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What you need to know
 ► The IASB agreed to staff proposals to include several 
minor changes to IFRS 17 in its next Annual Improvements 
Cycle. These narrow-scope amendments address instances 
where the drafting of IFRS 17 did not achieve what 
the Board intended. 

 ► One change will clarify that investment-related services are 
to be considered in determining the coverage period for 
allocation of the contractual service margin to profit or loss 
for contracts with direct participation features (accounted 
for under the variable fee approach). This change does not 
apply to contracts accounted for under the general model 
or the premium allocation approach. 

 ► The IASB clarified that the requirements in IFRS 17 on how 
to account for insurance contracts acquired in a business 
combination do not apply to business combinations 
between entities under common control. 

 ► The requirement to assess on acquisition date whether 
contracts acquired in a business combination are insurance 
contracts will apply only to business combinations that 
occur after the date of initial application of IFRS 17. 

 ► In addition, the Board agreed to six other amendments. 

Overview
During its June meeting, the International Accounting Standards 
Board (IASB or the Board) discussed and agreed to several proposed 
narrow-scope amendments to IFRS 17 Insurance Contracts (IFRS 17). 
These minor changes are intended to ensure the wording of the 
standard is consistent with the decisions that the IASB made in the 
development of the standard.

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 requirements1 

The cover note and papers for the June meeting, which include an 
overview of IFRS 17 requirements are available on the IASB’s website2 

1  http://www.ey.com/Publication/vwLUAssets/ey-Applying-IFRS-17-Insurance-May-
18/$FILE/ey-Applying-IFRS-17-Insurance-May-18.pdf

2  https://www.ifrs.org/news-and-events/calendar/2018/june/international-accounting-
standards-board/ 
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Proposals for narrow-scope 
amendments to IFRS 17
The IASB discussed several minor instances, identified since 
IFRS 17 was published in May 2017, where the drafting of the 
standard does not achieve what the Board intended. The Board 
agreed to include changes to address these points in the next 
Annual Improvements to IFRS Standards Cycle (the Annual 
Improvements Cycle). This cycle is limited to narrow-scope 
amendments that clarify the wording in a standard or correct 
relatively minor unintended consequences, oversights or conflicts 
between existing requirements of the standard.

Coverage period for insurance 
contracts with direct 
participation features
The staff proposed an amendment to the definition of the 
coverage period for insurance contracts with direct participation 
features accounted for under the Variable Fee Approach (VFA). 
The amendment clarifies that the coverage period for these 
contracts includes periods in which the entity provides investment–
related services. The Board spent more time discussing this point 
than the other proposed changes, noting that the issue was raised 
at the May 2018 Transition Resource Group for IFRS 17 (TRG). 
At that meeting, TRG members expressed different views on both 
the need for and scope of the proposed change.

IFRS 17 requires the contractual service margin to be allocated 
over the coverage period of a group of contracts on the basis of 
coverage units. Coverage units are a measure of the quantity 
of coverage provided by the contracts in the group determined 
by considering the quantity of benefits provided and expected 
coverage duration3. The staff proposed a change to address 
uncertainty about how “the quantity of benefits” referred to in 
paragraph B119(a) should be defined when considering contracts 
with an investment component. 

The staff believe the requirements of IFRS 17 differ for contracts 
with direct participation features, accounted for under the 
VFA, and insurance contracts without direct participation 
features, accounted for under the general model or the premium 
allocation approach. 

VFA contracts apply a modified approach of the accounting 
requirements because they are substantially investment-related 
service contracts. As such, references to “services”, “quantity of 
benefits” and “expected coverage duration” for these contracts 
relate to both insurance and investment-related services. To make 
this principle clear, the proposed amendment modifies the 
definition of coverage period for VFA contracts to be “the period 
during which the entity provides coverage for insured events or 
investment-related services”.

This amendment does not apply to contracts accounted for under 
the general model even if these contracts have an investment 
component. The staff believe that coverage period for these 
contracts should be determined only by reference to the period 
during which the entity provides coverage for insured events. 

One Board member disagreed with the proposal, arguing that 
this was more than a minor amendment suitable for the annual 
improvements cycle, and that it warranted wider discussion 
and debate. The Board member expressed concern about the 
“cliff effect” between contracts accounted for under the VFA 
approach and contracts with participation features that are within 
the scope of the general model. The Board member thought 
this could result in a counter-intuitive outcome for allocation of 
the CSM for contracts that are arguably similar in nature. In the 
view of the Board member, rather than addressing this issue as 
an annual improvement now, it would be better to consider the 
application of coverage units to investment-related services more 
broadly as part of a post-implementation review. 

The other Board members agreed with the staff proposal as it 
addresses an oversight in the drafting of the standard that needs 
clarification in order for the VFA model to work as the Board 
intended. The Board members also agreed not to include any 
amendments to the definition of coverage units for contracts 
accounted for under the general model as part of an annual 
improvement cycle as it would be more substantive than a 
narrow-scope amendment. However, Board members indicated 
that concerns about the outcome for contracts under the general 
model with investment components could be considered by the 
Board at a later stage, as part of a broader evaluation of concerns 
raised by the TRG. 

Business combinations
A change was proposed to clarify that business combinations 
between entities under common control are exempted from the 
requirements for accounting for insurance contracts acquired 
in a business combination in IFRS 17. The Board never intended 
such transactions to be in the scope of IFRS 17, but paragraph 
39 and B93-95 of IFRS 17 which deal with these requirements 
do not explicitly exclude common control transactions. 
As such, the proposed amendments explicitly exclude such 
business combinations. 

IFRS 17 amended IFRS 3 Business Combinations to clarify that 
assessment of whether or not contracts acquired in a business 
combination are insurance contracts should be based on the terms 
and conditions that exist at the acquisition date. The proposed 
change clarifies that this amendment is intended to apply only 
to business combinations that occur after the date of initial 
application of IFRS 17.

All Board members agreed with these amendments.

3  IFRS 17 paragraph B119 
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Other proposed changes:
All Board members agreed with the staff recommendation 
to propose six other minor amendments to IFRS 17 in the 
next Annual Improvements Cycle. The amendments are 
summarized below: 

 ► Amendment to IFRS 17 paragraph 27 to include acquisition 
cash flows relating to insurance contracts in the group 
that have not yet been issued. This corrects any unintended 
consequences of the use of the term “issued” in the paragraph 
which was meant to distinguish between insurance contracts 
issued by the entity as insurer as opposed to reinsurance 
contracts held, rather than to exclude cash flows relating to 
contracts yet to be issued.

 ► Amendment to IFRS 17 paragraph 28 (and a consequential 
amendment in IFRS 17 paragraph 24) to achieve the 
intended timing of recognition of contracts within the group. 
The paragraph sets out how to recognize a group when 
contracts qualify for recognition over more than one reporting 
period. The paragraph should refer to “contracts that meet 
the criteria for recognition in paragraph 25” rather than to 
“contracts issued by the end of the reporting period”.

 ► Removal of potential double counting of the risk adjustment 
for non-financial risk in the insurance contracts 
reconciliation disclosures and revenue analysis. IFRS 17 
paragraph 104, B121 and B124 disclosure requirements 
identify the risk adjustment for non-financial risk separately, 
but some risk adjustment for non-financial risk could be 
captured in other disclosure components in those paragraphs. 
Changes in the risk adjustment for non-financial risk relating to 
current service could be duplicated. The proposed amendment 
clarifies this by excluding changes in the risk adjustment from 
the other disclosure components.

 ► Correction of the terminology in the sensitivity analysis 
disclosures. This is to correct the inadvertent use in IFRS 17 
paragraphs 128 and 129 of the term “risk exposure” rather 
than “risk variable”.

 ► Amendments to IFRS 7 Financial Instruments-disclosures 
(IFRS 7), IFRS 9 Financial Instruments (IFRS 9) and IAS 32 
Financial Instruments — presentation (IAS 32) to achieve 
the intended interaction between the scopes of these 
financial instrument standards and the scope of IFRS 17, 
particularly with respect to insurance contracts held.  
The scope paragraphs of IFRS 7, IFRS 9 and IFRS 32 were 
originally amended when IFRS 17 was issued to refer to 
IFRS 17 rather than IFRS 4 Insurance contracts. However, 
the original amendment inadvertently removed the scope 
exception for insurance contracts held, by referring only 
to insurance contracts in the scope of IFRS 17 rather than 
the broader population of insurance contracts as defined in 
IFRS 17. The proposed amendment corrects this. 

 ► Addition of an explanation in Example 9 of the Illustrative 
Examples on IFRS 17 that the time value of the guarantee 
changes over time This change was made to Example 9 
because the IASB staff realised that readers of IFRS 17 were 
having difficulty understanding the example without an 
indication of what factors had been included.

How we see it
The amendments provide helpful clarification. In particular, 
it is now clear that for VFA contracts, entities must assess 
the pattern of the provision of both insurance services and 
investment-related services in order to release the CSM to 
income over the coverage period. 

However, this change does not apply to contracts accounted for 
under the general model. It was clear from the May 2018 TRG 
meeting that a number of TRG members were concerned about 
the usefulness of the information reported on the allocation of 
the contractual service margin to profit or loss for contracts 
not in the scope of the VFA if the coverage units for those 
contracts could not include both insurance and investment-
related services. Some types of contracts may contain an 
investment component, but do not qualify for the VFA. For 
these contracts, the CSM on initial recognition will partly be 
determined by profits that arise from any investment services. 
However, the release of that CSM will consider the pattern of 
insurance services only. If the timing of provision of these other 
services differs from the provision of the insurance service on 
these contracts, then the CSM release will be limited to the 
period of insurance coverage only.

The Board’s clarification that business combinations between 
entities under common control are exempted from the 
requirements in IFRS 17 allows an entity to apply predecessor 
accounting for these transactions. This will be welcomed by 
many preparers as entities conduct intra-group transactions, 
to which predecessor accounting is typically applied in order to 
avoid remeasurements under IFRS 3.

Next steps
The publication date of the annual improvements outlined above 
will depend on other matters identified for inclusion in the next 
Annual Improvements Cycle.

The next TRG meeting will take place in September 2018, and 
the IASB and staff will continue to monitor whether additional 
action is needed as implementation of IFRS 17 progresses. 
They will monitor factors affecting implementation such as the 
implementation timetable.
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