
Below are the relevant extracts from the Ind AS 117 Standard- 
 
1.Para 14 
 
An entity shall identify portfolios of insurance contracts. A portfolio comprises contracts 
subject to similar risks and managed together. Contracts within a product line would be 
expected to have similar risks and hence would be expected to be in the same portfolio if 
they are managed together. Contracts in different product lines (for example single 
premium fixed annuities compared with regular term life assurance) would not be 
expected to have similar risks and hence would be expected to be in different portfolios. 

2. Para 17 
 
If an entity has reasonable and supportable information to conclude that a set of 
contracts will all be in the same group applying paragraph 16, it may measure the set of 
contracts to determine if the contracts are onerous (see paragraph 47) and assess the 
set of contracts to determine if the contracts have no significant possibility of becoming 
onerous subsequently (see paragraph 19). If the entity does not have reasonable and 
supportable information to conclude that a set of contracts will all be in the same group, 
it shall determine the group to which contracts belong by considering individual 
contracts. 
 
3. Para 18 
 
For contracts issued to which an entity applies the premium allocation approach (see 
paragraphs 53–59), the entity shall assume no contracts in the portfolio are onerous at 
initial recognition, unless facts and circumstances indicate otherwise. An entity shall 
assess whether contracts that are not onerous at initial recognition have no significant 
possibility of becoming onerous subsequently by assessing the likelihood of changes in 
applicable facts and circumstances. 
 
4. Para 20 

If, applying paragraphs 14–19, contracts within a portfolio would fall into different 
groups only because law or regulation specifically constrains the entity’s practical ability 
to set a different price or level of benefits for policyholders with different characteristics, 
the entity may include those contracts in the same group. The entity shall not apply this 
paragraph by analogy to other items. 
 
5. Para B35C 

An entity might add insurance contracts to a group of insurance contracts across more 
than one reporting period (see paragraph 28). In those circumstances, an entity shall 
derecognise the portion of an asset for insurance acquisition cash flows that relates to 
insurance contracts added to the group in that period and continue to recognise an asset 
for insurance acquisition cash flows to the extent that the asset relates to insurance 
contracts expected to be added to the group in a future reporting period. 



Below are the relevant extracts from the ‘Basis for Conclusions’- 

 
6. BC118 
 
For the contractual service margin, the Board considered whether contracts should be 
measured individually despite the resulting lack of offsetting. Doing so would be 
consistent with the general requirements in IFRS 9 and IFRS 15 and would reflect the 
fact that the entity’s rights and obligations arise from individual contracts with 
policyholders. Measuring contracts individually would also provide a clear measurement 
objective. However, the Board decided that such an approach would not provide useful 
information about insurance activities, which often rely on an entity issuing a number of 
similar contracts to reduce risk. The Board concluded, therefore, that the contractual 
service margin should be measured at a group level. 

7. BC119 
 
Once the Board had decided that the contractual service margin should be measured for 
a group, the Board considered what that group level should be. The Board considered 
whether it could draw on requirements for groups set by insurance regulators. However, 
as noted in paragraph BC15, regulatory requirements focus on solvency not on reporting 
financial performance. The decisions about grouping in IFRS 17 were driven by 
considerations about reporting profits and losses in appropriate reporting periods. For 
example, in some cases the entity issues two groups of insurance contracts expecting 
that, on average, the contracts in one group will be more profitable than the contracts in 
the other group. In such cases, the Board decided, in principle, there should be no 
offsetting between the two groups of insurance contracts because that offsetting could 
result in a loss of useful information. In particular, the Board noted that the less profitable 
group of contracts would have a lesser ability to withstand unfavourable changes in 
estimates and might become onerous before the more profitable group would do so. The 
Board regards information about onerous contracts as useful information about an 
entity’s decisions on pricing contracts and about future cash flows, and wanted this 
information to be reported on a timely basis. The Board did not want this information to 
be obscured by offsetting onerous contracts in one group with profitable contracts in 
another. 

 
 
 
 
 
 
 
 
 
 
 



8. BC123 
 
The Board concluded that it was necessary to strike a balance between the loss of 
information discussed in paragraphs BC119 and BC121–BC122, and the need for useful 
information about the insurance activity as discussed in paragraphs BC118 and BC120.  
 
The Board: 
  

(a) did not want entities to depict one type of contract as cross-subsidised by a 
different type of contract, but also did not want to recognise losses for claims 
developing as expected within a group of similar contracts; and  
 

(b) did not want the contractual service margin of an expired contract to exist as part 
of the average contractual service margin of a group long after the coverage 
provided by the contract ended, but also did not want to recognise a 
disproportionate amount of contractual service margin for contracts lapsing as 
expected within a group of similar contracts. 

 
9. BC124 
 
The Board concluded that the balance described above could be achieved in principle by: 

 
(a) requiring contracts in a group to have future cash flows the entity expects will 

respond similarly in amount and timing to changes in key assumptions—meaning 
that losses on insurance contracts for one type of insurance risk would not be 
offset by gains on insurance contracts for a different type of risk, and would 
provide useful information about the performance of contracts insuring different 
types of risk. 

 
(b) requiring contracts in a group to have similar expected profitability—meaning 

that loss-making contracts could not be grouped with profitable contracts, 
whether at initial recognition or if changes in conditions make a previously 
profitable group loss-making. Hence, such a requirement would provide 
information about loss-making groups of insurance contracts. 
 

(c) requiring groups not be reassessed after initial recognition. 
 

10. BC181 
 
The Board considered whether only insurance acquisition cash flows that are 
incremental at a contract level should be included in the measurement of an insurance 
contract. Those cash flows can be clearly identified as relating specifically to the 
contract. Including cash flows that relate to more than one contract requires a more 
subjective judgement to identify which cash flows to include. 

 
 
 



11. BC182 
 
However, the Board noted that:  

(a) including only insurance acquisition cash flows that are incremental at a contract 
level would mean that entities would recognise different contractual service 
margins and expenses depending on the way they structure their acquisition 
activities. For example, there would be different liabilities reported if the entity 
had an internal sales department rather than outsourcing sales to external 
agents. In the Board’s view, differences in the structure of insurance acquisition 
activities would not necessarily reflect economic differences between insurance 
contracts issued by the entities.  
 

(b) an entity typically prices insurance contracts to recover not only incremental 
costs, but also other direct costs and a proportion of indirect costs incurred in 
originating insurance contracts—such as costs of underwriting, medical tests and 
inspection, and issuing the policy. The entity measures and manages these costs 
for the portfolio, rather than for the individual contract. Accordingly, including 
insurance acquisition cash flows that are incremental at the portfolio level in the 
fulfilment cash flows of the insurance contracts would be consistent with 
identification of other cash flows that are included in the measurement of the 
contracts. 

 
 
Below is the relevant extract from the Summary of the Transition 
Resource Group for IFRS 17 Insurance Contracts meeting held on 6 
February 2018 –  
 
8. TRG members also observed that:  
 
(a) considerations that might be relevant in the assessment of whether the legal form of 
a single contract reflects the substance of its contractual rights and contractual 
obligations include: 
 
(i) interdependency between the different risks covered;  
(ii) whether components lapse together; and  
(iii) whether components can be priced and sold separately. 
 

 

 

 


