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While the final steps are taken in the IFRS 17 implementation which will go

live as per 1 January 2023, it would be a suitable time to sit back and evaluate

the lessons learnt over the past years and how this could be used in the future

when implementing other (accounting) standards.

1. THE GOOD

One of the key goals of IFRS 17 was to create

to a more universal standard for valuation and
reporting of insurance liabilities. Under the
previous IFRS 4 standard, multiple interpretations
were ranging from the strict rules-based US
GAAP regulations to more relaxed and principle-
based applications. Due to this wide range of
interpretations, comparing IFRS 4 numbers
between geographies or even within the same
Group can become problematic. IFRS 17 has
delivered in consistency, and more relevant
valuation compared to IFRS 4:

« Current assumptions: where under IFRS 4 the
use of locked-in or past pricing assumptions
was allowed, IFRS 17 uses current assumptions
as starting point and requires companies
to motivate their choice of assumptions.

While the GMM method does allow for
locked in interest rates, it still requires other
assumptions to be current and hence is a big
step forward compared to other frameworks
based on statutory or pricing assumptions.
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« Stochastic valuation/valuation of
guarantees: under IFRS 4, the valuation of
guarantees or profit sharing was limited to a
liability adequacy test which did not consider
the full scope of probable future scenarios.
IFRS 17 prescribes scenario testing resulting
in a more accurate valuation of insurance
liabilities.

+ Risk based thinking: IFRS 17 stimulates
risk-based thinking due to the valuation
and disclosure of scenario analysis and the
requirement to aggregate products with
similar risks into portfolios.

« Cooperation actuaries, accountants, and
other finance functions: IFRS 17 has clear
links with other accounting standards like
IFRS 9, 15 and IAS19 and therefore requires
interaction between finance functions.
Especially under the VFA method where there
is a clear link between assets and liabilities,
understanding of balance sheet and P&L
effects is essential. >

IFRS 17 REVISITED



2. THE BAD

Although IFRS 17 has produced clear benefits
mentioned in the previous section, there are some
less beneficial implications:

« Copy paste SII?: as IFRS 17 is a market
consistent framework, the tendency to
use existing Solvency Il assumptions,
methodologies and processes is tempting,
thereby reducing the additional benefit and
insights IFRS 17 can provide. Could IFRS 17
become ‘Solvency Il plus P&L’ and therefore
become just another market consistent metric?

+ Are the standard approaches IFRS 17 proposes
also standard in practice?

- Transition: At transition, the full
retrospective approach is viewed as the
standard method. However this approach
requires past information on challenging
nonpublic available assumptions like
expenses, lapse rates, or disability rates.
Hence for most companies applying the full
retrospective approach is not feasible
which makes it less logical to use this as a
starting point

- Measurement model: although GMM is
considered by the IFRS 17 legislation as
the standard model, there is a tendency
to use VFA instead as this allows for more
stable CSM and P&L patterns. The standard
measurement model, might therefore
become the exception in practice

« Asymmetric treatment gains and losses
resulting in unintended consequences as there
is a tendency to modify portfolios, allocate
assets, or apply measurement models resulting
in avoiding a loss component at transition.
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3. THE UGLY
Some parts of IFRS 17 have been less of a success:

« Dual reporting (comparative figures) required
during 2022 has led to an increase in work
stress and the comparison between reporting
frameworks which cannot be easily compared.
A more impact study approach like Solvency I
where different studies were performed before
implementing would have resulted in a more
gradual implementation and a better mutual
understanding of the framework.

+ Limited guidance and role for expenses:

- Theresult on expenses is included in the
IFRS 17 disclosures in the operating result
which also includes the result on actuarial
assumptions therefore making it harder to
assess result on expenses.

- The standard spends limited guidance on
inflation. In hindsight, when the standard
was drafted inflation was not much of a
big topic and hence providing guidance
on nominal vs real rates and the use of
inflation indices as market assumptions
was sufficient. However as the inflation
environment has changed dramatically in
the last year, additional guidance on inflation
would be appropriate.

CONCLUSION

Although the IFRS 17 ride has been a rocky ride
with the standard being postponed multiple
times, the overall principles of the framework are
sound and will result in more interaction between
finance functions, more recent assumptions,

and improved risk awareness. When the current
inflation climate could pertain, additional
guidance on expenses and in particular inflation
would be beneficial to ensure trust and reliability
in the IFRS 17 results and disclosures. <
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