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Get ready for IFRS 17 
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Welcome 

11 July 2017 

Derek Wright, member of the IFoA’s Financial Reporting Group 

and International Actuarial Association representative  

Overview of IFRS 17 

Gail Tucker, PwC 

10 July 2017 
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Background 
IASB’s project on insurance contracts 
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Insurance 

project 

started  

1997 

Mar 

2004 

IFRS 4 

issued 

Jan 

2005 

IFRS 

standards 

adopted in 

Europe  

Discussion 

paper 

May 

2007 

Jul 

2010 

Exposure 

Draft of 

proposals 

Jun 

2013 

Exposure 

Draft of 

revised 

proposals 
May 

2017 

IFRS 17 

issued 

Jan 

2021 

Effective date 

• IFRS 9 – some insurers will use deferral option till 1 January 2021 based on IFRS 4 amendments 

• IFRS 15 is effective 1 January 2018, IFRS 16 is effective 1 January 2019 

• Investment contracts without discretionary participation features (e.g. unit linked investment) are in scope of IFRS 9/ IAS 39  

• EU endorsement may take more than 2.5 years 

• FASB decided to only make targeted amendments to US GAAP 

• Not confirmed if, how and when IFRS 17 would be incorporated for UK GAAP reporters  
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Background 
IFRS 17 improvements 
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How IFRS 17 improves accounting Existing issues 

Variety of treatments depending on type 

of contract and company 

Estimates for long-duration contracts not 

updated 

Discount rate based on estimates does 

not reflect economic risks 

Lack of discounting for measurement of 

some contracts 

Little information on economic value of 

embedded options and guarantees 

Consistent accounting for all insurance 

contracts by all companies 

Estimates updated to reflect current market-

based information 

Discount rate reflects characteristics of the 

cash flows of the contract 

Measurement of insurance contract reflects 

time value where significant 

Measurement reflects information about full 

range of possible outcomes 

The information presented on the slide 

was prepared by IFRS Foundation. 

http://www.ifrs.org/Current-

Projects/IASB-Projects/Insurance-

Contracts/Documents/2016/project-

overview-Feb-2016.pdf 
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Background 
Overview of likely key changes 
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Issuers of short duration contracts Issuers of long duration contracts 

• More granular calculation  
• Potentially more onerous contracts 

• Less income statement matching for reinsurance contracts 

• Balance sheet and income statement presentation 

• Consolidation accounting 

• Discounting of incurred claims liability 
• Past business combinations of long 

tail contracts 

• Explicit risk adjustment 

• Pattern of profit recognition for new contracts 
• Smoothed effect of future assumption changes 

• Revenue not equal to premiums 

• Effect on transition for existing contracts 
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General model Premium allocation approach 

(PAA) 

Variable fee approach 

(VFA) 

Why is it 

needed? 

Default model for all insurance 

contracts 

 

To simplify for short term contracts 

with little variability  

To deal with participating business 

where payments to policyholders are 

linked to underlying items like assets 

Expected types 

of contracts 

• Long-term and whole life 

insurance, protection business 

• Certain annuities 

• US style universal life 

• Reinsurance written  

• Certain general insurance 

contracts 

• General insurance 

• Short-term life and certain  

group contracts 

• Unit-linked contracts, US variable 

annuities and equity index-linked 

contracts 

• Continental European 90/10 

contract 

• UK with profits contracts 

Mandatory 
Mandatory Optional Mandatory 

Overview of the IFRS 17 measurement models 
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Overview of general model 
Liabilities and flows to profit 

8 

(1) Accounting policy choice: Profit 
or loss; or split between profit or 
loss and other comprehensive 
income. 
 
(2) Can choose to disaggregate 
change in risk adjustment for non-
financial and financial risk.  
 
(3) Adjust the contractual service 
margin if related to future period 
premiums. 

Risk 

adjustment 

+ 

Probability 

weighted 

discounted 

expected  

present value 

of cash flows 

Time value of money 

and other assumptions 

related to financial  

risk (1) 

Profit or loss 
 

(insurance service 
result) 

Contractual  

service  

margin 

Profit or loss and/or 
other comprehensive 

income  
 

(insurance finance 

income or expenses) 

Release of contractual 

service margin 

Release of risk 

adjustment (2) 

Interest accretion at 

inception rate 
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Unlock CSM 

using day 1 rates 

Experience  

adjustments (3) 
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Overview of the general model 
Level of aggregation and coverage units 
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2. Aggregation requirements 

Top-down approach:  

Start at portfolio level (similar risks, 

managed together) 

3 groups at inception:  

• Onerous; 

• Profitable with no significant risk of 

becoming onerous; and  

• Other profitable contracts 

Risk of contracts becoming 

onerous: 

• Internal reporting 

• Sensitivity of  fulfilment cash flows 

Profitable vs onerous contracts No CSM at the end of coverage period 

1. Objective 

Requires that a group shall not include contracts issued more than one year apart 

3. CSM allocation 

Based on coverage units that consider quantity of the benefits and expected coverage duration 
(“systematic way reflecting transfer of service” for investment with discretionary participating features) 

A number of exceptions for 

the level of aggregation on 

transition are available.  
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Undiscounted 

reserves for past 

claims  

(including IBNR) 

Current 

IFRS/GAAP 
General model 

throughout 

PAA 

 

PAA and undiscounted (1) 

incurred claims 

Discounting 

Risk adjustment 

Best estimate of 

fulfilment cash flows 

Discounting 

Risk adjustment 

Best estimate of 

fulfilment cash flows 

Discounting 

Risk adjustment 

Best estimate of 

fulfilment cash flows 

Contractual service 

margin 

UPR  

less DAC 

Premium (less 

acquisition costs) 

unearned 

Premium (less 

acquisition costs) 

unearned 
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Best estimate of 

fulfilment cash flows 

Risk adjustment 
(1) No discounting is required if cash 

flows are expected to be received/ 

paid within one year. 

Overview of the Premium Allocation Approach 
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Overview of the variable fee approach 
Eligibility 

11 

Participates in a clearly 

identified pool of underlying 

items 

Pay policyholder 

substantial share of the 

fair value returns 

Substantial proportion of 

change of policyholder 

payments vary with change      

in fair value of underlying 

items 

All other participating contracts are measured using 

the General Model 
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Overview of the variable fee approach 
Flows to profit versus the general model 

12 

(1) No effect in general model.  
 
(2) VFA - current discount rates; general 
model - locked-in  discount rates.  
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1. Change in the obligation to pay 

the policyholder an amount equal to 

the fair value of the underlying items 

2. Changes in entity’s share of fair 

value of (all) underlying items (1) 

3. Effects on fulfilment cash flows of 

changes in financial risks not arising 

from the underlying items such as 

minimum return guarantee 

4. Other changes in estimates of the 

fulfilment cash flows relating to 

future services (2) 

VFA 

General model 

VFA 

VFA General model 

General model 

VFA 
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Risk mitigation 

solution for VFA 
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Transition 
Approaches 

13 

If impracticable 

Default: Full retrospective 

• Have to apply unless 

impracticable or cannot 

identify groups 

retrospectively 

• Requires day 1 data and 

assumptions and full history 

to date of transition 

Modified retrospective approach 

• As close to retrospective 

approach as possible using 

available information. 

• A list of available simplifications 

when information is not available. 

• Comparison of fulfilment value to 

‘fair value’ 

• Experience of fair value 

assessments from acquisition 

accounting 

• Different views of the size of CSM 

and hence future profits 

Fair value 

OR 

If impracticable 

Impracticable: 

(a) Amounts are not determinable 

(b) Requires assumptions about past 

management’s intent (hindsight) 

(c) Requires significant past estimates 

(hindsight) 

Impacts for general insurers? 

Helen Cooper, Hiscox 

11 July 2017 
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Key areas of the standard 

Presentation 
and disclosure 

Level of 
aggregation / 

onerous 
contracts 

Best estimate 
cash flows 

Simplified 
approach 

(PAA) 

Risk 
adjustment 

Discounting 

Contractual 
service margin 

(BBA only) 

Reinsurance 
measurement 

Acquired 
portfolios 

Transition 

11 July 2017 15 
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• Expected to be adopted for the majority of general 
insurance contracts 

• However for those contracts with a coverage 
period greater than 12 months; 

– Need to consider contract boundaries, and 

when insurer has practical ability to reassess 

and reprice the risk.  

– Multi year policies such as construction, 

retrospective reinsurances (LPTs / ADCs), 

risk attaching reinsurance, extended warranty 

etc may not be eligible.  

11 July 2017 16 

Level of 
aggregation/ 

onerous 
contracts 

Simplified 
approach (PAA) 

When are contracts eligible for the PAA? 

 If at inception, reasonably 

expect that measurement 

would not differ materially 

from applying the BBA 

If at inception the coverage 

period is one year or less 

Applies equally to insurance and reinsurance (both 

inwards and outwards) contracts, but they will need to 

be assessed separately 

Embedded derivatives Length of contract coverage 

Not met if expect significant variability in the fulfilment cash 

flows before a claim is incurred  

OR 

Variability increases with 

Objective: 
Practical expedient for short-term contracts 
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Key areas of the standard 

Presentation 
and disclosure 

Level of 
aggregation / 

onerous 
contracts 

Best estimate 
cash flows 

Simplified 
approach 

(PAA) 

Risk 
adjustment 

Discounting 

Contractual 
service margin 

(BBA only) 

Reinsurance 
measurement 

Acquired 
portfolios 

Transition 
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• No prescribed approach 

• Risk adjustment required on a gross and reinsurance basis 

separately 

• Re-measured at each reporting period 

• Allows for effect of diversification between portfolios within a 
reporting entity 

• Regardless of the method chosen, a confidence level equivalent 

must be calculated and disclosed (i.e. VaR percentile) 

Cost of Capital 

(CoC) 

Value at Risk 

(VaR) 

Tail Value at Risk 

(VaR) 

P
o

s
s

ib
le
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e

th
o

d
s

…
?

 

Level of 
aggregation/ 

onerous 
contracts 

Risk Adjustment 
Objective: 
Compensation the insurer requires to make it indifferent between the present 
value of the uncertain cash flows and the present value of certain cash flows 
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Key areas of the standard 

Presentation 
and disclosure 

Level of 
aggregation / 

onerous 
contracts 

Best estimate 
cash flows 

Simplified 
approach 

(PAA) 

Risk 
adjustment 

Discounting 

Contractual 
service margin 

(BBA only) 

Reinsurance 
measurement 

Acquired 
portfolios 

Transition 
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Step 1: Identify portfolios  
= insurance contracts subject to similar 
risks and managed together as a single 

pool 

Contracts in different products lines would 
be in different portfolios. 

Step 2: Divide each portfolio into 
groups: 

• contracts issued within the same 12-
month period 

• information about the contracts’ 
resilience (considered on a gross basis) 

• consistent with internal reporting 
• exemption for regulatory pricing 
• group not reassessed after inception  

Profitable 

contracts 

Contracts that at inception have no 

significant possibility of becoming 

onerous subsequently, if any 

Unearned profit is 

recognised as liability and is 

released as insurance 

services are provided 

Other profitable contracts, if any 

Onerous 

contracts 

Contracts that are onerous at inception, 

if any 

A loss is recognised in P/L 

Fulfilment cash flows may 
be estimated at a higher 

level of aggregation than 

the group or portfolio => 
then need to allocate 

estimates to groups of 
contracts 

PAA: 
At inception: Assume no 
contracts in the portfolio 

are onerous, unless facts 
and circumstances 
indicate otherwise 

Level of 
aggregation/ 

onerous 
contracts 

Level of 
aggregation / 

onerous contracts 

Objective: 
Separate profitable and loss making contracts 
No CSM at end of coverage period 

Implications of IFRS 17 for life business 

Richard Olswang, Prudential 

10 July 2017 
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Financial implications 
Profit emergence for a non-profit annuity 

22 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Policy Year 

Base Scenario 

IFRS 4 IFRS 17

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Policy Year 

Stress Scenario 

IFRS 4

IFRS 17

Base 

IFRS 4 (UK GAAP-based) 

 First year profit includes release of profit margin in the premium.  

 Subsequent profits driven mainly by investment margins. 

IFRS 17 

 Profits dominated by investment margins and release of CSM and RA. 

 First year profit suppressed by indirect acquisition expenses. 

Longevity stress (mortality improvement) 

IFRS 4 (UK GAAP-based) 

 Increase in reserves results in a loss when assumptions updated.  

IFRS 17 

 Impact absorbed by the CSM which is unlocked for the change in 

expected future cash flows. 

 Profit in subsequent years decreases as CSM amortisation is lower. 
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Financial implications 
Profit emergence for a with-profit endowment 

23 

1 2 3 4 5 6 7 8 9 10

Policy Year 

Base Scenario 

IFRS 4 IFRS 17: VFA (& BBA)

1 2 3 4 5 6 7 8 9 10

Policy Year 

Volatile Scenario 
 

IFRS 4 IFRS 17: BBA IFRS 17:VFA

Base 

IFRS 4 (UK GAAP-based) 

 Profits equal shareholders’ share of distributions which largely 

emerges at the end of the term when final bonuses are paid. 

IFRS 17 

 Profit driven by amortisation of CSM. Under a straight line approach, 

profit recognition will be accelerated compared to IFRS 4.  

Volatile economic scenario 

IFRS 4 (UK GAAP-based) 

 Impact of market movements smoothed over time (in line with 

changes in amounts distributed to policyholders).  

IFRS 17 

 BBA - all market volatility would go directly to P&L. 

 VFA - impact of market movements smoothed as CSM is unlocked 

for changes in financial market variables. 
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Other financial implications 
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Level of aggregation 

Examples of accounting mismatches 

Reinsurance 

Direct contract Reinsurance contract held 

Under VFA if meets scope criteria VFA not allowed 

 Profits deferred through CSM 

 Losses recognised immediately 
Net cost/gain deferred through CSM 

Hedging under VFA 
Movement in derivative Movement in hedged item 

P&L Pre-transition movements taken to CSM 

Interest rate 
CSM BEL, Risk Adjustment and FTP&L assets 

Locked-in rate Current rate 

Portfolio 

Profitable group 

Profit deferred through 

CSM 

Onerous group 

Loss recognised 

immediately 
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Operational implications 
IFRS 17 overlaps with Solvency II but significant changes to systems/processes 

required 

Key aspects of 

IFRS 17 project & 

expenditure 

Actuarial Systems & Processes 

 Changes for differences in assumptions and 

contract boundaries, more granular output and 

multiple runs. 

 Improve efficiency to meet IFRS reporting 

deadlines.  

 New CSM system 

Finance Systems & Processes 

 Chart of accounts 

 Consolidation and reporting systems 

 General ledgers 

Transition 

 Mining historic data 

 Temporary system solution 

 Interface with ongoing reporting process 

Production of Comparatives 

 Historic balance sheets and P&L 

 Explaining the impact to stakeholders 

Technical interpretation 

Project Management 

Audit 
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Conclusion 

26 

 IFRS 17 is a complex model resulting in significant changes to 

financial reporting for life assurance business. 

 IFRS 17 will be costly to implement. 

 Testing to date has focused on clarity of interpretation and 

operationality. 

 Robust and comprehensive assessment will be needed as part of 

the EU endorsement process to determine whether the new 

standard results in meaningful performance reporting. 
 

IFRS 17 Insurance Contracts 

Darrel Scott, IASB 

10 July 2017 
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IFRS 17 development 

28 

 Long time in development  

 Significant amount of consultation 
 3 Public Consultation documents 

 600 comment letters,  

 900 meetings, round tables and discussion forums 

 Balances requirements of various stakeholders 
 Considered and understood views of all stakeholders 

 Develop a model that best satisfies those views 

 IFRSs principle based, so often require significant judgement 
 Judgements develop over time 
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IFRS 17: some early thoughts 

29 

 Reminder: IFRS 4 is an interim Standard 

 IFRS 17 introduces consistent current measurement accounting  

 Benefits of leveraging existing data and systems will differ from 

entity to entity (early start essential) 

 Economics of insurance 

 Costs of implementation versus benefits  

 PAA is a simplification, but….  

 Economic versus accounting mismatches 

 Complexity 
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Supporting implementation 

30 

 Endorsement 
 Will support the ongoing endorsement process 

 Will remain engaged with industry and with EFRAG  

 Accompanying materials to IFRS 17 
 Basis for Conclusions 

 Illustrative Examples 

 Educational material  
 Webcasts introducing new Standard, focusing on specific areas 

 Other education materials for investors, regulators and national-

standard setters 

 Active webpage 
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TRG 

31 

 To provide a public forum to discuss implementation related 

questions: 
 Many will be judgement issues 

 Benefit from just having a public discussion (socialisation) 

 No intent to makes changes to standard 

 Participation will be  
 geographically and product diverse 

 small group to facilitate proper debate 

 Accountant focussed 

 Will deal with questions raised by any constituent 

 Start date late this year 
 Allow time for judgement to develop 

Colour palette for PowerPoint presentations 

Dark blue 

R17  G52  B88 

Gold 

R217  G171  B22 

Mid blue 

R64  G150  B184 

Secondary colour palette 

Primary colour palette 

Light grey 

R220  G221  B217 

Pea green 

R121  G163  B42 

Forest green 

R0 G132  B82 

Bottle green 

R17  G179  B162 

Cyan 

R0  G156  B200 

Light blue 

R124  G179  B225 

Violet 

R128  G118  B207 

Purple 

R143  G70  B147 

Fuscia 

R233  G69  B140 

Red 

R200  G30  B69 

Orange 

R238  G116  29 

Thank you 

32 

Keep up to date 

IFRS Foundation 

www.ifrs.org 

IFRS Foundation 

@IFRSFoundation 

Comment on our work 

go.ifrs.org/comment 
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Expressions of individual views by members of the Institute and Faculty of Actuaries 

and its staff are encouraged. 

The views expressed in this presentation are those of the presenter. 

Questions Comments 
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Closing Remarks  

Kamran Foroughi, Chair of the IFoA’s Financial Reporting Group 

  

 

11 July 2017 

Thank you  
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