
Need to know
IASB proposes a minor amendment regarding the initial 
application of IFRS 17 and IFRS 9

This Need to know discusses the proposed amendment to IFRS 17 Insurance Contracts set 
out in ED/2021/8 Initial Application of IFRS 9 and IFRS 17—Comparative Information, published 
by the International Accounting Standards Board (Board) on 28 July 2021.

 • The Board proposes a narrow-scope amendment to the transition requirements in 
IFRS 17 for entities that first apply IFRS 17 and IFRS 9 at the same time

 • The proposed amendment relates to financial assets for which comparative 
information presented on initial application of IFRS 17 and IFRS 9 has not been 
restated for IFRS 9

 • Applying the proposed amendment, an entity would be permitted to present 
comparative information about such financial assets as if the classification and 
measurement requirements of IFRS 9 (except impairment) had been applied to the 
financial assets

 • This option would be available on an asset-by-asset basis

 • The amendment would be effective at the time an entity first applies IFRS 17

 • The 60 days comment period ends on 27 September 2021

Background
Many insurance entities have elected to apply the temporary exemption that allows 
them to defer the adoption of IFRS 9 Financial Instruments until they apply IFRS 17 Insurance 
Contracts. However, the two Standards have different requirements with respect of the 
comparative information presented on initial application. IFRS 17 requires entities to 
present at least one restated comparative period. IFRS 9 permits (but does not require) 
restatement of comparative periods and prohibits entities from applying IFRS 9 to financial 
assets derecognised before the date of initial application of IFRS 9. 

For more information please see 
the following websites:

www.ukaccountingplus.co.uk

www.deloitte.co.uk
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Many insurers plan to present restated comparative information for financial assets applying IFRS 9 because they believe that doing so will 
improve the usefulness of the information presented.  However, some of these insurers have raised concerns about the usefulness of the 
information  that would be presented if the comparative period includes a mixture of financial assets classified applying IFRS 9 and others 
applying IAS 39 Financial Instruments: Recognition and Measurement. They noted that this has the potential to create information that may be 
misleading because it may result in accounting mismatches between insurance contract liabilities and financial assets. These insurers have 
noted that such information, when compared with the year that includes the full application of IFRS 9 and IFRS 17, would be very difficult to 
explain. 

Further, insurers have raised concerns about the operational complexity of not being able to identify which financial assets will be restated 
for IFRS 9 until the end of the comparative period. 

To address these challenges, insurers asked the Board for the option to present information about financial instruments that reflects the 
application of the classification requirements of IFRS 9 at the transition date of IFRS 17. 

The proposed amendment
An entity that first applies IFRS 17 and IFRS 9 at the same time is permitted to apply a classification overlay for the purpose of presenting 
comparative information about a financial asset, if the comparative information for that financial asset has not been restated for IFRS 9. 
This may be the case if either the entity chooses not to restate prior periods, or if the entity chooses to restate prior periods but the 
financial asset has been derecognised during those prior periods. If an entity applies the classification overlay, it would disclose that fact. 

Observation
The Board considered whether to propose that an entity electing to apply the classification overlay be required to apply it to all 
financial assets not restated for IFRS 9 in the comparative period(s). However, the Board observed that for some entities the issue that 
the classification overlay aims to resolve may not be relevant for all financial assets held by the entity. The Board therefore proposes 
an optional instrument-by-instrument-basis that would allow an entity to assess whether, for a particular financial asset, the benefits 
of applying the proposed amendment outweigh the costs.

The Board acknowledged that this bears the risk that an entity could apply the proposed amendment selectively to achieve 
an opportunistic outcome. However, the Board concluded that this risk is mitigated because entities that apply the proposed 
classification overlay want to reduce accounting mismatches and achieve greater consistency with how IFRS 9 will be applied in the 
financial statements that apply IFRS 9 and IFRS 17 for the first time. 

Further, there is no proposed requirement to separately identify those financial assets to which the overlay has been applied. This 
would avoid the need for tracking such financial assets, as the cost of doing so would likely outweigh the benefit.

It is proposed that an entity that applies the classification overlay to a financial asset would use reasonable and supportable information 
available at the transition date to determine how the entity expects that financial asset to be classified on initial application of IFRS 9 (for 
example, using preliminary assessments performed to prepare for the transition to IFRS 9).

It is also proposed that an entity should use the expected classification to present comparative information as if the classification and 
measurement requirements of IFRS 9 had been applied to that financial asset.
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Observation
BC25-28 of the ED discusses how the Board expects entities might apply the classification overlay from a practical perspective.  
The Board notes that the transition requirements in IFRS 9 require that the business model assessment and elections to designate 
financial assets to be measured at fair value through profit or loss are made based on the facts and circumstances that exist at the 
date of initial application of the Standard. This means that in their “parallel run”, an entity would essentially classify a financial asset 
based on how it expects the financial asset to be classified when applying IFRS 9, assuming that those assets would continue to be 
recognised at the date of initial application of IFRS 9. In other words, entities would ‘pre-analyse’ how they expect those financial 
assets to be classified when applying IFRS 9. The Board expects that entities adopting that approach could use that pre-analysis to 
make the assessments necessary to apply the proposed classification overlay.  

Accordingly, when supported by reasonable and supportable information, an entity could classify: 

 • A debt instrument as subsequently measured at either: 

 – Amortised cost

 – Fair value through profit or loss

 – Fair value through other comprehensive income

 • An equity instrument as subsequently measured at either: 

 – Fair value through profit or loss

 – Fair value, with changes in fair value presented in other comprehensive income

The Board, however, noted that the classification overlay does not amend the transition requirements of IFRS 9. Accordingly, when 
entities apply IFRS 9 they will still be required to apply the IFRS 9 requirements to the financial assets that continue to be recognised 
at the date of initial application.

 
In applying the classification overlay, an entity is not required to apply the impairment requirements of IFRS 9. 

Any difference between the previous carrying amount of the financial asset and the carrying amount at the transition date that results 
from applying the classification overlay would be recognised in opening retained earnings (or other component of equity, as appropriate) 
at the transition date.

At the date of initial application of IFRS 9, an entity would be required to apply the transition requirements in IFRS 9 to a financial asset, 
regardless of whether the entity has applied the classification overlay to that financial asset. 

An entity would not be permitted to apply the classification overlay to: 

 • A financial asset that is held in respect of an activity that is unconnected with contracts within the scope of IFRS 17

 • Comparative information for reporting periods before the transition date to IFRS 17

Observation
The exclusion of financial assets that are unconnected to contracts in the scope of IFRS 17 is consistent with the existing requirements 
in IFRS 17:C29(a) which allows an entity that had applied IFRS 9 to annual reporting periods before the initial application of IFRS 17 
to reassess specified classification criteria in IFRS 9 in respect of financial assets that are not held in respect of an activity that is 
unconnected with contracts within the scope of IFRS 17. Examples of excluded financial assets are financial assets held in respect of 
banking activities or financial assets held in respect of investment contracts outside the scope of IFRS 17.
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Effective date and comment period
An entity that elects to apply the amendment would apply it when it applies IFRS 17.

The 60 day comment period for the ED ends on 27 September 2021.

Further information
If you have any questions about the proposed amendment to IFRS 17, please speak to your usual Deloitte contact.

The Deloitte Accounting Research Tool (DART) is a comprehensive online library of accounting and financial disclosures literature. 
GAAP in the UK on DART allows access to the full UK accounting and IFRS Standards, linking to and from:

 • Deloitte’s authoritative, up-to-date, GAAP in the UK manuals which provide guidance for reporting under UK accounting and IFRS 
Standards; and

 • Model financial statements for both listed and unlisted entities.

To apply for a subscription to DART, click here to start the application process and select the appropriate GAAP in the UK package. 

For more information about DART, including pricing of the subscription packages, click here.
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