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Foreword 

In the world of insurance, based on the business of managing uncertainty and risk, adjustments for risk 
have been an integral part since the earliest days of accounting for such business. Practices have emerged 
over time where often such risk adjustments have been implicit, and included in a conservative estimate of 
the outcome from insurance of the risk. In many parts of the world, specific risk margins have become well 
established to enable a more realistic interpretation of the economic and financial impact of risk in the  
insurance business. The specific recognition of the financial implications of insurance risk has helped 
increase stakeholder confidence in the business. Developments in accounting for insurance, both for 
general purpose accounting and for regulatory purposes, show specific recognition of, and accounting for, 
risk. 
 
The measurement model within the International Financial Reporting Standard for Insurance Contracts 
(IFRS 17) was designed to include risk in a key constituent in financial reporting. While a substantial amount 
of actuarial literature is available for various applications of risk margins, much of that material is not directly 
applicable to the specific needs of IFRS 17. There is a need to provide such a focused source of technical 
education material as IFRS 17 goes into effect. Many of the relevant risk adjustment methods for IFRS 17 
transcend national borders and are relevant in any country. For this reason, this monograph has not focused 
on practice in a specific country. However, parameters and assumptions have been illustrated more 
generally rather than specific to regions and countries, and case studies have been included as practical 
illustrations of the various methods in use. Readers can use the educational material to help them develop 
their own parameters and assumptions based on their current and historical experience and their specific 
economic environment. 
 
This monograph is sponsored by the International Actuarial Association (IAA). The authors are from a team 
of professionals from Deloitte Consulting LLP. Their biographies are shown in the last pages of the 
monograph. 
 
This monograph is intended as educational material specific to IFRS 17 for practitioners in the insurance 
sectors. 
 
In many cases, technical formulas used in this document were obtained from other publications, as noted 
in the References section at the end. Additional information should be obtained from the source documents. 
The intent of this monograph is not to promote one method or technique over any other.  Other techniques 
not covered in this monograph are certainly possible. The goal of the monograph is to provide commonly 
used or developing methods in financial reporting for IFRS 17. To that end, this monograph covers the 
following five broad areas: 

• Underlying principles 

• Description of techniques, both quantitative and qualitative 

• Validation, re-measurement and recommended procedures for disclosure and communication 

• A number of case studies that show various applications of real situations 

• References and additional resources available to the reader 
 

The opinions, viewpoints and conclusions presented in this monograph are those of the individual authors 
who have contributed to it. They do not necessarily represent official positions of Deloitte Consulting LLP. 
or the IAA and should not be interpreted as prescribing actuarial standards of practice or as providing 
authoritative practice guidance in any respect. 
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Overview 

IFRS 17 Insurance Contracts is an International Financial Reporting Standard (IFRS) developed by the 
International Accounting Standards Board, and issued in May 2017 with an effective date of January 1st, 
2021. This standard puts into place a common set of financial reporting principles, specifically for insurance 
contracts. A significant element of IFRS 17 is the application of a risk adjustment for non-financial risk1 
within IFRS measurement approach for the financial reporting of insurance contracts.2 This monograph 
aims to describe some of the practical challenges in estimating risk adjustments and to illustrate a range of 
existing practices and techniques currently in use or could potentially be applied after appropriate 
consideration. 

The objective of the monograph is to address the educational needs of practitioners in the insurance field 
who are involved in the preparation and auditing of financial statements under IFRS 17 Insurance Contracts. 
The intended readers are actuaries and other specialists who will be responsible for the development, 
management and review of estimates needed for IFRS financial reports. This monograph provides 
descriptions and illustrative examples of techniques that could be applied in the risk adjustment3 calculation 
for various types of insurance contracts. While specific practice guidance or interpretations regarding IFRS 
17 will come from other sources, this monograph will help educate and assist practitioners as practices 
emerge.  

There are many varieties of insurance contracts offered around the world. The scope of this monograph is 
to explain and illustrate the principles and core applications for estimating risk adjustments, rather than to 
provide a comprehensive source addressing the wide variety of contract types. Also, this monograph’s 
purpose is to educate, rather than to provide a roadmap or guidance for IFRS 17 implementation. The 
International Actuarial Association (IAA) has also undertaken the development of additional resources, 
addressing many aspects of IFRS 17 including risk adjustment, in the form of an International Actuarial 
Note (IAN) and an International Standard of Actuarial Practice (ISAP) on IFRS 17. 

In addition to introducing practices and techniques, this monograph provides some educational background 
about the principles and considerations underlying the risk adjustment. In implementing the estimation of 
risk adjustments, each reporting entity will make its own assessment and choice of a technique, depending 
on its risk appetite, preferences, and other factors. IFRS 17 also requires the computation of a contractual 
service margin4 (CSM) for many long duration contracts and the identification of separate liabilities for 
onerous contracts. The size of the CSM and onerous contract liabilities are affected by the risk adjustment. 
Consequently, an allocation of the risk adjustment estimates to portfolios of contracts may be useful for 
determining the CSM and onerous contract estimates. The concept of diversification benefits is discussed 
in this monograph with respect to the aggregation of cash flow risks in estimating risk adjustments. 
However, the monograph does not specifically address how such diversification might be allocated down 
to a more granular level. Section 5.5 briefly discusses the different levels of aggregation for risk adjustments 
and for CSM or onerous contracts as an additional consideration. Given that the relevance of such allocation 
is mainly with respect to the CSM and onerous contracts, the risk adjustment methods described in the 

                                                      
1 IFRS 17 defines the risk adjustment for non-financial risk as “the compensation an entity requires for bearing the uncertainty about 

the amount and timing of the cash flows that arises from non-financial risk as the entity fulfils insurance contracts”. 

2 IFRS 17 defines insurance contract as “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”. 

3 IFRS 17 refers to the risk adjustment for non-financial risk as a defined term. This monograph uses the term risk adjustment as a 
shortened expression with the same meaning and definition as risk adjustment for non-financial risk. 

4 IFRS 17 defines contractual service margin as a “component of the carrying amount of the asset or liability for a group of insurance 
contracts representing the unearned profit the entity will recognise as it provides services under the insurance contracts in the group”. 
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monograph may be helpful in designing a method for allocating risk adjustments for CSM and onerous 
contract purposes.  

While the general measurement approach within IFRS 17 is described as a current risk-adjusted present 
value approach, the standard allows the use of the Premium Allocation Approach (PAA) for certain short-
term contracts, and the so-called Variable Fee Approach (VFA) for direct participating contracts. Since the 
estimates computed under the PAA and VFA do not involve a risk adjustment component, the PAA and 
VFA estimates are not in the scope of this monograph. However, the unpaid claims liabilities for expired 
coverage under short-term contracts, accounted for under the PAA, will fall under the general measurement 
approach that requires a risk adjustment. The focus of this monograph is the general measurement 
approach where the risk adjustment concept applies.  

Where a specific confidence level, as represented for instance by a 90% probability of sufficiency or the 
90th percentile of a distribution, is used in the illustrations, examples or case studies in this monograph, 
such percentiles were simply chosen for illustration purpose, and do not represent our recommendation for 
a suitable confidence level percentile. Each entity makes its own assessment of risk consistent with the 
IFRS 17 measurement objectives. In practice, the confidence level reported by an entity will depend on the 
entity’s risk preference and the risk and uncertainty characteristics of the insurance cash flows. 

Chapter 1 introduces the broad objective of risk adjustments and the specific requirements of IFRS 17, in 
comparison to similar risk adjustment concepts in other frameworks. It also describes the perspectives and 
needs of users of financial statements with respect to evaluating risk. 

Chapter 2 considers the elements that form the underlying framework for risk adjustment measurement 
developed for IFRS, and discusses the general techniques that an entity may select to estimate risk 
adjustments in compliance with the IFRS framework. 

Chapter 3 describes the assessment of the more commonly found techniques under the IFRS framework. 
In particular, this monograph considers the advantages of quantile and cost-of-capital techniques to 
estimate risk adjustments, but also discusses other techniques. 

Chapter 4 introduces quantitative techniques for modelling the risk adjustment, including a detailed 
description of several probability distributions that underpin the choice of the risk adjustment technique. It 
also discusses the inherent limitations that modelling probability distributions would have on the 
assessment of the uncertainty that the risk adjustment is designed to represent in the financial statements. 
Selection of data and application of judgment for purposes of quantitative modelling are covered in Chapter 
4, along with statistical techniques that could be applied to support its calculations of risk adjustment 
liabilities, and discusses the merits of commonly used statistical methods such as stochastic methods and 
option pricing, copulas, and probability distribution transforms, such as the Wang Transform. Finally, 
Chapter 4 covers risk aggregation and dependency relationships. 

Chapter 5 focuses on the qualitative considerations an entity would reflect to ensure its approach to risk 
adjustment measurement is consistent with the other components of the current risk-adjusted present 
value. 

Chapter 6 discusses the impact of the insurer’s approach to risk on portfolio characteristics, including the 
diversification, risk pooling and other factors, such as the risk mitigation techniques, which may impact the 
risk adjustment estimates. 

Chapter 7 discusses aspects to be considered in the validation of the risk adjustments that an entity has 
selected. 

Chapter 8 covers the practical considerations on how to re-measure risk adjustment liabilities and in light 
of new information emerging from experience. It also discusses the common triggers for the changes in the 
risk adjustment that requires re-measurement.  

Chapter 9 introduces the IFRS 17 disclosure requirements for risk adjustment liabilities and other means of 
communication.  

Chapter 10 presents several case studies to give an overview of the applications of risk adjustment methods 
for a cross-section of life, health, annuity, property/casualty and other general insurance contracts. 




