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Section 1: About this guide

Purpose and
scope

The Victorian Auditor-General's Office (VAGO) has developed Guidance for Public Sector
Entities — AASB 17 Insurance Contracts to assist public sector entities in assessing whether
arrangements fall within the scope of AASB 17. This guide is limited to scope assessment and
does not address measurement, presentation or disclosure requirements. Where an
arrangement is determined to be within the scope of AASB 17, entities are required to apply
all other applicable requirements of the standard.

The examples included in this guide are provided for explanatory purposes only. Actual facts
and circumstances may differ, and the examples should not be relied upon as accounting
advice. Entities must exercise professional judgement in assessing the full facts and
circumstances of each arrangement and obtain appropriate advice where necessary.

This guide is general in nature and is not tailored to the specific circumstances of any
individual entity. It reflects the requirements in effect at the date of publication. Subsequent
amendments to accounting standards, other authoritative pronouncements, or legislation may
affect its continuing applicability.

Section 2: Definition of an insurance contract

Key concept

An arrangement under which one party accepts significant insurance risk from another party
by agreeing to compensate that party if a specified uncertain future event adversely affects
them [AASB 17, Appendix A].

In this regard, the form of the arrangement is not determinative; substantive rights and
obligations may arise from a contract, law or regulation.

Section 3: Terminology in AASB 17 for Public Sector Application

Use of generic
terms and
rationale

Appendix E uses the broader terms “arrangement” and “participant” to reflect the nature of
public sector activities.

Public sector arrangements may take many forms and are not always entered into through a
contract. Consequently, some arrangements will fall within the scope of AASB 17 and be
insurance contracts, while others will not.

Likewise, participants in public sector arrangements may not be policyholders in the
traditional sense, even where the arrangement is within the scope of AASB 17. The use of this
terminology enables Appendix E to apply to the full range of public sector activities that may,
or may not, give rise to insurance contracts. [AASB17.E3]
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Section 4: Criteria for determining whether public sector arrangements fall

within the scope of AASB 17

/Step 1:1s it judged that both pre-requisites are\

established? [paragraphs E9-E17]

Does the
arrangement have an
identifiable coverage

Is the
arrangement
enforceable?

AND

period?

The arrangement is OUTSIDE the scope of the
Standard

L

[paragraphs E18-E30]

The arrangement’s funding
is sourced from those who
stand to benefit from
coverage

Step 2: To what extent are the two indicators,
considered on a collective basis, judged to be met?

The arrangement involves
accepting risks and
benefits the same as, or
similar to, those offered by
private sector insurers

NOT SIGNIFICANTLY

TOA

of the Standard

The arrangement is LIKELY TO BE OUTSIDE the scope

pil
)

N’

SIGNIFICANT EXTENT

Does the entity have objectives, policies
and processes for managing risks
associated with the arrangement, and have
its financial performance assessed against
those objectives, and how successfully it
applies those policies and processes?

Step 3: If Step 2 is not definitive, does a collective assessment of the
two other considerations lead to a judgement that the arrangement
gives rise to insurance contracts? [paragraphs E31-£36]

Does the entity have a
separate fund, or earmarked
assets, restricted to being
used to meet benefits
associated with the
arrangement?

The arrangement is OUTSIDE the scope of the Standard

Source: Appendix E to AASB 17.
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WITHIN the scope of
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The arrangement
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Section 5: Guidance on application of the criteria

Applying the pre-requisites, indicators and other considerations
Pre-requisites ~ To summarise the flowchart above, a public sector entity needs to consider whether AASB 17
applies to an arrangement only if, both of the following pre-requisites are met:
e the arrangement is enforceable; and

e the arrangement has an identifiable coverage period.

Indicators When both pre-requisites are met for an arrangement, an entity applies the following
indicators collectively (subject to paragraphs 8 and 8A of AASB 17) to determine whether the
arrangement gives rise to insurance contracts within the scope of AASB 17:

e the source and extent of funding; and

e the similarity of risks covered and benefits provided.
Note: Paragraphs 8 and 8A of AASB 17 specify circumstances in which contracts that meet the
definition of an insurance contract may instead be accounted for as revenue contracts or
financial instruments under AASB 15 Revenue from Contracts with Customers or AASB 9
Financial Instruments. Entities should refer to those paragraphs and apply the relevant
requirements when assessing whether accounting under AASB 15 or AASB 9 is appropriate in
their circumstances.

Other When the indicators do not conclusively determine whether an arrangement gives rise to
considerations  jnsurance contracts within the scope of AASB 17, a public sector entity applies the following
additional considerations collectively to reach a conclusion:

e the management practices and assessment of financial performance applied; and

e the existence of a separate fund, or earmarked assets, that are restricted to being
used to meet benefits.
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VAGO

Victorian Auditor-General’s Office

Section 6: Captive insurance

Background
and context

Key
requirement

A captive insurer is a public sector entity that conducts activities which, on a stand-alone basis,
fall within the scope of AASB 17 and whose policyholders are part of the same whole of
government as the entity. [AASB 2022-9.6B]

The standard setters noted that governments also create captive insurers and the key rationale
is typically to:

centralise the administration of insurable risks across a complex group of entities and
coordinate risk management policies and processes;

charge premiums to other government agencies and, thereby, create incentives for
them to manage risks; and

in some cases, coordinate in a cost-beneficial manner the acquisition of

insurance/reinsurance coverage from an external insurer/reinsurer. [AASB 2022-
9.BC261]

The standard setters observed that, at the whole-of-government level:

transactions between the captive insurer and other government agencies are
eliminated;

any (re)insurance contracts between the captive and third-party insurers are treated as
insurance contracts in which the government is a policyholder; and

any remaining liabilities to third parties (for example, to government employees for
workplace injuries) would be accounted for by applying AASB 2022-9. [BC262]

The Boards considered whether they should:

in the context of the requirements imposed on private sector Australian-based captive
insurers, explicitly require public sector captive insurers that prepare general purpose
financial statements to apply AASB 17; or

given the eliminations at the whole-of-government level, explicitly scope public sector
captive insurers out of applying AASB 17. [AASB 2022-9.BC263]

After due process and deliberations, AASB concluded:

No modifications to the application of AASB 17 for captive insurers will be made for
the purposes of their stand-alone financial statements, when they control the
insurance activities and when their activities would fall within the scope of AASB 17
based on the pre-requisites, indicators and other considerations. For assessing
whether the captive insurer controls the insurance activity some guidance is provided
in BC 266 of AASB 2022-9.. This is likely to be an area of significant judgement.

However, a free choice is permitted for government departments to apply either
AASB 17 or AASB 137 to prepare administered item information on captive insurers
that do not prepare stand-alone general purpose financial statements. This would
avoid governments being forced to apply different forms of accounting at the entity
and consolidated levels, but not necessarily when there are stand-alone general
purpose financial statements as well. This is consistent with the principle that each
entity applies Standards based on its own perspective and circumstances in the
context of stand-alone general purpose financial statements, but not in an
administered items context. [AASB 2022-9.BC 273 and 274
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Section 7: Other key terms

Insurance risk
Vs
financial risk

Uncertain
future event

Payments in
kind

The definition of an insurance contract requires that one party accepts significant insurance
risk from another party. AASB 17 defines insurance risk as 'risk, other than financial risk,
transferred from the holder of a contract to the issuer’. A contract that exposes the issuer to
financial risk without significant insurance risk is not an insurance contract. [AASB17.B7] For
more details please refer paragraphs B7-B16 of Appendix B of AASB 17 on distinguishing
between insurance risks and other risks.

Uncertainty (or risk) is the essence of an insurance contract. Accordingly, at least one of the
following should be uncertain at the inception of an insurance contract:

e the probability of an insured event occurring;
e when the insured event will occur; or

e how much the entity will need to pay if the insured event occurs [AASB17.B3]

Some insurance contracts require or permit payments to be made in kind. In such cases, the
entity provides goods or services to the policyholder to settle the entity's obligation to
compensate the policyholder for insured events. An example is when the entity replaces a
stolen article instead of reimbursing the policyholder for the amount of its loss. Another
example is when an entity uses its own hospitals and medical staff to provide medical services
covered by the insurance contract. Such contracts are insurance contracts, even though the
claims are settled in kind. [AASB 17.B6]

Section 8: Key resources

1 AASB 17 Insurance Contracts

2 AASB 2022-9 Amendments to Australian Accounting Standards — Insurance Contracts in the
Public Sector (includes Appendix E and related basis for conclusions)

17 | Guidance for Public Sector Entities — AASB 17 Insurance Contracts | Victorian Auditor General's Office
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