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The IFRS 17 voyage in 2020 …
“Man cannot discover new oceans 
unless he has the courage to lose sight 
of the shore” - André Gide (1869-1951).

Bartolomeu Dias, a Portuguese explorer, 
lived four centuries before André Gide  
and must have used a similar quote when 
he discovered Africa – perhaps it was: 
“Man cannot discover Africa, unless he 
has the courage and does not lose sight 
of the south-easterly winds.”

In 1488, Bartolomeu Dias (1450-1500) became the first 
European mariner to round the southern tip of Africa, 
opening the way for a sea route from Europe to Asia. 
Dias’ ships rounded the Cape of Good Hope and then 
sailed around Africa’s southernmost point, Cabo das 
Agulhas, to enter the waters of the Indian Ocean. In 
early January 1488, as Dias’ two ships sailed off the 
coast of South Africa, storms blew them away from the 
coast. It is believed that Dias ordered a turn to the south 
of about 28 degrees, probably because he had prior 
knowledge of south-easterly winds that would take him 
around the tip of Africa. This kept his ships from being 
dashed on the notoriously rocky shoreline. The crew 
spotted landfall on February 3, 1488, about 300 miles 
east of present-day Cape of Good Hope1.

What do Bartolomeu Dias living in the 15th century and 
today’s insurers living in the 21st century have in common?

Insurers are also taking on an adventurous journey which 
will hopefully bring them to their destination before 
2023. Although insurers do not have to deal with south-
easterly winds, they have to deal with the challenges of 
an IFRS 17 implementation and also the amendments to 
IFRS 17 that were published in June this year.

We would like to help insurers determine whether they 
have taken the right degree of turn in their IFRS 17 
programme to deal with the key amendments.

Policyholder taxes

In South Africa the trustee principle is applied when taxing 
policyholder income that is accounted for in the applicable 
policyholder fund of a life insurer. Insurers are deemed 
to hold and administer certain assets on behalf of 
various categories of policyholders while the balance  
of the assets represent shareholders’ equity.

IFRS 17.B66(f) was amended to state that fulfilment cash 
flows do not include income tax payments and receipts:

•    which the insurer does not pay or receive in a 
       fiduciary capacity to meet tax obligations incurred  
       by the policyholder; or 

•    that are not specifically chargeable to the 
       policyholder under the terms of the contract. 

Based on the amended IFRS 17.B124, the amounts 
chargeable to policyholders are included in  
insurance revenue.

How does this impact South African  
life insurers?

South African insurers are currently exploring whether 
income tax payments and receipts are specifically 
chargeable to the policyholders and whether this ability 
to charge is reflected in the terms of the contract. 
Generally, a policyholder is charged for income tax on 
products where the policyholder receives an investment 
return based on underlying assets. 

The question is whether it solves the concern of insurers 
that the contractual service margin (CSM) would be 
overstated if the tax cash outflows are not included in 
fulfilment cash flows of an insurance contract. Perhaps it is 
not solving the problem to the extent insurers were hoping. 

We will illustrate it by way of an example.

Example

The expected policyholders’ share of the investment 
return earned on underlying items is R1 000. The 
policyholder tax rate is 28%. Charges of R280 will be 
specifically charged to the policyholders in respect of 
this investment return.

1  https://www.history.com/topics/exploration/bartolomeu-dias
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The company also has R300 of expenses and obtains tax relief of R84. This tax  
relief is not credited to the policyholders. The payment to the Receiver of Revenue  
is for the net amount of R196 (R280 – R84).

Which amounts are included in fulfilment cash flows?

Should R280 or the R196 be included in the fulfilment cash flows?

Staff Paper AP2F discussed at the February 2020 International Accounting  
Standards Board (“IASB”) meeting noted that by accepting a charge that is 
specifically charged to the policyholder under the terms of the contract, the 
policyholder bears all the risks associated with those costs, and the entity none.  
No profit would arise for the entity because cash outflows (income tax payments  
to the tax authority) would always result in equal cash inflows (reimbursement  
of income tax charged to a policyholder). 

Based on the above it seems that R280 should be included in the fulfilment cash 
flows, i.e. equal to the amount specifically chargeable to the policyholder. The tax 
relief of R84 is not passed on to the policyholders and will be reflected in the  
income tax line item in the income statement of the insurer. 

What is included in revenue?

The insurer should recognise insurance revenue for the consideration paid by the 
policyholder for such income tax amounts (i.e. R280) when the insurer recognises  
in profit or loss the income tax amounts.

Is a turn required in the IFRS 17 programme?

Interim reporting

The amended IFRS 17 requires an entity that prepares interim financial statements 
applying IAS 34 Interim Financial Reporting, to make an accounting policy choice as to 
whether to change the treatment of accounting estimates made in previous interim 
financial statements when applying IFRS 17 in subsequent interim financial statements 
and in the annual reporting period. The entity has to elect either to:

 – change accounting estimates in subsequent interim periods (year-to-date 
approach); or

 – not to change accounting estimates in subsequent interim periods (period-to-
period approach).

The entity has to apply its choice of accounting policy to all groups of insurance 
contracts it issues and groups of reinsurance contracts it holds2. 

Example

•    Entity A and B both issue quarterly financial statements. Entity C only issues  
      annual financial statements. Entity A chooses to apply period-to period 
      measurement, Entity B chooses to apply year-to-date measurement.

•    Each entity has an opening CSM of R50 and expects even release over a  
      2-year period (i.e. 8 quarters).

•    In Q4 the entities expect an additional R30 of claims to be incurred in year 2  
      and so adjust the CSM accordingly.

Systems have to be geared to deal with the amounts charged to policyholders as 
inflows and tax payable by the insurer as outflows. 

Stakeholders have to be educated that the insurance revenue includes the amounts 
charged to policyholders. However, the tax paid/payable to the insurer is reflected in 
the income tax line of the statement of profit or loss and not as an insurance service 
expense. This will inflate the insurance service result by the amount charged by  
the policyholders.

2  IFRS 17.B137
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The table below shows the impact of the different accounting approaches  
(all amounts are in Rands):

From the above it is evident that the results of entity A and B are significantly different. Entity 
A treats each quarterly period as a separate reporting period and does not do a “true-up” of 
the CSM at the end of the year. Entity B applies the year-to-date approach and therefore has 
the same CSM at the end of the year as Entity C that only does annual reporting. 

Is a turn required in the IFRS 17 programme?

Insurance acquisition cash flows

An entity should recognise, based on the amended IFRS 17, an asset for any insurance 
acquisition cash flows relating to a group of existing or future insurance contracts that 
it pays or incurs a liability to pay before the group is recognised. These assets and 
liabilities are derecognised when the group of insurance contracts to which the cash 
flows are allocated is recognised, as part of determining the CSM on initial recognition. 

For contracts to which the premium allocation approach is applied, the asset or liability 
is included in the liability for remaining coverage of the related group of contracts. 
However, an entity is not required to recognise an asset if it applies the premium 
allocation approach and chooses to expense the insurance acquisition cash flows for 
contracts with a coverage period of one year or less.

An entity applies a systematic and rational method to include insurance acquisition cash 
flows in the measurement of groups: 

•    if they are directly attributable to a group4 of contracts, then it allocates them to that 
      group and to the groups that will include insurance contracts that are expected to 
      arise from renewals of the insurance contracts in that group; and 

•    if they are directly attributable to a portfolio5 of contracts, but not to a group of 
      contracts or individual contracts, then it allocates them to existing and future groups 
      within that portfolio.

1 50 / 8 quarters

2 (50 – (3 quarters x 6.25) – 30) / 5 quarters

3 (3 quarters x 6.25) + 0.25

4 50 – (3 quarters x 6.25) – 30 – 0.25

5 (50 – 30)/2 years - (3 quarters x 6.25)

6 50 – 30 - (3 quarters x 6.25) + 8.75

7 (50 – 30)/2 years

What about a group of companies?

IAS 34 applies to entities that are required or elect to publish an interim financial report in 
terms of IFRS3.

If a listed holding company elects a period-to-period approach, it is able to do this as it is 
presenting interim financial reports in terms of IAS 34.

However, the subsidiaries of the holding company that are not listed and that do not elect 
to do interim financial statements, will be required to do year-to-date reporting. This would 
mean that on consolidation, pro-forma adjustments will be required to the subsidiaries’ 
financial information to align it with the accounting policy applied in the consolidated 
financial statements of the holding company.

To avoid this, it may be more appropriate for the holding company to also elect year-to- 
date reporting.

3  IAS 34.1
4  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.
5  Portfolio is insurance contracts subject to similar risks and managed together

Accounting policy choice required

•  Entities electing to change accounting estimates (year-to-date approach)   
    The system should be able to account for changes in accounting estimates. A true-up 
    adjustment may be required in subsequent interim periods and the annual reporting period. 

•  Entities electing not to change accounting estimates (period-to-period approach) 
    Potential difficulties may arise in explaining results in the current period. In the case of 
    significant changes in assumptions, additional disclosures for subsequent interim 
    periods may be required under IAS 34.

CSM recognised  
in profit or loss

Q1 Q2 Q3 Q4 Year 1
Remaining  

CSM

Entity A –  
period-to-period 6.251 6.25 6.25 0.252 193 14

Entity B –  
year-to-date 6.25 6.25 6.25 (8.75)5 106 10

Entity C –  
annual reporting only 107 10
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At each reporting date, an entity revises the amounts of insurance acquisition 
cash flows allocated to groups of insurance contracts to reflect any changes in 
assumptions that determine the inputs to the method of allocation used. 

An entity does not change the amounts allocated to a group of insurance contracts 
once all contracts have been added to the group. An entity might add insurance 
contracts to a group of insurance contracts across more than one reporting period.  
In those circumstances, an entity shall derecognise the portion of an asset for 
insurance acquisition cash flows that relates to insurance contracts added to the 
group in that period and continue to recognise an asset for insurance acquisition  
cash flows to the extent that the asset relates to insurance contracts expected to  
be added to the group in a future reporting period.

Example

Previously the entity would have recognised the R30 as part the group of initial 
contracts which could have made the group onerous.

In Year 1, the entity derecognises the asset of R20 and includes the cash flows in 
the measurement of Group 1. At the end of Year 1, the entity changes the renewal 
assumptions for the remaining years and so reallocates the assets to reflect this. 
Therefore, at the end of Year 1, the carrying amount of the insurance acquisition  
cash flows, based on the revised renewal assumptions, is:

The entity estimates the following cash flows (based on current information available):

At each reporting date (in this case at the end of year 1), if facts and circumstances 
indicate that an asset arising from insurance acquisition cash flows may be impaired, 
then an entity should do an impairment test. 

First impairment test (group level impairment test): The entity recognises an 
impairment loss so that the carrying amount of each asset does not exceed the 
expected net cash inflow for the related group.

 

Second impairment test: If the asset relates to groups that are expected to arise from 
renewals of insurance contracts in a group, the entity recognises an impairment loss to 
the extent that:  

•    it expects the asset recognised for insurance acquisition cash flows to exceed the 
      net cash inflow for the expected renewals; and 

•    the excess has not already been recognised as an impairment loss under the first 
      impairment test.

Year 1  
Group 1 –  

initial  
contracts

Year 2  
Group 2 – 
expected 
renewals

Year 3  
Group 3 – 
expected 
renewals

Total

Asset at the 
beginning of 

year 1
R20 R7 R3 R30

Year 1  
Group 1 –  

initial  
contracts

Year 2  
Group 2 – 
expected 
renewals

Year 3  
Group 3 – 
expected 
renewals

Total

Asset at the 
beginning of year 
2 (end of year 1)

R5 R5 R10

Expected net cash inflows
Year 2: Group 2

R

Year 3: Group 3

R

Expected renewals 5 4

Other than renewals 3 3

Total expected net cash inflows 8 7

First impairment test  
Year 2:  
Group 2

Year 3:  
Group 3

Asset 5 5

Total expected net cash inflows 8 7

Impairment - -



Is a turn required in the IFRS 17 programme?

Reinsurance contracts covering onerous contracts

In terms of the amendment to IFRS 17, an insurer is required to recognise losses 
on underlying insurance contracts on initial recognition. At the same time a gain is 
recognised in profit or loss on reinsurance contracts held.

This applies when reinsurance contracts are entered into before or at the same time as 
the onerous underlying contracts are issued and also applies to all types of reinsurance 
contracts.

An entity shall determine the adjustment to the CSM of a group of reinsurance 
contracts held and the resulting income by multiplying:

•    the loss recognised on the underlying insurance contracts; and

•    the percentage of claims on the underlying insurance contracts the entity expects 
      to recover from the group of reinsurance contracts held.

Example

The amendment applies to reinsurance contracts entered into before or at the same 
time as the underlying insurance contracts.

1   - 5 - 40

After the amendment the loss of R50 on the onerous contracts are treated as an early 
recognition of a portion of the claims of R150.

The loss recovery of R40 (loss of R50 x 80% reinsurance cover) is treated as an early 
recognition of claim recoveries from the reinsurance contracts.

Is a turn required in the IFRS 17 programme?

How to continue the IFRS 17 voyage in 2020?

Bartolomeu Dias needed courage to discover Africa. Insurers in the 21st century also 
need courage to make a success of the IFRS 17 programme and to meet the  
deadline which is for year-ends commencing on or after 1 January 2023.
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Second impairment test specific  
to expected renewals

Year 2: Group 2

R

Year 3: Group 3

R

Total

R

Amount of insurance acquisition cash 
flows allocated to expected renewals 5 5 10

Expected new cash inflows  
for expected renewals 5 4 9

Impairment - (1) (1)

Judgement is required to determine the percentage of claims on the underlying insurance 
contracts the entity expects to recover from the group of reinsurance contracts held.

It may be straight-forward to determine for a proportionate reinsurance contract that 
provides the cedant with the right to recover from the reinsurer a fixed percentage of 
all claims incurred on groups of underlying insurance contracts. However for a non-
proportionate reinsurance contract that gives the cedant the right to recover aggregate 
losses from a group of underlying insurance contracts that exceed a specified amount,  
the calculation may be more complex.

Insurance contracts issued R Reinsurance contracts held R

Premiums 100 Reinsurance premiums (125)

Claims (150) Claim recoveries (80%) 120

Loss (recognised on day 1) (50) Net cost (5)

Reinsurance contracts held: 
How net cost is recognised

Recognised  
on day 1

Recognised over time Total

Before amendment - (5) (5)

After amendment 40 (45)1 (5)The amendment provides better results from a financial reporting point of view,  
but introduces operational complexities. An entity is required to:

—   Develop a systematic and rational method to allocate insurance acquisition cash 
        flows to current and future groups

—   Do an impairment test if facts and circumstances indicate that the insurance 
        acquisition cash flows relating to future groups are impaired.


