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Overview

The International Accounting Standards Board (IASB) has
proposed in its Exposure Draft (ED) Mandatory Effective Date

of IFRS 9 to move the mandatory effective date of IFRS 9
Financial Instruments to annual periods beginning on or after

1 January 2015. Earlier application would continue to be
permitted. The IASB decided not to extend the relief from
restatement of comparative figures currently provided by IFRS 9,
which allows an entity not to restate comparative figures if it
decides to early adopt the standard before 2012. The ED does
not address other specific transition issues for IFRS 9, including
the prohibition against applying IFRS 9 to items that have already
been derecognised at the date of initial application, which the IASB
had indicated it may reconsider.

The ED does not discuss how the effective date of IFRS 9 should
relate to the effective dates of other projects but confirms the
importance of the timing of the insurance project (IFRS 4 Phase Il)
when setting an effective date.

The ED poses questions for public comment on the proposed date
of 1 January 2015 and the IASB's tentative decision not to change
the current requirement in IFRS 9 on comparative figures. The

comment period of the exposure draft closes on 21 October 2011.

What you need to know

The IASB has published an ED proposing to defer the
mandatory effective date of IFRS 9 to annual periods
beginning on or after 1January 2015, with earlier
application permitted.

The comment period of the ED closes on 21 October 2011.

The IASB recently extended its time line for IFRS 4
Phase Il and has not yet set a publication date for the
insurance standard.
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Background

IFRS 9, as currently drafted, must be applied for annual periods
beginning on or after 1 January 2013, including the presentation
of comparative figures.

On 19 October 2010, the IASB and the US Financial Accounting
Standards Board (FASB) (collectively, ‘the Boards') issued separate
documents seeking input on the effective dates and transition
methods for several new standards, primarily those that the
Boards are developing jointly. The objective of the IASB document,
Request for Views on Effective Dates and Transition Methods, was
to gather feedback to help the IASB establish appropriate effective
dates and transition methods for the several new IFRSs. The key
themes of the feedback received were that constituents (including
regulators) would prefer:

Sufficient lead time after the finalisation of the last phase of
IFRS 9.

Extension of relief from the requirement to restate
comparative figures until the mandatory effective date of
IFRS ©.

A single effective date for all the phases of IFRS 9, as well as
the revised IFRSs on insurance contracts, revenue recognition,
and leasing.

Many insurers asked the IASB to delay IFRS 9 to achieve alignment
with IFRS 4 Phase Il. The IASB recently extended its IFRS 4

Phase Il timetable and now plans to make a decision on whether

to re-expose or move to a review draft of the standard by the end
of 2011, or during the course of 2012. It will set a publication date
for a final IFRS 4 Phase Il standard in due course. The deliberations
on the insurance project are ongoing and the IASB has not yet
made a decision on the effective date for the future IFRS 4 Phase Il
standard.

Impact of the proposed deferral of IFRS 9 for insurers

First of all, the delay of the IFRS 9 effective date gives insurers
more time to prepare for IFRS 9. In addition to allowing insurers
sufficient time to make the necessary system changes and to
prepare adequately for transition, the proposed amendment
would allow them to work towards implementing all three phases
of the IAS 39 replacement project concurrently. This addresses
a concern raised by preparers that they would like to be able to
evaluate their decisions on classification and measurement (first
phase), such as the use of the fair value option, in light of the new
impairment (second phase) and hedge accounting requirements
(third phase).

The change in the mandatory effective date will also help to
address concerns about the delay of endorsement of IFRS 9
classification and measurement by the European Union (EU). This
is particularly important for SEC filers who are required to report
in accordance with IFRS as issued by the IASB. Absent this change
and until IFRS 9 is endorsed by the EU, from 2013 these entities
would be required to prepare two sets of financial statements:
one set in compliance with IFRS as issued by the IASB for the SEC,
including comparative information for the two previous years,
and another in compliance with IFRS as endorsed by the EU. The
proposal will also allow the IASB sufficient time to fulfil its prior
intention to expose the FASB's final standard on classification

and measurement of financial instruments for comment by

its constituents.

Ultimately, the delay also creates the potential for aligning the
adoption of IFRS 9 with the future IFRS 4 Phase Il standard. In

our publication Measure by measure, we described the impact

for insurers of implementing new measurement requirements for
assets under IFRS 9 and insurance liabilities under IFRS 4 Phase Il.
Because of their importance for an insurer's financial statements,
implementing each of these two standards comes with challenges.
Adopting them at the same time will not be a simple task, but
having to adopt them at different dates would amplify those
challenges and create new ones. Considering that the IASB does
not expect to issue an IFRS 4 Phase Il standard in 2011, it would
be impossible to fully align both standards for adoption under the
effective date currently in IFRS 9 (1 January 2013).
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How we see it

If adopted as proposed, this change will be welcomed by many
insurers because it gives them more time to prepare for the
implementation of IFRS 9 and synchronising it with IFRS 4 Phase II.
In addition, it gives the IASB more time to move ahead on its
insurance project. Aligning IFRS 9 and IFRS 4 Phase Il based on
the proposed effective date of 2015, will still be challenging. In
particular, re-exposure of the insurance proposals may cause the
issuance date of IFRS 4 Phase Il to move to early 2013, which
would mean less time for insurers to prepare for a synchronised
implementation of IFRS 4 and IFRS 9 or, could even bear the risk
of disconnecting the effective dates of IFRS 4 and IFRS 9 with
resurfacing of the alignment issue.

The following is combined timeline of IFRS 9 considering the proposed 1 January 2015 as mandatory adoption date and a projection of

timeline for completion of IFRS 4 Phase IlI:

IFRS 9 and IFRS 4 Phase Il timeline

2011 2012 2013

IFRS 9 SEC filers — begin
comparative data capture

IFRS 4 Re-exposure draft or

T e Publication of final standard
Phase 11

2014

IFRS opening balance sheet
- begin comparative data
capture

Disclose effect of IFRS 9 in
earlier financial statements

2015 2016

Adoption of IFRS 9

Adoption of IFRS 4 Phase Il

The proposed delay in the effective date of IFRS 9 may lead some companies to defer thinking about implementation issues, but we
strongly encourage companies to closely monitor the developments for IFRS 9 and IFRS 4 Phase Il and continue their preparations.

The combined introduction of IFRS 4 and IFRS 9 will have a major impact on financial statements, key performance measures and tax.
Synchronising both standards by classifying investments in a way that is consistent with the measurement of insurance liabilities could
mean that key decisions will have to be taken early on. Further, significant systems and process changes required by IFRS 9 may take a
number of years to be completed. For SEC-regulated entities, even with a 2015 effective date, the first comparative period begins in only

17 months time, on 1 January 2013.
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What does your IFRS 9 implementation road map look like?

2011 2012 2013 2014 2015
IFRS opening balance sheet - begin 1
comparative data capture 1
SEC filers = begin Disclose effect of IFRS 9 in earlier ! .
comparative data capture financial statements : Adoption
Key Develop the road map to adoption Implementation
themes !
Assess impact and consider options Balance sheet under IFRS 9 and revised management information 1
'
Set up and scoping IFRS 9 impact Fi ial stat: t op 1 \
Governance and assessment Optimise impacts on balance sheet/income statement/disclosures 1
planning Financial impact Optimise impacts on regulatory capital 1
IFRS 9 (balance sheet, 1
interaction regulatory 1
with other capital, income  'Phase 1: Classification and measurement !
accounting statement) I
changes - one Implementation Data collection  Interim reporting Interim reporting '
project? strategy o Contract- solution Transition reporting (balance sheet and management information)
Identify and adapting current level analysis  » Detailed requirements ) ) ) I
" N methodologies . n Strategic solution delivery
confirm high- Design, build and test 2 N X " . L
o to prepare for Design, build, test (including disclosures), training Quarterly
priority areas financial impact financial
Project of IFRS 9 Phase 2: Impairment reporting
iviti Business under new
activities processes Methodology Interim reporting Interim reporting accounting
and systems t Transition reporting (balance sheet and management information) standard
impacts (product Risk method Detailed design
sub-ledgers; Sensitivity Proof of concept ~ Strategic solution delivery
risk models; analysis Build and test Design, build, test (including disclosures), training
core finance
infrastructure; Phase 3: Hedge accounting
statutory,
regulatory and Detailed impact Interim reporting Interim reporting
management assessment solution Transition reporting (balance sheet and management information)
reporting; Scenarios Detailed design
planning; Sensitivities Build and test Strategic solution delivery
budgeting) Design, build, test (including disclosures), training

Align with IFRS 4 Phase lI, finance transformation, Solvency Il
Stakeholder management and communications

Tracking of evolving standards and giving feedback on exposure drafts

Our experience working with insurers that are currently assessing the impact of IFRS 9 suggests that it will take a significant amount of
time to implement the changes in a robust and strategic manner. Many insurers have included IFRS 9 implementation as a work stream
within a large-scale accounting and regulatory change project. Many entities are spending time during 2011 to strategically plan the
implementation, particularly establishing a link with the proposed measurement for insurance contracts under IFRS 4 Phase Il.
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How Ernst & Young may be able to help

Ernst & Young can bring its multi-disciplinary teams of accounting, tax, systems and IT professionals to your company to assist in
assessing what IFRS 9 and IFRS 4 Phase Il mean to you and how to adopt them these standards. In the table below, we outline issues and
steps you should consider concerning the implementation of IFRS 9 and the assessment IFRS 4 Phase Il, and indicate how Ernst & Young
may be able to help you from initial assessment through adoption.

Issues and steps How Ernst & Young may be able to help?

Gain a general understanding of the new or » Design and deliver a training session for company personnel on the accounting implications of

proposed accounting standards.

Perform a preliminary assessment of the
impact of the proposal on the company’s
financial statements and regulatory capital.

Benchmark the company against peers and
others in the industry.

Assess processes for data collection, internal
controls and IT systems.

Assess tax positions relating to the new or
proposed accounting standards.

Plan for ultimate implementation of the new or

proposed standards.

Advise management during
the implementation.

Communicate effect of implementation
to stakeholders — analysts, requlators,
shareholders.

the new or proposed standards.
» Share insights of IASB views, including interpretations.

Advise and provide input into:

» Gathering necessary scoping information to implement the new or proposed standards

» Calculating the income statement impact of implementing the new or proposed standards
> Assessing impact on key financial ratios and performance measures

» |dentifying shortfalls in available information to implement the new or proposed standards
> Assessing impact on regulatory capital

For non-audit clients, Ernst & Young can provide support, through the use of an automated
tool, to determine the characteristics of financial assets for IFRS 9 classification. This tool is
able to run queries through large data sets and identify features to help determine fair value
classification using information from external data vendors. The use of this tool can reduce
the time needed to analyse instruments that would require fair value classification based

on characteristics of the instrument. This automated approach is also available for use on
contractually linked instruments. For audit clients, Ernst & Young can use the tool to evaluate
assessments made independently by company management.

» Provide observations of how others are approaching the new or proposed standards,
problems they are identifying and solutions developed.

» Assist in the evaluation of peers, competitors and industry disclosures and expected impact
on the financial statements.

» Provide observations and insights based on leading practices regarding ways the company
could design its business processes, IT systems, and internal controls to capture information
necessary to apply new or proposed standards.

» Perform an impact assessment of IFRS 4 phase Il on company's business processes and
systems by using Ernst & Young web-based ‘Gap-Analyser’ tool.

» Provide criteria to consider in selecting IT packages, and assist in the selection process.

» Assist in analysing tax positions arising from adopting the new or proposed standards,
reducing tax exposure, and determining tax effects of any accounting changes.

> Advise on the implementation of the new or proposed standards using an established
methodology.

» Advise regarding your project maintenance and planning, including timeline, tasks, and
resource allocation.

» Advise management where the new or proposed standards require careful use of judgment.

» Review and provide input into accounting manuals and policies selected by management.

» Provide coordinated support to you of the Ernst & Young subject-matter resources
(Regulatory, Tax, Finance Transformation, etc.) on a global basis.

> Advise on developing a communication plan.
» Advise on drafting communications.
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