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IASB meeting on 22 February 2017 
Since a variety of viewpoints are discussed at IASB meetings, and it is often difficult to characterise 
the IASB's tentative conclusions, these summaries may differ in some respects from the actions 
published in the IASB Observer notes. In addition, tentative conclusions may be changed or modified 
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot 
to issue a final standard 

Highlights 

At the February 2017 meeting, the IASB voted on a 
number of sweep issues relating to the proposed 
insurance contracts standard (the ‘draft Standard’ 
or ‘IFRS 17’). 

The IASB decided to recognise against the 
contractual service margin (CSM) all changes in 
estimates of future cash flows arising from non-
financial risks under the general model as well as 
those arising from non-financial risks (and not 
relating to the underlying items) under the 
variable fee approach (VFA). 

The IASB decided to provide an exemption from 
the requirement to separately group contracts that 
fall into different groups because law or regulation 
constrains an entity’s ability to set a different price 
or level of benefits for policyholders with different 
characteristics. 

The IASB confirmed that there are no remaining 
questions that they would like the Staff to consider 
at a future meeting. The Staff will continue 
drafting IFRS 17 and the IASB expects to issue the 
standard in May 2017.  

Experience adjustments and changes in 
estimates of future cash flows 

Previously the IASB decided that in the building 
block approach (BBA), when an experience 
adjustment causes a change in the future rights 
and obligations for the group of contracts (i.e. the 
number of coverage units), the combined effect of 
the experience adjustment and the change in the 
estimate of the present value of the future cash 
flows should be recognised in profit or loss. The 
IASB had similarly decided that under the VFA, 
experience adjustments arising from non-financial 
risks that do not affect the underlying items and 
that cause a change in future rights and 
obligations, and any directly related changes in the 
estimates of future cash flows, should be 
recognised in profit or loss. 

At the February meeting all Board members voted 
to recognise against the CSM all changes in 
estimates of future cash flows arising from non-
financial risks under the general model as well as 
those arising from non-financial risks (and not 
relating to the underlying items) under the VFA.  

The Board also agreed that experience adjustments 
should exclude investment components arising 
from differences between expected and actual 
incurred claims and expenses. This was in 
response to an issue noted during the review of 
draft IFRS 17 that delays or acceleration of 
payment of non-distinct investment components 
may impact experience adjustments and may make 
calculation of the experience adjustment 
operationally complex.  

Regarding the Board’s decision to revert to its 
prior view of recognising changes in estimates of 
future cash flows in the CSM and experience 
adjustments in profit or loss, Board members 
agreed that there is no perfect solution to this 
conceptually complex issue and acknowledged that 
this was a compromise. They supported their 
decision citing the operational complexity of 
having to identify which components of future 
cash flows relate to experience adjustments. They 
also noted that in many cases, experience 
adjustments do not cause offsetting changes in 
cash flows in future periods.  

All IASB members reconfirmed the Board’s prior 
decision that the CSM should be amortised last, 
after all other adjustments to the CSM have been 
made, rather than before the adjustments. The 
rationale for the Board’s decision is that the CSM 
should be calculated using the latest (end of period 
rather than beginning of period) assumptions to be 
consistent with the liability measurement.   

Level of aggregation 

Under the IASB’s previous decisions on grouping, 
an entity may have been required to have separate 
contract sub-groupings of products for certain 
business such as health, flood, and third party 
motor insurance where law or regulation 
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constrains an entity’s ability to set pricing that 
reflects the different characteristics of individual 
policyholders. At the February meeting, 11 out of 
12 Board members voted in favour of an 
exemption from the requirement to separately 
group contracts that fall into different groups 
because law or regulation constrains an entity’s 
ability to set a different price or level of benefits for 
policyholders with different characteristics. An 
entity may choose to include such contracts in the 
same group and disclose this fact. 

The Board members agreed that this is a very 
narrow exception which is only allowed for the 
regulatory imposed constraints on pricing and 
benefits, as regulation has an economic impact 
that should not be ignored. They noted that this 
does not represent a significant change and thus 
does not contradict previous decisions about how 
the model works. One Board member noted that 
the regulation should be specific and that general 
non-discrimination requirements in the regulation 
would not qualify for the exception.  

Other sweep issues 

The Board agreed with approaches recommended 
by the Staff to resolve the remaining sweep issues. 
No other topics were suggested for consideration 
at future meetings. Set out below are some of the 
issues and solutions recommended by the Staff: 

1. Basis for conclusions will clarify how the 
requirement to group contracts issued not 
more than one year apart applies to contracts 
with mutualisation. There will be no 
definition of mutualisation in the Standard.  

2. Premium allocation approach (PAA) will be 
allowed for contracts with investment 
components; investment components will be 
excluded from revenue and expenses similar 
to the general model.  

3. Variable fee for services excludes returns from 
underlying items that exceed the CSM (loss 
component) and reversal of such losses. 
Losses should be recognised as underwriting 
rather than investing results.  

4. In the determination of the contract 
boundary, the assessment of (a) the ability to 
reprice or change benefits, and (b) whether 
the pricing takes into account risks relating to 
future periods will apply at the individual 
policyholder level as well as at the portfolio 
level.  

5. Contract boundary should be reassessed in 
each reporting period to take into account the 
effect of changes in circumstances on the 
entity’s substantive rights and obligations.  

6. Requirements for combination of insurance 
contracts will include only a principles based 
paragraph consistent with the principles in 
the Conceptual framework, IFRS 17 will be 
silent on contract separation.  

7. An entity should not recalculate amounts 
recognized in previous interim financial 
statements when applying IFRS 17 in 
subsequent periods.  

8. Transaction based taxes including VAT 
should be included in the fulfilment cash 
flows but excluded from revenue.  

9.  IFRS 17 will provide an explicit requirement 
to present only two comparative periods on 
transition. This is meant to allow some 
preparers not to present a third comparative 
period required in some jurisdictions. This 
exemption would not be permitted for entities 
adopting IFRS for the first time in accordance 
with IFRS 1.  

10. Classification of purchased insurance 
contracts in a business combination or 
portfolio transfer as insurance contracts or 
non-insurance contracts should be based on 
the facts at the acquisition date. This is 
different from current requirements and may 
lead to different classification of contracts in 
the financial statements of subsidiaries and in 
consolidated financial statements.  

11. The ability to measure debt and treasury 
shares at fair value applies only to investment 
funds that provide investors with benefits 
determined by units in the fund and that 
recognise financial liabilities for the amounts 
to be paid to investors. Election is made for 
each instrument and is irrevocable; additional 
disclosures will be required.   

12. Deletion of exception in IFRS 7 that allows an 
entity not to disclose fair value of investment 
contracts with discretionary participation 
features, as IFRS 13, Fair Value 
Measurement, provides guidance.  

13. Examples of products that should be in 
different portfolios revised to include only 
those products that clearly have different 
risks (e.g. single-premium fixed annuities, 
regular term life assurance).  

14. Profitability related criteria for aggregation 
can be assessed for a set of contracts (not 
defined) rather than individual contracts if 
there is reasonable and supportable 
information for this. ‘Significant possibility of 
becoming onerous’ is not intended to be 
interpreted in the same way as 'significant 
insurance risk’.  
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15. Insurers should make estimates of discount 
rates at the end of each reporting period and 
update them at the end of each subsequent 
reporting period in which newly issued 
contracts are added to the group. 

16. The CSM of a group should be adjusted to 
reflect de-recognised coverage units when 
contracts are modified, de-recognised from a 
group, and then newly recognised. 

17. When a contract is de-recognised, remaining 
accumulated OCI should be reclassified to 
profit or loss if effective yield or crediting rate 
approaches are used and should not be 
reclassified to profit or loss if a current period 
book yield approach is used. 

18. PAA onerous contract test and assessment of 
whether PAA is a reasonable approximation 
of BBA should be performed at the group 
level. Coverage period of one year or less is 
assessed for each contract in a group.  

19. Changes will be made for the scope criteria for 
the VFA being ‘the entity expects a substantial 
portion of any change in the amounts to be 
paid to the policyholder to vary with the 
change in fair value of the underlying items.’ 
Additions were proposed by the staff to 
emphasise that in interpreting the ‘substantial 
portion’ and ‘substantial share’ guidance, a 
key objective of insurance contracts with 
direct participation features is to provide 
investment management services for a fee 
linked to the underlying items. 

20. 'Contractual terms' clarified as being 
substantive rights and obligations, whether 
they arise from a contract, law or regulation. 
This aligns with IFRS 15, which may be 
different from 'constructive obligation' as 
defined in IAS 37.  

21. Clarification of the measurement of the 
contractual service margin using the modified 
retrospective approach on transition.  

22. Clarification that fair value used in IFRS 17 
applies to a group of insurance contracts, not 
an individual contract or fulfilment cash 
flows.  

23. Definition of coverage units: the amount of 
coverage provided by the contracts in the 
group, determined by considering for each 
contract the quantity of the benefits provided 
under the contract and its expected duration. 

24. Clarification that options and guarantees 
embedded in an insurance contract should be 
measured on a market consistent basis.   

25. Clarification that assumptions about inflation 
that are based on (a) an index of prices or 

rates or on prices of assets with inflation-
linked returns are financial assumptions; and 
(b) an entity’s expectation of specific prices 
changes are non-financial assumptions. 

26. Separate disclosures will not be required for 
investment contracts with direct participation 
features. 

27. The disclosure requirements identifying the 
effects of contracts measured using the 
modified retrospective approach or fair value 
approach at the transition date apply only to 
the contractual service margin and revenue. 

Comments were received on items that the Board 
has decided not to reconsider. The IASB agreed: 

 not to make further amendments to reduce 
remaining mismatches related to hedging 
activities, reinsurance contracts, and 
measurement of direct participating contracts 
on the basis of fair value of underlying items.  

 to retain the requirement to use a discount 
rate locked in at the inception of the contract 
for accretion of interest on the CSM and 
adjusting the CSM for changes in estimates of 
future cash flows.  

 to retain the requirement not to aggregate 
contracts issued more than one year apart for 
contracts with mutualisation.  

 not to extend the scope of the variable fee 
approach to all contracts where investment-
related services are provided.  

 to retain the requirement to allocate CSM to 
profit or loss on the basis of passage of time 
based on coverage units.  

 not to provide any exceptions for mutual 
companies.   

One Board member raised a concern with some of 
the new language that is being proposed to clarify 
the qualifying criteria for the VFA approach, 
noting that it seemed to be emphasising the 
investment component of such contracts over the 
requirement to have significant insurance risk. 
The Staff clarified that the new wording is 
intended to help interpret the word ‘substantial’ 
used in the definition of direct participating 
contracts and should not be interpreted as an 
additional criterion or overarching principle.  

The Staff confirmed that they will consider these 
comments in drafting IFRS 17. 

One board member asked that the Staff consider 
clarifying the language on level of aggregation 
that refers to ‘individual contract level' given its 
misinterpretation by some reviewers. He noted 
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that even if the assessment is done on an 
individual contract level, it should conceptually 
be done on an expected (probability-weighted) 
value basis. For example, when determining 
whether a contract (priced to be profitable at 
inception) has no significant possibility of 
becoming onerous, one would look at the 
expected (probability-weighted) value, not the 
fact that in some outcomes there could be a loss. 

The Staff also noted that the definition of 
onerous contracts in the scope of IFRS 17 will 
only be in IFRS 17. Requirements for onerous 
contracts in IAS 37, Provisions, contingent 
liabilities and contingent assets, should not be 
applied to contracts in the scope of IFRS 17. 

A few Board members emphasised their support 
for the clarification the Staff suggested for 
mutualisation and suggested to provide further 
explanation on when mutualisation may be 
applicable.  

 

 

 

Contact us: 
 
If you would like to discuss any of the issues raised in this summary, please call or contact Gail Tucker 
or Mary Saslow or speak with your usual contact at PwC.  
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Phone: +44 (0) 207 212 3867 
Email: gail.l.tucker@pwc.com 

Mary Saslow (PwC US) 
Managing Director 
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