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Background

In June 2020, the International Accounting Standards Board (IASB) amended IFRS 17 Insurance Contracts in response to
concerns and challenges raised by stakeholders on the implementation of IFRS 17. The main objective of the proposed
amendments are to ease the IFRS 17 implementation by addressing, and providing support, on several issues
encountered by insurers as they started their implementation process. The targeted amendments will also make it easier
for insurers to explain the results of applying IFRS 17 to investors.

Scope

Additional scope exclusions have been approved for IFRS 17.

The first relates to credit card contracts, and other similar contracts that provide credit or payment arrangements, that
meet the definition of an insurance contract. Such contracts can be excluded from the scope of IFRS 17 if the fee charged
to the customer on those contracts does not reflect an assessment of the insurance risk associated with the individual
customer. If the entity provides the insurance coverage to the customer as part of the contractual terms of such a contract,
the entity is required to apply IFRS 17 to the insurance coverage component and other applicable IFRS standards (e.g.
IFRS 9) to the other components of the contract.

The second new scope exclusion permits an entity to apply either IFRS 17 or IFRS 9 to insurance contracts that limit

compensation for insured events to the amount required to settle the policyholder’s obligations created by the contract.
This option would be made at a portfolio level and would be irrevocable.

Recognition & Measurement

A number of changes to the recognition and measurement requirements of IFRS 17 have been approved by the IASB as
follows:
= For the expected recovery of insurance acquisition cash flows:
e Part of the insurance acquisition cash flows are allocated to expected contract renewals.
e The insurance acquisition cash flows are to be recognized as an asset when paid until the entity recognizes
contract renewals.
e The insurance acquisition cash flows recognized as an asset must be assessed for recoverability at each
reporting period if facts and circumstances indicate the asset may be impaired.
e Forinsurance contracts acquired in a business combination or asset acquisition, an asset is recognized for
insurance acquisition cash flows and is measured at fair value as at the date of acquisition.
= For insurance contracts with direct participation features, the contractual service margin should be recognized in
profit or loss considering both insurance coverage and investment-related service.
= The use of the risk mitigation option has been extended for insurance contracts with direct participation features
when the entity uses reinsurance contracts or non-derivative financial instruments measured at fair value through
profit or loss to mitigate financial risks.
= For all reinsurance contracts held, a gain should be recognized when the underlying contracts are onerous and only
if the reinsurance contracts are entered into before or at the same time the onerous underlying contracts are
issued. The gain is recognized based on a fixed percentage of claims that the entity expects to recover from holding
the reinsurance contracts.

Presentation & Disclosure
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The amendments to IFRS 17 includes a simplified balance sheet presentation for insurance contract assets and liabilities
to require that they be aggregated at a portfolio level rather than at a group level.

Further, new required disclosures include:

= Areconciliation from the opening to closing balance of any asset for insurance acquisition cash flows, showing
separately impairment losses or reversals of impairment.

= Quantitative information (i.e., time bands) for when the entity expects to derecognize an asset for insurance
acquisition cash flows.

= Quantitative information about when the entity expects to recognize in profit or loss the contractual service margins
remaining as at the reporting date.

= The entity’s judgement applied to assess the relative weighting of the benefits from insurance coverage and
investment-related services or investment-return services.

Interim Financial Statements

A new accounting policy choice has been introduced to permit entities to decide whether to change the treatment of
accounting estimates made in prior interim financial statements when IFRS 17 is subsequently adopted.

Transitional Relief

The following transitional reliefs are included as part of the amendments to IFRS 17:

= A requirement to recognize an asset for acquisition cash flows retrospectively as at the date of transition, unless
impracticable. If impracticable, the modified retrospective or fair value approach would be applied.

= At the transition date, there is no requirement for an entity to determine whether facts or circumstances existed prior
to that date that could indicate impairment of assets recognized.

= Permission to apply the risk mitigation option from the IFRS 17 transition date if the entity designates the risk
mitigation relationships to which it will apply the option no later than that date.

= Permission to use the fair value approach to transition, if the entity chooses to apply the risk mitigation option
prospectively from the transition date, has used derivatives or reinsurance to mitigate financial risk before the date
of transition and can apply IFRS 17 retrospectively.

= For entities applying the modified retrospective approach, liabilities for claims settlement acquired in a business
combination or portfolio transfer are required to be recognized as a liability for incurred claims if the entity does not
have reasonable and supportable information to apply a retrospective approach.

= Extensions of the modification in the modified retrospective approach and relief in the fair value approach to permit
an entity to determine whether a contract meets the definition of an investment contract with discretionary
participation features using information available at the date of transition to IFRS rather than at inception or initial
recognition. This extension is only available when the entity does not have reasonable and supportable information
to apply the retrospective method.

= An amendment to the modification in the modified retrospective approach to specify that if an entity does not have
reasonable and supportable information to identify whether the reinsurance contract held was acquired before or at
the same time that the underlying onerous insurance contracts were issued, the entity must assume it was acquired
after.

e Therefore, the reinsurance contract would not have a loss-recovery component at the date of transition.

= The addition of a modification for entities that do not have reasonable and supportable information to apply their
accounting policy relating to the treatment of accounting estimates in previous interim financial statements
retrospectively. Under this modification, the entity determines the contractual service margin, loss component and
amounts related to insurance finance income/expenses at the date of transition as if interim financial statements
had not been prepared prior to that date.
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Effective Date

IFRS 17 was initially effective for annual periods beginning on or after January 1, 2021, with earlier application permitted if
IFRS 9 Financial Instruments and IFRS 15 Revenue from Contracts with Customers are applied at, or earlier than, the
adoption date.

In October 2020 the IASB deferred the effective date of the initial application of IFRS 17, including the above-noted
amendments, by two years to annual reporting periods beginning on or after January 1, 2023 and changed the fixed
expiry date for the temporary exemption in IFRS 4, Insurance Contracts from applying IFRS 9, Financial Instruments so
that entities would also be required to apply IFRS 9 for annual periods beginning on or after January 1, 2023.

Resources

The full history of this IASB project, including related supporting materials, can be accessed here.
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https://www.ifrs.org/projects/work-plan/amendments-to-ifrs-17/

MADE + CANADA

And Proud of it!

At MNP we’re proud to be the national accounting, tax
and business consulting firm that is
100% Made in Canada.

Why is this important? Because it defines who we are and our approach to business. It has helped
shape our values, our collaborative approach and the way we work with our clients, engaging
them every step of the way.

Our history gives us a unique perspective. We know Canada because we are a part of Canada. All
of our decisions are made here — decisions that drive Canadian business and help us all further
achieve success.

And the sense of strong Canadian commitment, being a part of every community we live and work
in, and always being there through prosperous and challenging times.

Being 100% Canadian is something we wear proudly because we know the great opportunities
that exist here. The opportunities that have been afforded to our firm, the same opportuniti
that we deliver to our clients.




ABOUT MNP

MNP is a leading national accounting, tax and business consulting firm in
Canada. We proudly serve and respond to the needs of our clients in the
public, private and not-for-profit sectors. Through partner-led
engagements, we provide a collaborative, cost-effective approach to
doing business and personalized strategies to help organizations
succeed across the country and around the world.

KINCENTRIC?
Best Employer

CANADA 2019 Praxity AISBL is a global alliance of independent firms. Organised as an international not-for-profit entity under
Belgium law, Praxity has its executive office in Epsom. Praxity — Global Alliance Limited is a not-for-profit company
registered in England and Wales, limited by guarantee, and has its registered office in England. As an Alliance,

K Praxity does not practice the profession of public accountancy or provide audit, tax, consulting or other professional

@ PRAXITY services of any type to third parties. The Alliance does not constitute a joint venture, partnership or network between

N> Empowsring Business Globally participating firms. Because the Alliance firms are independent, Praxity does not guarantee the services or the
quality of services provided by participating firms.
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