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A number of points were debated when the interest 
group considered what are directly attributable costs that 
should be included in the fulfilment cash flows. 

It is important that insurers document the rationale 
as to why they believe that certain costs are directly 
attributable. IFRS 17 does not define what ‘directly 

attributable’ means. Insurers are urged to finalise their 
discussion on directly attributable costs with their auditors 
as it may have a big impact on transition numbers. 

We have included examples of costs and views and 
concerns raised by the industry group as to whether these 
costs are directly attributable:

would have been collected, had the income tax been levied 
on the income due to each of the policyholders in their 
individual capacities.  

The question is how such policyholder taxes should be 
accounted for in terms of IFRS 17.

IFRS 17 states the following: 

IFRS 17.B66 and B121 were amended as part of the 
2020 amendments as follows:

Based on the above paragraphs, the income tax payments 
and receipts are included in the fulfilment cash flows (if 
they are specifically chargeable to the policyholder under 
the terms of the contract) as well as the reimbursements 
of amounts specifically chargeable to the policyholder. 

Staff Paper AP2F discussed at the February 2020 IASB 
meeting  noted no profit would arise for the insurance 
entity because cash outflows (income tax payments to the 
tax authority) would always result in equal cash inflows 
(reimbursement of income tax charged to a policyholder).

Based on the above, it seems that R280 should be 
included in the fulfilment cash flows, in other words 
equal to the amount specifically chargeable to the 
policyholder. It will be included as an inflow as the 
amount chargeable to the policyholder, but also as a tax 
cash flow. The tax relief of R84 is not passed on to the 
policyholders and will be reflected in the income tax line 
item in the income statement of the insurer. 

The example may not apply to all insurers. Insurers 
should consider their specific facts and circumstances to 
determine what amounts are specifically charged to the 
policyholder. 

The interest group considered whether income tax 
payments and receipts are specifically chargeable to 
the policyholders and whether this ability to charge is 
reflected in the terms of the contract. The interest group 
specifically referred to IFRS 17.2 which states that −

The terms of contract may be seen as the wording in 
the actual contract with the policyholder. Alternatively, 
members argued that it can be interpreted wider based 
on IFRS 17.2 which refers to ‘contracts can be written, 
oral or implied by an entity’s customary business 
practices’. 

DIRECTLY ATTRIBUTABLE EXPENSES
Cash flows within the boundary of an insurance 
contract are those that relate directly to the fulfilment 
of the contract and include those over which the entity 
has discretion. 

IFRS 17 states the following regarding these cash 
flows:
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Cash flows within the boundary of an insurance 
contract are those that relate directly to the 
fulfilment of the contract, including cash flows for 
which the entity has discretion over the amount or 
timing. The cash flows within the boundary include:

  (j) payments by the insurer in a fiduciary 
capacity to meet tax obligations incurred by the 
policyholder, and related receipts (IFRS 17.B65)

An entity shall consider its substantive rights and 
obligations, whether they arise from a contract, law 
or regulation, when applying IFRS 17. A contract is an 
agreement between two or more parties that creates 
enforceable rights and obligations. Enforceability of 
the rights and obligations in a contract is a matter of 
law. Contracts can be written, oral or implied by an 
entity’s customary business practices.

The following cash flows shall not be included when 
estimating the cash flows that will arise as the 
entity fulfils an existing insurance contract:

  (f) income tax payments and receipts the insurer 
does not pay or receive in a fiduciary capacity or that 
are not specifically chargeable to the policyholder 
under the terms of the contract (IFRS 17.B66)

Paragraph 83 requires the amount of insurance 
revenue recognised in a period to depict the transfer 
of promised services at an amount that reflects 
the consideration to which the entity expects to be 
entitled in exchange for those services. The total 
consideration for a group of contracts covers the 
following amounts:

  (ia) amounts related to income tax that are 
specifically chargeable to the policyholder’ (IFRS 
17.B121)

Example

The expected policyholders’ share of the investment 
return earned on underlying items is R1 000. The 
policyholder tax rate is 28%. Charges of R280 will be 
specifically charged to the policyholders in respect of this 
investment return.

The company also has R300 of expenses and obtains 
tax deduction of R84. This tax relief is not credited to the 
policyholders. The payment to the South African Revenue 
Service is for the net amount of R196 (R280 – R84).

Should R280 or R196 be included in the fulfilment cash 
flows?

The cash flows within the boundary of a contract include: 

  (l) an allocation of fixed and variable overheads 
(such as the costs of accounting, human resources, 
information technology and support, building 
depreciation, rent, and maintenance and utilities) 
directly attributable to fulfilling insurance contracts. 
Such overheads are allocated to groups of contracts 
using methods that are systematic and rational, and 
are consistently applied to all costs that have similar 
characteristics (IFRS 17.B65).

IFRS 17.B66 states that the following cash flows shall not be included in the fulfilment cash flows: 

  (d) cash flows relating to costs that cannot be directly attributed to the portfolio of insurance contracts that 
contain the contract, such as some product development and training costs. Such costs are recognised in profit or 
loss when incurred

Cost Consideration (by interest group) as to whether the cost is directly 
attributable

Executive office costs 

•  Group CEO/CFO / CRO/ CIO salary and 
benefits

•  Insurer CEO/ CFO/CRO/ CIO salary and 
benefits

It could be argued that the portion of the cost that is directly attributable 
will be dependent on the organisational structure, lines of business and the 
various functions and activities of the executives. 

On that basis, the salary and benefits costs relating to the group executives 
may not be directly attributable while the insurer executive salary and 
benefits costs are directly attributable to the group of insurance contracts.

Audit fees

•  Internal audit

•  External audit

Some members believed that an entity would not be able to fulfil a contract 
without being audited. 

However, directly attributable does not necessarily mean unavoidable costs 
incurred by insurers or costs required to run the business of an insurer. 

On that basis, there should be a good rationale documented as to why audit 
fees are directly attributable. 

Compliance, regulatory and finance 
(CRF)

•  Regulatory returns, for example SAM 
returns

•  Preparation of financial statements 

•  CIPC filing

Some argued that regulatory costs incurred by virtue of the entities being 
insurers are considered to be directly attributable, for example SAM returns.

It was also argued that regulatory compliance costs that would have been 
incurred by any other normal business are not directly attributable.

Similarly, as discussed above for audit fees, there should be a good rationale 
as to why some of the CRF costs are directly attributable. 

Marketing

•  General branding of entity

•  Specific business line or product

Some members argued that general marketing cost is not directly 
attributable as the cost cannot be attributed to a specific contract/product.

They further argued that specific marketing cost would be directly 
attributed when there is a clear link between the cost and the business 
sold on the basis that the marketing cost is an essential element of 
starting a group of insurance contracts.
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As can be seen from the above analysis, there are 
various views in the industry as to which costs are 
directly attributable and which costs are not directly 
attributable. As indicated above, a good, supportable 
rationale should be provided as to why certain costs 
are directly attributable. When only a percentage of 
the costs are directly attributable, also explain how the 
percentage is calculated. 

Lastly, insurers should document how the overheads 
are allocated to groups of contracts using methods that 
are systematic and rational, for example using hours 
spent by employees. 

NOTES
1   IFRS 17 Insurance Contracts is effective for year-ends commencing on or 

after 1 January 2023.

2   https://www.ifrs.org/content/dam/ifrs/project/insurance-contracts/
current-stage/educational-materials/why-change-insurance-contracts-
accounting.pdf.

3   IFRS 17 defines the liability for incurred claims as an entity’s obligation 
to ‘investigate and pay valid claims for insured events that have already 
occurred, including events that have occurred but for which claims have 
not been reported, and other incurred insurance expenses and pay 
amounts that relate to insurance contract services that have already 
been provided or any investment components or other amounts that are 
not related to the provision of insurance contract services and that are 
not in the liability for remaining coverage” (IFRS 17 Appendix A).

4   The liability for remaining coverage is ‘an entity’s obligation to investigate 
and pay valid claims under existing insurance contracts for insured events 
that have not yet occurred (ie the obligation that relates to the unexpired 
portion of the insurance coverage)’ (IFRS 17, appendix A).

5   https://www.ifrs.org/content/dam/ifrs/meetings/2020/february/iasb/ap2f-
amendments-to-ifrs.pdf.
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Cost Consideration (by interest group) as to whether the cost is directly 
attributable

Product development

•  Continuous research for new products 
and benefits 

•  Development costs of new products 
and benefits 

Some members applied IAS 38 Intangible Assets (IAS 38) principles to 
determine whether these costs are directly attributable. IAS 38 research 
and development cost should be expensed and is not a directly attributable 
cost. However, IFRS 17 does not cross-reference to IAS 38.

Training

•  Generic such as staff induction to the 
business

•  Specific to staff and brokers on the 
insurance policies, features and benefits

Members argued that generic staff training is not a directly attributable 
cost as the training is not necessary to fulfil insurance contracts. 

Some members believed that the training provided to staff and brokers 
on insurance products, features and benefits will be directly attributable 
unless the training is related to new products. 

Human resources

•  The cost associated with hiring 
and staff management and payroll 
processing

Some members argued that where costs are necessary for staff to fulfil 
the insurance contracts, these costs are directly attributable.

Other members argued that human resources cost is an unavoidable 
cost and will be incurred by any entity and therefore are not directly 
attributable.

Buildings and premises

•  For the space associated with the staff 
and departments that ‘are directly 
attributable’ 

•  For the space associated with the staff 
and departments that ‘are not directly 
attributable 

Some members argued that the cost for the space associated with the staff 
and departments that are directly attributable relates to fulfilling insurance 
contracts. 

On the same basis, the cost for the space associated with the staff and 
departments that are not directly attributable does not relate to fulfilling 
insurance contracts. 

IT costs

•  General IT costs such as servers, 
networks, general software licences 

•  IT costs incurred for the development of 
the IFRS 17 software

Members argued that some of the general IT costs may be allocated to the 
fulfilment of insurance contracts as the costs are directly attributable. 

Members argued that IT costs incurred for the development of IFRS 17 
software are not a fulfilment cash flow as it is an expense that will be 
incurred once-off to prepare for the implementation of IFRS 17. 

Employee benefits and salaries

•  Salary + incentives + reimbursements

•  Staff entertainment – including team 
building and year-end party

•  Professional fees (SAICA + actuarial)

•  Recruitment costs

Some members argued that most of the salary costs and benefits will be 
directly attributable to fulfil insurance contracts for staff that are involved 
in fulfilling the insurance contract, that is, brokers and the insurer finance 
team.
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