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complexity
/kem plekssti/ 4

noun

the state or quality of being intricate or complicated.
"an issue of great complexity”
synonyms: complication, problem, difficulty, twist, turn, convolution, entanglement. More

- a factor involved in a complicated process or situation.
plural noun: complexities
"the complexities of family life"
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The new first principles

IFRS17’'s view of measurement

Measurement under IFRS17 is similar to the

previous standard but has two major differences:

Present || Present » Risk adjustment

value of || value of + Contractual service margin (CSM)

Cash Cash

INnflows Outflows The CSM is an explicit calculation of future

profitability.

The evolution of measurement complexity from

Risk
adjustment early GAAP to IFRS17:

el afARET

http://dysfunctionalrequirements.com/start-the-evolution/
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Level of aggregation

Cash flows

Contract boundary

CSM, and Adjustments to the CSM
Risk Adjustment
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B Level of aggregation
« The “contract” is the lowest unit of account
« The grouping of insurance contracts doesn’t necessarily align with reinsurance
grouping
» Structure of treaties covering multiple lines doesn’t align with insurance
portfolios
B Cash flows
« All cash flows falling within the contract boundary
« Scope is more extensive than IFRS4, for reinsurance
« Future new business may fall into contract boundary

« One treaty covering multiple lines will need to provide for all cash flows
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B Contract boundaries
« Current boundaries (SAM/IFRS4) tend to match underlying insurance boundary
« SAM introduced a clear definition of contract boundaries
« |FRS17 specifies the boundary as the point where risk can be reassessed

« Accounting view vs economic compulsion
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B Coniractual Service Margin (CSM) and changes to the CSM
« Defers upfront profit recognition, and losses (no loss component (LC) is setup).
« Different rules when adjusting the CSM for changes in cash flows compared to
insurance issued.

« Impact on economic offset for proportional reinsurance:

Scenario CSM value Impact

Profitable insurance confracts, €3 CSM (insurance) Balance sheet

loss making reinsurance freaty @ CSM (reinsurance) Balance sheet

Profitable insurance contracts, €3 CSM (insurance) Balance sheet

profitable reinsurance freafy €D CSM (reinsurance) Balance sheet

Loss making insurance confracts, @LC (insurance) Profit & Loss | Z@gﬁﬁgg:ﬁg%@;ﬁi;lZCKed
profitable reinsurance freaty €2 CSM (reinsurance) Balance sheet immediately recognisad.

Loss making insurance contracts, °LC (insurance) Profit & Loss o ;

loss making reinsurance freaty gy CSM (reinsurance) Balance sheet [ Bestio avoidinis scenario
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B Risk Adjustment
« Calculated onrisks ceded to the reinsurer
* |nvalidates the old deductive reinsurance asset/liability calculation approach
« Calculation methodology may add further complexity (i.e. cost of capital

approach)
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B  What do we want?
« Operational simplicity — onerous work is costly!
« Sensible results — one of the aims of IFRS17 is consistency
* Reduce product complexity within treaties?
PLUS
.+ Want to keep to benefits of current reinsurance treaties
« Capital preservation, reduced volatility of results,
« Financial Reinsurance,
« Profit shares

i.e. Insurers and reinsurers want to retain the benefits of current freaties
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Financial Reinsurance
« Test for whether there is risk transfer
 Does it become aloan?g Regulatory impacte Solvency impacte
B Profit Shares
«  Attempting to separate treaties by product to simplify modelling
« Current treaties allow for diversification & cross subsidization
« Separating treaties will have unintended consequences
B Different Models
« Different contract boundary between EV, SAM and IFRS17
« Different underlying policy data between EV, SAM and IFRS17
» Reconciliation?
B Intragroup contracts

« Consolidation won't work
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Questions?e

Have you considered reinsurance  held as part of your IFRS17 methodology decisions?
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