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Purpose of today:

1. Answer “what” and “why” IFRS 17

2. Understand what is new

3. Compare with existing methods

4. Face some of the challenges
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El futuro de la 
información financiera 

en seguros: 
IFRS 17
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What is IFRS 17 ?
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What is IFRS 17 ?

It’s an accounting standard from 
the IFRS foundation.
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When ?

- Released in May 2017
- Starting: 2021
- Delayed to: 2023
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Who is it for ?

- It describes insurance 
contracts

- It affects Insurance 
companies

- Final customer: shareholders 
and potential investors
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Who is this Board ?

- Under the IFRS foundation
- 14 independent experts
- non profit accounting 

organization based in London.
- Mission statement: to provide 

transparency based on 
principles
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Who listens to them ?

- Countries are welcome to 
adapt these international 
accounting standards

- E.g. Spain applies IFRS (Normas 
Internacionales Información 
Financiera, NIIF) since 2008: 
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What are the consequences ?

- Directly the IASB has no legitimity to 
obligate companies

- But national supervisors and 
regulators do

- 1st Jan 2005 the EU adopts IFRS for all 
consolidated reports of listed 
companies in EU.

- Ensures that all companies within the 
EU use a unique accounting standard.
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Why “17” ? 
Relased in year 2017 it’s a coincidence:
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Why is IFRS17 needed ?

IFRS 17 will make: 

(a) insurers’ financial reports 
more useful and 
transparent; 

(b) insurance accounting practices consistent across 
jurisdictions. 
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Is it really necessary ?

As per 2015, worldwide 
Listed insurance 
Companies add to more 
than USD
22’100’000’000’000
in assets.

Approx. 17 Spain GDP
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How many are already using an IFRS ?

Insurance companies using
current IFRS standard, 
add to USD
13’300’000’000’000
in assets.

Approx. 10 Spain GDP
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RISK CAN BE 
QUANTIFIED 

AND 
TRANSFERRED

SOMEONE 
MAY WANT 
TO SELL A 

RISK

SOMEONE 
MAY WANT 

TO BUY A RISK

ENDEXTRARISK ADJUSTMENTDISCOUNTINGCSMBASICSINTRO



CUSTOMER INSURANCE
COMPANY

INSURANCE 
RISK

Customer pays a 
premium…

… company 
gives a service.
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CUSTOMER INSURANCE
COMPANY

“… a service”
translated to an 
economic term.

Hey! My leg 
hurts!

Oh…! Here is 
100€
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Not a good (IFRS 15)
Not an investment return (IFRS 9)
A service from an insurance contract (IFRS 17) 



Governments wants to maximise taxation and 
accountability

INSURANCE
COMPANY

CUSTOMERS

INVESTORS

REGULATORS

TAX MEN
& GOVERNANCE

omg
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How many rules are out there ?

INSURANCE
COMPANY

CUSTOMERS

INVESTORS 
MCEV

Solvency II in Europe

Swiss Solvency Test
in CH

Local stat
IFRS4
US GAAP

1

2

3

4
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The industry is aware of the problem
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IS IT POSSIBLE TO HAVE 
A COMPREHENSIVE 

REPORTING ?

LET’S SEE WHAT IFRS17 
BRINGS IN
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CUSTOMER INSURANCE
COMPANY

premium€

CUSTOMER INSURANCE
COMPANY€ Claim

SHAREHOLDERS

Profit ?

INSURANCE
COMPANY

€
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Can we visualize IFRS 17 vs IFRS 4 ?

Let’s make some assumptions:

- No time value of money
- No tax
- Extremely simple expenses
- End of year view (post)
- 100% deterministic
- Many more simplifications
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Premium = 100
Loss ratio of 50% profit = 10
Expense ratio of 40%

IFRS 4  - Profit and Loss (P&L) – example of 1 year long
Step 3 / 3

The insurance company has 40 as expenses.

As a result the profit is 10, which will be then taxed, 
allocated to dividends, etc.
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Visualization of IFRS 17 vs IFRS 4

All good ? Let’s tighten it:

What if the claim is paid over 3 years ?
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IFRS 4  - Profit and Loss (P&L) – example of 3 year long
Step 5 / 5

After 3 years:

Are these results adequate ?
- What is the tax impact over time ?
- What kind of volatility are the investors perceiving ?
- Is this a realistic image of the insurance performance?
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IFRS 17  - Profit and Loss (P&L) – example of 3 year long
Step 3 / 6

𝐶𝑆𝑀 = 𝐵𝐸𝐿()*+,-. − 𝐵𝐸𝐿,01*+,-.

𝐶𝑆𝑀23,41(521(,) =
𝐶𝑆𝑀

𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑝𝑒𝑟𝑖𝑜𝑑
=
10
3
= 3.33
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IFRS 17  - Profit and Loss (P&L) – example of 3 year long
Step 4 / 6

First item in the P&L is the CSM amortization
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𝐶𝑆𝑀23,41(521(,) =
𝐶𝑆𝑀

𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑝𝑒𝑟𝑖𝑜𝑑
=
10
3
= 3.33



IFRS 17  - Profit and Loss (P&L) – example of 3 year long
Step 6 / 6

Hence, after 3 years:
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P&L - IFRS 4 vs IFRS 17 – 3 years long

IFRS4

IFRS17

IFRS4

IFRS17
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P&L - IFRS 4 vs IFRS 17 – 5 years long

IFRS4

IFRS17

IFRS4

IFRS17
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P&L - IFRS 4 vs IFRS 17 – 1 ; 3 ; 5 years long
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What kind of simplifications have we done ?

- Cash flows at t=0 (pre) are not part of 
future cash flows

- No effects of interest ; no unwind or 
accretion

- No effect of taxes, acquisition costs, 
changes in estimates, and a total 100% 
certainty of our Best Estimate.
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Challenges so far !

1) Update all the accounting systems and booking 
logics

2) Reengineer the actuarial systems to accomodate 
CSM calculations and reformulate algorithms

3) Introduce a large number of “expected vs actual” 
lines 

Costs ?
(!) In average each insurance company is budgeting more than 

50m USD.
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Surprises so far !

1) Premium no longer in the P&L !

2) Profit is amortized and “digested” over 
time

3) Numerous Analysis of Change implications, 
not even now in place 

4) Short term business do not seem to be 
sensitive to IFRS4 or IFRS17 choice
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Short vs Long

- It’s not about Life vs non-Life

- What matters is a short vs long time 
horizon of the coverage period

- “Short vs Long” already exists under in IFRS 
4 and US GAAP 

- IFRS17 allows a simplified approach
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Let’s tighten it another turn:

Calculating a Present Value implies using a 
yield curve.

- What yield curve ?

- IFRS 17 standard does not provide a 
reference
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Solvency II provides it

- E.g. Solvency II defines that :
” In line with the Solvency II Directive, EIOPA publishes technical information 
relating to RFR term structures on a monthly basis. By this publication EIOPA 
ensures consistent calculation of technical provisions across Europe and, thus, 
higher supervisory convergence for the benefit of the European insurance 
policyholders.”

ENDEXTRARISK ADJUSTMENTDISCOUNTINGCSMBASICSINTRO



Only principles

IFRS 17 defines principles about discounting, 
and also about the Cash Flows and the “Best 
Estimate”.

But there is no explicit guidance on how to do 
it. 

The entity will have to disclose the methods.
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Discounting Non Life business

By tradition, non life business never 
discounted future cash flows.

“… it’s too volatile…”

“… we are not like Life…”

Under IFRS17 it is required to discount future 
cash flows. But how?
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Discounting Non Life business

1. Non-Life insurance does patterns to 
estimate the future reserves required

2. Non-Life does patterns to estimate how 
past claims have been paid

3. Combination would result in a future CF
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Discounting Non Life business
Step 1/ - losses paid per period

The Payment Pattern vector can be combined with the total 
nominal reserves.

As example, imagine having 8’700 as Reserves at 31dec2019
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𝑃𝑉 =F
(GH

(G)

𝐶𝐹( · 𝑑𝑓(

Discounting Non Life business
Step 2/ - building a nominal CF
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The entity will have monthly discount yield curves.

But,…

… Non-Life business is traditionally using whole year values 
(development years).

Discounting Non Life business
The attachment issue
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So, at the end of the year we have 12 months of information with 
end-of-the-month yield curve.

etc..

Discounting Non Life business
The attachment issue
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As example, imagine that you measure your weight at the end of 
each month during a year:

72 68      66       66      68       67      69      71       69      70      72     73

1. What is the average ? 69,25

2. To what point of the year you attach it to ?

Discounting Non Life business
The attachment issue
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IFRS 17 P&L – the unwind

- The IFRS17 P&L shown previously
was too simple

- IFRS 17 will 
separate service and 
finance components
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Locked-in vs current

- As we have Expected vs actuals for claims and 
expenses, there will be a line for 

“change in discount rates”

Changes will be 
charged to the P&L
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Locked-in vs current

- To have Locked-in assumptions to the inception 
date is already a requirement in IFRS 4 / US GAAP

- In subsequent periods, current market parameters 
are compared to the locked-in 

- IFRS 17 allows to use this concept to smooth 
results: the OCI option (“Other Comprehensive 
Income”)

- Equity can absorb votility
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The uncertainty

- How certain are we about the time and 
amount of the Cash Flows ?
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The uncertainty

- Entities are skilled in calculating Risk 
Margins for Solvency II, SST, MCEV,…

- Entities will use current methodologies

- Risk Adjustment = uncertainty – certainty

- IFRS 17 requires to disclose a confidence 
level
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The Risk Adjustment for non financial risks
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The Risk Adjustment for non financial risks
Example of creating confidence levels 

Current Best Estimate = mean

Quantile 99%

Standard deviation can 
be derived
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The reinsurance

IFRS 17 requires reinsurance as a unique 
line in P&L. 

Other figures are gross.  
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The Blocks

LIABILITY 
FOR 
INCURRED 
CLAIMS

LIABILITY 
FOR 
REMAINING 
COVERAGE

Risk Adjustment

Expected future Cash Flows

Risk Adjustment

Expected future Cash Flows

Contractual Service Margin

Discounting

Discounting
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The granularity issue

Insurance company

Portfolio 1

Portfolio: same risks managed together

Example:
Annuity  ( without lump sum )
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The granularity issue

Insurance company

Portfolio 1

Annual 
cohort 
2017

Annual 
cohort 
2018

Annual 
cohort 
2019
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The granularity issue

Annual 
cohort 
2019

Contracts onerous at initial 
recognition

Contracts with no possibility 
to be onerous

Remaining contracts

General principle:
Accounting should reflect the impact of each 
individual business decision for a transaction. 
And reflect if it creates or eliminates 
resources of the entity.

By allowing “to manage same risk together” 
IFRS17 recognizes the statistical risk 
mitigation that happens when issuing 
multiple contracts.
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IFRS 17 vs IFRS 4

With IFRS 4 we don’t know:

- The trend of the underlying contracts
- What are the company expectations
- The impact of time value of money
- The uncertainty around the business
- The benefit of reinsurance
- The overall profitability of a contract
- How costs are amortized over time
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IFRS 17 vs IFRS 4

With IFRS 17 we know:

- The performance by line of business and annual cohorts
- Which contracts are onerous and which ones profitable
- How well reinsurance supports operational business
- The time value of money
- The monetary measure of uncertainty
- Expectations vs actuals plus drivers of profitability
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Questions ?


