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DEFINITIONS

Insurance risk – Risk, other than financial risk, transferred from the holder of a contract to the issuer.

Financial risk – The risk of a possible change in one or more of a specified interest rate, financial instrument price, commodity price, currency exchange rate, index of prices or rates, credit rating or credit index or other variable, provided in 

the case of a non-financial variable that the variable is not specific to a party to the contract

Insurance contract – A contract under which one party (the issuer) accepts significant insurance risk from another party (the policyholder) by agreeing to compensate the policyholder if a specified uncertain future event (the insured event) 

adversely affects the policyholder.

Insurance contract services – The following services that an entity provides to a policyholder of an insurance contract: (a) coverage for an insured event; (b) for insurance contracts without direct participation features, the generation of an 

investment return for the policyholder, if applicable (investment-return service); and (c) for insurance contracts with direct participation features, the management of underlying items on behalf of the policyholder (investment-related service).

Reinsurance contract – An insurance contract issued by one entity (the reinsurer) to compensate another entity for claims arising from one or more insurance contracts issued by that other entity (underlying contracts)

Group of insurance contracts – A set of insurance contracts resulting from the division of a portfolio of insurance contracts into, at a minimum, contracts issued within a period of no longer than one year and that at initial recognition:

a) Are onerous, if any;

b) Have no significant possibility of becoming onerous subsequently, if any; or

c) Do not fall into either (a) or (b), if any.

Portfolio of insurance contracts – Insurance contracts subject to similar risks and managed together

Fulfilment cash flows - An explicit, unbiased and probability-weighted estimate (i.e. expected value) of the present value of the future cash outflows minus the present value of the future cash inflows that will arise as the entity fulfils insurance 

contracts, including a risk adjustment for non-financial risk

Investment contract with discretionary participation features – A financial instrument that provides a particular investor with the contractual right to receive, as a supplement to an amount not subject to the discretion of the issuer, additional 

amounts:

a) That are expected to be a significant portion of the total contractual benefits;

b) The timing or amount of which are contractually at the discretion of the issuer; and

c) That are contractually based on

i. The returns on a specified pool of contracts or a specified type of contract;

ii. Realised and/or unrealised investment returns on a specified pool of assets held by the issuer; or

iii.The profit or loss of the entity or fund that issues the contract

Liability for incurred claims (R) – An entity's obligation to (a) investigate and pay valid claims for insured events that have already occurred, including events that have occurred but for which claims have not been reported, and other incurred 

insurance expenses; (b) and pay amounts that are not included in (a) and that relate to (i) insurance contract services that have already been provided; or (ii) any investment component or other amounts that are not related to the provision of 

insurance contract services and that are not in the liability for remaining coverage.

Liability for remaining coverage (R) - An entity's obligation to (a) investigate and pay valid claims under existing insurance contracts for insured events that have not yet occurred (ie the obligation that relates to the unexpired portion of the

insurance coverage); and (b) pay amounts under existing insurance contracts that are not included in (a) that relate to (i) insurance contract services not yet provided (ie the obligations that relate to future provision of insurance contract

services); or (ii) any investment components or other amounts that are not related to the provision of insurance contract services and that have not been transferred to the liability for incurred claims.

Risk adjustment for non-financial risk – The compensation an entity requires for bearing the uncertainty about the amount and timing of the cash flows that arises from non-financial risk as the entity fulfils insurance contracts.

(R) AMENDMENTS AND STANDARDS ISSUED BUT NOT YET EFFECTIVE

IFRS 17 is mandatorily effective for annual reporting periods beginning on or after 1 January 2023. In June 2020, several amendments to IFRS 17 were issued. 

These amendments are identified with an ‘(R)’ suffix. For details of these amendments, please refer to BDO’s IFRB  2020/10. 

https://global-www.bdo.global/en-gb/microsites/ifrs/resource-library-1/topic601
https://www.bdo.global/getmedia/3efe08b3-5b76-486d-9859-3cf9120f37d8/IFRB-2020-10-IASB-issues-amendments-to-IFRS-17.aspx
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Effective Date

Periods beginning on or after 1 January 2023 (R)

MANDATORY SCOPE INCLUSIONS OTHER SCOPE INCLUSIONS

IFRS 17 applies to:

 Insurance contracts and reinsurance contracts issued;
 Reinsurance contracts held; and
 Investment contracts with discretionary participation features if the entity also issues insurance 

contracts.

IFRS 17 may apply to:

 Financial guarantee contracts if the entity has asserted it regards such contracts as insurance 
contracts (otherwise such contracts are within the scope of IFRS 9); and 

 Some service contracts, such as separately priced warranties on consumer goods that are serviced by 
third parties rather than the manufacturer (otherwise such contracts are within the scope of IFRS 
15).

UNIT OF ACCOUNT MODELS FOR APPLICATION OF THE REQUIREMENTS

IFRS 17 is applied at the level of groups of insurance contracts and not individual insurance contracts 

(though it is possible for groups of insurance contracts to consist of only a single contract). The 

composition of the group is not subsequently reassessed.

At a minimum, contracts issued within a period of no longer than one year are sub-divided at initial 

recognition into groups that contain contracts that are:

 Onerous, if any;
 Have no significant possibility of becoming onerous subsequently, if any; and
 Do not fall into either (a) or (b), if any.

An insurance contract is onerous if the fulfilment cash flows, any previously recognised acquisition 

cash flows and any cash flows arising from the contract are a net outflow. 

General model – applies to all insurance contracts in the scope of IFRS 17, except for those covered by 

the premium allocation approach and the variable fee approach. The general model is also modified for 

reinsurance contracts held.

Premium allocation approach (“PAA”) – a method that simplifies the measurement of the liability for 

remaining coverage. The PAA is available for groups of contracts where the coverage period for all 

contracts is one year or less or if the entity reasonably expects that the PAA would produce a 

measurement of the liability for remaining coverage for the group that would not differ materially from 

the general model.

Variable fee approach (“VFA”) - insurance contract liability is measured based on the obligation to 

pay the policyholder an amount equal to the value of the underlying items, net of consideration 

charged for the contract (“a variable fee”). Approach applies to direct participating contracts, based 

on policyholders being entitled to a significant share of the profit from a clearly identified pool of 

underlying items.
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GENERAL MODEL
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COMPONENT INITIAL MEASUREMENT SUBSEQUENT MEASUREMENT EFFECT ON COMPREHENSIVE INCOME

Present value of future cash flows – estimate of all 

cash flows within the boundary of each contract in the 

group (e.g. premiums, acquisition cash flows, claims 

payments, claims handling costs, etc.). If certain 

requirements are met, fulfilment cash flows may be 

estimated at a higher level and then allocated to 

individual groups.

Estimate must be unbiased, reflect the perspective of 

the entity and be a current measure using all reasonable 

and supportable information available without undue 

cost or effort, discounted to reflect the time value of 

money.

Updated at each reporting period based on information 

available, with the effect of the discount unwinding 

over time

Accretion of the discount reflected in profit or loss (or 

OCI -> see Discounting).

Risk adjustment for non-financial risk - The 

compensation an entity requires for bearing the 

uncertainty about the amount and timing of the cash 

flows that arises from non-financial risk as the entity 

fulfils insurance contracts. 

The risk adjustment must be an explicit estimate and 

will be entity-specific, which should be the amount of 

compensation an entity would require to make itself 

indifferent between a fixed series of cash flows and 

uncertain cash flows in the group of contracts. 

Updated at each reporting period based on information 

available, with the effect of the discount unwinding 

over time. The release from risk may occur evenly over 

time or not depending on the nature of the risks insured.

Release of risk over time is reflected as insurance 

revenue, unless accounting policy choice is elected to 

reflect the accretion of the discount in insurance 

finance expense (see Discounting).

Contractual service margin (“CSM”) (R) – represents 

the unearned profit the entity will recognise as it 

provides insurance contract services under the insurance 

contracts in the group.

The CSM is set at an amount that makes a group of 

insurance contracts zero at the time of initial 

recognition (i.e. offsets fulfilment cash flows). If the 

fulfilment cash flows are negative (i.e. an onerous group 

of contracts exists), the loss is recognised immediately 

and no CSM exists.

CSM is updated for the effect of the discount unwinding 

and the unwinding of the CSM as insurance contract 

services are provided in the period based on the 

allocation of the CSM over the current and remaining 

coverage period.

Accretion of the discount reflected in profit or loss (or 

OCI -> see Discounting), with the movement related to 

services provided reflected as insurance revenue.
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s Present value of future cash flows – once a loss event 

occurs, the best estimate of the cash flows required to 

settle the claim, including investigation, handling and 

settlement costs.

Same methodology as liability for remaining coverage. Same methodology as liability for remaining coverage. Accretion of the discount reflected in profit or loss (or 

OCI -> see Discounting). The effects of changes in 

estimates are recorded in insurance services expenses.

Risk adjustment for non-financial risk – same 

methodology as liability for remaining coverage. 

Same methodology as liability for remaining coverage. Same methodology as liability for remaining coverage. The effects of changes in estimate are reflected in 

insurance services expenses.

Effective Date

Periods beginning on or after 1 January 2023 (R)
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PREMIUM ALLOCATION APPROACH
VARIABLE FEE APPROACH
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MEASUREMENT AT INITIAL RECOGNITION SUBSEQUENT MEASUREMENT

If certain conditions are met, simplified measurement equal 

to:

a)Premiums received at initial recognition

b)Minus insurance acquisition cash flows *; plus

c)Plus or minus any amount arising from the derecognition at 
that date of any pre-coverage period contract acquisition cash 
flows; and any other asset liability previously recognised for 
cash flows related to the group of contracts are required by 
IFRS 17 (R).

*May elect to expense as incurred.

Conditions required to be met:

a)There is a reasonable expectation that the measurement of 
the liability will not be materiality different from 
measurement using the full model in IFRS 17; and

b)The coverage period of each contract in the group (including 
insurance contract services arising from all premiums within 
the contract boundary) is one year or less (R).

If certain conditions are met, simplified measurement equal 

to:

a)Carrying amount at start of period

b)Plus premiums received in the period

c)Minus insurance acquisition cash flows *

d)Plus any amounts relating to the periodic amortisation of 
insurance acquisition cash flows recognised as an expense

e)Plus adjustment for financing component

f) Minus the amount recognised as insurance revenue for services 
provided in that period (R)**

g)Minus any investment component paid or transferred

*May expense acquisition cash flows as incurred

**Expected premiums are allocated to revenue on the basis of 

the passage of time unless the expected pattern of release of 

risk during the coverage period differs significantly from the 

passage of time. 

Similar to the general model, except that changes in estimates 

relating to the future fees an entity expects to earn from direct 

participating contract policyholders are adjusted against the 

contractual service margin. 

The contractual service margin on direct participating contracts 

is recognised in profit or loss as part of insurance service results 

on the basis of the passage of time. 

The accretion of interest relating to the contractual service 

margin is based on a current rate included in balance sheet 

measurements of specific assets, rather than a locked in rate as 

required in the general model. 
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Measurement is consistent with the general model.  However, discounting is not required if the cash flows on incurred claims are

expected to be paid in one year or less from the date the claims are incurred

Measurement is consistent with the general model.

Effective Date

Periods beginning on or after 1 January 2023 (R)
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Effective Date

Periods beginning on or after 1 January 2023 (R)
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INVESTMENT 

CONTRACTS WITH 

DISCRETIONARY 

PARTICIPATION 

FEATURES

General model is modified as follows:

a)the date of initial recognition is the date the 

entity becomes party to the contract.

b)the contract boundary is modified so that cash 

flows are within the contract boundary if they 

result from a substantive obligation of the entity 

to deliver cash at a present or future date. The 

entity has no substantive obligation to deliver 

cash if it has the practical ability to set a price 

for the promise to deliver the cash that fully 

reflects the amount of cash promised and related 

risks.

c) the allocation of the CSM is modified so that it is 

recognised over the duration of the group of 

contracts in a systematic way that reflects the 

transfer of investment services under the 

contract.

REINSURANCE 

CONTRACTS HELD

General model is modified as follows (R):

Group of reinsurance contracts held recognised 

from the earlier of the following:

a)The beginning of the coverage period of the 

group of reinsurance contracts held; and

b)The date the entity recognises an onerous 

group of underlying contracts, if the entity 

entered into the related reinsurance contract 

held in the group of reinsurance contracts held 

at or before that date.

The net cost or net gain from a group of 

reinsurance contracts is deemed to be the CSM, 

unless the reinsurance covers underlying onerous 

contracts. In this case, the gain is recognised 

immediately if the reinsurance contract held is 

recognised before or at the same time as the loss 

arising on the underlying contracts.

The CSM is subsequently measured as the previous 

carrying amount adjusted for:

a)The effect of any new contracts;

b)Interest accrued on the CSM;

c)Changes in the fulfilment cash flows;

d)The effect of any foreign exchange; and

e)The allocation of the CSM.

Changes in fulfilment cash flows that result from 

changes in the risk of non-performance by the 

issuer of the reinsurance contracts held do not 

relate to future service and therefore do not 

adjust the CSM. 

The premium allocation approach may be used for 

reinsurance contracts held if certain criteria are 

met.
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Effective Date

Periods beginning on or after 1 January 2023 (R)

DISCOUNTING

For components of insurance contracts that must be discounted, the discount 

rate must:

a) reflect the time value of money;
b) be consistent with observable market prices for an instrument with cash 

flows whose characteristics are consistent with the insurance contracts; 
and

c) exclude the effect of factors that influence such observable market prices, 
but do not affect the future cash flows of the insurance contracts.

Entities may elect to reflect in profit or loss only the finance expense related 

to a systematic allocation of the expected total finance expense over the 

duration of the group of insurance contracts. The other impact of the 

discount on the insurance contracts being a current measure is reflected in 

other comprehensive income.

MODIFICATIONS

Derecognise original contract only if any of the following apply:

a) Had the modified terms been included at contract inception:

i. It would have been outside the scope of IFRS 17;

ii. Different components would have been separated from the host 

contract;

iii.It would have had a substantially different contract boundary; or

iv.It would have been included in a different group of insurance contracts.
a) The original, but not modified, contract met the definition of an insurance 

contract with direct participation features (or vice versa).
b) The premium allocation approach was applied to the original contract, but 

the eligibility criteria for that approach is not met for the modified 
contract.

If none of the above apply, do not derecognise the contract and instead treat 

changes in cash flows caused by the modification as changes in estimates of 

fulfilment cash flows.

DERECOGNITION

Derecognise only when:

a) It is extinguished, i.e. when the obligation expires, is discharged or 
cancelled; or

b) A modification meets any of the conditions for the insurance contract to 
be derecognised.

The purchase of reinsurance results in the derecognition of the underlying 

insurance contract(s) only when the underlying insurance contract(s) is (or 

are) extinguished.

Accounting for the derecognition of insurance contract from within a group 

of contracts requires an adjustment to fulfilment cash flows, and contractual 

service margin of the group and remaining coverage units.

Specific requirements apply to the accounting on the derecognition of an 

insurance contract arising from either:

 A modification that meets any of the conditions for the insurance contract 

to be derecognised; or

 The transfer of the insurance contract to a third party.

PRESENTATION

Separately for both portfolios (R) of insurance contracts issued and 

reinsurance contracts held:

Statement of Financial Position

a) Insurance contracts issued that are assets;
b) Insurance contracts issued that are liabilities.

Statement of Financial Performance

a) Insurance revenue;
b) Insurance service expenses (e.g. incurred claims, other incurred insurance 

service expenses, amortisation of acquisition cash flows, etc.)
c) Insurance finance income or expenses

The difference between (a) and (b) comprises the insurance service result 

which must be presented in the statement of financial performance.

DISCLOSURE

Overall objective is to disclose sufficient information to gives a basis for 

users to assess the effect that insurance contracts have on an entity.  

Disclosure requirements are significant and include both quantitative and 

qualitative disclosures about the amounts recognised in the statements of 

financial position, performance and cash flows, including reconciliations of 

amounts and the components comprising insurance contract assets and 

liabilities and significant judgments concerning their recognition and 

valuation.

For entities applying the premium allocation approach, some disclosure 

simplifications exist, however, disclosure requirements concerning the 

liability for incurred claims remain extensive, including the level used to 

determine the risk adjustment, the yield curve used for discounting, and the 

nature and extent of risks by major groups of contracts.

TRANSITION

Effective for periods beginning on or after January 1, 2023 (R). Early 

adoption is permitted, however, entities must also adopt IFRS 9 and IFRS 15 

on or before the date of initial application of IFRS 17.

IFRS 17 must be applied retrospectively unless it is impracticable, with the 

net effect of adoption being recognised in equity as at the beginning of the 

comparative period.

If it is impracticable for an entity to adopt IFRS 17 retrospectively, it may 

apply:

a) Modified retrospective approach: several simplifications relating to the initial 
application are offered (e.g. CSM, insurance finance expense, etc.); or

b) Fair value approach: determine the CSM (or loss component) at the date of 
initial application as the difference between the fair value of a group of 
contracts and the fulfilment cash flows. 
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Contact

For further information about how BDO can assist you and your organisation,
please get in touch with one of our key contacts listed below.

Alternatively, please visit www.bdo.global where you can find full lists of regional
and country contacts.

EUROPE

Anne Catherine Farlay 

Jens Freiberg

Ehud Greenberg

Stefano Bianchi

Roald Beumer

Reidar Jensen

David Cabaleiro

René Füglister

Moses Serfaty

France 

Germany 

Israel

Italy

Netherlands

Norway

Spain

Switzerland

United Kingdom

annecatherine.farlay@bdo.fr

jens.freiberg@bdo.de

ehudg@bdo.co.il

stefano.bianchi@bdo.it

roald.beumer@bdo.nl

reidar.jensen@bdo.no

david.cabaleiro@bdo.es

rene.fueglister@bdo.ch

moses.serfaty@bdo.co.uk
ASIA PACIFIC

Aletta Boshoff

Hu Jian Fei

Fanny Hsiang

Pradeep Suresh

Khoon Yeow Tan

Ng Kian Hui

Australia 

China

Hong Kong

India

Malaysia

Singapore

aletta.boshoff@bdo.com.au

hu.jianfei@bdo.com.cn

fannyhsiang@bdo.com.hk

pradeepsuresh@bdo.in

tanky@bdo.my

kianhui@bdo.com.sg

LATIN AMERICA

Marcello Canetti

Victor Ramirez

Ernesto Bartesaghi

Argentina

Colombia

Uruguay

mcanetti@bdoargentina.com

vramirez@bdo.com.co

ebartesaghi@bdo.com.uy

NORTH AMERICA & CARIBBEAN

Jonathan Chasle

Wendy Hambleton

Canada

USA

jchasle@bdo.ca

whambleton@bdo.com

MIDDLE EAST

Ayez Qureshi

Antoine Gholam

Bahrain

Lebanon

Ayez.qureshi@bdo.bh

agholam@bdo-lb.com

SUB SAHARAN AFRICA

Theunis Schoeman South Africa tschoeman@bdo.co.za
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This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance 

only. The publication cannot be relied upon to cover specific situations and you should not act, or refrain from acting, upon the 

information contained therein without obtaining specific professional advice. Neither BDO IFR Advisory Limited, and/or any 

other entity of BDO network, nor their respective partners, employees and/or agents accept or assume any liability or duty of

care for any loss arising from any action taken or not taken by anyone in reliance on the information in this publication or for

any decision based on it.

The BDO network (referred to as the ‘BDO network’ or the ‘Network’) is an international network of independent public 

accounting, tax and advisory firms which are members of BDO International Limited and perform professional services under the

name and style of BDO (hereafter ‘BDO member firms’). BDO International Limited is a UK company limited by guarantee. It is 

the governing entity of the BDO network.

Service provision within the BDO network in connection with corporate reporting and IFRS Accounting Standards (comprising 

International Financial Reporting Standards, International Accounting Standards, and Interpretations developed by the IFRS 

Interpretations Committee and the former Standing Interpretations Committee), and other documents, as issued by the 

International Accounting Standards Board and IFRS Sustainability Disclosure Standards as issued by the International 

Sustainability Standards Board, is provided by BDO IFR Advisory Limited, a UK registered company limited by guarantee. Service 

provision within the BDO network is coordinated by Brussels Worldwide Services BV, a limited liability company incorporated in 

Belgium.

Each of BDO International Limited, Brussels Worldwide Services BV, BDO IFR Advisory Limited and the BDO member firms is a 

separate legal entity and has no liability for another entity’s acts or omissions. Nothing in the arrangements or rules of the BDO 

network shall constitute or imply an agency relationship or a partnership between BDO International Limited, Brussels 

Worldwide Services BV, BDO IFR Advisory Limited and/or the BDO member firms. Neither BDO International Limited nor any 

other central entities of the BDO network provide services to clients.

BDO is the brand name for the BDO network and for each of the BDO member firms.

© 2022 BDO IFR Advisory Limited, a UK registered company limited by guarantee. All rights reserved.
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