Stretnutie  Pracovnej skupiny k IFRS 17

Dátum: 5.4.2018
Prítomní: podľa prezenčnej listiny




Program
1. Vysvetlenie nových účtovných pojmov, ktoré IFRS17 zavádza, a ich prezentácia na súvahe a výsledovke
2. Účtovanie štandardných účtovných zápisov v poisťovníctve podľa IFRS 17
3. Impact of transition – s možnými variantami na súvahu, otváracie stavy, porovnateľné obdobie (základ)
4. Diskusia, zber otázok
5. Rôzne

K bodom 1 - 4:
Zástupcovia spoločnosti Deloitte (p.Strašák a p.Kubala) pripravili  prezentáciu:




K bodu 5.:
[bookmark: _GoBack]Termín ďalšieho stretnutia  PS k IFRS 17 bol dohodnutý na druhú polovicu mája. 
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Characteristics of contracts in IFRS 17


Contract boundaries


Defining what is the scope of cash 
flows to be included in the valuationTypes 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 


Characteristics of contracts in 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.”
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Does the contract have 
to be unbundled?


Are any discretionary 
participation features present?


Insurance Component Deposit Component


Yes


Does contract contain 
significant insurance 


risk?


Investment Contract
(IAS 39)


Investment Contract with 
discretionary participation 


features


Insurance Contract


Use IFRS 17


Are any discretionary 
participation features 
present?


Insurance Component Deposit Component
Insurance 
Component


Non-insurance
Component


YesNo


Does contract contain
significant insurance
risk?


Investment Contract
Service Contract
Embedded Derivative


Investment Contract with
discretionary participation 
features


Insurance Contract


No


NoYes


Use IFRS 9 or IFRS 15 Use IFRS 17


How do we know whether a contract issued by an insurance company is under the scope of 
IFRS 17, or is under the scope of IFRS 9? 


Unbundling – Product classification 


Characteristics of contracts in IFRS 17


Unbundling
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Unbundling – investments components


Characteristics of contracts in IFRS 17


a) Is separate measurement 
impossible?


OR


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


YES No unbundling required


NOYES


Unbundling required


Are there similar 
products sold?


NO


Unbundling
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Unbundling – service components


Characteristics of contracts in IFRS 17


a) Are cash flows and risks 
highly interrelated? 


AND


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


YES No unbundling required


NOYES


Unbundling required


a) Are there similar products sold? 
OR


b) Is the policyholder able to 
benefit from service separately?


NO


Unbundling
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Contract Boundaries 


Characteristics of contracts in IFRS 17


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


cash flows


1


2
a


2
b


The earliest of :


• the beginning of 
coverage; or


• the date on which 
the first premium is 
due,


• (onerous contract)


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)


Contract Boundaries
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Aggregation of contracts


Unit of account


Contracts Portfolios Groups


Profitable policies with no 
significant risk of 
becoming onerous


Other profitable policies


Onerous policies


• A portfolio is a group of contracts subject to similar 
risks and managed together as a single pool. 


• Contracts within a particular product line, such as motor 
policies, are expected to have similar risks, and if they are 
managed together would be in the same portfolio.


• Only contracts issued within the same 
twelve months period are permitted to 
be grouped. Groups for shorter periods are 
permitted.


• The groups are established at the inception 
of the contracts and not subsequently 
reassessed. 


• Further 
disaggregation 
of the specified 
groups is 
permitted.
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Overview


Basic methods


Variable Fee Approach (VFA)


• Applied in life insurance


• Permissible only in products satisfying specific rules 
(products with clearly defined profit sharing and 
Unit-linked products)


• Close to „BBA” enables several modifications


Premium Allocation Approach (PAA)


• Applied in non-life insurance


• Permissible only for liabilities with future cover


Building Block Approach (BBA)


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


• Possible two exemptions – VFA and PAA


Product


Life insurance


Term and Endowment Insurance without 
profit sharing


Term and Endowment Insurance with 
profit sharing


Unit-linked


Group Life Insurance


Non-Life Insurance – future cover


Non-Life Insurance – cover terminated


BBA PAA VFA


Note that we will cover the Modified BBA Approach as an option to valuate contracts with indirect profit participating parts and it is not shown in 
this list.
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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 and from the 
financial risks*


Expected cash flows 
from premiums, 
expenses, claims and 
benefits


Block 4:
Contractual Service 
Margin


Block 2:
Time Value of 
Money


Block 1:
Expected Future
Cash Flows


Block 3:
Risk Adjustment 
for non-financial 
risk


Block 1


Block 4


Block 3


Block 2


Block 1+2
=


Present Value of 
Future Cash flows


Value of cash flows to 
fulfil obligations


*which are not included 
in future cash flows


Overview measurement at initial recognition 


Building Block Approach
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Block 1: Future cash flows


Building Block Approach


Block 
1


Block 
4


Block 
2


Block 
3


Block 
1+2


=
C
A
S
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 F
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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
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Statement of financial position (BS)


� Insurance contract asset


� Reinsurance contract
asset


Assets Liabilities


� Insurance contract liability


� Reinsurance contract liability


Recognition:


• Start of coverage period


• First payment receipt


• Group of contracts become onerous







© 2018 Deloitte in Slovakia 13


Statement of financial position (BS)


� Insurance contract liability


A) Liability for remaining coverage


1. Fulfilment cash flows


a) PV of estimates of future CF (block 1+2)


b) Risk adjustment (non-financial risk) (block 3)


2. Contract service margin (CSM) (block 4)


B) Liability for incurred claims


� Reinsurance contract liability


Acquisition cost 
(before inception 


of IC) ?


Assets Liabilities


� Insurance contract asset


� Reinsurance contract
asset
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Statement of financial performance (P&L)


� Reinsurance result 
(netto) or


� Reinsurance service 
result


1. Alocation of premiums paid 
(Reinsurance expense)


2. Amounts recovered from reinsurer 
(Reinsurance service income)


&


� Reinsurance financial 
expense/ (income)


� Insurance service result


1. Insurance revenue


2. Insurance service expense


• incurred claims (excluding investment  
component


• acquisition cost amortization


• changes relating to past service


• onerous contracts creation/(reversal)


� Insurance finance 
expense/(income)


Expenses Income
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Subsequent measurement


� Insurance
contract asset


� Reinsurance
contract asset


� Insurance contract
liability


A. Liability for remaining 
coverage


1. Fulfilment cash flows


a) PV of estimates of future CF 
(block 1+2)


b) b) Risk adjustment (non-
financial risk) (block 3)


2.Contract service margin (CSM) 
block 4)


B. Liability for incurred claims


• Block 1 


Claims incurred -> Insurance revenue


Changes in past service -> insurance 
service expense


Changes in future service -> CSM


• Block 2 <- Insurance finance 
expense (financial risk and interest 
charge)/OCI


• Block 3 - Insurance revenue


• Block 4


<- Insurance finance expense


-> Insurance revenue


DAC –> Insurance service expense


• Insurance service expense


Assets Liabilities
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Insurance revenue determination (par. B123)


Insurance revenue is determined as a reduction of LIABILITY FOR REMAINING 
COVERAGE in current period, excluding following changes:


- Changes that do not relate to services provided, such as


- Cash inflows from premiums received


- Changes related to investment components in the period


- Transaction-based taxes 


- Insurance finance income or expense


- Insurance acquisition cash flows


- Derecognition of liability  transferred to a third party


- Increase/decrease in loss component of liability for remaining coverage
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Insurance revenue determination [alternative] (par. 
B124)


Insurance revenue is determined by total of the changes in the liability for 
remaining coverage in the period that relates to:


- Insurance service expenses incurred in the period [measured at the amounts 
expected at the beginning of the period], excluding


- Amounts allocated to the loss component


- Repayments of investment components


- Amount


- Transaction-based taxes collected on behalf of third parties


- Insurance acquisition expenses


- Derecognition of liability  transferred to a third party


- The change in the risk adjustment for non-financial risk, excluding


- Changes included in insurance finance income or expense


- Changes that adjust CSM as they relate to future service


- Amounts allocated to loss component 


- The amount of CSM recognized in profit or loss in the period
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Insurance contract liability


Item Liability for 
remaining
coverage (excl. 
loss component)


Loss component 
of liability for 
remaining 
coverage


Liability for 
incurred 
claims


Insurance
contract 
liability


Opening balance X ** Sum BS


Insurance revenue - Sum P&L


Insurance service 
expense


*- +/- + Sum P&L


Investment component - + 0


Insurance finance 
expense


+ Sum P&L


Cash outflows - Sum BS


CLOSING BALANCE Y 0 Sum BS


* changes in past service 


** applicable for onerous contracts
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Liability for remaining coverage


Item Estimates of 
PV of future 
CF
(block 1+2)


Risk adjustment 
for non-financial
risk (block 3)


CSM
(block 
4)


Liability for remaining
coverage 


Opening balance X Y Y Sum BS


Insurance financial 
expense


+ + Sum P&L (insurance finance 
expense)


Changes related to 
future service


+/- +/- -/+ * If >0 Sum to P&L (onerous)


Changes related to 
current service


+/- +/- - Block 1+2 -> P&L – insurance 
service expense


Release of share for 
current year


- - - Block 3+4 P&L – Insurance 
revenue


Cash outflows - - Sum BS


CLOSING BALANCE A B C Sum BS


* Only up to existing CSM
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Premium allocation approach


Item Recognition in P&L


Insurance premium Released to Insurance revenue – during coverage period


Acquisition expenses a) Expensed when incurred, or
b) Released to insurance service expense during coverage period


Claims Recognized in insurance service expense WHEN INCURRED


-6


-4


-2


0


2


4


6


8


10


12


1 2 3 4 5 6 7 8 9 10 11 12


Development of insurnace service result PAA


Insurance revenue Acquisition expense Claims incurred Insurance service result
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