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Präambel 

Die Arbeitsgruppe IFRS des Ausschusses Rechnungslegung und Regulierung der 

Deutschen Aktuarvereinigung e. V. (DAV) hat den vorliegenden Ergebnisbericht 

erstellt.1 

Zusammenfassung 

Der Ergebnisbericht behandelt Fragestellungen zur Auslegung und Anwendung des 

Rechnungslegungsstandards IFRS 17 auf deutsche Lebensversicherungsverträge 

und betrifft Aktuare, die mit der Aufstellung und Prüfung von Bilanzen nach IFRS 

betraut sind.  

Der Anwendungsbereich umfasst die Verträge, die unter den internationalen Rech-

nungslegungsstandard IFRS 17 Insurance Contracts fallen. Die Anwendung von 

IFRS 17 ist für nach IFRS berichtende Konzerne verpflichtend. Da hiervon vor allem 

internationale kapitalmarktorientierte Unternehmen betroffen sind, wurde der vor-

liegende Ergebnisbericht in englischer Sprache verfasst. 

Der Ergebnisbericht ist an die Mitglieder und Gremien der DAV zur Information 

über den Stand der Diskussion und die erzielten Erkenntnisse gerichtet und stellt 

keine berufsständisch legitimierte Position der DAV dar.2 

Verabschiedung 

Dieser Ergebnisbericht ist durch den Ausschuss Rechnungslegung und Regulierung 

am 29. Mai 2020 verabschiedet worden. 

  

                                       

1 Der Ausschuss dankt der Unterarbeitsgruppe Leben der Arbeitsgruppe IFRS ausdrücklich für die 

geleistete Arbeit, namentlich Robert Bahnsen, Rainer Beyrau, Kirubakaran Dietze, Dr. Maximilian 

Happacher, Martin Linden, Marcel Maier, Siegfried Nobel, Veronica Pyro, Petra-Sylvia Rickers, Thors-

ten Wagner und Andreas Weng.  

2 Die sachgemäße Anwendung des Ergebnisberichts erfordert aktuarielle Fachkenntnisse. Dieser Er-

gebnisbericht stellt deshalb keinen Ersatz für entsprechende professionelle aktuarielle Dienstleistun-

gen dar. Aktuarielle Entscheidungen mit Auswirkungen auf persönliche Vorsorge und Absicherung, 

Kapitalanlage oder geschäftliche Aktivitäten sollten ausschließlich auf Basis der Beurteilung durch 

eine(n) qualifizierte(n) Aktuar DAV/Aktuarin DAV getroffen werden. 
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Preamble 

The Working Group IFRS of the Accounting and Regulation Committee of the Ger-

man Association of Actuaries (Deutsche Aktuarvereinigung (DAV) e. V.) has issued 

the following report on findings to the topic IFRS 17 for German life insurance.3 

Issue 

This report deals with the interpretation and application of IFRS 17 on German life 

insurance contracts and concerns actuaries that prepare or audit IFRS 17 financial 

statements. 

This report addresses contracts that are subject to the international reporting 

Standard IFRS 17 Insurance Contracts. The application of IFRS 17 is compulsory 

for group reporting under IFRS. This report is written in English because it partic-

ularly addresses international and capital market oriented companies. 

The report is addressed to actuaries and is focused on providing an overview of 

the current state of discussions and the insights gained in the sub-working group. 

It is not a professional position of the DAV and is meant to support actuaries in 

actuarial teams. 

Adoption 

The report on findings was adopted by the DAV’s Accounting and Regulation Com-

mittee on 29 May 2020. 

 

                                       
3 The Committee would like to explicitly thank the sub-working group Leben of the working group 

IFRS for their work, by name Robert Bahnsen, Rainer Beyrau, Kirubakaran Dietze, Dr. Maximilian 

Happacher, Martin Linden, Marcel Maier, Siegfried Nobel, Veronica Pyro, Petra-Sylvia Rickers, Thor-

sten Wagner und Andreas Weng. 
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Management Summary 

In this section we shortly present the most important highlights of IFRS 17 with 

respect to typical German life insurance business: 

 Scope, (de)recognition and separation of contract components (formerly 

“unbundling”) are similar to IFRS 4, so no major changes to be expected. Also, 

the definition of contract boundaries will lead to usually the same results as 

under Solvency II. 

 The vast majority of German life business has to be valued with the Variable 

Fee Approach VFA. 

 In general, existing stochastic cash flow models can be used also for IFRS 17 

without significant changes. However, parametrization may vary compared to 

Solvency II (e.g. risk free interest rate or with respect to attributable costs). 

 The VFA is designed to allow a consistent accounting for assets (as fair value, 

either through P&L or through Other Comprehensive Income (OCI)) on the one 

hand and for the corresponding technical liabilities on the other hand. In 

consequence, for technical liabilities the “split” of amounts going through P&L 

and through OCI, respectively, is defined by the asset accounting – unless 

contracts become onerous. 

 The P&L for the VFA is – at the bottom line – only determined by the release of 

the CSM (contractual service margin), the expected release of the risk 

adjustment and losses recognized if contracts become onerous (and profits due 

to the adjusted decrease of a corresponding loss component). All other effects 

will adjust the CSM and therefore will not have a net influence on the P&L. 

 The structure of the P&L is conceptionally different from that of German 

statutory accounting “HGB”, since “premiums” (“Gebuchte Bruttobeiträge”) and 

“changes in liabilities” (z.B. “Veränderung der übrigen 

versicherungstechnischen Rückstellungen”) will not be appear any more. 

 For the VFA, considerable challenges are the transfer from principle-based IFRS 

17 standard-details to technically realizable interpretations. We discuss these 

crucial topics in chapter 6. 

 For the VFA, the transition for German life insurance contracts will be based 

either on the modified retrospective approach using a considerable amount of 

“short-cuts” with respect to P&L effects of the past, or on the fair value 

approach. 

 The latest amendments of IFRS17 (June 2020) are not reflected in this paper. 

From an acturarial point of view they appear to be of minor relevance. We will 

consider them in a next version of this paper. 

 Generally, the interpretation of the standard from an acturarial point of view is 

subject to continuous development as implementation projects proceed. For 

this reason some topics are under ongoing discussion. Therefore, DAV’s work 

on the standard will continue going forward by amplifying elements of particular 

interest for German life insurance. 
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1. Scope 

IFRS 17 is the new accounting standard for Insurance Contracts. An entity shall 

apply IFRS 17 for annual reporting periods beginning on or after 1 January 2023, 

although early application is permitted for entities that apply IFRS 9 and IFRS 15 

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

In this document we will especially focus on the specific situation of the German 

life insurance market. 

To which types of contracts does IFRS 17 apply? 

IFRS 17.3 defines the scope of IFRS 17 as insurance contracts, including 

reinsurance contracts an entity issues and it holds, and investment contracts with 

discretionary participation features it issues, provided the entity also issues 

insurance contracts. IFRS 17 appendix A defines an insurance contract as follows: 

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. 

IFRS 17.7 lists types of policies that do not fall within the scope of IFRS 17, such 

as warranties provided by a manufacturer, dealer or retailer, employee benefit 

plans, intangible assets, leases and contingent consideration in a business 

combination. 

Financial guarantee contracts are not in scope of IFRS 17, unless the issuer has 

previously asserted explicitly that it regards such contracts as insurance contracts 

and has used accounting applicable to insurance contracts. 

Insurance contracts in which the entity is the policyholder are not in scope of  

IFRS 17, unless those contracts are reinsurance contracts held. 

The scope definition as described in IFRS 17.3-17.8 as well as in IFRS B2-B30 is 

broadly in line with the definition of IFRS 4, the former standard for insurance 

contracts, except for the description of significant insurance risk within the 

insurance contract. 

How do you find out whether there is insurance risk? 

IFRS 17 B18 describes insurance risk as significant in case the insured event could 

cause the issuer to pay additional amounts that are significant in certain scenarios. 

Under IFRS 17, these amounts have to be assessed on a present value basis  

(IFRS 17 B20), whereas IFRS 4 does not specify this. 
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German life insurance business 

With respect to the German life insurance business, all contracts containing 

biometric guarantees (i.e. which transfer insurance risk, which is the vast majority 

of contracts issued) are within the scope of IFRS 17. 

Deferred annuities 

In Germany, the most common case to be analyzed carefully are deferred annuities 

with an option for possible adjustments of annuity rates, e.g. unit-linked deferred 

annuities. The topic is explicitly discussed in IFRS 17 B24: 

 

 Insurance contract according to IFRS 17 

Guaranteed minimum annuity  Generally yes, unless the minimum rate 

would not constitute “significant” insur-

ance risk at all 

Annuity Conversion Rates:  

Guaranteed annuity conversion rate 

(of capital at the end of the deferral 

phase) 

Generally yes, unless the guaranteed 

conversion rate would not constitute 

“significant” insurance risk at all 

Adjustment of annuity conversion 

rate possible with reference to a  

trustee (Treuhänder) 

Generally yes, if the guidelines for the 

trustee would foresee that “significant” 

insurance risk will stay at the insurance 

company 

Automatic adjustment process to an-

nuity conversion rate referring to 

some external sources (like “Ster-

betafel DAV” or “Höchstrech-

nungszins nach DeckRV”) 

Yes 

Explicit pure discretion of the issuing 

entity or automatic adjustment pro-

cess referring to new business of the 

annuity conversion rate 

To be checked if insurance risk may be 

defined by some death or disability cov-

erage, but no longevity risk included 

during the deferral period 
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Investment contracts with DPF (“discretionary participation feature”) 

So-called “Kapitalisierungsgeschäfte” or also with-profit deferred annuities which 

would not be regarded as insurance contracts are supposed to fall under this 

category. Investment contracts with DPF are also accounted for according to IFRS 

17. 

1.1. Combination of insurance contracts 

IFRS 17.9 describes that for a set or series of insurance contracts with the same 

or a related counterparty it might be necessary to treat the set or series of con-

tracts as a whole, because the set or series may achieve, or be designed to 

achieve, an overall commercial effect. As an example: two contracts that are is-

sued which offset each other. 

Entities have to analyze if such sets of contracts with an overall commercial effect 

exist, and if so, a further analysis should be performed to assess if a combined 

accounting approach would lead to substantially different outcomes than account-

ing for the set of contracts as a whole. Based on this, the entity accounts for such 

contracts as a whole or separately. 

As a further consequence, if several contracts do not have the intention to achieve 

a certain overall combined effect, there is no need to account for the combination 

of such contracts. Instead, each contract may be treated separately on its own. 

1.2. Separating components from an insurance contract 

According to IFRS 17.10 “an insurance contract may contain one or more compo-

nents that would be within the scope of another Standard if they were separate 

contracts.” IFRS 17 describes the need to separate such components embedded in 

insurance contracts: 

 Embedded derivatives (IFRS 17.11(a)) 

 Investment components (IFRS 17.11(b)) 

 Service components (IFRS 17.12) 

IFRS 17.10 implies that only those components are to be considered, that are 

included in the contractual terms of the host insurance contract. For components 

falling under a separate contract, an independent analyses is required in order to 

decide if the component is in the scope of IFRS 17. 

Embedded derivatives 

IFRS 17.11(a) refers to IFRS 9 (Financial instruments) for the treatment of em-

bedded derivatives. IFRS 9 2.1(e) specifies that IFRS 9 applies to derivatives that 

are embedded in insurance contracts if the derivative is not an insurance contract 

itself, except for certain specific situations: 
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IFRS 17 instead of IFRS 9 is applicable for embedded derivatives in situations that 

the embedded derivative and the host insurance contract are “closely interrelated”. 

With IFRS 9 providing no further guidance on how to interpret the term “closely 

related” with respect to derivatives embedded in insurance contracts, taking an 

analogous approach to the one provided by IFRS 17 with regard to the separation 

of investments components (IFRS 17.B31-32) appears reasonable. Consequently, 

the embedded derivative and the insurance contracts can be considered as “closely 

interrelated” if 

 An entity is unable to measure one component without the other 

 The policyholder is unable to benefit from one component unless the other is 

also present. 

Especially the latter of the two conditions implies that an embedded derivative is 

non-distinct if the lapse or maturity of the insurance contract causes the lapse or 

maturity of the derivative and vice versa. 

IFRS 9 defines two further criteria for when embedded derivatives can be consid-

ered as non-distinct:  

 the embedded derivative does not meet the definition of a derivative on a 

standalone basis  

 or the host insurance contract is measured at fair value through profit and loss 

(IFRS 9 4.3.3) and IFRS 17 instead of IFRS 9 is to be applied. 

Analogously to the argumentation provided in the section on investment compo-

nents, a “close interrelation” exists between the insurance contract and any deriv-

atives commonly embedded in insurance contracts in the German market. 

Consequently, the “unbundling” and measurement of derivatives embedded in in-

surance contracts under IFRS 9 is considered to occur only in exceptional cases, if 

at all. 

As an example, we consider minimum surrender values. These embedded options 

are considered closely related to the host contract as the minimum surrender value 

directly depends on the value of the host insurance contract and other guarantees 

included (interest rate guarantees). This means that at least for typical German 

traditional life insurance contracts there is no need to separate minimum surrender 

value options as embedded derivatives. 

Investment components 

IFRS 17.11(b) describes that IFRS 9 is applicable to distinct investment compo-

nents. Investment components are defined in IFRS17.Appendix A and, according 

to IFRS17. B31 and IFRS17.B32, are distinct, if: 

 they are sold, or could be sold, separately in the same market or the same 

jurisdiction or 

 when their value can be measured separately (i.e. independently from the 

measurement of the insurance contract) 
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 or in case the policyholder is unable to benefit from the investment component 

unless the insurance component is also present or vice versa  

A sufficient condition set out by IFRS17.B32(a) in order to fulfil the second criterion 

is that “the value of one component varies according to the value of the other”. It 

has to be noted that fulfilling this condition unilaterally is sufficient, i.e. the two 

values do not have to depend on each other, but it is considered sufficient if the 

value of either one the components depends on that of the other. 

As IFRS 17 does not further specify the notion of a “value” of an investment com-

ponent or an insurance contract, multiple interpretations can be considered feasi-

ble. The most obvious one is relating the condition to the IFRS 17 valuation of the 

insurance component, especially the determination of the estimate of future cash 

flows, according to IFRS 17.33, which we will refer to as “best estimate cash flows” 

subsequently (For details, see section 5.4). 

According to IFRS17.B32(b), the third condition regarding the unbundling of in-

vestment components is fulfilled in case the lapse or maturity of one of the two 

components causes that of the other. 

Investment components included in German life insurance products can generally 

be divided in two types of investment components: 

 “conventional” investment components - saving components embedded in con-

ventional products and 

 Unit- or index linked components included in unit-, index-linked or hybrid tar-

iffs. 

Common “conventional” investment components are for example: 

 Savings portions in endowment or deferred annuity products 

 “Verzinsliche Ansammlung” (for both conventional products or products with 

unit-linked components)  

Such components are not considered as distinct, because surrender of the host 

contract is not possible without surrendering the investment component. In addi-

tion, the amount of the investment component strongly depends on the contractual 

terms of the insurance contract, so that the investment component cannot be 

measured without measuring the insurance component. 

Investment components falling under the second category include: 

 Unit linked fund for a unit-linked annuity in the deferral phase 

 Profit Sharing “Fondssparen” 

 Any unit- or index-linked components included in hybrid tariffs 

Such components are not considered as distinct, as the valuation of the insurance 

component, i.e. the determination of the best estimate cash flows requires a val-

uation of the investment component. 
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Consider, for example, a unit linked deferred annuity without any death benefit in 

the deferral phase with a guaranteed annuity factor at inception. The guaranteed 

annuity factor implies that there is a risk transfer in the deferral phase, i.e. the 

contract is in the scope of IFRS 17 from the point of its inception on. 

Consequently, a best estimate of the cash flows has to be determined at each 

reporting date, including all reporting dates in the deferral phase of the contract. 

Doing so requires an entity to determine a best estimate of the expected future 

annuity payments at any reporting date during the deferral phase. The amount of 

the estimated annuity payments depends on an estimated amount of the unit-

linked component (usually done via a projection of the unit-linked fund up to the 

end of the deferral phase in the actuarial models), i.e. the measurement of the 

unit-linked component is necessary in order to determine the value of the insur-

ance component. 

As explained above, this is a sufficient criterion for the two components being non-

distinct and a separation is not possible. 

All in all, it can be assumed that investment components included in insurance 

contracts are also in the scope of IFRS 17 and do not require separation from the 

insurance component of the contract. 

Service components 

IFRS 17.12 mentions the requirement to separate any promise to transfer distinct 

goods or non-insurance services to a policyholder and apply IFRS 15 to those 

goods or non-insurance services. Goods or non-insurance services are considered 

non-distinct if the cash flows and risks of the goods or services are highly interre-

lated with the insurance component and the insurer provides a significant service 

in integrating the good or service. 

We consider that for typical German life insurance contracts there is no need to 

separate service components. 

Special topic: Group contracts 

An example of a group contract is a pension contract where new participants (gen-

erally employees) can be added with an additional premium based on a rate sched-

ule that is fixed by contract terms.  

The question is whether there is one contract for all participants or each participant 

constitutes a separate contract on its own. 

We suggest that if the profit-sharing mechanism is referring to each participant 

individually the latter view (several separate contracts) should be applied. If the 

profit-participation refers to the official policyholder (i.e. the employer) the con-

tract should not be unbundled with respect to individuals. 

However, if it is possible for the insurance company to charge a price for a new 

participant that fully reflects the risk for that participant, there is new underwriting 
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and it could be seen as a new contract in terms of IFRS 17, even if the profit-

participation refers to the official policyholder only. 

If the contract is regarded as one contract with the employer then: 

 The CSM is calculated based on the contract as it is at initial recognition. Esti-

mates are made on the basis of the insured items active at the measurement 

date, but also on future prospects of new participants.  

 The addition of new participants will lead to changes in fulfilment cash flows 

relating to future service and adjust the CSM (if still larger than zero, otherwise 

lead to a loss component). 

Remark: The most common “Gruppenversicherungsverträge” in Germany will lead 

to separate contracts for each participant/employee. However, there are also spe-

cific types of group contracts / pension schemes in the market which would need 

more detailed examination. 

Special topic: Riders 

Is unbundling of riders allowed or even required? 

Insurers offer contracts with riders in which the main policy (“Hauptvertrag”) is 

accompanied by riders (“Zusatzversicherungen”) that provide additional coverage. 

Unbundling of these contracts depends on the legal status of these contracts. If 

the riders are separate policies or contracts (with separate pricing and issuance) 

they should be accounted for on a standalone basis, whereas if they form an inte-

gral part of insurance coverage together with the main policy, they should be 

treated together with the main policy.  

We suggest that the criterion of “distinctness” as already discussed in the context 

of separation of contracts should also be applied in this context. Indicators that a 

rider is “non-distinct” would be, e.g.: 

 No such cover available as stand-alone insurance contract 

 One signature of the policyholder for main contract as well as for rider 

 Profit-participation of the rider will be brought together with the profit-partici-

pation of the main contract 

 The rider cannot be surrendered independently from the main contract 

 The main contract cannot be surrendered without also surrendering the rider 

(however, if de facto in such cases the insurance company would be willing to 

transfer the rider into an adequate individual main cover, such a situation would 

not be regarded as “surrender” of the rider) 

In the situation in which the rider and the main contract form one collective con-

tract with respect to IFRS 17 the definition of the contract boundary (IFRS 17.34) 

and the treatment of combinations of policies (IFRS 17.9) are applicable as well. 

We also refer to the February 2018 meeting of the Transition Resource Group.  
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1.3. Policy loans and premium deposits 

Within the German life insurance market the following two components can quite 

often be found: 

a. Policy loans 

b. Premium deposits 

These components are accounted for separately from the insurance contract lia-

bility under HGB.  

1.3.1. Policy loans in Germany 

Policy loans in Germany mostly do not represent rights and obligations arising 

under a contract within the scope of IFRS 17. Therefore, the requirements of IFRS 

17 are not applicable to policy loans. Policy loans meet the definition of financial 

assets and fall within the scope of IFRS 9 and could be measured at fair value 

through other comprehensive (FVOCI) due to collecting contractual cash flows and 

selling financial assets. In some jurisdictions or in some terms of insurance con-

tracts, however, policy loans are included within insurance contracts and the poli-

cyholder has the enforceable right to get a policy loan. In such cases policy loans 

are within the scope of IFRS 17. 

General terms and conditions of an insurance contract 

In most cases an insurer can pay an advance amount to the policyholder according 

to general terms and conditions of an insurance contract upon request. However, 

there is no legal entitlement to such advance payments in Germany, an insurer 

can also reject such a request. In any case, a separate written agreement must be 

made for an advance payment on the insurance benefit. 

Legally independent contracts (policy loans and insurance contracts) 

The independence of policy loans should be analyzed by a legal assessment. This 

legal assessment should cover a check of the following indicators: 

 The insurance contract does not give rise to any legal claim to "an advance 

payment" of the insurance benefit. The insurance contract does not include a 

loan agreement or loan commitment. The insurance contract as a whole is sub-

ject to the German Insurance Contract Act (VVG). 

 The loan agreement and the insurance contract are always negotiated and 

agreed separately at different times and each regulates contract-typical con-

tractual objects (granting of a loan vs. provide insurance cover). 

 From the view of contract law, the loan agreement meets the definition of a 

consumer loan according to 491 of the German Civil Code (BGB) and falls under 

the specific provisions of consumer loans (paragraphs 491 BGB to 505e BGB) 

and not under the provisions of the VVG (in Germany) . 
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 A distinctive feature compared to “normal loans”, which merely pledges the 

rights from the insurance contract as security within the loan agreement, is the 

right of set-off. 

Reasoning for this view: 

The requirements for accounting in accordance with IFRS 17 (Scope) are set out 

in IFRS 17.3 - IFRS 17.8.  Accordingly, the substantive rights and obligations must 

arise from an insurance contract, a reinsurance contract held or an investment 

contract with discretionary participation features (as defined in the Standard). 

IFRS 17.2 defines the notion of a contract and clarifies that the recognition of rights 

and obligations requires legal enforceability when applying IFRS 17. 

Legal enforcement is a matter of law and can therefore only be examined on the 

basis of the (local) contract law subject to the contract and the corresponding 

regulation. 

As the rights and obligation under a policy loan agreement result from a legally 

independent contract that does not meet the definition of a contract within the 

scope of IFRS 17, the provisions of IFRS 17 are not applicable. 

  

1.3.2. Premium deposit in Germany 

Premium deposit “Beitragsdepot” is an account, in that a policy holder pays a cer-

tain amount of premiums in advance. For such a premium deposit an insurance 

contract is absolutely necessary. Out of that account the policy holder transfers 

the received regular premiums for an insurance contracts due to a “Tax optimiza-

tion model”. The condition for such a contracts is at least 5 years duration of pre-

mium payments and at least 12 years coverage period.  One can also find other 

constructions similar to premium deposits. In such cases the payment out of the 

insurance contracts is tax free. For the return of the premium deposit the depot 

holder has to pay an investment return tax.  Such contracts are highly interrelated 

with insurance contracts or included within insurance contracts. As a consequence, 

those contracts are within the scope of IFRS 17. 
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2. Level of aggregation of insurance contracts 

IFRS 17.14 describes a portfolio of insurance contracts as a set of contracts subject 

to similar risks and managed together. Contracts in different product lines are 

expected to be subject to different risks and hence are expected to be in different 

portfolios. 

The definitions of “similar risks” and “managed together” are not further specified 

in the IFRS 17 Standard. However, IASB comments in the Basis for Conclusions 

(IFRS 17.BC126) that the procedure to group the insurance contracts should not 

lead to an excessively large number of groups that may provide insufficiently use-

ful information. 

2.1. Profitability 

At recognition, an entity shall divide a portfolio of insurance contracts issued into 

at least three groups (IFRS 17.16) 

 A group of contracts that are onerous at initial recognition, if any; 

 A group of contracts that at initial recognition have no significant possibility of 

becoming onerous subsequently, if any; and 

 A group of the remaining contracts in the portfolio, if any. 

Within the German life insurance market policyholder participation is crucial in de-

termining the profitability of a group of contracts. In typical situations the policy-

holder participation is determined over a portfolio of policies that covers multiple 

groups of contracts according to the IFRS 17 definition. This means that the prof-

itability of a single group of contracts depends on the policyholder participation 

coming from other groups of contracts. In the context of IFRS 17 the details de-

scribed are referred to in B67 to B71 – which we call often the concept of “mutu-

alization”.  

According to our view the concept of mutualization according to IFRS 17 is a big 

challenge to measure the profitability of a group of contracts according to IFRS 

17.16. Therefore, we favor pragmatic solutions to assess the corresponding prof-

itability criteria, because of the complex profit-sharing and therefore “mutualiza-

tion” systematic of German life insurance business. 

2.2. Yearly cohorts 

An entity shall not include contracts issued more than one year apart in the same 

group (IFRS 17.22). A further division of the portfolio in groups is allowed based 

on different levels of profitability and different likelihoods for contracts to become 

onerous after initial recognition (IFRS 17.21). 

Note that only under the transitional rules annual grouping is not always required, 

i.e. for modified retrospective approach and the fair value approach which are al-

ternative approaches for the transition from IFRS 4 to IFRS 17. 
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2.3. Legal and regulatory pricing restrictions 

Policies which fall in different groups only because their pricing is restricted due to 

law or regulation are allowed to be grouped together (IFRS 17.20). 

Why is the level of aggregation important? 

The group of contracts (GoC) defines the unit of account, the level of aggregation 

at which the subsequent measurement and profit or loss recognition takes place. 

However, an entity may estimate the future cash flows at a higher level of aggre-

gation and then allocate the resulting fulfilment cash flows to individual groups of 

contracts (IFRS 17.33). 

Grouping of contracts takes place at initial recognition of the contract. Subsequent 

developments in the profitability of a contract don’t influence the grouping. 

2.4. Criteria for grouping of contracts 

Several approaches can be used to determine portfolios comprising contracts “sub-

ject to similar risks and managed together”. We provide a couple of examples how 

one could determine the grouping with respect to “managed together”: 

 Grouping based on the level of (Value of New Business) reporting; 

 Grouping based on the level of pricing of new products; 

 Grouping based on the level at which the policyholder participation is deter-

mined (“Überschussbeteiligung”); 

 Grouping based on a group of policies that is covered under a certain reinsur-

ance contract; 

 Grouping based on the level on which investment decisions are taken; 

 Grouping based on the level on which guidelines for underwriting are set; 

 Grouping based on the way customer service is provided to policyholders. 

With respect to grouping of “similar risks”, we consider the following examples: 

 Grouping based on the risk insured; 

 Grouping based on the (net) investment risk; 

 Grouping based on the level at which calculation bases (“Rechnungsgrundlagen 

1. Ordnung”) are derived. 

The groupings as discussed above can be applied to the following types of busi-

ness: 

 Accepted reinsurance; 

 Ceded reinsurance; 
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 Insurance syndicates; 

 Contracts with special settlement agreements 

(“Sonderabrechnungsverbände”); 

 Other general business. 
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3. Recognition 

When is an insurance contract recognized for the first time? 

IFRS 17.25 defines the first recognition of a group of insurance contracts as the 

earlier of: 

 The beginning of the coverage period; and 

 The due date of the first payment of a policyholder of that group. 

However, for a group of onerous contracts recognition has to take place immedi-

ately when the information about onerousness is available. 

Note that IFRS 17 differs from Solvency II where all contracts written have to be 

recognized in the technical provision. 

Typically, the most efficient way for first time consideration in accounting (in lieu 

of the issue date) is, when the contract exists in the respective admin system. In 

some cases it might be necessary to approximate the effects of a difference to the 

issue date. 

There is a further important topic to be mentioned regarding recognition: 

According to IFRS 17.27, all acquisition cost cash flows of a group of contracts 

must be recognized in the balance sheet as an asset at the time they arise, even 

if this time is before the group of contracts is recognized. Such a balance sheet 

item has to be derecognized immediately after recognition of the corresponding 

group of contracts. 

Consider the example that commissions are paid in December for contracts start-

ing in January and premium due dates in January. This accounting method resem-

bles the capitalization of a kind of Deferred Acquisition Costs (DAC) as an asset on 

an interim basis. 

An exception to this requirement is the use of the option under IFRS 17.59(a) 

when applying the PAA valuation approach, under which the pre-contractual ac-

quisition costs are allowed to be recognized directly as expenses or income. 
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4. Modification and derecognition 

4.1. Modification of an insurance contract 

Insurance contracts are sometimes subject to changes in terms and conditions, 

e.g. by an agreement between the policyholder and the entity, or by a change in 

regulations (a prominent example in Germany was the “Beteiligungen an Bewer-

tungsreserven”). IFRS 17.72 defines these cases where a modification would result 

in the need to derecognize the existing contract and to recognize the modified 

contract. According to IFRS 17.73, all other cases would be taken into account as 

changes in fulfilment cash flows. 

First of all, if some existing option already included in the contract has been exer-

cised, the effect would not be considered as a “modification” in this context. 

A derecognition and therefore a new recognition process is required if and only if 

a changed condition would have an effect on accounting of the modified contract 

in one of the following senses: 

 If the modified conditions would have been included at contract inception, dif-

ferent accounting details would have to be applied, e.g.: 

• if the modified contract would fall outside the scope of IFRS 17;  

• if the separation of different components (embedded derivative / in-

vestment / service) would be necessary;  

• if contract boundaries would change substantially; or,  

• if the modified contract would fall under a different group of contracts. 

 The contract would change its profile regarding “with or without” direct partic-

ipation features. 

 The original contract was measured under the premium allocation approach 

(PAA), but the modified contract does not meet the PAA application criteria. 

In the German life insurance business, modifications take place from time to time, 

e.g. changes from pure term insurance to endowment contracts, or from endow-

ment to payout annuities. If the assignment to groups of contracts would change, 

a derecognition and a new recognition have to take place. 

In the case of a modification, the contract has to be regrouped based on the prof-

itability (refer to IFRS 17.16), taking into account the modified contract conditions 

and the current market conditions. 

We further note that the term “substantial” is included in the definition of contract 

boundaries – i.e. if contract boundaries change, the entity may assess the sub-

stantiality by either applying the modification rules (if substantial) or changing the 

fulfilment cash flows (if not). Nevertheless, in our opinion materiality has to be 

considered in all modifications and derecognitions. 
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4.2. Derecognition 

IFRS 17.74 requires that the derecognition of contracts to take place when all 

obligations and rights have been settled. Although this is straightforward in prin-

ciple, the implications may be complex: 

a. The fulfilment cash flows of the group have to be adjusted; 

b. The CSM (contractual service margin) of the group is adjusted to offset the 

effect of (a), however,  

(b1) in case of transfer to a third party, the CSM will be adjusted by the 

difference of the adjustments in the fulfilment cash flows (as in (a)) and the 

premium charged by the third party; 

(b2) in case of derecognition and at the same time recognition of a new 

contract due to the modification rules, the CSM will be adjusted by the dif-

ference of the adjustments of the fulfilment cash flows (as in (a)) and the 

hypothetical premium that the entity would charge for a new contract with 

same conditions at the date of modification, less any additional premium 

charged for the modification. 

(b3) the measurement of a newly recognized modified contract shall be 

based on the hypothetical premium described in (b2). 

c. The coverage units pattern to derive the amount of CSM to be released (i.e. 

recognized in P&L) has to be adjusted. 

The implications of (a)-(c) are described in the following two examples: 

a. Higher number of terminated policies (e.g. by lapse or death): The change 

in the fulfilment cash flows will be offset by the CSM, therefore any change 

in profitability will be buffered by the CSM before release. Due to the de-

crease of coverage units in the future, the relative portion of the CSM (after 

buffering) to be recognized in the P&L will increase. 

Example: Consider a group of 1.000 homogenous contracts, where 100 

lapses were expected but 500 were observed: 

i. Assume a CSM before buffering (using old assumptions) of 900 and 

a CSM after buffering (based only on the remaining 500 contracts) of 

500. 

ii. Assume a coverage unit of 1 for each lapsed contract (i.e. in the cur-

rent year), and for each remaining contract, a coverage unit of 1 in 

the current year and 10 in the future years. 

iii. Relative portion of CSM release according to the old assumptions: 

1000 / (9000 + 1000) = 10,0% 

iv. CSM release according to the new situation: 1000 / (5000 + 1000) = 

16,7% 

v. CSM release therefore changes from 10,0% * 900 = 90 to 16,7% * 

500 = 83,3 
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b. In case of a contract modification (e.g. a transfer from an endowment in-

surance to an annuity policy), assume that the decrease of fulfilment cash 

flows is 1.000, and the premium charged for an equivalent new annuity 

contract is 1.100 (equal to the statutory liability, equivalent for both con-

tracts). We assume no additional charges for the modification. 

i. The CSM of the group containing the “old” contract would be adjusted 

by (1.000 – 1.100) = - 100, i.e. a decrease in CSM (before release) 

by 100. 

ii. The “new” contract will be recognized, leading to fulfilment cash flows 

of, say, 1.050 (i.e. annuities are less profitable than endowment pol-

icies), and a CSM of 50 (= 1.100 – 1.050). 
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5. Measurement 

5.1. Introduction 

IFRS 17 provides three measurement approaches for the calculation of the liability 

for different types of insurance contracts: 

 The general model (GM) is the general measurement model for all insurance 

contracts; 

 The variable fee approach (VFA) applies to all insurance contracts with direct 

participation features; it does not apply to reinsurance contracts held and rein-

surance contracts issued; 

 The premium allocation approach (PAA) is an optional simplified approach ap-

plicable to contracts with either a coverage period of one year or less, or for 

contracts for which it can be shown that the PAA would not give materially 

different results compared with resulting figures when applying GM; the PAA 

applies only to the Liability for Remaining Coverage (LRC). 

IFRS 17 distinguishes between two types of liabilities (IFRS 17.40): 

 The liability for remaining coverage (LRC) for the obligation to pay for claims 

under existing insurance contracts for insured events that have not yet oc-

curred (i.e. the obligation that relates to the unexpired portion of the coverage 

period) (IFRS 17 Appendix A); and 

 The liability for incurred claims (LIC) for obligations to pay for claims for in-

sured events that have already occurred, including not yet reported claims 

(IBNR) (IFRS 17 Appendix A). 

The concept of LIC is important for incurred claims in non-life insurance, but it has 

to be used for life insurance as well. This topic is discussed in paragraph 5.9. 

Furthermore, some specific types of contracts are discussed in the standard: 

 Reinsurance contracts held; 

 Investment contracts with discretionary participation features. 

5.2. Measurement approaches 

5.2.1. General model (GM) 

IFRS 17.29 describes the general model (IFRS 17.30 – 52). It is based on the 

following blocks and therefore also known as the building block approach (BBA): 

1. A current estimate of the expected value of future cash flows which arise 

when the entity fulfils the contract; 

2. An adjustment to reflect the time value of money (discounting); 

3. An explicit risk adjustment for non-financial risks; 



 

24 

4. A contractual service margin representing the unearned profit from the in-

surance contracts. 

 

 

 

The liability for remaining coverage (LRC) comprises a part of the so called fulfil-

ment cash flows (1-3) and in addition the total of the contractual service margin 

(CSM). The liability for incurred claims (LIC), however, only comprises that part of 

the fulfilment cash flows related to already incurred claims, i.e. to the claim set-

tlement process. 

At initial recognition of a profitable group of insurance contracts, the CSM is set 

equal to the negative amount of the fulfilment cash flows and as a result offsets 

any gain at inception. If a group of contracts is onerous at initial recognition (IFRS 

17.47), the corresponding loss has to be recognized in the profit and loss state-

ment immediately and the CSM equals zero. The CSM is further discussed in par-

agraph 5.7. 

The GM is also applicable for reinsurance contracts. 

More details about the general measurement model are presented further below 

in this chapter. 

5.2.2. Variable fee approach (VFA) 

IFRS 17 provides a specific approach for insurance contracts with direct participa-

tion features. 

According to IFRS 17.B101 an insurance contract with a direct participation feature 

is defined as follows: 
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a. The contractual terms specify that the policyholder participates in a share 

of a clearly identified pool of underlying items; 

b. The entity expects to pay to the policyholder an amount equal to a sub-

stantial share of the fair value returns on the underlying items; and 

c. The entity expects a substantial proportion of any change in the amounts to 

be paid to the policyholder to vary with the change in fair value of the 

underlying items. 

These contracts may be regarded as creating an obligation to pay policyholders an 

amount equal to the value of specified underlying items, minus a variable fee for 

the service provided by the entity. That variable fee represents the consideration 

an entity receives for providing investment-related services and it is based on a 

share in the underlying items for which the value varies over time.  

The measurement model for those contracts with direct participation features is 

known as the variable fee approach (VFA). It is a specific modification of the GM 

to accommodate a variable fee received by the company for these contracts. 

At initial recognition there is no difference in applying the VFA or the GM, i.e. the 

fulfilment cash flows and consequently the CSM are determined in the same way 

as applying the GM. 

The VFA differs from the general model in the treatment of the CSM at subsequent 

measurement (IFRS 17.45, IFRS 17.B101 – B118). Changes in fulfilment cash 

flows due to time value of money and financial risks are regarded as part of the 

variability of the fee. Consequently, the application of the VFA allows to offset 

changes in financial assumptions against the CSM if they relate to future services. 

The VFA is not applicable to reinsurance contracts issued and reinsurance contracts 

held (IFRS 17.B109). 

5.2.3. Premium allocation approach (PAA) 

An entity may simplify the measurement of a group of insurance contracts using 

the premium allocation approach (PAA) to determine the LRC (IFRS 17.53). It is 

not applicable for the LIC, i.e. in this case an entity has to use the general model. 

First of all, the PAA applies to short-duration contracts, but it could also be used if 

it is a reasonable approximation of the GM. Generally, the PAA determines the LRC 

as the unearned part of the premiums received minus directly attributable acqui-

sition cost paid. 

Many life contracts do not meet the first criterion to apply the PAA because their 

coverage periods are greater than one year. If the criteria of IFRS 17.53 are met, 

applying PAA is possible but not required, i.e. the entity may choose to use the 

general model if, for example, it considers that approach as more practicable. 
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5.2.4. Modified approaches for reinsurance contracts held 

The requirements in IFRS 17 for the measurement of reinsurance contracts held 

differ from those for insurance contracts and reinsurance contracts issued (IFRS 

17.60).  

 IFRS 17.61-68 refer to the modified GM 

 IFRS 17.69-70A refer to the modified PAA 

IFRS 17.47-52 do not apply because reinsurance contracts held cannot be onerous 

(IFRS17.68). 

For more details please refer to UAG Reinsurance. 

5.2.5. Modified approach for investment contracts with “DPF” 

Investments contracts with discretionary participation features (DPF) do not trans-

fer significant insurance risk, but nevertheless are in the scope of IFRS 17 if they 

are issued by an entity that also issues insurance contracts. These investment 

contracts with DPF are measured in the same way as insurance contracts with 

some modifications relating to initial recognition, contract boundaries and the al-

location of the CSM (see IFRS 17.71): 

 Investment contracts with DPF are initially recognized at the date the entity 

becomes party to the contract (see paragraph 25 and 28); 

 The contract boundary (see paragraph 34) 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. 

 The allocation of the contractual service margin (see paragraphs 44(e) and 

45(e)) is modified so that the entity shall recognize the contractual service 

margin over the duration of the group of contracts in a systematic way that 

reflects the transfer of investment services under the contract. 
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All other requirements of IFRS 17 are to be applied unmodified as for insurance 

contracts. In particular an entity has to assess whether investment contracts with 

DPF fall into the category of contracts with direct participation features. 

5.2.6. Decision tree 

 

 

5.3. Contract Boundaries 

The contract boundary is relevant to determine the cash flows to be included in 

the measurement of the unit of account. Therefore, it is indirectly relevant for 

construction of so-called coverage units to release the CSM as profit in the P&L. As 

described in IFRS 17.34, cash flows are considered to be within the contract bound-

ary if they comprise premiums the policyholder is obliged to pay (which is typically 

not the case) or (as in most cases) if the entity has a substantive obligation to 

fulfil the services reflected in these cash flows. This substantive obligation ends in 

two different situations: 
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a. The possibility to reassess risk (and therefore pricing / benefits) of a partic-

ular policyholder; or 

b. The possibility to reassess risk (and therefore pricing / benefits) of a port-

folio of insurance contracts, but pricing beforehand did not take into account 

any risks relating to the period after the reassessment date. 

IFRS 17.B62 provides several examples on features to be included in the cash 

flows based on this contract boundary definition. For typical German life insurance 

products, the following common features have to be addressed (either explicitly in 

the model by making assumptions about future policyholder behavior, or by some 

approximations or at least discussed in the context of materiality): 

 Lapse (“Storno”), termination of the contract in return for a lapse benefit; 

 Making a contract paid-up (“Beitragsfreistellung”); 

 Lump-sum payment for deferred annuities at the end of the deferral period 

(“Kapitalwahlrecht”), including partial lump-sum payments e.g. for Riester an-

nuities; 

 Variable phase for maturity (“Variable Ablaufphase”); 

 Policy loans of Riester-Annuities (“Beleihungen von Riester-Renten”); 

 Dynamic premium increases (“Dynamische Beitragserhöhung”) have to be 

taken into account within the cash flow models. Only if the entity has full dis-

cretion to set the pricing for a group of contracts, we consider these dynamic 

premium increases not to be within the contract boundary. To reflect those 

“dynamics”, an entity has to distinguish between those policies with options to 

increase premiums still in place and those for which these options are already 

expired.  

Another question is how re-pricing optionalities for insurance companies have to 

be addressed. As an example we consider the annuitization rates after the deferral 

period of a unit-linked annuity.  

Assessment of the contract boundary 

IFRS 17.34(a) states that the possibility to reassess risk and adjust the premium 

on an individual basis sets a contract boundary. Insurance contracts do not often 

offer this possibility of an individual re-assessment. In the following, we will only 

consider contracts for which an individual re-assessment is not possible, but a 

certain form of a collective possibility of a re-assessment on portfolio level. 

How is the repricing performed? Below are some examples. 

1. German life traditional deferred annuity (i.e. with biometric impacts in the 

deferral phase) 

For German traditional deferred annuities the pricing of the premiums takes 

into account the risk until the very end of the annuity payment phase. 

Therefore the contract boundary is “long”, i.e. the cash flows also have to 

include the annuity payment phase, even if there is the possibility for the 
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entity to fully re-price the annuity amounts at the end of the deferral phase. 

In that sense, the criterion in IFRS 17.34 (b)(ii) is not fulfilled. 

2. Deferred annuities without biometrical impacts on the deferral phase 

The pricing of the premiums shall not take into account any annuity payouts. 

If at the end of the deferral phase condition IFRS 17.34 (b)(i) is fulfilled (re-

assessment possibility), also the second criterion (ii) is fulfilled and the con-

tract boundary is the end of the deferral phase. 

3. German Life unit-linked deferred annuity with full re-pricing option 

In contrast to the first example, the premium calculation for a pure unit-

linked deferred annuity does not take into account the risk related to the 

annuity payment phase. Therefore, the contract boundary is the end of the 

deferral phase if the entity has an unlimited re-pricing option. 

3. German Life unit-linked deferred annuity with adjustment process linked to 

some external sources 

A very common example for possible adjustments which are not fully dis-

cretionary for insurance companies is an automatic adjustment process 

linked to some external sources (like “Sterbetafel DAV” or “Höchstrech-

nungszins DeckRV”) without full reflection of the specific risk of the portfo-

lio.  

Assessment: This type of adjustment does not qualify for setting a contract 

boundary since it is not linked to the specific underlying portfolio. 

4. German Life unit-linked deferred annuity with adjustment process with con-

firmation by a trustee 

The adjustment has to be confirmed by a trustee (“Treuhänder”) and the 

mandate of the third person is such that the entity is unable to set a price 

or level of benefits that fully reflects the risk of that portfolio. 

Assessment: This adjustment mechanism does not qualify for setting a con-

tract boundary. 

5. German Life unit-linked deferred annuity with adjustment process with con-

firmation by a trustee in which the trustee has only to confirm that the re-

assessment is based on sound actuarial calculations.  

The entity has the possibility to fully reflect the risk of the specific underly-

ing portfolio in a re-assessment and the trustee only has to confirm that 

the re-assessment is based on sound actuarial calculations. Therefore, cri-

terion IFRS 17.34 (b)(i) is fulfilled. Furthermore, since also the condition of 

IFRS 17.34 (b) (ii) (i.e. pricing prior to re-assessment ability would not 

reflect risks that relate to periods after the re-assessment date) is fulfilled 

the contract boundary ends with the re-assessment ability of the entity. 

Assessment: The contract boundary is set by the adjustment mechanism. 

6. Re-pricing option with a floor 
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Assessment: These cases are relevant for the criterion IFRS 17.34 (b)(i) 

only (i.e. the second criterion has to be checked in addition). In such cases, 

the floor (as a minimum guarantee) might broaden the contract boundaries 

comprising cash flows after such a re-pricing option for the insurer, if and 

only if the floor itself would provide significant insurance coverage (com-

mercial substance, IFRS17.BC161). 

5.4. Fulfilment Cash flows: Future Cash Flows 

Fulfilment cash flows are defined as follows in Appendix A of IFRS 17: 

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. 

Following IFRS 17.33 the estimates of such future cash-flows should be  

 unbiased, 

 reflect the perspective of the entity, 

 current,  

 explicit, and 

 should incorporate all reasonable and supportable information, typically in 

form of a probability weighted mean.  

In the following sections of this chapter we will discuss the future cash flows only. 

The discount curve and the risk-adjustment for non-financial risk will follow in sep-

arate chapters.  

5.4.1. Scope of the rights and obligations 

IFRS 17.2 defines a contract as an agreement between two or more parties that 

creates enforceable rights and obligations. Enforceability of the rights and obliga-

tions in a contract is a matter of law. IFRS 17.BC168 requires that the future cash 

flows are based on an unbiased estimate of the expected cash in- and outflows for 

the measurement of a group of insurance contracts. The expected cash in- and 

outflows include outflows over which the entity has discretion. Furthermore IFRS 

17.BC169 describes that although some components, if viewed in isolation, may 

not meet the definition of a liability, including such components in the measure-

ment of insurance contracts would generate more useful information for users of 

financial statements. 

IFRS 17.B65 defines the different types of cash flows to be considered in the meas-

urement of insurance contracts. Besides premiums, benefit payments and policy 

expenses (including investment related cost if investment services are provided as 

is generally the case in German life insurance products), acquisition costs are in-

cluded as well to the extent that they can be attributed to the portfolio. Overhead 

costs directly related to fulfilling insurance contracts and directly attributable to 
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insurance contracts are included as well, based on systematic and rational alloca-

tion to groups of contracts. 

Costs not directly attributable to a portfolio of insurance contracts, such as some 

acquisition costs and some product development and training costs, are directly 

recognized in profit or loss.  

Asset investment returns, income taxes, extraordinary expenses (wasted labor), 

cash flows between different components of the reporting entity and cash flows 

related to components separated from insurance contracts are also excluded from 

the future cash flows of the insurance contract and are measured and presented 

separately  (IFRS 17.B66 a,d,e,f,g). 

Reinsurance contracts held are recognized, measured and presented separately, 

hence their cash flows should not be included in the insurance contract cash flows 

(IFRS 17.B66(b)). This requires an integrated valuation of the reinsurance con-

tracts when reinsurance cash flows depend on individual insurance policies. 

A complicating aspect for the German life insurance market is the treatment of the 

profit sharing cash flows (“Überschussbeteiligung”). The profit sharing itself forms 

part of the insurance cash flows, however, it depends also on non-directly attribut-

able costs such as pension obligation expenses and training costs as well as on 

reinsurance results, which are all out of scope of the insurance cash flows. To 

determine future profit sharing, projections on a current basis should be performed 

taking into account all relevant profit sources according to regulation. In practice 

statutory projections will result in adequate results in many cases. 

Kickbacks are in general not considered to be service components according to 

IFRS 15 as long as they are part of the policyholder participation. They are to be 

considered as cash inflows. Accordingly, the participation claim must be considered 

as a cash outflow. 

IFRS 17 and its determination of future cash flows is also applicable to (portfolios 

of) insurance contracts that are managed elsewhere (such as syndicate insurance). 

The measurement of those cash flows for such portfolios should be based on all 

available information without undue cost and effort. 

5.4.2. Determination of cash flows 

The current value of the fulfilment cash flows allocated to a group of insurance 

contracts includes a current, unbiased estimate of the future cash flows expected 

to fulfil the insurance contracts (IFRS 17.BC19) from the perspective of the entity. 

For the determination of fulfilment cash flows for insurance contracts with profit 

sharing, a projection based on statutory accounting figures appears adequate for 

reflecting the future policyholder participation.  

IFRS 17.B38 prescribes an unbiased estimation approach for the expected value 

in which the uncertainty of the amount and timing of cash flows is reflected. The 

entity will use without bias all reasonable and supportable information available 

without undue cost or effort (IFRS 17.33(a)). It is not necessary to define explicit 
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scenarios when using a simplified approach that results in estimates broadly con-

sistent with a complete scenario-based approach. The board considers that a sce-

nario-based approach is likely to be suitable in case the insurance cash flows’ be-

havior is asymmetric in case of embedded options and guarantees. 

Due to the comparably high interest guarantees and the asymmetry generated by 

the German “Mindestzuführungsverordnung” (minimum profit sharing mechanism) 

in connection with several policyholder rights of surrendering contracts with a mar-

ket-independent surrender value, we see in general the need for a complex sto-

chastic modelling approach. 

We consider a valuation based on for example the “Branchensimulationsmodell” 

(BSM) to be sufficient for meeting such a requirement (compare to IFRS 17.B39) 

in case the appropriateness of this model can be shown, especially for smaller 

insurance companies. 

However, for insurance companies that are currently using stochastic models for 

their Solvency II reporting, the expectation is that valuations using the BSM model 

will not adequately reflect the complexity of the products. 

The number of scenarios required depends on the sensitivity of cash flows to the 

options and guarantees; i.e. the more sensitive the cash flows are, the higher the 

required number of scenarios. The use of model points is allowed to the extent 

that representability is verified. 

For reasons of practicability, we support the application of the due-date-concept 

(“Sollstellungsprinzip”). Receivables and liabilities recognized under HGB which re-

sult from debit positions and which still fall into the remaining cover phase (LRC) 

are to be offset accordingly with the fulfillment cash flows.  

In our opinion, all performance transactions occurring in the German business 

model fall into the coverage phase (i.e. measured under the liability for remaining 

coverage), in particular disability, retirement and survivor's pensions. However, 

cash flows for unknown late losses must also be taken into account (IFRS 

17.B65(b)).  

IFRS 17.B65(b)  

„payments to (or on behalf of) a policyholder, including claims that have already 

been reported but have not yet been paid (i.e. reported claims), incurred claims 
for events that have occurred but for which claims have not been reported and 

all future claims for which the entity has a substantive obligation (see paragraph 
34)“ 

Here, we see the provision for individual claims made in HGB, IBNR and payment 

liabilities for known insurance events as Liability for Incurred Claims (LIC). For 

details see paragraph 5.9. 

However, since the estimation of future cash flows in accordance with IFRS 17.24 

may be carried out at a higher level of aggregation than that of a group of con-

tracts, the allocation of receivables and liabilities (resulting from debit positions) 

as well as the IBNR could be allocated to groups of insurance contracts if such an 
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allocation is needed at all. It should be noted that allocation methods used for 

different allocation details, e.g. as also for the higher-level fulfilment cash flows as 

attributable expenses, should be appropriate and overall consistent. 

5.4.3. Differences in future cash flows with Solvency II 

The requirements as set out in the IFRS 17 Standard differ from Solvency II guide-

lines with respect to the exact definition of the contract boundaries, expense as-

sumptions and future management actions. 

Contract boundary 

Under Solvency II, obligations which relate to insurance or reinsurance cover pro-

vided by the undertaking after any of the following dates do not belong to the 

contract:  

 the future date where the insurance or reinsurance undertaking has a unilateral 

right to terminate the contract (singe policyholder level); 

 the future date where the insurance or reinsurance undertaking has a unilateral 

right to reject premiums payable under the contract (single policyholder level); 

 the future date where the insurance or reinsurance undertaking has a unilateral 

right to amend the premiums or the losses payable under the contract in such 

a way that the premiums fully reflect the risks (portfolio level or single policy-

holder level, see below). 

Solvency II does have a kind of alternative for “the pricing of the premiums up to 

the date when the risks are reassessed does not take into account the risks that 

relate to periods after the reassessment date”(IFRS17.34(b)(ii): For Solvency II it 

is not only important that the premium can be adjusted to fully reflect the risk at 

portfolio level, but for life insurance Article 18, no. 3. says: 

However, in the case of life insurance obligations where an individual risk assess-

ment of the obligations relating to the insured person of the contract is carried out 

at the inception of the contract and that assessment cannot be repeated before 

amending the premiums or benefits, insurance and reinsurance undertakings shall 

assess at the level of the contract whether the premiums fully reflect the risk for 

the purposes of point (c). 

“Point (c)” refers to unilateral right to amend premiums. 

Expense assumptions 

Under IFRS 17, only directly attributable expenses are taken into account in the 

fulfillment cash flows, whereas Solvency II allows for all expenses incurred in ser-

vicing the insurance contracts to be taken into account.  

Future management actions 

Solvency II provides the possibility to take into account future management ac-

tions in the best estimate according to Article 23 of the Delegated Acts (EU) 
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2015/35, whereas under IFRS 17 other estimates for future management actions 

can be considered. 

In general, we do not expect circumstances in which both sets of future manage-

ment actions would deviate from another. 

Cross-financing of acquisition expense overruns (“überrechungsmäßige Ab-

schlusskosten”) 

In applying IFRS 17 for the German life insurance business an approach for the 

going concern principle needs to be developed. To this end, according to IFRS 

17.B68 (a) also cash flows to future policyholders, which – however – have been 

generated by existing contracts should be included in the valuation of the fulfilment 

cash flows. Especially, in reality of the German life insurance business, positive 

expense results of existing contracts are often cross-financing upfront acquisition 

expense overruns. 

The handling of such cross-financing is known as “going concern reserve” under 

Solvency II. 

Under Solvency II, the going concern reserve is the present value of those future 

cash flows with which the business in force bears the upfront acquisition expense 

overruns of future new business. This upfront overrun of acquisition expenses 

needs to be recovered by the new business itself over the lifetime of this new 

business. So, the going concern reserve represents an element of inter-genera-

tional cross-subsidization: at the beginning the new business receives money from 

the business in force and repays this money back over the lifetime – mainly to the 

future new business – afterwards.  

In Solvency II, the cash outflows for the going concern reserve are not included in 

the technical provisions (TPs), so effectively the going concern reserve reduces the 

TPs and increases the excess of assets over liabilities.  

Under IFRS 17, however, we see the need to show also amounts financing future 

new business as part of the fulfilment cash flows (and also reducing therefore the 

future profit sharing amounts) according to IFRS 17.B68 (a). 

The consequence for the new business is, of course, that the acquisition expense 

overruns are cross-financed by the existing business and therefore the fulfilment 

cash flows are lower. On the other hand, future subsidization of later new business 

has also to be taken into account. 

The CSM of the new business is therefore at the same time relieved by the upfront 

financing of the acquisition expense overrun through the business in force, but 

also bears its partial expenses from acquisition expense overruns of additional fu-

ture new business. 

5.5. Fulfilment Cash flows: Discount rates 

We refer to the corresponding elaborations of DAV’s sub-group analyzing this topic 

in detail. 
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5.6. Fulfilment Cash flows: Risk Adjustment 

We refer to the corresponding elaborations of DAV’s sub-group analyzing this topic 

in detail. 

5.7. Contractual Service Margin (GM /BBA) 

In this chapter the application of the general model (GM) for the contractual ser-

vice margin (CSM) is described. In the sense of IFRS 17 we refer to all insurance 

contracts, unless they have direct participation features or the entity has chosen 

to apply the premium allocation approach. CSM is a measure of the service the 

entity would perform in fulfilling the contract. The outstanding CSM represents the 

unearned profit from the contract. The measurement unit for the calculation of the 

CSM is based on the level of aggregation (see chapter 2). 

Since for German life business the VFA is by far the most important valuation 

standard, we will discuss the GM-specifics of the CSM and of its release shorter 

than the specifics under VFA following further below.  

5.7.1. Initial CSM 

The calculation of the CSM at inception is described in IFRS 17.38. At initial recog-

nition of a profitable group of insurance contracts, the CSM is set equal to the 

negative amount of the fulfilment cash flows and as a result offsets any gain at 

inception. If a group of contracts is onerous at initial recognition (IFRS 17.47), the 

corresponding loss has to be recognized in the profit and loss statement immedi-

ately and the CSM equals zero. The CSM is a measure of the profits resulting from 

servicing or fulfilling the contract. Therefore, profits are not recognized at incep-

tion, but instead over time as the entity fulfills its obligation. The CSM is measured 

on a group of contracts basis and cannot be negative, except for reinsurance con-

tracts held. 

Further IFRS 17.38 states that the derecognition at the date of initial recognition 

of any asset or liability recognized for insurance acquisition cash flows should be 

taken into account in the calculation of the CSM.  

In addition, the standard specifies that CSM of new business in the accounting 

period must be disclosed separately (see IFRS 17.104(a)(iii) and IFRS17.107(d)). 

Lock-in of interest 

According to the Standard, the CSM is determined at initial recognition as the 

amount that eliminates any gains arising at that time. The current interest curve 

at initial recognition is called the locked in curve.  

For insurance contracts without direct participation features, the accretion of in-

terest on the contractual service margin is based on the discount rates determined 

at the date of initial recognition of a group of contracts for nominal cash flows that 

do not vary based on the returns on any underlying items (IFRS 17.B72(b)). This 

suggests that the accretion is based on forward rates of the locked in curve.  
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IFRS 17.28 states that an entity shall include only contracts issued by the end of 

the reporting period. An entity may issue more contracts in the group after the 

end of a reporting period. According to IFRS 17.28 an entity shall add the contracts 

to the group in the reporting period in which the contracts are to be recognized. 

This may result in a change to the determination of the locked-in discount rates at 

the date of initial recognition. A methodology needs to be chosen to develop the 

locked-in discount rate for a group of contracts. 

For the calculation of the CSM of a group of contracts at initial recognition, the 

viable options include, but are not limited to: 

a. Calculating the CSM at initial recognition for each contract within the group 

using the discount curve at each contract’s respective recognition date – i.e. 

a single curve would not be used. This, however, might be an impractical 

implementation option. 

b. Calculating the CSM at initial recognition for a set of contracts as at the date 

of initial recognition using the discount curve reasonably reflecting the pe-

riod of initial recognition. 

c. Calculating the CSM at initial recognition for a set of contracts as at the date 

of initial recognition using a weighted average discount curve. To apply this 

approach suitable weights would need to be defined as they are not specified 

in the guidance. 

The methodology for calculating the locked-in discount rates across one or more 

reporting periods would be driven by the method chosen above. As per IFRS 

17.B73, a weighted average discount curve might be created with a potential 

method that has been identified for weighting in the above mentioned context.   

 If methods a or c above were chosen, then the locked-in curve would be a 

weighted average of the specific curves used (i.e. the curves to be weighted 

would be from the actual issue dates). 

 If method b above was chosen, then the locked-in curve would be a weighted 

average of the curves at the date of initial recognition. That is, there would only 

be a single curve based on a single day from each reporting period which would 

then be weighted using the selected measure. 

When calculating weighted average discount curves, one approach might be to 

apply the weight to discount factors. 

5.7.2. Subsequent measurement 

After initial recognition, it is prescribed to offset impacts of changes in fulfilment 

cash flows relating to future service by an adjustment (also sometimes referred to 

as “unlocking”) of the CSM (IFRS 17.44).  

Only changes in future coverage of non-financial risks are reflected in this way. 

Time value of money and financial risks are reflected in the statement of compre-

hensive income directly, either reflected in OCI or in the profit and loss. 



 

37 

If a group of insurance contracts becomes onerous after initial recognition (IFRS 

17.48), i.e. unfavorable changes relating to future service in the fulfilment cash 

flows result in a negative CSM, this amount has to be recognized in the statement 

of profit and loss immediately and the CSM has to be set to zero. Furthermore, the 

entity shall establish a loss component of the LRC depicting the corresponding loss. 

In subsequent periods, an entity should allocate any subsequent changes relating 

to future service in the fulfilment cash flows to the loss component until it becomes 

zero due to favorable changes (effects also to be shown in P&L). Only after fully 

compensating the loss component, the entity can reconstitute a contractual service 

margin. 

IFRS 17.44 describes the steps of the change of the CSM from the start of the 

reporting period to the end of the reporting period for contracts without participat-

ing features. IFRS 17.45 does the same for contracts with participating features. 

IFRS 17.46 states that changes in the contractual service margin that do not offset 

changes in the fulfilment cash flows for the liability for remaining coverage should 

be recognized in income and expenses. 

5.7.3. Adjustment steps for CSM 

The steps in the change of the CSM for contracts without participating features 

from the beginning of the reporting period to the end of the reporting period is 

described in IFRS 17.44. 

a. the effect of any new contracts added to the group; 

b. interest accreted on the carrying amount of the contractual service margin 

during the reporting period, measured at the locked-in interest rate; 

c. the changes in fulfilment cash flows relating to future service except to the 

extent that: 

(a) such increases in the fulfilment cash flows exceed the carrying 

amount of the contractual service margin, giving rise to a loss; or 

(b) such decreases in the fulfilment cash flows are allocated to the loss 

component of the liability for remaining coverage. 

d. the effect of any currency exchange differences on the contractual service 

margin; and 

e. the amount recognized as insurance revenue because of the transfer of in-

surance contract services in the period, determined by the allocation of the 

contractual service margin remaining at the end of the reporting period (be-

fore any allocation) over the current and remaining coverage period. 

Comments to the Step (c): the changes in fulfilment cash flows relating to future 

service comprise according to IFRS 17.B96 
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a. experience adjustments arising from premiums received in the period that 

relate to future service, and related cash flows such as insurance acquisi-

tion cash flows and premium-based taxes, measured at the discount rates 

specified in paragraph B72(c).; 

b. changes in estimates of the present value of the future cash flows in the 

liability for remaining coverage, except those described in paragraph 

B97(a), measured at the discount rates specified in paragraph B72(c).; 

c. differences between any investment component expected to become paya-

ble in the period and the actual investment component that becomes pay-

able in the period, except those described in paragraph B97(a), measured 

at the discount rates specified in paragraph B72(c).; and  

d. changes in the risk adjustment for non-financial risk that relate to future 

service. An entity is not required to disaggregate the change in the risk 

adjustment for non-financial risk between (i) a change related to non-fi-

nancial risk and (ii) the effect of the time value of money and changes in 

the time value of money. If an entity makes such a disaggregation, it shall 

adjust the contractual service margin for the change related to non-finan-

cial risk, measured at the discount rates specified in paragraph B72(c). 

 

According to IFRS 17.B97, an entity shall not adjust the contractual service margin 

for a group of insurance contracts without direct participation features for changes 

in fulfilment cash flows due to changes in discount rates, changes in estimates of 

fulfilment cash flows in the liability for incurred claims, and experience adjustments 

other than those described in IFRS 17.B96 above, because they do not relate to 

future service.  

It is also important to note that the difference between actual / expected surrender 

value paid will also be absorbed by the CSM if the payment of the surrender value 

is the repayment of a non-distinct investment component. 

For experience adjustments, IFRS 17.BC233 and IFRS 17.BC234 are important. 

Although the basis for conclusions is not authoritative, it does reflect the consid-

erations of the board. In IFRS 17.BC233, experience adjustments are defined as 

actual versus expected in the current period. IFRS 17.BC234 clarifies that changes 

in future cash flows because of experience adjustments relating to future service 

and can be reflected in the CSM. 

We note, that such a different handling of effects resulting from the deviation of 

expectation may cause implausible P&L situations. 

Part of all CSM adjustment will be indirectly and immediately recognized in the P&L 

due to the allocation of the CSM. This is explained in the next paragraph. 
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5.7.4. Release-Pattern defined by coverage units 

An entity should recognize the contractual service margin for a group of insurance 

contracts in profit or loss to reflect services transferred to policyholders during the 

period based on coverage units.  

IFRS 17.B119 An amount of the contractual service margin for a group of insur-

ance contracts is recognized in profit or loss in each period to reflect the insurance 

contract services provided under the group of insurance contracts in that period. 

The amount is determined by: 

a. identifying the coverage units in the group. The number of coverage units in a 

group is the quantity of service  provided by the contracts in the group, deter-

mined by considering for each contract the quantity of the benefits provided 

under a contract and its expected coverage period. 

b. allocating the contractual service margin at the end of the period (before rec-

ognising any amounts in profit or loss to reflect the insurance contract ser-

vices provided in the period) equally to each coverage unit provided in the 

current period and expected to be provided in the future. 

c. recognising in profit or loss the amount allocated to coverage units provided 

in the period. 

To be considered for the determination of quantity of coverage units: 

 the quantity of the benefits provided under a contract 

 and its expected coverage duration 

The contractual service margin at the end of the period, after all other adjust-

ments, is allocated between coverage units related to the current period and cov-

erage units related to future periods. The amount of the contractual service margin 

related to the current period is recognized in revenue, the balance related to future 

periods represents unearned profit for the in-force group of insurance contracts. 

Although the standard does not require or prohibit discounting of future coverage 

units during the CSM release mechanism, we assume that typically the application 

of the lock-in discount rate is adequate and therefore to use a present value of 

coverage units. 

The definition of the coverage units might require judgement, as discussed in the 

Illustrative Examples 2 and 6 to IFRS 17. Approaches other than passage of time 

– dependent on the underlying contract – may be used to calculate release of the 

contractual service margin, e.g. 

 Number of policies in force 

 Sum assured 

 claims or benefits 

However, the coverage unit should reflect both, the insurance service and the in-

vestment return service (if any) provided under the contract. If also an investment 

return service is provided under the contract, the statutory liability could also be 

included in the definition of the coverage unit.  
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Experience adjustments 

Coverage units should be always calculated at the end of an accounting period – 

i.e. there is an ongoing reassessment of the pattern of the coverage units to reflect 

the experience adjustments within the underlying variables (like number of policies 

etc.). 

Changes in estimates 

If a change in estimates of the present value of the future cash flows (future ser-

vice) in the liability for remaining coverage occurs, the CSM as well as the coverage 

units according to its underlying variables are adjusted accordingly. 

As discussed in IFRS 17.B97, changes in discount rates are not related to future 

service and therefore neither the CSM nor the present value of coverage units are 

adjusted because of these changes. 

Note that experience adjustments other than those described in IFRS 17.B96(a) 

and (c) do not adjust the CSM. Also changes in estimates of fulfilment cash flows 

in the liability for incurred claims do not adjust the CSM. 

5.8. Onerous contracts 

The run off of the loss component can be – in general – different from the release 

of the CSM. An appropriate approximation could either be the proportion of cover-

age units (i.e. equal to the release of the CSM) or be the run off of the liability for 

remaining coverage, excluding the loss component or the change in present value 

of future cashflows (see IFRS 17.50). But the usage of other patterns could also 

be possible (see IFRS 17.BC287). 

5.9. Use of LIC in life insurance 

IFRS 17 distinguishes between two types of liabilities (IFRS 17.40, IFRS 17 Ap-

pendix A): 

The Liability for Remaining Coverage (LRC), and the Liability for Incurred Claims 

(LIC), the latter for obligations to  

a. investigate and pay valid claims for insured events that have already oc-

curred, including events that have occurred but for which claims have not 

been reported, and other incurred insurance expenses; and 

b. pay amounts under existing insurance contracts that are not included in (a) 

for which an entity no longer provides an investment-return service or an 

investment related service. 

By definition, the distinction between the two types of liabilities can be made based 

on whether the insured events have already occurred. Insured events are defined 

as: 

An uncertain future event covered by an insurance contract that creates insurance 

risk. 
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Therefore one has to discuss the following questions: 

1. What is covered within the insurance contract? 

2. Is an insurance risk created by this coverage? 

3. Is the covered event in the future? 

In this paragraph, we discuss three examples: a spouse pension, a disability in-

surance contract and a death benefit. 

In the first two examples, the insured event is not only the death of the first in-

sured and the insured becoming disabled, but also the continuation of payments, 

due to the survival of the spouse or the insured remaining disabled. Survival and 

ongoing disability is covered within the insurance contract (i.e. this is one covered 

event), which creates an insurance risk and the covered event lies in the future. 

Furthermore, this becomes clear as biometrical assumptions for survival and on-

going disability are part of the premium calculation. Therefore, the two are an 

integrated part of the coverage, and respectively the insured event. In addition 

the future cash flows in these two examples are subject to future policyholder 

participation. This leads to the fact that the remaining obligations for these two 

examples are part of the LRC. 

On the other side, the only insured event of an insurance paying a death benefit 

is the death of the insured. If the insured event (i.e. the death of the insured) 

already occurred, but the obligation (i.e. the death benefit) is still not paid, the 

obligation is part of the LIC. 
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6. Variable Fee Approach 

6.1. Purpose of the VFA 

IFRS 17 provides a specific approach for insurance contracts with direct participa-

tion features. 

According to IFRS 17.B101 an insurance contract with a direct participation feature 

is defined as follows: 

a. The contractual terms specify that the policyholder participates in a share 

of a clearly identified pool of underlying items; 

b. The entity expects to pay to the policyholder an amount equal to a sub-

stantial share of the fair value returns on the underlying items; and 

c. The entity expects a substantial proportion of any change in the amounts to 

be paid to the policyholder to vary with the change in fair value of the 

underlying items. 

These contracts may be regarded as creating an obligation to pay policyholders an 

amount equal to the fair value of specified underlying items, minus a variable fee 

for the service provided by the entity. That variable fee represents the considera-

tion an entity receives for providing investment-related services and it is based on 

a share in the underlying items for which the value varies over time. For German 

participating business the term investment-related services has to be interpreted 

as services based on asset returns and based on technical returns since the poli-

cyholder participation is derived including all surplus sources based on the MindZV. 

The measurement model for those contracts with direct participation features is 

known as the variable fee approach (VFA). It is a specific modification of the GM 

to accommodate a variable fee, which reflects and represents the price paid by the 

policyholder for the service provided by the insurer in the respective period, with 

some exceptions. 

At initial recognition there is no difference in applying the GM and the VFA, i.e. the 

fulfilment cash flows and consequently the CSM are determined in the same way 

as applying the GM. 

The VFA differs from the general model in the treatment of the CSM at subsequent 

measurement (IFRS 17.45, IFRS 17.B101 – B118). Changes in fulfilment cash 

flows and changes in the entity’s share of the underlying item are regarded as part 

of the variability of the fee. Consequently, the application of the VFA enables to 

offset changes in the investment-related services against the CSM, including also 

financial assumptions. 

6.2. Reminder: Profit sharing in German life insurance business 

Profit sharing in German life insurance business is regulated by law in the German 

Insurance Contract Act (“VVG - Versicherungsvertragsgesetz”) and supervised by 

the German Insurance supervision (“VAG – Versicherungsaufsichtsgesetz”). 
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Pursuant to § 153 VVG, the policyholder of a German life insurance business con-

tract is entitled to participate in the surplus and the unrealized gains unless this is 

excluded by an explicit agreement. 

Although the legislator has not expressively ordered the application of §153 VVG 

to accident insurance with premium refund (UBR), due to the parallelism between 

UBR and comparable products in life insurance, a transfer of §153 to UBR is ap-

propriate on the merits (see DAV Result Report "Classification of accident insur-

ance with guaranteed premium refund"). 

In accordance with § 140 (1) VAG in conjunction with § 161 (1) VAG, the amounts 

allocated to the provision for premium refunds (RfB) (excluding the exceptional 

cases defined therein) for these contracts may only be used for the policyholders' 

profit participation including participation in the unrealized gains. 

According to § 140 (2) VAG an appropriate allocation to the provision for premium 

refunds (RfB) must be made for life insurance. The statutory regulation supervise 

in § 145 (2) VAG (MindZV) the minimum allocation to the RfB depending on the 

investment income, the risk result and the other result, taking into account the 

direct credit (“Direktgutschrift”) and the actuarial interest (i.e. the  accretion of 

interest to the statutory reserve). 

In addition, § 140 (4) VAG stipulates that life insurers may set up collective parts 

within the provision for premium refunds, which are allocated in total to the re-

spective participating contracts. 

Overall, the legal framework (VAG and VVG) provides for a substantial participation 

of policyholders in the gross surplus under commercial law. In addition, due to the 

requirement of timely allocation of appropriate profit participation to the policy-

holder, there is also a substantial dependence of the allocated surpluses on the 

development of the surplus sources, provided that these are positive. 

Contracts are calculated on the basis of cautious assumptions at the inception of 

the policy. Therefore, significant future surpluses can be expected for all contracts 

concluded at the beginning of the contract period. This concerns future contracts 

as well as contracts already in the portfolio at the time of transition. 

The modalities of profit participation for accident insurance with premium refund 

(UBR) are regulated in the policy conditions or the tariff plans. As a rule, a sub-

stantial participation at least in the investment result is formulated therein. 

IFRS 17. B101 requires a substantial participation of the policyholders in the 

change in fair value of an underlying item and the variability of this participation 

due to the change in fair value of an underlying item. In order to provide this proof, 

first of all a suitable operationalization of the term “underlying item” must be de-

veloped. 

6.3. Classification requirements for “direct participating” 

According to IFRS 17. B102, the review of whether a contract falls within the scope 

of the VFA must be carried out at the beginning of the contract on the basis of 
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valid expectations at the date of inception. This review does not have to be per-

formed again until contract amendments according to IFRS 17.72 have been made. 

In this case, the actual general conditions prevailing at the time of the contract 

amendment must be taken into account. 

IFRS 17. B103 states that if the cash flows of insurance contracts of one group 

affect the cash flows of insurance contracts of other groups within the meaning of  

IFRS 17. B67-B71, the conditions of IFRS 17. B101 must be reviewed taking into 

account paragraphs IFRS 17. B68-B70. 

In accordance with IFRS 17 B.105, payments from profit participation to policy-

holders, which represent the participation of policyholders in a share of underlying 

item pursuant to IFRS 17.B103, may be made at the discretion of the insurer with 

respect to the specific timing and amount. However, there must be a fundamental 

contractual or regulatory obligation to participate in the earnings of an underlying 

item.  

As described in IFRS 17.B106, the term item can be interpreted in a variety of 

ways to define the pool of underlying items. For example, the pool of underlying 

items may include a specific subset of assets less the entity's liabilities other than 

those to policyholders. These assets and liabilities do not necessarily have to be 

held for the account and at the risk of the entity. However, the reference value for 

the policyholder's profit participation must be clearly specified in the contract. 

The review of the substantial amount and variability of the profit participation 

based on the fair value returns and the change in fair value of the underlying items 

within the meaning of IFRS 17. B101(b), (c) is to be performed in conjunction with 

IFRS 17.B107 for the entire term of the contract. The relevant benchmark is a 

probability-weighted average of scenario-based discounted future cash flows as 

defined by IFRS 17.B37-B38.  

As per IFRS 17.B109, reinsurance contracts (assumed and ceded business) do not 

have a direct participation feature and therefore by definition do not fall within the 

scope of application of the VFA. 

6.4. Underlying items 

Appendix A of IFRS 17 very generally defines this construct as an "item" that af-

fects the amounts to be paid to the policyholder. The underlying item is a crucial 

aspect in the conditions for the application of the variable fee approach as set out 

by IFRS 17.  

Furthermore, the standards passages regarding mutualization (IFRS 17.B67-B71) 

are frequently referencing the underlying item. 

Although IFRS 17.B104 describes the "entity's obligation" via an equation based 

on the UI (to be precise, via the fair value (FV) of the UI and the "entity's share of 

the FV of the UI"), this definition is nowhere needed for the generation of the 

IFRS 17 figures. 
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With regard to the generation of the IFRS 17 figures, the UI is relevant for the 

following aspects: 

 Determination of the CSM adjustments according IFRS 17.45(b) – implicitly via 

the "entity’s share of the change in the FV of the UI"  

 Transition, modified retrospective approach according IFRS 17.C17 –the FV of 

the UI is explicitly referenced 

 All passages with reference to the asset side – mirroring the investment result 

and determination of the other comprehensive income (OCI): 

• 89(b) 

• B134 

• Transition: C18(b)(ii) and C24(c) 

 Disclosure of the fair value of the underlying item according IFRS 17.111 

For German business, everything related to the insurance contract effectively in-

fluences payments made to the policyholders. Even the maturity of a contract has 

an impact on the structure and composition of the underlying assets and, thus, on 

the investment return and the profit participation of the policyholders. 

How can the UI be defined in order to reflect the German business model and to 

generate the previously mentioned figures? 

Suggestion: The UI4 comprises the sum of  

 the current gross surplus less the direct credit granted, 

 the future gross surpluses,  

 the current amount of the "liability for premium refunds (RfB)" (excluding the 

current year’s allocation ("RfB-Zuführung")), 

 the net of future guaranteed benefits and future premiums  

 all remaining asset and liability positions related to or arising from the contrac-

tual relationship between the insurer and the policyholders.  

Given this definition of the UI, the fair value of the UI as defined above equals 

the fair value of the assets covering all rights and obligations arising from the 

corresponding insurance contracts (minus the fair value of other liabilities also 

related to rights and obligations, i.e. that can influence the profit sharing mecha-

nism). 

Justification: On the one hand, the chosen definition ensures that all paragraphs 

with reference to the entity’s assets (see above) can be applied and implemented 

as intended by the IFRS 17 standard. In addition, "experience variance" of the 

gross surplus – induced by any of the three sources of surplus (investment result, 

risk result, miscellaneous result) – will be adjusted against the CSM as part of the 

                                       
4 Note, that this definition does not yet take a fair value perspective of the underlying item. Conse-

quently, no present values (of future gross surplus, benefits or premiums) are included in the defi-

nition. 
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CSM-adjustments according to B112, since changes in the current gross surplus 

are included in the "entity's share". 

With this definition, a quantification of the FV of the UI as the FV of the assets 

covering the insurance contracts (allocated to the insurance contracts in sense of 

the MindZV definition) can easily be derived.  

Following this approach, the "change in the amount of the entity’s share of the FV 

of the UI" is the net of the change in fair value of assets and change in fair value 

of liabilities.  

Last but not least: This definition also ensures a consistent view on both unit-

linked and conventional contracts.  

6.5. Classification of German life insurance contracts under the VFA 

approach 

The above outlined operationalization of the term “underlying item” gives a direct 

insight into why German life insurance contracts subject to the statutory regulation 

in § 145 (2) VAG (MindZV) generally have to be classified under the VFA approach: 

First, the requirement of IFRS 17.B101(a) is fulfilled since the MindZV clearly iden-

tifies all surplus sources (investment income, risk surplus, other surplus) as basis 

for the policyholder participation (in addition to the net of future guaranteed claims 

and premiums). 

Second, policyholders of such contracts participate in a substantial share of current 

and future gross surplus due to the participation quotas specified in § 145 (2) VAG 

(MindZV), so that the condition in IFRS 17.B101(b) is fulfilled. 

Third, with reference to IFRS 17.B101(c), the extent to which a volatility in the 

gross surplus has a substantial impact on the policyholder participation needs to 

be further commented: In theory, an entity may pursue a dividend strategy aiming 

to compensate any change in gross surplus by a compensating adjustment of the 

shareholder income or by a compensating usage of buffers as e.g. unrealized cap-

ital gains, so that the amounts paid to the policyholder do not vary at first sight. 

However, such a strategy can only be pursued in a narrow corridor of the varying 

gross surplus and for a limited period of time. Any substantial increase in gross 

surplus will eventually lead to an increase in policyholder participation thanks to 

the MindZV. Since by IFRS 17.B107(b)(ii), the assessment of the variability needs 

to be based on a probability based average of cash flow projections covering the 

entire duration of the contracts, such short-term strategies of fully compensating 

any change in fair value of the underlying item do not affect the validity of the 

criterion in IFRS 17.B101(c). 

The assets of unit linked and index linked life insurance contracts for the account 

and risk of the policyholder and the corresponding liabilities are part of the speci-

fied underlying item. The policyholder participates in the entirety of any change of 

fair value of the underlying item and the liabilities are thus completely covered by 

the corresponding investments. Moreover, the policyholders of these contracts also 

participate in the risk surplus and other surplus. Hence, a separation of the assets 
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of unit linked and index linked contracts from the “pool of underlying items” is not 

appropriate from the point of view of the working group. This holds true also for 

similar contractual agreements on the direct participation of policyholders in the 

performance of certain assets. 

6.6. Future cash flows for „direct participating business“ 

Level of aggregation 

Future cash flows can have to be derived for each „group of contract”, but it is 

allowed to estimate cash flows on a higher aggregation level and afterwards allo-

cate those to the individual groups of contracts.  

Profit Participation 

The cash flows stemming from profit participation have to be based on best esti-

mate, taking into account results from reinsurance contracts and expenses (even 

if these cash flows do not contribute directly to the fulfilment cash flows).  

A further specific requirement of IFRS 17 is the so-called “Mutualization” which is 

described in a separate chapter below. 

6.7. Mutualization 

There are a lot of interactions and dependencies across all insurance contracts 

within the German PI Life business. Such interactions do not solely occur within, 

but even across "Alt-" and "Neubestand" - examples for this being collective asset 

funds, a joint "kollektive RfB" and the possibility to compensate losses in case of 

crisis ("Notstandsparagraph"). 

The majority of such interactions and compensations between policyholders are 

reflected in existing cash flow models. Consequently, they are reflected in the re-

sulting cash flows. However, “mutualization” itself in the sense of IFRS 17 (includ-

ing in the fulfilment cash flows of a group payments to policyholders in another 

group resulting from a reduction in policyholder participation while excluding that 

amount from the fulfilment cash flows of the other group according to IFRS 17.B67 

to IFRS 17.B71) is not explicitly reflected in actuarial models. It has to be taken 

into account that the standards outlines the general objective rather than describ-

ing a particular method to achieve it. Any practical method to meet this objective 

is permissible as well.  

Due to the complexity of mutualization in German life insurance business amounts 

can neither be disaggregated nor assigned to IFRS 17 groups of contracts on a 

quantitative basis. This gives rise to the application of an approximate and simpli-

fied method to the extent permitted by IFRS 17.B70. Above all, such a method has 

to fulfil the criteria of being both "systematic" and "rational" in the sense of meet-

ing the standard’s objective. Especially the term "rational" does not require the 

method applied to be "as exactly as possible", but to ensure that the results ob-

tained are reasonable. 
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In the following, we describe some approaches which might be regarded as a suit-

able approximation. The suitability, of course, of these methods has to be assessed 

by each entity on its own (and discussed with its auditor) taking into account the 

entity-specific facts and circumstances. Due to the complexity of the German life 

business and its profit sharing rules we do not see any of these methods as “su-

perior” to the others – all of them have some drawback which have to be assessed 

entity-specific. 

For such an assessment, a very important criterion from our point of view is the 

management expectation of how to generate future shareholder profits, i.e. the 

individual revenue strategy. For example, depending on the respective calibration 

a revenue strategy based on absolute or relative return targets might less likely 

give rise to a negative CSM on the level of IFRS 17 groups of contracts compared 

to a revenue strategy based on the “Mindestzuführungsordnung” or based on a 

fixed percentage of the “Rohüberschuss”. 

Therefore, the following approaches shouldn’t be regarded as a kind of “optional 

catalogue” (since there is no “option” within IFRS 17 how to reflect mutualization), 

but as a set of approaches which might be used as a starting point for an entity-

specific approach to approximate mutualization as good as it can be.  

One approach to take into account mutualization effects could be to determine in 

a first step a "preliminary" CSM based on the results obtained from the cash flow 

model, i.e. without considering mutualization regarding the generation of cash 

flows. Such a preliminary CSM is not prevented from being negative. In a second 

step, the FCF of groups with a negative preliminary CSM (onerous) will be spon-

sored proportionally by the groups with a positive preliminary CSM. To do so, we 

provide two alternative methods: 

 negative preliminary CSMs remain negative, although significantly attenuated 

(determining the degree of the sponsoring is considered as non-trivial, however 

this approach might be applied in case steering is performed based on a tar-

geted profit being a % of the result sources) 

 negative preliminary CSMs are set to zero (taking into account the concept of 

different profitability levels of the groups with a positive preliminary CSM). 

However, it has to be made sure that the CSM on total portfolio level is not 

impaired by groups with negative preliminary CSM  

Generally, the challenge of this approach is to define the rules to calculate the 

quantitative amounts of sponsoring between groups of contracts. 

 

A further alternative to reflect mutualization might refer to an implicit allowance 

within the CSM adjustments– refer to the next chapter for further information on 

that alternative. 

As a third way that might be most appropriate to reflect mutualization we consider 

an approximation of mutualization cash flows based on results of actuarial business 

models. As mentioned above, we do not regard it as appropriate to model explicitly 

„mutualization cash flows” (due to arbitrariness of the calibration). However, we 
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regard it as compliant with the IFRS 17.B70 to deduct “mutualization cash flows” 

by allocating the modelled statutory shareholder profits (i.e. per each projection 

year in each economic path) to IFRS 17 groups of contracts according to specific 

criteria. Such an approach would derive a kind of „PVFP“ (present value of future 

profits) per IFRS group of contract, summing up over all IFRS groups to the overall 

PVFP of the total portfolio. 

Other solutions than the ones presented here could even better meet the criteria 

of IFRS 17 and should then, of course, be applied. 

6.8. Adjustments of the CSM  

According to IFRS 17.45(b), the CSM is adjusted for the change in the entity’s 

share of the fair value of the underlying item. Given the described definition of the 

underlying item for German business, this includes: 

 Changes in liabilities resulting from changes to cash flow models or assump-

tions 

 Investment-related changes with an impact on both assets and liabilities 

 Experience adjustments of the reporting period 

Given an insurance portfolio, the CSM adjustments of that portfolio can be derived 

“in toto”. However, it is not obvious how this amount can be assigned to the 

IFRS 17 groups of contracts (e.g. annual cohorts, tariff generations or a less gran-

ular grouping applied at transition). To do so, multiple approaches are considered 

feasible. Similar to the considerations in the previous chapter, an entity has to 

analyze which of these approaches would be the most appropriate one with respect 

to the IFRS 17 requirements, taking account entity-specifics facts and circum-

stances: 

 Calculation of the CSM adjustments on the level of the entire insurance portfolio 

and allocation to the groups of contracts. This gives rise to the question, how 

such an allocation can be performed.  B70 requires an allocation to groups on 

a rational and systematic basis, e.g. by taking into consideration the group’s 

contribution to CSM within the mutualized pool.  

 Calculation of the CSM adjustments at the level of the groups of contracts. This 

requires  allocation rules for allocating (some of the) following amounts which 

might only be derived on a company level to different groups of contracts (ac-

cording to IFRS 17.33): 

• Time Value of O & G (e.g. based on the present value of expected 

future cash flows) 

• Risk Adjustment (e.g. based on drivers for the single SCR) 

• Assets (e.g. based on allocation applied for analysis of surplus /  

MindZV or based on SII-“best estimates of liabilities” or based on 

“profitability KPIs” like PVFPs per group of contract) 

• Other relevant balance sheet items 
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 A combination of the above methods is also considered feasible, for example 

via determining the change in TVOG and the RA for the entire portfolio and 

allocating these amounts to the groups while calculating the remaining compo-

nents of the adjustments at the group level. 

When developing a methodology for the determination of the CSM adjustment, it 

is required to assure the criteria "systematic" and "rational" to best meet the ob-

jectives of IFRS 17 as discussed above. 

A question arising is the interaction between the CSM adjustment and mutualiza-

tion. A possible way to take this into account is roughly outlined as follows:  

 Calculation of the CSM at the level of groups of contracts 

 In doing this, taking into account mutualization influencing the CSM of each 

individual group of contract (see section above) 

 Applying this approach, it might occur as a most suitable way to reflect mutu-

alization if any effects from prior periods are disregarded when calculating the 

CSM adjustments 

 If such an approach would be regarded as the most suitable one, the mutual-

ization would always be determined independently from previous periods in 

each reporting period, i.e. "without memory".  

Another approach which might be the most promising approximation to fulfill IFRS 

17 objectives directly links the CSM adjustments to mutualization – we will discuss 

in the following criteria to be applied for a more complex algorithm to reflect mu-

tualization already within the CSM adjustments: 

As already emphasized in the section on mutualization, multiple interactions occur 

across sub-portfolios within the German life insurance business (that in particular 

depend on the management’s strategy and steering). As a result, a clear allocation 

of neither the allocation of cash flows in the sense of mutualization according to 

the standard nor the allocation of profits (or the change in the entity’s share in the 

fair value on underlying items in the sense of the CSM adjustments) to the sub-

portfolios can be performed on a theoretical (or practical) basis. 

Consequently, it might be most appropriate to determine the CSM adjustments at 

the level of the entire insurance portfolio and allocate it to groups of contracts or 

sub-portfolios. 

In principle, the two following basic steps are to be taken into account when con-

sidering more complex allocation methods in such an approach: 

1. Cause-oriented allocation of changes in expected profits 

2. Compensation mechanisms (possibly in the sense of plausibility checks) on the 

final CSM based on sub-portfolios. 

To 1) 

Idea: Cause-oriented allocation/assignment of the CSM adjustments based on a 

movement analysis (e.g. as obtained from MCEV calculations), e.g.: 
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 Which amount of the changes are induced by the performance of investments 

in the past period? 

 Which amount of the changes are induced by changes in the capital market 

environment? 

 Which amount of the changes are induced by changes in assumptions? (e.g. 

adjustments of morbidity assumptions)? 

Each step of the movement analysis gives rise to (more or less) reasonable (or 

rational) allocation keys for sub-portfolios, e.g. changes related to an adjustment 

of morbidity assumptions should only be allocated to insurance contracts with dis-

ability risk. The present value of future disability benefits or the corresponding risk 

result could be used as a key for the allocation to the affected groups of contracts 

(obtained from deterministic calculations). The effect from performance of invest-

ments in the current year could be allocated based on the liabilities, while effects 

from changes in the capital market environment could be allocated based on the 

present value methodology. 

To 2)  

Any methodology of cause-oriented allocation represents a simplification as soon 

as it comes down to the technical implementation, which might give rise to im-

plausible (or irrational) results in certain scenarios. In order to ensure rationality, 

it is necessary to develop (still on a systematic basis) methods for ensuring the 

plausibility of the allocation of the CSM to sub-portfolios. Two possible approaches 

to do so are briefly sketched as follows: 

2 a) Marginal approaches: By comparing the results of financial performance of 

the entity with the results of financial performance without a sub-portfolio, it is 

possible to systematically determine the economic value added of sub-portfolios 

to the total revenue (subject to certain restrictions). To keep the number of scoring 

runs low, for example, a twofold decomposition of the portfolio (for example in 

annual cohorts or product groups) can be performed. Proportional splits provide 

indications of profitability in the granularity of the cross-product. These can provide 

an indication as to whether adjustments should be made between sub-portfolios 

in the context of the allocation. 

2 b) Roll forward of an allocation of unrealized asset gains: The basic idea is, that 

the profitability of a contract group can be determined on the basis of the differ-

ence between the market value of allocated investments and the fulfillment cash 

flow (including allocated risk margin) of a contract group. One can look for sys-

tematic procedures to update the unrealized gains (and their change) on contract 

groups. Theoretically, this would solve the entire problem of allocation in one fell 

swoop, but shifting the problem of "aligning changes in expected return" to "ad-

justing unrealized gains" tends to increase complexity. At the same time, however, 

simple variants can serve as a plausibility check at higher aggregation levels (sim-

ilar to variant 2 a), which are used to correct weaknesses of the cause-oriented 

allocation of revenue changes. 
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Due to the complexity of such approaches, we regard also much more “straight-

forward” allocation methods of CSM adjustments calculated on the total portfolio 

level as a potential starting point to implicitly reflect mutualization. 

Also at the end, we repeat to emphasize that the methods discussed above are not 

“options” from which an entity might choose one – but each entity has to assess 

what would be the best way to approximate mutualization and calculate the CSM 

adjustments considering its specific facts and circumstances. 

6.9. CSM release & coverage units in the Variable Fee Approach 

6.9.1. Terms and conceptual integration 

In subsequent measurement the CSM is released into profit over the period in that 

service is provided. 

Insurance contracts can include different types of services that are delivered for 

the policyholder. In German direct life insurance business these are insurance cov-

erage, but especially investment of policyholder funds and its administration, 

which fall under “investment-related services” in the sense of IFRS 17. 

Contracts with different types of services and differing coverages and terms may 

be put together in a group of contracts. To determine the release of the group’s 

CSM, so-called coverage units must be used to quantify this range of services. 

IFRS 17.B119 foresees to determine the share of the CSM to be released in a 

period by comparing the service rendered in the actual period to the total expected 

service in the actual and future periods. The necessary weighting is delivered by 

the coverage units that represent a measure for the service delivery. 

Coverage units themselves are only very vaguely defined in the Standard (cp. IFRS 

17.B119 referring to “quantity of benefit” and “coverage period”), where the 

“quantity of benefit” is supposed to reflect the insurance contract services. 

These “insurance contract services”, as newly defined in the 2019 Exposure Draft, 

include for VFA business both insurance coverage and the management of under-

lying items (quoted in the definition as “investment related services”, although 

underlying items are not necessarily (only) investments). 

For the determination of the quantity of benefits, supposed to reflect both insur-

ance coverage services and investment related services, one can think of a multi-

tude of approaches. The difficulty is not so much to measure the individual service 

category: Regarding insurance coverage, for example, several approaches are dis-

cussed in the TRG paper N° 5 of May 2018. For investment-related services meth-

ods using the projected assets under management are possible. 

The major challenge and complexity is to combine those components to one 

amount of “quantity of benefits”. Here the weighting of the components is of high 

importance. 
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6.9.2. Basic concept of CSM release in the German direct life insurance busi-

ness 

We interpret the TRG statements from the paper “Summary of the Transition Re-

source Group for IFRS 17 Insurance Contracts meeting held on 2 May 2018“, par-

agraphs 32-39 in a way, that the IASB is primarily imagining volume based cov-

erage units. However, paragraphs 33 and 34 allow for a significant level of expert 

judgement for the interpretation. 

The TRG itself makes clear that it is not possible to formulate detailed requirements 

for the derivation of the IFRS 17 coverage units. This derivation is not an account-

ing policy option but rather requires professional judgement and estimation. For 

us it is important that the TRG mentions two criteria for this judgement and esti-

mation, which also appear in various sections of the Standard, i.e. the terms “sys-

tematic” and “rational”. 

In our view an enterprise therefore needs to define by its own judgement, how it 

can define its estimate for the provision of services. The following points need to 

be considered: 

 There can be various measurement approaches for single service components, 

especially in different products with coverage for death vs. longevity or disabil-

ity. What is important here is that “service” itself is not really defined and 

measured, but the measurement represents only a relative unit: For example 

the sum at risk in currency units (e.g. EURO) is certainly not the real value of 

the service but rather a relative measurement unit that changes over the term 

of the contract. 

 It should be analyzed if the two service components are rather measured sep-

arately and then combined via a systematic and rational weighting, or if one 

single unit exists, that is deemed more appropriate for the common measure-

ment of the service provision over the coverage period. 

 The TRG itself has mentioned various, very different measurement units. As an 

appropriate criteria it has quoted that these must represent “reasonable prox-

ies” for the services provided in the corresponding periods. From our point of 

view an enterprise must be able to demonstrate, why the chosen method to 

calculate coverage units is deemed a – potentially product dependent – appro-

priate approximation for the services provided. This implies again that the ap-

proximation doesn’t need to reflect the absolute amount of service but may 

represent its relative development over the coverage period, as coverage units 

only define the CSM releases schedule. 

For the last point consider the following example: 

 Enterprise A assumes the sum insured as the coverage unit for its endowment 

products 

 Enterprise B assumes for the same product group a combination of measures 

that is derived from its desired profit margin strategy (e.g. x‰ of the statutory 

liability plus y% of the risk premium) 
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Although the pattern of coverage units in both companies may look very similar 

(depending on the calibration of the parameters x and y), the absolute amount of 

coverage units at enterprise A would be higher than at enterprise B by a multiple. 

We therefore point out that the Standard’s wording (which in itself needs a lot of 

interpretation) describes one method to achieve its objective. The entity must val-

idate its process so that the P&L relevant gain from the CSM allocation is ade-

quately reflecting the services provided over the coverage period and leads to re-

sults that are in line with the principles of IFRS 17. 

6.9.3. Consequences of the market consistent valuation of fulfilment cash 

flows for the CSM release 

Market consistent modeling of fulfilment cash flows in German direct life insurance 

typically uses stochastic approaches due to the contractual options and guaran-

tees. This kind of modeling implies, that in liquid markets free of arbitrage on 

average not more can be earned than a risk free interest rate. 

However, in reality insurers do expect to earn some interest in excess of what is 

being projected in modeling, oftentimes called risk premium or expected spread. 

If an insurer verifiably expects in his planning that the average return is system-

atically higher than what is considered in risk neutral modeling5, the shareholder 

part of the actually incurred difference in a reporting period is added to the CSM 

by the adjustments, to be released over the remainder of the coverage period. 

Subsequently we refer to this amount as “over-return”. 

These adjustments can lead to a systematic delay in profit recognition through the 

CSM release. The release keeps lagging behind the systematic CSM buildup from 

over-returns, so that – figuratively speaking – a “bow wave” (“Bugwelle”) of over-

returns is only released into P&L late in the coverage period. From our point of 

view we have to note: 

 Neither the IFRS 17 Standard nor further sources close to the IASB address 

this issue. Insofar the preparer has to comply with the rules stated in IFRS 

17.B119 regarding the CSM release via coverage units. 

 On the other hand a systematic delay of profits is in our view not aligned with 

the objective of IFRS 17 and therefore needs to be questioned and potentially 

corrected. 

If the expected shareholder part of the investment return deviates systematically 

and significantly from the investment return used in the risk free model (“over-

return”), we propose that the approach to be used for calculating the CSM release 

should have the following goal: The release of the CSM should be comparable with 

the one of a CSM, that already considered the actually expected over-returns at 

                                       
5 Please note that oftentimes risk neutral models do already include an illiquidity premium in the 

interest rate curve, so that the “risk neutral rate” already comprises this add-on. 
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inception (which would not be in line with a risk neutral valuation approach for the 

cash flows). 

From our point of view there are various possible approaches to deal with this 

issue: 

A first approach is that the preparer refers to the “no arbitrage” principle. The 

basic assumption according to this is that in the long term average the shareholder 

share of the expected real world over-return does not lead to a systematic delay 

in profit recognition when compared to the illiquidity premium already considered 

in the risk free rate. Under this consideration no further adjustment to the CSM 

release is necessary. 

A second approach would be to allocate the shareholder share of the difference 

between expected (difference between expectation in real world and risk neutral 

at the beginning of the period) real world and modelled risk neutral investment 

returns completely to the CSM release of the corresponding period. 

This would mean an immediate additional release of CSM into profit independent 

from the coverage units. 

Motivation for the second approach:  

This method ascertains that differences between a risk neutral and an actual ex-

pected (“real world”) view are adequately considered in the IFRS result. Had the 

actual expected return been considered at inception the CSM release would be 

comparable. 

The approach to release the shareholders’ part of differences between actual ex-

pected and market consistent return directly into profit resolves the apparent con-

tradiction between market consistent valuation and current measurement model 

in IFRS 17. 

Second approach: Analyses to be performed by the preparer 

Essentially the preparer should work on two important tasks: 

 The preparer should derive the expected systematic real world over-return con-

sidering his different asset classes (e.g. government bonds, corporate bonds, 

real estate, equities, private equity investments). In contrast to the risk neutral 

valuation there is no uniform mean return expectation for these asset classes. 

The underlying granularity of investments for this exercise must consider the 

complexity of the investment portfolio. Upon systematic changes of the portfo-

lio structure and fundamental changes in the economic situation the calcula-

tions need to be renewed. 

 Furthermore, the preparer needs to determine the expected shareholder share 

of the difference between the distribution of the real world return and that of 

the risk free rate (including illiquidity premium) in relation to the result of the 

current period. Here the preparer faces two challenges: 
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• In our view, this difference cannot be derived with mathematical ex-

actness in practice, but needs to be determined with actuarial esti-

mation techniques. 

• For the expected shareholder share the asymmetry of the German 

business model needs to be considered; the preparer needs to verify 

in how far it can be expressed as a constant percentage. 

The DAV working group plans to provide more detailed process descriptions for the 

determination of real world over-returns in the future. 

The necessary projection or valuation runs for the second approach could for ex-

ample be determined by the following process. 

An estimation method for the shareholder’s share of the expected over-return of 

the current period can for example be to derive it from the difference of the present 

value of future profits (“PVFP” according to the “MCEV” methodology) of the fol-

lowing simulation runs: 

 The risk neutral valuation run at T=t, which generates the fulfilment cash flows 

at that point in time 

 A valuation run (“expected real world roll forward”), that starts at T=t and 

applies a deterministic market development with expected real world returns 

for the first period (until T=t+1) and a stochastic calculation going forward 

based on the forward curve from T=t. 

From our point of view this “expected real world roll forward” run should not in-

clude any other changes compared to the regular valuation run at T=t, neither 

regarding portfolio compositions (invested assets as well as insurance policies) nor 

regarding management rules or anything else. 

We explicitly do not exclude that further estimation methods for the over-return 

of a period are also appropriate. Potentially these could be built from more simpli-

fied assumptions, like the derivation of a shareholder rate that is the multiplied 

with the real world over-return from investments. 

The DAV is planning to further analyze the issue how to deal with over-returns and 

to potentially publish further approaches and estimation methods. 

Two examples shall illustrate both approaches described in this document (in this 

example we assume that the whole portfolio constitutes one IFRS group of con-

tract): 

a. We assume the following figures: 

A. First Approach without any further adjustment for real world over-

returns 

i. CSM(First Approach; T=t) = 100 

ii. CSM adjustment (from T=t to T=t+1) = +20 

iii. CSM(First Approach, T=t+1, pre CSM release) = 120 

iv. CSM released by coverage units (assume 5%) = 6 = 5% * 120 
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B. Second Approach as alternative  

i. CSM(Second Approach; T=t) = 82    

(Difference compared to the first approach can be explained by 

the expected over-returns of the past which have been re-

leased immediately into P&L in the second approach, but in-

creased the CSM in the first approach, i.e. the “bow wave”.)   

ii. CSM adjustment (from T=t to T=t+1) = +20 

iii. CSM(Second Approach, T=t+1, pre CSM release) = 102 

iv. CSM release corresponding to the expected real world over-

return = 2 

v. CSM release by coverage Units (dito 5%) = 5% * (102 – 2) = 

5 

vi. Total CSM release = 7 

b. We assume the following figures: 

A. First Approach without any further adjustment for real world over-

returns 

i. CSM(First Approach; T=t) = 50 

ii. CSM adjustments (from T=t to T=t+1) = -40 

iii. CSM(First Approach, T=t+1, pre CSM release) = 10 

iv. CSM released by coverage units (assume 5%) = 0,5 = 5%*10 

B. Second Approach as alternative  

i. CSM(Second Approach; T=t) = 37    

(Difference to the first approach due to the same reasons as in 

example a.) 

ii. CSM adjustments (from T=t to T=t+1) = -40 

iii. CSM(Second Approach, T=t+1, pre CSM release) = -3 

iv. CSM release corresponding to the expected real world over-

return = 2 

v. Loss from building a “loss component” = (-3 – 2) = -5 

(In our view, within the P&L only bottom line loss of -3 should 

be shown.) 

vi. Total Insurance Service Result = -3 = -5 + 2 

From our point of view the second approach shown above tends to result in a lower 

level of CSM and thereby less resilience against major adverse developments. 

Therefore it is imperative to implement an actuarially clean approach for the un-

derlying real world over-returns and the calculation process (e.g. by applying an 

“expected real world roll forward” run). 
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We encourage actuaries in insurance companies, science, audit and consulting 

companies to research further methods to adjust the CSM release under real world 

conditions. This refers to the question how to appropriately determine a real world 

over-return without neglecting the risks of the corresponding asset class, but also 

to alternative approaches for the release mechanism itself, for example by taking 

the over-returns into account when determining the coverage units. 


