




Challenges of a fully retrospective approach

Use of a fair value approach

Although the standard requires that 
every reasonable effort is made to apply 
IFRS 17 retrospectively, the IASB 
acknowledged that the assessments 
required meant this would often be 
impracticable (as defined in IAS 8).

We have seen companies start to 
encounter a number of issues as they 
assess the ability to perform retrospective 
calculations. These mainly relate to the 
availability of historic data, both actuarial 
and accounting, and valuation models that 
are able to use that data.

Completeness of data is a major issue. The 
retrospective calculation of a CSM under 
IFRS 17 requires data that companies have 
often not needed to retain in the past – 
such as initial premiums on single 
premium products, acquisition cash flows, 
and historic assumption sets – and some 
companies are finding this data now does 
not exist.

The granularity of data required poses 
another challenge under IFRS 17. The 
definition of a unit of account means that 
the data for a fully retrospective 
calculation is required not just at a 

portfolio level (i.e. for policies facing 
similar risks that are managed together), 
but specifically for groups of contracts 
issued within the same year and in the 
same group of profitability (as defined  
by paragraph 16 of the standard).  
In many cases data was never stored at 
this level of granularity – particularly in 
the case of actual (cash) movements –  
and new assessments of historic data  
may be required.

Even if data is found to be available, there 
are often problems faced in the ability to 
use that data to calculate a CSM. 
Significant level of actuarial model 
development across the industry means 
that companies are often finding that their 
existing valuation systems are now not 
able to process this data, unless they 
undertake extensive further development 
specifically for this purpose.

The issue of hindsight is another challenge 
of a fully retrospective approach. 
Retrospective application is impracticable 
if it is impossible to calculate estimates at 
historic dates without the use of hindsight. 
As companies develop accounting policies 

on areas of significant judgement, such as 
the calculation of the risk adjustment or 
liquidity premium in the discount rate, 
they must then consider the ability to 
apply these retrospectively, based only on 
the circumstances that existed at the point 
of recognition.

In addition, there are a number of issues 
that could give rise to differences between 
group accounts and those for subsidiaries 
preparing IFRS 17 accounts for local 
purposes, including:
•	 The requirement to build up the 

retrospective calculation of the CSM at 
each interim reporting date (where 
this takes place at a group level).

•	 Expenses may be different in the 
subsidiary and group accounts if there 
is a profit margin on intergroup 
transactions.

•	 The implications of internal 
reinsurance – potentially resulting in a 
different CSM at group level than the 
aggregation of individual entities.

The fair value approach has an immediate 
appeal in that it is undoubtedly the least 
burdensome from an operational 
perspective. Providing a fully retrospective 
approach is impracticable, it requires no 
historic data or retrospective tracking of the 
CSM. However, companies are finding that 
this method is not without its challenges.

It is a heavily judgement-based approach, 
and there is no consensus throughout 
industry on exactly how to calculate the 
fair value for insurance liabilities in line 
with IFRS 13 requirements. Although not 
a new concept, the implications of the 
calibration of fair value under IFRS 17 
have brought it new focus. There are a 
range of approaches being considered, but 
the common challenge faced is how to 
calibrate the method used. With relatively 
limited market transaction data available 
to directly calibrate a fair value, many 
companies are looking to leverage  

existing information where possible – 
whether that is existing reporting metrics 
(such as Solvency II or Embedded Value), 
their own historic data on acquisitions or 
sales, or pricing information.

Additional challenges can arise here 
when it comes to reinsurance – since  
most existing valuation methods tend  
to focus on the net position, whereas  
IFRS 17 will require a fair value to be 
calculated separately for the gross and 
reinsured liabilities.

There are also risks around this approach. 
As the fair value will ultimately need to be 
calculated at the transition date, any 
estimate of the impact of using fair value is 
exposed to the risk of changes in market 
conditions – in particular large 
transactions occurring in the market 
between now and this date may change 
the view of fair value.

In addition to the challenge of calculating 
a fair value, the financial implications 
can be a major issue. Many companies  
are testing this approach through impact 
assessment exercises and questioning 
whether the level of CSM calculated  
gives a financially acceptable result – 
either compared to current accounting,  
or to new business under the new 
accounting standard.








