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Introduction: IFRS 17 Insurance Contracts
•

•

2

IFRS 17
–

replaces an interim Standard—IFRS 4

–

requires consistent accounting for all insurance
contracts based on a current measurement
model

–

will provide useful information about profitability
of insurance contracts

Effective 2021
– one year restated comparative information
– early application permitted

Today’s topics
• Why has IFRS 17 been developed
• How IFRS 17 works
–

–

The core requirements, including:
•

presentation and disclosure requirements

•

level of aggregation

Optional simplified approach for contracts with short-coverage
periods

• Applying IFRS 17 for the first time
• Appendix
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IFRS Foundation

Why has IFRS 17 been
developed?
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Discount rates used today by IFRS insurers
Current rates

22%

43%

Historical rates
Mix of rates

35%

Discount rates used for a sample of life insurers (2015)
Source: Effects Analysis on IFRS 17
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IFRS 4: lack of comparability
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Top-20 listed insurance companies using IFRS Standards
Total assets
Accounting policies applied to
Number of
insurance contracts issued
companies
(US$ trillions)
Based on guidance in:
8
4.1
•
a mix of national GAAP*
3
1.6
•
US GAAP
4
1.4
•
Canadian GAAP
5
2.0
•
other national GAAP
Total
20
9.1
* These companies had subsidiaries in different jurisdictions. They accounted for the insurance contracts they issued in
different jurisdictions using accounting policies based on requirements of national GAAP for each jurisdiction.

Source: Effects Analysis on IFRS 17

Same company, different pictures
(in millions of
currency units)
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Year 1
GAAP 1

GAAP 2

Difference

Revenue

8,263

10,979

(2,716)

(33%)

Operating
income

1,416

633

783

55%

Net income

965

337

628

65%

Total equity

8,977

3,872

5,105

57%

Source: Effects Analysis on IFRS 17
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IFRS 17
core requirements
Measurement of insurance contracts
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IFRS 17 core requirements
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All insurance contracts measured as the sum of:
•

Fulfilment cash flows (FCF)
1. Present value of probability-weighted expected cash flows—reflects financial risk
2. Plus an explicit risk adjustment for non-financial risk (eg insurance risk)

• Contractual service margin (CSM)
3. The unearned profit from the contracts

1

3

2
PV of future
cash flows

Risk
adjustment

Fulfilment cash flows

Unearned
profit

Contractual service margin

IFRS 17
asset or
liability

1

•

Cash flows
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Current estimates of future cash flows within the contract boundary
Contract boundary
Premiums

Acquisition
costs

Premiums

Expenses

Claims and benefits
Considering financial options and guarantees
embedded in the contracts

•

Probability weighted and unbiased

•

Stochastic modelling for financial options and guarantees, where
relevant

1

Discount rates
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Reflect time value of money and financial risks
•
•
•

Characteristics of the cash flows
Liquidity of the insurance contracts
To the extent that the financial risks are not included in the cash flows

Consistent with observable market prices (if any)
Timing

Currency

Liquidity

Exclude the effect of factors in the observable market prices not relevant
to insurance contracts

1

Determining the discount rates

4.0%
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Asset rate
• Differences in the amount, timing
and uncertainty of the cash flows
between assets and insurance
contracts

• Market risk premiums for credit
risk

3.0%

‘Top-down’
approach

2.7%
Illiquidity premium

Risk-free rate

2.0%

No requirement
that they should
be equal

‘Bottom-up’
approach

2

Risk adjustment

•

Explicit, current adjustment for the compensation a company requires for
bearing non-financial risk (eg insurance risk)

•

Compensation that makes a company indifferent between:
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−

fulfilling a liability that has a range of possible outcomes; and

−

fulfilling a liability that will generate fixed cash flows with the same expected present
value
Group A
Probability

Probability-weighted
average

Group B

Pay-off (CU)

Probability

0.5

1,000,000

0.5

0

(0.5 x 1,000,000) + (0.5 x 0) =
CU500,000

Pay-off (CU)

1

500,000
(1 x 500,000)
= CU500,000

3

Contractual service margin
Initial recognition

The unearned profit of the group
of contracts that relates to future
service to be provided
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The amount determined so that
no gains are recognised in profit
or loss on initial recognition

Example—Consider a group of contracts with
PV of future cash flows of CU4,250 and risk adjustment of CU750

If premiums
CU5,500
If premiums
CU3,500

•
•

Contracts profitable at inception
CSM = CU500 [CU5,500 – CU750 – CU4,250]

•
•

Contracts onerous at inception
Day-one loss CU1,500 recognised in profit or loss [CU3,500 –
CU750 – CU4,250]. No CSM.

Subsequent measurement
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Initial
measurement

Subsequent
measurement

1

PV of future cash flows

Current assumptions

Current assumptions

2

Risk adjustment

Current assumptions

Current assumptions

3

Unearned profit—
contractual service
margin

The amount that results in
no gain recognised in profit
or loss

Update by reflecting:
•

Time value of money

•

Adjustments related to
future service

•

Allocation of the amount
earned for services
provided

3

Contractual service margin
Subsequent measurement
Accretion
of interest
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P&L Insurance Finance expense
Changes in
estimates related to
future services
Recognition in P&L as
Insurance
insurance service is P&L
Revenue
provided

Opening
Balance

Closing
Balance
Initial
recognition

Reporting
period

The contractual service margin balance cannot be negative

Reporting
date

17
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IFRS 17
core requirements
Presentation and disclosure requirements
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Example
Statement of Financial position
1

3

2
PV of future
cash flows
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Risk
adjustment

Balance sheet

Financial assets at fair value through profit or loss
Financial assets at fair value through OCI
Other assets
Total assets
Insurance contract liabilities
Other liabilities
Equity
Total liabilities and equity

IFRS 17
asset or
liability

Unearned
profit
20X1

20X0

185,152
41,145
34,467
260,764
205,724
30,859
24,181
260,764

160,936
35,764
31,293
227,993
178,818
26,823
22,352
227,993

Example
Statement of comprehensive income
Statement of comprehensive income
1 Insurance revenue
Insurance service expenses
2 Insurance service result
Investment income
3 Insurance finance expenses
Net financial result
Profit or loss
Other comprehensive income
Investment income
3 Insurance finance expenses (optional)
Total other comprehensive income
Comprehensive income

19
20X1
9,856
(8,621)
1,235
7,787
(7,391)
396
1,631

2,115
(1,917)
198
1,829

Two drivers of profit
presented separately
Insurance coverage

Investment activities

20
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IFRS 17
core requirements
The level of aggregation
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Grouping objectives

21

• IFRS 17 requires portfolio be divided into 1-3 groups
• IFRS 17 will provide:
–

information about losses from contracts onerous at initial recognition

–

information about losses when previously profitable groups of contracts
become onerous

Grouping contracts is relevant
for the recognition in P&L of
profits and losses for
insurance services

The level of aggregation does
not affect the measurement
of the fulfilment cash flows

Grouping illustration for a portfolio
Portfolio 1
Whole-life insurance



Profitable
contracts

Group A

Group B


Onerous
contracts

Group C


See examples on slides 50-52
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Entity divides each portfolio into groups






contracts issued within the same year
information about the contracts’ resilience
consistent with internal reporting
exemption for regulatory pricing
group not reassessed after initial recognition

Contracts that at initial recognition have no
significant possibility of becoming onerous
subsequently, if any

Other profitable contracts, if any
Contracts that are onerous at initial
recognition, if any

Unearned profit is
recognised as part of
the liability and is
released as
insurance services
are provided
A loss is recognised
in P&L

23
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Variable fee approach
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Scope
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• Variable fee approach makes accounting outcome more
consistent with that of asset management contracts
• Scope identifies contracts that provide a variable fee for
investment-related services
–

Policyholder participates in a share of a clearly identified pool of
underlying items

–

Insurer expects to pay policyholder a substantial share of the fair value
returns on the underlying items

–

Cash flows expect to vary substantially with the change in the fair value of
the underlying items

Variable fee vs core approach

Initial recognition

Subsequently
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PV of future
cash flows

Risk
adjustment

Unearned
profit

 No difference

 No difference

 No difference

 No difference

 Difference in how
CSM is adjusted
for changes in
financial variables

 No difference

26
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Optional simplified
accounting for contracts
with short-coverage
periods
The premium allocation approach
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Eligibility criteria
Coverage
period of
each contract
in the group
<= 1 year?
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NO

Reasonable
approximation
of the group
measurement
using the core
requirements?

NO

YES

YES
May apply
premium allocation
approach

Must apply core
requirements

Simplifications for short-term contracts

28

B

A

Liability for remaining
coverage
PV of
future cash
flows

Risk
adjustment

Contractua
l service
margin

Liability for incurred
claims
PV of future
cash flows

IFRS 17
liability

Risk adjustment

Split in three blocks not required

A

Simplified measurement

B

Measurement using the core requirements, but a practical expedient is
available

29
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Applying IFRS 17 for the
first time
Transition requirements
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Applying IFRS 17 for the first time
1

Existing contracts
(issued before transition date*)

New business
(issued after transition date)

30
3

2
PV of future
cash flows

Risk
adjustment

Unearned
profit

 Usual IFRS 17
measurement

 Usual IFRS 17
measurement

 Transitional
measures

 Usual IFRS 17
measurement

 Usual IFRS 17
measurement

 Usual IFRS 17
measurement

* See slide 54 for further information on the transition date

Transitional measures

31

DETERMINE TRANSITION METHOD BY GROUP OF CONTRACTS
1

Full retrospective approach (apply IAS 8) [see slide 55 for further information]
if impracticable

2



Modified retrospective approach
Modifications available if necessary given
reasonable and supportable information
Maximise the use of the information
needed for full retrospective approach
Insufficient reasonable and supportable
information available

OR

3

Fair value approach

32
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Supporting Implementation
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How we support implementation:
New IFRS Standards






Webinars
Articles and
other materials
Conferences
Transition
Resource
Group



Education for

• investors

• regulators
• standard-setters

Board and IFRS
Interpretations
Committee discussions
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Informal technical
discussions with
• regulators

• standard-setters
• audit firms



Dedicated
website page

Transition Resource Group
Public
forum for
discussion

• Meetings webcast
• Papers and
summaries publicly
available

Limited life during
the transition
period to the new
requirements
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Helps the Board
to determine
whether actions
needed to
address questions

• Membership
announced in
September 2017

• Educative material
from TRG
discussions

• First meeting in Q4
2017

• Very high hurdle
for amendments

Implementation questions
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Dedicated mailbox on IFRS Foundation website for
submitting implementation questions
•

Criteria for responding to questions:
- relate to, or arise from, IFRS 17
- indicate that IFRS 17 can be applied in different ways that are expected
to result in diversity in practice
- are expected to be relevant to a wide range of stakeholders

•

Submitted questions will be evaluated to assess whether further support
might be needed. For example:
- webinar
- discussing the question at a future TRG meeting

Supporting materials on the website



IFRS
Foundation
website

Supporting materials sorted by Standard
IFRS
Standards

IFRIC
Interpretations

IFRS 17



36

go.ifrs.org/IFRS-17-implementation

News and
events

Contact us
Keep up to date
@IFRSFoundation
IFRS Foundation
go.ifrs.org
IFRS Foundation

Comment on our work
go.ifrs.org/comment
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Appendix
Measurement of insurance contracts
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Contractual service margin—subsequent
3
measurement example
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Example—After one year, the insurer revises the expected risk-adjusted
discounted cash outflows and the change relates to future service
Expected cash
outflows revised
to increase by
CU300

Expected cash
outflows revised
to increase by
CU700

•

CSM at beginning of year 1 is CU400

•

CSM adjusted by CU300, ie remaining CSM is CU100

•

Insurer recognises CSM of CU100 over the coverage period

•
•

CSM at beginning of year 1 is CU400
Change in estimate of CU700:
− eliminates remaining CSM of CU400
− results in recognition of loss of CU300 in P&L in the
same period

40
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Appendix
Presentation and disclosure requirements
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1

Insurance revenue—an activity measure

41

Different measures of the activity in the period
 New business

 Cash

 Service provided

•

•

Cash inflows and
cash outflows

•

•

IFRS 17: cash flow
statement and CSM •
roll forward

•

Expected cash
inflows, cash
outflows and profit
IFRS 17: disclosure
(CSM roll forward)

Insurance revenue
and insurance service
expenses
IFRS 17: presented in
profit or loss

1

Insurance revenue—overview and
example
Equals premiums received
(adjusted for a financing
component) attributable to
services provided in the period

Revenue recognised reduces
liability for remaining coverage

•

42
Payments to policyholders
unrelated to insured event (return
of ‘deposits’) are not revenue

Consider the following example:
Premiums received of CU100 + financing component of CU20
− return of deposits of CU70 = insurance revenue
Financing components +CU20
Insurance
revenue =
CU50
Return of deposits
-CU70

Liability for remaining coverage
Year 1

Year 2

Premiums received CU100

Year 3

Year 4

Year 5

2

Insurance service result

43

The insurance service result

reflects changes in the
insurance liability
(eg CSM release)

is presented in the statement
of comprehensive income as:
• insurance revenue, less
• insurance service
expenses

• Requires the total insurance liability to be split into:
– Liability for remaining coverage
–

–

With separate identification of that related to onerous contracts

Liability for incurred claims

How changes show up in performance
Line item

2

3

44

Which changes are included in line item

Insurance service result

Cash flows and risk adjustment* that relate to current
and past service** + allocation of contractual service
margin for services provided

Investment income

Returns on financial assets (IFRS 9)

Insurance finance expenses

Effect of time value of money and financial risk (eg
discount rates) ***

Net financial result
Profit or loss
*

Risk adjustment for current and past service includes release from risk due to passage of time

**

Changes in cash flows and changes in risk adjustment that relate to future service adjust the contractual service margin

*** Option to present some of these effects in other comprehensive income

3

Insurance finance expenses

Statement of comprehensive income
Insurance revenue
Insurance service expenses
Insurance service result
Investment income
Insurance finance expenses
Net financial result
Profit or loss
Other comprehensive income
Investment income
Insurance finance expenses (optional)
Total other comprehensive income
Comprehensive income

20X1
9,856
(8,621)
1,235
7,787
(7,391)
396
1,631

2,115
(1,917)
198
1,829

45
Insurance finance expenses
•

excluded from insurance
service result

•

presented (i) fully in P&L
or (ii) in P&L and OCI
(accounting policy choice)

OCI option
•

P&L: systematic allocation
of total insurance finance
expenses to period

•

OCI: the effect of discount
rate changes

Disclosures—overview
Amounts

46

Judgements

Risk

•

Present value of future
cash flows

• Estimating inputs and
methods

•

Nature and extent of
risks arising

•

Risk and the
contractual service
margin

• Effects of changes in
the methods and inputs
used

•

•

New contracts written in • Reason for change,
the period
identifying the type of
contracts affected

Extent of mitigation of
risks arises from
reinsurance and
participation

•

Quantitative data about
exposure to credit,
market and liquidity risk

Compared to IFRS 4, additional disclosures relating to the amounts reported
in the financial statements

Example of IFRS 17 balance sheet
1

3

2
PV of future
cash flows

Risk
adjustment

Balance sheet
Financial assets at fair value through profit or loss
Financial assets at fair value through OCI
Other assets
Total assets
Insurance contract liabilities
Other liabilities
Equity
Total liabilities and equity

Unearned
profit
20X1
185,152
41,145
34,467
260,764
205,724
30,859
24,181
260,764

47
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asset or
liability
20X0
160,936
35,764
31,293
227,993
178,818
26,823
22,352
227,993

Insurance contract liability reconciliation
Estimates of the
present value of
future cash flows
BEGINNING OF PERIOD

48

Contractual
service
margin

Risk
adjustment

Liability

163,962

5,998

8,858

178,818

(784)

1,117

(116)

217

- Current service provided in the period

35

(604)

(923)

(1,492)

- Past service adjustment to past claims

47

(7)

-

40

Insurance service result

(702)

506

(1,039)

(1,235)

Insurance finance expenses

9,087

-

221

9,308

TOTAL CHANGES IN P&L AND OCI

8,385

506

(818)

8,073

18,833

-

-

18,833

191,180

6,504

8,040

205,724

Changes related to:

- Future service yet to be provided

CASH FLOWS

END OF PERIOD

Revenue and expenses roll forward

49

Liabilities for remaining coverage
Excluding onerous
contracts component

BEGINNING OF PERIOD
Insurance revenue
Insurance service expenses
Investment components
Insurance service result
Insurance finance expenses
Total changes in P&L and OCI
Cash flows
Premiums received

161,938
(9,856)
1,259
(6,465)
(15,062)
8,393
(6,669)

Onerous
contracts
component

15,859

1,021

(623)

7,985
6,465
14,450
55
14,505

(623)
860
237

33,570

Total cash flows
END OF PERIOD

(14,336)
(401)

33,169
188,438

Total

178,818
(9,856)
8,621
0
(1,235)
9,308
8,073
33,570

Claims, benefits and other expenses paid

Insurance acquisition cash flows

Liabilities for
incurred
claims

(14,336)
(401)

16,096

(14,336)
1,190

18,833
205,724

50
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Appendix
The level of aggregation
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Level of aggregation
Examples 1 and 2
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• Example 1: A set of 100 ‘identical’ contracts are written with a probability that 5
of the policyholders will claim
–

100 contracts are a group; company does not treat the 5 contracts as a
separate group

• Example 2: a company issues 500 contracts; there is information that a set of
200 ‘identical’ contracts are under priced, but the company expects that a set of
300 profitable ‘identical’ contracts will cover losses (or possible losses) on the
set of 200 under-priced contracts
–
–

Group A—losses on the 200 under-priced contracts are recognised
immediately
Group B—profits on 300 contracts are recognised over the coverage period

Level of aggregation
Coverage units

52

The recognition in P&L of profits and losses
for insurance services is
based on coverage units in the group

Quantity of benefits

Expected coverage
period

Level of aggregation
Coverage units example

53

By grouping, there is no need to track contracts individually
Consider the following simplified assumptions:
•
an insurer writes some 5-year contracts that IFRS 17 requires, at a minimum, to treat as a single group:
− 5 contracts issued in January with an expected total profit of 50
− 5 contracts issued in February with an expected total profit of 40
− all contracts provide the same level of cover per year
•
the insurer expects that one contract will claim at the end of Year 4
Inception

Year 1

Year 2

Year 3

Year 4

Year 5

90

71.6

53.2

34.8

16.4

-

Coverage units per year

10

10

10

10

9

Profit recognised in P&L

18.4

18.4

18.4

18.4

16.4

10 / 49

10 / 39

10 / 29

10 / 19

9/9

Remaining unearned profit (end of
year)

54
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Appendix
Optional simplified accounting for contracts with shortcoverage periods
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Eligibility criteria
Coverage
period of
each contract
in the group
<= 1 year?
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NO

Reasonable
approximation
of the group
measurement
using the core
requirements?

NO

YES

YES
May apply
premium allocation
approach

Must apply core
requirements

Simplifications for short-term contracts

56

B

A

Liability for remaining
coverage
PV of
future cash
flows

Risk
adjustment

Contractua
l service
margin

Liability for incurred
claims
PV of future
cash flows

IFRS 17
liability

Risk adjustment

Split in three blocks not required

A

Simplified measurement

B

Measurement using the core requirements, but a practical expedient is
available

A

Measurement of the liability for remaining
coverage—simplest case

57

Allocation of expected premium
receipts* based on passage of time
or expected timing of incurred claims

Premiums received

Closing
balance

Opening
balance
Insurance revenue

* Expected premium receipts exclude investment component and are adjusted for the time value of money if applicable.

A

Measurement of the liability for remaining
coverage—overview
Profit or Loss

Practical expedient

Opening
balance

58

Allocation of expected premium receipts*
based on passage of time (expected timing of
incurred claims if release from risk is not linear)

Time value
Premiums of money
received
Insurance
revenue

Amortisation
of insurance
acquisition Closing
cash flows balance
Investment
component Insurance
acquisition
cash flows

* Expected premium receipts exclude investment component and are adjusted for the time value of
money if applicable.

B

Measurement of the liability for incurred
claims
Liability for incurred claims
A

B

PV of future
cash flows

Risk
adjustment

• In line with the core requirements
• In addition, a practical expedient is
available

A Discount incurred claims using current discount rate UNLESS
Practical expedient:
If settlement expected in no more than one year, no need to discount
incurred claims

59
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Appendix
Transition requirements
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Transition and initial application
2020

61
2021

Transition date

Date of initial application (DIA)

Beginning of the annual reporting
period immediately preceding the DIA

Start of the annual reporting period in
which an entity first applies IFRS 17

Activities

Activities

•

Measure each group of contracts
applying IFRS 17

•

Publish first IFRS 17 financial
statements

•

Derecognise existing balances as if
IFRS 17 had always applied

•

Restate at least one-year of
comparatives

•

Recognise net difference in equity

1

Full retrospective approach

62

•

A full retrospective approach measures in-force contracts on the transition date
as if an entity had always applied IFRS 17

•

The principle of retrospective application is set out in IAS 8

•
•

Initial recognition

Each intervening
reporting period

Transition date

Calculate the CSM

Calculate the CSM

Calculate the CSM

Identify all contracts in each
group
For each group determine:
− Cash flows
− Discount rates
− Risk adjustment
to calculate opening balance

•

Adjust opening balance for
changes in
− Cash flows
− Risk adjustment
− Accretion of interest
− Allocation to P&L
to determine closing balance

•

Opening balance

63
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Appendix
The variable fee approach
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Variable fee approach—scope

64

• Variable fee approach makes accounting outcome more
consistent with that of asset management contracts
• Scope identifies contracts that provide a variable fee for
investment-related services
−

Policyholder participates in a share of a clearly identified pool of
underlying items

−

Insurer expects to pay policyholder a substantial share of the fair value
returns on the underlying items

−

Cash flows expect to vary substantially with the change in the fair value of
the underlying items

Variable fee approach
compared with core requirements
1

Initial
recognition

Subsequently

2

65
3

PV of future
cash flows

Risk
adjustment

 No difference

 No difference

 No difference

 No difference

 Difference in how
CSM is adjusted
for changes in
financial variables

 No difference

Unearned
profit

CSM for direct participating features

66

Changes in the
insurer’s share
in the FV of the
underlying items
Changes in estimates that
relate to future service
Recognition in P&L as
insurance service is provided

Opening
balance

Initial recognition

Insurance revenue
P&L

Closing
balance

Reporting period

Reporting date

67
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Reinsurance contracts held
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Reinsurance contracts held


Reinsurer

68




Reinsurance
contracts

Entity
(cedant)

Underlying
insurance
contracts

Reinsurance
premiums

Insurance
premiums

Reimbursement
based on claims and
expenses

Compensation for
claims

Policyholders

Reinsurance contracts held—overview

69

•

Separate recognition and measurement for reinsurance contracts
held and the underlying insurance contracts to which they relate

•

No mirror accounting

•

Apply the core requirements to measure fulfilment cash flows
−

use consistent estimates about cash flows, but

−

differences in estimates may arise because of access to different
information, and different adjustments for diversification effects

Reinsurance contracts held—overview
Initial
recognition

After
inception

70

•

Net cost or net gain on purchasing a group of reinsurance
contracts is recognised as CSM over coverage period as
services are received

•

Recognise in CSM changes in estimates of fulfilment cash
flows relating to future service (consistent with core
requirements), except

•

Recognise in profit or loss those changes which arise as a
result of changes in estimates of fulfilment cash flows of
underlying insurance contracts, and which are recognised
immediately in profit or loss

71
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Further information
www.ifrs.org
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Materials published in May 2017
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• IFRS 17 Insurance Contracts—specifies requirements for
accounting for insurance contracts.

• Basis for Conclusions on IFRS 17—summarises the Board’s
considerations in developing the requirements in IFRS 17.
• Illustrative Examples on IFRS 17—illustrate aspects of IFRS 17
but provide no interpretative guidance.
• Effects Analysis on IFRS 17—describes the likely costs and
benefits of IFRS 17.
• Project Summary of IFRS 17—provides an overview of the
project to develop IFRS 17.
• Feedback Statement on IFRS 17—summarises feedback on the
proposals that preceded IFRS 17 and explains the Board’s
response.

Series of webinars to support
implementation of IFRS 17
Webinars for general audience
May 2017

Introducing IFRS 17

June 2017

Core requirements: scope of IFRS 17

July 2017

Core requirements: measurement essentials of IFRS 17

August 2017

Simplified accounting for contracts with short coverage periods

September 2017

Reinsurance contracts held

Webinars for investors and standard-setters

May 2017

Understanding IFRS 17

July 2017

IFRS 17 for investors

Information about implementation support is available at
go.ifrs.org/IFRS-17-implementation
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Contact us
Keep up to date
@IFRSFoundation
IFRS Foundation
go.ifrs.org
IFRS Foundation

Comment on our work
go.ifrs.org/comment
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