes in historical cash flows and assumptions
are stored in the companies‘ data system.
Specifically, the problems we would find when applying the MRA are:
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Fulfillment cash flows
Under MRA it is necessary to estimate future cash flows on the date of initial recognition of a group
of insurance contracts as the amount of future cash flows on the date of transition (or the previous
date, if the future cash flows in that date can be determined retroactively) adjusted for the cash flows
that are known to have occurred between the date of the initial recognition of a group of insurance
contracts and the date of transition (or the previous date). The cash flows that are known to have
occurred include those from contracts that ceased to exist before the transition date.
The problem that face companies at this point is that they do not have the actual cash flows of the
policies, nor of the assumptions that were used to calculate their flows, so they cannot estimate
them either. On the other hand, they do not have the necessary information on policy flows that are
not in force. It is necessary to note that in long-term life insurance, like annuities, there are policies
with more than 30 years old, for which the information with the required level of detail is not kept in
the systems.
Locked in rate
Although the relief of requirements in this aspect would allow the companies to obtain an initial
recognition discount rate applying C13 (a) / C13 (b), the obtained rates would not be consistent with
the assets that support the obligations arising from the insurance contracts, generating accounting
mismatches at the date of transition that would be persistent over time. This problem would also
occur under the Fair Value Approach if current rates are applied as initial recognition rates.
Risk Adjustment
Paragraph c14 of the standards indicates that in order to estimate the RA in the initial recognition,
the RA of the transition date (or before) must be adjusted by the risk estimate assigned before the
transition.
According to the calculation method of the RA, the companies would find the same problem as the
FCF (actual flows). And if the method needs additional hypotheses to assess the risk (the calculation
must be consistent with the one proposed at the transition date), it further complicates its
reconstruction.
Contractual Service Margin
Paragraph C15 (b) indicates that the CSM recognized at the transition date shall be calculated
considering the coverage units consumed between the date of initial recognition and the date of
transition. Given that the approach proposed for the calculation of the coverage units is based on
Fulfillment cash flows insofar as they reflect the transfer of insurance service to the insured, it is not
possible to calculate the evolution of the coverage units between the date of initial recognition and
the date of transition for the reasons explained above.
Therefore, UNESPA believes that amendments are needed either under the modified retrospective
or under the fair value approach in order to ease transition requirements and better portray the
financial situation of Spanish live-saving business.
In addition to the necessary amendment under the Fair Value Approach at transition described
above (answer to Question 8(a)), under the Modified Retrospective Approach, further simplifications
are necessary. We believe that the IASB should allow reasonable approximations and greater
flexibility for insurers. As a minimum UNESPA believes that the following simplifications are
necessary:
•

Permitted to estimate the future cash flows at the date of initial recognition as the amount of the
future cash flows at the transition date without adjusting by cash flows known previous to the
transition date, and to apply a retrospective calculation only when it is possible (for example, for
estimating the IFRS 17 discount rate).
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•

The cumulative OCI at transition date should be consistent with the financial assets associated,
for all the portfolios managed by cash flows matching, as long as they are classified in the FVOCI portfolio.

Question 9—Minor amendments (BC147–BC163)
This Exposure Draft also proposes minor amendments (see paragraphs BC147–BC163 of the
Basis for Conclusions).
Do you agree with the Board’s proposals for each of the minor amendments described in this
Exposure Draft? Why or why not?
UNESPA is still assessing these minor amendments.

EFRAG additional questions to constituents
99. Do Constituents consider that there are any unintended consequences arising from the minor
amendments? Please explain.
100. EFRAG has heard two concerns which are described in the following paragraphs.
B128 of the amended IFRS 17
101 Paragraph B128 of the amendments to IFRS 17 clarifies that changes in the measurement of a
group of insurance contracts caused by changes in the fair value of underlying items should be
treated as changes in investments and hence as changes in the time value of money and financial
risk. The concern is that there would be a misclassification between insurance service result and
finance result requiring the presentation of non-financial items in the financial result.
Paragraph 28 of the amendments to IFRS 17 and paragraph 22 of IFRS 17
102. Paragraph 28 of the amendments to IFRS 17 indicate that in recognising a group of insurance
contracts in a reporting period an entity shall include only contracts that individually meet one of the
criteria set out in paragraph 25 of the amendments to IFRS 17. That is, based on:
(a) the beginning of the coverage period of the group of contracts;
(b) the date when the first payment from a policyholder in the group becomes due; and
(c) for a group of onerous contracts, when the group becomes onerous.
103. However, in paragraph 22 of IFRS 17, an entity shall not include contracts issued more than
one year apart in the same group.
104. Using the issue date in paragraph 25 of the amendments to IFRS 17 instead of the recognition
date for the grouping would have implications on, for example, for the discount rate and could create
difficulties in terms of data availability causing operational issues and undue costs.
105. If you agree with either of the above two issues, please explain why this is an issue for you and
the prevalence of the issue, including volumes and jurisdictions where the issue arises?
Response to EFRAG:
UNESPA is still assessing these minor amendments.
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Question 10—Terminology
This Exposure Draft proposes to add to Appendix A of IFRS 17 the definition ‘insurance contract
services’ to be consistent with other proposed amendments in this Exposure Draft.
In the light of the proposed amendments in this Exposure Draft, the Board is considering
whether to make a consequential change in terminology by amending the terms in IFRS 17 to
replace ‘coverage’ with ‘service’ in the terms ‘coverage units’, ‘coverage period’ and ‘liability for
remaining coverage’. If that change is made, those terms would become ‘service units’, ‘service
period’ and ‘liability for remaining service’, respectively, throughout IFRS 17.
Would you find this change in terminology helpful? Why or why not?
UNESPA is not aware of any unintended consequences at this point in time.
EFRAG additional questions to constituents
110 Do Constituents consider that there may be any unintended consequences arising from the
proposed change in terminology? Please explain.
Response to EFRAG:
UNESPA is not aware of any unintended consequences at this point in time.
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Additional Issues - Annual Cohorts

UNESPA believes that the annual cohort requirement adds undue operational complexity to the
measurement of Spanish long-term insurance contracts, as many insurers issuing these type of
contracts do not manage their business on an annual cohort basis and measuring contracts using
groups that are inconsistent with the way the contracts are managed will not generate useful
information.
In particular, UNESPA believes that in long-term life contracts like annuities, IFRS17 requirement of
annual cohorts is not consistent with current management practices and actuarial estimates and
would lead to excessive granularity, complexity and costs (one-off and increasing on-going costs as
the number of cohorts becomes larger over time).
Grouping by annual cohorts would not correctly portray the business performance of long-term
saving-contracts managed with matching adjustment technics, so it would not provide additional
value to users of financial statements. For such contracts, it may happen that the annual cohorts
with greater seniority survive with a reduced number of policies. The small volume of contracts in
these cohorts would introduce variability in the adjustments to the CSM and would increase the
scope of potential “onerous” cohorts or “artificial” CSM.
This variability (positive or negative) is not a result of a negative deviation of actuarial assumptions,
but derived from having a reduced number of contracts in senior cohorts. Actuarial calculations need
of a sufficient number of policyholders in order to not suffer deviations in the expected future cash
flows. Probability weighted future cash flows use probabilities of death/survival of the policyholders
and will never be equivalent to the real cash flows of one individual policyholder2. The more reduced
is the number of policies, the more difference would arise by this effect when adjusting the CSM for
changes in estimates of the present value of future cash flows (B96(b)) caused by an experience
adjustment (for example, the death of a policyholder), even if there is no change made to the
underlying assumptions (mortality or longevity).
We propose that the requirement to group contracts into annual cohorts is removed, on the condition
that contracts issued in different years can only be aggregated if they were in the same profitability
group at inception. The revised level of aggregation requirement should include a principle that
requires an entity to set the unit of account based on the nature of its business and risk management.
If the requirement of annual cohorts cannot be removed, at a minimum, relief from the use of annual
cohorts is needed (i) for in force business at transition, regardless the measurement model and the
transition approach, and (ii) for long-term saving-contracts under cash flow matching measured
under the general model.

EFRAG additional questions to constituents
(EFRAG CL – Appendix 2, Topic 1: Annual cohorts)
140. For contracts with cash flows that affect or are affected by cash flows to policyholders of other
contracts:
(a) EFRAG is suggesting to the IASB to provide an exception to the requirement to restrict the
grouping of contracts using the annual cohorts. Would Constituents agree with this proposal? Please
explain why or why not.
(b) Please provide fact patterns - and their prevalence - for which the application of the annual
cohorts requirement results in added complexity that is not justified and, as a consequence, should
be captured in such an exception. For example:
2

That either dies or survives, but does not die with a certain probability.
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(i) Contracts to which the VFA applies compared to other contracts;
(ii) Contracts with full sharing of risks compared to other contracts that only share a substantial or
significant part of the risks;
(iii) Contracts that share all risks or only particular risk types; and
(iv) Contracts with sharing of asset returns of underlying pools compared to other contracts.
141. As reported in paragraph 129, the exception should meet the reporting objectives of IFRS 17
(i.e. depicting profit trends over time, recognising profits of contracts over the duration of those
contracts and timely recognising losses onerous contracts).
With reference to the pattern of recognition of the CSM, EFRAG in its case study received mixed
results as to whether the resulting information would be impacted by the removal of the annual
cohorts.
In your opinion, how would you ensure that the CSM release pattern would be in line with the IFRS
17 stated objectives? Do you envisage any loss of information as contemplated by the IASB in
paragraph BC177 of the ED? If so, how would you address that loss of information?
142. Are there other types of contracts in the life insurance business, other than the contracts with
cash flows that affect or are affected by cash flows to policyholders, that create similar complexity?
143. Some have observed that when a grouping approach broader than annual cohorts is applied,
there is a benefit in providing additional information about trends in profitability. Such disclosure
could include:
(a) Reconciliations for the CSM of those groups from the opening to the closing balances (according
to paragraph 101 of IFRS 17)
(b) Disclosure on profitability trends by presenting the CSM effect of new business joining the
groups, extracted from (a), as a series of historical data (for example, the last 3 years);
(c) Disclosure of the actuarial techniques applied for computing the CSM effect of new business
joining the group as well as disclosure about the method used for assessing the profitability referred
in (b).
Would Constituents consider it appropriate to include these additional disclosures?
Response to EFRAG:
142. See previous comments on the annual cohorts issue. UNESPA believes that annual cohorts
are not justified in long-term life-saving contracts managed with matching adjustment technics, as
they do not provide useful information to users but introduce unduly variability in the adjustments of
the CSM3 caused by experience adjustments in senior cohorts with a reduced number of policies.
These contracts are an example, additional to the one mentioned by the EFRAG in its draft comment
letter, where the annual cohorts requirement must be re-considered. In particular, UNESPA believes
that the annual cohorts requirement should be removed, on the condition that contracts issued in
different years can only be aggregated if they were in the same profitability group at inception. The
revised level of aggregation requirements should include a principle that requires an entity to set the
unit of account based on the nature of its business and risk management.
If a principle-based approach cannot be achieved, UNESPA proposes that a relief from the use of
annual cohorts is provided for long-term life-saving products measured under the general model and
managed with matching adjustment techniques (not on an annual cohort basis).

3

Adjustments of the CSM for changes in estimates of the present value of the future cash flows in the liability for remaining
coverage (B96(b)).
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Additional Issues – Volatility in OCI introduced by IFRS 17 discount rates

UNESPA is concerned about the variability in OCI introduced by IFRS 17 for Spanish long-term lifesaving contracts that are not eligible to be measured under the variable fee approach.
Under the general measurement model (both PL and FV-OCI option) changes in the IFRS 17
discount rate after initial recognition do not lead to a remeasurement of the CSM, given that the
CSM is measured at inception with the locked-in rate and not remeasured to reflect changes in this
rate.
Even if the expected cash flows from an insurance contract are economically and perfectly matched
with non-contractually disclosed financial assets that replicate those cash flows, including any longterm interest rate guarantee, an insurer will recognise in P&L/OCI amounts that go beyond the credit
risk spread. This arises as a consequence of the CSM not being remeasured at each reporting date
for changes in the discount rate.
The fact that the CSM is not remeasured for changes in the IFRS 17 discount rate is equivalent to
having a portion of the insurance liability not measured on a current basis, giving rise to amounts
recognised in P&L/OCI that do not offset completely (assuming there is not a spread credit risk) with
the remeasurement at fair value of the corresponding financial instruments.
UNESPA believes such a difference in measurement leads to an accounting mismatch that does
not portray the economic net financial situation of Spanish long-term life-saving products. Spanish
insurers will mainly apply the OCI option for the presentation of the insurance finance result, as their
related assets will be mainly classified in FV-OCI portfolios under IFRS 9. In this context, UNESPA
is significantly concerned about the variability that will be recognised in OCI for these products under
the general measurement model. It is important to highlight that Spanish users of insurers’ financial
statements place much emphasis on understanding the trend and evolution of the profit and loss
and OCI statements, not expecting significant variability for the current business model under an
economically matched balance sheet.
In order to solve this variability, a re-measurement of the CSM at each reporting date for changes
in the discount rate should be permitted, including the effect in OCI , while keeping the other IFRS
17 current requirements unchanged. Such re-measurement would mitigate these accounting
mismatches in OCI between IFRS 9 and IFRS 17. This proposal would apply to companies that
apply the OCI option under the general measurement model, and some type of conditions or
constraints could be set up to limit the remeasurement to certain types of insurance contracts
(managed under matching adjustment techniques, for example).
The above suggestion would not change other current IFRS 17 requirements (i) to use the lockedin rate to accrete interest on the CSM, and (ii) to use the same locked-in rate to determine the
adjustments to the CSM for changes in non-financial assumptions that affect future cash flows would
remain unchanged under the new proposal.
At the same time, we believe it would not affect any core principle of IFRS 17. In particular, the
amounts recognised in OCI would naturally reverse over time and insurance service result would be
shown separately from the insurance finance result.
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Additional Issues – Interaction between IFRS 17 and IFRS 9

There is a source of mismatch generated for some Spanish insurance products, backed by an
important part of equities regarding the asset side.
In these cases, under current accounting standards, the companies were selling part of their equityportfolio (allocated to this product) getting realized gains from such equities which were accounted
through P&L.
The increase of the technical provision were also accounted through P&L. Therefore an adequate
matching was reached.
Under IFRS 9 realized gains from mentioned equity will be kept in OCI. However, under IFRS 17
the increase of the technical provision will be accounted through P&L. Here there is an evident
source of mismatch.
We are aware that there is a fair value option (FVO), but it does not exist a “partial” FVO for the
liability, thus this option will also affect all the fixed income assets portfolio (6 times bigger).
Consequently, this option will transmit a huge volatility to P&L, namely, this will create a nonmanageable P&L in the industry. Please, recall non realized gains amounted almost 20% of the
market value. This type of market movements have been reflected historically in OCI in order to
avoid distortions in P&L. Thus, this option is not suitable for this type of traditional retirement
products.
Therefore the most suitable solution for this mismatch would be to fix IFRS 9 allowing recycling for
these type of equity investments.
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APPENDIX 2: VIEWS ABOUT THE SPANISH LIFE INSURANCE BUSINESS MODEL
One of the most widespread type of insurance contracts used to promote the long-term savings of
population in Spain is in the form of life annuities, both immediate and deferred annuities, which were
tested in EFRAG complete case study.
Compared to other countries, Spanish insurers mainly provide a long-term fixed guarantee on interest
rate to policyholders that does not change over time even if interest rates change.
This guaranteed interest rate to the policyholder is fixed by companies based on the observable market
yield of the investment portfolio assigned to the age of the policyholder when the contract is underwritten.
That is, the pricing of each policy depends on the observable market rates when the offer is made and an
expected duration of the policy based on the age of the insured person.
From a simplified view, and considering the above pricing methodology, Spanish insurers earn a constant
financial margin in these annuities that is the difference between the internal rate of return of financial
assets (expected to be measured at FV-OCI under IFRS 9) and the guaranteed interest rate to the
policyholder, while they are exposed to other non-financial risks (basically, deviation from the assumptions
used in pricing in relation to longevity risk, to the risk margin or to operating expenses) that would
determine the overall margin.
It has been around 20 years that the Spanish regulation incorporated financial immunization and assetliability management (ALM) as methodologies for covering interest rate and spread risks for this type of
contracts. The experience is borne out by the effective role that they have played in the control of the
interest rate provided to the policyholder and the spread credit risk assumed by life insurance
undertakings even through different macroeconomic environments (high and low interest rates, different
phases in the business cycle…).
Although these annuities are economically matched and have specific backing portfolios of debt
instruments supporting the cash flows to be paid to policyholders, they may not be eligible to be measured
under the variable fee approach (VFA), as the policy contractually does not specify in all cases the
financial assets on which the guaranteed profitability is based. Furthermore, when contemplating
guaranteed benefits, the variation in the market value of the assets may not have a significant impact on
the benefits expected to be paid to the policyholders. In particular, only in the case of surrenders before
the maturity date the policyholder would receive the fair value of the underlying assets. This leads to
companies assuming basically only default risk and reinvestment risk if there are deviations from expected
duration.
It is relevant to mention that Spanish annuities are designed to provide the policyholder with access to an
investment guaranteed return for the premium paid for the whole life of the policyholder, covering therefore
the longevity risk. The company links the surrender value to the market value of the assets in order to not
incur in investment risk, but not with the objective to allow the policyholder to share the market value of
the investments. In fact, certain products include a penalization over the capital gains in order to
discourage surrenders and, in general, surrenders are very unusual in these products.
As mentioned in the cover letter, the Spanish industry believes that IFRS 17 should portray the asset and
liabilities management and the interaction between liabilities and their supporting assets. While any
economic mismatches should be reported to users of financial statements, the performance and financial
situation depicted under IFRS 17 should be consistent with the business model companies have in place
and the sources of profit earnings.
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