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A reduction in 
shareholders’ 
equity is far from 
automatic for 
life insurers.

Regulatory Review
May 11, 2023 Disclosures Suggest Wide Variation in 

IFRS 17 Impact on Shareholders’ Equity
Principal Takeaways
• The impact of transition to IFRS 17 on shareholders’ equity is far more pronounced in the life 

insurance segment. The range of outcomes is wide for the segment and biased to the downside, 
although a reduction on transition is far from automatic

• Changes to the treatment of capital in participating funds often act to reduce shareholders’ 
equity on transition

• For non-life insurers, the impact is considerably narrower and biased to the upside 

For (re)insurers that report under International Financial Reporting Standards (IFRS), the 
transition to IFRS 17 at the beginning of 2023 impacts large parts of their external financial 
reporting and metrics. In recent months several (re)insurers accompanied their usual investor 
presentation with early estimates of a few major selected measures under the new standard.

This report analyses disclosures from certain larger (re)insurers to identify some of the more 
significant changes, with a focus on shareholders’ equity. The report then comments on inputs for 
non-life reserve risk into AM Best’s proprietary capital adequacy model (BCAR) under IFRS 17.

What is IFRS 17?
IFRS 17 is a market value-focused accounting standard for insurance contracts based on discounting 
future cash flows. For longer-term contracts the estimated value created on issue of a policy is amortised 
into profit over the lifetime of the contract and is adjusted (or “unlocked”) for assumption changes. 

This value is called the Contractual Service Margin (CSM) and it is booked as a liability on 
issue of a policy. IFRS 17 therefore provides a “dual look” at capital and profit for longer term 
contracts comprising, firstly, of forward-looking market values which capitalise the profitability 
of policies at inception in the CSM, and secondly—through the amortisation of the CSM—a 
record of profit delivery which is only earned gradually over the term of policies.

It is fundamental to the standard that insurance liabilities are split into a best estimate liability 
and a risk adjustment (RA) which applies to non-financial risk. This split applies to all policies 
including shorter-term, typically non-life, business. 

The RA for a group of policies will flow into profit as the risk runs off. In principle, financial 
risk is captured in the discount rate, which should therefore be lower than the expected return 
on investments to allow for the volatility of returns. 

Another essential feature is that if a group of policies is identified as loss making, whether on issue 
or subsequently during the coverage period, then that loss is taken directly to the profit and loss 
account and, for longer-term policies, is not spread through the CSM over the policy term.
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Wide Range of Impacts on Shareholders’ Equity upon Transition
The impact of transition to IFRS 17 is far more pronounced in the life insurance segment. The range 
of outcomes is wide for the segment and biased to the downside.

For non-life insurers, the impact is considerably narrower and biased to the upside. 

Life movements in shareholders’ equity on transition to IFRS 17 are heavily influenced by the profile 
of profit over the duration of an insurer’s policies under IFRS 4, the relationship of that profile to 
the new profile under IFRS 17, and finally the overall maturity of the policies on an insurer’s balance 
sheet. All three of these factors can vary considerably in the life segment.

Under IFRS 17 there is no profit impact on shareholders’ equity at inception of a policy. Instead, a 
profit measure—the contractual service margin (CSM)—is assessed explicitly, deferred as a liability, 
and then earned into profit over the life of the policy. 

By contrast, under IFRS 4, profit recognition patterns varied significantly according to the type of 
product and the accounting policies used by the (re)insurer, and usually included a profit on inception. 

IFRS 4 grandfathered previous practice in the measurement of insurance contracts. In many cases 
IFRS 4 profit for life contracts was taken earlier than it will be under IFRS 17. However, in some 
cases, profit will be recognised earlier under IFRS 17.

The change in shareholders’ equity in the life segment on transition to IFRS 17 can be influenced by 
variation under IFRS 4 in the treatment of capital in participating funds. In some jurisdictions, only 
the share that would be allocated to shareholders when the capital is used for bonuses is recorded in 
shareholders’ equity under IFRS 4.

In other jurisdictions, the availability of all the capital to meet guarantees and a close relationship 
between financial accounting and regulatory reporting combine to mean that participating fund 
capital, or at least a large part of it, is treated as 100% shareholders’ equity. 

Practice under IFRS 17 will become clearer over time but disclosure so far suggests some movement of 
participating fund capital from equity under IFRS 4 to CSM under IFRS 17.

In its balance sheet strength assessment, AM Best’s consideration of the BCAR ratio, other numerical 
inputs (for example leverage) and qualitative factors—such as the quality of capital—will no doubt 
evolve under IFRS 17. The weight attached to each and the composition of the qualitative factors are 
unlikely to be the same as under IFRS 4.

Exhibits 1 and 2 show illustrative ranges of outcomes for movements in shareholders’ equity on 
transition to IFRS 17 for the life and non-life segments. For the life segment the creation of the CSM, 
shown as applied first in the exhibit, is responsible for most of the variation in shareholders’ equity 
with a smaller widening of the range on application of each further step. 

A reduction in shareholders’ equity is far from automatic for life insurers. For example, Aegon’s 
disclosure, during an IFRS 17 presentation in March 2023, suggested a positive impact from 
its International and UK operations, which in its case was more than offset by a reduction in 
shareholders’ equity from the group’s far larger US operations. 
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Phoenix Group Holdings, a UK life insurer, described a positive impact from the group’s UK 
with-profits products which was broadly offset by a negative impact on shareholders’ equity over the 
transition from bulk annuities, to produce a neutral outcome.

For non-life business, the narrower range of outcomes is due to the extension of discounting and the removal 
of implicit margins being mostly, but usually not completely, offset by creating an explicit risk adjustment.

Exhibit 2
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Exhibit 3 shows the actual movement in shareholders’ equity for a selection of listed (re)insurers that 
publicly disclosed early estimates. 

Composite (re)insurers inevitably experience a balance of life and non-life effects on shareholders’ 
equity over the transition to IFRS 17. Generali’s overall stable shareholders’ equity on transition, 
for example, is due to a decrease in shareholders’ equity on the life side and an increase for the 
P&C segment.

A complete picture involves also looking at the sum of shareholders’ equity and the CSM. Some 
(re)insurers have suggested this is a more “economic view”. AM Best expects that a portion of the 
CSM and risk adjustment in the life segment, typically in the region of 50%, will contribute to 
Available Capital in AM Best’s BCAR model, and also may be considered in the interpretation of 
other financial metrics.

Exhibit 4 compares disclosed shareholders’ equity plus CSM under IFRS 17 (“IFRS 17 equity + 
IFRS 17 CSM”) against shareholders equity under IFRS 4. IFRS 17 equity + IFRS 17 CSM exceeds 
IFRS 4 shareholders’ equity by a range of 10% to 103% for the insurers shown.

Early disclosures on profitability and return on equity (RoE) were generally less detailed and 
more directional. Where shareholders’ equity reduces due to profit arising later in life policy 
durations under IFRS 17, current and future profitability will often be higher, thus increasing 
RoEs. 

AM Best expects RoEs in the life segment to become closer to an achieved return on funds invested. 
Previously, stated internal rates of return on life new business contracts have usually not been visibly 
related to RoEs calculated from audited financial reporting. 

Changes to the treatment of participating fund capital will have a separate, and often positive, impact 
on RoEs over the transition to IFRS 17.
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Non-life Reserves in the BCAR Model
AM Best’s approach to non-life reserve inputs into the BCAR model will remain unchanged. This 
means undiscounted reserves are used, to which AM Best discount factors are applied specific to 
the line of business, thus ensuring a “level playing field” across all insurers. 

Insurance debtors and creditors are future cash flows and are included within the present value of 
future cash flows component of insurance contract liabilities/assets under IFRS 17. AM Best will 
continue to use net (of reinsurance) liabilities for incurred claims that do not include insurance debtors 
and creditors as inputs for reserve risk in the BCAR model.
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Best’s Financial Strength Rating (FSR): an independent opinion of an 
insurer’s financial strength and ability to meet its ongoing insurance policy 
and contract obligations.  An FSR is not assigned to specific insurance 
policies or contracts. 

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s 
ability to meet its ongoing financial obligations and can be issued on either a 
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality 
assigned to issues that gauges the ability to meet the terms of the obligation 
and can be issued on a long- or short-term basis (obligations with original 
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis 
and derived exclusively by mapping the NSR from a corresponding global 
ICR using a transition chart. 

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective 
opinion regarding an insurer’s, issuer’s or financial obligation’s relative 
creditworthiness. The opinion represents a comprehensive analysis consisting 
of a quantitative and qualitative evaluation of balance sheet strength, operating 
performance, business profile, and enterprise risk management or, where 
appropriate, the specific nature and details of a security. Because a BCR is a 
forward-looking opinion as of the date it is released, it cannot be considered as 
a fact or guarantee of future credit quality and therefore cannot be described 
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit 
quality and is assigned using a scale with a defined population of categories and 
notches. Entities or obligations assigned the same BCR symbol developed using 
the same scale, should not be viewed as completely identical in terms of credit 
quality. Alternatively, they are alike in category (or notches within a category), 
but given there is a prescribed progression of categories (and notches) used in 
assigning the ratings of a much larger population of entities or obligations, the 
categories (notches) cannot mirror the precise subtleties of risk that are inherent 
within similarly rated entities or obligations. While a BCR reflects the opinion of 
A.M. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an 
indicator or predictor of defined impairment or default probability with respect to 
any specific insurer, issuer or financial obligation. A BCR is not investment advice, 
nor should it be construed as a consulting or advisory service, as such; it is not 
intended to be utilized as a recommendation to purchase, hold or terminate any 
insurance policy, contract, security or any other financial obligation, nor does it 
address the suitability of any particular policy or contract for a specific purpose or 
purchaser. Users of a BCR should not rely on it in making any investment decision; 
however, if used, the BCR must be considered as only one factor. Users must 
make their own evaluation of each investment decision. A BCR opinion is provided 
on an “as is” basis without any expressed or implied warranty. In addition, a BCR 
may be changed, suspended or withdrawn at any time for any reason at the sole 
discretion of AM Best.
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