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Re: IFRS Exposure Draft – Insurance Contracts 

The Canadian Institute of Actuaries (CIA) is the national organization of the actuarial profession in 
Canada. The CIA establishes the Rules of Professional Conduct, guiding principles, and monitoring and 
discipline processes for qualified actuaries. All members must adhere to the profession’s Standards of 
Practice. The CIA follows its Guiding Principles, including Principle 1, which holds the duty of the 
profession to the public above the needs of the profession and its members. The CIA also assists the 
Actuarial Standards Board in developing standards of practice applicable to actuaries working in Canada. 

We appreciate the opportunity to offer our comments on the most recent IFRS exposure draft (ED) related 
to insurance contracts. This is an important issue for Canadian actuaries who work with the insurance 
industry, and we reviewed the document with great interest. We believe that this ED is a significant 
improvement from the 2010 ED; however, certain aspects still require further thought. In the pages that 
follow, we have responded to each of the seven questions that appear in the early part of the ED. 

The main points we want to emphasize are as follows: 

• The use of Other Comprehensive Income (OCI) for insurance contracts should be optional; 
• For companies opting to use OCI, a simpler approach should be available for setting opening 

values for OCI and the Contractual Service Margin (CSM); 
• The mirroring concept should be made more broadly available; 
• Changes in risk adjustments should go through the CSM rather than through profit and loss; and 
• The complexity and system requirements arising from the standard make it imperative that there 

be sufficient lead time for implementation, and careful monitoring of progress in the interim. 

We thank you for offering us the opportunity to provide our comments. Please contact us if you have any 
further questions. 

 

Respectfully submitted, 

 

 

 
Jacques Lafrance 
CIA President 
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QUESTION 1—ADJUSTING THE CONTRACTUAL SERVICE MARGIN 
Do you agree that financial statements would provide relevant information that faithfully 
represents the entity’s financial position and performance if:  

(a) Differences between the current and previous estimates of the present value of future cash 
flows related to future coverage and other future services are added to, or deducted from, 
the contractual service margin, subject to the condition that the contractual service margin 
should not be negative; and 

(b) Differences between the current and previous estimates of the present value of future cash 
flows that do not relate to future coverage and other future services are recognized 
immediately in profit or loss? 

Why, or why not? If not, what would you recommend and why? 

Response 
We agree that offsetting the impact of the present value of future cash flows related to future 
coverage and other future services in the CSM—subject to the condition that the CSM should not 
be negative—produces financial statements that appropriately represent the entity’s financial 
position and performance. However, we feel that the impact of changes in the risk adjustment 
should also be offset in the CSM. Changes in the projected cash flows and changes in the risk 
adjustment both result from reassessment of future risks, and the rationale for offsetting changes 
in the present value of future cash flows in the CSM also applies to changes in the risk 
adjustment. In our view, it is appropriate to treat them consistently and offset the impact of both 
in the CSM.  

Changes in the assumptions used to project future expected cash flows will often result in a 
change in the risk adjustment. In this case, it would be appropriate to treat the impact of the 
changes in assumptions on the risk adjustment in the same manner as the impact of the same 
changes in assumptions on future expected cash flows, and offset the impact of both in the CSM.  

The size of the risk adjustment at issue has a direct impact on the amount of the CSM. Since the 
CSM is set as the amount required so that there is a zero gain at issue—subject to the condition 
that the CSM should not be negative—a larger risk adjustment at issue will result in a smaller 
CSM and a smaller risk adjustment at issue will result in a larger CSM. Since this relationship 
exists at issue, it would be reasonable for the relationship to continue by offsetting changes in the 
risk adjustment in the CSM.  

The risk adjustment and the CSM together represent the expected future profits over the lifetime 
of the contract. Requiring a change in the risk adjustment after issue to go through earnings, and 
not be offset in the CSM, results in an unusual, and potentially inappropriate, emergence of profit 
due to the gain or loss recognized at the time the risk adjustment is re-evaluated. 

In addition, some of the reasons articulated on pages 13 and 14 of the Basis for Conclusions 
document for offsetting the impact of changes in expected cash flows in the CSM also apply to a 
change in the risk adjustment. For example: 

• Immediate recognition of adverse changes in the risk adjustment can make contracts that 
are profitable overall appear to be loss-making in some years; and  

• Adjusting the CSM to reflect changes in the risk adjustment increases consistency with 
the measurement at inception and subsequent measurement. 
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Finally, if changes in the risk adjustment are not offset in the contractual service margin there is 
the potential for companies to manipulate results by establishing a conservative risk adjustment 
at issue, and consequently a smaller CSM, and changing the risk adjustment at a later date. 

QUESTION 2—CONTRACTS THAT REQUIRE THE ENTITY TO HOLD UNDER-
LYING ITEMS AND SPECIFY A LINK TO RETURNS ON THOSE UNDERLYING 
ITEMS 
If a contract requires an entity to hold underlying items and specifies a link between the 
payments to the policyholder and the returns on those underlying items, do you agree that 
financial statements would provide relevant information that faithfully represents the entity’s 
financial position and performance if the entity: 

(a) Measures the fulfilment cash flows that are expected to vary directly with returns on 
underlying items by reference to the carrying amount of the underlying items? 

(b) Measures the fulfilment cash flows that are not expected to vary directly with returns on 
underlying items, for example, fixed payments specified by the contract, options 
embedded in the insurance contract that are not separated, and guarantees of minimum 
payments that are embedded in the contract and that are not separated, in accordance with 
the other requirements of the [draft] standard (i.e., using the expected value of the full 
range of possible outcomes to measure insurance contracts and taking into account risk 
and the time value of money)? 

(c) Recognizes changes in the fulfilment cash flows as follows: 
(i) Changes in the fulfilment cash flows that are expected to vary directly with 

returns on the underlying items would be recognized in profit or loss or other 
comprehensive income on the same basis as the recognition of changes in the 
value of those underlying items; 

(ii) Changes in the fulfilment cash flows that are expected to vary indirectly with the 
returns on the underlying items would be recognized in profit or loss; and 

(iii) Changes in the fulfilment cash flows that are not expected to vary with the returns 
on the underlying items, including those that are expected to vary with other 
factors (for example, with mortality rates) and those that are fixed (for example, 
fixed death benefits), would be recognized in profit or loss and in other 
comprehensive income in accordance with the general requirements of the [draft] 
standard? 

Why, or why not? If not, what would you recommend and why? 

Response 

• The wording “Contracts that require” in the heading of paragraph 33 is too restrictive. 
The typical participating contract in Canada doesn’t require the company to hold any 
particular items, although the legal and regulatory framework for such contracts does. As 
it is written, we don’t believe that paragraph 33 would apply to par insurance in Canada 
and we feel strongly that it should.  

• For paragraph 33 to apply to par insurance, we suggest that the wording be changed to 
something like: “Contracts where the entity holds certain underlying items and links the 
returns to policyholders on those items, etc.” 
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• The dividends to be paid to par policyholders are determined through a combination of 
formula-driven calculations and judgment. As such, terms like “vary directly with” in 
paragraph 34 (a) are inaccurate and the word “directly” should be dropped. 

• In the absence of these changes, the requirement that the changes in fulfilment cash flows 
be split into three groups—vary directly, indirectly, and not vary—strike us as 
enormously complicated at best and impossible at worst from an application point of 
view. Even if it were possible to separate them and apply the methodology as presented, 
it is not clear to us if cash flows could move from one group to another and how this 
would be recognized. Moreover, the methods to separate the cash flows are likely to vary 
widely between companies, which is an undesirable outcome. For participating products, 
it seems to us that not splitting the cash flows and determining the value of the liabilities 
through the value of the assets supporting them would be considerably simpler while 
accomplishing what we believe the current proposal is trying to do. 

• B66 (k) is unclear to us as it appears to make no distinction between cash flows that 
would be expected to be paid out as per the policyholders’ reasonable expectations and 
those that are more discretionary. We strongly believe that the latter should not be 
included in the liability calculation. In this regard, we agree with the Financial 
Accounting Standards Board’s view as described in BCA62. 

• Specifically, the mirroring approach should apply to the interests of the current par 
policyholders, reflecting the assets held for their benefit. The assets held in respect of the 
permanent contributions to the entity from past and current policyholders (including any 
shareholder entitlement) should not be considered policyholder liabilities, but rather as a 
non-controlling interest. 

• In addition, for products where the return to policyholders is directly linked to returns on 
an index or fund, paragraph B84 suggests that unless the entity is contractually required 
to avoid economic mismatch risk by holding the underlying investments, then the 
mirroring approach in paragraph 33 should not be used. We strongly believe that an entity 
should be allowed to apply the mirroring approach in paragraph 33 if the entity manages 
the economic mismatch risk by holding the underlying investments, regardless of whether 
they are contractually obligated to do so.  

QUESTION 3—PRESENTATION OF INSURANCE CONTRACT REVENUE AND 
EXPENSES 
Do you agree that financial statements would provide relevant information that faithfully 
represents the entity’s financial performance if, for all insurance contracts, an entity presents, in 
profit or loss, insurance contract revenue and expenses, rather than information about the 
changes in the components of the insurance contracts? 

Why, or why not? If not, what would you recommend and why? 

Response 
We agree that the new presentation would provide more relevant information, as compared to 
information about the changes in the components of the insurance contracts. However, we are 
concerned about a number of the practical implications. 
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a) Presentation of earned premiums 
• The presentation of this component will have an important impact for life insurance 

companies and will create confusion with the previously used premium presentations 
and those used for management reporting. Education will be required for entities, 
users, and analysts.  

• On the life side, for long-duration contracts, earned premiums are complicated to 
calculate. It will require significant effort from insurers to get the required 
information. 

• While expected benefit payments and expenses are identifiable cash flows, the 
allocation of a portion of the premium to recoup acquisition expenses is a matter of 
judgment and will further adversely impact comparability between companies. 

• It will require major changes in administrative systems to split the investment 
component from the premium amounts, and even more so from the benefits paid. 

b) Disclosures relating to insurance contract revenue 
• Each element of insurance contract revenue will need to be separately disclosed along 

with information on the methods used and appropriate reconciliations. We question 
whether most users will be better served by this change. An educational effort will be 
needed under either approach.  

QUESTION 4—INTEREST EXPENSE IN PROFIT OR LOSS 
Do you agree that financial statements would provide relevant information that faithfully 
represents the entity’s financial performance if an entity is required to segregate the effects of the 
underwriting performance from the effects of the changes in the discount rates by: 

(a) Recognizing, in profit or loss, the interest expense determined using the discount rates 
that applied at the date that the contract was initially recognized. For cash flows that are 
expected to vary directly with returns on underlying items, the entity shall update those 
discount rates when the entity expects any changes in those returns to affect the amount 
of those cash flows; and 

(b) Recognizing, in other comprehensive income, the difference between: 
(i) The carrying amount of the insurance contract measured using the discount rates 

that applied at the reporting date; and 
(ii) The carrying amount of the insurance contract measured using the discount rates 

that applied at the date that the contract was initially recognized. For cash flows 
that are expected to vary directly with returns on underlying items, the entity shall 
update those discount rates when the entity expects any changes in those returns 
to affect the amount of those cash flows? 

Why, or why not? If not, what would you recommend and why? 

Response 
While we understand the reasons that led the International Accounting Standards Board (IASB) 
to compromise and allow the use of OCI to implement a mixed amortization-like and current 
value model for reporting interest expense in profit and loss, we firmly believe that this is a 
second-best solution and that it should be an option rather than a requirement.  



   

6 
 

We are concerned about the complexity added by the requirements addressed in this question. It 
becomes difficult to measure two different discount rates for a contract, and the mirroring 
approach causes further complications when cash flows of the contract must be segregated 
(BC129). On the other hand, we do not believe the complexities referenced in BC145 and BC153 
should be a major concern. 

The IASB has, in our view correctly, insisted on a current value approach for the value of 
fulfilment cash flows for the statement of financial position. In doing so, it rejected the use of 
locked-in discount rates for that purpose. By requiring the disclosure of interest expense using 
locked-in rates, it is requiring a parallel valuation using locked-in discount rates. This is a 
substantial complication of the valuation task.  

Using historical interest rates, it is necessary to record successive yield curves and associate 
them with the related insurance contracts. In the extreme, since market conditions vary 
continuously, no two contracts would use the same yield curve. In practice, some degree of 
aggregation would need to be applied. This, in turn, raises the need to determine an appropriate 
average yield curve for each group of contracts. Using a single average rate for each group 
would simplify the subsequent calculations, but multiply the subdivisions since, for a given yield 
curve, the average rate varies from contract to contract with the term pattern of the expected cash 
flows. In many cases, the level of subdivision would need to be single contracts or very small 
groups. Altered contracts would need to be divided into parts, with different discount rates for 
each part. While the necessary computations are feasible, they are onerous, and the necessary 
controls and checks are even more so. 

For claim liabilities, the same problems exist. In some cases, such as gradual onset claims in 
workers’ compensation, the relationship to a particular contract is at best fuzzy and there will be 
a necessary degree of arbitrariness in assigning an initial discount rate, particularly if the 
premium-allocation approach (PAA) is used and discounting is not applicable to the pre-claim 
liability. 

Using current rates, fulfilment cash flows can be aggregated to a substantial degree and one yield 
curve is used in each valuation. There is no need to maintain levels of subdivision within a 
portfolio finer than what is needed for more substantive purposes. 

The principal argument in favour of the OCI approach is that interest expense on a fully current 
value basis is incompatible with interest accrued on assets held at amortized value. This, it is 
said, will give rise to large spurious swings in profit and loss that need to be quarantined in OCI. 
This is true, but it is not inherently a problem with current value measurement.  

The problem arises out of incompatible measurement and, in any event, the bulk of life insurance 
assets are already carried at current value. It is a potentially larger problem if interest expense 
using locked-in rates is compared to earnings on assets on a fair value basis. Either is 
unsatisfactory.  

If, however, current value interest expense is related to earnings on fair value assets, this 
incompatibility vanishes. If the assets are appropriately matched, the change in liability values 
resulting from a change in the yield curve will be offset by the corresponding change in asset 
values. Under this approach, the current value interest expense needs to be split between interest 
accrued (usually on the beginning of year basis) and the effect of the change in yield curve. For 
the bulk of most insurers’ investments, it is possible to similarly apportion the earnings on assets.  
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Under this basis, swings in liability and matched asset values arising solely from changes in the 
yield curve cancel out, while other movements and the effect of any mismatching flow to profit 
or loss, as they should. For completeness it would be highly desirable to have a fair value option 
for more classes of assets, most notably loans and receivables. 

While spurious volatility is reduced by an amortized approach to both assets and liabilities, as 
proposed in the ED, real components of profit or loss tend to be suppressed. It is for this reason 
that we believe the current/fair value approach to be superior. 

There is also an issue with the way the OCI disclosure is specified. If this is to represent an 
amount of income, it needs to be the “movement in the difference between” rather than the 
“difference between”. As specified, the amount to be recognized in OCI is a cumulative, rather 
than a periodic amount. 

QUESTION 5—EFFECTIVE DATE AND TRANSITION 
Do you agree that the proposed approach to transition appropriately balances comparability with 
verifiability? 

Why, or why not? If not, what do you suggest and why? 

Response 
We are not sure if the proposed approach appropriately balances comparability and verifiability 
but, whatever the balance, it comes at a high cost. The effective date of the standard should 
provide at least a three-year lead time for implementation, both to enable the necessary system 
changes to be made and to maximize the extent of adoption of IFRS4 globally. An 
implementation group should be constituted, including actuaries from various countries, to 
develop appropriate approaches and monitor progress. 

We have concerns with the complexity of the transition rules and, more specifically, the 
implications of applying the OCI accounting retroactively. In our response to question #4, we 
recommended that OCI accounting be an option rather than a requirement. Even if it is optional, 
we recommend adoption of a simplifying approach to the determination of opening values for 
OCI accounting rather than applying OCI retroactively for companies that choose OCI 
accounting. 

Determining the discount rate for OCI accounting and determining the CSM at issue for all 
contracts issued in the past is very complex and work-intensive. The ED does allow some room 
for companies to simplify the work required to set the CSM for contracts sold in the past, but 
does not appear to allow simplification for the setting of the discount rates for OCI accounting. 
In our view, it is important that consistent approaches be used to calculate the CSM and OCI for 
business sold prior to the first period for which a company reports financial results under the new 
standard. Without further simplification for OCI accounting, the cost of transition will be 
extremely high and many companies will not be able to obtain sufficient resources to implement 
the standard in time. 

Even if a simplifying method could be used for setting the discount rates for OCI accounting, 
requiring that OCI accounting be applied retroactively will result in inappropriate financial 
results for most companies. Most life insurance companies have very large blocks of business 
sold many years in the past when interest rates were significantly higher than current market 
interest rates. Over the years, most of the assets backing these liabilities have been traded and 
new assets acquired at lower interest rates. Under the OCI accounting described in the ED, the 
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interest rate earned on the assets will be based on the lower interest rates when the assets 
currently held were purchased and the interest rate on the liabilities would be based on the higher 
interest rates at the time the contracts were sold. As a result, the asset yields used for OCI 
accounting will be significantly lower than the asset yields at the time the contracts were sold 
and in most cases will be lower than the liability discount rate for OCI accounting. This will 
result in a material interest-related loss in the income statement for most companies that will not 
appropriately reflect the underlying profitability of the business.  

The regulatory and financial reporting frameworks that most companies operated under in the 
past were significantly different than the IFRS framework described in the ED. Under the 
Canadian framework, the liability values are tied to the amount of assets required to support the 
liabilities, and trading assets typically does not result in material gains or losses. Canadian 
companies have actively traded their investments and would be penalized significantly by 
requiring OCI accounting to be applied retroactively. In our view, it is not appropriate to 
penalize a company for reasonable investment activity done in the past under a very different 
regulatory and financial reporting framework. 

The economic and business conditions have changed substantially over the last 50 years. In 
response to changing economic and business conditions, companies traded many assets to 
restructure their portfolios. Using interest rates at issue for policies sold many years ago for OCI 
accounting would produce inappropriate results and penalize companies for taking appropriate 
action to respond to changing conditions.  

The CIA feels strongly that the OCI accounting issue should be addressed in the standard. One 
potential approach to address this issue is outlined below.  

Assumptions for this example:  
• Final standard is published by year end 2014; and 
• Effective date of the new standard is January 1, 2018. 

This proposed basis has OCI accounting starting at a point in time and applied from that date 
forward. OCI accounting would not be applied retroactively before that date. For this 
example, OCI accounting will begin effective January 1, 2016, since the standard is expected 
to be finalized a year before that date, providing companies with sufficient lead time to 
modify their investment policies and practices to reflect the new standard from January 1, 
2016, forward. 

Assumptions for OCI accounting: 
• Liability valuation rates for OCI accounting for all policies sold before January 1, 

2016, would be based on the market yields at December 31, 2015;  
• If OCI accounting is applied to assets purchased before January 1, 2016, the OCI 

balance for the liabilities at this starting date would be set to exactly offset the OCI 
balance on the assets backing liabilities at that date; and  

• Liability and investment yields for OCI accounting for all assets and liabilities 
acquired after December 31, 2015, would be established consistent with the ED. 

This approach would eliminate the spread issue caused by investment trading under a 
different regulatory and reporting framework and produce results that are reasonable and 
appropriate. 
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For consistency, it would be appropriate to use a similar approach for setting the CSM on 
business sold prior to December 31, 2015. One way to do this would be to set the CSM for 
past business based on the actual CSM for contracts issued between January 1, 2016, and 
December 31, 2017, with adjustment only for significant changes in pricing margins relative 
to when the business was sold.  

The CIA is open to any reasonable approach to address this issue and has provided the above 
approach as one example of a further simplification to opening OCI and CSM. 

QUESTION 6—THE LIKELY EFFECTS OF A STANDARD FOR INSURANCE 
CONTRACTS 
Considering the proposed standard as a whole, do you think that the costs of complying with the 
proposed requirements are justified by the benefits that the information will provide? How are 
those costs and benefits affected by the proposals in questions 1–5? How do the costs and 
benefits compare with any alternative approach that you propose and with the proposals in the 
2010 ED? 

Please describe the likely effect of the proposed standard as a whole on: 

(a) The transparency in the financial statements of the effects of insurance contracts and the 
comparability between financial statements of different entities that issue insurance 
contracts; and 

(b) The compliance costs for preparers and the costs for users of financial statements to 
understand the information produced, both on initial application and on an ongoing basis. 

Response 
We question whether the complexity to comply with the ED is worth the benefits that might arise 
from it.  

On the cost side, we agree with the IASB that the costs to prepare the statement will increase 
substantially relative to current costs. These include “real” costs of additional staff, systems-
related expenses, audit fees, and the like, but also soft costs, in the form of increased operational 
risk and greater possibility for errors. The new rules are overly complex in many areas, in 
particular the requirements to set different discount rates for OCI accounting versus income, to 
separate the expected and actual cash flows into various categories, to maintain the various 
portfolios, and so on. This additional complexity increases the risk that errors will occur, and will 
also make it more difficult to identify such errors. This increased risk mitigates some of the 
benefits that would otherwise be present in a perfect application of these rules. This risk can be 
mitigated by simplifying the requirements in these areas.  

Of particular concern to us is the presentation of the income statement (the approach to 
determining revenue), OCI, and the associated disclosures. We believe it will be difficult to 
administer and, more importantly, will not necessarily produce comparable results across 
companies depending on their approach to setting portfolios, their choice of pattern to release the 
CSM, as well as their approach to setting initial pricing assumptions.  

We agree with the IASB that there is a potential benefit to those users of the financial statements 
who are interested in comparing to other companies, to the extent that there is increased 
comparability. However, we believe that the proposed financial statements and disclosures are 
too complex for management purposes. We believe that management will require additional 
information, and the effect will be that many companies will prepare two sets of financial 



   

10 
 

statements in response. We expect that, in those circumstances, companies will start with the 
proposed standard, and make adjustments to arrive at a basis that is closer to current practices. 

We are also concerned that some regulators may want to introduce a separate basis to suit their 
purposes (e.g., solvency management), which could leave companies with multiple bases to 
manage. 

With respect to comparability, we believe that there are still a number of areas where there will 
likely be differences in application between companies and between jurisdictions:  

• Significant judgment will be applied by individual companies in determining both the 
“top-down” approach to setting the discount rates and the “bottom-up” approach, which 
will materially impact comparability across companies and jurisdictions;  

• Approach to establishing portfolios will vary, which can affect changes to OCI across 
companies; 

• Approach to transition, i.e., the simplifying approaches that companies take to establish 
the transition adjustments will affect the initial impact analysis and, more importantly, 
comparison of future earnings for many years into the future, as we discuss in more detail 
in question 5; and  

• Methods to bifurcate cash flows on participating policies (mirroring) will likely vary 
substantially from company to company, as we discuss in question 2. 

We believe that there are a number of issues that, if not addressed, will create unwarranted 
volatility or will result in loss of understandability:  

• Paragraph B71 recognizes that estimation techniques will need to be used to determine 
discount rates for periods beyond which observable market data is not available. 
Significant volatility in OCI could result from small changes in observable (shorter term) 
market data, depending on the estimation methods that are applied. We believe that 
simple extrapolation methods are inappropriate for this purpose. More stable approaches 
have proven effective in Canada.  

• Some asset classes (e.g., derivatives) are recorded at fair value through the profit and loss 
statement (P&L). To the extent that these are used to support insurance contract 
liabilities, there will be an accounting mismatch created in the P&L, with an offsetting 
mismatch in OCI.  

• Changes in economic conditions will be reflected immediately in OCI, while other 
experience gains or losses are effectively amortized over the life of the contract. This 
produces a distorted view of the true performance of the contract and is inconsistent with 
how these products are actually managed. 

• For reinsurance assets the ability for the CSM to go negative creates an unnecessary 
asymmetry with the primary contracts. Upon revision of current estimates, the primary 
contract could generate a loss to P&L with no immediate offset from reinsurance even 
though the risk would be covered by reinsurance, in whole or in part. 
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We offer the following suggestions on how to reduce the costs and improve the transparency of 
the ED:  

• Allow OCI accounting to be optional, as we discuss in question 4. This will alleviate 
many of the problems noted above, although for those companies that elect OCI 
accounting, these issues will still remain and should be addressed. 

• Don’t require companies to bifurcate cash flows on policies where mirroring applies, and 
instead, treat the whole contract under the mirroring rules (paragraph 33), as we discuss 
in question 2. 

• For transition, allow, or require, companies to determine the OCI and CSM as of a 
particular date, as opposed to going back to contract inception, as we discuss in question 
5.  

QUESTION 7—CLARITY OF DRAFTING 
Do you agree that the proposals are drafted clearly and reflect the decisions made by the IASB? 

If not, please describe any proposal that is not clear. How would you clarify it? 

Response 
The frequent cross-referencing between paragraphs in the standard and paragraphs in the 
Application Guidance requires the reader to constantly move back and forth between the two 
documents. We suggest that references to sections of the paper by paragraph be replaced with a 
reference to the topic; for example, replace “unless paragraphs 35–40 apply” with “unless a 
contract uses the PAA (see paragraphs 35–40)”. 

The use of words that are not traditional in the insurance industry may lead the reader to wonder 
if there is a distinction in the meaning. For example, the term “reinsurance ceded” was replaced 
with the term “holds”. 

There remains some confusing text about the basis of measurement for building block one (B40 
of the standard) and acceptable use of “best estimates”. This had been confirmed in IASB staff 
papers, but the wording of the draft standard is still not very clear. We recommend that the word 
“mean” be inserted before ”present value” in the sixth line of paragraph B40 to clarify the 
objective of the exercise. 

For PAA, there is no provision for use with reinsurance contracts, insurance contracts acquired in 
portfolio transfer or business combination, or on transition. These need to be changed and 
explicitly recognized.  
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Re:	IFRS Exposure Draft – Insurance Contracts

The Canadian Institute of Actuaries (CIA) is the national organization of the actuarial profession in Canada. The CIA establishes the Rules of Professional Conduct, guiding principles, and monitoring and discipline processes for qualified actuaries. All members must adhere to the profession’s Standards of Practice. The CIA follows its Guiding Principles, including Principle 1, which holds the duty of the profession to the public above the needs of the profession and its members. The CIA also assists the Actuarial Standards Board in developing standards of practice applicable to actuaries working in Canada.

We appreciate the opportunity to offer our comments on the most recent IFRS exposure draft (ED) related to insurance contracts. This is an important issue for Canadian actuaries who work with the insurance industry, and we reviewed the document with great interest. We believe that this ED is a significant improvement from the 2010 ED; however, certain aspects still require further thought. In the pages that follow, we have responded to each of the seven questions that appear in the early part of the ED.

The main points we want to emphasize are as follows:

· The use of Other Comprehensive Income (OCI) for insurance contracts should be optional;

· For companies opting to use OCI, a simpler approach should be available for setting opening values for OCI and the Contractual Service Margin (CSM);

· The mirroring concept should be made more broadly available;

· Changes in risk adjustments should go through the CSM rather than through profit and loss; and

· The complexity and system requirements arising from the standard make it imperative that there be sufficient lead time for implementation, and careful monitoring of progress in the interim.

We thank you for offering us the opportunity to provide our comments. Please contact us if you have any further questions.



Respectfully submitted,







Jacques Lafrance

CIA President
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QUESTION 1—ADJUSTING THE CONTRACTUAL SERVICE MARGIN

Do you agree that financial statements would provide relevant information that faithfully represents the entity’s financial position and performance if: 

(a) Differences between the current and previous estimates of the present value of future cash flows related to future coverage and other future services are added to, or deducted from, the contractual service margin, subject to the condition that the contractual service margin should not be negative; and

(b) Differences between the current and previous estimates of the present value of future cash flows that do not relate to future coverage and other future services are recognized immediately in profit or loss?

Why, or why not? If not, what would you recommend and why?

Response

We agree that offsetting the impact of the present value of future cash flows related to future coverage and other future services in the CSM—subject to the condition that the CSM should not be negative—produces financial statements that appropriately represent the entity’s financial position and performance. However, we feel that the impact of changes in the risk adjustment should also be offset in the CSM. Changes in the projected cash flows and changes in the risk adjustment both result from reassessment of future risks, and the rationale for offsetting changes in the present value of future cash flows in the CSM also applies to changes in the risk adjustment. In our view, it is appropriate to treat them consistently and offset the impact of both in the CSM. 

Changes in the assumptions used to project future expected cash flows will often result in a change in the risk adjustment. In this case, it would be appropriate to treat the impact of the changes in assumptions on the risk adjustment in the same manner as the impact of the same changes in assumptions on future expected cash flows, and offset the impact of both in the CSM. 

The size of the risk adjustment at issue has a direct impact on the amount of the CSM. Since the CSM is set as the amount required so that there is a zero gain at issue—subject to the condition that the CSM should not be negative—a larger risk adjustment at issue will result in a smaller CSM and a smaller risk adjustment at issue will result in a larger CSM. Since this relationship exists at issue, it would be reasonable for the relationship to continue by offsetting changes in the risk adjustment in the CSM. 

The risk adjustment and the CSM together represent the expected future profits over the lifetime of the contract. Requiring a change in the risk adjustment after issue to go through earnings, and not be offset in the CSM, results in an unusual, and potentially inappropriate, emergence of profit due to the gain or loss recognized at the time the risk adjustment is re-evaluated.

In addition, some of the reasons articulated on pages 13 and 14 of the Basis for Conclusions document for offsetting the impact of changes in expected cash flows in the CSM also apply to a change in the risk adjustment. For example:

· Immediate recognition of adverse changes in the risk adjustment can make contracts that are profitable overall appear to be loss-making in some years; and 

· Adjusting the CSM to reflect changes in the risk adjustment increases consistency with the measurement at inception and subsequent measurement.

Finally, if changes in the risk adjustment are not offset in the contractual service margin there is the potential for companies to manipulate results by establishing a conservative risk adjustment at issue, and consequently a smaller CSM, and changing the risk adjustment at a later date.

QUESTION 2—CONTRACTS THAT REQUIRE THE ENTITY TO HOLD UNDER-LYING ITEMS AND SPECIFY A LINK TO RETURNS ON THOSE UNDERLYING ITEMS

If a contract requires an entity to hold underlying items and specifies a link between the payments to the policyholder and the returns on those underlying items, do you agree that financial statements would provide relevant information that faithfully represents the entity’s financial position and performance if the entity:

(a) Measures the fulfilment cash flows that are expected to vary directly with returns on underlying items by reference to the carrying amount of the underlying items?

(b) Measures the fulfilment cash flows that are not expected to vary directly with returns on underlying items, for example, fixed payments specified by the contract, options embedded in the insurance contract that are not separated, and guarantees of minimum payments that are embedded in the contract and that are not separated, in accordance with the other requirements of the [draft] standard (i.e., using the expected value of the full range of possible outcomes to measure insurance contracts and taking into account risk and the time value of money)?

(c) Recognizes changes in the fulfilment cash flows as follows:

(i) Changes in the fulfilment cash flows that are expected to vary directly with returns on the underlying items would be recognized in profit or loss or other comprehensive income on the same basis as the recognition of changes in the value of those underlying items;

(ii) Changes in the fulfilment cash flows that are expected to vary indirectly with the returns on the underlying items would be recognized in profit or loss; and

(iii) Changes in the fulfilment cash flows that are not expected to vary with the returns on the underlying items, including those that are expected to vary with other factors (for example, with mortality rates) and those that are fixed (for example, fixed death benefits), would be recognized in profit or loss and in other comprehensive income in accordance with the general requirements of the [draft] standard?

Why, or why not? If not, what would you recommend and why?

Response

· The wording “Contracts that require” in the heading of paragraph 33 is too restrictive. The typical participating contract in Canada doesn’t require the company to hold any particular items, although the legal and regulatory framework for such contracts does. As it is written, we don’t believe that paragraph 33 would apply to par insurance in Canada and we feel strongly that it should. 

· For paragraph 33 to apply to par insurance, we suggest that the wording be changed to something like: “Contracts where the entity holds certain underlying items and links the returns to policyholders on those items, etc.”

· The dividends to be paid to par policyholders are determined through a combination of formula-driven calculations and judgment. As such, terms like “vary directly with” in paragraph 34 (a) are inaccurate and the word “directly” should be dropped.

· In the absence of these changes, the requirement that the changes in fulfilment cash flows be split into three groups—vary directly, indirectly, and not vary—strike us as enormously complicated at best and impossible at worst from an application point of view. Even if it were possible to separate them and apply the methodology as presented, it is not clear to us if cash flows could move from one group to another and how this would be recognized. Moreover, the methods to separate the cash flows are likely to vary widely between companies, which is an undesirable outcome. For participating products, it seems to us that not splitting the cash flows and determining the value of the liabilities through the value of the assets supporting them would be considerably simpler while accomplishing what we believe the current proposal is trying to do.

· B66 (k) is unclear to us as it appears to make no distinction between cash flows that would be expected to be paid out as per the policyholders’ reasonable expectations and those that are more discretionary. We strongly believe that the latter should not be included in the liability calculation. In this regard, we agree with the Financial Accounting Standards Board’s view as described in BCA62.

· Specifically, the mirroring approach should apply to the interests of the current par policyholders, reflecting the assets held for their benefit. The assets held in respect of the permanent contributions to the entity from past and current policyholders (including any shareholder entitlement) should not be considered policyholder liabilities, but rather as a non-controlling interest.

· In addition, for products where the return to policyholders is directly linked to returns on an index or fund, paragraph B84 suggests that unless the entity is contractually required to avoid economic mismatch risk by holding the underlying investments, then the mirroring approach in paragraph 33 should not be used. We strongly believe that an entity should be allowed to apply the mirroring approach in paragraph 33 if the entity manages the economic mismatch risk by holding the underlying investments, regardless of whether they are contractually obligated to do so. 

QUESTION 3—PRESENTATION OF INSURANCE CONTRACT REVENUE AND EXPENSES

Do you agree that financial statements would provide relevant information that faithfully represents the entity’s financial performance if, for all insurance contracts, an entity presents, in profit or loss, insurance contract revenue and expenses, rather than information about the changes in the components of the insurance contracts?

Why, or why not? If not, what would you recommend and why?

Response

We agree that the new presentation would provide more relevant information, as compared to information about the changes in the components of the insurance contracts. However, we are concerned about a number of the practical implications.




a) Presentation of earned premiums

· The presentation of this component will have an important impact for life insurance companies and will create confusion with the previously used premium presentations and those used for management reporting. Education will be required for entities, users, and analysts. 

· On the life side, for long-duration contracts, earned premiums are complicated to calculate. It will require significant effort from insurers to get the required information.

· While expected benefit payments and expenses are identifiable cash flows, the allocation of a portion of the premium to recoup acquisition expenses is a matter of judgment and will further adversely impact comparability between companies.

· It will require major changes in administrative systems to split the investment component from the premium amounts, and even more so from the benefits paid.

b) Disclosures relating to insurance contract revenue

· Each element of insurance contract revenue will need to be separately disclosed along with information on the methods used and appropriate reconciliations. We question whether most users will be better served by this change. An educational effort will be needed under either approach. 

QUESTION 4—INTEREST EXPENSE IN PROFIT OR LOSS

Do you agree that financial statements would provide relevant information that faithfully represents the entity’s financial performance if an entity is required to segregate the effects of the underwriting performance from the effects of the changes in the discount rates by:

(a) Recognizing, in profit or loss, the interest expense determined using the discount rates that applied at the date that the contract was initially recognized. For cash flows that are expected to vary directly with returns on underlying items, the entity shall update those discount rates when the entity expects any changes in those returns to affect the amount of those cash flows; and

(b) Recognizing, in other comprehensive income, the difference between:

(i) The carrying amount of the insurance contract measured using the discount rates that applied at the reporting date; and

(ii) The carrying amount of the insurance contract measured using the discount rates that applied at the date that the contract was initially recognized. For cash flows that are expected to vary directly with returns on underlying items, the entity shall update those discount rates when the entity expects any changes in those returns to affect the amount of those cash flows?

Why, or why not? If not, what would you recommend and why?

Response

While we understand the reasons that led the International Accounting Standards Board (IASB) to compromise and allow the use of OCI to implement a mixed amortization-like and current value model for reporting interest expense in profit and loss, we firmly believe that this is a second-best solution and that it should be an option rather than a requirement. 

We are concerned about the complexity added by the requirements addressed in this question. It becomes difficult to measure two different discount rates for a contract, and the mirroring approach causes further complications when cash flows of the contract must be segregated (BC129). On the other hand, we do not believe the complexities referenced in BC145 and BC153 should be a major concern.

The IASB has, in our view correctly, insisted on a current value approach for the value of fulfilment cash flows for the statement of financial position. In doing so, it rejected the use of locked-in discount rates for that purpose. By requiring the disclosure of interest expense using locked-in rates, it is requiring a parallel valuation using locked-in discount rates. This is a substantial complication of the valuation task. 

Using historical interest rates, it is necessary to record successive yield curves and associate them with the related insurance contracts. In the extreme, since market conditions vary continuously, no two contracts would use the same yield curve. In practice, some degree of aggregation would need to be applied. This, in turn, raises the need to determine an appropriate average yield curve for each group of contracts. Using a single average rate for each group would simplify the subsequent calculations, but multiply the subdivisions since, for a given yield curve, the average rate varies from contract to contract with the term pattern of the expected cash flows. In many cases, the level of subdivision would need to be single contracts or very small groups. Altered contracts would need to be divided into parts, with different discount rates for each part. While the necessary computations are feasible, they are onerous, and the necessary controls and checks are even more so.

For claim liabilities, the same problems exist. In some cases, such as gradual onset claims in workers’ compensation, the relationship to a particular contract is at best fuzzy and there will be a necessary degree of arbitrariness in assigning an initial discount rate, particularly if the premium-allocation approach (PAA) is used and discounting is not applicable to the pre-claim liability.

Using current rates, fulfilment cash flows can be aggregated to a substantial degree and one yield curve is used in each valuation. There is no need to maintain levels of subdivision within a portfolio finer than what is needed for more substantive purposes.

The principal argument in favour of the OCI approach is that interest expense on a fully current value basis is incompatible with interest accrued on assets held at amortized value. This, it is said, will give rise to large spurious swings in profit and loss that need to be quarantined in OCI. This is true, but it is not inherently a problem with current value measurement. 

The problem arises out of incompatible measurement and, in any event, the bulk of life insurance assets are already carried at current value. It is a potentially larger problem if interest expense using locked-in rates is compared to earnings on assets on a fair value basis. Either is unsatisfactory. 

If, however, current value interest expense is related to earnings on fair value assets, this incompatibility vanishes. If the assets are appropriately matched, the change in liability values resulting from a change in the yield curve will be offset by the corresponding change in asset values. Under this approach, the current value interest expense needs to be split between interest accrued (usually on the beginning of year basis) and the effect of the change in yield curve. For the bulk of most insurers’ investments, it is possible to similarly apportion the earnings on assets. 

Under this basis, swings in liability and matched asset values arising solely from changes in the yield curve cancel out, while other movements and the effect of any mismatching flow to profit or loss, as they should. For completeness it would be highly desirable to have a fair value option for more classes of assets, most notably loans and receivables.

While spurious volatility is reduced by an amortized approach to both assets and liabilities, as proposed in the ED, real components of profit or loss tend to be suppressed. It is for this reason that we believe the current/fair value approach to be superior.

There is also an issue with the way the OCI disclosure is specified. If this is to represent an amount of income, it needs to be the “movement in the difference between” rather than the “difference between”. As specified, the amount to be recognized in OCI is a cumulative, rather than a periodic amount.

QUESTION 5—EFFECTIVE DATE AND TRANSITION

Do you agree that the proposed approach to transition appropriately balances comparability with verifiability?

Why, or why not? If not, what do you suggest and why?

Response

We are not sure if the proposed approach appropriately balances comparability and verifiability but, whatever the balance, it comes at a high cost. The effective date of the standard should provide at least a three-year lead time for implementation, both to enable the necessary system changes to be made and to maximize the extent of adoption of IFRS4 globally. An implementation group should be constituted, including actuaries from various countries, to develop appropriate approaches and monitor progress.

We have concerns with the complexity of the transition rules and, more specifically, the implications of applying the OCI accounting retroactively. In our response to question #4, we recommended that OCI accounting be an option rather than a requirement. Even if it is optional, we recommend adoption of a simplifying approach to the determination of opening values for OCI accounting rather than applying OCI retroactively for companies that choose OCI accounting.

Determining the discount rate for OCI accounting and determining the CSM at issue for all contracts issued in the past is very complex and work-intensive. The ED does allow some room for companies to simplify the work required to set the CSM for contracts sold in the past, but does not appear to allow simplification for the setting of the discount rates for OCI accounting. In our view, it is important that consistent approaches be used to calculate the CSM and OCI for business sold prior to the first period for which a company reports financial results under the new standard. Without further simplification for OCI accounting, the cost of transition will be extremely high and many companies will not be able to obtain sufficient resources to implement the standard in time.

Even if a simplifying method could be used for setting the discount rates for OCI accounting, requiring that OCI accounting be applied retroactively will result in inappropriate financial results for most companies. Most life insurance companies have very large blocks of business sold many years in the past when interest rates were significantly higher than current market interest rates. Over the years, most of the assets backing these liabilities have been traded and new assets acquired at lower interest rates. Under the OCI accounting described in the ED, the interest rate earned on the assets will be based on the lower interest rates when the assets currently held were purchased and the interest rate on the liabilities would be based on the higher interest rates at the time the contracts were sold. As a result, the asset yields used for OCI accounting will be significantly lower than the asset yields at the time the contracts were sold and in most cases will be lower than the liability discount rate for OCI accounting. This will result in a material interest-related loss in the income statement for most companies that will not appropriately reflect the underlying profitability of the business. 

The regulatory and financial reporting frameworks that most companies operated under in the past were significantly different than the IFRS framework described in the ED. Under the Canadian framework, the liability values are tied to the amount of assets required to support the liabilities, and trading assets typically does not result in material gains or losses. Canadian companies have actively traded their investments and would be penalized significantly by requiring OCI accounting to be applied retroactively. In our view, it is not appropriate to penalize a company for reasonable investment activity done in the past under a very different regulatory and financial reporting framework.

The economic and business conditions have changed substantially over the last 50 years. In response to changing economic and business conditions, companies traded many assets to restructure their portfolios. Using interest rates at issue for policies sold many years ago for OCI accounting would produce inappropriate results and penalize companies for taking appropriate action to respond to changing conditions. 

The CIA feels strongly that the OCI accounting issue should be addressed in the standard. One potential approach to address this issue is outlined below. 

Assumptions for this example: 

· Final standard is published by year end 2014; and

· Effective date of the new standard is January 1, 2018.

This proposed basis has OCI accounting starting at a point in time and applied from that date forward. OCI accounting would not be applied retroactively before that date. For this example, OCI accounting will begin effective January 1, 2016, since the standard is expected to be finalized a year before that date, providing companies with sufficient lead time to modify their investment policies and practices to reflect the new standard from January 1, 2016, forward.

Assumptions for OCI accounting:

· Liability valuation rates for OCI accounting for all policies sold before January 1, 2016, would be based on the market yields at December 31, 2015; 

· If OCI accounting is applied to assets purchased before January 1, 2016, the OCI balance for the liabilities at this starting date would be set to exactly offset the OCI balance on the assets backing liabilities at that date; and 

· Liability and investment yields for OCI accounting for all assets and liabilities acquired after December 31, 2015, would be established consistent with the ED.

This approach would eliminate the spread issue caused by investment trading under a different regulatory and reporting framework and produce results that are reasonable and appropriate.

For consistency, it would be appropriate to use a similar approach for setting the CSM on business sold prior to December 31, 2015. One way to do this would be to set the CSM for past business based on the actual CSM for contracts issued between January 1, 2016, and December 31, 2017, with adjustment only for significant changes in pricing margins relative to when the business was sold. 

The CIA is open to any reasonable approach to address this issue and has provided the above approach as one example of a further simplification to opening OCI and CSM.

QUESTION 6—THE LIKELY EFFECTS OF A STANDARD FOR INSURANCE CONTRACTS

Considering the proposed standard as a whole, do you think that the costs of complying with the proposed requirements are justified by the benefits that the information will provide? How are those costs and benefits affected by the proposals in questions 1–5? How do the costs and benefits compare with any alternative approach that you propose and with the proposals in the 2010 ED?

Please describe the likely effect of the proposed standard as a whole on:

(a) The transparency in the financial statements of the effects of insurance contracts and the comparability between financial statements of different entities that issue insurance contracts; and

(b) The compliance costs for preparers and the costs for users of financial statements to understand the information produced, both on initial application and on an ongoing basis.

Response

We question whether the complexity to comply with the ED is worth the benefits that might arise from it. 

On the cost side, we agree with the IASB that the costs to prepare the statement will increase substantially relative to current costs. These include “real” costs of additional staff, systems-related expenses, audit fees, and the like, but also soft costs, in the form of increased operational risk and greater possibility for errors. The new rules are overly complex in many areas, in particular the requirements to set different discount rates for OCI accounting versus income, to separate the expected and actual cash flows into various categories, to maintain the various portfolios, and so on. This additional complexity increases the risk that errors will occur, and will also make it more difficult to identify such errors. This increased risk mitigates some of the benefits that would otherwise be present in a perfect application of these rules. This risk can be mitigated by simplifying the requirements in these areas. 

Of particular concern to us is the presentation of the income statement (the approach to determining revenue), OCI, and the associated disclosures. We believe it will be difficult to administer and, more importantly, will not necessarily produce comparable results across companies depending on their approach to setting portfolios, their choice of pattern to release the CSM, as well as their approach to setting initial pricing assumptions. 

We agree with the IASB that there is a potential benefit to those users of the financial statements who are interested in comparing to other companies, to the extent that there is increased comparability. However, we believe that the proposed financial statements and disclosures are too complex for management purposes. We believe that management will require additional information, and the effect will be that many companies will prepare two sets of financial statements in response. We expect that, in those circumstances, companies will start with the proposed standard, and make adjustments to arrive at a basis that is closer to current practices.

We are also concerned that some regulators may want to introduce a separate basis to suit their purposes (e.g., solvency management), which could leave companies with multiple bases to manage.

With respect to comparability, we believe that there are still a number of areas where there will likely be differences in application between companies and between jurisdictions: 

· Significant judgment will be applied by individual companies in determining both the “top-down” approach to setting the discount rates and the “bottom-up” approach, which will materially impact comparability across companies and jurisdictions; 

· Approach to establishing portfolios will vary, which can affect changes to OCI across companies;

· Approach to transition, i.e., the simplifying approaches that companies take to establish the transition adjustments will affect the initial impact analysis and, more importantly, comparison of future earnings for many years into the future, as we discuss in more detail in question 5; and 

· Methods to bifurcate cash flows on participating policies (mirroring) will likely vary substantially from company to company, as we discuss in question 2.

We believe that there are a number of issues that, if not addressed, will create unwarranted volatility or will result in loss of understandability: 

· Paragraph B71 recognizes that estimation techniques will need to be used to determine discount rates for periods beyond which observable market data is not available. Significant volatility in OCI could result from small changes in observable (shorter term) market data, depending on the estimation methods that are applied. We believe that simple extrapolation methods are inappropriate for this purpose. More stable approaches have proven effective in Canada. 

· Some asset classes (e.g., derivatives) are recorded at fair value through the profit and loss statement (P&L). To the extent that these are used to support insurance contract liabilities, there will be an accounting mismatch created in the P&L, with an offsetting mismatch in OCI. 

· Changes in economic conditions will be reflected immediately in OCI, while other experience gains or losses are effectively amortized over the life of the contract. This produces a distorted view of the true performance of the contract and is inconsistent with how these products are actually managed.

· For reinsurance assets the ability for the CSM to go negative creates an unnecessary asymmetry with the primary contracts. Upon revision of current estimates, the primary contract could generate a loss to P&L with no immediate offset from reinsurance even though the risk would be covered by reinsurance, in whole or in part.




We offer the following suggestions on how to reduce the costs and improve the transparency of the ED: 

· Allow OCI accounting to be optional, as we discuss in question 4. This will alleviate many of the problems noted above, although for those companies that elect OCI accounting, these issues will still remain and should be addressed.

· Don’t require companies to bifurcate cash flows on policies where mirroring applies, and instead, treat the whole contract under the mirroring rules (paragraph 33), as we discuss in question 2.

· For transition, allow, or require, companies to determine the OCI and CSM as of a particular date, as opposed to going back to contract inception, as we discuss in question 5. 

QUESTION 7—CLARITY OF DRAFTING

Do you agree that the proposals are drafted clearly and reflect the decisions made by the IASB?

If not, please describe any proposal that is not clear. How would you clarify it?

Response

The frequent cross-referencing between paragraphs in the standard and paragraphs in the Application Guidance requires the reader to constantly move back and forth between the two documents. We suggest that references to sections of the paper by paragraph be replaced with a reference to the topic; for example, replace “unless paragraphs 35–40 apply” with “unless a contract uses the PAA (see paragraphs 35–40)”.

The use of words that are not traditional in the insurance industry may lead the reader to wonder if there is a distinction in the meaning. For example, the term “reinsurance ceded” was replaced with the term “holds”.

There remains some confusing text about the basis of measurement for building block one (B40 of the standard) and acceptable use of “best estimates”. This had been confirmed in IASB staff papers, but the wording of the draft standard is still not very clear. We recommend that the word “mean” be inserted before ”present value” in the sixth line of paragraph B40 to clarify the objective of the exercise.

For PAA, there is no provision for use with reinsurance contracts, insurance contracts acquired in portfolio transfer or business combination, or on transition. These need to be changed and explicitly recognized. 
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