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DISCLAIMER 

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

public meeting of the EFRAG Board. 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

General Model (revisited)

Modifications to the General Model

Å Variable Fee Approach

Å Premium Allocation Approach

Å Reinsurance contracts

Å Investment contracts with discretionary participation features

Jargon used
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GENERAL MODEL (REVISITED)



INITIAL MEASUREMENT

GENERAL MODEL ïINSURANCE LIABILITY

Probability weighted 

expected cash flows

Discounted

Risk adjustment

Contractual service margin
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Measurement of an insurance contract incorporates all available 

information in a way consistent with observable market data.

Represents unearned profit 
in the contract that will be 
recognised over time

Includes consideration of a full 
range of possible outcomes and 
all cash flows within the contract 
boundary

Compensation required for 
bearing uncertainty around 
timing and amount of claims
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Consistent with current market 
and reflects characteristics of 
insurance liability



Cash flows arising from the costs of selling, underwriting and starting a

group of insurance contracts that are directly attributable to the portfolio of

insurance contracts to which the group belongs.

GENERAL MODEL ïINSURANCE LIABILITY
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INSURANCE ACQUISITION CASH FLOWS DEFINED AS:

Insurance liability

(Balance Sheet)

CSM on initial recognition considers

allocated insurance acquisition cash

flows

Income Statement

Recognised in each reporting period

over the coverage period as:

Insurance revenue

Portion of premium relating to recovery

of acquisition costs in each period

Insurance service expense1

Same amount as insurance revenue

above

1 Expenses relating to provision of coverage and other services, e.g., incurred claims

IFRS 17, paragraphs27, 38 (b), B125

Example 7, IE72- IE80



INSURANCE LIABILITY SUBSEQUENT MEASUREMENT

GENERAL MODEL ïINSURANCE LIABILITY
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Source: KPMG ïFirst Impressions IFRS 17 



VARIABLE FEE APPROACH
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VARIABLE FEE APPROACH

OVERVIEW ïDEGREE OF PARTICIPATION

ÅNon-participating contracts

ÅIndirect participating contracts
General Model

ÅDirect participating contracts
Variable Fee 

Approach
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VARIABLE FEE APPROACH

Clearly identified pool of underlying items

Entity pays policyholder a substantial share of 
the fair value returns on the underlying items

A substantial proportion of any change in the 
payments to the policy holder will vary with the 
change in fair value of the underlying items

ELIGIBILITY CONDITIONS

Direct participating contracts if all conditions are met

IFRS 17, paragraph B101
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ISSUES RAISED BY EFRAG IAWG MEMBERS ï
VARIABLE FEE APPROACH

Scope of 

Variable Fee

Approach

Issue 1: IFRS 17, paragraphs 2; B101, B104 and B105: the scope of the Variable Fee

Approach means that similar contracts will be treated in different ways

Issue 2: IFRS 17, paragraphs B101 and B102: To apply the VFA, óasubstantial

proportion of any change in the amounts due to the policyholder vary with the change

in fair value of the underlying itemsô,but this may not apply to contracts that require

payments in terms of local GAAP rather than change in fair value.

Points raised by the EFRAG IAWG membersFurther considerations

Å The criteria for use of the VFA require that

contractual rights and obligations are

enforceable. The factors that determine

enforceability may differ between

jurisdictions, therefore limiting comparability.

Å For contracts outside the scope of VFA, there

is no direct link between the insurance

contract and the assets held by the insurer.

Any changes in financial risk may identify

economic mismatches.

Å For contracts outside the scope, changes in

financial risk cannot be deferred through

CSM but affect the statement of

comprehensive income. This may increase

the volatility in equity.

Å The VFA reduces volatility in shareholdersô

equity as it eliminates accounting mismatches

with the underlying items

Å In some jurisdictions, contracts with 

constructive obligations are enforceable.

Å The VFA-scope requires that contractual

rights and obligations should be enforceable

and that óeconomiccompulsionôshould be

ignored which is consistent with other IFRS

standards
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VARIABLE FEE APPROACH ïINSURANCE LIABILITY

VARIABLE FEE: INITIAL MEASUREMENT

Source: KPMG - First Impressions IFRS 17

IFRS 17, paragraph B104



INITIAL MEASUREMENT

VARIABLE FEE APPROACH ïINSURANCE LIABILITY

Probability weighted 

expected cash flows

Discounted

Risk adjustment

Contractual service margin
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Similar approach as for general model, except (subsequently) 

treatment of CSM which reflects the variable fee to be received

by insurer.

IFRS 17, paragraph 32
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VARIABLE FEE APPROACH ïINSURANCE LIABILITY

VARIABLE FEE: SUBSEQUENT MEASUREMENT

Source: KPMG - First Impressions IFRS 17

IFRS 17, paragraph 45
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VARIABLE FEE APPROACHïINSURANCE LIABILITY

SUBSEQUENT MEASUREMENT

Source: KPMG ςFirst Impressions IFRS 17 



PRIMARY MEASUREMENT DIFFERENCES

GENERAL MODEL VS VARIABLE FEE APPROACH
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Source: KPMG ïFirst Impressions IFRS 17 



ISSUES RAISED BY EFRAG IAWG MEMBERS -
COHORTS

Annual cohorts 

requirement

IFRS 17, paragraph 22: This does not reflect the nature of 

insurance business and is costly.

Points raised by EFRAG IAWG members Further considerations

All contracts

Å Will require significant changes to

systems and increase costs

Å Average results reflect how the pricing is

set at portfolio level

Å There is no need for using annual

cohorts, the use of coverage units is

sufficient

Å Appropriate amount of CSM in P&L and

CSM amortised to zero at maturity

Å Application results in useful trend

information regarding the CSM over time

Å Cross-generation risk-sharing can be

considered

Direct participation contracts

Å Change current practice based upon

open portfolios where profit increases

over time as assets increase due to

changes in fair value as well as new

contracts written

Å Using annual cohorts avoids showing

averaged profits over time thereby

blurring the trend information of CSM
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ISSUES RAISED BY EFRAG IAWG MEMBERS ï
VARIABLE FEE APPROACH

CSM and 

coverage units

IFRS 17, paragraph B119: CSM allocation is mechanical 

(rather than principle-based).

Points raised by EFRAG IAWG members Further considerations

All contracts

Å A linear allocation pattern of the CSM

does not reflect how the business earns

profit on its contracts

Å As not all contracts in a group have an

identical duration, a systematic allocation

of CSM will lead to the earnings pattern

corresponding to the contracts still in

force. The alternative could lead to

building of hidden reserves

Direct participation contracts

Å The revenue would not reflect the

economics of asset management

services included within the contracts as

these normally increase with the volume

of the assets over the life of the contracts

Å The insurance and investment-related

services are highly interrelated and are

provided over the coverage period in

return for an expected fee. Therefore, the

release of the CSM would reflect the

provision of these services throughout

the coverage period
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PREMIUM ALLOCATION APPROACH


