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fd/t()(_s note: The references marted by {} reprn.se,nt the text or extract,c,n !ram the IFRS 17 

Standard and Basis for Conclusions (June 2020 IFRS 17 Standard). 

A tter � very long journAy, the lntArn�tconal Accounting !>tar"1arcJs Boil rd (IAS8) 1ss1rnd IFRS 17 

"Insurance Contracts" (IFRS 17) in May 2017. IFRS 17 replaces IFRS 4 that was issued in 2004. The 

overall objective is to provide a more useful and consjstent accounting model for insurance contracts 

among entities issuing insurance contracts globally. Three years after the release of the IFRS 17 

Stdndard, th .. IASB publish .. d tt, .. am .. nd .. d v .. rsion of If RS 17 on Jun .. 25, 2020. Th .. r .. v;, .. u .. rrective 

datA nf IFRei 17 has hA<'n d,s/Arrnd to anmrnl mporting f)Ariods h"ginning on or aft,,, .Ian. 7, 202.'l.lll 

This articl� is int .. n<.led tu pruvi<.le an update to !he, article� w .. published previously or, reinsuranc·e 

�,mtrac:ts helrJ ann on,srrnis cnntrar.ts. Ynu may want to mfAr tn th" pr<Nimis articl"s fnr th" 

background intormation.[2] 

Underlying Insurance Contracts and Reinsurance Contracts Held 

An entity shall also apply IFRS 17 to reinsurance contracts it holds (i.e .. as cedant). All references in 

I FRS 17 to "insurance contracts" also apply to "reinsurance contracts held," except for references to 

"insurance cuntra�ts issued" arid some spe,.;ific modi rications related to recogr,itiori and 

measumment (as n�terJ in IFRS 17 paragraph fi() tr> 70A). Tabl" 1 summari�es th A .June 2020 IFRS 17 

Standard on the treatment of the profitable and onerous contracts tor underlying contracts (UC) and 

reinsurance contracts held (RCH) under the general measurement model ( GMM). 

Table 1 

Summary of Profitable and Onerous Contracts Treatment for UCs and RCl·ls (June 2020 IFRS 17 

Standard)-<.mder GMM 
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Key Changes of IFRS 17 for Reinsurance Contracts Held 

(1) What are the changes in the IFRS 17 Standard that affect the initial recognition for the RCl·ls?

An entity shall adjust the contractual servic<= margin of a group of reinsurance contracts held, and as a 

result recogn;ze income, when the entity recognizes a loss on initial recognition of an onerous group 

of underlying insurance contracts or on addition of onerous underlying insurance contracts to a group 

{I FRS 17.65A}. This is the dmtm<.lmerit <.lecide<.I by the IASB to align u, .. treatment of th .. irnpdct of 

RCH CSM fm or1�rrnis underlying c:or1!rad at initial "'""griition and subsequent measurt,meral. IFRS 

17.fifiA appliP.s if. ann only if, the rnmsLJranc" contr,ir.t hAld is ent,,rnd mto hP.tom or aat th" SAmA timP.

as the onerous underlying insurance contracts are r<ccognized.

(2) Per Q1 above, how should the "income" be calculated?

Arcnrding to IFRS 17.8719D. an �ntity shall dPt,,rminP thP. rP.sulting incomP. hy multiplying, 

(al tt, .. luss recugriize<.I on the underlying i11suraric:e curitracls; oriel 

(b) the percentage of claims on the underlying insurance contracts the entity expects to recov<cr from

the group of reinsurance contracts held.

(3) When shall a group of reinsurance contracts held be recogniz<cd?

An entity shall rnr.ogmze a grnup of RCHs from th A eArli"r of th A tnllowingc 

• TI1e beginning of th� coverag� period of th� group of RCHs; and

• lhA dale the entity mcngnizP.s an on,,mus group of UCs. if lhP. Anlity ,snter"n into the rnlatP.d RCH

in the group of RCHs at or before that date.

Notwithstanding thP. (ll) above, as nnte<J in IFRS77.fi2A. an entity shall de lily the rncognitinn nt" 

group of RCl·I s that provide proportionate coverage until the date that any UC is in;tially recogniz<cd, 

if that date is later than the beginning of the coverage period of the group of RCl·ls. 

(4) What is loss-recove,y component?

An entity shall establish (nr arJjLJst) il loss-rncnvery r.omponent of the ,issP.t for rem/lining cov,,rnge tnr 

a group of reinsurance contracts held depicting the recovery of losses recognized. The loss-recovery 

component determines the amounts that are presented in profit or loss as reversals of recoveries of 

losses from reinsurance contracts held and are consequently excluded from the allocation of 

premiums µaid tu the reinsurer {I FR517.66B). 

{5) How does the change of loss component of UCs affect the loss-recovery component of RCHs? 

After an entity has established a loss-recovery component by applying IFRS 17.66ll. the entity shall 

adjust the loss-recovery component to reflect changes in the loss component of an onerous group of 

u11derlying insurance contrads. The carryi11g amount of the loss-r.,covery c·omponent shall nut 

1">CAed the portion of thA carrying ammmt nf th" loss r:ompnnent of th A r>nP.rous group of underlying 

insurance contracts that the entity expects to recover from the group of reinsurance contracts held 

{I FRS17.□119F) 

Illustrative Example for Reinsurance Contracts Held and Loss-recovery Component 

In order to illustrate the loss-recovery component logic, a simple reinsurance contract is entered into 

to cover the uri<.lerlyir,g three-year endowment pro<.luct tl1at is onerous. It is assumed that (i) IFRS 

17.811CJC is mP.t, i.e. the RCH was in placP. nn nr betnre th" initial recognition of the UC; (ii) all UC 

claims and expens<cs are ceded prcport1onally to the remsurer. 

T.,hl" 2. 

Projected 8est Estimate Cash Flows (8ECFs) and Initial Measurement lo, UC 

• In th;s illustration. all calculations ar<c pr<csented in liability position (i.e .. a negative RCl·I CSM

represents a reinsurance asset)

Table 2 summarizes the key fact pattern of the UC and RCl·I best estimated cash flows and the initial 

recognition results. For simplicity. let's assume there is no risk adjustment ( RA). time value of options 

and guarantees. or investment income. 

At issue: 

• With the discounting applied, UC FCF equals 20, which means the expected outflow is larger than

the expected inflow: it is an onerous contract with an initial loss of 20.

• For RCH. FCF equals 19.7 so the initial CSM equals (19.7) before considering loss-recovery

adjustment.

• The RCH CSM is AdjustP.d by (10.0) And 70.0 is mr.ogniz"n /ls inc.nm A to "offset· thP. lnss on initial

recognition of the onerous UC. This adjustment is calculated as the initial loss of 20.0 from the UC

multiped by the percentage of claims expected to be recovered, which is 50 percent in this

example.

RCH CSM .. qudls (29.7) dft .. , th .. d<.ijustrnent uf the loss-, .. cov .. ,y cornµonent. which is d net c·ost

Dn purchasirag th� RCH.

At H,e .. n<.1 of yedr twu, <.lu .. to det .. riordliun i11 exp .. ri .. nc ... the exµect .. <.1 daims ar,<.1 exp .. n, .. outgo fur 

the UC in year thrt,e i,; increc,sed from 250 lo 300. Sirmiltan�ously, the ex peeled rec:overy for RCH in 

yenr thrn" is uprJa'Jle<1 from 72ci to 150 acc,orrJingly. 

Table 3 

RCH CSM Rollforward 

'" 

Table 4 

Loss-reco'/e,ry Component Roll r orward 

" 

Tahl"s 1 ann 4 ;11ustrate the rnlltor,vnrds tor RCH CSM and th" loss-m�rYVAry c:omponent rnspec,tivAly. 

At th<= end ot year two, th<cre is an unfavorable change of UC (increase of FCF) and a favorable 

change to the corresponding RCH (decrease of FCF). Since the change in the estimates of UC will 

make the UC more onerous (i.e .. the impact is not absorbed by the UC CSM)_ the change in estimates 

for RCH or 24.4 di the .. nd ur y .. ar two will not adjusi RCH CSM but instead u .. recognized dS dn 

ir,c(]me in SCI. This 24.4 will also be rec:ognized "' the loss-r�c:overy c:ornponent al the end of y�a, 

two. 

Table 5 

SCI 
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Table 5 summarizes the items to be slmwn in the SCI in this illustrative example: 

• TI1e lnsurdnce , .. v .. nue .. qua ls ln•urance compoll<!nt of Iha outgo• (1- lo•• ratio).

"·" 

" 

" 

For the UC insuranc:� e;ervic:e exp�nse, (i) the total insurarn:e cumpor1enl is pr�senled assuming

everything gof's as P.xper.li'd (no invAslmP.nt r.omponents is asstJ1r1"n in this example), (ii) thP. initml

loss and subsequent loss arn r<ccognized immediately in the SCI, and (iii) the allocation of

subsequent changes in FCF to loss component (LC) equals Insurance component of the outgo•

loss ratio.

For the RCH allocatio11 or re;nsurnnc" µremiums paid. it in�luJes {i) the .. xpe,.;led dairns and

exr.AnsP.s recover"n exclurJing the revf'rsal r,f loss-recovery compon,,nt, and (ii) th" RCH CSM

release.

For the RCI-I amount recovered from the reinsurer. (i) the total recovery is presented assuming

everything goes as expected, (ii I the initial and subsequent recognition of loss-recovery

component are recognized as income in the SCI. and (iii) reversal of loss-recovery component are

recoyr,ized in the SCI (from Table 4).

For the insuranr:" tinAnce income and expensAs, it mcludAs (i) IFIE Allocat,sd tn LC whic:h 1"�r1nls PV

of total outgo,• discount rate,* loss ratio, and {ii) IFIE allocated to LRC excluding LC which

equals FCF unwinding minus Reversals of losses (IFE).

For the reinsurance finance income and expenses, it includes (i) RFIE allocated to asset tor

remaining coverage (ARC) excluding loss-recovery component, which equals the interest

accretion of FCF and CSM, excluding the interest accretion of loss-recovery component. and (ii)

RFIE allocated to loss-recovery component.

Certain d,��ks an<.I ba!ances n .. ed tu L>e p.,rf<Jrrn"d fur the SCI: (i) The total insuraric·e , .. venue is

lhA Ammmt c:t �remiums pllirJ t� the entity, adjust"n tnr a finAncing ettoct ann excluding nny

inv<cstment components; and {ii) the total profit should tee with the net Cfs (g,ven no investment

income is considered in this example).

The simplified exampl<= above illustrates the key changes introduced in the June 2020 IFRS 17 

Standard for the measurement of RCHs. More specifically, the example shows the linkage between 

the RCHs and the UCs during the initial recognition and subsequent measurement. These changes 

dlso impact th .. corresponding SCI presentation. 

Remarks: The SCI above is for illustrative purpose only, as we have provided further breakdowns of 

the items. Ir, a rormal SCI, sum .. ur th .. it .. rns can be comliin .. d am.I details nMy b .. shown in tt,e notes 

lo fin�rn:ial ,talemerits. 

Conclusion 

While on<crous underlying contracts and RCH loss-recovery component may not be a significant part 

of an entity's portfolio generally, the entity should consider its logic during system development to 

ensure the SCI and corresponding disclosures can be handled properly by the IFRS 17 reporting 

syst .. rns. 

The illustrative example included in this article provides only one of the approaches that fulfil the 

standard , .. quirernents, dnd we exp .. ct tt, .. r .. are other Wdys or p .. ,r arming the cdlculdlim1. Similar lo 

prior financial ,,,porting mgime chang�s. it is genPrally ��pecti'd th�! cert�in mnrket cnns�nsLJs will 

converge on the approaches. The related methodology and considerations should be properly 

documented and approved within the entity's governance structure, and agreed with the entity's 

audjtor. It is also important for individual entities to understand both the financial and operational 

impacts of the RCH loss-recovery component during the implementation journey. 

The v,'ews reflected in this orticie are the v,'ews of the authors and do not necessariiyrefiect the 

views of the global EY orgonization or its member firms. or the Society of Actuaries. 
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