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Agenda

• Update on the latest IFRS developments
• Interaction with Solvency II and EV
• Implementation challenges
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Balance sheet overview: Insurers
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Future IFRS Workplan
20122010

Revenue Recognition
(replacing IAS 18)

Mandatory effective date 
expected to be postponed to 1 
January 2015.

Exposure 
Draft

Final 
standard

Possible effective date  of 1 
January 2015 

2013 -2015

Financial assets 
and liabilities

Impairment

Hedge 
accounting and 
offsetting

Exposure 
draft

Final standard

Exposure 
Draft Re-exposure Effective date to be confirmed –

likely 1 Jan 2015

Fair value 
measurement Exposure Draft Final standard Effective date of 1 January 2013. Applies to IFS 9 

and other standards requiring fair value

2011

Exposure Draft

Insurance contracts
(Phase II)

Subject to IASB transition project and (for European Union companies only) endorsement by European Union

Discussion and possible re-exposure

Re-exposure Final standard

Final standard

Final standard
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Political process affects the timetable
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Convergence?

International Accounting 
Standards Board

Preparers and users

European Union,      
CFO Forum, CEA, EFRAG, 
IAIS, EIOPA

Asian countries’
governments, ASBs and 
lobbying organisations

Other

Global stakeholders (non-U.S.)

Financial Accounting 
Standards Board

GNAIE, ACLI, NAIC, AICPA

U.S. Stakeholders

Other

Preparers and users

SEC
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IFRS Phase II Insurance contract measurement model
(Exposure Draft and latest developments)

More info in October 2010 TW Insights IASB’s Insurance Contracts Exposure Draft

Best estimate 
liability

Risk
adjustment

Residual
margin

Present
value of

cash
inflows

The maximum amount the insurer would rationally 
pay to be relieved of the risk that the ultimate 
fulfilment cash flows exceed those expected

‘Plug’ – to premium

Expected present value of future cash flows

 Unbiased, probability-weighted estimate of future cash 
flows

 Allow for time value of money

The compensation the insurer requires for bearing the 
uncertainty inherent in the cash flows that arise as the 
insurer fulfils the insurance contract



Towers Watson comments on 
IFRS Insurance Contracts Exposure Draft 

• ED represented significant step forward 
• We welcomed the many aspects helping achieve more uniform, consistent 

and comparable financial statements for insurers worldwide
• Main suggested changes:
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TW response to the IASB recommended period of further exposure for any significant 
changes

No information on capital movementsPresentation and disclosure

Topic Towers Watson position
Measurement model aspects Hybrid measurement approach hard to understand. 

Detailed aspects covered in next few slides.
Transition Retrospective approach on a “best endeavours” basis

Contract boundaries Broadly happy, subject to need for some clarification. 
Some issues for health insurance contracts.



Respondents to the ED proposed a variety of 
solutions

ED
proposal

Economic
value

Deferral and  
matching  

 Include 
overheads / all 
acquisition 
costs

 Risk margin 
diversification

 Align with fair 
value measure-
ment approach

 Allow gains at 
inception

 Widen 
contract 
boundary 

 Remove 
unbundling for 
unit linked

 Residual 
margin buffer:  
non-financial 
assumptions 

 Residual 
margin buffer: 
financial 
assumptions

 Locked-in 
discount rate 

 Present part 
of change in 
OCI
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The two measurement models each have a number 
of advantages …

ED
proposal

Economic
value

Deferral and  
matching  

 Less impact from short-term market 
movements 

 No pro-cyclical impact

 Less uncertainty in setting 
underlying assumptions

 Alignment with revenue recognition 
project

 More predictable tax measure

 Value cash flows in alignment with 
financial markets 

 Recognises changes in experience 
when they occur

 Shows impact from ALM, interest 
rates and options / guarantees

 Transparency

 Management performance during 
period is recognised

 Less need for supplementary value-
based reporting

 Closer to Solvency II (Europe) and 
draft IAIS Principles
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… and would most likely lead to a more coherent 
interpretation of the results

ED
proposal

Economic
value

Deferral and  
matching  

Allocation of revenue and expenses 
to future periods in accordance with 

provision of risk coverage or services

Measure value generation to 
shareholders

So how have the IASB moved since the ED?  
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During 2011 IASB has considered proposed 
solutions

ED
proposal

Economic
value

Deferral and  
matching  

 Residual 
margin buffer:  
non-financial 
assumptions 

 Include 
overheads / all 
acquisition 
costs

 Risk margin 
diversification

 Align with fair 
value 
measurement 
approach

 Allow gains at 
inception

 Widen 
contract 
boundary 

 Remove 
unbundling for 
unit linked

 Residual 
margin buffer: 
financial 
assumptions

 Locked-in 
discount rate 

 Present part 
of change in 
OCI
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• Update on the latest IFRS developments
• Interaction with Solvency II and EV
• Implementation challenges
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Lack of convergence between Proposed IFRS, 
Solvency II and MCEV

MCEV

Not ‘true’
economic 

value 

Cash 
flows 

Focus on 

shareholders 

& analysts 
Profit at 

inception 
allowed 

Focus on solvency 

Prescriptive 

Risk margin –
exit valueRisk margin –

fulfilment value

Residual margin

“Insurance” and 
“investment” liabilities split

‘True’ economic value 

Analysis of movement

Distributable profits

Financial instruments
amortised cost or fair value
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Transitional period: what IFRS basis to use post-
Solvency II adoption and pre-Phase II?
Approach Advantages Disadvantages

Maintain current approach Short term consistency Parallel modelling effort; 
Does this comply with 
IFRS 4?

Adopt Solvency II Uses latest regulatory 
capital and models

Two transitions – potential 
large movements;
Does this comply with 
IFRS 4?

Adopt new insurance 
contract standard early

Minimise transitions Requirements not 
finalised

Under IFRS 4 adopt new 
measurement model 
aspect of insurance 
contract standard

Minimise transitions;
Less work than full 
adoption

Requirements not 
finalised;
Does this comply with 
IFRS 4?
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Future role for EEV/MCEV? – Short term

Consistency
between

companies

Consistency from one year to the next
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Future role for EEV/MCEV? – Long term

• Will Solvency II deliver an “economic equity”?
• Role for additional supplementary information?

– Analysis of movement / free surplus
– Shareholder distributable profits

• Balanced scorecard
– Multiple metrics
– Sensitivities
– Can this be delivered in a timely manner?
– For publication or internal purposes?
– Communication challenge
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Education and interpretation challenges

1 2

3
4

5

1. Follow latest 
developments 2. Internal education

5. Impact study
3. Comparison to 
Solvency II and EV

4. Gap analysis
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Financial modelling challenges

Timing

Resources

RequirementsConstraints

• Synergies with Solvency II
• Modelling scope and 

methodology
• Reporting Tools
• Documentation and 

Training
• Auditability
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IFRS

Product design Volatility management

Managing to multiple 
metrics

Communication

Future BAU and strategy challenges
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Questions or comments?

Expressions of individual views by 
members of The Actuarial Profession 
and its staff are encouraged.
The views expressed in this presentation 
are those of the presenter.
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