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IFRS 17 Insurance Contracts
PRESENTATION TO THE NETWORK OF CONSULTING ACTUARIES UK
This material has been prepared for general informational purposes only and is not intended to be relied upon as accounting, tax or other
professional advice. Please refer to your advisors for specific advice. No representation or warranty is given as to the accuracy or
completeness of the information contained in this publication. The presenter is not connected to either the International Accounting
Standards Board or the IFRS Foundation.
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Background
•The IFRS Foundation was established in 2001 to bring transparency, accountability and efficiency to
financial markets around the world
•IFRS Standards are set by the International Accounting Standards Board
•Funded by jurisdictions (53%), accounting firms (26%) and self generated income (21%)
•International headquarters is in London, Cannon Street.
•83% of 147 assessed jurisdictions require the use of IFRS Standards for all or most publicly
accountable companies
•15 of the G20 countries have adopted IFRS including the UK. Exceptions are,
•Japan permits IFRS Standards on a voluntary basis.
•China, India & Indonesia have national standards that are substantially in line with IFRS Standards
•United States permits foreign securities issuers to use IFRS Standards
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Insurance
•IFRS 4 Insurance Contracts was issued in 2004 as an interim IFRS Standard
• Permitted companies to continue using their existing jurisdictional accounting practices
• Lack of comparability between insurers, non-uniform within groups, inconsistent with other industries
• Lack of useful information and a lack of transparency about profitability

•IFRS 17 Insurance Contracts, previously referred to has IFRS 4 Phase II, is to be the replacement
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•The following slides consider the Revised Exposure Draft and related feedback and deliberations
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Models
•General Model
•Variable Fee Approach
• For contracts with direct participation features
• Changes in the estimates of the fees the company expects to earn are adjusted in the CSM.

•Premium Allocation Approach
• For contracts with either a coverage period of less than one year, or no significant expected changes in
estimates before the claims are incurred.
• This reduces the implementation costs of IFRS 17 for simpler contracts, e.g. short term non-life
contracts

4

Net contract asset or liability
Contractual Service Margin

Future cash-flows
Expected premiums, claims and benefits

Risk Adjustment
Allows for the uncertainty of future cash-flows

Fulfilment
cash-flows

Discounting
Converting future cash-flows to current amounts
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Profit recognition
If the longevity assumptions worsen
from the insurer’s perspective in year 3
Profit
The IFRS Contractual Service Margin
will change to offset the expected
change in future cash-flows

Year 1

Year 2

Year 3

Year 4

Year 5
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Statement of Comprehensive Income
2021
Contractual Service Margin

Future cash-flows
Expected premiums, claims and benefits

Risk Adjustment
Allows for the uncertainty of future cash-flows

Discounting
Converting future cash-flows to current amounts

Insurance contracts revenue

£x

Incurred claims and expenses

(£x)

Operating Result

£x

Investment Income

£x

Interest on insurance liability

(£x)

Investment Result

£x

Profit or loss

£x

Effect of discount rate changes
on insurance liability
Total comprehensive income

(£x)
£x
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Level of Aggregation
A portfolio of contracts (i.e. a group with similar risks and managed together)
Onerous contracts at inception

Non-onerous contracts at inception
No significant risk of becoming onerous

Non-onerous contracts at inception
Other possible contracts

The Contractual Service Margin is
recognised as a liability and is
released over time.
Annual cohorts of these groups.
The CSM is released based on
coverage units.
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Contractual Service Margin
+ Interest on the CSM
using locked-in interest rates at contract inception

CSM
at end of previous
reporting period

- amount for the current reporting period
+/- favourable/unfavourable change in
present value of future cash-flows

CSM
at end of current
reporting period

+/- favourable/unfavourable change in
risk adjustment
An entity shall recognise the remaining contractual service margin in profit or loss over the coverage period in
the systematic way that best reflects the remaining transfer of services that are provided under the contract.
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Transitional arrangements
•The transitional method is to be decided for each group of contracts

Full retrospective approach
Modified retrospective approach

Fair value approach
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Challenges
•Determining the Contractual Service Margin for the first time
•Storing prior actuarial assumptions
•Systems development
•Choices (Risk Adjustment method, whether to put changes in discount rates in OCI)
•Impact on taxation
•Impact on product design
•Reporting and disclosure requirements (amounts, judgements and risks)
•Managing market expectations
•Optional early use of IFRS 17
• provided IFRS 9 Financial Instruments and IFRS 15 Revenue from Contracts with Customers also applied

•Other impacts, such as hedging strategy, reinsurance.
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Discussion and questions

contact@evergreenactuarial.com
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