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Introduction 

 The IFRS Interpretations Committee (Committee) received a submission about the 

recognition of profit applying IFRS 17 Insurance Contracts. Applying IFRS 17, an 

entity includes unearned profit in the measurement of insurance contracts and 

recognises it as revenue as the entity provides services. The submission asks how to 

determine the services provided under a group of annuity contracts in each period and, 

more specifically, how to determine the quantity of benefits provided under each 

contract in the group. 

 At its February 2022 meeting, we provided the Committee with an overview of the 

applicable IFRS 17 requirements and other background information. 

 The objective of this paper is to: 

(a) provide the Committee with a summary of the matter; 

(b) present our research and analysis; and 

(c) ask the Committee whether it agrees with our recommendation not to add a 

standard-setting project to the work plan. 

http://www.ifrs.org/
mailto:ddeysel@ifrs.org
mailto:lkennedy@ifrs.org
https://www.ifrs.org/content/dam/ifrs/meetings/2022/february/ifric/ap04-profit-recognition-for-annuity-contracts-ifrs-17.pdf
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Structure of the paper 

 This paper includes the following: 

(a) background information (paragraphs 6–12); 

(b) outreach (paragraphs 13–14); 

(c) IFRS 17 requirements (paragraphs 15–18); 

(d) analysis of the question asked in the submission (paragraphs 19–42); and 

(e) analysis of whether to add a standard-setting project to the work plan 

(paragraphs 43–46). 

 There are two appendices to the paper: 

(a) Appendix A—proposed wording of the tentative agenda decision; and 

(b) Appendix B—submission. 

Background information 

Fact pattern 

 Appendix B1 to this paper reproduces the submission, including details about the fact 

pattern. The submission asks about a group of identical immediate annuity contracts. 

For each annuity contract in the group, the main facts considered in our analysis are 

that the policyholder: 

(a) pays the premium upfront and has no right to cancel the contract or seek a 

refund; 

(b) is entitled to a constant annual benefit starting from inception of the contract 

for as long as the policyholder survives; and 

(c) receives no other service under the contract (that is, the only service is 

insurance coverage for survival). 

 

1 The submission’s page numbers do not follow the numbering of the paper. The page numbers are from 2–34. 

We use the submission’s page numbers when we refer to the submission in the paper. 
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 This is a simple fact pattern reflecting the main conditions of a life-contingent 

immediate annuity contract. In practice, fact patterns may include other conditions 

that an entity would need to analyse, in addition to the analysis in this paper, when 

determining the quantity of the benefits provided under the contract. 

The question 

 Applying IFRS 17, the measurement of a group of insurance contracts includes a 

contractual service margin, which reflects the unearned profit in that group of 

contracts. An entity will recognise the contractual service margin in profit or loss as it 

provides insurance contract services to the policyholders in the group. 

 To achieve the principle of reflecting the insurance contract services provided under a 

group of insurance contracts, IFRS 17 requires an entity to identify the ‘coverage 

units’. The number of coverage units in a group is determined by considering for each 

contract the quantity of the benefits provided under the contract and its expected 

coverage period. To determine the amount of the contractual service margin to 

recognise in the current period, an entity allocates the contractual service margin 

equally to each coverage unit provided in the current period and expected to be 

provided in the future. 

 The submission asks how an entity determines the quantity of the benefits provided 

under each contract in the group of annuity contracts. 

 The submission sets out two approaches and asks whether both approaches meet the 

principle in IFRS 17 of reflecting the insurance contract services provided under a 

group of insurance contracts. The approaches identify the quantity of the benefits 

provided in each period as being reflected by: 

(a) Approach A—the constant annual benefit, that is, the claim amount payable 

for the period; and 

(b) Approach B—the present value of the current and future benefits, that is, the 

balance of all claim amounts expected to be payable over the duration of the 

contract. 
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 The submission also analyses the implications of the two approaches for a group of 

deferred annuity contracts (that is, a group of annuity contracts under which the 

policyholder is entitled to a constant annual benefit starting from a specified date after 

contract inception for as long as the policyholder survives) and other types of 

insurance contracts. This paper focuses on the group of immediate annuity contracts 

(see paragraph 6) but also extends the analysis to a group of deferred annuity 

contracts. 

Outreach 

 For some submissions, we perform outreach to understand whether the matter has 

widespread effect and has, or is expected to have, a material effect on those affected. 

 We did not perform outreach on this submission because sufficient understanding of 

the widespread effect of the matter was obtained from the evidence referred to in the 

submission and from discussions with stakeholders. The submitter: 

(a) gathered publicly available information about the prevalence and size of the 

UK annuity market (see pages 3–4 of the submission); and 

(b) highlighted that the matter could have wider implications for deferred annuity 

contracts and other types of insurance contracts (see pages 15–19 of the 

submission). 

IFRS 17 requirements 

 Paragraphs 43 and 44 of IFRS 17 state: 

43 The contractual service margin at the end of the reporting period represents 

the profit in the group of insurance contracts that has not yet been recognised in 

profit or loss because it relates to the future service to be provided under the 

contracts in the group. 

44 For insurance contracts without direct participation features, the carrying 

amount of the contractual service margin of a group of contracts at the end of 

the reporting period equals the carrying amount at the start of the reporting 

period adjusted for: 
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(a) …. 

(e) the amount recognised as insurance revenue because of the transfer of 

insurance contract services in the period, determined by the allocation 

of the contractual service margin remaining at the end of the reporting 

period (before any allocation) over the current and remaining coverage 

period applying paragraph B119. 

 Paragraph B119 of IFRS 17 states (emphasis added):  

An amount of the contractual service margin for a group of insurance contracts 

is recognised in profit or loss in each period to reflect the insurance contract 

services provided under the group of insurance contracts in that period (see 

paragraphs 44(e), 45(e) and 66(e)). 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 insurance contract services provided by the 

contracts in the group, determined 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 

recognising any amounts in profit or loss to reflect the insurance contract 

services 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. 

 Appendix A to IFRS 17 defines insurance contract services as (emphasis added): 

The following services that an entity provides to a policyholder of an insurance 

contract: 

(a) coverage for an insured event (insurance coverage); 

(b) for insurance contracts without direct participation features, the 

generation of an investment return for the policyholder, if applicable 

(investment-return service); and 

(c) for insurance contracts with direct participation features, the 

management of underlying items on behalf of the policyholder 

(investment-related service). 
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 Appendix A to IFRS 17 also defines the liability for incurred claims and the liability 

for remaining coverage as (emphasis added): 

Liability for incurred claims 

An entity’s obligation to: 

(a) investigate and pay valid claims for insured events that have 

 already occurred, including events that have occurred but for which 

 claims have not been reported, and incurred insurance expenses; and... 

Liability for remaining coverage 

An entity’s obligation to: 

(a) investigate and pay valid claims under existing insurance 

 contracts for insured events that have not yet occurred (ie 

 the obligation that relates to the unexpired portion of the 

 insurance coverage); and… 

Analysis of the question asked in the submission 

 As noted above, in determining the amount of the contractual service margin to 

recognise in profit or loss, an entity is required to identify the coverage units in a 

group of insurance contracts (paragraph B119(a) of IFRS 17). Identifying those 

coverage units could be described in three steps: 

(a) Step 1—identify the insurance contract services to be provided under the 

group of contracts; 

(b) Step 2—consider the expected coverage period of each contract in the group; 

and 

(c) Step 3—consider the quantity of the benefits provided under each contract in 

the group. 
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 For the group of annuity contracts described in the submission: 

(a) Step 1—no analysis is required. The submission specifies that the entity 

provides only one insurance contract service under the group of insurance 

contracts—insurance coverage for survival2. 

(b) Step 2—both approaches described in the submission identify the same 

expected coverage period for each contract in the group, reflecting the entity’s 

expectations of when death will occur. 

(c) Step 3—the submission focuses on this step and asks how to determine the 

quantity of the benefits provided under each annuity contract in the group. 

 IFRS 17 does not prescribe a method for determining the quantity of the benefits 

provided under a group of insurance contracts. Instead, an entity must use a method 

that meets the principle of reflecting the insurance contract services provided in each 

period. Different methods may achieve the principle depending on the fact pattern. 

 The submission presents two possible methods (Approach A and Approach B). Our 

analysis considers the arguments presented in the submission for and against both 

approaches to conclude on whether each approach would meet the principle and 

requirements in paragraph B119 of IFRS 17. 

 To illustrate the two approaches in the paragraphs below, we use the following 

example: 

Illustrative example 

• An entity issues 10 identical immediate annuity contracts at the beginning of year 1 and 

recognises the contracts as a group of insurance contracts. 

• The entity provides only insurance coverage under the group of contracts. 

• Under each contract, each policyholder pays the premium upfront and receives a constant 

benefit of CU100 each year until death. 

• The entity expects that 1 policyholder will die at the end of each year resulting in a total 

coverage period for the group of contracts of 10 years. 

• The contractual service margin at initial recognition is CU200. 

 

2If the entity were to provide both insurance coverage and investment-return service under the group of 

contracts, it is required to develop (and then to disclose) an approach to determine the relative weighting of the 

benefits provided by each service when allocating the contractual service margin (see paragraph 117(c)(v) of 

IFRS 17). 
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• The entity discounts the expected future cash flows and coverage units for the time value of 

money at an annual discount rate of 3%3.  

• The example ignores the risk-adjustment for non-financial risk because the submission focuses 

only on the recognition of the contractual service margin in profit or loss. 

The entity measures the expected future cash outflows for each year as follows: 

Year 1 2 3 4 5 6 7 8 9 10 

Surviving 

policyholders 
10 9 8 7 6 5 4 3 2 1 

Opening balance 4,899 4,046 3,268 2,566 1,943 1,401 943 571 288 97 

Interest 3% 147 122 98 77 58 42 28 17 9 3 

Claims in year (1,000) (900) (800) (700) (600) (500) (400) (300) (200) (100) 

Closing balance 4,046 3,268 2,566 1,943 1,401 943 571 288 97 0 

 

 

 When in the following paragraphs we use this example to illustrate the approaches, 

we have assumed that everything turns out as the entity expected at contract inception.  

 Our analysis is structured as follows: 

(a) Approach A—the claim amount payable for the period: 

(i) illustration of approach (paragraphs 26–28);  

(ii) staff analysis (paragraphs 29–34); and 

(iii) staff conclusion (paragraph 35). 

(b) Approach B—the balance of all claim amounts expected to be payable over 

the duration of the contract: 

(i) illustration of approach (paragraphs 36–39);  

(ii) staff analysis (paragraphs 40–41); and 

 

3 Paragraph BC282 of the Basis for Conclusions on IFRS 17 states: ‘IFRS 17 does not specify whether an entity 

should consider the time value of money in determining [how to allocate the contractual service margin equally 

to the coverage units provided in the period and the expected remaining coverage units] and consequently does 

not specify whether that equal allocation should reflect the timing of the expected provision of the coverage 

units. The Board concluded that should be a matter of judgement by an entity.’ 
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(iii) staff conclusion (paragraph 42). 

Approach A—claim amount payable for the period 

Illustration of approach 

 Under Approach A, in applying paragraph B119(a) of IFRS 17 an entity identifies the 

coverage units in a group of insurance contracts by considering for each contract: 

(a) the quantity of the benefits provided, reflected by the constant annual benefit of 

CU100 provided under each of the 10 contracts for each year the policyholder 

survives; and 

(b) the expected coverage period, reflecting that—due to death—coverage is 

expected to end for one contract at the end of each of the 10 years. 

 If the entity were to assume that all 10 policyholders would survive for exactly 10 

years, the total coverage units in each of the 10 years would be the same (that is, the 

coverage units would reflect benefits provided of CU100 x 10 contracts in each year). 

 Considering both the constant annual benefit (the quantity of the benefits of insurance 

coverage provided under each contract) and the expectation that the number of 

contracts in the group will decline (the expected coverage period for each contract), 

Approach A results in the following pattern of recognition of the contractual service 

margin of CU200 in profit or loss: 

Approach A  
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Staff analysis 

 The submission puts forward arguments that the claim amount payable for each 

period under Approach A is appropriate in determining the quantity of the benefits of 

insurance coverage provided because: 

(a) it is the maximum amount that a policyholder could validly claim in each period 

if the insured event (survival) occurs (paragraphs 30–32); and 

(b) the claim amount payable for a period is the only amount that the policyholder 

has access to in that period (and therefore the only amount that the policyholder 

is benefitting from in that period), even though the entity has accepted insurance 

risk from contract inception for the remainder of the policyholder’s life 

(paragraphs 33–34). 

 Appendix A to IFRS 17 defines, among other items, the liability for incurred claims 

and the liability for remaining coverage. Both of those definitions describe insurance 

coverage as ‘an entity’s obligation to investigate and pay valid claims for insured 

events’.  

 Under the terms of the immediate annuity contracts described in the submission (and 

illustrated in paragraph 23 of this paper), survival of the policyholders in year 1:  

(a) obliges the entity to pay the valid claims of CU1,000 (CU100 x 10 contracts); 

and  

(b) does not oblige the entity to pay claims for years 2–10. Rather, the terms of the 

contract specify that the future annual benefits to be provided to the 

policyholder are contingent on survival of the policyholder in future periods.  

 The description of insurance coverage in IFRS 17 indicates that in determining the 

quantity of the benefits of insurance coverage provided in the current period an entity 

considers (a) the periods in which it has an obligation to pay a valid claim if an 

insured event occurs, and (b) the amount of the valid claim if the claim is made. The 

quantity of the benefits to be provided in future periods is the sum of the quantity of 

the benefits for each future period, calculated in the same way as the benefits for the 

current period. 
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 Paragraphs BC140 and BC141 of the Basis for Conclusions on IFRS 17 explain that 

under an insurance contract, an entity can accept insurance risk before it is obliged to 

perform the insurance coverage service. The application of Approach A to a group of 

deferred annuity contracts—as illustrated in the submission—results in an entity 

recognising an amount of the contractual service margin in profit or loss for insurance 

coverage provided only once the policyholder is entitled to receive the constant 

annual benefit. That is, an entity would recognise no amount of the contractual service 

margin in profit or loss for insurance coverage before the policyholder is entitled to 

receive the constant annual payments (the deferral phase) because, during this period, 

the entity has no obligation to investigate and pay valid claims even though it has 

accepted insurance risk from contract inception.  

 The submission explains that some stakeholders view Approach A as an inappropriate 

method because it ‘attributes no benefits to insured events which enhance the 

expected total lifetime benefits to the policyholder in periods that do not trigger an 

immediate payment’ (see page 9 of the submission). Those stakeholders explain that 

this element of service has ‘commercial substance to the policyholder and reflects the 

stand-ready obligation from the insurer to the policyholder throughout the coverage 

period.’ We agree that, for the purpose of recognising the contractual service margin 

in profit or loss, Approach A does not reflect within the quantity of benefits the 

uncertainty about survival transferred from the policyholder to the entity. However, 

we disagree with the view that this means Approach A does not meet the principle in 

paragraph B119 of IFRS 17 for recognising the contractual service margin in profit or 

loss. We agree that uncertainty of survival (insurance risk) is a key feature of an 

insurance contract, and the transfer of this risk to the entity is a benefit to the 

policyholder for which the entity charges compensation. That is why, applying 

IFRS 17, an entity recognises a risk adjustment for non-financial risk representing the 

margin the entity charges for bearing insurance risk. An entity recognises this margin 

for bearing insurance risk in profit or loss separately from the contractual service 

margin and as the entity is released from that risk. As explained in paragraph 

BC279(a) of the Basis for Conclusions on IFRS 17, the release from risk is already 

reflected in the risk adjustment for non-financial risk and is irrelevant to the 
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satisfaction of an entity’s performance obligation. (See also the discussion in 

section B of the table in paragraph 41 of this paper.) 

Staff conclusion 

 We conclude that Approach A meets the principle in paragraph B119 of IFRS 17 to 

reflect the insurance coverage provided under a group of annuity contracts in each 

period. This measure of the quantity of the benefits:  

(a) assigns a quantity of benefits only to periods in which the entity has an 

obligation to investigate and pay valid claims (for example, only to the period 

when the policyholder is entitled to receive the constant annual benefit under a 

deferred annuity contract); and 

(b) aligns the quantity of benefits with the amount of the valid claim that is a 

constant amount in each year.  

Approach B—balance of all claim amounts expected to be payable over the 
duration of the contract 

Illustration of approach 

 Under Approach B, in applying paragraph B119(a) of IFRS 17 an entity identifies the 

coverage units in a group of insurance contracts by considering for each contract: 

(a) the quantity of the benefits provided, determined based on the claim amount 

payable in the current period plus the present value of all claim amounts 

expected to be payable in future periods; and 

(b) the expected coverage period, reflecting that—due to death—coverage is 

expected to end for one contract at the end of each of the 10 years. 

 Therefore, under Approach B an entity determines the quantity of the benefits 

provided in each period based on the balance of the present value of the expected cash 

flows as follows, using year 1 and year 2 as examples: 

(a) at the end of year 1: 

(i) the benefits provided to policyholders in year 1 are reflected by the 

balance of the present value of the expected future cash flows of 4,899; 

and 
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(ii) the benefits expected to be provided in the future are reflected by the 

present value of all the balances of the present value of the expected 

future cash flows for years 2–10.  That amount plus the benefit 

provided in year 1 is 18,747. The calculation can be illustrated as 

follows: 

 

Year 1 2 3 4 5 6 7 8 9 10 

Opening balance 4,899 4,046 3,268 2,566 1,943 1,401 943 571 288 97 

18,747 
 

discounted at 3% p.a. 

 

 

(b) at the end of year 2:  

(i) the benefits provided to policyholders in year 2 are reflected by the 

balance of the present value of the expected future cash flows of 4,046; 

and 

(ii) the benefits expected to be provided in the future are reflected by the 

present value of all the balances of the present value of the expected 

future cash flows for years 3–10. That amount plus the benefit provided 

in year 2 is 14,263. 

 Considering the probability of survival and discounting at 3%, Approach B results in 

the following pattern of recognition of the contractual service margin of CU200 in 

profit or loss compared to Approach A: 

Approach B compared to Approach A 
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 Approach B results in a steeper decline in the amount of the contractual service 

margin recognised in profit or loss when compared to Approach A. This is because 

Approach A reflects a constant quantity of benefits provided in each period, 

whereas Approach B reflects a declining quantity of benefits provided in each 

period. 

Staff analysis 

 The submission puts forward arguments that the quantity of the benefits of insurance 

coverage provided under Approach B reflects: 

(a) that survival in a period also entitles the policyholder to continued access to 

insurance coverage in future periods; 

(b) the service of accepting insurance risk; 

(c) the pricing of annuity contracts; 

(d) the benefit lost if the policyholder were to die; 

(e) the margin the entity charges for investment management expenses; and 

(f) the view that the insured event in an annuity contract is one continuous event 

rather than a series of discrete insured events. 

 The analysis in the following table considers each argument in turn in the context of 

assessing whether Approach B would meet the principle in paragraph B119 of 

IFRS 17 to reflect the insurance coverage provided under the group of annuity 

contracts: 

A. Approach B reflects that survival in a period also entitles the policyholder 

to continued access to insurance coverage in future periods 

The submission puts forward an argument that the benefits provided to the 

policyholder in the current period as a result of survival in that period is both the 

claim payable for surviving in the period (CU100) and the continued right to 

receive payments until death. Applying this view, the quantity of the benefits is 

higher in earlier periods than in later periods because the continued right to receive 
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payments is related to a longer expected remaining coverage period in earlier 

periods compared to later periods. 

Staff analysis: 

We agree that the benefits to the policyholder over the coverage period is the 

continued right to receive payments until death. Paragraph B119(b) of IFRS 17 

requires an entity to identify the portion of the benefits provided to the policyholder 

in the current period and the portion expected to be provided in the future. We are 

not persuaded by the view that, as a result of surviving in the current period, the 

policyholder benefits in the current period from the continued right to insurance 

coverage (the entity’s obligation to investigate and pay valid claims for insured 

events) in future periods. The right to insurance coverage in future periods is 

created by the contractual terms of the contract and is contingent on survival in each 

period. The policyholder therefore benefits from the right to make a valid claim in 

future periods only when it survives in those future periods. 

Therefore, in our view this is not a valid argument to support Approach B. 

B. Approach B reflects the service of accepting insurance risk 

The submission puts forward an argument that the declining quantity of the benefits 

in Approach B reflects the insured risk under the contract, which reduces over the 

coverage period. Proponents of Approach B think an approach based on a constant 

annual benefit, such as Approach A, fails to recognise that the policyholder has 

exchanged premiums for insurance against the risk of surviving for an unexpected 

period. 

Approach B notes that the transfer of insurance risk is a key service that 

differentiates a life-contingent annuity (as described in the submission) from a 

fixed-term annuity. 

Staff analysis: 

We agree that uncertainty (insurance risk) is a key feature of an insurance contract, 

and the transfer of this risk to the entity is a benefit to the policyholder for which 

the entity charges compensation. That is why, applying IFRS 17, an entity 
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recognises a risk adjustment for non-financial risk representing the margin the 

entity charges for bearing insurance risk. 

Paragraph B87 of IFRS 17 explains that the risk adjustment for non-financial risk 

measures the compensation that an entity would require to make it indifferent 

between: 

(a) fulfilling a liability that has a range of possible outcomes arising from non-

financial risk; and 

(b) fulfilling a liability that will generate fixed cash flows with the same expected 

present value as the insurance contracts. 

Accordingly, IFRS 17 requires an entity to reflect in full—in the risk adjustment for 

non-financial risk—the difference between a fixed term annuity and a life-

contingent annuity with an expected duration equal to the fixed term.  

The contractual service margin is the margin an entity charges for its services in 

addition to the amount it charges for bearing the risk of uncertainty.  An entity 

does not reflect the pattern of release from risk in the pattern of the recognition of 

the contractual service margin. 

Therefore, in our view this is not a valid argument to support Approach B. 

C. Approach B reflects the pricing of annuity contracts 

The submission puts forward an argument that the declining pattern of the amount 

of the contractual service margin recognised in profit or loss under Approach B 

aligns with the price policyholders are willing to pay for service. A younger 

policyholder would be expected to place a higher value (reflected by a higher 

contractual service margin) on the service provided than an older policyholder, 

because of the greater uncertainty about how long they will survive at contract 

inception. 

Staff analysis: 

We agree that a younger policyholder would be expected to pay more for a life-

contingent annuity contract than an older policyholder because: 
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(a) there is greater uncertainty about how long the policyholder will survive; and 

(b) the younger the policyholder at contract inception, the longer the expected 

coverage period. 

Regarding (a), as discussed in the previous section of this table IFRS 17 requires an 

entity to reflect in full—in the risk adjustment for non-financial risk—the 

compensation charged under the insurance contract for the uncertainty about how 

long the policyholder will survive. The release from risk (the recognition of the risk 

adjustment in profit or loss) will reflect the higher release of uncertainty in earlier 

years compared to later years. 

Regarding (b), a younger policyholder pays more than an older policyholder 

because the remaining coverage period is expected to be longer; the younger 

policyholder therefore expects to receive benefits under the annuity contract for a 

longer period of time. This does not mean that the benefit it receives in earlier years 

is greater than the benefit it will receive in later years. 

Therefore, in our view this is not a valid argument to support Approach B.  

D. Approach B reflects the benefit lost if the policyholder were to die 

The submission puts forward an argument that the benefit lost if the policyholder 

were to die in the current period is a factor to consider when determining the 

quantity of the benefits provided in the current period as a result of surviving. 

Staff analysis: 

We disagree with this view. The benefit lost to the policyholder in the event of 

death represents the quantity of the benefits of the insurance coverage for the entire 

remaining expected coverage period; it is not a measure of the benefits attributable 

to only one period of insurance coverage. 

E. Approach B reflects the margin the entity charges for investment 

management expenses 

The submission puts forward an argument that the declining quantity of the benefits 

in Approach B reflects the costs of investment activity the entity incurs, which may 
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be higher in earlier years than in later years because of the larger outstanding 

balance of expected future payments under the group of annuity contracts. 

Staff analysis: 

In our view, consideration of the entity’s costs of investment activity is irrelevant 

when determining the quantity of the benefits provided to the policyholder in each 

period in the fact pattern described in the submission. In that fact pattern, the only 

insurance contract service provided under the group of annuity contracts is 

insurance coverage. 

An entity invests and manages the premiums it has collected so that it can pay the 

constant annual benefit it has promised to policyholders until death. The entity may 

incur higher costs for its investment activities in earlier periods compared to later 

periods. However, this does not mean that the insurance coverage benefits provided 

to the policyholder are greater in earlier years compared to later years. In each 

period, the policyholder receives CU100 for survival as specified in the contract. 

Therefore, in our view this is not a valid argument to support Approach B. 

F. Approach B reflects the view that the insured event in an annuity contract 

is one continuous event rather than a series of discrete insured events 

The submission says a key distinction between Approach A and Approach B is that 

Approach A views an annuity contract as a series of insured events (survival each 

year) whereas Approach B views an annuity contract as one continuous insured 

event (survival until death). Approach B therefore views an annuity contract as a 

wasting asset to the policyholder, for which the benefits of continued access 

declines over time as does the uncertainty about how long they will survive. 

Staff analysis: 

Paragraphs BC36 of the Basis for Conclusions on IFRS 17 explains, when 

considering the principle from IFRS 15 Revenue from Contracts with Customers on 

identifying performance obligations, the IASB concluded that the coverage and 

services provided over the whole duration of the contract would generally be treated 

as a single performance obligation that is satisfied over time. In our view, whilst the 
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distinction between the two approaches explained in the submission is helpful to 

understand the perspectives of proponents of each approach, the distinction does not 

change the nature of insurance coverage as a performance obligation satisfied over 

time. 

Regardless of whether an entity views the insurance coverage as a series of distinct 

insurance contract services provided over time or as a single performance 

obligation satisfied over time, the measure of progress at the end of year 1 is 

required to reflect the insurance coverage provided in year 1 and the liability for 

remaining coverage at the end of year 1 is required to reflect the insurance coverage 

the entity expects to provide in the future. 

Therefore, in our view this is not a valid argument to support Approach B. 

Staff conclusion 

 Considering the analysis in the table above, we conclude that Approach B does not 

meet the principle in paragraph B119 of IFRS 17 to reflect the insurance coverage 

provided under a group of annuity contracts as described in the submission. This 

measure of the quantity of the benefits:  

(a) assigns a quantity of the benefits to periods in which the entity has no obligation 

to investigate and pay valid claims (for example, to the period before the 

policyholder is entitled to receive the constant annual benefit of a deferred 

annuity contract), although it has accepted insurance risk; and 

(b) misrepresents the quantity of the benefits provided in a period by considering 

claim amounts the policyholder can access and benefit from only in future 

periods. 

 

Question 1 for the Committee 

1. Does the Committee agree with our analysis of the application of the 

requirements in IFRS 17, outlined in paragraphs 19–42 of this paper?  
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Whether to add a standard-setting project to the work plan 

Staff analysis and conclusion 

 Paragraph 5.16 of the IFRS Foundation Due Process Handbook states that the 

Committee decides to add a standard-setting project to the work plan only if, among 

other things, it is necessary to add or change requirements in IFRS Accounting 

Standards to improve financial reporting, that is, the principles and requirements in 

IFRS Accounting Standards do not provide an adequate basis for an entity to 

determine the required accounting.  

 Based on our analysis in paragraphs 19–42, we conclude that this criterion is not 

satisfied—the principles and requirements in IFRS 17 provide an adequate basis for 

an entity to determine the quantity of the benefits provided under each contract in a 

group of annuity contracts. 

Staff recommendation 

 For the reason described in paragraph 44, we recommend that the Committee not add 

a standard-setting project to the work plan. We recommend that the Committee 

instead publish a tentative agenda decision that sets out the applicable requirements in 

IFRS 17 and explains how an entity determines the quantity of the benefits provided 

under the group of annuity contracts described in the submission. In our view, the 

tentative agenda decision would be helpful in explaining how to ‘walk through’ the 

applicable requirements. 

 Appendix A to this paper sets out the proposed wording of the tentative agenda 

decision. In our view, the proposed tentative agenda decision (including the 

explanatory material contained within it) would not add or change requirements in 

IFRS Accounting Standards.4 

 

 

4 Paragraph 8.4 of the Due Process Handbook states: ‘Agenda decisions (including any explanatory material 

contained within them) cannot add or change requirements in IFRS Standards. Instead, explanatory material 

explains how the applicable principles and requirements in IFRS Standards apply to the transaction or fact 

pattern described in the agenda decision.’ 
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Questions 2 and 3 for the Committee 

2. Does the Committee agree with our recommendation not to add a standard-

setting project to the work plan? 

3. Does the Committee have any comments on the proposed wording of the 

tentative agenda decision in Appendix A to this paper? 
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Appendix A—proposed wording of the tentative agenda decision  

Quantity of the benefits provided under a group of annuity contracts (IFRS 17 

Insurance Contracts) 

The Committee received a request about how to identify, applying paragraph B119(a) of 

IFRS 17, the quantity of the benefits provided under a group of immediate annuity 

contracts. The policyholder in each contract: 

a. pays the premium upfront and has no right to cancel the contract or seek a refund; 

b. receives a constant annual benefit starting from inception of the contract for as long as 

the policyholder survives; and 

c. receives no other services under the contract (insurance coverage for survival is the 

only service). 

The request also described a group of deferred annuity contracts under which the 

policyholder receives a constant annual benefit starting from a specified date after the 

inception of the contract for as long as the policyholder survives. 

The request sets out two methods of determining the quantity of the benefits provided in 

each period as: 

a. the constant annual benefit, that is, the claim amount payable for the period; and 

b. the present value of the current and future benefits, that is, the balance of all claim 

amounts expected to be payable over the duration of the contract. 

Application of paragraph B119 of IFRS 17 

Paragraph B119 of IFRS 17 requires an entity to recognise an amount of the contractual 

service margin in profit or loss in each period ‘to reflect the insurance contract services 

provided under the group of insurance contracts in that period’. To determine the amount 

of the contractual service margin to recognise in profit or loss in each period, paragraph 

B119 of IFRS 17 requires an entity to: 

a. identify the coverage units in the group of insurance contracts, determined ‘by 

considering for each contract the quantity of the benefits provided under a contract and 

its expected coverage period’ (paragraph B119(a)); and 
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b. allocate the contractual service margin at the end of the period equally to each coverage 

unit provided in the current period and expected to be provide in the future (paragraph 

B119(b)).   

In applying paragraph B119(a) of IFRS 17, an entity therefore: 

a. identifies the insurance contract services to be provided under the group of contracts. In 

the fact pattern described in the request, insurance coverage for survival is the only 

insurance contract service provided under the group of contracts; 

b. considers the expected coverage period for each contract in the group. For the fact 

pattern described in the request, the expected coverage period would reflect the entity’s 

expectations of how long the policyholder will survive; and 

c. considers the quantity of the benefits provided under each contract in the group. 

IFRS 17 does not prescribe a method for determining the quantity of the benefits provided 

under a contract. Instead, an entity is required to use a method that meets the principle in 

paragraph B119 of reflecting the insurance contract services provided in each period. 

Different methods may achieve that principle depending on the fact pattern. 

The definitions of the liability for incurred claims and the liability for remaining coverage 

in Appendix A to IFRS 17 describe insurance coverage as ‘an entity’s obligation to 

investigate and pay valid claims for insured events.’ Paragraphs BC140 and BC141 of the 

Basis for Conclusions on IFRS 17 explain that an entity can accept insurance risk before it 

is obliged to perform the insurance coverage service. In determining the quantity of the 

benefits of insurance coverage provided under a contract, an entity therefore considers (a) 

the periods in which it has an obligation to pay a valid claim if an insured event occurs; and 

(b) the amount of the valid claim if the claim is made.  

The Committee observed that, under the contractual terms of the annuity contracts 

described in the request, survival of the policyholder (the insured event) in each year—

from when the policyholder is entitled to receive the constant annual benefit—obliges the 

entity to pay the annual benefit (the amount of the valid claim) for that year. Survival in 

one year does not oblige the entity to pay amounts that compensate the policyholder for 

surviving in future years; that is, claim amounts payable to policyholders in future years 

are contingent on the policyholder surviving in those future years. 
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The Committee’s conclusions 

The Committee concluded that determining the quantity of the benefits provided under 

each annuity contract described in the request as: 

a. the claim amount payable for each period meets the principle in paragraph B119 of 

IFRS 17 of reflecting the insurance coverage provided in each period by:  

(i) assigning a quantity of the benefits only to periods for which the entity has an 

obligation to investigate and pay valid claims for the insured event (survival of 

the policyholder); and 

(ii) aligning the quantity of benefits provided in a period with the amount of the valid 

claim that is a constant amount in each period.  

b. the balance of all claim amounts expected to be payable over the duration of the 

contract does not meet the principle in paragraph B119 of IFRS 17 of reflecting the 

insurance coverage provided in each period because it:  

(i) assigns a quantity of the benefits to periods for which the entity has no obligation 

to investigate and pay valid claims for the insured event; and 

(ii) misrepresents the quantity of benefits provided in a period by considering claim 

amounts the policyholder can access and benefit from only in future periods.  

The request asked only about the recognition of the contractual service margin in profit or 

loss. For the annuity contracts described in the request, the entity accepts insurance risk 

related to the uncertainty about how long the policyholder will survive. The Committee 

noted that the entity would apply other requirements in IFRS 17 to recognise in profit or 

loss—separately from the contractual service margin—the risk adjustment for non-

financial risk, representing the entity’s compensation for bearing insurance risk. The 

Committee did not discuss those other requirements.  

The Committee concluded that the principles and requirements in IFRS Accounting 

Standards provide an adequate basis for an issuer of a group of annuity contracts as 

described in the request to determine for each contract the quantity of the benefits provided 

under a contract. Consequently, the Committee [decided] not to add a standard-setting 

project to the work plan. 
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Appendix B—submission 

B1. We have reproduced the submission below. The submission’s page numbers do not 

follow the numbering of the paper. The page numbers are from 2–34. We use the 

submission’s page numbers when we refer to the submission in the paper.  
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