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This paper has been prepared by the staff of EFRAG for discussion at a public meeting of the EFRAG
Board. The paper does not represent the official views of EFRAG or any individual member of the EFRAG
Board or EFRAG TEG. The papers are made available to enable the public to follow the discussions in the
meeting. Tentative decisions are made in public and reported in EFRAG Update. EFRAG positions as
approved by the EFRAG Board are published as comment letters, discussion or position papers or in any
other form considered appropriate in the circumstances.

IFRS 9: Financial Instruments - Draft endorsement advice -
Cover note

The objective of this session is to approve EFRAG Draft Endorsement Advice of
IFRS 9 for publication after the EFRAG Board meeting, subject to last drafting
changes. To this purpose an updated version of the Draft Endorsement Advice
adapted for the remarks of the Board during its 9 April conference call, remarks
received from the European Commission and individual EFRAG Board members,
has been prepared.

This cover note indicates the latest recommendations made by EFRAG TEG and
provides an overview of the changes requested by the EFRAG Board in its
conference call of 9 April as well as the changes requested by the European
Commission and where these have been addressed in the DEA of IFRS 9. In
addition to this, paper 07.03 provides an updated version of the draft endorsement
advice in track changes and with comments explaining additional changes proposed
by Board members via email.

Recommendations by EFRAG TEG

3

6

EFRAG TEG has also expressed concerns about the lack of quantifications that
arise from the latest survey carried out as a follow up of EFRAG's filed tests. It
therefore recommends the EFRAG Board to include in its endorsement advice that
the IFRS 9 post-implementation review should be carried out sooner rather than
later after mandatory application.

EFRAG TEG has recommended to include in the endorsement advice a pros and
cons analysis of the deferral of IFRS 9 for insurance businesses, as this deferral is
not without drawbacks. This analysis is reflected in the revised DEA (Appendix 3,
paragraphs 116 to 118). The majority of EFRAG TEG members support that the
IASB is requested to grant grand-fathering of IAS 39 to insurance businesses as an
option until the new insurance contract standard becomes effective. EFRAG TEG
would not support that this option is open other than for all insurance activities of a
reporting entity.

EFRAG TEG has also considered the scope of a potential deferral that can be
proactively support the request put to the IASB. This is reflected in paper 07.02.

Paper 07.04 is a clean version of the updated draft endorsement advice.

Questions for EFRAG Board members

7 Do EFRAG Board members agree with the draft endorsement advice as updated?
If not which of the change(s) are rejected and why?
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Agenda Papers
8 In addition to this cover note, agenda papers for this session are:

(a) Agenda paper 07.02 — Inter-relationship between IFRS 9 and the future
insurance contracts standard;

(b) Agenda paper 07.03 — IFRS 9 Financial Instruments DEA — compared;
(c) Agenda paper 07.04 — IFRS 9 Financial Instruments DEA — clean; and

(d) Agenda paper 07.05 — IFRS 9 Financial Instruments — Invitation to comment.
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Main changes requested by EFRAG Board

9 The following changes to the DEA were requested by the EFRAG Board in its
conference call of 9 April.
Topic Where addressed in the DEA

Deferral of IFRS 9 for Insurance

¢ Note for Board with pros and cons;

e Address practical ESMA concerns,
e.g. time limit to deferral

¢ Insert quantitative data from field-
test and assess impact;

o Deferral is entity/business specific
rather than instrument by
instrument

e Insert open question in DEA to
constituents;

e Cover letter: align position on
insurance with rest of position on
IFRS 9;

e The Board to advise the
Commission to ask the IASB to
defer.

e DEA, Appendix 3, paragraphs 111 to
122;

o DEA, Appendix 3, paragraphs 111 to 122

o DEA, Appendix 4. Quantitative data not
yet available;

e Entity-specific issue included in paper on
scope (paper 07.02);

e Invitation to comment, paragraph 11;
o Cover letter, page 3;

o Cover letter, page 3

Basel guidance on impairment

e Invitation to comment: remove
guestion relating to Basel guidance

e Clarify if EFRAG agrees with the
level of judgement used in the
standard

¢ Include extract from Basel draft in
Board papers

e Question has been removed,;

o DEA, Appendix 2, paragraphs 131 and
136; and

e Extract not included as paragraphs 130
and 135 describe the issue on
proportionality.

Early application

e Change cover letter and Appendix 2
body that EFRAG supports early
application;

e Insert pros and cons (paying
attention to implications for
regulated entities)

e DEA, Appendix 2, paragraphs 191-194;
Cover letter, page 3; Invitation to
comment, paragraph 16; and

e DEA, Appendix 2, paragraphs 192-193.

Lack of quantitative data

e Explain work undertaken

e Refer to impact studies and why we
do not use them:;

e Add question to constituents if
endorsement is to be postponed till
date are available;

e DEA, Appendix 4, paragraphs 1 to 14;
Cover letter, page 4;

e DEA, Appendix 4, paragraphs 1 to 14;
Cover letter, page 4;

e Invitation to comment, paragraph 14;
and
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e Include relevant results from
guestionnaires within Appendix 4.

DEA, Appendix 4, paragraphs 10 to 14.

Cover letter

e Refer to field-test results
Explain that we will continue to
monitor developments

e Insert question in Invitation to
comment: should endorsement be
postponed until data come in

e Tone down insurance paragraph

e Redraft paragraph on stable
portfolios (also in Appendices).

Cover letter, page 4;
Cover letter, page 4;

Invitation to comment, paragraph 15;
Cover letter, page 3; and

Cover letter, page 3; DEA, Appendix 2,
paragraph 92 to 102.

Day one losses

e Look at day 2 losses (clarify
recognition of loss allowance at
reporting date vs day one loss)

DEA, Appendix 2, paragraph 56.

Private equity investors, App 2, 8 92
e Tone down drafting;

e Incorporate input from earlier field-
test on long-term investments;

¢ Add that more outreach is planned
Address recycling

e Make it fit to public good (not
technical) — whether private equity
would really change their
investment strategy (to be followed
up in outreach)

e Consider whether FVPL does or
does not reflect private equity
business model

Cover letter, page 3; DEA, Appendix 2,
paragraphs 37, Appendix 3 paragraph
92;

No reference made to long-term
investments (see comment box);

DEA, Appendix 3, paragraph 92;

DEA, Appendix 3, paragraph 92;

DEA, Appendix 3, paragraph 92; and

DEA, Appendix 3, paragraph 92.

Treatment of equity

e Align treatment of equity all over the
document (over different sectors)

e Address recycling — explain IASB
rationale for not recycling

e Impairment (App 2, 834) — explain
why IASB did not provide an
impairment model for equities

Cover letter, page 3; DEA, Appendix 2,
paragraphs 35 to 38, 145 and 187;
DEA, Appendix 3, paragraphs 17, 18
(c), 26, 27, 88 to 92;

DEA, Appendix 3, paragraph 26;

DEA, Appendix 2, paragraph 37.
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Other issues

e Discuss the overall conceptual
background on impairment

DEA, Appendix 2, paragraphs 56 to 59.

Stewardship

¢ Provide justification for statement
EFRAG assessment includes
reference to stewardship

Cover letter, page 1; DEA, Appendix 2,
paragraph 3.

Prudence

¢ Invitation to comment: provide
separate question

DEA, Appendix 2, paragraphs 184 to
190.
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Main changes requested by the European Commission

10 The following changes to the DEA were requested by the European Commission.

Topic

Where addressed in the DEA

Mispricing issue

DEA, Appendix 2, paragraphs 74 to
76.

Basel guidance -
expedients

practical

DEA, Appendix 2, paragraphs 132 to
135.

Merge Appendix 4 with Appendix 3

Original Appendix 4 was merged, but
a new Appendix 4 was created to
host the information on quantitative
data.

Use of fair values

DEA, Appendix 2, paragraphs 44 to
50.

Prudence — separate section

DEA, Appendix 2, paragraphs 184 to
190

True and fair explained

DEA, Appendix 2, paragraph 195.

Summaries of Appendix 2 and 3

DEA, Appendix 2, paragraph 1,
Appendix 3, paragraph 1.
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