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Introduction
With just over 4 years into the Solvency Assessment 
and Management (SAM) framework that fundamentally 
changed the regulatory reporting landscape for 
insurers, the financial reporting landscape is now faced 
with its biggest change in over 20 years – IFRS 17.

The transition from IFRS 4 to IFRS 17 brings with it 
changes to the recognition, measurement, reporting 
and disclosures for insurance contracts. Some of these 
changes are cosmetic in nature whilst others create 
more significant differences when compared to IFRS 4. 

Whilst in principle, the two frameworks have been 
designed to stand alone, the number of overlaps 
cannot be ignored. As the SAM framework uses 
metrics derived from IFRS, differences between IFRS 4 
and IFRS 17 may have consequences on the SAM 
solvency position of the insurer. One such item being 
affected is the Deferred Taxes under SAM.

The Basics
Many elements of the SAM balance sheet are defined 
in accordance with the relevant definitions under IFRS1, 
creating a dependency between SAM and the new 
IFRS 17. 

Furthermore, the total Solvency Capital Requirement 
(“SCR”) for an insurer must be calculated as:

SCR = BSCR + SCROP + SCRPart + AdjDT

Where

BSCR – Basic Solvency Capital Requirement

SCROP – Operational risk capital requirement

SCRPart – Participation risk capital requirement for 
insurance-related participations in the same sector

AdjDT – An adjustment factor for the loss absorbing 
capacity of deferred taxes

The Financial Soundness Standards For Insurers (FSIs) 
makes reference to two deferred tax asset calculations. 
The first (1) is with reference to the economic balance 
sheet where deferred taxes need to be calculated 
based on the difference between the values ascribed 
to assets and liabilities in accordance with the 
principles of the FSIs, and the value ascribed to the 
same assets and liabilities reported for tax purposes2.

The second (2) is with reference to AdjDT which should 
be calculated as the change in the value of the 
insurer’s deferred taxes that would result from an 
instantaneous loss of an amount that is equal to:

SCRShock = BSCR + SCROP + SCRPart

The calculation of above “change in the value of the 
insurer’s deferred taxes” should be calculated in 
accordance with FSI2.1 and subject to a few other 
criteria mentioned in the FSIs.3

One such criteria is that the recoverability assessment 
imposed when determining AdjDT has been limited to 
the insurer’s ensuing three years’ profit. 

IFRS 17 Impact on Deferred Taxes
While similar principles apply to long term insurers, we 
have chosen to illustrate the above changes on a short 
term insurer given the relatively simpler tax rules.

For short term insurers in South Africa, one item that 
affects the taxable income is the difference between 
the accrued premium and incurred claims4. These 
items are typically determined in accordance with IFRS 
principles. 

Hence, to determine the component of (1) arising from 
changes in insurance assets and liabilities, deferred 
taxes are based on the differences between the values 
ascribed to insurance assets and liabilities in 
accordance with the principles of the FSIs, and the 
value ascribed to the same insurance assets and 
liabilities reported under IFRS.
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When IFRS 17 becomes effective, the requirements of 
the new standard will result in changes to the carrying 
value of the insurance assets and liabilities in the IFRS 
financial statements. Consequently, we expect the 
deferred taxes raised on a SAM balance sheet will also 
change on the effective date of IFRS 17.

As (2) represents the “change in the value of the 
insurer’s deferred taxes ”, changes that affect (1) would 
have a direct impact on (2).

Additionally, as the recoverability assessment imposed 
when determining AdjDT has been limited to the 
insurer’s ensuing three years’ IFRS profits, changes 
brought about by IFRS 17 that affect these profits 
would have an impact on (2).

Consider a short-term insurer with the following IFRS 4 
and IFRS 17 balance sheets. In this simple example, we 
have assumed that the insurance liabilities decrease 
when moving from IFRS 4 to IFRS 17 due to the 
removal of implicit margins and allowance for 
discounting. Hence, the equity position on an IFRS 
basis improves.

In this illustrative example, we have also assumed the 
following:

• The insurer does not make use of reinsurance and 
 hence the net technical provisions is equal to the 
 gross technical provisions. 

• Changes brought about to the insurance liabilities 
 when moving from IFRS 4 to IFRS 17 would attract a 
 current tax charge and consequently paid out of the 
 investments. As such, the investments have 
 decreased by 2 000 = (385 000 – 377 593)*27% when 
 moving from IFRS 4 to IFRS 17. 

• No other changes brought about by IFRS 17 or 
 changes to the current tax laws would affect
 this insurer. 
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IFRS 4

Assets 1 010 000

Total investments 1 000 000
IFRS Deferred Tax Asset 10 0000

Liabilities 385 000

Gross Technical Provisions 385 000

Equity 625 000

IFRS 17

Assets 1 008 000

Total investments 998 000
IFRS Deferred Tax Asset 10 000

Liabilities 377 593

Insurance contracts issued that are 377 593
liabilities   

Equity 630 407



The following is noted as we transition from IFRS to SAM:

• The additional deferred tax asset raised from IFRS 4 to 
 SAM is 5 000 = (403 519 – 385 000)*27%

• The additional deferred tax asset raised from IFRS 17  
 to SAM is 7 000 = (403 519 – 377 593)*27%

• While there is expected to be an impact on the SCR as 
 we transition from IFRS 4 to IFRS 17 for a range of 
 reasons, and as the SCR is an input into the risk 
 margin calculation, we would typically expect the risk 
 margin to change post IFRS 17. However, as we are 
 only considering the impact of IFRS 17 on the deferred 
 taxes under SAM, we have assumed that the risk 
 margin would not be affected as we transition from 
 IFRS 4 to IFRS 17 for the purposes of this example. 

• No further adjustment made to Basic Own Funds to 
 arrive at Eligible Own Funds hence Basic Own Funds = 
 Eligible Own Funds.
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IFRS 4

Assets 1 010 000

Total investments 1 000 000
IFRS Deferred Tax Asset 10 000

Liabilities 385 000

Gross Technical Provisions 385 000

Equity 625 000

SAM

Assets 1 015 000

Total investments 1 000 000
SAM Deferred Tax Asset 15 000

Liabilities 403 519

Gross Technical Provisions 403 519
 Best Estimate and 322 000
 Risk Margin 81 519

Basic Own Funds 611 481

IFRS 17 Impact on the SAM Economic Balance sheet – (1)
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IFRS 17

Assets 1 008 000

Total investments 998 000
IFRS Deferred Tax Asset 10 000

Liabilities 377 593

Insurance contracts issued that are 377 593
liabilities
Equity 630 407

SAM

Assets 1 015 000

Total investments 998 000
SAM Deferred Tax Asset 17 000

Liabilities 403 519

Gross Technical Provisions 403 519
 Best Estimate and 322 000
 Risk Margin 81 519

Basic Own Funds 611 481



Where:

A = DTApre shock + SCRshock * 27%

B = DTApre shock - min(A, Tax on ensuing three years’ profit)

C = SCRshock + B

It is important to note that while IFRS 17 does not 
change the total profit of an insurance contract, it has 
the potential to impact the recognition of profit in each 
year. As the FSIs explicitly enforce a 3 year recoverability 
time period for the deferred taxes the AdjDT is directly 
affected by the profit emergence over the next 3 years 
post the 1 in 200 year event. 

Assumptions Prior to IFRS 17 Post IFRS 17

DTApre shock 15 000 17 000

SCRshock 314 815 314 815

Tax on ensuing three years’ profit 50 000 70 000

Solvency Position Prior to IFRS 17 Post IFRS 17

DTApost shock (A) 100 000 102 000

AdjDT (B) (35 000) (53 000)

SCR (C) 279 815 261 815

SAM Eligible Own Funds 611 481 611 481

SCR Cover Ratio 2.19 2.34

From SAM Balance 
Sheet

DTA that would be 
raised post a loss equal 

to SCRshock

Recoverability assessed 
over an explicit 

timeframe
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AdjDT= DTApre shock  - min(DTApost shock , Tax on ensuing 3 year profit)



Conclusion
The transition from IFRS 4 to IFRS 17 brings with it 
changes to the recognition, measurement, reporting 
and disclosures for insurance contracts. Some of these 
changes are cosmetic in nature whilst others create 
more significant differences when compared to IFRS 4. 

As the SAM framework uses metrics derived from IFRS, 
differences between IFRS 4 and IFRS 17 may have 
consequences on the SAM solvency position of the 
insurer. One such item being affected is the Deferred 
Taxes under SAM.

Through the illustrative example, we have observed 
that IFRS 17 is likely to impact both the SAM Eligible 
Own Funds, as well as the SCR. The direction of the 
impact is however very dependent on the insurer’s 
specific balance sheet.

As IFRS 17 looms near, insurers need to start 
considering the impact that it will have on their 
solvency position. 

In addition to meeting regulatory requirements, this 
will allow insurers to think further ahead and consider 
the synergies that could exist between the regulatory 
and financial reporting frameworks. 
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