Stretnutie  Pracovnej skupiny k IFRS 17

Dátum: 4.10.2017
Prítomní: podľa prezenčnej listiny


Program

1. Úvod
1. Hlavné zmeny, ktoré vyplývajú z IFRS 17 (prezentácia Deloitte)
1. Stanovenie cieľov a priorít PS k IFRS 17
1. Rôzne


K bodu 1:
P.Bachniček informoval, že  PS k IFRS 17 vznikla na podnet sekcie Risk manažment. Do skupiny boli nominovaní zástupcovia poisťovní z oblastí účtovníctva,  aktuárskej funkcie, výkazníctva, kontrolingu, risk manažmentu, daní a  finančných investícií. V súčasnosti má skupina 77 členov. Na stretnutia pracovnej skupiny nebudú chodiť všetci, ale vždy iba odborníci na oblasť, ktorá sa bude prerokúvať.  O výsledkoch stretnutí však budú informovaní všetci členovia pracovnej skupiny. Na stretnutiach pracovnej skupiny prisľúbili sa zúčastňovať aj zástupcovia audítorských spoločností (Deloitte, E&Y, KPMG, PWC).

K bodu 2:
P. Strašák odprezentoval pohľad spoločnosti Deloitte na kľúčové zmeny, ktoré štandard IFRS 17 prináša.
Prezentácia od Deloitte:


P.Hančár (KPMG) doplnil prezentáciu o odhad nákladov najväčších spoločností na implementáciu IFRS 17. 
Prezentácia od KPMG:


K bodu 3:
Pracovná skupina  k IFRS 17 sa bude snažiť dosiahnuť nasledovné ciele:
· správne pochopenie  štandardu IFRS 17, 
· pripraviť informácie o dopade implementácie IFRS 17 na poistný trh (zmeny vo vykazovaných  údajoch – napr. vo výkaze ziskov a strát, spôsob stanovenia podielu na trhu, ap.) 
· pripraviť podklady na riešenie daňových  aspektov implementácie štandardu,

[bookmark: _GoBack]Na základe diskusie bol dohodnuté, že nasledujúce zasadnutie PS bude vo štvrtok 26.10.2017 o 9:00 a témou stretnutia  bude Transition.  Na stretnutie by mali prísť členovia PS za oblasť účtovníctva a aktuári (maximálne 2 osoby za poisťovňu), ktorí budú mať naštudované základné pojmy, s ktorými štandard pracuje, a Prílohu C. P.Strašák sa ponúkol spraviť úvodnú prezentáciu k téme Transition. 

Najneskôr do budúceho stretnutia PS pripravia p.Kľučovská, p.Vida, p.Marendiak a p.Bachniček (aj na základe informácie od p.Strašáka o skúsenostiach z podobného projektu v ČAP) návrh programu ďalších stretnutí PS k IFRS 17.

P.Strašák informoval, že spoločnosť Deloitte spolupracuje na IFRS 17 aj s Českou asociáciou poisťovní, kde okrem bezplatných účastí na stretnutiach ponúka ako platenú službu prípadovú štúdiu vzorovej poisťovne s porovnaním účtovníctva pred a po zavedení IFRS 17.  

P.Bachniček požiadal členov PS k IFRS 17, aby do 11.10.2017 preverili vo svojich spoločnostiach, či by  mali záujem prostredníctvom SLASPO aj o  objednanie platených služieb súvisiacich s IFRS 17 (napríklad o spomínanú prípadovú štúdiu), ak by sa ich spoločnosti mali podieľať na nákladoch takéhoto projektu (platené služby v súvislosti s IFRS 17 SLASPO nemá zahrnuté v rozpočte). Náklady na projekt by sa medzi poisťovne delili obdobne ako príspevky pre SLASPO - 60% rovnomerne, 40% podľa podielu na trhu (pri veľkom záujme poisťovní by sa dalo uvažovať priamo o navýšení rozpočtu SLASPO na rok 2018). 

P.Žáková informovala, že záujem zúčastňovať sa stretnutí PS k IFRS 17 prejavili aj niektorí zamestnanci MF SR. P.Bachniček bude informovať o stretnutiach pracovnej skupiny p.Adame a p.Šalkovičovú a v prípade ich zájmu sa budú stretnutí  zúčastňovať.

K bodu 4:
P.Bachniček upozornil členov PS, že na členskej zóne SLASPO (Členská zóna > Ekonomika a financie > Účtovníctvo > IFRS 17 - nový štandard pre poistné zmluvy) sú publikované dokumenty k IFRS 17. 
image3.emf
20171004 KPMG  agenda na stretnutie.pptx


20171004 KPMG agenda na stretnutie.pptx
IFRS 17

Potenciálne témy na diskusiu na stretnutiach pracovných skupín SLASPO

—

Október 4, 2017











‹#›

© 2017 KPMG Slovensko spol. s r.o., a Slovak limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Témy na diskusiu / vyjasnenie otázok

Predmet štandardu – definícia poistnej zmluvy, ale najmä požiadavky na oddelenie investičných (IFRS9) a servisných (IFRS15) zložiek



Všeobecný model (General measurement model):

Rozdelenie kmeňa poistných zmlúv na portfóliá/skupiny zmlúv, 

Vyhodnotenie stratových (onerous) zmlúv

contract boundary (napr. rozdiely oproti S2, recognition, derecognition, zmeny na zmluvách)

odhad budúcich CF (odvodenie predpokladov, napr. alokácia nákladov na priame/nepriame, na obstaranie/správu)

diskontná sadzba (odvodenie, ale aj použitie v jednotlivých prípadoch: locked-in/current)

risk adjustment (možné praktické prístupy k výpočtu, ale aj napr. rozdiely oproti S2)

CSM / loss component – rozpúšťanie v čase (výklad definície coverage units, použitie locked-in DR)

Please Note: Document classification is not to be removed.
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Témy na diskusiu / vyjasnenie otázok

Praktické aspekty účtovania/vykazovania pri GMM: napr. čo s pohľadávkami a opravnými položkami?



Zjednodušenia a modifikácie GMM - PAA a VFA: výklad definície (najmä VFA) aplikovateľnosť pre špecifické produkty na našom trhu, účtovanie zaistenia,



Prezentácia / štruktúra výkazov (súvaha, VZS, výkaz komplexného výsledku)



Prechod z IFRS4 na IFRS 17 – praktické aspekty jednotlivých metód (úplná / modifikovaná retrospektívna, fair value metóda), údaje zverejnené v poznámkach



Daňové aspekty pri prechode



Zosúladenie implementácií IFRS17 a IFRS9



Please Note: Document classification is not to be removed.
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Analýza prístupov k implementácii

Štúdia KPMG, leto 2017
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Hlavné zistenia

Na základe analýzy, ktorú vykonalo KPMG na 12 veľkých poisťovniach (6 multi-line, 6 life)  vo svete počas leta 2017 možno konštatovať:

Jedna globálna skupina má výrazný náskok oproti ostatným, začali už v 2014,

Odhad nákladov na implementáciu (t.j. bez dopadu na dane, dividend atď.) sa stále vyvíja, ale na úrovni skupín je to rádovo viac ako 100 mil $ (každá),

Očakáva sa že odhad nákladov ešte porastie: bude potrebných stále viac externých zdrojov ako sa bude približovať dátum implementácie,

Implementácia je často spojená s ďalšími aktivitami (optimalizácia procesov, napr. aj Solvency 2, modernizácia nástrojov a centralizácia procesov), ktoré z dlhodobého hľadiska mali priniesť úsporu celkových nákladov,

Plány, resp. časové harmonogramy implementácie sú si v zásade podobné, keďže termín je jasný. Rozdiely sú v rozsadu a počte dopadových štúdií, dry-runs, paralelných behov,

Asi polovica skupín spojila implementáciu s IFRS9

Výrazný lobbing v Európe a Ázii v špecifických otázkach



Please Note: Document classification is not to be removed.
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Roadmap

Legend:









  Impact  Assessment                                Implementation                                     Dry Runs / Rollout                                 Parallel Runs                                          Business As Usual (BAU)    



Pilots, Full Approach or Top Down Approach

Most implementations are commonly implemented in waves

Iterative process typically resulting in adjustments and reruns

Producing results in real-time, may or may not be in full production

Producing results in full production mode and in real-time



Company 1

Company 2

Company 3

Company 6

Company 8

Company 9

Company 10









2016

2017

2018

2019

2020

2021





































Pilot

Full Approach





Pilot

Full Approach





Full Approach

Pilot

Company 4

Company 5

Company 7



Pilot

No Information



Pilot

No Information



Pilot



Full Approach









Pilot

No Information

Company 11



Pilot



Full Approach



















Pre studies

Company 12



Pilot



Full Approach









Cash flow generation

All other implementation
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Agenda


Part 1: Introduction to IFRS 17


Part 2: Measurement methodology


• Overview


• General model (BBA) 


• Variable Fee Approach (VFA)


• Premium Allocation Approach


Part 3: Key considerations


• Unit of Account


• New financial statements and KPIs


Part 4: Challenges
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Part 1: Introduction to IFRS 17
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Introduction to IFRS 17


Aim and history of the project
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Why new standard for insurers?


Implementation of IFRS 17


Comparability Updated assumptions Transparency


1. Lack of comparability among 
insurers


Varying practices in applying 
IFRS 4


Various approaches even within 
insurance Groups


2. Lack of comparability 
between sectors of economy


Revenues include deposits


Different approach to revenue 
recognition


1. Outdated biometric 
assumptions


Assumptions are not adjusted to 
changing market environment


No lapse assumptions


2. Outdated Economic 
assumptions


Fixed technical rates, effects of 
changes not disclosed


1. Lack of important disclosures


Not enough information on 
analysis of change and its 
sources


2. Cashflow-based accounting


Financial reporting based on 
cashflows, and not on providing 
service during insurance period
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What do we know today?


Implementation of IFRS 17


Publication of 
the standard


18 May 2017


Implementation 
of IFRS 17


1. Annual 
reportingQ1


2017 2019 2020 20212018


Q2 Q3


YE


Implementation of IFRS 9


Possibility of deferral of IFRS9 if insurance 
activity is prevailing.


Q1 Q2 Q3


YE


Comparative Reporting
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Introduction to IFRS 17


What is an insurance contract?
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Characteristics of contracts in IFRS 17


Implementation of IFRS 17


Contract boundaries


Defining what is the scope of 
cashflows to be included in the 
valuation


Types of contracts


Contracts under IFRS 17


Components of insurance contracts which 
will have to be excluded from IFRS 17 (i.e. 
service components or investment 
components)


Components of contracts  
(„unbundling”) 
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Contracts in terms of IFRS 17 (1 / 2)


Implementation of IFRS 17


Insurance 
contract


Risk transfer 


Significant insurance 
risk 


Uncertain event


Negative impact on the 
policyholder or the cedant


Reinsurance 
contract (active)


Reinsurance 
contract  
(passive)


An investment contract 
with a discretionary 
participation feature


Contracts in terms of IFRS 17


„


Insurance contract:


A contract under which one party (the issuer) accepts significant 
insurance risk from another party (the policyholder) by agreeing to 
compensate the policyholder if a specified uncertain future event 
(the insured event) adversely affects the policyholder.”


„


Reinsurance contract:


An insurance contract issued by one entity (the ‘reinsurer’)
to compensate another entity (the ‘cedant’) for claims arising from one 
or more insurance contracts that are issued by the cedant (underlying
contracts).”
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Contracts in terms of IFRS 17 (2 / 2)


Implementation of IFRS 17


Insurance contract


Additional amounts 
expected to be a 
significant portion of the 
total contractual benefits


Possible discretionary 
element


Specified pool of underlying
items


Reinsurance contract 
(active)


Reinsurance contract  
(passive)


An investment contract 
with a discretionary 
participation feature


Contracts in terms of IFRS 17


Investment contract with a discretionary participation feature:


A financial instrument that provides a particular investor with the contractual right 
to receive, as a supplement to an amount that is not subject to the discretion of the 
issuer, additional amounts: 


(a) that are expected to be a significant portion of the total contractual benefits; 


(b) the timing or amount of which are contractually at the discretion of the issuer; 
and


(c) that are contractually based on: 


(i) the returns on a specified pool of contracts or a specified type of contract; 


(ii) realised and/or unrealised investment returns on a specified pool of assets 
held by the issuer; or 


(iii) the profit or loss of the entity or fund that issues the contract.”


„
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Unbundling – investments components


Implementation of IFRS 17


a) Is separate measurement 
impossible?


OR


b) Is the policyholder unable 
to benefit from one 
component without the 
other components, e.g. 
lapsing from one would 
mean also lapsing the 
other?


Unbundling


YES No unbundling required


NOYES


Unbundling required


Are there similar 
products sold?


NO
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Unbundling – service components


Implementation of IFRS 17


a) Are cash flows and risks of 
the insurance and service 
components highly 
interrelated? 


AND


b) Is there a significant 
service of integrating the 
insurance and service 
components?


Unbundling


YES No unbundling required


NOYES


Unbundling required


a) Are there similar products sold?


OR


b) Is the policyholder unable to 
benefit from the service without 
the other components?


NO
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Contract Boundaries 


Implementation of IFRS 17
Contract Boundaries


Insurer has the right or practical ability 
to reassess the risks for the portfolio 
of insurance contracts that contain the 
contract and set a price or level of 
benefits to fully reflect the risks of that
portfolio, and;


Pricing for coverage up 
to the date that the risks 
are reassessed does 
not take into account  
the risks that relate to 
future periods.


Insurer has the right or practical ability to reassess the risks of the
particular policyholder and, as a result, can set a price or level of 
benefits to fully reflect the risks.


cash flows


1


2a 2bThe earliest of :


• the beginning of coverage; or
• the date on which first 


premium is due,
• date when facts and 


circumstances indicate that a 
contract can be onerous


Within the boundary
The policyholder is obliged to pay the premium


Substantive obligation
An insurer needs to provide coverage or other services to policyholders


Contract 
Boundary


(beginning)


Contract 
Boundary


(end)
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Part 2: Measurement methodology
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Measurement Methodology


Overview of methods
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Overview


Basic methods


Produkt BBA


Life insurance


Endowment with no profit 
sharing


Endowment with profit-sharing


Unit-linked


Group products


Non-life insurance –
future coverage


Non-life insurance –
future coverage


BUILDING BLOCK 
APPROACH (BBA)


Basing method 
applied to all products 
both life non-life 
insurance.


Possible one
exemption – PAA and 
two modifications
(VFA):


• VFA (obligatory)
• PAA (optional)


VARIABLE FEE 
APPROACH (VFA)


Applied in life 
insurance


Permissible only in 
products satisfying 
specific rules 
(products with clearly 
defined profit sharing 
and „UL” contracts


Close to „BBA” 
enables several 
modifications


PREMIUM 
ALLOCATION 
APPROACH (PAA)


Method for short-term 
contracts, applied 
mainly in non-life 
insurance


Permissible only for 
liabilities with future 
cover


PAAVFA
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Diagram


Basic methods


General model „BBA”


Liabilities – future coverage Liabilities – past coverage


PAA 
(„Premium Allocation


Approach”)


VFA 
(„Variable Fee


Approach”)


Modified BBA


xxx
• Market assumption


changes taken into


account in the CSM


• Discretionary benefits


changes included in the 


CSM


xxx


• No CSM


• Mainly for short-term 


contracts (less than 12 


months)


Simplified Modification
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Measurement Methodology


General model
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Overview measurement at initial recognition 


Building Block Approach


Measured as the 
difference between the 
risk-adjusted present 
value of expected inflows 
and outflows at inception. 


Quantifies the deferred profit 
the insurer expects to earn 
as it fulfils the contract


Obligation to provide service, 
measured at inception as the 
expected contract profit


An assessment of the 
uncertainty about the 
amount of future cash 
flows


Adjustment of future cash-
flows resulting from time 
value of money


Expected cash flows from 
premiums and claims and 
benefits


Block 4:
Contractual Service 
Margin


Value of cashflows to 
fulfil obligations


Block 2:
Time Value of 
Money


Block 1:
Expected Future
Cash Flows 


Block 3:
Risk Adjustment


Block 1


Block 4
Block 2


Block 3


Block 1+2=


Present Value of 
Future Cashflows







IFRS 17© 2017 Deloitte 20


Block 1: Future cash flows


Building Block Approach


Block 1


Block 4


Block 2


Block 3


Block 
1+2


=
C
A
S
H


 O
U


T
 F


L
O


W
C
A
S
H


 I
N


 F
L
O


W


Premiums


Time


Taxes Deaths


Direct Attr. 
Acquisition 
Costs


Surrenders


Costs


Deaths


Surrenders


Costs Costs


Maturities


Accounting Perspective of the Insurance 
Contract Liability whereby : negative 
amount increases liability and positive 
amount decreases liability


Costs – directly attributable
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Block 2: Time value of money


Building Block Approach


Liquidity premium


Both approaches should 
lead to the same 
outcome


• Duration mismatches


• Credit risk (external and own)


• The other factors that are not 
relevant to the insurance 
liability


• No need to include other 
liquidity adjustments


Insurance liability – Discount Rate


Risk free rate


Reference portfolio rate


„Top-down” „Bottom-up”


-


+


Block 1


Block 4


Block 2


Block 3


Block 
1+2


=
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Block 3: Risk adjustment 


Building Block Approach


Specific for each insurer


Diversified


Comprehensive


Principle-based approach


Measure of uncertainty


Building Block Approach


Block 1


Block 2


Block 
1+2


=


Block 4


Block 3
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Block 4: CSM


Building Block ApproachBuilding Block Approach


Block 1


Block 2


Block 
1+2


=


Block 1


Block 2


Block 3Block 
1+2=


Block 1 + Block 2 + Block 3 < 0


Recognise Contractual Service Margin


Block 1 + Block 2 + Block 3 > 0


Recognise Day One Loss (Onerous Contract)


Block 4


Block 3
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Life: Building Block Approach or Variable Fee Approach


Life insurance provisions (traditional & UL) accounting


Inception Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10


In
s
u
rn


a
c
e
 C


o
n
tr


a
c
t 


L
ia


b
il
it
y
 (


A
s
s
e
t)


PV Fulfilment Cash Flows Risk Margin Contractual Service Margin


Math. reserve IFRS liability


Provision development for one contract


NOW IFRS17


• Profit (CSM) is locked at interception


• Risk of unbundling – saving component may be 
accounted as investment contract


Math. reserve IFRS liability


Business 
relevancy for 
transition
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Whole change 
amortised by 
CSM, no direct 
influence on 
current year’s 
results


Building Block Approach: assumption changes may affect profit


General Model of IFRS 17 liabilities measurement


Example 1: No assumption changes


YEAR 1 YEAR 2


EPV


CSM


RA RA


CSM


EPV


CSM


RA


Change of EPV and RA


Events of the 
current period


Related profit or 
loss recognised 
immediately in 
P&L


Non-economic 
assumptions 
relating to 
future periods


Favourable:


Increase CSM


If Loss 
Component 
exists (CSM=0), 
it has to be 
reverted in P&L 
before CSM is 
re-established


Unfavourable:


Decrease CSM
until exhaustion 
(CSM shall not 
be negative)


Once CSM is 
exhausted, loss 
is recognised in  
P&L


Example 3a: Unfavourable assumption change as 
of 2nd year


Risk 
margin


CSM


BEL


CSM


EPV


CSM


RA


EPV


CSM


RA


EPV


RA


Example 3b: Unfavourable assumption change as 
of 2nd year


Part of change 
amortised by 
CSM, the 
remaining part 
directly influences 
results


Risk 
margin


CSM


BEL


CSM


YEAR 1 YEAR 2


EPV


CSM


RA


EPV


CSM


RA


Initial 
assumptions


New 
assumptions


EPV


CSM


RA


Example 2: Favourable assumption change as 
of 2nd year


Whole difference 
increases CSM, 
no direct 
influence on 
current year’s 
results


Risk 
margin


CSM


BEL


CSM


EPV


CSM


RA


EPV


CSM


RA


EPV


CSM


RA


YEAR 1 YEAR 2 YEAR 1 YEAR 2


Initial 
assumptions


New 
assumptions


Initial 
assumptions


New 
assumptions
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Summary of changes in estimates


Building Block Approach


CSM OCI P&L


Lapse/Surrender


Mortality


Morbidity and recovery


Directly attributable maintenance and acquisition expenses


Expense inflation


Risk Adjustment


Discount rate


Expected credit losses on RI assets


IBNR


Other assumptions in respect of past coverage
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Life: Building Block Approach (BBA)


Key P&L items will disappear (GWP) or change (bottom line)


P&L as 
now


P&L under IFRS17


% of GWP used as 
deposit for 
future claims


Gross Written Premium
28 000


Claims
-14 000


Expenses
-6 500


Change in insurance liability
-3 500


Technical profit
4 000


Investment income
2 000


Profit
6 000


Other Comprehensive 


income 100


Expected CF payouts over period  


(claims, expenses, surrenders,…) 20 000


Release of risk margin
2 000


Release of contractual service 


margin 4 000


Revenue
26 000


Actual CF (claims,…)
-14 000


Actual expenses
-6 500


Underwriting result
4 500


Interest income
500


Profit
5 000


Other Comprehensive Income
500


X


X


• Similar to profit by source method


• No much difference between single and regular premium products
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Profitability pattern of long-term contracts


Impact on new business planning, possibly as soon as 2018 (planning of 2019-
2021)


Product profitability measurement – break event not valid, to define new measure 
of product performance (such as CSM/premium)


-120


-100


-80


-60


-40


-20


0


20


40


60


80


1 2 3 4 5 6 7 8 9 10


Current profit signature


0
10
20
30
40
50
60


1 2 3 4 5 6 7 8 9 10


IFRS17 Profit Signature


DAC amortization


DAC creation


CSM = future profits are released in time 
proportionally to number of policies and 
passage of time


Profit pattern will change – smooth release, sum of profits through policy lifetime is 
same – timing (and present value) is different 
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Measurement Methodology


Variable Fee Approach
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Conditions for eligibility


Variable Fee Approach („VFA”)


Variable Fee Approach (“VFA”) is applied for contracts 


with direct participation feature.


Above contracts meet the following conditions:


i. the contractual terms specify that the policyholder 


participates in a share of a clearly identified pool of 


underlying items


ii.the entity expects to pay to the policyholder an amount 


equal to a substantial share of the fair value


returns on the underlying items; and


iii.the entity expects a substantial proportion of any 


change in the amounts to be paid to the policyholder to 


vary with the change in fair value of the


underlying items.


VFA is not applicable to reinsurance contracts.


Examples: endowment insurance with profit sharing based 
on yield rate, endowment insurance with profit sharing 
based on biometric variables, unit-linked 


Np. 
1. Unit Linked product: Death benefit = Max(Fund Value, Sum 


Assured)
2. Reversionary Bonus, Terminal Bonus 


Eg.
1. Unit Linked product: 100% of fund return in
2. 90% policyholder fund’s surplus


Understood as: 
1. Contractual liabilities, 
2. Law and regulations
3. Constructive obligation
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Different underlying model


Variable Fee Approach


In variable fee approach, the returns to the entity arising from participating contract is viewed as part of 
the compensation that the entity charges the policyholder for service provided by the insurance 
contract, rather than as a share of returns from a standalone investment.


Building Block Approach Variable Fee Approach


Assets


Liability


Surplus


PH


S
H


x%


100 - x%


Changes will go 
to P&L or OCI


Assets


Liability


Surplus


100%


S
H


A variable fee that 
entity charges 
policyholder


Changes will go to 
CSM


PH


Acronym Key


PH Policyholder SH Insurer
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Measurement Methodology


Premium Allocation Approach
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Decision tree


Premium Allocation Approach


Insurance Contract under IFRS 17


The coverage period of each contract in the group is one year or 
less?


YES PPA Approach permissible


NO


PPA may not be applied


The entity expect low variability (before a claim is incurred), in 
the fulfilment cash flows that are required to fulfil the contract?


NO


YES


Would applying PPA approach not differ materially from the one 
that would be produced applying BBA approach? 


NO


YES


PPA Approach 
permissible
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General rules


Premium Allocation Approach


CSM is unlocked and floats 
up/down, but can never be 
negative


Risk adjustment is recognized 
over combined coverage and 
claims handling period.


As BBA approach has to be applied to incurred claims, using both approaches might 
ultimately still be expensive for a company. Therefore the decision to apply PPA has to 
be analysed in detail.


If the contract is onerous („onerous contract”), the UPR and acquisition costs estimate 
will have to be increased by the amount required to fulfil the obligation. This estimate 
will have to be done based on BBA.


PAA is systematically decreased with 
risk earning and recognition of specific 
elements of premium


Acronym Key


AC Acquisition costs


FCFs Future cash flows


CSM Contractual service margin


RA Risk Adjustment


UPR Unearned premium reserve


Liabilities from claims 
already incurred are 
recognised using BBA


Approach 
based on 
using UPR 
decreases 
costs required 
to adjust to 
IFRS 17


Acquisition 


costs


UPR


Future CFs


UPR


Future CFs Future CFs


Discount


RA


CSM


Future CFs


Discount


RA


AC


Future CFs


Discount


RA


FCF


Discount


CSM


Discount


RA


Discount


RA


Liability for 


remaining 


coverage


Liability for 


incurred 


claims


Day 0 Coverage Period End of Coverage


PAA BBA


PAA BBA


PAA BBA


=


≈


RA
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Other considerations


Reinsurance
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Key challenges related to IFRS 17 implementation for passive reinsurance


Reinsurance


CSM aspects – modification of CSM calculation
requirements (can be negative, other
calculation approach in case when underlying
contract becomes onerous)


Accounting mismatches – VFA issue, 
onerous contracts issues etc.


CDA requirements – additional component  
not adjusting the CSM but affecting the P&L Contract boundary – reinsurance contract


based on UY may have a 2-year coverage and 
will not automatically qualify for PAA


Modeling on a stand alone basis - eligibility
for methods, valuation techniques, BEL, RA 
and CSM requirements, units of accounts etc. –
the key requirements are consistent with 
insurance contracts


Forecasts and consistency – to value
contracts one may need to model future
business
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Part 3: Other considerations
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Other considerations


Unit of Account
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Unit of account


Aggregation levels for calculations in IFRS 17


PORTFOLIO


Insurance contracts subject to similar 
risks and managed together


Product or group of products may be a good
example


GROUP


Set of insurance contracts resulting 
from the division of a portfolio of 
insurance contracts into:


• split by profitability at initial
recognition


• contracts written within a period of 
no longer than one year


Portfolio & 
profitability


Underwriting 
period


Contract 
history


granularity of calculations & 
reporting (tens or hundreds) 


• individual P&L 
items depend on 
year-to-year 
change – it is 
necessary to 
perform an 
analysis of 
change
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Unit of account


Aggregation levels for calculations in IFRS 17


Main goal: 
Aggregation level should not 


impact the level of present value 
of expected future cashflows
measured at the individual 


policy level


…but…


some calculations on individual 
level may be impracticable or 


impossible


Could be measured at the level of 
portfolio of contracts


Expected future 
cashflows


Measured at the level enabling to 
include all expected 
diversification effects


Risk adjustment


It is permissible to group contracts 
of similar profitability, which will 
respond in similar ways to key 
drivers of risk


CSM the point of contract 
recognition


The level to be consistent with 
initial recognition guaranteeing that 
at the end policy term, CSM is fully 
recognised


CSM at subsequent 
periods


?
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Other considerations


Solvency II and IFRS 17
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Solvency II and IFRS 17


Solvency II IFRS17


Typical balance sheet Typical balance sheet Income statement


Excess of assets 
over liabilities


Callable capital 
instruments Goodwill


Technical 


provisions


Basic Own 
Funds


Assets


Subordinated liabilities


Other liabilities


BEL BEL


Other liabilities


Shareholder 
equity


• No „first-day profit” thanks to its deferral through CSM


• Much smoother profit profile


• Significant volumes of data to be stored


• Actuarial assumptions changes directly affecting profit profile


• Actuarial valuation models to be integrated with accounting systems


• Level of granularity for required disclosures


Ancillary Own 


Funds


Assets


Contractual Services 
Margin („CSM”)


Risk Adjustment 
(„RA”)


Changes in cash flows related to 
past & current services


Release of RA related to 
current period


Changes in discount rates


Release of CSM


Interest on Insurance liability


Income statement
(underwriting 
result)


Income statement
(investment result)


POTENTIAL BUSINESS IMPACTSPOTENTIAL FINANCIAL IMPACTS


Risk Margin („RM”)
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Synergies and differences


Solvency II vs. IFRS 17


IFRS 17Solvency II


ORSA


System of 
governance


Homogeneous 
risk group


Solvency II 
discount


SCR / MCR


Unit of accounts 
(group and 
portfolio)


CSM


Contracts with 
liabilities


Reinsurance


Discount rates 
„locked-in”


„Top-down” 
and „bottom-
up”


Profit and Loss 
(OCI, revenue)


Financial vs. 
Insurance 
Component


Modeling of 
cashflows


Best estimate Risk adjustment


Contract 
boundary


Disclosure of 
changes


Options and 
guarantees


The role of 
actuary


Market 
valuation


Usage of market 
data


„Fast-close”


Enormous 
amounts of data


Calculation 
complexity
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Part 4: Challenges
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IFRS 17 influence on life and non-life insurers


Conclusions


No Aspect Life insurance Non-Life insurance


1 Choosing the measurement method


2
BEL 
yield curve, contract boundary etc.


3 Risk adjustment


4 CSM


5 Unit of account


6 Transition


7 Reinsurance


8 New statements and disclosure


High Medium Low
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Challenges


Conclusions


Transition – approach and implications


Unit of account – approach and implications


Human resources – actuarial, accounting and IT


New reporting requirements – new reporting, high level of transparecny, additional disclosures, 
need to set new KPIs, reporting timeline


IT systems - actuarial, policy, IT, accounting systems adjustments


More significant dependency of the financial result on the set of valuation assuptions
(significant change for life insurers)
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„Start early, start smart and keep it simple”


Conclusion


Educate and train
the Board, senior 
management and 
the market


Understand the 
impact on your 
profit profiles, 
accounts and KPIs
(„Financial 
Impact


Assessment”)


Understand the 
impact of IFRS 17 
and IFRS 9 changes 
on your business
and determine the 
Gaps („Business 


Impact
Assessment”) 


Complete a 
business case and 
secure budget


Make strategic
decisions regarding
the implementation
and launch a 
project
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