February 2020

Insurance
Accounting Alert

IASB confirms further
changes to IFRS 17 but
decides not to change
annual cohort requirement
for mutualised contracts

What you need to know
The IASB continued its re-deliberations on the Exposure Draft Amendments to IFRS 17 (the ED) issued in June 2019.
At its meeting on 25 February 2020, the IASB tentatively decided to:

• Retain unchanged the annual cohort requirement in
IFRS 17 for all types of contracts, including contracts
with intergenerational sharing of risks between
policyholders (mutualised contracts)

• Amend Paragraph B66(f) to clarify that applying
Paragraph B65(m) an entity should include in fulfilment
cash flows income tax amounts that are specifically
chargeable to the policyholder

• For insurance contracts without direct participation
features, confirm the revised investment-return service
proposals included in the ED and require that an entity
should include costs related to investment activities as
cash flows within the contract boundary if it performs
investment activities to enhance benefits from insurance
coverage for the policyholder (even if the contract does
not provide an investment return service)

• Add three further specific transition modifications and
reliefs

• Extend the risk mitigation option under the Variable Fee
Approach (VFA) to permit an entity to apply the option
when it mitigates the effects of financial risk using nonderivative financial instruments carried at fair value
through profit or loss (FVPL)

• In addition, the Board confirmed several minor
amendments and decided not to make changes for a
number of new topics raised by respondents to the ED
The Board will decide on the effective date of IFRS 17, and
any extension of the temporary exemption from IFRS 9
for qualifying insurers, at its March 2020 meeting. At the
same meeting, the Board will be asked to give permission
to start the balloting process for finalising the amendments
to IFRS 17.

Overview
At its February 2020 Board meeting, the International
Accounting Standards Board (IASB or the Board) continued
its re-deliberations on the proposed amendments in the
Exposure Draft Amendments to IFRS 17 Insurance Contracts
(the ED), in line with the plan outlined in its November 2019
meeting.

The story so far
The IASB issued IFRS 17 in May 2017. Our publication,
Applying IFRS 17: A closer look at the new insurance
contracts standard, provides further details on the
requirements: http://ey.com/Publication/vwLUAssets/ey-Appl
ying-IFRS-17-Insurance-May-18/$FILE/ey-Applying-IFRS-17-I
nsurance-May-18.pdf
Having considered 25 concerns and implementation
challenges arising since IFRS 17 Insurance Contracts
(IFRS 17 or ‘the standard’) was issued, the IASB issued an
ED in June 2019 proposing targeted amendments to the
standard to respond to some, but not all, of those concerns
and challenges: https://www.ifrs.org/projects/work-plan/
amendments-to-ifrs-17/#published-documents
For further details of the IASB’s exposure draft, and its
subsequent discussions refer to our recent Insurance
Accounting Alerts: https://ey.com/gl/en/issues/ifrs

1) C
 ontractual service margin
attributable to investment services
The IASB agreed with the staff recommendations to:
• Require an entity to identify coverage units for insurance
contracts without direct participation features considering
the quantity of benefits and expected period of
investment-return service, if any, in addition to insurance
coverage
• Confirm the criteria for when those contracts may provide
an investment-return service (in paragraph B119B of the
ED), replacing references to ‘positive investment return’
with ‘investment return’
• Require an entity to include costs related to investment
activities as cash flows within the boundary of an
insurance contract, to the extent the entity performs such
activities to enhance benefits from insurance coverage
for the policyholder, even if the entity has concluded the
contract does not provide an investment return service
• Require quantitative disclosure, in appropriate time
bands, of the expected recognition in profit or loss of the
contractual service margin (CSM) remaining at the end of
the reporting period and the approach taken to assess the
relative weighting of the benefits provided by insurance
coverage and investment-related services or investmentreturn services
All 12 Board members present agreed with the staff
recommendations, two Board members were absent.
Observations from the Board meeting
The Board confirmed that it will add the definition of
insurance contract services to the standard as proposed
in the ED, but will not replace the word ‘coverage’ with the
term ‘services’ in other defined terms such as liability for
remaining coverage and coverage units. One Board member
felt that replacing ‘coverage’ with ‘services’ would make the
standard more readable in the long term, but agreed it could
disrupt implementations already under way and people could
read too much into the changes.
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2) L
 evel of aggregation — annual
cohorts for insurance contracts with
intergenerational sharing of risk
(mutualised contracts)
The Board decided to retain, unchanged, the annual
cohort requirement in IFRS 17.
The IASB staff carried out further analysis after
considering feedback from respondents, primarily in
Europe, that the annual cohort requirement is costly
to apply and does not provide useful information for
certain contracts. The IASB staff analysis for the meeting
included an extended example of how to apply the
annual cohort requirement to insurance contracts with
intergenerational sharing of risk, considering additional
features not addressed in the examples prepared for
previous meetings.
The staff observed that for insurance contracts with
intergenerational sharing of risks between policyholders,
the costs of applying the annual cohort requirement are
relatively high. However, the staff also believes that, even
in some cases of intergenerational sharing of risks, there
will be significant benefits in the information provided
by annual cohorts, although the usefulness of this
information would be reduced in some circumstances.
The IASB staff therefore considered potential criteria
to apply to an exemption from the annual cohort
requirement but concluded that too many questions
arise in trying to define the exact scope. The Board
agreed with the staff conclusion that it would not be
possible to develop a precise scope for such contracts
without drawing arbitrary “bright lines” that could have
unintended consequences. The change would also add
complexity that could disrupt ongoing implementation.
All 12 Board members present agreed with the staff
recommendations.
Observations from the Board meeting

Two Board members said they had received considerable
correspondence on this topic since the papers for the
February Board meeting were issued. These Board
members mentioned that several stakeholders expressed
their disappointment about the decision, asking for
a principles-based exemption from the annual cohort
requirement to be included in the standard.
One Board member noted that the paper outlined
particular circumstances where an exemption may
make sense, for example where costs of applying annual

cohorts are relatively high and/or benefits low. However,
this Board member also believed that if the IASB could not
clearly scope the exemption in a manner that would not
affect other contracts, the cost of the exemption would be
too high and could undermine user-confidence.
Another Board member said it would be difficult to have
a principle for when an exemption to a principle would
apply. That Board member thinks it would not be possible
to have a principle for balancing between costs and
benefits.
The IASB Chairman said he had encouraged the staff
to try to find a solution, but the staff could not find
a convincing exemption that would hold up under all
circumstances.

3) A
 pplicability of the risk mitigation
option — non-derivative financial
instruments
The Board agreed to extend the risk mitigation option to
apply to all financial instruments an entity holds and uses
to mitigate financial risks arising from contracts it issues
with direct participation features i.e., ‘VFA contracts’
provided that the financial instruments are measured
at FVPL. Previously, the risk mitigation option was
only available in respect of derivatives and reinsurance
contracts an entity holds and uses to mitigate financial
risks from VFA contracts.
The risk mitigation option allows an entity to recognise in
profit or loss (rather than adjusting the CSM) the effect of
changes in fulfilment cash flows on VFA contracts arising
from the time value of money and financial risks (other
than those arising from underlying items).
The risk mitigation option can only be applied if the risk
management approach has been previously documented,
and an economic offset exists that is not dominated by
credit risk.
All 12 Board members present agreed with the staff
recommendations.
Observations from the Board meeting

The staff emphasised that the extension of the risk
mitigation option for non-derivative financial instruments
only applied in respect of cash flows not varying with the
return on underlying items that would otherwise adjust
the CSM in accordance with paragraph B113(b). The
extension to the risk mitigation option would not apply to
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the changes in the effect of financial risk on the amount of
the entity’s share of the underlying items.
There was a discussion about applying risk mitigation
within the context of financial assets measured at FVOCI, in
addition to financial assets measured at FVPL.
The staff noted that the insurance finance income or
expenses recognised in the income statement as a result
of applying the risk mitigation option for VFA contracts
would be eligible for recognition in other comprehensive
income (OCI) rather than profit or loss (‘the OCI option’).
In reply to a query from a Board member, the staff
observed that extending the risk mitigation option to
financial instruments measured at FVOCI is unlikely to
achieve matching in profit or loss with corresponding
amounts arising from financial assets held, that some
preparers are seeking, unless such assets had the same
start and end dates as the fixed cash flows in the insurance
liabilities. Another Board member added that by restricting
the extension to the risk mitigation option to financial
instruments measured at FVPL, any ineffectiveness in
matching the effects of financial risk of assets and liabilities
would be recognised in profit or loss. If the Board were now
to extend the risk mitigation option to FVOCI instruments,
ineffectiveness would be recognised in OCI unless it were to
develop a further solution for recognising ineffectiveness in
profit or loss.
Accordingly, Board members felt that broadening the
risk mitigation to FVOCI assets would introduce too much
complexity into the standard at this stage.

4) N
 ew topics raised by respondents to
the ED:
The IASB considered new concerns raised in comment letters
in response to the ED that the Board had not previously
considered. The Board agreed to changes in relation to one of
these areas, notably the accounting treatment of policyholder
taxes applying IFRS 17, but did not agree to changes in other
areas.
The Board agreed :
• To require entities to include in fulfilment cash flows
expected income tax payments and receipts that are
specifically chargeable to the policyholder
• Paragraph B66(f), as currently drafted, prohibits income tax
payments and receipts from being included in fulfilment cash
flows unless they are made in a fiduciary capacity on behalf
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of policyholders. Paragraph B65(m) requires costs specifically
chargeable to policyholders to be included in fulfilment
cash flows
• Stakeholders informed the IASB of income tax payments, that
are not paid to tax authorities in a fiduciary capacity, but which
are specifically charged to policyholders under the terms of
insurance contracts
• The IASB agreed there is a contradiction between paragraphs
B65(m) and B66(f), and decided to change paragraph
B66(f) to exclude from fulfilment cash flows income tax
payments and receipts that are not specifically chargeable
to the policyholder under the terms of the contract. After
the amendment of B66(f), an entity would apply paragraph
B65(m) to include in fulfilment cash flows the income tax
payments and receipts that are specifically chargeable to the
policyholder under the terms of an insurance contract

• Not to change the requirements in paragraph B113(b)
requiring an entity applying the VFA to adjust the CSM
for changes in the effect of the time value of money and
financial risks not arising from underlying items, such as the
effect of financial guarantees
• Not to add any further requirement to IFRS 17, nor to
provide educational material relating to contracts that
change their nature over time (for example, a VFA contract
that becomes a pay-out annuity after exercise of an option)
The Board’s decision not to amend IFRS 17 in response to
stakeholder concerns in respect of paragraph B113(b) for VFA
contracts, and for contracts that change their nature over
time, should be considered in the light of its decision to extend
the scope of the risk mitigation option for VFA contracts (see
above). Several respondents to the ED raised concerns about
what they consider to be an accounting mismatch between:
(i) the effect of interest accretion and changes in discount
rates on fulfilment cash flows that do not vary with returns
on underlying items that adjust the CSM of VFA contracts, in
accordance with paragraph B113(b); and (ii) corresponding
investment returns arising from financial assets an entity
holds to match those liabilities, for which income and gains are
recognised immediately in profit or loss or OCI.
This accounting mismatch can be significant in some contracts
that change their nature over time, for example, in the annuity
phase of a pension savings contracts that qualifies for the VFA
at inception and which converts to an annuity on retirement
of the policyholder. The IASB staff noted that extending
the risk mitigation option addresses the concerns raised by
stakeholders in respect of paragraph B113(b) to some extent.
In applying the risk mitigation option, an entity would not to

adjust the CSM of VFA contracts for some effects of financial
risk but would recognise these effects in profit or loss instead.
All 12 Board members present agreed with the staff
recommendations.
Observations from the Board meeting
The staff observed that stakeholders had different views on an
appropriate solution to the concerns with paragraph B113(b):
some wanted to separate components, whilst others wanted
to make B113(b) optional. One Board member noted that, in
feedback on a previous ED of the standard, stakeholders had
commented that it was sometimes very difficult to separate
cash flows. Consequently, he felt any solution would require
making B113(b) optional, which, in his view, would introduce
further inconsistency in how the standard is applied.

5) Additional specific transition
modifications and reliefs
The IASB agreed to:
• Permit an entity, under the Modified Retrospective
Approach (MRA) or Fair Value Approach (FVA), to determine
whether an investment contract meets the definition of
an investment contract with discretionary participation
features using information available at the transition date
(rather than at inception or initial recognition)
• Amend the proposed modification in the MRA for
reinsurance contracts held when underlying insurance
contracts are onerous. An entity should assume the
reinsurance contract held was acquired after the underlying
insurance contracts were issued, if it does not have
reasonable and supportable information to identify whether
the reinsurance contract was acquired before or at the
same time that the contracts were issued. As a result, the
reinsurance contract held would not have a loss-recovery
component at transition date
• Include a modification under the MRA for entities that make
an accounting policy choice not to change the treatment
of accounting estimates made in previous interim financial
statements. This follows the tentative decision made at
the January Board meeting regarding paragraph B137.
An entity would determine the CSM, loss component and
amounts related to insurance finance income or expenses
at the transition date as if it had not prepared any interim
financial statements before the transition date

All 12 Board members present agreed with the staff
recommendations.

6) M
 inor amendments
The IASB agreed to finalise the minor amendments, as
proposed in the ED, with the following changes:
• Amend paragraph B128 to specify that changes in the
measurement of a group of insurance contracts caused
by changes in the value of underlying items (excluding
additions and withdrawals) are changes arising from the
effect of the time value of money and financial risk and
changes therein (rather than changes in the fair value of
underlying items as referred to in the ED). The last sentence
of paragraph B134 should clarify that applying it, the
amount included for insurance contracts is determined by
considering all income or expenses included in profit or loss
for the underlying items, where ever in profit or loss the
income or expenses are presented.
• Amend paragraph B96(c) to also apply to loans to
policyholders, i.e., the CSM is not adjusted for changes in
fulfilment cash flows arising from differences that relate
to time value of money and assumptions that relate to
financial risk between any loan to a policyholder expected
to become payable in the period and the actual loan to the
policyholder that becomes payable in the period.
• Add a further amendment to paragraph 106(a) and
B124 to specify that an entity should present experience
adjustments for premium receipts that relate to current or
past service as insurance revenue.
• Amend paragraph 2.1 of IFRS 9 to clarify that insurance
contracts held are not in the scope of IFRS 9. The paragraph
should refer to financial guarantee contracts issued (rather
than all financial guarantee contracts issued or held) as
being in the scope of IFRS 9
• Amend Paragraph B107 to specify that, when assessing
whether a contract meets the criteria for the scope of the
VFA, an entity should assess the variability of the amounts
to be paid to the policyholder over the duration of the
contract rather than the duration of the group of contracts
as originally written in the standard.
Observations from the Board meeting
The Board consider the amendment to paragraph B107 to be
an editorial correction, making the wording consistent with
paragraphs B101 and B102. However, the staff noted that
some stakeholders consider this to be a major change to the
standard. Board members agreed that the standard needs to
be clarified to avoid such an important misunderstanding. One
Board member believed that clarifying paragraph B107 could
cause significant disruption to implementation efforts already
underway, and would be a relevant input when considering the
effective date of IFRS 17.
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Next steps
The Board will review the whole package of
amendments and consider the effective date of IFRS 17,
and the extension of the IFRS 9 temporary exemption in
IFRS 4, during the March meeting.
The staff plans to request permission to start the
balloting process for finalising amendments to
IFRS 17 at that meeting. It expects the timetable will
allow sufficient time for the Board to conclude its redeliberations and finalise any resulting amendments in
mid-2020.

How we see it
• The Standard now requires entities to include, in the
measurement of insurance contracts, costs related
to investment activities to the extent the entity
performs such activities to enhance benefits from
insurance coverage for the policyholder. Determining
whether, and to what extent, an activity enhances
policyholder benefits adds further judgement to
IFRS 17. This could impact the comparability of
information between insurers.
• Some stakeholders will be very disappointed by the
fact that the IASB decided to maintain the annual
cohort requirement for mutualised contracts.
• The decision to extend the risk mitigation option for
VFA contracts to instances where an entity holds
non-derivative financial instruments measured at
FVPL to mitigate financial risks will be welcomed by
preparers. This decision addresses, to some extent,
the concerns raised about the way changes in the
measurement of cash flows that do not vary based
on returns from underlying items adjust the CSM of
VFA contracts (whereas corresponding changes in
assets are recognised immediately in the statement
of comprehensive income).
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Appendix:
Topic (per Appendix A of January 2020 IASB agenda paper AP2)

Date of re-deliberation

1.

Scope exclusion for loans

December 2019

2.

Contractual service margin attributable to investment services — coverage units for insurance contracts
with direct participation features

December 2019

3.

Presentation in the statement of financial position — portfolio instead of group level

December 2019

4.

Applicability of the risk mitigation option — reinsurance contracts held

December 2019

5.

Transition reliefs for business combinations

December 2019

6.

Transition reliefs for the risk mitigation option — application from the transition date and the option to
apply the fair value approach

December 2019

7.

Scope exclusions for credit cards

January 2020

8.

Expected recovery of insurance acquisition cash flows

December 2019

9.

CSM attributable to investment services- coverage units for insurance contracts without direct
participation features, disclosures and terminology

December 2019

10. Reinsurance contracts held — recovery of losses

December 2019

11. Applicability of the risk mitigation opinion — non-derivative financial instruments at fair value through
profit or loss.

February 2020

12. Effective date of IFRS 17

Future meeting
Expected March 2020

13. Extension of the IFRS 9 temporary exemption in IFRS 4

Future meeting
Expected March 2020

14. Transition — the prohibition from applying the risk mitigation option retrospectively

January 2020

15. Minor amendments

February 2020

16. Level of aggregation — annual cohorts for some specific insurance contracts

February 2020

17. Business combinations- contracts acquired in their settlement period

January 2020

18. Interim financial statements

January 2020

19. Additional specific transition modifications and reliefs (including transition requirements for insurance
acquisition cash flows)

January 2020 (insurance
acquisition cash flows)
February 2020 (other)

Other topics raised by respondents to the ED
A.

Accounting treatment of policyholder taxes applying IFRS 17

February 2020

B.

Application of paragraph B113b of IFRS 17 regarding changes in the effect of the time value of money
February 2020
and financial risks not arising from underlying items, such as the effect of financial guarantees, under the
variable fee approach (VFA)

C.

Contracts that change nature over time (for example VFA contracts that become a pay-out annuity after
exercise of an option).

February 2020

Refer also to our June 2019 Insurance Accounting Alert for further details of the proposed amendments in the ED: June 2019
Insurance Accounting Alert
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