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1. 
Scopetc \l1 "1.  Scope
The purpose of this international actuarial practice guideline (IAPG) is to provide guidance to a practitioner in determining whether a change in accounting policy for a contract within the scope of international financial reporting standard (IFRS) 4, Insurance Contracts (2004), is in compliance with the requirements of IFRS 4, ¶21-30. This guidance is applicable for performing professional services related to international financial reporting standards (IFRSs), and in particular under IFRS 4. This IAPG applies where the reporting entity is an insurer, the cedant, the issuer, or the provider of services. It is a class 4 international actuarial standard of practice (IASP).  

These guidelines are not a substitute for meeting the requirements of the relevant IFRSs. Practitioners are therefore directed to the relevant IFRSs (see Appendix B) for authoritative requirements.

2. 
Publication Datetc \l1 "2.  Publication Date
This IAPG was published on [date approved by the Council of the international actuarial association (IAA)].
3.  
Backgroundtc \l1 "3.  Background
Actuaries can be involved in developing or modifying an entity’s accounting policies for insurance contracts. In addition, actuarial guidance and support may be required to determine the consequences of a change in accounting policy for insurance contracts, to assess, for example, whether the intended change in accounting policy complies with the provisions of IFRS 4.

The most frequently applicable IFRSs pertaining to this IAPG are given in Appendix B. 

4.  
Practice Guidelinetc \l1 "4.  Practice Guideline

4.1
Principletc \l2 "4.1.  Principle
International accounting standard (IAS) 8, ¶6, defines an accounting policy as follows: “Accounting policies are the specific principles, bases, conventions, rules and practices applied by a reporting entity in preparing and presenting its financial statements.” 

An entity’s accounting policy is therefore seen in the first instance as a factual consequence of the preparation and presentation of a financial statement without any formal requirement as those specifically applied. The accounting policies are described in the disclosures of the financial statement (see IAS 1, ¶108, and IAPG Disclosures for specific guidance under IFRS 4). In addition, an entity normally documents its accounting policies in more detail than it applies in preparing and presenting a financial statement. Accounting policies become effective by the preparation and issuance of a financial statement on that basis. This means that those authorized to issue a financial statement are ultimately responsible for the determination of the entity’s accounting policies. Accounting policies once applied “are applied within each period and from one period to the next unless a change in accounting policy meets one of the criteria in [IAS 8, ¶14]” (IAS 8, ¶15).

Except in specified cases, the requirement to continue a set of accounting policies previously in use requires that elements used in the preparation and presentation of financial statements be documented.

The following is a discussion on the wordings used in this definition. 

Principles are the basic accounting principles underlying the preparation of financial statement, e.g., as indicated in the international actuarial standards board (IASB) Framework.
Bases are the formal bases of approach; in this case they are usually IFRSs, with possible national and language versions. For certain IFRS, e.g., IFRS 4, a local comprehensive basis of accounting can be adopted.  Nevertheless, this is not required; the entity can modify such a basis. However, after first adopting IFRS, the limitations to change are described in IFRS 4 and later in this IAPG. 

Conventions are interpretations of definitions or guidance, incorporating specific application of the principles to entity-specific circumstances.

Rules are detailed applications from principles and conventions as applied in general or for specific circumstances or issues.

Practices are approaches used to assess information provided in the financial statement as far as intended to be regularly applied, without being specified as a consequence of data of a period. In the latter case, a practice is how to determine the approach based on the accumulated data of the experience period as applied to the relevant future period.

IAS 8, ¶14, determines:  

An entity shall change an accounting policy only if the change:

(a)
is required by a Standard or an Interpretation; or

(b)
results in the financial statements providing reliable and more relevant information about the effects of transactions, other events or conditions on the entity’s financial position, financial performance or cash flows. 

IFRS 4, ¶22, permits an entity to change its existing accounting policy for contracts subject to IFRS 4 “if and only if, the change makes the financial statements more relevant to the economic decision-making needs of users and no less reliable, or more reliable and no less relevant to those needs. An insurer shall judge relevance and reliability by the criteria in IAS 8.”  It is necessary to demonstrate “that the change brings its financial statements closer to meeting the criteria in IAS 8, but the change need not achieve full compliance with those criteria” (IFRS 4, ¶23). IFRS 4 goes on to describe specific issues relevant to this demonstration. 

IAS 8 states:

10. In the absence of a Standard or an Interpretation that specifically applies to a transaction, other event or condition, management shall use its judgement in developing and applying an accounting policy that results in information that is:

(a)
relevant to the economic decision-making needs of users; and

(b) 
reliable, in that the financial statements:

(i)
represent faithfully the financial position, financial



performance and cash flows of the entity;

(ii) 
reflect the economic substance of transactions, other events and conditions, and not merely the legal form;

(iii) 
are neutral, i.e., free from bias;

(iv)
are prudent; and

(v) 
are complete in all material respects.

11. In making the judgement described in paragraph 10, management shall refer to, and consider the applicability of, the following sources in descending order:

(a)
the requirements and guidance in Standards and Interpretations dealing with similar and related issues; and

(b)
the definitions, recognition criteria and measurement concepts for assets, liabilities, income and expenses in the Framework.

12. In making the judgement described in paragraph 10, management may also consider the most recent pronouncements of other standard-setting bodies that use a similar conceptual framework to develop accounting standards, other accounting literature and accepted industry practices, to the extent that these do not conflict with the sources in paragraph 11.
Further guidance to relevance, reliability and their sub-characteristics is provided in the IASB Framework. It is further discussed in the educational background discussion in Appendix A. 

A change in accounting policy can include, for example, changes in measurement approaches, in the estimation process used to determine assumptions, and in changes of assumptions. In some cases where specific assumptions are represented as fixed within a reporting entity’s accounting policy (e.g., expected expense inflation equal to the long-term interest rate assumption less 2.5%), a change in such an assumption may need to be evaluated as a potential change in accounting policy. In cases where the accounting policy allows for a choice at each reporting date of a measurement approach based on the then available information, data, etc., as contemplated by the current accounting policy, the change in approach is not considered to be a change in accounting policy.  Adding measurement approaches outside of the existing accounting policy is not considered to be a change in accounting policy, particularly where new types of insurance products or financial instruments require the use of a new measurement approach not contemplated in the existing accounting policy. 
(IAS 8, ¶16(b)) Applying existing approaches to new issues is also not considered to be a change in accounting policy (IAS 8, ¶16(a)).

IFRS 4 provides guidance in ¶25(29 regarding specific features of accounting policies which may not be introduced, although their use can be continued if already in use. In addition, ¶24 and ¶30 provide guidance as to possible introduction of specific features of accounting policies, which are not in compliance with existing IFRSs but where an exemption is generally available.  IFRS 4 refers to both individual features and overall effect of changes to an accounting policy, with the determination of the acceptability of such changes to be made with respect to the requirements of IFRS 4, ¶22, based on the effects of the overall resulting accounting policy.

4.2  
Current market interest ratestc \l2 "4.2.  Current market interest rates
IFRS 4, ¶24, permits a change in an entity’s accounting policy limited to “designated” insurance liabilities if the change is to reflect “current market interest rates”(see the IAPG Current Estimates, for guidance), as of the reporting date in measuring those insurance liabilities, although it is not specific as to what set of such interest rates that would be.  

Such a permitted change in an accounting policy does not require the application of such an accounting policy to all similar liabilities, which IAS 8 would otherwise require, i.e., IFRS 4, ¶24, grants an exemption from IAS 8, ¶13. Thus, a potential change in accounting policy can be applied to all or only a part of the other assumptions for the “designated” insurance liabilities that reflect current assumptions as of the reporting date, but it is not required to make such a change in accounting policy for all of an entity’s contracts. Although not explicitly mentioned, IFRS 4, ¶24, can also be applied to insurance assets arising from insurance contracts or from reinsurance ceded and to liabilities and assets arising from financial instruments with discretionary participation features (DPFs) whose measurement is not subject to IAS 39. 

Such re-measurement of current market interest rates could be made through the discount rates used to determine the present value of future cash flows or, if the measurement approach considers future investment margins, in both the discount rates used and the future investment earnings assumption. In any event, current market-based interest rates (i.e., the complete yield curve) would normally be applied to the corresponding expected durations of the cash flows.  

The main purpose of IFRS 4, ¶24, is to grant exemption from IAS 8, ¶13. in introducing discounting with current market interest rates. IFRS 4, ¶24, also clarifies that introduction of discounting with current market interest rates is a generally permissible change in accounting policy. However, the measurement of insurance assets and liabilities in many entities’ existing accounting policies involves a comprehensive and sophisticated approach with significant interdependencies between assumptions. Changing just one measurement feature, the discount rate, could affect the overall relevance and reliability, if all other measurement features remain unchanged. The combined effect of introducing discounting with current market interest rates and other measurement features should be viewed on a combined basis. In some cases, further adjustments are needed to measure the effect of features applied to achieve compliance with the requirements of IFRS 4, ¶22. It should be noted that the second sentence of IFRS 4, ¶24, explicitly allows a change in other measurement features simultaneously.   

A consideration in evaluating a change in measurement approach is a review of the overall level of prudence. For example, a change made in accounting policy of replacing an existing discount rate with a (lower) current market interest rate may not violate the requirement of IFRS 4, ¶26. To comply with IFRS 4, ¶26, and if the measurement approach already incorporates sufficient prudence, such a reduction in the discount rates requires adequate reduction of conservatism in other aspects of the measurement approach. Where some of the current prudence is as a result of low discount rates or no discounting at all, if after making the change the overall prudence level is lower and potentially insufficient, such a change in accounting policy might not comply with the requirements of IFRS 4, ¶22. Further adjustments to the measurement approach will then be needed to maintain at least the same level of prudence as present before the change or at least a sufficient prudence otherwise.  
 

In addition, further consequences from such changes in measurement approach, e.g., regarding deferral and amortisation of acquisition cost, need to be considered to accomplish an overall change in accounting policy that is in compliance with IFRS 4, ¶22.

A typical example of a change is the introduction of the discounting of claims liabilities not yet discounted. Although such a change is generally allowed, certain issues still need to be considered. Depending on the current accounting policy, the undiscounted claims liability could be less than sufficiently prudent, even though undiscounted. In such a case the introduction of discounting could worsen the situation, with a reassessment of expected cash flow needed to avoid being less relevant or reliable. Moreover, even if the undiscounted claims liability is deemed to be sufficiently prudent but the liability does not incorporate a margin for risk and uncertainty, the discounted liability may not comply with IFRS 4, ¶22, which indicates that margins for risk and uncertainty can be reflected in the cash flow calculation or alternatively, in the discount rate. If the latter is used, the discount rate chosen will depend on the individual circumstances of the claims covered which will then determine the need for a margin for risk and uncertainty.  

IFRS 4, ¶24, permits discounting for insurance liabilities to be introduced for a part of an insurance liability, but if only the claims liability is discounted while liabilities for future coverage are undiscounted, e.g. as unearned premiums, it needs to be demonstrated that this partial approach is in compliance with IFRS 4, ¶22.

If the measurement of applicable assets or liabilities in the existing accounting policy does not currently reflect future investment margins, their re-measurement using current market interest rates should not introduce such future investment margins in either the discount rates or the interest earnings assumption. Re-measurement of liabilities using market interest rates appears to be intended to eliminate such a use of investment margins, although it is not explicitly stated.  See 4.7 for a discussion of future investment margins. 

IFRS 4 permits parts of a portfolio to be excluded that use significantly different measurement approaches, which are administered in other systems, or where a potential change could result in excessive cost to implement the change of accounting policy. In making a change for a specified segment of business, objective criteria should be used to distinguish that segment. For example, business could be categorized by type of product, relation with investments based on asset-liability matching strategies, certain durations at which it is easier to match with available investments, or for other practical reasons, such as all contracts administered on a specified computer valuation system that is relatively easy to change. The use of objective criteria avoids concerns regarding the possibility of “managing” results, i.e., implementing such a change at a time when profits “need” boosting.  

4.3  
Undiscounted insurance assets and insurance liabilitiestc \l2 "4.3.  Undiscounted insurance assets and insurance liabilities
The terms “discounted” and “undiscounted” as applied to insurance and liabilities refer to values “reflecting time value of money” and “not reflecting time value of money,” respectively. Even though in general, it is deemed that reflecting the time value of money represents an improvement in accounting practice, it can be inappropriate to embed an unjustified amount of margin for risk and uncertainty when reflecting the time value of money in order to increase the level of prudence. 

4.4  
Non-uniform accounting policiestc \l2 "4.4.  Non-uniform accounting policies
IFRS 4, ¶25(c), does not permit a change in accounting policy that would create more diversity of accounting policies among subsidiaries for similar blocks of business by either the introduction of or expansion in non-uniform accounting policies. However, for a new type of product, the implementation of a new accounting policy may be acceptable, for example, by applying the provisions of a comprehensive guidance that is already the basis for the existing accounting policy. If those new products are only offered by one subsidiary, this does not constitute an increase in diversity in the sense of IFRS 4, ¶25(c).

4.5  
Prudencetc \l2 "4.5.  Prudence
IFRS 4, ¶26, states that “An insurer need not change its accounting policies for insurance contracts to eliminate excess prudence. However, if an insurer already measures its insurance contracts with sufficient prudence, it shall not introduce additional prudence.” IFRS 4 neither defines “sufficient prudence” nor provides guidance as to its interpretation. Prudence is defined in the IASB Framework, ¶37. It is a general accounting quality, which can be difficult to quantify, i.e., it is difficult to objectively determine a specific level that first becomes “sufficient.”  

Even though “sufficient prudence” is used without specific quantitative guidance, there exists a rebuttable presumption that the level of prudence desired by the preparer of the financial statement should be based on a set of objective criteria, such as that currently observed in the market, or on a systematic, objective, and rigorous basis reflecting a reporting entity’s existing accounting policy that has been applied systematically to all measurements based on a consistent approach applied over a long period of time. Only in the case where positive evidence exists that observable market-based margins for risk and uncertainty in relevant markets for assets or liabilities determined according to IFRS 4 are materially higher than those resulting from the prudence indicated in the entity’s accounting policy would the presumption be rejected (see IAPG Measurement of Investment Contracts and Service Contracts, for further guidance). 

Observable, reliable, and relevant experience or market data that indicates a lower level of prudence as a result of a change in an accounting policy is usually needed for profits at issue to be permitted.


The application of IAS 8, ¶13, would prohibit an insurer from introducing a different level of prudence to new business than used in existing business. Note that many accounting policies currently allow such a different level, e.g., where locked-in assumptions are used. Therefore, if IAS 8 were applied to these accounting policies in the case of long-term business, the level of prudence would be frozen indefinitely. The application of IFRS 4, ¶24 just to new business allows the strict requirement indicated in the immediately prior paragraph to be overcome, as long as at initial recognition of new business profits arise after consideration of all costs directly related and varying with the acquisition of that portfolio of new business. Prudence should not be reduced below a level where markets would require higher prudence, as evidenced by observable, reliable, and relevant experience or market data.

4.6  
Shadow accountingtc \l2 "4.6.  Shadow accounting
Shadow accounting is the accounting practice by which the measurement of the value of a financial asset is determined according to IAS 39, ¶9, on an available-for-sale basis considering any unrealised gains/losses recognised under IAS 39, ¶55(b), as if they were realised on the reporting date. The income statement amount would not be similarly affected by such unrealised gains/losses. 

The introduction of shadow accounting to overcome the potential inconsistency between, for example, changes in the market value of available-for-sale financial assets to the financial statement due to unrealised gains/losses is usually viewed as representing an improvement of relevance and reliability. Shadow accounting can be applied if actual investment income from available-for-sale financial assets affects the measurement of insurance assets, insurance liabilities or related assets such as deferred acquisition costs or other assets or liabilities reported in compliance with IFRS 4. For example, if shadow accounting were applied, those accounting policies whose amortisation of deferred acquisition expenses is based on expected gross profits including realised capital gains would then also be affected by unrealised capital gains or losses. The difference between the movement of balance sheet amounts and the amounts in the income statement reduces unrealised gains/losses in equity.

Realised and unrealised earnings on available-for-sale financial assets will directly affect any performance-linked liability if linked to the performance of those assets. Liabilities determined as the present value of future cash flows considering such earnings also influence future investment margins. In some cases, the liability adequacy test, if considering current assumptions for future investment margins, will also be impacted.

4.7  
Future investment marginstc \l2 "4.7.  Future investment margins
4.7.1
Backgroundtc \l3 " 4.7.1  Background
To be acceptable under IFRS 4, a change in accounting policy for insurance contracts introducing the effects of future investment margins expected from the assets held by the reporting entity requires special consideration.

IFRS 4, ¶27 and 29, refer to several approaches that consider expected future investment margins in the measurement of insurance liabilities or insurance assets, including “the use of a discount rate that reflects the estimated return on the insurer’s assets or projecting the returns on those assets at an estimate rate of return, discounting those projected returns at a different rate and including the result in the measurement of the liability.” 

Since the total present value of premiums in excess of expected costs under the assumptions used is reported as revenue, the choice of assumptions can have a material effect on the income of the initial or current period, (also see IFRS 4, BC144).  

Some approaches consider expected future investment margins as income in cash flow projections, discounted at different discount rates. Other approaches discount future cash flows excluding cash flows from investments using a discount rate reflecting expected future investment returns.
4.7.2
Exemption of performance-linked contractstc \l3 " 4.7.2  Exemption of performance-linked contracts
At the time of adoption of IFRS 4, the IASB had not developed standards addressing the treatment of a linkage between obligations under insurance or investment contracts and the earnings of the issuer. Therefore, IFRS 4 does not address whether an introduction of consideration of future investment margins for these contracts reduces the relevance or reliability of a financial statement. If the consideration of future expected investment margins is based on an actual linkage of liabilities to assets or reflects the measurement of the corresponding assets, the introduction of consideration of future expected investment margins is not generally viewed as impairing the relevance and reliability of those financial statements. A change in accounting policy in that case is subject to compliance with IFRS 4, ¶22, rather than IFRS 4, ¶27(29.

4.7.3
Meaning of “introduction of consideration of future investment margins” tc \l3 " 4.7.3  Meaning of introduction of consideration of future investments margins
Although IFRS 4 restricts changes in accounting policy in which the consideration of future investment margins is introduced, it does not limit changes in accounting policy where the consideration of future investment margins is continued or modified. Therefore, judgment is required regarding whether the change of accounting policy incorporates (1) an introduction of consideration of future expected investment margins or (2) just their continuation or modification.
Since the discount rates or future expected cash flows from investment income under certain current accounting policies do not fully reflect future expected investment margins, judgment is required to determine whether such a policy is based on future expected investment margins or on another approach. Discount rates that are the smaller of the expected rates based on assets held by the reporting entity and that determined on another non-current basis, e.g., based on historic averages of market interest rates, may be seen as an approach considering future investment margins if the assumptions about future investment margins normally affect the discount rate used.

4.7.4
Judgment about justification of an introduction of future investment marginstc \l3 " 4.7.4  Judgment about justification of an introduction of future investment margins
IFRS 4 asserts that there is a rebuttable presumption that the introduction of future expected investment margins where they were not previously recognised results in an impairment of relevance and reliability of financial statements. Depending on the previous and the proposed modified accounting policies, that presumption might be overcome if the improvements achieved by other aspects of the change in accounting policy outweigh the impairment that would result in the use of the introduction of future investment margins.  

However, it should be remembered that an underlying objective of IFRS 4 is to avoid unnecessary changes. If changes are made, they should bring the accounting policy closer to meeting the criteria indicated in IAS 8. Hence, if for example, a new accounting policy regarding discounting is introduced, the direct introduction of the approach intended by IASB is acceptable if compatible with the intended accounting policy in the aggregate. In the case of use of a comprehensive or widely used accounting policy, such a partial modification might be problematic, either within the approach or considering the comparability with other entities using an unmodified approach.

IFRS 4 includes an example (IFRS 4, ¶28) that illustrates a change in accounting policy that includes a very inappropriate initial accounting policy and an optimal target accounting policy. However, in most practical situations, neither the initial policy will be as bad as described nor the target accounting policy as good as described. Indeed, the target accounting policy is rather idealistic, as most generally used accounting policies do not fully satisfy all the indicated criteria, especially the combination of being comprehensive and widely used, as well as applying current assumptions. As a result, the preference determination will likely not be as obvious as the one shown. 

Possible arguments that can be used to justify an improvement in an existing set of accounting policies could include a change in one of the following characteristics of an accounting policy:

1. Removal of excessively prudent assumptions;

2. Assumptions set at the issuance of a contract which are not updated based on subsequent experience;

3. A discount rate set by regulators without direct reference to market conditions; or 

4. A lack of reflection of the costs of some embedded options and guarantees.

A change in accounting policy can be justified even when not all four of these characteristics are present. For example, certain regulatory imposed accounting policies currently do not have the disadvantage indicated in (4.7.4 above). In addition, the revised accounting policy does not have to improve all of the listed disadvantages of the prior accounting policy.

The determination of whether a change in accounting policy is preferable includes consideration of whether the changed accounting policy: 

1.
Is based on a set of comprehensive principles, i.e., a full set of standards issued by a standard-setting body as described by IAS 8, ¶12, covering all significant issues arising in the accounting for insurance contracts, i.e., it causes difficulties to only change a part of that comprehensive approach. For example, the choice of discount rate is investor-focused, i.e., uses assumptions consistent with investor (stockholder) information needs rather than requirements of long-term claims payment ability as is sometimes required by insurance regulators to protect policyholders; 

2.
Is widely used, i.e., is used by many other reporting entities to the extent that the number of those reporting entities using it is large worldwide, hence, enhances comparability; 

3.
Is based on updated current information at each reporting date, i.e., does not incorporate assumption lock-in or smoothing. Uses assumptions based on best estimates plus reasonable (but not excessively prudent) margins for risk and uncertainty, i.e., is closer to market assessments of liabilities; 

4.
Reflects both the intrinsic value and time value of embedded options and guarantees; or 

5.
Uses a discount rate reflecting market assessment, even if that reflects the estimated return on the insurer’s assets as measured under IFRSs.

Characteristic (1) is of particular importance. For example, its use could overcome the rebuttable presumption. A comprehensive approach, especially if widely used, requires that all its components be introduced together. Otherwise, its comprehensive nature or comparability might be impaired. A single change made in an otherwise preferable comprehensive approach to the existing set of accounting policies might in fact significantly impair its overall relevance. 

It would not be preferable to move to a non-comprehensive approach that introduces the use of future expected investment margins. If an adopted change is not comprehensive, it is possible to either continue existing accounting policy for discount rates or to apply a market-related discount rate within the new approach.
Although IFRS 4 permits the continued use of an embedded value approach (IFRS 4, BC142) for insurance contracts, the IASB has indicated that it is highly unlikely that traditional embedded values or another approach in which future expected investment margins directly affects the value of insurance contracts according to this section, can overcome the rebuttable presumption as being preferable (IFRS 4, ¶29 and BC144), because it affects initial measurement. IFRS 4, BC143(a), indicates that embedded value approaches not using future expected investment margins in that manner might be less inappropriate. In addition, IFRS 4 does not explicitly address the expanded presentation approach often used for embedded values. Although the continuation of existing accounting policies regarding presentation might also be covered by IFRS 4 to some extent, the introduction of such an expanded presentation can be seen as moving away from the principles of IAS 8 rather than moving closer.

In respect to (2), such revised margins need not be lower than those imposed by a business regulator. One aspect of relevance is whether the margins involved are investor-related, i.e., in some cases less prudent than those required by the business regulator. Certain regulators might determine margins based on considerations in a manner similar to those reflected by investors resulting in some cases in lower margins than investors would consider appropriate.

The assumptions chosen in (5) do not necessarily have to be market assumptions or reflect market margins. However, they have to be more closely related to investor needs than previously used assumptions before being considered as being an improvement.
4.8  
Contracts with DPFstc \l2"4.8  Contracts with DPFs
Movement to a full recognition of the entire discretionary participation feature as a liability that is more realistic than the current approach can be viewed as an improvement of reliability and relevance. However, this conclusion should be based on an assessment of the relative reliability of the measurements involved.

Until the IASB has determined its desired treatment of DPFs, any change of existing accounting policy regarding measurement of the DPF that results in the recognition of a liability less than the value of its legal and constructive obligations may be viewed as being less relevant. A change in assumptions to reflect the expectations and intent of management to pay amounts in excess of legal and constructive obligations (e.g., based on policyholders’ reasonable expectations) may not necessarily be considered preferable until the IASB has clarified whether, until the time of execution of discretion, such expected additional amounts that are subject to management’s future discretion is a liability or equity.

4.9  
Designation of financial assetstc \l2"4.9  Designation of financial assets
As a transitional rule, IFRS 4 permits some or all existing financial assets to be reclassified as “fair value through profit and loss” when the reporting entity changes its accounting policy for insurance liabilities or other assets or liabilities measured according to IFRS 4. At the time of first adoption of IFRS and at subsequent changes of accounting policy regarding insurance liabilities and other liabilities under the scope of IFRS 4, such a change is recommended in order for assets to be able to better match liabilities under IFRS 4 when measured at fair value. Since this is “one-way” choice, it should be limited to those assets directly related to the measurement of liabilities. That choice would not affect the measurement of financial assets acquired later.

Appendix A ( Educational background discussiontc \l1 "Appendix A ( Educational Background Discussion
The following is a background discussion of several issues associated with possible changes in accounting policy as contemplated by IFRS 4 with respect to relevance and reliability, the two key criteria for evaluating a possible change in accounting policy.

IFRS 4, ¶22, requires:

An insurer may change its accounting policies for insurance contracts if, and only if, the change makes the financial statements more relevant to the economic decision-making needs of users and no less reliable, or more reliable and no less relevant to those needs. An insurer shall judge relevance and reliability by the criteria in IAS 8.
To explain that rule, the following example in IFRS 4, ¶28, is given:

Suppose that an insurer’s existing accounting policies for insurance contracts involve excessively prudent assumptions set at inception and a discount rate prescribed by a regulator without direct reference to market conditions, and ignore some embedded options and guarantees. The insurer might make its financial statements more relevant and no less reliable by switching to a comprehensive investor-oriented basis of accounting that is widely used and involves:

(a) 
current estimates and assumptions;

(b) a reasonable (but not excessively prudent) adjustment to reflect risk and uncertainty;
(c) 
measurements that reflect both the intrinsic value and time value of embedded options and guarantees; and

(d) a current market discount rate, even if that discount rate reflects the estimated return on the insurer’s assets.
Further, IFRS 4, BC134, states:

In the Board’s view, the cash flows from an asset are irrelevant for the measurement of a liability (unless those cash flows affect (a) the cash flows arising from the liability or (b) the credit characteristics of the liability).
Initial measurement

1. Excessively prudent assumptions:

· Relevance:  The use of certain assumptions of an excessively prudent nature results in a financial statement that is not relevant and is potentially misleading, since earnings can be deferred significantly, often for long periods or to a greater extent than would be considered by users to be reasonable. 

· Reliability:  Such assumptions are neither neutral (i.e., they are significantly biased), nor consistent with the Framework requirement of prudence, resulting in an overstatement.

2. Assumptions set at outset:

· Relevance:  The choice of assumptions generally set at outset cannot generally be seen as irrelevant in the sense of IAS 8, since IAS 39 also allows the use of assumptions set at outset if they are then considered to be reasonable and if the entity expects to hold the contract until completion or voluntary settlement of all rights and obligations. In many cases, such information can be useful. Nevertheless, IAS 39 refers to assumptions reflecting the initial cost. This means that assumptions set at outset which cause an initial profit might be less relevant. This would particularly be important if circumstances have changed significantly since outset, with original assumptions that could be out-of-date later and not relevant to a prospective view of the future.

· Reliability:  As before, setting assumptions as those at outset can be reliable in the sense of IAS 8.

3. Discount rate prescribed by a regulator without direct reference to market conditions:

· Relevance:  The view of regulators can be different from other users. They might have significantly different objectives than investors, possibly focusing on the claims payment ability of the entity, considering that investors cannot be legally forced to raise capital, and as a result requiring that capital be sufficient to cover obligations under certain adverse circumstances. In some cases regulators might allow discount rates, which do not currently appear prudent to justify low prices to the consumer, which may not relevant to other users. Although the outcome might be relevant, the approach does not ensure that. 

· Reliability:  Such discount rates may neither be neutral nor prudent; rather they need to be judged on a facts-and-circumstance basis.

Considering the limitations to relevance and reliability that might affect the financial statement of a reporting entity, changing its accounting policy can contribute to a significant enhancement of overall value to its user. By describing the general principles under which certain changes to accounting policy would be permitted, the IASB haiis shown that practitioners should look to the overall effect of such changes, rather than just to the individual characteristics of the methods and assumptions that are changed. 

Comprehensive basis of accounting

The use of a comprehensive basis of accounting can make it undesirable to change or omit a specific feature of that basis, particularly if it is an integral part of the basis of accounting (see IFRS 4, BC116). Such a change might require further consequential changes, resulting in a piecemeal approach to change, which is inconsistent with one of the objectives of IFRS 4 and may prove difficult to determine preferability.

· Relevance:  The use of a comprehensive basis of accounting improves the usefulness for users in relation to their decision-making needs. Their decisions are often based on comparisons between companies. A comprehensive approach generally improves both comparability (note that although comparability is not explicitly included in relevance in IFRS 4, it is a desirable characteristic) and understanding, especially based on IAS 8, ¶12. Users are usually better able to understand well-established and rigorously developed comprehensive approaches.

· Reliability:  Neutrality is usually improved, since cherry-picking of accounting policies is not possible within a comprehensive system. In addition, completeness is improved, since the controls inherent in having a comprehensive approach usually makes it easier to identify omissions.
Investor-oriented basis of accounting

· Relevance:  Investor-orientation is referred to in IAS 8, ¶12, the conceptual framework used as the basis of accounting. An investor orientation provides the principal intended users, investors (other users might be served as well, but for the purpose of IFRSs, the needs of investors are generally viewed as having precedence in developing accounting policy), with useful information for its decision-making process.

· Reliability:  Investor-orientation should include as a primary consideration the emphasis of substance over form that should in many cases enhance the relevance of a financial statement. Neutrality, prudence, and completeness also form the basis for improved investor-orientation.

Widely used basis of accounting

Widely used are today only a few insurance measurement approaches, including U.S. GAAP or embedded value approaches, with the latter lacking a standardized and comprehensive basis and consistent application. Although some national approaches, as in Canada, Australia or South Africa, might comply with the majority of desirable characteristics, they lack widespread use. Local comparability is not a sound basis for introducing a practice that is otherwise not allowed.  Local consistency in approach is not an objective of IFRSs.  

· Relevance:  A widely used, standardized, and tested basis of accounting is generally considered to be desirable, although the resulting comparability does not necessarily constitute a characteristic of relevance indicated explicitly in IFRS 4, is desirable nonetheless.

· Reliability:  Not necessarily an improvement.

Use of current estimates and assumptions

It is not stated explicitly in IFRS 4 that current estimates and assumptions as of a reporting date are preferable to those at issue.

· Relevance:  Estimates and assumptions made as of the reporting date are more useful for the decision-making needs of users, although in many cases insurer actions (e.g., insured selection and pricing) that affect the extent of the obligation are taken at the time the contract is issued. Similar to a held-to-maturity asset, an insurer generally does not have the ability or need to dispose of the obligation; using this analogy, the use of current assumptions at outset in such a case could be viewed as being relevant.

· Reliability:  Such estimates and assumptions can increase neutrality, which cannot be biased by the use of non-current or potentially out-of-date assumptions in current decision-making and are prudent since current assumptions are used.

Adjustment to reflect risk and uncertainty

· Relevance:  The adjustment is needed to be relevant to the decision-making needs of many users, as they tend to be risk-adverse and require the inclusion of a compensation for taking on risk.

· Reliability:  Such adjustments are necessary features of prudence and neutrality.

Reflection of intrinsic and time value of embedded options and guarantees

· Relevance:  Such information is highly relevant at the time of subsequent measurement, although it might be of a relatively limited relevance at issue, since the effect of risks arising from policyholders’ behaviour or from changes in market factors or insurance risk should be considered and all significant expected cash flows should be considered. This is particularly relevant if the effect of deviations from expected value has an asymmetric effect. Emerging experience subsequent to issue related to policyholders’ behaviour or from changes in market factors or insurance risk might result in their value becoming significant.

· Reliability:  Faithful representation is achieved. It can reasonably be expected that all sources of expected future cash flows should be considered. Considering the impact of policyholders’ behaviour, market factors or changes in insurance risk represents faithful representation of current expectations. The result is unbiased, i.e., neutral. The result is also prudent and complete, as all significant information is reflected, and usually results in an adverse effect on cash flows from the insurer’s perspective. 

Current market discount rate, even if that discount rate reflects the estimated return on the insurer’s assets

· Relevance:  Discount rates determined based on current rates, such as at outset that include margins for risk and uncertainty or at reporting date based on expected yields, best serve the informational needs of investors.

· Reliability:  Such rates are prudent and neutral.

Appendix B – Relevant IFRSstc \l1 "Appendix B ( Relevant IFRSs
The most relevant International Financial Reporting Standards and International Accounting Standards for this International Actuarial Standard of Practice are listed below.

· IAS 1
Presentation of Financial Statements

· IAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors

· IAS 18 
Revenue

· IAS 32 
Financial Instruments: Disclosure and Presentation

· IAS 36 
Impairment of Assets

· IAS 37
Provisions, Contingent Liabilities and Contingent Assets

· IAS 38 
Intangible Assets

· IAS 39 
Financial Instruments: Recognition and Measurement

· IAS 40 
Investment Property

· IFRS 1
First-Time Adoption of International Financial Reporting Standards

· IFRS 3 
Business Combinations

· IFRS 4
Insurance Contracts 

In addition, the IASB Framework is relevant.

Appendix C – List of terms defined in the Glossarytc \l1 "Appendix C ( List of terms defined in the Glossary
Accounting policy

Acquisition costs

Actuary

Cedant

Component

Constructive obligation

Contract

Discretionary participation feature

Fair value

Financial instrument

Financial statement

Guarantees

International Accounting Standard (IAS)

International Accounting Standards Board (IASB)

International Actuarial Association (IAA)

International Actuarial Practice Guidelines (IAPG)

International Actuarial Standard of Practice (IASP)

International Financial Reporting Standards (IFRSs)

Insurance asset

Insurance contract

Insurance liability

Insurer

Issuer

Investment contract

Liability adequacy testing

Margin for risk and uncertainty

Option

Practitioner

Professional services

Reporting entities
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