
 

 

As insurers get to grips with the requirements of IFRS 17, reinsurance is an area many are finding has some more 
interesting and perhaps unexpected implications. In this article we explore several ways the IFRS 17 approach to 
reinsurance could impact insurers. With the European Financial Reporting Advisory Group’s endorsement to the European 
Parliament due at the end of this year, many participants in the industry are making a final attempt across Europe over the 
summer months to seek to influence the final application of the standard and arrive at a more sensible end point. 

 

Potential Impact Comment 

Review of insurers’ 
reporting and pricing 
bases 

IFRS 17 will require insurers to recognise the full loss on any unprofitable insurance 
business immediately. However, if reinsurance is used to offset some of these losses, then 
instead of recognising this gain immediately (as they do today), the insurer will have to 
spread the reinsurance gain, via the reinsurance contractual service margin (‘CSM’), over 
the duration of the contract. In effect it will create a mismatch between the value insurers 
recognise in their underlying business and any associated reinsurance. This mismatch will 
be made more apparent as reinsurance will be reported separately from the gross 
insurance under IFRS 17. This may create various questions for insurers, including:  

 Why they are writing seemingly unprofitable business in the first place: This may 
lead some insurers to review their underlying pricing basis to eliminate such 
onerous contracts. 

 Why insurers are deriving so much value from reinsurance rather than the 
underlying business: It may lead to a convergence of insurers’ and reinsurers’ 
reporting bases, or at least a greater understanding of any differences. 

 Whether reinsurance provides as much value if it cannot offset losses on initial 
recognition to the same extent: This may dampen demand for reinsurance that is 
used to manage the impact of loss making business.  

Less use of financial 
reinsurance 

As IFRS 17 requires firms to establish a reinsurance CSM, many financial reinsurance 
arrangements currently in place can no longer be used to re-shape the profit signature of 
an insurer’s balance sheet. 

However, under IFRS 17 financial reinsurance may still serve a purpose if they are genuine 
risk transfer contracts (for example, reinsuring lapse experience).  Furthermore, by 
establishing a CSM in respect of future reinsurance profits, these contracts can signal to 
analysts the potential future profitability arising from the underlying insurance contracts.   

Financial reinsurance may also continue to serve a purpose under Solvency II. 

More scrutiny on 
reinsurer credit 
ratings 

Insurers must include the risk of non-performance of a reinsurer in their projections of 
reinsurance cash flows.  In order to ensure consistency with IFRS 9, any subsequent 
revisions of the risk of non-performance must immediately be recognised in the profit and 
loss account, rather than deferred via the CSM.   

Although likely to be small in magnitude, this could lead to increased focus on reinsurer 
credit ratings, movements of which could directly impact the insurer’s bottom line. 
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Potential Impact Comment 

Artificial volatility on 
unit linked and with-
profits contracts 

For business that has participation features, such as with-profits or unit linked contracts, 
then the Variable Fee Approach (‘VFA’) is the most likely approach for the measurement of 
these liabilities. However entities are not permitted to use the VFA for reinsurance held or 
issued. So this could lead to circumstances where certain contracts are measured on a 
VFA approach on a gross basis, but the reinsurance cashflows are measured using the 
Building Block Approach (‘BBA’) for example. 

One benefit of the VFA is that it reduces the volatility caused by discount rate changes. 
However, because VFA cannot be used for reinsurance, the impact of discount rate 
changes on the gross and reinsurance side of the balance sheet for unit linked and with-
profit contracts may greatly differ and generate artificial volatility in balance sheets.  

Reporting on high 
growth business 

One aspect of the IFRS 17 standard that some have questioned relates to reinsurance 
contract boundaries. Measurement of a reinsurance contract must include contracts that 
have not yet been written but fall within the reinsurance contract boundary.  This requires 
insurers to project future new business volumes that fall within the reinsurance contract 
boundary and include these cash flows in their assessment of reinsurance liabilities. 

If the nature of the underlying insurance business has uncertain volume – for example firms 
experiencing high levels of growth – then measuring the reinsurance contract liability will be 
difficult.   

At the subsequent reporting periods, the reinsurance liabilities will also have to be 
constantly restated once true business volumes are known (and then fresh projections of 
business volumes will need to be included).   

The volatility this introduces in accounts may attract scrutiny from analysts and industry 
commentators. 

Transparency of 
accounts 

IFRS 17 requires reinsurance contracts be measured with consistent assumptions to the 
underlying insurance contracts, but does not allow a “look-through” approach.   

A reinsurance contract group may contain only one reinsurance contract but will have many 
underlying insurance contracts. The insurance contracts may potentially span three 
separate insurance contract groups (see below) over multiple 12-month periods.   

This will likely make interpreting the relationship between the reinsurance and insurance 
liabilities more difficult, and require greater communication around the results. 

Changes to 
prioritisation of 
reinsurance 

IFRS 17 requires insurers to group all insurance contracts into three groups – onerous (i.e. 
loss-making), no significant possibility of becoming onerous and final group containing the 
remaining contracts (i.e. might become loss-making). No group may contain contracts 
issued more than 12 months apart. 

This grouping may help insurers to decide what they reinsure, focusing just on the ‘loss-
making and ‘might become loss-making’ groups for example.  

On subsequent measurement, the standard allows insurers to offset further losses 
recognised with any gains on reinsurance in respect of these contracts1, and in this way, 
manage any volatility on their profit statement.  

However, this grouping may not have any bearing on prioritising reinsurance where it is 
used for capital management purposes, for example under the Solvency II balance sheet. 

 

If you’d like to discuss the issues covered in this article in more detail, or any other aspect of IFRS 17, please get in touch. 
If you would like to find out more about IFRS 17 you can also ready our Summary for Senior Executives; IFRS 17 in 17 
minutes or, for more detail, take a look at our IFRS 17 whitepaper: Building up to IFRS 17. 

                                                           

1 IFRS 17 Paragraph 66(c)(ii) & IFRS 17 Basis for Conclusions Paragraph BC315 
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