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DISCLAIMER 

This paper has been prepared by the EFRAG Secretariat for discussion at a

public meeting of EFRAG TEG. The paper forms part of an early stage of the

development of a potential EFRAG position. Consequently, the paper does not

represent the official views of EFRAG or any individual member of the EFRAG

Board or EFRAG TEG. The paper is made available to enable the public to follow

the discussions in the meeting. Tentative decisions are made in public and

reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG

Board, are published as comment letters, discussion or position papers, or in any

other form considered appropriate in the circumstances.
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OVERVIEW

What is insurance

Separating components of insurance contract

Portfolios

Grouping

General Model

Cohorts vs no cohorts ïSimplified examples

Recognition of CSM in P&L ïSimplified examples

Jargon used
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WHAT IS INSURANCE?



INSURANCE CONTRACT DEFINITION IN IFRS 17

A contract under which one party (the issuer) accepts significant

insurance risk from another party (the policyholder) by agreeing

to compensate the policyholder if a specified uncertain future

event (the insured event) adversely affects the policyholder

(IFRS 17, Appendix A)

WHAT IS INSURANCE?
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IN SIMPLE TERMS

An insurance contract is one where, on signing the contract, the

insurer has an immediate liability to meet the obligations under that

contract.

Insurance business has two key functions:

(a) estimating the amount and timing of claims and other contractual

benefits

(b) managing assets and investment returns in order to meet those

claims and other contractual benefits

For long-term contracts, the insurer manages reinvestment of assets

as they mature.

WHAT IS INSURANCE?
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SOURCES OF COMPLEXITY

(a) Range of insurance products sold, including short-term insurance

through to long-term life insurance contracts

(b) Range and mix of benefits provided ïe.g. cover for the insured

event(s) and some form of investment return

(c) Uncertainty as to whether the insured event will occur (e.g.

burglary insurance) or when the insured event will occur (e.g.

death benefit)

(d) Uncertainty about the amount of the claim

(e) Current existence of different practices in accounting for insurance

contracts

(f) Asset-liability management

WHAT IS INSURANCE?
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SEPARATING COMPONENTS



SEPARATING COMPONENTS

InsuranceEmbedded 

derivatives

Apply IFRS 17

Apply IFRS 9

Apply IFRS 15
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IFRS 17, paragraphs 10-13, B31-B35
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SEPARATING COMPONENTS

- Separate components of an insurance contract if they are distinct

- Investment component:

- Is distinct only if both:

- the investment and insurance components are not highly 

interrelated

- a contract with equivalent terms is, or could be, sold separately in 

the same market or jurisdiction

- Is not distinct, because highly interrelated, if either:

- the entity is unable to measure one component without 

considering the other

- the policyholder is unable to benefit from one component unless 

the other is also present

- Goods or services:

- Are distinct only if the policyholder can benefit from the good or service 

either on its own or together with other readily available resources;

- Are not distinct if the cash flows and risks associated with the good or 

service are highly interrelated with the cash flows and risks associated 

with the insurance components and the entity provides a significant 

integration service.
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ISSUES RAISED FROM EFRAG IAWG 
ïSEPARATION OF COMPONENTS 

Separation of an  

investment 

component

IFRS 17, paragraphs 11(b) and B31-B32 For unit-linked contracts with

an option of waiving the premium it is unclear whether the investment

component can be separated and accounted for in accordance with

IFRS 9

Arguments in favour of IFRS 17 Arguments against IFRS 17

Å When components of an insurance

contracts are highly interrelated,

accounting in accordance with IFRS 17

reflects the long-term business model of

insurers.

Å The requirements for separation may be

too strict, in particular the requirement that

an investment component is considered

highly interrelated with an insurance

component when the policyholder is unable

to benefit from one component unless the

other is also present



PORTFOLIOS



PORTFOLIO DEFINED AS

Insurance contracts subject to similar risks and managed together 

(IFRS 17, Appendix A)

Example:

Å Contracts in the same product line if managed together

Å Appears to be a very broad notion (see paragraph 14 which refers 

to regular term life assurance as a possible portfolio)

PORTFOLIOS
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GROUPING



GROUPING*

Identification of portfolios of insurance contracts issued at inception

(IFRS 17, paragraph 14)
Step 1

Step 3

Divide annual cohorts into groups of contracts, at inception (if any):

(IFRS 17, paragraph 16)

Step 2 

Onerous

No significant 

possibility of 

becoming 

onerous 

subsequently

Possibility of 

becoming 

onerous 

(ñremaining 

contractsò)

Divide portfolios of contracts into annual time buckets (cohorts)

(IFRS 17, paragraph 22)

Apply the recognition and measurement requirements to each group

* Referred to in IFRS 17 as Level of aggregation
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REGULATORY EXEMPTION

Law or regulation may constrain entityôs 

practical ability to set a different price or 

level of benefits for policyholders with 

different characteristics, e.g. gender, age, 

etc.

IFRS 17 permits such contracts to be 

aggregated into the same group.

GROUPING
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LIMITED TO ONE YEAR COHORTS TO ENSURE

Å The carrying amount of CSM (contractual service margin = 

unearned profit) for the group reflects coverage to be provided 

under contracts within the group (i.e. contracts that have not 

lapsed or expired)

Å The allocation of the CSM to P&L faithfully depicts profitability in 

contracts over time

Å Full run-off of CSM to P&L once coverage period has ended

GROUPING
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ONEROUS CONTRACTS

Å Identified at initial recognition

ÅMay assess onerousness by measuring a set of 

contracts rather than individual contracts

Å Remains a separate group and loss recognised 

immediately in profit or loss

GROUPING
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