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Set out below is a list of all questions posed in this paper. Responses

are most helpful if they:

(a) comment on the questions as stated

(b) indicate the specific paragraph or paragraphs to which the
comments relate

(c) contain a clear rationale

(d) describe any alternative the Board should consider.

Respondents need not comment on all of the questions and are

encouraged to comment on any additional issues.

The Board will base its conclusions on the merits of the arguments for

and against each alternative, not on the number of responses

supporting each alternative.
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Chapter 2

Question 1

Should the recognition and derecognition requirements for insurance
contracts be consistent with those in IAS 39 for financial
instruments? Why or why not?
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Chapter 3

Question 2

Should an insurer measure all its insurance liabilities using the

following three building blocks:

(a) explicit, unbiased, market-consistent, probability-weighted and
current estimates of the contractual cash flows,

(b) current market discount rates that adjust the estimated future

cash flows for the time value of money, and

(c) an explicit and unbiased estimate of the margin that market
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participants require for bearing risk (a risk margin) and for
providing other services, if any (a service margin)?
If not, what approach do you propose, and why?

Question 3

Is the draft guidance on cash flows (appendix E) and risk margins
(appendix F) at the right level of detail? Should any of that guidance
be modified, deleted or extended? Why or why not?

Question 4

What role should the actual premium charged by the insurer play in

the calibration of margins, and why?

(a) The insurer should calibrate the margin directly to the actual

premium (less relevant acquisition costs), subject to a liability

adequacy test. As a result, an insurer should never recognise a

profit at the inception of an insurance contract.

There should be a rebuttable presumption that the margin

implied by the actual premium (less relevant acquisition costs) is

consistent with the margin that market participants require. If
you prefer this approach, what evidence should be needed to
rebut the presumption?

() The premium (less relevant acquisition costs) may provide
evidence of the margin that market participants would require,
but has no higher status than other possible evidence. In most
cases, insurance contracts are expected to provide a margin
consistent with the requirements of market participants.
Therefore, if a significant profit or loss appears to arise at
inception, further investigation is needed. Nevertheless, if the
insurer concludes, after further investigation, that the estimated
market price for risk and service differs from the price implied by
the premiums that it charges, the insurer would recognise a
profit or loss at inception.

(d) Other (please specify).

(b)
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Question 5

This paper proposes that the measurement attribute for insurance

liabilities should be ‘the amount the insurer would expect to pay at

the reporting date to transfer its remaining contractual rights and
obligations immediately to another entity. The paper labels that
measurement attribute ‘current exit value’.

(a) Is that measurement attribute appropriate for insurance
liabilities? Why or why not? If not, which measurement
attribute do you favour, and why?

() Is ‘current exit value’ the best label for that measurement
attribute? Why or why not?
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Chapter 4

Question 6

In this paper, beneficial policyholder behaviour refers to a

policyholder’s exercise of a contractual option in a way that generates

net economic benefits for the insurer. For expected future cash flows

resulting from beneficial policyholder behaviour, should an insurer:

(a) incorporate them in the current exit value of a separately
recognised customer relationship asset? Why or why not?

(b) incorporate them, as a reduction, in the current exit value of

insurance liabilities? Why or why not?

() not recognise them? Why or why not?

Question 7

A list follows of possible criteria to determine which cash flows an

insurer should recognise relating to beneficial policyholder

behaviour. Which criterion should the Board adopt, and why?

(a) Cash flows resulting from payments that policyholders must
make to retain a right to guaranteed insurability (less additional
benefit payments that result from those premiums). The Board
favours this criterion, and defines guaranteed insurability as a

® A
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right that permits continued coverage without reconfirmation of
the policyholder’s risk profile and at a price that is contractually
constrained.

All cash flows that arise from existing contracts, regardless of
whether the insurer can enforce those cash flows. If you favour
this criterion, how would you distinguish existing contracts from
new contracts?

() All cash flows that arise from those terms of existing contracts
that have commercial substance (ie have a discernible effect on
the economics of the contract by modifying significantly the risk,
amount or timing of the cash flows).

Cash flows resulting from payments that policyholders must
make to retain a right to any guarantee that compels the insurer
to stand ready, at a price that is contractually constrained, () to
bear insurance risk or financial risk, or (i) to provide other
services. This criterion relates to all contractual guarantees,
whereas the criterion described in (a) relates only to insurance
risk.

(e) No cash flows that result from beneficial policyholder behaviour.
(f) Other (please specify).

(b)

(d)

Question 8
Should an insurer recognise acquisition costs as an expense when
incurred? Why or why not?

Question 9
Do you have any comments on the treatment of insurance contracts
acquired in a business combination or portfolio transfer?

(a) PRIRFRIE DS, PRAE S ALTZHERBRAER A MERF - 2 7o DI TR T
R ORNEHDNEAEL DXy v o« 7 — (CYERBEEID S
£ UM 7Rk a YEbRT 5, ) o FHmSILZ OHMEL FF L,
PRAE S NI BARIRFER 2 . PRI E N Y A7 - T a7 7 A VA
R En s Z L B ERERS ks TRIES R S D 2

EERBODMERN L LTEERT D,

(b) RRENF v v o 7a—%iflT25 2 LN TEE0E 5 NTHE
72 BEFEERINBELDH TR TCOFy v o 7an—, LT

DOHMEE ZFFT 572613, ED LD
XBIF B & ERDDD,

PAENERERTD (Thbb, VAIZRFXF Y vz« 7a—04%
RPN 2 LS LB SED Z L1k, BN ORFNERIC
B 52T E RIET) BEFERKOK EOLMICHkEST 53T
DXy yra s Ta—,
T L X 7= Ak <

(2 U CBEFRK LB & &

(c)

O PRBRY 27 ixamh ) 27 249
B2z, UL (i) Z oo — e R 2T 570, RREIC
ﬁ%?é;k%%%?é?«f@%& B4 2 MR 2R3 2 H
T, BRI E D TORTIER SN DN SAE T D5 ¥ v

27—, () IZRH SN HERRIR Y 27 ORIZBRT 5
DIZXF LT, ZORETT X TOEN EOMRFEIZEERT 5,

(d)

(e) ARIZREBERE OITENCBER T 2% v v o « 7o — 338k L7
AN

(f) Fofth (BEAEAIZHB LTI EZEY, )

B8

RBRE I, TN E 2R CER L L TRsT R, 29 ThHY

A NITFE 9 TRWIESIZ, FRUTRED,

B9
PERBEIR—F 73V A F T A7 7 —THRE SN D HEBREL O
EARMNCEE L TRy A > MiEd 5 0,

Chapter 5
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Question 10
Do you have any comments on the measurement of assets held to
back insurance liabilities?

Question 11
Should risk margins:

(a) be determined for a portfolio of insurance contracts? Why or why

not? If yes, should the portfolio be defined as in IFRS 4 (a

portfolio of contracts that are subject to broadly similar risks and

managed together as a single portfolio)? Why or why not?

reflect the benefits of diversification between (and negative

correlation between) portfolios? Why or why not?

Question 12

(a) Should a cedant measure reinsurance assets at current exit value?
Why or why not?

() Do you agree that the consequences of measuring reinsurance
assets at current exit value include the following? Why or why
not?

(i) A risk margin typically increases the measurement of the
reinsurance asset, and equals the risk margin for the
corresponding part of the underlying insurance contract

(ii) An expected loss model would be used for defaults and
disputes, not the incurred loss model required by IFRS 4 and
TAS 39.

(iii) If the cedant has a contractual right to obtain reinsurance for
contracts that it has not yet issued, the current exit value of
the cedant’s reinsurance asset includes the current exit value
of that right. However, the current exit value of that
contractual right is not likely to be material if it relates to
insurance contracts that will be priced at current exit value.

(b)

Question 13
If an insurance contract contains deposit or service components,
should the insurer unbundle them? Why or why not?

B/ 10
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Question 14

(a) Is the current exit value of a liability the price for a transfer that
neither improves nor impairs its credit characteristics? Why or
why not?

(b) Should the measurement of an insurance liability reflect () its
credit characteristics at inception and (ii) subsequent changes in
their effect? Why or why not?

Question 15

Appendix B identifies some inconsistencies between the proposed
treatment of insurance liabilities and the existing treatment under
IAS 39 of financial liabilities. Should the Board consider changing the
treatment of some or all financial liabilities to avoid those
inconsistencies? If so, what changes should the Board consider, and
why?

i, BEOLSEEMRTRWEEZZDND,
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Chapter 6

Question 16

(a) For participating contracts, should the cash flows for each
scenario incorporate an unbiased estimate of the policyholder
dividends payable in that scenario to satisfy a legal or
constructive obligation that exists at the reporting date? Why or
why not?

(b) An exposure draft of June 2005 proposed amendments to IAS 37
(see paragraphs 247-253 of this paper). Do those proposals give
enough guidance for an insurer to determine when a
participating contract gives rise to a legal or constructive
obligation to pay policyholder dividends?

%6

ZR 16
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Question 17

Should the Board do some or all of the following to eliminate
accounting mismatches that could arise for unit-linked contracts?
Why or why not?

(a) Permit or require insurers to recognise treasury shares as an
asset if they are held to back a unit-linked liability (even though
they do not meet the Framework’s definition of an asset).

Permit or require insurers to recognise internally generated
goodwill of a subsidiary if the investment in that subsidiary is
held to back a unit-linked liability (even though IFRSs prohibit
the recognition of internally generated goodwill in all other
cases).

(¢) Permit or require insurers to measure assets at fair value
through profit or loss if they are held to back a unit-linked
liability (even if IFRSs do not permit that treatment for identical
assets held for another purpose).

Exclude from the current exit value of a unit-linked liability any
differences between the carrying amount of the assets held to
back that liability and their fair value (even though some view
this as conflicting with the definition of current exit value).

(b)

(d)

BRI 17
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(c)

(d)

Chapter 7
Question 18
Should an insurer present premiums as revenue or as deposits? Why
or why not?

Question 19
Which items of income and expense should an insurer present
separately on the face of its income statement? Why?

Question 20
Should the income statement include all income and expense arising
from changes in insurance liabilities? Why or why not?

BTE
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Other matters
Question 21

Do you have other comments on this paper?

ZDMDEIE
ZR 21
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B Comparison with IAS 39 IAS £ 39 B&DHE

Para JE 3L R
Many insurers issue some contracts that are within the scope of IAS | 2 < ORERFE 1T, ERARREY 27 2B L7202 &b TAS 5 39 &5
39 Financial Instruments: Recognition and Measurement because | [ <2174 - 387 ONE] OEEFIZEENTWAEKEFRITL TN\ 5D,
they do not transfer significant insurance risk. The following table | LI Fo 313, (REEZELICEIT B RHL O TR L TAS 5 39 B/ O
gives a high level summary of differences between the Board’'s | 1ps 45 18 2 [vzf) 123175 fﬁﬁ@%ﬁhﬁ L ORE S DA+ LU AT
preliminary views on insurance contracts and existing requirements K AEAET 2. EAIE LT, RS T OMESE AL LT &
in IAS 39 and IAS 18 Revenue. In principle, the Board would prefer %‘X_?U B LA LA, %i‘_f i%#’bﬁﬁﬁ@] 75)]; 5 Ik I L C
sasessed whether that will be appropriate. Ths, this paper includes | | T i B I o
no specific proposals for such contracts. The table includes references & ’I*\ = =V RN R - Zon
to relevant paragraphs of this paper. TS,

Item1 | Initial measurement, and acquisition costs Y HBNE K OBrE N E
ERequirements of IAS 39 and IAS 18 TAS g 39 BN IAS 28 18 BB E
At initial recognition, a financial liability is measured at its fair | wg=n=m - 35V C 13, SRR ITZ DA EMIED D

value:

less directly attributable transaction costs, if the liability will be
measured subsequently at amortised cost.

without deducting transaction costs, if the liability will be
classified subsequently as ‘at fair value through profit or loss’ (ie
if it will be measured at fair value, and all changes in its fair
value will be recognised in profit or loss).

Board’s preliminary views on insurance contracts
Insurance contracts would be measured initially at current exit

value.

An insurer would recognise transaction costs (acquisition costs) as an
expense when it incurs them.

Paragraph

LK AESUREHEM THE SN 5813
g1 M 2 PR LT
élaiféf PR LA THAR R A E 208 U CTAIEME CRIE T 2 Rt A fE ]

LAY T B 9~ 5 Y

SHEENLGE (DFY ., ARMETHE S, € OAIEMED
%Mﬁa‘«*rmﬂﬁ@qﬂrmﬁénéi}%\) ENGIE ke S
72N,

AESND,
RERFIIZ B 55 FdE = D FIGHI SZAE

REREIE, HH), BEH DME TR S D,
TR X, BB Corsite) . FAERNCHEM & LR 5,

H
¥ 31-119 18
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31-119 %5 161-166 18
161-166
Item2 | Gain or loss at inception BHIBRARIREIZ I 1T B FIEXITHE K
Requirements of TAS 39 and IAS 18 TAS 28 39 B (N TAS 8B 18 B-DHE
The best evidence of the fair value of a financial instrument at initial | w2y 4mps 0 DN EGEDS . F—0 (T78bb, QB0 Sy —I0n
recognition is the transaction price (e the fair value of the KTV SRIEE I 31T B OB S AR 2 BIEDO TR & Ok
consideration given or received) unless the fair value of that BRI L o CIHLSIT B Y | BIERATREAR HTEIN D OF — & 713 % &
instrument is evidenced by comparison with other observable current | ... - ;, N IR 3y - N - \
market transactions in the same instrument (ie without modification jié:iﬁg@fm{ét %2}:\%{?% ggg %% é - Ekﬁgl {%% B%iié@%ﬂ
or repackaging) or based on a valuation technique whose variables ":;”E - jz? . DD/\A " - “W e N A
include only data from observable markets. Thus, no profit or loss | > ”{% Lah é jiﬁ? L\%ﬁﬂ_) :C\g?) o \‘ o “
arises at inception if the fair value of the instrument at that date L2030 T, ki O 2 3% H OXIEME G il & 7 CThiid,
equals the transaction price_ }%;ﬁ/‘j Fﬂﬁﬁé‘ﬁéﬂ?—jﬁ A T*IJ?\:}}FX Fijﬁ%% li%’éi L/ f(ﬁ % Y
Board’s preliminary views on Insurance contracts
A profit or loss could arise at inception if the pricing is out of line | FREEZZFTIZ BT B BZHL D FlEHI BAE
with what market participants require. TIA T RHHESMEDOERT 2 HDE L THRWEAIZIL, #
FIBARAIRFIZ W CRIG SUTHB RN AET D,
If an insurer identifies an apparently significant profit or loss at
inception, it would need to check for errors or omissions. (R SR B R I 12 35U T & A2 E e 7 A S4B 2 2 35 5
A, B UIMIRZRGET D L ERH 5,
Paragraph
83-86
v
%5 83-86 1H
Item3 | Subsequent measurement L PERE DRIE

Requirements of IAS 39 and IAS 18
The following are classified as ‘at fair value through profit or loss”

derivative financial liabilities
other financial liabilities if the fair value option is available and
used.

IAS 55 39 B R N IAS 55 18 B-DHE
FRiiE, TR RELE U CAEMECHET 2 &AM 208 S
néo

TVNT 4 T efalE
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NIEAMEA 72 a SR ATEE CTd 0 AL S v fth oo e pl A
All other financial liabilities are measured at amortised -cost.
Embedded derivatives are separated and classified as ‘at fair value | fh >+ COLFABIMERNEM RTINS, HIAT Y T ¢ 7L,
through profit or loss’, unless they are closely related to the host | -#n45 L |2 B L TV R Y . SSBESH T MHBISEHEELZE LT
contract. NEARECIET 5 B ICRSRS,
Board’s preliminary views on insurance contracts - N
Insurance contracts would be measured at current exit value. %@f iﬁ?/_@?"b’%}%r V)‘%ﬁﬁﬁﬁﬁ?
PRSI B O e CHIE S b,
The Board is not yet in a position to determine whether fair value | N N L o e o
and current exit value are the same. However, the Board has not e %f\ &, A IEAE &fﬁﬁ:éﬂj @@ZP IE:! EMESDERES S '{kiﬁ&“ ES
identified significant differences between them. FER, LLRDL, FESTELINOICEER AR 2R L T
| AYAY AR
Paragraph
31-119 =
104 %5 31-119 18
% 104 I8
Item4 | Surrender value floor and policyholder behaviour FRAME 7 v 7 L SRR EITE)

Requirements of IAS 39 and IAS 18

The fair value of a financial liability with a demand feature (eg a
demand deposit) is not less than the amount payable on demand,
discounted from the first date that the amount could be required to
be paid.

This surrender value floor applies contract by contract, not on a
portfolio basis.

Board’s preliminary views on insurance contracts

In general, the surrender value of an insurance contract does not
establish a lower limit for the current exit value. However, the
current exit value cannot be negative (ie an asset), unless that asset
is recoverable from future premiums that the policyholder must pay
to retain guaranteed insurability.

IAS 38 39 B R O IAS 55 18 B-DHE

ZORIVNOMWE 2 A9 5 emAs (B, ZRILTHE) OAEAMER,
BRI O SN Z SN & BER LA 2 e W10 H 5 B BRI A THIY
GIOT B E TEIB 7RV,

C OfFRMMME T = 7, A= b7 4 U ABL TR BRI T LITE
éﬂéo

IRIRRFIIZ ] 55 Fodi D THHI L

RIS PRERELK O FRF MR ZEAE D fiiE D FIR & 132 b7y, L
INLTR8 B PRFE S AT ORIRAER] 2 ERF 9~ 5 72 O IS PRIREZRIH 23 SCHL
DIRT LT B 7R UWFER R & & EDS I AT REZ2 S B 2 PR T, B
FEH PR (Fabb, BE) 123725 2 L,
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The measurement of an insurance liability includes the risk-adjusted | f£f&& & DOHRITEIT. REE SN HRBEMER] DT 2 N 2 28R LT 5l
expected present value of future premiums that pass the guaranteed | gkl UV = 7 F% 2 B FRAEMME 24 1o,
insurability test.2
o | . ARSI LY | BRI RS ORRENT, R0 L OO
a As described in chapter 4, the Board views these premiums as AL BEMEN DA LB B D EEZ TS, L LIRS
arising from a custqmer relationship, not as part of its contractual A B4 % (bR B L [FRE D F ORI L. iR afs bk okn
rights. However, an insurer would measure that part of the customer +7
relationship in the same way as the insurance liability and present °
them together.
H
Paragraph 75 121-160 H
121-160
Item5 | Unit of account SFHHAL

ERequirements of IAS 39 and IAS 18
The fair value of a portfolio of financial instruments is the product of
the number of units of the instrument and its quoted market price.

The recoverability of origination costs relating to investment
management services may be assessed on a portfolio basis.

Board’s preliminary views on insurance contracts
Risk margins:

would be determined for a portfolio of insurance contracts that
are subject to broadly similar risks and managed together as a
single portfolio.

would not reflect benefits, if any, of diversification between
portfolios and negative correlation between portfolios.

Paragraph
183—202

TAS %5 39 B-R CF IAS 55 18 B DHE
RO R — R 7 4 U A ORI, 5 A Hi ks 2 2% U
HThD,

BR~F DAL b F—ERCHETHA Y Uk — 3 LB ORI ATRE
MEIZ, B— 74U A - R—=ZATIAEENE0E LILZeW,

IRIRZRFIIZSH] 55 Fdem D THHI SEAE

URT « <=—T U0,

- BBIEFRELUOY RIS, BOR— 74 VA& LT KE
HINARBREHOR—F 73 U A L TIREINS,

cAR— 73V AEONEE NN — 7 4 U AR OWFEN G D5
Th, FIIT K DR FITR L7220,

H
5 183-202 I8
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Item6 | Presentation of premiums PR DR R
Requirements of IAS 89 and IAS 18 IAS 38 39 B ) CN TAS %8 18 B D E
Proceeds received from the customer are deposits. Therefore, they | giz 7 0,52 13 B 2 FHAIITEY & TH D, —DOF-H. FHHITNLEE L
are not recognised as revenue, and repayments to customer are not THRBENT. Fo. BRICHHT AR LT & L CIEsssns
recognised as an expense. W ’ a a
Board'’s preliminary views on insurance contracts . N
The Board has not yet formed a preliminary view on whether %ﬁff?h}*f?\‘é%f Kf%ﬁﬁ%‘ﬁ Zd . N
premiums would be treated as deposits or as revenue. %ﬁ?‘fﬂpf PREE: 75:?/3 D& SUFUEE E LTHRO D 22 E 5 2> T,
FIEFHR M Z TR L Ty,
Paragraph
297-324 H
%5 297-324 18
Item?7 | Separation of investment management component BE~XTU A NEROSBE

ERequirements of IAS 39 and IAS 18

Some contracts involve both the origination of one or more financial
instruments and the provision of investment management services.
An example is a long-term monthly saving contract linked to the
management of a pool of financial assets. The provider distinguishes
the financial liability from the right to provide investment
management services. This affects the treatment of origination costs
and service fee revenue.

Board’s preliminary views on insurance contracts
If an insurance contract contains both an insurance component and a
deposit component, the insurer should treat it as follows:

if the components are so interdependent that the components
can be measured only on an arbitrary basis, the phase II
standard on insurance contracts should apply to the whole
contract.

if the components are interdependent but can be measured

TAS 58 39 B R CF IAS 55 18 B-DHE

1 SOXIIEE O SRR ORI L RE~ RV A b - P —E XD
MR EENTWLRIBDH D, —plL LTiE, @EMEED T —/IVDOE
HICY 7 LIERHO AMITERNR H 5, #IE T, SfaE s RE
YRV AL D =B REREMET DR & 2 KNS, ZhiEA Y VxR
—va VEN LY EXAFHERUA DB NS E 5 2 5,

IRRZFI IS 55 e = D THEHISEAF
RBRERI SRR EESR L THY @R O T 2 A9 25 E12IE, PRI
TOLBYVRVHLS RETHD,

- BRI AARAFRIR D & 2 T2 1T, BEBFEORIE N KER 72
ETHIE SN S D2/ RVGEITIT. RO 7 = — X2 FLE 3y
R BRI L THEA SN D RETH D,

- BAERLELR D EAKAFERICH 508, BEM 2 < HHEL THIE LSS
BalZiE, IAS 55 39 3RV @ERICHEM SN O & ThH D, Lk
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separately on a basis that is not arbitrary, IAS 39 should apply | &KX 7 = — X2 KE L - THESINDZ L LD, ZOREE,
to the deposit component. The whole contract would be ARSI, BRHEEROAEELIEY S EZORIEEOZELE L LU TH|
measured by applying the phase II standard. Consequently, the EXNndz s,
insurance component would be measured as the difference | . & pephaiss | oo AKFREUG ARV E . 7 = — X 2 LU T {RIREESE |
between the measurement of the whole contract and the WA XA, TAS %539 EANED A EHEICEH SID X Th b,
measurement of the deposit component.
if the components are not interdependent, the phase II standard &
should apply to the insurance component and IAS 39 should | ...
. % 220-228 IH
apply to the deposit component.
Paragraph
220-228
Item | Investment management component — origination costs BE~YRVA LV NER-F VO —va VB
7(a)

Requirements of IAS 39 and IAS 18
Incremental costs that are directly attributable to securing an
Investment management contract are recognized as an asset if:

they can be identified separately and measured reliably, and
it is probable that they will be recovered (on a portfolio basis).

An incremental cost is one that would not have been incurred if the
entity had not secured the investment management contract.

The asset represents the entity's contractual right to benefit from
providing investment management services. The entity amortises
that asset as the entity recognises the related revenue.

Board’s preliminary views on insurance contracts

The measurement of the liability would include all future premiums
that pass the guaranteed insurability test, including the part of those
premiums from which the insurer expects to recover acquisition costs
(both incremental and non-incremental).

IAS %8 39 B R OF IAS 35 18 B DHE
BE~R VA MK EZFTTOEDICEBERBESEDL 2 &N TED
oya A M, BTO%E, BEE L GE#T 5.

THEL CRANARTEE CTH D . o [BHEMEZ S > THIEN RIEETH D |
HIZ
(R—=b 74 VA  "R=ZXT) EIREINDIZENRRIAEND,

By a A kX, BENRE R T A PEEERITLRITIUIRAEL
ol ThAIBEHTH D,

BT, HE~F VA D RN D A U D HERICET S
DEH) ORI Z#ERT LOTH D, BT, BHET LIRS ZRHKT 51
ONT, BELXEAT 5,

IRBERFIIEAT 55 e D TAGHI SEAF

AEOREITIT, PRAES VI EIRBRHER DT 2 b 22 5~ TORF
KRB Z ZH D Z & b, ZHITIE. RBRE DR E 5 LD
3 OWIT) ORI Z THIT SREREIOES bEEN D,
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An insurer would recognise acquisition costs as an expense when it
incurs them. If the insurer expects to recover acquisition costs from | f&EE 1T FEEOE N ECU-IFICHA L U TCEETAZ L LD, B
future premiums that policyholders must pay to retain guaranteed | 3 23MiE3E X U7 WEALFRMER & #5342 - O K b T T2 B 7
insurability, those premiums reduce the measurement of the liability | ,, VSRR D . RS N E AN T 5 2 L 2Tl B EA
because the insurer includes them in the recognised part of the T%Kﬁ% gz 1%[@7{4?2}@2%5%@ 5 LA SNBSS &5«(1/ A7
customer relationship. If the insurer recovers acquisition costs from R m gl e R A D S G RS E)f AR
premiums already received, receiving that part of those premiums R N iE' e s -
does not increase the measurement of the liability. %ﬂg F izﬁjﬁﬂizgﬁzi %= v i;a:lj\@ o =i 1%@&*4@ Y
Paragraph
121-160 =
161-166 %5 121-160 IH

%5 161-166 11
Item | Service fee revenue H— B R FHCBHA
7(b)

Requirements of IAS 39 and IAS 18
Fees charged for managing investments are recognised as revenue as
the services are provided.

Fees received in advance are treated as unearned revenue.

Board’s preliminary views on insurance contracts

Current exit value would include an explicit and unbiased estimate
of the margin that market participants require for providing
services.

Subsequently, as the insurer provides services, the service margin
reduces and the insurer recognises income. That income would be the
same as the implicit or explicit fee provided by the contract, unless
market participants would require a higher or lower service margin
for the same services.

The Board has not yet decided whether an insurer should split
premium receipts into a revenue part and a deposit part for

TAS 25 39 B-32 O TAS 25 18 B DB E
BEEHICE L CGERk a5 FEEHT, v —E AR I N D I2HE-> T
s LR En 5,

AAVTRITH S 1L 2 FEEHIATZ I & LTI b,

RBEZEFRIIZH] T 5 Eg = D FhgHI 2 e
BAEH DEIC XSS NE N — 204 % L TE R 5 R
HINONSRA, T ADIRN— DR BEEN S,

D%, RBRE DY — A ZRMT DIE->T, =R - v—T X
AR L. fRBE 13N LS (income) & U CERek< 5, HESME DR —0H
—ERIZH LT, EVEWITIEIVERNY—ER =T FER LA
WBR D | Z DU (income) 133K L 0 #flk X4 5 FEBI /R ST H
R TR FE L 8D,
FaEax, HIEFHEZEORTRIC

BT, PRBRE D352 HUPR OB 2 IR 5 50
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BT
presentation in the income statement.
Paragraph
87-89
88(e)

297-324

TR BRI EIT NENE S INEIZIRE L TR0,

H

o5 87-89 18
%5 88 TH (e)
5 297-324 18
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Para JE3C (IGN

C1 This appendix summarises important interactions with some of the | Z D&% Tlx, F#EEOMMO T oo =7 M & @Egiﬂ‘ﬁﬂﬁgf‘ﬁ ZoNT
Board’s other projects. The Board expects that the work on insurance | ZH) L T\ 5, ®ESIT., HREZEQICETAEEITZ, 29 Lo
contracts will proceed in parallel with these other projects and will | &> = 7 F L W47 L T, o707 FOERAE-2VTETH
not wait for their outcome. Also, this work may generate useful | 7 7 -OfE%|329 Lo T ud=r Mot LTHRARA > 7
inputs for those other projects. Many of the projects are joint projects o R EAERT G LR, %< 07T e MIKES LR
with the US Financial Accounting Standards Board (FASB). £ (FASB) & 3t~ n /107 Mz 7o T \2 = .
Conceptual framework 1%‘_‘\ TV —AU—7

C2

The IASB and FASB are working on a joint project to improve and
achieve convergence of their conceptual frameworks.
follow on the four active phases of that project:

* For phase A, the boards released in July 2006 a discussion paper
Preliminary Views on an improved Conceptual Framework for
Financial Reporting: The Objective of Financial Reporting and
Qualitative  Characteristics of Decision-useful Financial
Reporting Information. The boards have begun their review of
responses to the discussion paper.

Phase B addresses the definition of elements and the criteria for
their recognition in financial statements. In the IASB’s existing
framework, the elements are assets, liabilities, equity, income
and expense. The boards expect to release a discussion paper in
early 2008.

Phase C will deal with measurement. The existing conceptual
frameworks of the IASB and FASB give little guidance on this
subject. The boards conducted public round tables on
measurement in early 2007. The first part of phase C will develop
common language to describe various measurement bases. Later
parts of this phase will develop criteria to assess which base or
bases should be used, and when.

Phase D addresses the reporting entity. The boards expect to
publish a discussion paper in 2007.

Comments

IASB & FASB 1%, MiFZFOW &7 L —LAU— 27 2WBELa L R—T xR

ERERT HOICHKE T e Y2y MRV A TS, ZOTr Y2

b@4o@%ﬁ7i~x«®:x/biur@&k@
T — R A TIE, WEHESIT20064FETHICT A AT gy R_—
N— T BEHREIZB T S LSS T L —A T — 2 (2D T D
FHFHIIAF : TSR D H 19 ONEBRIE 12 72 5 3R e R D
Eﬁﬁﬁj%A%waéoﬁﬁ%Ai74xﬁ//a/

Wkt T ARIZED L E a—2BiE LTV 5,

7z —X B TliX, MBHRIZBITHIERDOER L TN OFEHIZE
THHMEZIY P> TV D omw@ﬁﬁ7v LU —7 Tlx, EHRE
TG PE, AfE, BEAR, IS (income) XOEHTH D, ME#HESIT
T4 AT Y a e = X—% 2008 E D B A%ﬁé%mf
b5,
T x2—XC CIXEEBR Y S, IASB & FASB OBUTOM &7 L —
AU~7m\:@%%Kﬁ&hgﬁ4ﬁyx%ﬁszﬁwoﬁ%
T, 2007 O RNFEHNC . JIE IS 2 ABHO M Haxisk 2 B
Lto71~zcmﬁ@@&ﬁfi KR & 70 A A R BT 536
HBEBPAEINDTEAD, ZDOT7 2—XDBRFETIH, WOEDE
WENMEDON D RXE RO LTI T 2 HEZFRET L TETH D,
72— XD TIE, BEEEROMEZI &5, mEFH#RSIE, 2007 4
HIZTF 4 Ay vay « X=R—2NKTETHD,

/\F*/\

Revenue recognition

IR 2k 5Bk
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C3

The Board and the FASB are conducting a joint project to develop

concepts for revenue recognition and a general standard based on

those concepts. For the IASB, the general standard would replace

IAS 11 Construction Contracts and IAS 18 Revenue. The boards plan

to publish in late 2007 a discussion paper exploring two models for

revenue recognition:

+ a fair value model. This would measure contractual performance
obligations at the price the entity would have to pay an unrelated
party to assume legal responsibility for performing the remaining
obligations.

a customer consideration model. This would measure
performance obligations by allocating consideration receivable
from the customer.

FHS L FASB 13, IUSRB 0TS & 2 & ORESICFE S < — AR L
ERRETH-OORFE e 7 FEHE L TWD, TASBIZE - T
O fRMIEYEX TAS B 11 5 [ TFZZHg) L IAS & 18 & 478 (&
%?ﬁb% %.)@VC&)ZD ﬁ%u?‘zxi 2007%&5‘: ”Xﬁmuuﬁk F%?H‘Z)L)LT
D2ODETNERNT DT A AT vy ay « R=—ERANEKTETH
Do
- ANEMEET L, 2, B EOBITEEREZ. BENE =FITHE
EHIBITOENELEZADE D HEICYHEE = FH A~ bRt
72 B IRVl THIET B,

B RHEE TV, ZhuE, BITEE A,
NI HZETRET D,

JERES 70> B 52 F B2 S Aiffi 2 Bid

C4

Each model has support from several members of both boards.

ENENDETIVRMEBRDDBEED A L N—ITFF STV 5

C5

Fair value measurements

The objective of the IASB’s project on fair value measurements is to
simplify IFRSs and improve the quality of fair value information
included in financial reports. The project will not introduce new
measurements at fair value. In November 2006 the Board published
a discussion paper Fair Value Measurements, for comment by May
2007. The paper seeks views on whether the IASB should develop a
concise definition of fair value and a single source of guidance for all
fair value measurements required by IFRSs. The starting point for
the Board’s discussions was a recent US standard, SFAS 157 Fair
Value Measurements.

INTEATAE R E
I%B@“Eﬁmﬂm7m/17%69%i IFRS Z Hiffifb L, ME5#H
HIZEENLIAEMEFROEEZUEST L THD, 20T Yy
MIAEMEDOHz LWHIEZEAL LD &35 5D TIEARY, 2006 4
11 SRS, 2007 26 HZERMDEIV E LT, T4 ATy 3
Ve =S [ DNEMEIE) % AT LT D, T DO—s3—"TlL, 1ASB
DNANIEAE DR EFe MO8 TFRS TESR SN TV D TR TOAEME
MWEICETDEIHA X ADOE D FEHZHRBETRENE I NITHONT
DRIRZRD TG, BESOHEmO MR AL, KO KEDOIEYET
& % SFAS 55 167 & [ Z2MEMEHE) Th D,

Cé

Some important features of SFAS 157 are the following:

(a) Fair value is the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between
market participants at the measurement date.

() A fair value measurement assumes that the transaction to sell
the asset or transfer the liability occurs in the principal market
for the asset or liability or, in the absence of a principal market,
the most advantageous market for the asset or liability.

(c) Market participants are buyers and sellers in the principal (or

SFAS %5 157 5 D EBERFHEDO W ONILL T & D,
(a) AIEMEIZ, HIE BSOS SNE R ORRT & 5 G128V T,
BREFEAIRFIZZ T IS T BBEBEIRFICIA Y I2A itk Th 5,

(b) AIEAERIE CTlX, EETZHISCABBIROIE T, £0EENITA
Bl > TOFERELTY. 2R 720 zi%®§FX

AEIZE > TROANRTSG TITDN D bD ERET 5,
TSBINE L, TOEEXTABEOELD TR b AF]ZR) i
CBIFLDHEVWFLRYVFETHD, T7hbbH,

(c)
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most advantageous) market for the asset or liability that are: (1) WMERENGMILTWD, T2bb, o ITHEREDRHE
(i) independent of the reporting entity, ie they are not related WMEETII 0
parties. (i) FHERHY . T XTOFMFRERERIZIEESNT, ZOEEXL
(i) knowledgeable, having a reasonable understanding about the ITAE R OF OEBICHOWTAFREICHME L T\ 5, FIH ATEE
asset or liability and the transaction based on all available RIEERICIT. BT a—  FY VL AEBLTELNLST
information, including information that might be obtained 55 HDHEEEND.
through due diligence efforts that are usual and customary. y = N
(iii) able to transact for the asset or liability. (].H) %@;é:%y&iﬁ{i@ﬁgl #ﬂﬁiwc H5 RSN
(iv) willing to transact for the asset or liability; that is, they are (iv) %@/QEX@E‘{E%H&%I?Z)%@% BEEDRD L, TIRDD,
motivated but not forced or otherwise compelled to do so. WA LTRY, 2590 2 Lamblcn T2 DT TRz

(d) Fair value is based on the assumptions that market participants o ]
would use in pricing the asset or liability. (d) ANIEAMEIE, T5ESINE S Y& e UL A O ICHWS T

(e) Valuation techniques used to measure fair value should 5 I PUEITIED N TN D,
maximize the use of observable inputs and minimise the use of | (e) AIEAMERIEIZH W G D FHmE AL, BIE2wTEE/ AJIE % e KR
unobservable inputs. Observable inputs reflect the assumptions TEH L. BIERAEDATMEOR AL E/NNEL T XX THH, BLgn
market participants would use in pricing the asset or liability REZR AJVELE, D DINT L7 I D IES LT —
developed based on market data obtained from sources HIZFESWTIEL T, TESINE 2N Y 38 5 T AE DMK AHT
independent of the reporting entity. Unobservable inputs reflect AIFORCRIAT 5 Th A IRELK L TW5, BERRER AT
the reporting entity’s own assumptions about the assumptions 1. Z oW TR R B OERIc RSN CES-. h
market participants would use ir} pricing the ass.et or li.ability BB I8 2 O PE T S O AT 1T 247 5 B c R+ 5 T b
S;\éil;zi;lnf;s'ed on the best information available in the 2 3 (VT B 2 e ? 50 ﬂifﬁ% 7 L“Cl;; 7.

() In many cases, the fair value of an asset or liability at initial (f) ZIDFr—= Vﬂi‘, é%ﬂﬁf‘aﬁﬂck 7 Q‘EX@E‘{E@;‘%E%@ (Hj
recognition (an exit price) equals the price paid or received (an Dﬁﬁ%) ENpE ? Xgi’iﬁﬂyéﬁﬁg (A RHllifs) 125 LS, 2
entry price), but there is no presumption that they are equal. NHDPELNEWIRGER S DD TIE7R,

C7 The IASB has not yet reached final conclusions on the definitions of | IASB |, (AFEAMERIE > 7 =7 MIEIF5) IFRS ORNIEMED E
fair value for IFRSs (in the FVM project) and current exit value (in | K& 8 (RBREH TP =7 MoBIT3) BEHOMEDO EEIZHOWT
the project on insurance contracts). Therefore, the IASB cannot yet | ;& 255 mIC EEERE L TV, LR T, IASB L. “HhbH o
determine whether these two notions are the same. The IASB has | 9 5o A F—72 D78 5 nEFLRETE 22U, IASBIZ 25 DD
not identified significant differences between them. TR FLE A TER L TR,

Revisions to IAS 37 Provisions, Contingent Liabilities and | IAS %8 37 & (5| % &, BREEERCEREE] OWET

o8 Contingent Assets 2005 4F 6 I, a3 IAS 55 37 75 [ J/25%, MR EHR O EPE

In June 2005 the Board published an exposure draft proposing

DUFTERET HLMEREAE LT, FAE, AMERICHT 5

_20_




Para JF 3L (FEN
revisions to IAS 37 Provisions, Contingent Liabilities and Contingent | %Rt L CWH E ZATHY | 2008 FITHEMEE RKRTET HZ L& A
Assets. The Board is reviewing the responses to the exposure draft | JAA TV 5, RBEEKIL. IAS & 37 B-OXREHE TITAR VY, LaxLaen
and expects to finalise a standard in 2008. Insurance contracts are | & 71 V=7 MIBIT A BEITEBEZOICBNTYH 2 SDOSH T
not within the scope of IAS 37. However, developments in this project | sz L 72 v 157
could set precedents for the treatment of insurance contracts in two (a) HEEWIEEDES
areas- SHI| == 35 S
(a) the definition of a constructive obligation (b) BEHA 572 2 DRRRAE
(b) clarifications to the measurement guidance.
Liabilities and equity AR TER

C9 The FASB has taken the lead on this project to date, which aims to | =7 vy =7 MIEA, AlEi. HAWVITFOME G, LOVEHED RS
develop a comprehensive standard of accounting and reporting for | fi5 z 7= & @hpE s B3 A A4EM 7223 « GO R A2 HIE LTH
financial instruments with characteristics of equity, liabilities or | vy s HECcOL =5 FASBIR-DFE V=Y 23U —RLTWN5,
both, and assets. The FASB intends to publish a preliminary views | prsp 1. 2007 FEIC TR RO CEENFET D TETH S, IASB I,
?Xgigmznt in 2007.(;I‘he TIASB i};l;lends to publish tbhat dlocumenft n in IASBDOF 4 AH viar CEOHTCEDTELNETEFETH D, 7

iscussion document. e project may be relevant for the oo 2 s 7] 9 - HE> S

treatment of participating insurance contracts. 7 aY =7 I ARIARREOOTRNBIET 5725 9.
Financial statement presentation MR DOER

C10 The aim of this joint FASB/IASB project is to establish a common, | = ® FASB & IASB ®ILFE 72y =7 O HMIZ, MEHFORTREHD

high quality standard for presentation of information in the financial
statements, including the classification and display of line items and
the aggregation of line items into subtotals and totals. The boards
are conducting this project in three phases:
Phase A defines what constitutes a complete set of financial
statements and deals with requirements to present comparative
information. In March 2006 the IASB published its phase A
exposure draft of proposed Amendments to IAS 1 Presentation of
Financial Statements: A Revised Presentation. The comment
period ended in July 2006 and the IASB began its phase A
redeliberations in December 2006. The FASB did not publish a
separate exposure draft on phase A and intends to expose its
phase A proposals along with its phase B proposals.
Phase B addresses the more fundamental issues for presentation
of information on the face of the financial statements. The boards

%iﬁ%ﬁﬂ%&@%ﬂ 5 @%%Iﬁ H @/J‘%"?D u+’\@$ n+7£’ =) Uﬁj‘ %u%

FIZBIT DIEROER ’E‘eﬁ?‘éit‘%@%&’%ﬁ%ﬁ%%mﬁé Lz
HD, MFEHEDNL., 207yl FaE3ODT =— R T4 THD L
/ufb\é

Tz — A AN T, BERMBEEORRIZIED L > b OnEER
L. HBESRAZFRRTH-OOHEZER Y H 5, 2006 4 3 HIZ TASB
X, IS H 1 BORFRETHAH 7 = — X A NBEZR TIE#EED

FR L HFTE RS RAFE LT, 2 A MIRIE. 2006 4E 7 A
IZHT L. IASBIX, 7= — X A DFF#E% 2006 4 12 HIZHBI L7,

FASB1Z, 7 =— XA IZBHT ZEBIOARERZRE AL L TELT, 7
T—ABORREL BT = — RN DRERNRTATETH A,
7 x—RX B Tk, ME#RLTOEROERICET D X0 AREN
A AIY S, MEESIT., 2007 45 4 UMl 7 = — X B2
TAHET A AT vay « R=R—5/ANETHTETHD,
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plan to publish a discussion paper on phase B in the fourth 7 x— A C TlE, KESFHEMEICBIT 2 P RIMBE RO EREOHE
quarter of 2007. BIZOWTRY S TETH D, IASB 1L, IAS 55 34 = [ #1315k
Phase C will address presentation and display of interim 4 ORERFEBRIT 500 L7,
financial information in US GAAP. The IASB may reconsider the
requirements in IAS 34 Interim Financial Reporting.
Financial instruments R RE Sh

C11 | In 2005 the IASB and FASB established the following three explicit | 2005 452 TASB &% O} FASB |%. £ 0} ONER R 72— RA 2 IR TX 5
long-term objectives to simplify and improve financial reporting | ¥4z &@pE i B+ 2 B EHEAEEL LkETLI L2 HBY
requirements for financial instruments, if technical and practical | |« pIFIZHIF2 3 >0 RHAEMEELZE LT,
hurdles can be overcome: _ (a) F_TOEMAMIH L, FREORIAORGR IR E L D%
(a) TQ ]}flequulf'e a(lil fln(;inmal 1?str;mgnts to (li)el measured a1? faér.valﬁe AU HIRIC 3 L. AEEIC L AIEEERT AL, o %

betiod i which they oceur, Even if allthe technical and practical | << PP ROSIMOARIEIAR ST 2 L, diiie:
problems are resolved, the boards do not expect to be in a I %IEF%T?‘ EAN @{fr‘iﬁiﬁﬁﬁb ERIEARETIEY 5 2 & %%Zk
position to require fair value measurement of all financial TEH L5127 D LITHf Lj(b VR ?" Mg AR L 72 T AU
instruments for several years. The issues that the boards must 25 fib\ﬁ”q%z:@\u?@ LOmboREENRD, (1) COHANH
resolve include:(i) which items should be subject to the ECHED R IT R bRy (i) ERARTHE TGS T
requirement, (ii) how to estimate fair value for financial WXIEBUN O =2 b e —/L O TG 3TV 5 e b o
instruments that are not traded in active markets or are traded NEMEZ EDO LD IZAEL 2 KO, (i) AEAME O E D%
in government-controlled markets, and (iii) what information to RGO TR ER BN D=7 ZAR— % — 2B L, Fo k5 pE
present about past changes in fair value and exposures to future WAEFRTRTAD, MEBEHEDL. ZHDOEDOW L DO R~
changes in market factors. The boards are working toward FTEH LTS,
resol‘vmg' some of.th'ese issues. ‘ ) (b) Hpik7p~ v VRGFHHUE Z BE(LT 20, UXZE ORENEZ D B <
() To simplify or eliminate the need for special hedge accounting L
requirements. e ) T 5 « -
(¢ To develop a new standard for the derecognition of financial (c) GRRAdh ORMO T ULICBT DI BREFRT 5 2 Lo
instruments.

C12 | The boards agreed to work toward those long-term objectives while | Hi5FER L. ZNOOEMAEME L EEN ., L EBOBEZLFTH
retaining the ability to work either jointly or separately (if necessary) | 2\ it (W37 51F) BIEIC E& DT Al HEME A B Lo, YU EHH
on shorter-term objectives that are consistent with the long-term | jE4 His L T8 NHT 52 LIZAE LT,
objectives.

C13 | Neither board has added projects reflecting these three objectives to | Wi, T, AERICHEF B0 2 5 22 R 72 Al & ONFEHS )

its active agenda because the boards must first address difficult
technical and practical issues that are likely to take time to resolve.

RIS KHAL L R T U SO T, T T 47 « TV ZI2Z
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The boards are addressing some of those issues in active projects.
The boards plan to publish a due process document in late 2007
addressing the first two objectives (measurement and hedge
accounting).

L5300 AEENKM L7027 FEMZTHRY, WMEHESIT, B
EEESFO7e 2/ FOFTERLLOMED 9> HOW O E T
WoTWD, MFFHESIX, 2007 FFEE TR O 2 DO BEE (E LA~
wVSE) EROVE I T a—c TubAXLEELARTLHTETH D,

C14

The staff is also working on a research paper on derecognition to be
published as a due process document. That work is in the early
stages, and the boards have not yet set a timetable for the document.

SN T E, Ta— IO ALEL L TAEINDLIELRD
FRROP IR DRI L D LA TV D, ZDOIEEIL, WIHIEE
BEICH 0 | MFRHRRIT, ZOCEICET 2 TRRA EE/ER L T,
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This paper does not address the topics discussed below. The
Board expects that an exposure draft will address them, unless
the comments below indicate otherwise.

Subject Comments
Scope of The Board will consider in due course
standard whether the scope exclusions in paragraph 4

of IFRS 4 are still appropriate.

Definition of

The staff does not expect to recommend

insurance major changes to IFRS 4’s definition of an
contract insurance contract.

Catastrophe This topic was debated extensively in IASC’s
and Issues Paper and Draft Statement of
equalisation Principles (DSOP) and during the
reserves development of IFRS 4 (see paragraphs

BC87-BC93 of the Basis for Conclusions on
IFRS 4). There is no realistic possibility that
the Board could conclude that these items
are liabilities. The Board does not expect to
review the treatment of these items again.

Separate funds

Sometimes, assets are held in separate
funds to back specific pools of insurance
contracts (particularly, but not exclusively,
for participating contracts or unit-linked
contracts). The Board will consider in due
course whether an insurer should recognise
these assets, and the related portion of the
liabilities. Starting points for the discussion
will be:

the definitions of, and recognition

criteria for, assets and liabilities in the

ARR—=RX—I, T T ond heEy 7 2Wbn, Zn 6D M v 71X
TREDO I A N TRICE A ZRWVRY | AR EE Tﬁ?&&%%%xi%ﬁ

LTW5,

y::24 X2k

FEMEOHIH Fik X IFRS 55 4 5 05 4 O H RSN NS
THEMUNE I N EHZBRGT D TETH D,

PRIRERH D E 7% A Ky 71X, IFRS 5 4 5 ORI DEREIC
RERELEHLET L TEILR0,

REGWREHREN | 20 My ZiE, IASC O (a8 & TR

OVl e 4 ZHZ (DSOP) . M OVIFRS 4 4 5 DOBIF D
i (IFRS 5 4 S OfEGmOARMLD BC8T-93 IH)
TIRFZ e SV, Fma N I b OHEA %
ﬁﬁ&# w2 BLIER A FTREME X 72\,

X, IO OHEE OB OBEBITTELT

y\fcﬁl/\o

53 BlERh & PRIRZH DR E D T — WAZKHET B 121257

HEENE (CEBENRASND Z LD D (R
THIZT TIERWA, ALY = b

U738, TSI B RRE DN Z ﬂ’L%OD
FRE L REORRT 2O LT ~EnE

9 ﬁ’%*ﬁ?ﬁ?é%ﬁf&)éo MDA K — Nt

FIEUTOLBY 2D FETHD,
r70~47—71&0%ﬁ7v LY —
7@7m/17b BUILEELAKD

& AR A

E#&%%E%%%%@fﬂyiﬁk
55 269-286 H O 43 BIERN & & PE D im
DSOP D5 11 =
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Framework and the project on the
conceptual framework.

the project on consolidation and special
purpose entities.

discussion of separate account assets in
paragraphs 269-286.

chapter 11 of the DSOP.

Securitisations
and other
innovative
transaction
forms, often
known as
alternative risk
transfer (ART)

The Board will assess in due course whether
ART transactions pose specific accounting
problems.

FEFAE M DN DAt
DA ) _R—F 4T
7R S AR

ik I H ART HUGIANRRE DG Lo
ZHIEEZTNE I NEFHIT D TETH D,

Deferred tax

The DSOP proposed that an entity whose
primary business is issuing insurance
contracts should wuse discounting in
measuring its deferred tax assets and
deferred tax liabilities. However, the Board
decided tentatively in February 2002 not to
consider in this project whether discounting
is relevant for deferred taxes.

Interim The Board will assess in due course whether

reporting there are any specific interim reporting
issues for insurance contracts.

Presentation The Board does not expect to develop

and disclosure

significant changes to the high level
disclosure requirements in IFRS 4, although
some consequential amendments may be
needed. The Implementation Guidance may
need refinement if different information is
available and because insurers will have
experience with the disclosure principles in

YU R 7B

(ART) & LCab

nNoH o

TRAEE A DSOP (%, zté%%#%&%ﬁ@%?(@é
FEIL, MIERLA & PE & MUERL4 A& ORE
%%%ﬁ%?é:k%%%bkobﬁb\%%

SITFIG | PIER B ITE L E D ha KT 1

/17bfiﬁdbﬁw L% 2002 42 HIZ
TEAE LT,

U S s FB T, PRERZ O A B 1T DU TfiT
INFEDEN D HMNE D EH AT MT 5
TETH D,

FR M OBAZR T, WL O DOREROREENLE) G

LIVZ2 WA, IFRS 5 4 B A« L~ULDBH
AHREICEERERT 2T O TEIZR VD ES T
BWMPAFIND LR D 6, 72, &
B A TFRS %5 4 5 O BRI CRER 2 T
HTEMO AT A X ADPARDB LIS
LAV,

R EIZ LD

IFRS (. fRBREEFIE I L AR DEEHC
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IFRS 4.

Measurement
by
policyholders

IFRSs address only limited aspects of
accounting by policyholders for insurance
contracts. IAS 37 Provisions, Contingent
Liabilities and Contingent Assets addresses
accounting for reimbursements from
insurers for expenditure required to settle a
provision. IAS 16 Property, Plant and
Fquipment addresses some aspects of
reimbursement by insurers for impairment
or loss of items of property, plant and
equipment.

In February 2002, the Board decided

tentatively to create the following simplified

measurement model for policyholders, based
on paragraph 9.6 of the DSOP:

(a) prepaid insurance premiums at
amortised cost.

(b) any readily identifiable investment
component at fair value.

() virtually certain reimbursements of
expenditure required to settle a
recognised provision at the present
value of the reimbursement, but not
more than the amount of the recognised
provision (as in IAS 37).

(d) wvalid claims for an insured event that
has already occurred at the present
value of the expected future receipts
under the claim. If it is not virtually
certain that the insurer will accept the
claim, the claim is a contingent asset

H

i

DWTIRERIZ2 M LA > T, TAS 5 37
o 7122, MHAEFHEROHEEE X, 514
& RFET DI DI T2 I OV TRR
BN DM T AT 5 L3 2%
S>TW5b, 1AS 5 16 & [ HHEEERE 1L,
A IZE EE EE H ORE SUTHEKRIC OV TR
REICE DM TADN DD HEEZH > TV
Do

2002 4F 2 B2 R3S IL DSOP O 9. 6 AT HS
= RBREKEICET AU T o/El L-HE
ETNVERIHT A L ICEESE LT,

(a) ATHACRRER} 2 15 AU <l E

(b) BB FATRE R BB ER N HIILAIE
Al CHE

(c) RHRFEA DB YL DPFILI 2T HIT
BT DIRIEMEER2M TAIL, ZDOHTAD
BUEME CHIET 528, (IAS %5 37 5 7T)
ERE DB M E 0 E ER S0,

(d) BEIZHAE UTRBRFBUZ KT 2 1E Y 7255
Kix, EOFERO FCORIMIG SN D % H
BADOBUEANE CHIET 5, PRIRE 3 E DFE
RKEAGRTDHZEMEFHEEE WD DU
TRV EITIE, EOFERITBREET
HO., IAS 37 EOF TSNz
Lz b,

Wik, & B Z O TR Z G5 TIE
Th D,
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and would, under IAS 37, not be
recognised.
The Board will review this tentative
conclusion in due course.

Paragraphs 206-210 of this paper note that
a risk margin increases the current exit
value of a reinsurance asset. Similar
reasoning may be relevant for a
policyholder’s insurance asset.

RAR— =D 206-210 (L, U AT «v—
IR BRE PE O BLE Y DA 2 N &S 5
EIRARTWE, FEEOHLE A, REREEKE D1
BREPEICH T E D0 E Ly,

Transition and
effective date.
Consequential
amendments to
other IFRSs

To be considered at the exposure draft stage.

BATHE DO H
R LTALSD
ft > IFRS DIEIE

IANBHFZE DB PE TRRET T iE,
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Para JF 3L 1BER
E1 This appendix is a preliminary draft of guidance on estimating the | = Ofli%, k¥ v v = « 7o —D&FE, K ORHEFEM %2 RFE
amount, timing and uncertainty of the future cash flows. The | H1CH/=>TOHA X ZADTFHIe RT 7 N Th b, BT A X%
guidance applies to all forms of insurance liability (eg life and | |ZRBEABEOT X TOREICET SN S, W23, AL & BER
non-life, direct insurance and reinsurance). B, TR & R
Overall principle AR 72 R Al
E2 In estimating the current exit value of insurance liabilities, an | {REEEOBAH OMMEL REAICH> T HBRFII TO L > %
insurer should develop estimates of cash flows that: Yoo - 7u—0RBYAERTRETHB,
(a) are explicit. (a) BRI TH 2,
(b) @umwm@mn%p@@ﬂmmhwww@hmmmnmw& (b) FTREZ:PR V) BLELAIRE A TH AR iM% L 34 LT\ 5,
(© 1rﬁcorporate, in an unblased way, gll ava;lal;lle 1nt;(1)rgat10n gbput (c) B LELOBENLALDZTRTODF Yy o« 7o —0D4%E,. B
}:‘ e amount, timing anc upcertalnty of all cas OWS arising RORREEMIC AT, F_RTOAFFRERERZ AL T ZAD AN
rom the contractual obligations. N . -
(d) are current, in other words, they correspond to conditions at the TETHELIA LT \5; . - "
end of the reporting period. (d) ﬁf‘#}f—i? HbOTHD, VR D L, D ITEMEHMIROAR
(e) exclude entity-specific cash flows. Cash flows are entity-specific RIFIHIET B,
if they would not arise for other entities holding an identical () REERADOF ¥ vz - 7R—2R, F¥xy¥a - Tr—3FH—
obligation. DEEZETHMOBEIIH L TELLRVDOTHIIE, Yk v v
Va s 7e—B3aeXEEOLDTHD,
E3 The rest of this appendix deals with: ZOMEROFEVITUT O b DO EHD o T D,
(a) uncertainty and the expected present value approach | (a) REeFEM KL QWIS HIEMET 7 0 —F (F4-8 IH)
(paragraphs E4-E8) (b) BUET Stk & ORAME (B9-14 1H)
(b) consistency with current market prices (paragraphs E9—E14) (c) RFEY DR (E15 IH)
(c) source of estimates (paragraph E15) (d) HAED BFEY OFIH (E16-18 1H)
(d) using current estimates (paragraphs E16-E18) (o) Yl ?E19—23 IF) .
(e) futgre events (paragraphs E19-E23) ) EOFvoia-7a—7 (£24-26IH)
() which cash flows? (paragraphs E24-E26) s . _ Con TH
(g) entity-specific cash flows (paragraphs E27 and E28). (@) EEREFOX vy va - 7r— (B27-28 H)
Uncertainty and the expected present value approach FHEEER CHFBAMET 7 r—F
E4 The starting point for an estimate of current exit value is a range of | FR{FH OfE %L RAEA -0 DOHFE ST, B2 W EAREE DR KIROHH

scenarios that reflects the full range of possible outcomes. Each
scenario specifies the amount and timing of the cash flows for a

ERMTHIESERTTIATHD, TENTHDOTT Y AT, FrED
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particular outcome, and the estimated probability of that outcome.
The cash flows from each scenario are discounted and weighted by
the estimated probability of that outcome, to derive an expected
present value.

FERICHTDF v v - 7a—0ef, K, KOZEOREOHEY
MRERET D, TNENDL T IANLDF v v 2« 7u— 3
BUEMfE 2 H & B 7202FI0 5100, £D R HERICE > TNES
o,

E5

Thus, the aim is not to develop a single ‘best’ estimate of future cash
flows, but to identify all possible scenarios and make unbiased
estimates of the probability of each scenario.

L7znoT, ZOHMII kXY v 2 - 7Ju—0HE—0O [FED| K
FEY Z1ERRT 22 LTI, 9 CORZVED TV &AL,
FNENDOL TV FOWHRIZONWTDNRNA T ADRWEEY 2452
LThb,

E6

In some cases, relatively simple modelling may give an answer
within a tolerable range of precision, without the need for a large
number of detailed simulations. However, in some cases, the cash
flows may be driven by complex underlying factors and respond in a
highly non-linear fashion to changes in economic conditions, for
example if the cash flows reflect a series of interrelated implicit or
explicit options. In such cases, more sophisticated stochastic
modelling is likely to be needed.

BRI Lo T, EBREM AT UL, < ORI 2L —Y
3 EMLBEBLEETI, R LSOIHAOKEDOT TCEAEGL I LIl
L00H LV, L LR G, HHEIc Lo TE, plziE, ¥y v -
7 v — N O BT 5 IR TR 72 A 7 Y a v e
HZHAITIE,. Ty via s 7o — | 3EMER SR ERIC L > TEB L,
R RO R U CIEFICIERITIET 5000 Livn, £D X
IR, IV SN HR R T VLRV E LR D THA D,

E7

Consistency with current market prices

This appendix distinguishes two types of variable:

(a) market variables: variables that can be observed in, or derived
directly from, markets (eg prices of publicly traded securities and
interest rates)

(b) non-market variables: all other variables (eg the frequency and
severity of insurance claims and mortality).

BETGMEE & OBSMHE

ZOfFERIZ 2 DD X A T DOEEEXFI L T\ 5,

(a) TIHEE BRI W THEERE:, XIhHEr b EEEX T 2
ENTE DL BT, ARIICHIET 5 AEE Ok & OVeF))

(b) FEFHEF MO T X TOEE (Bl 21X, REESOMEE K & BT
JE R OFETE3R)

E8

Market variables

Estimates of market variables should be consistent with the
observable market prices at the end of the reporting period. An
insurer should not substitute its own estimate for the observed
market prices, even if other evidence causes the insurer to believe
that those prices are unrepresentative of conditions at the end of the
period.

ik 2 %

TIGERORFEY 1%, WEHMEROB L aTae /2 iG it & A4 &
ThbH, REREIX, 72 & ZMOFHLIZ LY 216 O AERICIT 5
W) 2 BRI TIE W E EZ AL LTH, HEORMY 2815 5h
=it DI VI N D & Tideuy,

E9

Market prices blend a range of views about possible future outcomes
and also reflect the risk preferences of market participants.
Therefore, they are not a single point forecast of the future outcome.

TSI RO Z VAL RICOVWTOESEIEREREZIEA L,
FITHEBIMED Y A7 Bl # KT 5, Lo T, TR
FEROHE—DRA > FPRITIEZR, EEORE RN LIRTO T Mg & 5
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If the actual outcome differs from the previous market price, this
does not mean that the market price was ‘wrong’.

BHEGETH,
HDOTIX RN,

O EITTGEEN [RRY | TholmZ L a2EWT 5

E10

Non-market variables
Estimates of non-market variables should reflect all available
evidence, both external and internal.

HEHHEE
IR O ALY 13, S & WO T O F =T OAF AR AE LA
FMRESEBRETH S,

E11

Market prices overrule all other forms of evidence. However,
non-price external data (eg national mortality statistics) may have
more or less weight than internal data (eg internal mortality
statistics), depending on the circumstances. For example, a life
insurer should not rely solely on national mortality statistics, but
should consider all other available internal and external sources of
information in developing unbiased estimates of probabilities for
mortality scenarios. In developing those probabilities, an insurer
should consider all evidence available, giving more weight to
evidence that is more persuasive. For instance, internal mortality
statistics may be more persuasive than national mortality data if the
internal statistics are derived from a large population, the
demographic characteristics of the insured population differ
significantly from those of the national population and the national
statistics are out of date; in that case, an insurer would place more
weight on the internal data and less weight on the national statistics.
Conversely, if the internal statistics are derived from a small
population with characteristics believed to be close to those of the
national population, and the national statistics are current, an
insurer would place more weight on the national statistics.

MG M IO T X TOROIRUIEILT D, LrLaens, MikgList
O T — 2 (Bl z 01X, EOFREHKE) (X, WEkr —% (Bl x X, NES
DFETHE) L., WMo TUT IV EEERH -T2 o209
Lt Livien, Bl xR, MR X, EORCHETOAITEKF T
X TIERWVA, FEEV T U A DOFERIZONTAA, T AD 7 WRIEY Z1E
BT DERIZIE, O T S TOAFARERNER & AN ONE & TR 2 Mt
REXThbd, TNOLOEREERTDHICHI--> T, REFIL, LG
HOHDHEHLE S SICER L, X TOAFARERFHLE RFT & T
Hb, BlziE, REBOMEHEZZHOREMNLEXH L TEBY ., RRIC
AL TWD AAx DORERKEDRENEORERDOZNS EF L A2
STEY, o, EOMHFHIZFRENLTH HLEICIE. WEORTHEH
IXEOFET T — &i@%ﬁ%ﬁ#%é#%bh&w ZDWE ., REE
ENEOT —ZICLVEZEZRBE, HOT—XITXTEALEEZEZEB),
@wf%%5oﬁuxWﬁ@ﬁ#ﬁm@wtﬁlﬂ%%%MLT%@
ZORMENEOREMAFFT ETBPILTWD EELLATEY, o, H
OMFDRBED S DO TH HHEITIE, REREFILEOKFHC LIV EXE2E
<THAHI,

E12

Estimated probabilities for non-market variables should not
contradict observable market variables. For example, estimated
probabilities for future inflation rate scenarios should be consistent
with probabilities implied by market interest rates. Paragraphs E13
and E14 discuss this notion further.

FEMHEBIZOWTOMERO R 13, BIEATRee i e P g3~
TRV, Bz, kol EFERO T FI2OWNTOMERD K,
FED I, TSR TRENDMERLEST RETH D, BI3-14 HITZ D
%zﬁ_omfé%_mbfmb

E13

In some cases, an insurer concludes that market variables vary
independently of non-market variables. If so, the insurer should
prepare scenarios that reflect the range of outcomes for the

BT Lo TR, REBRE I, TR EDSIET S AR & 13 L TR
Z)J:F ATV D, o eI, RIREIIIETELEIZ SV TR
ROFPAZ RS 5T VA Z RIS THY, TnThorF U A
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non-market variables and each scenario should use the same | IZHiHAEEOFE —DBEEZFIHIRETH 5,
observed value of the market variable.

E14 | In other cases, market variables and non-market variables may be | DA Tlk, HHEE & EHHEEIIRET 58 Lvz, Bl 21X,
correlated. For example, there may sometimes be evidence that lapse | fZfILNEF| L BEHET AL WVWIFHLN L X VX H 5000 LI, [FEE
rates are correlated with interest rates. Similarly, there may be | |z ZRHBIEOMRREKOKENREHE. LN “C/i\iljv‘iojz,'jj
evidence that claim levels for house or car insurance are correlated | o k% & Biti9-2 &\ 5 ZEL3 & 5700 LUV, D X 5 22848 7
with economic cycles and hence with interest rates and expense BB O ZNENORERIC T 2T U FE2ERT_RECh D, (F
levels. In such cases, an insurer should develop scenarios for each B 1 B L AT 2 L 910, S U A ORESR & 2580 B
outcome of the variables. The insurer should calibrate the f U R WET X T B
probabilities for the scenarios, and the margins relating to the °
market variables, so that they are consistent with market prices.

Source of estimates R OFRR

E15 An insurer estimates the probabilities associated with future | £ F IZBEEZRK O T HICET AR Y . DITICE S W T A
payments under existing contracts on the basis of: %,

(a) information about claims already reported by policyholders. (a) (RFREBFIEIC & » TEEICHE SRR BT A S
(b) other information about the known or estimated characteristics

of the book of insurance contracts.

historical data about the insurer’s own experience, supplemented

where necessary by historical data from other sources.

Historical data are adjusted if, for example:

(1) the characteristics of the book differ (or will differ, because of
adverse selection) from that of the population used as a basis
for the historical data.

there is evidence that historical trends will not continue, that
new trends will emerge or that economic, demographic and
other changes may affect the cash flows arising from the
existing contracts.

(iii) there have been changes in items such as underwriting
procedures and claims management procedures that may
affect the comparability of historical data.

(d) if available, recent market prices for transfers of books of
insurance contracts, adjusted for:

(1) known differences between those books and the book being
measured.

()

(D)

(&) (RIRSHORHC S50 SEEO XL ARMEA SHHEISET SO
(c) HBIE LT, MO b OFERIT — 512 X 0 Hi5E S5 Rk
FE S ORRICEIT BRI T — 5, EERRT— 21, I ELL T

DEAICTES NG 2 LI B,
(1) RABEOHHEMIESRH T — 5 & 5 & L TR S 5 IHER
bOLIERRS CURIBRODICRAS & E2B) HE
(ii) FESA 7RI ASRERE L 7\ 0, 3 LRI B S o, XL
H . AR 0 O DR D LA BEF A B LD % v v
2 7B EERIET S LR &V REILS b 55

/_.\

(iil) FESHYF— 5 ORI B RIETH b L, 315
RIS ORASTED X 5 1R 50 T E T 55

AN
=

(d) AFAEERGA, LTOL OIS N, RO BRI
DN ERURANIFE X 1L

(i) MREIFORE L HIE SN D RIBE L ORI O BE O FHE

(i) BEFERH LW Ko b LA, BRIBZEKE & OBFRI L DRk
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(ii) implicit or explicit amounts embedded in those prices that are
attributable to future benefits from the relationship with
policyholders rather than to the existing contracts.

(e) if available, current reinsurance prices, adjusted for factors that
may cause the reinsurance price to differ from the price for a true
transfer. Reinsurance prices are not generally true exit prices
because reinsurance transactions do not typically extinguish the
cedant’s obligation to the policyholder. Also, reinsurance often
covers only part of the cedant’s liability. In addition, the price for
reinsurance may be affected by the relationship between the
cedant and the reinsurer.

(f) if available, current prices for instruments (Gf any) covering
similar risks such as catastrophe bonds and weather derivatives,
adjusted for differences between the risk covered by these
instruments and the risk covered by the insurance contracts.

DOAFIRITHE IR T2 Z 30 5 OfFS I FAGA F AL 72 FEHRIY 72 1T

NP
(e) ATFHRE/ARGA . MMM 2 HoOBiRMh L B bes 2 Lidk
Dt LAV W BRI 2SR S 72 B O FRORBRAMAS . FRORBRAMAS 1
WHEBEOH Ok S 138705, 728705, FRREG IR E
WX HEE OEEZ, —REICHRSER0WnbL Th b, £12,
BRI LI LISHEE OABEO 72T 2 MiET 5, b2, &
PR XS & BRRE & OBRIC L > THEBINDI D L
R,
AFHRERBE., ¥ v b« R RRKREFT U AT 4 7D X 5 7
DU 27 ZiET 5060 (b LHIUE) OBEM&, Fhit, =
NOEDOFEMICE > THEIND U AT LRBREH THE IS Y
A EDOBOERNFHEI NI LD TH D,

(f)

E1l6

Using current estimates

In estimating the probability of each cash flow scenario relating to
non-market variables, an insurer should use all available current
information about conditions at the end of the reporting period. An
insurer should review its estimates of probabilities at the end of the
reporting period and update them if evidence indicates that previous
estimates are no longer valid. In doing so, an insurer should consider
both:

(a) whether the updated estimates represent faithfully conditions at
the reporting date.

whether changes in estimates represent faithfully changes in
conditions during the period. For example, suppose that
estimates were at one end of a reasonable range at the beginning
of the period. If conditions have not changed, moving the
estimates to the other end of the range at the end of the period
would not faithfully represent what has happened during the
period. If an insurer’s most recent estimates are, initially, out of
line with previous estimates, but conditions have not changed,
the insurer should assess carefully whether the probabilities

(b)

BAEDOREY OFH
FEFHAFICEET 2 ZNENOX Y v o« 7a—0vF U A OER
ZRMDITHTz > T, RRFITME IR OFHRSRMEIZ OV T O T
TOAFARERBEDERZFHTRETH D, FHLAFIE O TEE
IFRAD TRV ERTHEITIE, RRF IR ESFEIROMERED RFEY
ZREL, TNOLEFEHFIRETHD, TOREIZ, BREE XL T O S
ERETTRETH D,
(a) TH SNT=RHE Y BNl B ORREM 2 ILRICEIT D0 E 9D,
(b) RAEY OEFEN Y ORMREMICE T 52 E b A2 BEICKBLT
HE D, BT, ST D A 2NA BREY 2R G O b
o To EARET D, AHESRIENZEE L TR WGAID, SR
WZHEIFHO S 9 — O R 28009 2 LY EEIcE Z -
T EHBEBICERH L TWRNWZ LIZRDETHA D, YW, RRE
DOEEORFEY BLURIORFEY LT TWD R, BiHeRIENAZl L
TWAWEAIZIE, RBREIXZERZENO T Y AZE Y ¥ THRT
RN YZME N OEZL L TWENE ) NEEEICIHMET & T
HbH, TNOLOMRORIEY #HWHTHI2hT-> T, REREIT, X
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assigned to each scenario have changed since the beginning of VSN OH DAL LV EXZB X, DATORMEY 2 XFT 55
the period. In updating its estimates of those probabilities, the e T _RTOAFRFERFT LWEHLOE F Z a4 XX Th 5,
insurer should consider both the evidence that supported its
previous estimates and all available new evidence, giving more
weight to evidence that is more persuasive.

E17 Current estimates of expected cash flows are not necessarily identical | #if5% v v = « 7o —OHAERBEVIX, EXOBREOEFELT LY
to the most recent actual experience. For example, suppose that | —F % L Cu 72\, i 2 1E. FEFEOIE TS EENLIRTO FEE L OLLETo T
mortality experience last year was 20 per cent worse than previous | 48k v ¢, 20 /S—t > FNEAL L7 EIRET D, —HRI9IC . BIERE 1S4
experience and previous expectations. A current estimate of expected | & PH/ED REEY ZE HITH A 20 /S—t 2 FEFE T LAV, 5 L.
death benefits does not typically change immediately by as much as LFD L5788 D% ETen < ShOEHERERE & 7p o CTRKDE( %
20 per cent.'Sever.al factors could have caused the sudden change in LTI ERH RS,

e v s W EEEDEL

(b) changes in the characteristics of the insured population (eg (b) PRERIZIMAL TN DHH lﬁ!f%& PEDZAL (B 21, jlxjif‘ﬁr@%@ﬂ:é
changes in underwriting or distribution, or selective lapses by a&/ FEITEH DI, SUFRBREGIA OREFRE2 W R OB
policyholders in unusually good or bad health) 1T 5 BIREY 72 K50)

(0) flaws in the estimation model, or mis-calibration of parameters | (c) ﬁ* DET VBT LRE, ITET NV THEHAINDNT A—F—
used in the model DFAHEIE

(d) random fluctuations (d) AR OZH)

(e) identifiable non-recurring causes. (e) Rl AT RE R FERRH D LK

E18 | An insurer should investigate the reasons for the change in | fRBREIZEITORER, LIATORER &K OO FHRICI S LT, BBRICLY
experience and develop new probability estimates for each possible | Z{b O H ZFHAE L, TNEFNDOE Z V5RO T OITH LUWVERD
outcome, in the light of the most recent experience, earlier experience | Rf5 0 # BT X ThH 5, I, ZOFOFERIL. HERHED
and other information. Typically, the result for this example would be | #1550 7EME AN 2 N5 = L ICAR D, ek 20 /S—F o k&
that the expected present value of death benefits increases, but not AL TIERVWTHAS D, TIZF a7 VU —iT. EBREINE LU IEILAS R
by ;1?0 1much zils 20 peI}"l cent. Actuaries lil;ve developed Vari)us I DEER ORI LD L D 7B A RIT T 0% JAG T 5 B 5
‘credibility’ techniques that an insurer could use in assessing how . . _
new evidence affects the probability of different outcomes. In this | =& b)(ié‘f\ éi SE7 HERE) bz L(b\ ZD" = OpIT

le, if mortality continues to run significantly above previous %, SECHEDLRIOFREBL T2 ) LR LET 72581, WL
example, ty run sign Y 200%e DYOVIOUS | st ns g 1 i 0 4T b e RER O R 13 ﬁbb\Hm:)\%T
estimates, the estimated probability assigned to high-mortality HOLT Y AIE o —ME = = - .
scenarios will increase gradually as new evidence becomes available. LI D DO TRBIIMT 5 TH S 9,
Future events HRER
E19 | If future events may affect the net cash flows arising from an existing | %k H L NEEEDRREEN /A U A EKF v v 2 « 70—

insurance liability, the insurer should develop cash flow scenarios
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that reflect those future events, as well as unbiased estimates of the
probability weightings for each scenario. In contrast, the insurer
should not develop cash flow scenarios reflecting future events that
create new obligations (or change or discharge existing obligations).
For example, an insurer should not develop scenarios reflecting
possible new legislation that would create, change or discharge the
obligation itself. [This paragraph is consistent with the June 2005
exposure draft proposing amendments to IAS 37, but the wording is
modified to focus more on the need to consider all scenarios. The
Board plans to update this wording when it completes its
redeliberations of that exposure draft.]

KIETHE . RREIIFNENDO TV FOMEMERDNA T ADIR0N
FFED ERERIC, ENODORRFERERT HFX v vz« 70— &
TV EERT RETH D, —FH., RERFIIH - REE 2N CUIBE
FOEBEEL, %bR) T8 kFEREKM Xy vy a7 — -
U A BAERT RE TIE A, BIE, REREIES AR, £
ESUTHEBT DL D7, BZVELIH LWEREKRT 2T ) 4 %1{E
B & TldZevy, [ ZOIEIX 2005 4E 6 H D IAS 45 37 S OEEA SR
TOHAHEREES L TWDHR, XEEFTXTOVT I A EHREFTT 24
FPEICEDICEAZ Y T TN D, FEmDITOAMEROHEREHRDOTET
RFIZ, ZOXSORFZFFH LTS, ]

E20

Estimates of non-market variables consider not just current
information about the current level of insured events, but also
information about trends. For example, mortality rates have declined
consistently over long periods in many countries. In developing cash
flow scenarios, an insurer should assign probabilities to each possible
trend scenario in the light of all available evidence.

FETIGEL O WAE 0 IXRRF R OBED L)V T 2 BEOE RS
FCIER<, ZFOMMICET 2R bBRET 5, il SETRITEAL<
OETEYM, " BELTETFLTETCWS, v via--7a—0v )
VA ZERT HICHTz > T, RERE LT X TOATFRIREZRFELICEE S L
T, MEEZZNENORZVELMEMOT T U AIZEHY Y THRXTH
5

E21

Similarly, if contractual cash flows are sensitive to inflation, cash
flow scenarios should reflect possible future inflation rates. Because
inflation rates are likely to be correlated with interest rates, an
insurer should calibrate the probabilities for each inflation scenario
so that they are consistent with probabilities implied by market
interest rates.

FERIZ, B LEOX v v v = - 7 e —03Wil ERIZBUR TH 2556121,
Fyvia s 7a—0T U AT V5D RO LA A R 3
REThDH, WM EFRIEREREERH L THA I N, REEITZ
NENOYM LA DTV A OREZ, TG TRINDHEREES
THEICMIETRETH D,

E22

Probability weightings should reflect conditions at the end of the
reporting period. For example, there may be a 20 per cent probability
at the balance sheet date that a major storm will strike during the
remaining six months of an insurance contract. Assume that after
the balance sheet date and before the financial statements are
authorised for issue, a storm actually strikes. The measurement of
the liability under that contract does not reflect the storm that, with
hindsight, is known to have occurred. Instead, the measurement
reflects the 20 per cent probability that was apparent at the balance
sheet date (with an appropriate risk margin that reflects conditions

INE R TR WRIWIER ORISRt 2 R S5 & Th 5, BlZIE,
B EE B BE CREDRBRBROERLT 6 D HRNCEIRT 5 &0 9 il
TR 20 RX—kr FTHDLINL LI, SfEcRE A% CHMEEED
FATHNRO LD ANTEANEBRICEIK T D EKET D, OIS
SABOREIT, %PDBEZTHIUTEZ 722 ER¥bho> TV izE %
KL 720, R0z, WER,  GRESIFMIRORMHRSRM 2 KT 5
WE7R Y A7« ~v—V v Z LT, BEEABEOFEENREHMBRO%
WAL EW ) @u R E &bz, *) BEFBEEZABAETHLNT
Ho72 20 8—% > NOFERE KT 5,
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at the end of the reporting period, and appropriate disclosure that a | * IAS 5 10 &5 [ ZFEHZE]
non-adjusting event occurred after the end of the reporting period™).
* See IAS 10 Events After the Balance Sheet Date
E23 | The scenarios developed should include unbiased estimates of the | fERL &4 5 v U A1k, BEFENICE S ERKEOHLOMEEIZON

probability of catastrophic losses under existing contracts. For
example, if there is a 5 per cent probability that an earthquake
during the remaining term of an existing contract will cause losses
with a present value of CU1,000,000, the expected present value of
the cash outflows includes CU50,000 (CU1,000,000 @ 5 per cent) for
those catastrophe losses (with an appropriate risk margin for the
possibility that existing contracts may generate greater losses).
However, the scenarios exclude possible claims under possible future
contracts.

TONRAL T ADRNRFEY Z2E5L_RETH D, B2, BEENOET
HIMICHIEEAY CU 1, 000, 000 OBAEAMEDEKLE G2 H &9 5 /3—F&
V NOWERDRHDLHEE. v via - T U N7 a—OHSEEMmE .
(BN L0 RERBRERESEDIDL LARWHERE LTO
WEIR YA « =Dl b)) ZNOOERKEEFERELEE LTO CU
50,000 (CU1,000,000@5 S—+& > k) ZEA TS, LrLARRL, #
DO FVAFRZIVELIFEROZKO T TOEUELIRRFERAE S E
AN

E24

Which cash flows?

Estimates of cash flows in a scenario should include all cash flows
arising in that scenario from the contractual rights and contractual
obligations associated with the existing insurance contracts, and no
others. The relevant cash flows include:

(a) payments to (or on behalf of) policyholders under existing
contracts, including claims that have already been reported but
not yet paid (reported claims), claims that have already been
incurred but not yet reported (IBNR), and all future claims and
other benefits under existing contracts. [The Board expects to
add some discussion of constructive obligations when it has
completed its redeliberations of the June 2005 exposure draft
proposing amendments to IAS 37.]

claim handling expenses (expenses that the insurer will incur in
processing and resolving claims under existing contracts,
including legal and adjuster’s fees and internal costs of
processing claim payments).

the direct and indirect costs that market participants would
incur in providing contractual benefits that are paid in kind.t

(d) net cash outflows resulting from policyholder behaviour that is

(b)

(c)

EFDOx¥ v 70—
TFVHIBITLIF Yy v o s 7a—0REY 1T, BEFEORBREEK & B
HILH D 0Mb S IXBED 2 BB EOMER RO EORENSLET
HITXTOX Yy va-Ta—% ZOVFTIVFOFIZELNIETTH D,
BET 5%y via s 70— 13U TFE2EATND,

(a) BEAFEAICIE S RBREFIE ~D UTZFhIcib > To) T,
v, BRICHE SNTEDREH DIV TW R W RRE GREFO
PRIE4A) | BEICHAEL TV AR REICHE STV 7R W R RS
(IBNR) |, K OBEFEMNCEES < TR TORRO LRI A & fthod 3 HA
WEEATWS,  [FFE#ESIL, 200546 HD IAS & 37 BOEFEL
RETHAMEROBFFHROTE TRIZ, HEEMBEBE DWW SOk
MAEBNTASOLY THhD, ]

PRIRFSOLIRE ] (PRIRFE DIBEAF AN LD SRR F S A AL B L |
R DA T H2EH, ik, EHREALRUTEEEEANOT
kb, RRETIAWE PRS2 NE 2 A R &G, )

Bzt - TR DK Lo 2484t 8, i ng
WA 2 EEN R O a A R

(d) PRIEEIZE > TRFZ2RIRZNE OITEHMNHET D ERF v v v

(b)

(c)
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(e)

()

(g)

(h)

@

)

(k)

M

unfavourable to the insurer (for example, selective lapses by
policyholders who present lower risks).

enforceable cash inflows (eg enforceable premium adjustments
and enforceable instalment premiums) from policyholders under
existing contracts.

premiums that the policyholder must pay to retain guaranteed
insurability, and additional policyholder benefits resulting from
those premiums. Guaranteed insurability is a right that permits
continued coverage without reconfirmation of the policyholder’s
risk profile and at a price that is contractually constrained.

cash flows that will result in the scenario from options and
guarantees embedded in the contract. When contracts contain
embedded options or guarantees, it is particularly important to
consider the full range of scenarios.

policy administration and maintenance costs, including all direct
and indirect costs that market participants would consider in
assessing the acceptability of a price for taking over the
contractual rights and contractual obligations.
transaction-based taxes (such as premium taxes, value added
taxes and goods and services taxes) and levies (such as fire
service levies and guarantee fund assessments) that arise
directly from existing insurance contracts, or can be attributed to
them on a reasonable and consistent basis.

potential recoveries (such as salvage and subrogation) on future
claims covered by existing insurance contracts and, to the extent
they do not qualify for recognition as separate assets, potential
recoveries on past claims.

payments to policyholders to satisfy existing obligations to pay
participating benefits, to the extent that those obligations
qualify for recognition as a liability.

interest that the insurer expects to credit to policyholder
accounts to satisfy a legal or constructive obligation in a
universal life contract.

(e)

(f)

(g)

(h)

(i)

()

(k)

(D)

27U h7ue— (B2, ZVIERWY R T D RRENE
(2 & DI 72 K %h)

WEF AN EE S <R LIS AR E NSO DOF v v « 4 7
— (20X, 986 LIS 25 OREREHHEE & offil] L1525 2 FFE O OPRER
£h

PRIRZZRIFE DIRFE S VT B ORBRMER & HEFF 3 D 7 O A 72 1T
L7 57 OB, BONZ 405 OERBREN S 42 U 2B I 7a R
FHRIE ~DF, PRAE S VT RBMERN L, PRI E DU R T -
a7 A NVEBFMERT DI LR o, B ERD Sk
Tilkfse L 72 ffifE 2580 D2 HERI Th 5

BN HRRAENT- ATV a VEMRENDL DY T U A E (725
THyvia - 78— BRPIPHIALLS T Vg U ORGEE G & &
Wi, RBROFEFAD > F U A2 /EHT 5 2 SIIFFICEETH 5,
BB L OMERFO 2 X b, ZNOIEHGSINED, 2K EOWHEFR)
T OB D 2675 % 51 & Ak < 7= b DAk D 3% A A BEME & SEA 4 5
BRCHETT 5 Th A 5 TR TOEENROREN 2 2 N &5,
BE_R—2DOF4A ((REEEBL, MR O 5 - Y — B 2B
E) L KONGRS (B KGR ISR 4 e OMRFER R4/ &) . £
S IEREAFE ORI O EEANZAE T 50, UTA N TEESW
RHEETORREEZOND,

BETF DR EANC X > THItE SN D RERORBEEIZB T 5 FREW
K ORERERAL 72 & D) BIERNZRBIUHRESE, L OZEN L]~
DOEFEEL LTI 2 2 &2 Y TRV OB EDORBKREeICE
D IBTERY 2R AR 4R,

UHEEAARB L L TERMT 5 2 @S R#icsn T, AEY
faftz 3KHh 5 &0 ) BEF OB &0 12 3772 D O LRREK #1233
B 3HN,

L= N—YIL - T TERNTE T DA I HEEIE S & B T
DI, PREE DR E W E I 595 2 & &2 Tl 5 8F

T AESIME RTINS ORK Lo A RET S0 - R - v —
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t If market participants would require a service margin for providing | ¥ Z %R 25121, AEOHIHEH MEIZEDO~—Y 0 2 &5 AT
those contractual benefits, the current exit value of the liability | V(N5
includes that margin.

E25 The following cash flows are not relevant in estimating the current | BEfF D{RREABEOHAEH OMMifE 2 RFE AR, U FDOF ¥y v« 71

exit value of existing insurance liabilities:

(a) investment returns. The investments are recognised, measured
and presented separately. However, the measurement of the
insurance liability is:

(i) increased by liability cash flows, if any, that depend on the

investment returns.

(1) decreased by implicit or explicit fees that the insurer will
charge under the insurance contract for investment
management. Those fees are included to the extent they result
from unfavourable policyholder behaviour, are enforceable or
will arise from policyholder action needed to retain guaranteed
insurability (paragraph E24(d)—(f)).

(iii) increased by the costs that market participants would incur in
providing investment management services and the service
margin that market participants would require for those
services. Chapter 3 discusses service margins. If the
contractual investment management fees are in line with what
market participants would require, the fees in (ii) equal the
costs plus required service margin in (ii).

payments to and from reinsurers. Reinsurance assets are

recognised, measured and presented separately.

net cash inflows resulting from policyholder behaviour other

than the payment of premiums to retain guaranteed insurability.

cash flows that may arise from future insurance contracts.

Nevertheless, estimates of cash flows from existing contracts are

not performed on a run-off basis. In other words, those estimates

do not incorporate the changes that could occur to cash flows
from existing contracts if the insurer stopped issuing new
contracts.

income tax payments and receipts (recognised, measured and

(b)
(c)
(d)

(e)

—IZEIE L 72\,
(a) BBV X —>, HEIT, L GRS, HlEsh, #rR&hb,
LU s, RBAEEOHEIX, LTO LB ThHD,
(i) (L L) BEY F—IKFETAABDOX Yy v 2« 7
o — DRI HINT %,

(i) PREEEDREEICESEEE XA ML TEERT S
FEBR R 72 X BRI 72 FECELO R b 35, =nboF
BoEHX., RARIZR BRI E OITEN ) B4 U H5PHE TEH i,
SR 23 FTRE T db D M MU RAE S LT W R E O HER & HEFF -5
DI L SNDHRREBRIEDITENSELDZ L&D,
(E24 TH (d) - (F))
HHBIMENKE~ ST AL b« = A ZRAT ZEICAH
T5aARNEKONHGZMERENLL DO —EADTZDIZHNE L
THY—E R ~w—T U OREETHINT 5, B3 ETV—E A -
V=TI ONTER U TWS, B EoRE~ R A N R
BER TGS INE OFERT 2 FEEEEE L TV DHGEITIE,
(i) OFEEHIZ D A R EFEREND (i) O —E R « v —
BB LIELDIZELY,

BRI 2 )T 2 AW K OFAR R E 2 D O A, BRI E pE
WL Bl CERER S AL, JIES L. BRI,

PRAIE S LT B PRBR T DMER] & HEFF 97 5 72 6D D LRBREL O STF AN LS
DR EFE DITEDN LA LD ERI Y v « f 7 a—
FERDRBRAFINSEL D0 LW F Yy v o - 77—, L
LR G, BBFERANLDOX vy v o - 70 —0ORED X7 A
T e R=ZATERINRY, BV L L ZRODOREY X, R
BE DT RENORITE LD DEEOEFERINLDOX ¥ v v
o« 7ua—|lAEUHELIEILEBAIAT Z &30,

(IAS 5 12 B TVEAFZH) (IS &R 2 3R S, JIE S,

(iii )

(b)
(c)
(d)

(e)
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presented separately under IAS 12 /ncome Taxes). TRIND) EANFTERLOSIAN & ZHY

(f) cash flows between different components of the reporting entity, | (f) {RRZKFE 7 7 REMET 7> FOBDO L 5 72, SESEDRA
such as between policyholder funds and shareholder funds. An AHEREEBOX ¥y v s 7u—, FOLHRF vy via- 70
example of such cash flows is when a policyholder fund owns an — DT, BB E T 7 v FMERE A O L THEAT S 7D
office building that is rented to the insurer at an arms’ length 1T AN S E SR CIRRE I B S A AT 4 A AT
rent for use in the insurer’s own operations. A Th B, o B

0 fromtion i e s vl e oo | ) 0 L0 L EREOBIGE L KT
to a third party. These costs are not relevant until the insurer is Gl — °o = N
obliged to incur them. T D ENJ|HE LD ETIIEE LR,

(h) cash flows that would not arise for other market participants if (h) {%%%%K%O%ﬁﬁ@%@% DHER k RGEFTLHEIT, tho
they held the current insurer’s rights and obligations under the HESMEICELD L DRNF vy vy va « Tu— (REEAFOF
insurance contract (entity-specific cash flows). ¥Yyva--Tu—)

E26 | No pricing or measurement model can guarantee to identify in | W2 2B 7T A4 o 72T ALMEET V., MHESELE =51
advance all events that might cause insured losses. In determining | 724 LiL72 W R TOHELEZ H LN U DOMBT A2 L 2R+ 2 2 &

an acceptable price for taking over insurance liabilities, market | (3G 7a\, fRIREE %8| X4k <720 DB 52 Al REMIAG 2 1 E T B I

participants would consider the possibility of such unidentified | g B IIE T2 D L 5 REHI S W AR VWEEOHREZ BT 5TH S 9,

events. Because insurance contracts provide asymmetric pay-offs, BRI IERSFR DA 7 235720, FO X 9 Bl npan

Targe gaine. Theretore, they tend to increase the expected prosent | F FFFMOTBLY b SMOPRE b1 b T WD 5. Ui

. , ‘ 5 ea

value of future net cash outflows. However, to deal with the <, Thol ?H—’f%@fl:%ﬂ? A4 {1 77 b 7 F — ORI BLLE i 2
N . e . L . NS H A Em &)%) Lﬁ\biﬁ?ﬁ)% E%T?J%f"? & o THiE = v 7=

possibility of unidentified events insured by existing contracts, it may . - bi -

sometimes be more practical to increase the risk margin, rather than SNIRCFRO RIS S0, BN T U A EFTL L0 b

include additional scenarios. gj’ LAY AT - ?‘—“// IS5 jf?f)‘ FRIZITBLETH Db LI

AN

Entity-specific cash flows TEBREOXF Y2 s TE—

E27 The objective is to estimate the current exit value of the rights and | B3, fLOEEL NEE VTIONAIICERTAF Y v 2 « 70 —%

obligations associated with the insurance contracts themselves,

without considering cash flows attributable to other assets and

liabilities or to goodwill. It follows that cash flow scenarios exclude

cash flows that other market participants would not generate (or

suffer) if they held the contracts. Examples might include:

(a) the presence of superior claims management skills, managerial
skills or distribution network, an unusually effective system for

BETd 2 2 &7 <L PREREK B RIS B9~ DA & 365 OB O i fiE
ZRMD L TH D, MOTESMENRKNERAT 2HEI12E. Fv

v¥a s 7a—0 F U A, O NEAHES Y CUTEE L)
Fyviva - 7a—%REWVWI LIRS, BlE, LTFTobL0EE
e LvZauy,

(a) ENTRREFS OB, BEEINIIRTIEER Yy N T —27 DOfF
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detecting fraud, actions that limit lapse rates, a monopolistic 1E. FER A RO B IEREITH N AT b ﬁﬁ’*’j‘f;%ﬁ%] PR3 A1TH),
market position, special tax circumstances that affect only the MER TS TOHAL, MOTHIESMEITITE L KT S TR
insurer and would not affect other market participants, or F DI A T TR R B DB 3 L < VLERRRE D fth DG FE
syn‘ergies‘with the insu‘rer’s other gsse‘zt's or ligbilities. R ElE L A,

(b) an intention to settle insurance liabilities differently from the (b) HDOTIBBINE RIRFET D H kL Berp 5 1k CIRBRA S 2 i L
way tlilat other market dpa]'r(tilclpants .would settle them. Eor J: 9 L AEEL BT, R B O R — X@f_
canple o st eyl e v AT 0S| 1o oMM TSI T2 £ D L
pay third parties and so incur the costs incurred by those third 0) m%iﬁﬂﬂ%&i%;%k%% DI&L LEBoT, HoAIC Jio T
parties. However, if the insurance contract requires the insurer %@3 & (:[ X hEAHET D = & 73’%1?%,?75‘2 th\iﬁb Yo L L 7j\) 5.
to settle the liability in a particular way, the measurement of the PRI, BRIRE ICRFE D IHE TR Z R 2 2 & 28R T 5
liability must reflect that requirement, because the objective is to Gk, AROREIFE OEREZ KR L2 idia by, €0
measure the liability that exists in fact, rather than a HIUR, BARDEMETOMRE LOAE LY &, FEBEIZHFELTWD
hypothetical liability with different terms. AEEETHZEENLTHD,

(¢ unusually efficient, or unusually inefficient, administration | (¢) FEHITEIRD BV IIIEFICRNROFENVER S 25 A, —E R -
systems. Estimates of servicing costs need to reflect the XA NOREYIZ. BIESNAEGOEM 2 KT A VLENH D |
characteristics of the contracts being measured, including the %Zh IR A Z TR S N D — B 2D LU K ORI S b D
level of service provided to policyholders and the approach to KT AT S u—F A2 ST, D OB RIESINE R
claims management. Thc?s? characteristics affect the future cash ﬁ_ é FEEF v v m - T — A R E T, B2, B
s tha maskt, paiipnis wold consiler, For sxamle | g GO, (S0 SUPIE L5 o
cl%ﬁms but’high exIF))enses. ,Similarly, the %evel and type of service ;ff ii;;‘r 57, K, J—ER0 I//\i/l/ L& /f s @ﬁ%y%@&
might affect the degree of adverse selection. That would occur if Eoi E')zf& T Ly, Z;t A @ l//;ili& A AT g@
the level and type of service affect lapse rates more for some & E@%&%"&‘?% (CER DRI R A KT T AT, %ﬂ&i%z
classes of policyholders than for others. If other insurers incur LBNDETHS I, MORREN LY HNUT LY RN —EX - =
higher or lower servicing costs, an insurer would need to assess A D AT DGEITIE, RRE 1T DR ORFECZF %
whether the difference arises from the characteristics of the DEFEWVPBELD0E I DEFHIT D2 LERH L THA 9,
contracts or from differences in efficiency.

E28 | Estimates of non-market variables should reflect the characteristics | FEIHEE DO ARV 1%, BELLINTZAEORE LOR— N7+ 4T

of the existing insurance contracts, not a hypothetical portfolio of
standardised liabilities. For example, unbiased mortality estimates
should reflect, as far as possible, the demographics of the portfolio
being measured. Although these estimates are portfolio-specific, they
are not necessarily entity-specific. In other words, they are not

172 < SR ORBI OFEE KM R&ETH D, HlxiE, AT A
DRV RFED 1%, WESNTWBAR— F 7 3 U A ORERE % A RE 72

RO KBRS RETHDH, TNOEDORMYVIIAR—F 7+ VFEFTHD
B, ZFNHIEFLTLHEEBRATHD LWV DIFTIERY, SVMRZ D
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necessarily inconsistent with estimates that other knowledgeable
market participants would make about that portfolio. Moreover,
there will rarely be persuasive evidence that the insurer’s estimates
differ from estimates that other market participants would make.

&L TNDIIM ORI D D THBME N L DR — 7+ ) AT LT
TORMY LT LHEEET DLV DT TIERY, £z, REREO R

O B OTTHEZINE AT O R LR DL 0D

NHDLZETHmTHA D,

BB D b 5 FERL
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F1 This appendix is a preliminary draft of guidance on estimating risk | Z Dff§kiE, VAT « ~—V U B REDIZHTZ>TDOHA X2 AD T

margins. The guidance applies to all forms of insurance liability (eg | #72 K< 7 F C &) A, %@7] A K ANTERRAE DT X T ORI
life and non-life, direct insurance and reinsurance). ans, Wz A &= . TSR RE & R
Overall principle R 72 JEEU

F2 The risk margin should be an explicit and unbiased estimate of the | Y 27 « = — %, HEBMER Y A7 AHICH L TERTE—Y
margin that market participants require for bearing risk. VORI ONRL T ADRNEREY THhERXTH D,
Objective and characteristics of a risk margin UR7 « =—T 00O BB R O

F3 The objective of including a risk margin in the measurement of an | {LRABEOHTEIZY A7 « ~—I U ZETe AT, AEICEEL TWD
insurance liability is to convey useful information to users about the | K dzit|c B U TR O EH A M B EFHE B2 L Th D,

uncertainty associated with the liability. To achieve this objective,
an insurer should select an approach for determining risk margins
that meets the following criteria:

(a) Because insurance liabilities are measured at current exit value,
the risk margin should be consistent with the margin that would
be expected if the insurer were to transfer its contractual rights
and obligations to another party.

Risk margins should be explicit, not implicit. That is an
important change from many existing practices that rely on
estimates incorporating an implicit (and often unstated) degree
of conservatism or prudence. Separating explicit estimates of
future cash flows from explicit risk margins should improve the
quality of estimates and enhance transparency.

The risk margin for an insurance liability should reflect all risks
associated with the liability.

The risk margin for an insurance liability should not reflect risks
that do not arise from the liability, such as investment risk
(except when investment risk affects the amount of payouts to
policyholders), asset-liability mismatch risk or general
operational risk relating to future transactions.

The margin should be as consistent as possible with observable
market prices (see paragraphs F5-F8).

(b)

(c)
(d)

(e)

COBMEERTHIOIC, REEILI AT « =T U ERET DD
DOLLFORMEAE-TT7 7T o —F 2 BRTRETH 5,

(a) PRIBREAENHEAEHDECHIESNDTZD, U AT « =—T 3R
W 32 ORK) L ORI & BHE 2O ME IZBERT 55512 T
HBEIha~w—V 0 EETRETHD,

VAR « v—=V 3R THDLRETHY, FEHRHTHDHRE
T2, Ziux. FEFTRMZ (2 LT oA S i)
PRSFEFR ITEE I ZMAOAATE BRED ITIKFT 5 %< OBifTHE
BNODOEERERTHD, W) 27 « w—Tr LfkF v
v¥a s 7a—0OBHRRREY 20T s 2 Licky, REY O
BambL, BAMEZEHDDLRETHD,

RBBEEDT- DY 27 « v— T, ABICEEL TWAT T
DY AT KT RETH D,

REEEDOT-HDY 27 « ~—Trid, (BB R 7 PRBREE
~OXIFETBEE RIFT L 2RE) &Y 2 B - AFD
AV FOY AT RGN BEET 5 — e F¥E LD Y
A7 ED LT, AENDRELRNY AT & K9 & Tl
v,

DO~ — T B FRE TGS (F5-8 TH) & AIREZR[R D & E59
RETHD,

(b)

(c)
(d)

(e)
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®
(g)

(h)

@

)

The approach should be implementable at a reasonable cost and
In a reasonable time, and be auditable.

The approach should not ignore the tail risk in contracts with
very skewed pay-offs, such as contracts that contain embedded
options (eg the interest guarantees and other financial
guarantees embedded in many life insurance products) or that
cover low-frequency high-severity risks (such as earthquake), or
portfolios that contain significant concentrations of risk. For
example, if a large portfolio of insurance contracts is subject to
significant earthquake risk but the insurer estimates that the
probability of an earthquake is only 1 per cent, the approach
should not ignore that risk if market participants could be
expected to consider that risk in determining a price that they
would regard as acceptable. * Option-pricing methods or
stochastic modelling may be needed to provide effective
estimates of the risk margins associated with these items.

The approach should make it easy to provide concise and
informative disclosure, and for users to benchmark the insurer’s
performance against the performance of other insurers.

If more than one approach is compatible with the above criteria,
it is preferable to select an approach that builds on models that
insurers use (or are developing) to run their business. For
example, an insurer may be able to build on an economic capital
model, an embedded value model or a model developed for
solvency, if the resulting approach is compatible with the above
criteria.

The approach should not overlook model risk (the risk that a
model is not a good description of the underlying process) or
parameter risk (the risk that a model uses estimates of
parameters that differ from the true parameters, or that the
parameters may change over time). However, because it may be
difficult to quantify these risks and price them, care should be
taken in building them into a model.

(f)

(g)

(h)

()

ZOT7 7Tu—FiE, AR A N ROE BRI CTHAITRIRET
by, BEEAETHIRETH D,
ZOT7a—FIIIEFICEMINTEA T T2 H - BT BT
DT =) YA BT RE CTlEZen, ZIUTHLAL 7 v a > ()
Z X, %< OEMRBRPE S ITHEAIA F AL TV D BFIRGE & o4l
i) Z&de, XEk (MEDO X H 7)) RWHEEOmWEEE L 47
HVRY EMET DN, BHLLIFEERY A7 OEFEETR—
FZ+VADLIREDTHD, BlxiE, RERZHIOKE 7eR— K
T4V AIFTEELRHEY A7 I ST DA, LRERE DS HIEE O
RhrbTn13—ktr MEREDEA. b LTTESMENZIT AN
DIVD & BRI ZRET HERICYHZY A7 2 ZEIZAND &
TRTHZENTEDLRBIX, ZOT7 7 —F XY A7 28B4
TRETITRWY, TV ary - T4 FFRECHIET L
ZINOOHEBAIZEEL TS Y R « =T O REY %
LT D DITHEE NS LV,

ZOT 7 —F IR OF R RERERMET A7 KON W
ERFMAEIT & o THLOLRIRTE O 2R & il U CTIRIRE O MR &
T 272 DIZIIBESG THLHIEThH D,

1 DU o7 7 a—F7 Lo L #EAeT 2558120, REER
WHDOETRAZITH) TDIEMATS CUIFRT ) T 10k
IR SND T 7 —T 2@RINTHZ ENEE LV, fHilxiX, R
ELTOT7Fa—FN LR ELEAET 250X, PRIRFE IR
FEARET IV, ToR_XT 4 R e N a—« TEFT LT LR v
—DDICHABINTETVEMBRTDHZENTEDLEND L
AR
ZOTTa—FILET IV - URY (BTN E I DR E+5
IZRIR LTV Wns U R 7)) IR TA—F— - URT (T
IWWIREDING A—H—L BB NNTF XA —2—DRMEY #FEHT 5
M, NI ANT A= =R E & HICE LT Liling
WO U RT) ZRIFELTRETEHARY, LOLERL, ZhAb0
VA7 ZEREL, ZNOIEMIT 2T 252 138 L v s L
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* The tail risk affects both (1) the expected cash flows and (2) the
margin that market participants would require to compensate them
for possible variations from the expected cash flows. Estimates of
expected cash flows need to capture the effect that tail risk has on (1).
The risk margin needs to capture the effect of tail risk on (2).

VDT, TNHEZET VIR IATEICITEELZHL > & TH
5,

= UZZE, DXy v a - Tr—L(2) TESINE N
HEx v v o - 7a—nb0RI VELEEBZMET S0 RT
Hw—U OMFITREE KT, HifFxry vy a7 —0 R IL,
T=L e YRAINRMIZOWVWTHLTWDIIREZEZDIVLELND D, U
AT e =T 2)IZONTDOT—)b « URT DR EZP 2 5 LEH
b5,

F4

The characteristics of the risk margin are likely to include the

following:

(a) The less that is known about the current estimate and its trend,
the higher the risk margin should be.

() Risks with low frequency and high severity will have higher risk
margins than risks with high frequency and low severity.

(¢) For similar risks, long duration contracts will have higher risk
margins than those of shorter duration.

(d) Risks with a wide probability distribution will have higher risk
margins than those risks with a narrower distribution.

(e) To the extent that emerging experience reduces uncertainty, risk
margins will decrease, and vice versa.

VR « == OFEICIE, LTObDEET & Bbhb,

(a) BEDORMEY & ZDOMEMBICE L THaLATWRITIUZNRWE S,
YR « w—V 3L ELRHERETH D,

(b) KWHEEDOESWVEEEZA95Y A7, BWVEEE O WEEE %2
BITAHIVAZ7L0E, IVEWIRT == 2HFTATHAD,

(c) FRDY 27 IZ20 T, BHEMT, ot bEmnY A
J o=V EATDHTHASD,

(d) JRWHERDT 2O U A7, X0Wifhiza356U A7 K04
BWI R « ==V EBHTHTHAD,

(e) 77z 70 BRI AT FEM: 2 gk 3 5 #iiPH T,
L, b EERETHA D,

URY « <=— U3

F5

Calibration to market prices

In general, insurance liabilities expose insurers to risks associated
with both market variables (ie variables, such as interest rates, that
can be derived from market prices) and non-market variables (such
as the frequency and severity of claims, and mortality). It follows that
risk margins for insurance liabilities include components related to
market variables and components related to non-market variables.
Because the risks may have joint effects, the total risk margin may
not equal the sum of the margins that would be appropriate for each
risk individually.

TSI bR BIE

—xlZ, RERAEEILTISES (S ME»DEEHT 2 N TE 547
R EDOER) LIETHER (RRES OB & HEE RO T TR LE)
DO FIZEHELTWD Y AV ITRRF ZIMT 2 L1225, RRAE DT
DOV AT« =— U PNHGEBIC B DR R & IR IR
HT AR EREZZATND LW Z Ll D, UAZITIFILRZEN
HDEME LN, BB R == UF, ENEFNLDOY AT O
BN~ — v DOEFHEFE LT RV LivZey,

Fe6

Paragraph F3(e) states that margins should be as consistent as
possible with observable market prices. Therefore, the component(s)

F3 I (e) TlE, ~— Y X AREZR IR 0 BETHE R T MAS L ST &
ThdHEBRTND, LIEEN->T, MHEBICEHET LY R - v—T
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of the risk margin that relate(s) to market variables should be
consistent with the observed prices from which those variables are
derived. Market variables may also provide some (probably limited)
indications of how market participants might price the risks
associated with non-market variables, particularly for risks that
have profiles similar to those of market variables.

VORERREFRIXEN D OB E X H I N DB S Tk & ATEE7e
ROEETRETHD, £lo, MHEEIL, FHCHSEE L RO 7 1
Tr7ANEL S TS U AZIZE LT, THESMERED X H 2T
ERICEHE L T\ U A7 ZRHT 28 2T 2023250 <o
O (BE L REMR) HBIEEZREET 200 Ltz

F7

Explicit risk margins should not be included for market variables
derived from market prices that already include implicit risk
margins. For example, if the discount rate is derived from the price of
a traded debt security, that discount rate incorporates the margin
required by market participants for bearing the risk of changes in
interest rates. Including an explicit margin for that risk would be
double-counting.

TR Y AT « v =TV U EBRIZE ATV D TSGISE bR X H i
HHHEBIZONWT, BRI Y AT « ==V I3 EENDL & Tk
W, Bl ZIE, BB R A2 HEE L2 AERER O HE X HT 5 A
WL, FOEGIRIIERNOEEY A7 AT H -0 NEIC L -
THER SN~ — VU EBHABIATZ L2705, ZDUARZIZE > TOH
R~ —V v EEteZ L1, “HEHARERDTHA D,

F8

In some cases, a replicating asset exists for some or all of the
contractual cash flows arising from an insurance contract. A
replicating asset is one whose cash flows exactly match those
contractual cash flows in amount, timing and uncertainty. The
current exit value of those contractual cash flows equals the fair
value of the replicating asset. Thus, if the fair value of the replicating
asset 1s observable or determinable, the insurer can estimate the
current exit value of those contractual cash flows without estimating
their expected present value and without determining an explicit risk
margin.

REZEINLAELDE EOF v v 2« 7 =D DN NET T
WCOWTHBEENFEL WD EALH L, HELZEEIX, T0F
Y v a7 =GR, R ORHEEEICB N TERLS DK LD
Frvia 7u—¢tFEI—HTEHILOTHDL, TNOLOE EOF
Yo 7a—OBEH DfEE, B L EEONEMEE 2LV,
L7ehio T, L7 & PE DN EAME N BIEE ATHE T & 2 2> XX E FI HE
THOHIEEITIE, REFIZEN O OMFRBIEMMEZ RED Z &7, &
ORIV AT « v — VU ERETHZ L b7, ZRHDOHM ED
Frvia - 7a—0BEHDIEE RFEDZ LN TED,

F9

Approaches to determining risk margins
Listed below are various approaches that might be used in
estimating risk margins. In the Board’s preliminary view, none is
demonstrably better than all others in all circumstances, or
demonstrably worse than all others in all circumstances. This list is
not intended to be exhaustive. It may be possible to combine some
elements from more than one of these techniques if the resulting
combination satisfies the criteria identified above.
(a) Confidence levels:

() explicit confidence levels (eg 75 per cent probability of

sufficiency).

YR « ==V PREDT I —F
UTFICEEHEINTWDADIE, VAY - ~—V B RBEIBICRIAEIND
N LNEWSEIERT I —FThb, FikeD T AR T,
HOLPLRPIZENTTRTOMDOED LY HEIFMITENTND G
DI, X, HDHDDHRBICEBNTTXTOMDEH D XD HEFERIC
BN OLRN, ZORESHERENTHD Z EHER LTV, KR
ELTHEL AN LR THEB SN HELZ - THEI2E. b
HIEDO 1 DU ENPL WS OO EREZEETHZENAREBTHLND L
RN

(a) EHEKYE
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(i1) explicit minimum confidence level, but insurers may use a

(b)

(0

(d)

(e)
®

(g)

(h) A risk-adjusted discount rate. This approach is relatively simple

higher confidence level. [An approach of this type is in use in

Australia.]
Conditional tail expectation (CTE), sometimes known as tail
value at risk (Tail VaR). CTE is the expected value of the tail of a
probability distribution. For example, CTE 90 is the expected
value of all outcomes beyond the 90th percentile.
An explicit margin within a specified range. Accounting or
actuarial guidance specifies the ends of the range (perhaps, as a
percentage of the central estimate) and indicates criteria for
deciding whether the margin should be set nearer one end of the
range. [An approach of this type is in use in Canada.]
Cost of capital. The estimated cost of holding the capital that is
needed to give policyholders comfort that valid claims will be
paid, and to comply with regulatory capital requirements, if any.
[The CRO Forum* suggests that an approach of this type might
be suitable for both general purpose financial reporting and for
reporting to supervisors. The suggested approach uses a
‘replicating portfolio’ of traded financial instruments to price the
expected cash flows (and thereby also the risk margins
associated with market variables), and a cost of capital approach
to determine the risk margin associated with non-market
variables.]
Methods based on the capital asset pricing model or related asset
pricing models.
Adjustments to cash flows to place more weight on cash flows in
some outcomes (eg ‘deflator, ‘no arbitrage’ and ‘market
consistent’ approaches ) or to place more weight on larger cash
outflows or smaller cash inflows (eg ‘transformation’ or
‘distortion’ approaches).
Multiples of one or more specified parameters of the estimated
probability distribution (eg multiples of the standard deviation,
variance, semi-variance, or higher ‘moments’ of the distribution).

(i) BIREYZRERUKTE (BT, 76 /=& > b OfERO+5E)
(i) BIREYZR AR OEHUKYE, Las L, PRERE I XV @V ME K I

(b)

(c)

(d)

(e)
(f)

(g)

AT 50 Livewn, [ZOXATOT7 7 a—FdA—A b

ZUTCHEHPTH L, ]
F—J)L e RN a— T vk« U7 (Tail VaR) L L TE&x X
HILTWD | O T — VHIRHE (CTE) . CTE XM A DT — /v
DOHHETH D, Bz IE, CTEI0 1L 90 FH D/ N—% X A )V EHE
ZHTXTORMREOYFETH D,
BEDOHFANTOHRN R ~— 0, D UIRBREBE DO T A &
21T (BEOLL FERAFEY OFIG L LTo) FaPHO M2 fE L,
v =V NZEOHHO IO LV T ITHES DRI NE D )
POHLHMEZ R LTS, (DX A TOT Fa—F 3 h & T
A chs, ]
BRI A N, RERBFICIES 2 RREDN A bI D L) %
5251012, £, (L L) Bl EoOMBEERITHES 72
W2, MWEBELE INDIERZMRFT HT-OOREY =22 K, [CRO 7 +—
TR, TDEATDOT T —F N —ikE7 BRI OB R L
BEOWEDOHFIZESTHYETHLINE LR WERZEL T
b, MEEINEZT o —Fid3MHEXFr vy 27— (ZFLTED
FERL LT, HHAKICEE L TWDH U RT « =—T V) Offikk
T 2T 5 7-DICHE| S -&Rtpaih o ERA— N7+ U4 |
LOFENGEBICEHE L TWDH IV RY « v =V UV ERET HT2DD
EARaAN - TTu—FE2RHT D, ]
BREFET TA L TETNVNIEEEET T A > 7T IV
oL FHE
W ONDFERDOF ¥ v vz 7 —C XD EXEZEW (B2,
F7Lr—4%—)  [HEE] KO THHESH) 77a—F) |
NFXv2EOXy v o - T T —R, LODFEOX Y v
2 Ar7n—lCkVEXEBEN: BI2E, TEE] UL [Eih)
T7R—F) Frvia - 7Tua—0OFE
RFE fERARD 1 DLLEDRFED/RT A —2 —DfE5 (Bl 21X,
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and may be easy to benchmark against what other entities are TR, D, ESB UISAO LD ERD T£—X 2 k)
doing. It may provide a reasonable indication of the pattern of | (h) U X7 L DEF|ZR, ZoT7 Fu—F . LEHEMTHY . i
release from risk if risk is directly proportional to the amount of DEENTH-TWNA LD LI L CIHHT D2 EREENE Liv
the liability and the remaining time to maturity. However, 20, U R BNAFOFE & £ CORGHYIRICEZERIZS] LT
insurance liabilities do not always have these characteristics. WAHEEAITIE. FHUEY R 7 D OfER 2 — /@/\ﬁm@?ﬂfm
Ff(}r ixampﬁe, l?frl)se rlsl\l;[ may affef:tkcash mﬂows mmﬁe thstin it A 200 LI, L LA B, (R alEs “hEHD
affects cash outflows. Moreover, risk margins generally reduce B 8 5 bl TldZe s, Bl iE. sy 27| iﬁ?ﬂ? v T
the value of future cash inflows but increase the value of future B b o A B IE L 1 S Ty
cash outflows. A single risk-adjusted discount rate is unlikely to . “?/:' . T /:L . o (Z50R
capture these differences in risk. BETb Liveny, &7, U X 7 v /\/&%‘ L RO F
¥oyia A7 —OELZEYEELR, fBk¥ryvia T
* The CRO Forum is a forum for the chief risk officers of major ‘7 k 713‘—@%@%&%%5@5 3“* @ ) Xﬁﬁ)ﬂ ?&OD%J%HL
* (RO 74— 7 KMIFEREINORRE IZ BT Dm U A 7 FHELE
DIZODT —F LT D,
F10 | The following approaches do not meet the criteria proposed above. UTo7 7a—Fik, ERICRESNIREEG- L TR,

(a) Implicit (and unspecified) confidence level.

() Implicit (but unspecified) risk margin through wuse of
conservative assumptions that aim to give reasonable assurance
at an implicit confidence level that ultimate cash payments will
not exceed the recognised liability. Terms sometimes used in this
context are ‘sufficiency’ (eg a high probability that amounts paid
will not exceed the reported liability), ‘provision for risk of
adverse deviation’ and prudence.

(a) FEHIRIYZ: (DD, FFE STV [FHEUKUE

(b) EHEM 7R B L HFEANER I NT-AEZ LS 2 & 9 FEIR
FIZMERKIEIZIB W T, BERRIEE 5252 L2 BFRL TS
RSP ZRARE ORI A2 U, FEBRIgZe (L, FRES LT
W) VRT e =w—U 0y, ZOXRTE ZITHW LS HFEIE, T+

oEl (B2E, ZHbh s &KE RS SN ALY RS20 X
IIREVEES) | TARRZR NG D U A7 1Zxb 5514 &
WEEXTH 5,
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i ¥ | Example 1 Compensation for bearing risk or shock absorber? |i&#l1 U RXJEAHOIMANRT a v « TT J—r3—»
1 Background information L BB

On 1 January 20X1, insurer A issues several identical insurance
contracts to various policyholders. The contracts cover insured events
occurring between 1 January 20X1 and 31 December 20X1. At
inception, the expected value of the cash outflows from the contracts is
CU*200, spread evenly through the year. For simplicity, this example
ignores the time value of money, and investment income. Insurer A
expects to pay all valid claims immediately.

Insurer A determines that it requires an additional payment of CU40 to
compensate it for bearing the risk associated with the contracts.
Insurer A charges a premium of CU240 and collects the entire premium
at inception.t Insurer A estimates that other insurers would not require
a significantly different

return.t

At 30 June 20X1, insurer A pays claims totalling CU118. Insurer A
estimates that no other insured events had occurred up to that date.
Therefore, insurer A recognises revenue (earned premium) of CU120
and claims expense of CU118. At that date, insurer A estimates that
claims for the six months to 31 December 20X1 will have an expected
value of CU118. Insurer A also estimates that it (and other insurers)
would require CU25 to compensate it for bearing the risk that the
claims for those six months might exceed CU118 (but cannot charge
that additional amount because the pricing was set at inception).

At 31 December 20X1, insurer A pays claims of CU118 (ie the same
amount as the expected value determined at 30 June 20X1).

* CU = currency units

20X14E1 A 1 H | BRERE AT < D D[R — DR RIER 4% & 72 R E 1
STUTHRITT S, ZOKIE, 20X14E1LH 1H D H20X14512 4 31 H ORI %
LT RS 2 N —TF 5, RIBLERFIZB W T, BN LDOF v v

o s 7 —OMFHEIXCUR200T, YURFEICHSEICIEN - T\ DH, Bl
Ed 2702, 2oL, B ORFFEME L REINGE TR 5, REREA

I, TRTOELSREREEZEDICSHAY) 22 TFEL TV D,

PRIEFEAIL, YROITREE L7 U X7 B ORHE & LT, CUA0DIBISFA
BERTH T &%&m#é PRI AT, CU240DLRIEL 25 R L, PREREH
ERAE TR Z T IS T, RBRE N, LORRE DR DY X —
%%ﬁﬁé:k@ﬁm&%ibfwé%

20X14E6 H30 H . FRBREAITFFCULISDIRIRE 2 Hh 5, (RREANIZ DR F
TICMDORBRERITIBAEL TWRWEHRHEET D, 2O, REREAT
cmm@ﬂﬁ(ﬁﬁﬁ&ﬂ)&omnw®%@ﬁﬁﬁ%mﬁﬁéo;@ﬁm
T ARBREAIZ20X14E12 A 31 H £ TO67 A M OIRER 4%, CUL18D HIFHE %
FFo L HEET 5, oA AIL, H%60 H I ERBR 4 A3CU118% F[a] %
HYVRY (FT7A4 > TIFEMBERICRE SN TND 2D, ZOEMN4E
KEFWRT DI TER) 2EHRTL200xMEE LT, (fOLRKR

FRER) CU26ZERTHThHAHH LHET D,

20X14E12 A 31 H . PREEEAIZCULISDRR A% K40 9 (- F D 20X14E6 H 30
H OB} CHRE S 7= WIFRHE & [R4H)

* CU=1@m & BT
T LERBERS
A7 BHORME (CU40) DA

Xy o - 7a—0OHFHE (CU200) LERINDHY
HELDEEWDH D WNITEWIEEITAE =
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T It is beyond the scope of this example to consider what would happen
if the premium is higher or lower than the sum of the expected value of
the cash flows (CU200) plus the required compensation for bearing risk
(CU40).

1t 1s beyond the scope of this example to consider what would happen if
other insurers require a higher or lower return.

ANEELERTAHZ LT, ZoORBIOEPFENTH D,
i%bm®%@%ﬁ FoEWHLIWTL VRN X — 2Bk HEE
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View A (shock absorber)

If risk margins are viewed as a shock absorber, at 30 June 20X1 insurer
A recognises a liability of CU120 (6/12 of the original premium). That
measurement could also be analysed as the (revised) expected value of
CU118 plus an implicit risk margin of CU2.

In the six months to 31 December 20X1, insurer A recognises revenue
(earned premium) of CU120 and claims expense of CU118. The net
profit of CU2 for those six months corresponds to the release of the
implicit risk margin that was included in the liability at 30 June 20X1.
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View B (compensation for bearing risk)

If risk margins are viewed as a measure of the compensation for
bearing risk, at 30 June 20X1, insurer A recognises a liability of CU143
(118 + 25) and an expense of CU23 (143 — 120) because of the shortfall
(premium deficiency). During the six months to 31 December 20X1,
insurer A reverses that shortfall, recognizing income of CU23. Insurer
A also recognises revenue (earned premium) of CU120 and claims
expense of CU118. Thus, insurer A’s profit for the six months to 31
December 20X1 is CU25.
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Comments

Example 1 illustrates several points:
If view A is adopted, insurer A’s balance sheet reports the liability
as if it were almost free from risk (ie with an implicit risk margin of
only CU2).
Under view A, if insurer A’s pricing reacts promptly to changes in
estimate, its balance sheet may measure identical liabilities at
different amounts. For example, if insurer A issues new six-month
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contracts on 1 July with exposures identical to the remaining ETDHME Lvny, B, & LIRREAD, BfF= 7 AR —T v —
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2 Background i
Insurer B issues an insurance contract on 1 January for a premium of | {ga5Bix. 1 H1HIZ. CUL00DFERLE & )>5F T CUL, 000 DR CLRIR
CU1,000, incurring acquisition costs of CU100. Insurer B estimates on B A IATT 5, RBREBIT. 1HIHIC, Fvvia « 7a—RCUT500H]

1 January that the cash flows have an expected present value of CU750
and a standard deviation of CU50. Insurer B determines that, for this
particular type of insurance contract, market participants would use
the estimated standard deviation of the cash flows as the unit of risk. In
other words, they would quantify the required compensation for bearing
risk as a multiple of the standard deviation.” Insurer B estimates that
market participants would not require a service margin. On 30 June,
insurer B estimates that the remaining cash flows have an expected
present value of CU400 and a standard deviation of CU30.

Insurer B estimates that market participants would require a margin of
CU2.8 per standard deviation at 1 January and CU2.9 at 30 June.

Chapter 3 describes two implementations of current exit value. This
example compares their effects.

* In using this example, the Board does not wish to imply that standard
deviation is necessarily an appropriate measure of the quantity of risk.
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Standard deviation is used here to provide a simple example. MiZeeR B 2 et 57 DIERH STV S

Implementation A

On 1 January (inception), insurer B:

- measures the insurance liability at CU900 (premium received:
CU1,000 less acquisition costs: CU100). That measurement equals
the expected present value of future cash flows (CU750) plus an
implicit risk margin of CU150. Therefore, the implicit price per
standard deviation is CU3 (total margin of CU150 divided by
standard deviation of CU50).
carries out a liability adequacy test. Market participants would
require CU8S90 to take over the liability (expected cash flows of
CU750, plus margin of CU140 = CU50 @ 2.8). That amount is less
than the initial measurement of the liability (CU900). Therefore,
the liability adequacy test does not result in the recognition of an
additional liability.
recognises the acquisition costs (CU100) as an expense, balanced
out by income of CU100.

On 30 June, insurer B:
measures the liability at CU490 (expected cash flows: 400 plus
margin of CU90). The margin is CU90 (standard deviation of CU30
multiplied by the original price per standard deviation [CU3]).
reports the reduction of CU60 in the margin as income (reduction of
CU20 in the standard deviation, priced at CU3 per standard
deviation).
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Implementation B

At 1 January, insurer B measures the liability at CU890 (expected cash
flows of CU750, plus margin of CU140 = CU50 @ 2.8). Therefore, at
inception on 1 January, insurer B recognises income of CU110
(premium of CU1,000 less initial liability measurement of CU890) and
profit of CU10 (income of CU110 less acquisition costs of CU100).

At 30 June, insurer B:
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measures the liability at CU487 (expected cash flows of CU400, AMEAZCU48T THIET % (CU4A00DHIfFF ¥ vz » ZJu— 77X
plus margin of CU87 = CU30 @ 2.9). CU87=CU30@2. 9D ~— )
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the increase in the estimated price required by market HIRBINEIC L - TER SN D BRI (CUS=BLATHE 4
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i {9l | Example 3 Fee for assembling a portfolio FH3  AR— b7 U M FEEE
3 Insurer C issues an insurance contract on 1 January for a premium of | {£EECiZ. 1H 1 HIZCUL, 000DIEREENT . CUL0O0DFERLE 2 0T T, 1%
CU1,000, incurring acquisition costs of CU100. Insurer C estimates on | ##)% #4794 5, {FRECIE. 1HIHIZ, F¥ v o « 70 —RCUT50DH]

1 January that the cash flows have an expected present value of CU750
and that market participants would require a margin of CU140. Thus,
the premium covers the following elements:

CU
Expected present value of cash flows (before margin) 750
Margin associated with cash flows 140

890
Acquisition costs 100
Fee for portfolio assembly 10
Total premium 1,000

The price for a hypothetical transfer to another party is likely to be
about CU890. The initial measurement of the liability is CU900 in
implementation A of current exit value (see chapter 3) and CU890 in
implementation B.

Assume now the following change in the fact pattern. Insurer C
provides separable services at inception and estimates that the fee
attributable to them is CU4. Therefore, the implicit fee for assembling
the portfolio is CU6. The initial measurement would be CU896 in
implementation A and CU890 in implementation B.
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4 Background TE
Investment manager D enters into a non-cancellable contract to | f¥if< % — % —Di%. 20X14E1H 1 H 2> 520X14E12A31HICH7-> T, UUF

manage a unitised pool of investments from 1 January 20X1 to 31
December 20X1 on the following terms:
Investment manager D expects to collect a fee of CU15 on 31
December 20X1 and incur costs of CU5 at that date.
Investment manager D estimates that other investment managers
would require the same fee of CU15 and incur the same costs of
CUs5.
Investment managers would typically expect to incur costs of CU2
to originate a similar contract.
For simplicity, the example ignores the time value of money, risk
margins and lapse.
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How would market participants value the contractual rights

and obligations?

In this example, market participants require an expected investment
fee of CU15. Of this, CU5 is needed to pay the expected running costs
and CU2 is needed to pay the acquisition costs. Therefore, market
participants require an expected net return of CUS8 for providing
Iinvestment management services. After the acquisition costs are paid,
the expected future cash flows from the contract are CU10.” Therefore,
market participants could be expected to value those cash flows at
Cu2.7

Put differently, if an investment manager charges the same fee as other
investment managers and incurs the same costs, the value of the
contract at inception equals the acquisition costs that market
participants would typically incur in originating similar contracts.
Furthermore, the value of the contract at inception equals the
investment manager’s own acquisition costs, unless they are out of line
with the acquisition costs that other investment managers would incur.
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*CU15 - CU5
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Contractual fees that exceed market requirements

Extending the example, suppose the contract entitles investment
manager D to charge CU16 per contract each year, but other
investment managers still only require CU15 (and all other facts
remain unchanged). After the acquisition costs are paid, the expected
future net cash flows are CU11, but market participants still require
only CUS8. Therefore, the contract value is approximately CU3.

ﬁ%@%ﬁ%k@é%%?éﬁﬂ

Bl Zak LT, YR ERE~ R — /%ﬂ)\ﬁﬁﬁﬁ "L zCul6
R RT DHERZ 52 T DN, oOFE~F— ¥ —ITKIR E L TCULS
Lﬂ%ﬁbfwﬁﬂokkié(m@%#mﬁ&fﬁtkﬁé)o%%%
BN D%, IRERERS Y v 2 - T e —FCULL E 72 D8, TH
BEIMEIIEIRE L TCUSLER LAV, Z D72, UEKOMEITRE
XFCU3E D,

Contractual fees that do not meet market requirements
Conversely, suppose the contract entitles investment manager D to
charge CU12 per contract, but other investment managers still require
CU15 (and all other facts remain unchanged). After the acquisition
costs are paid, the expected future net cash flows are CU7, but market
participants still require net cash flows of CU8. Therefore, the contract
value is now a negative amount (a liability) of CU1.
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Example 5 Estimating the service margin for investment
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management contracts

It is often possible to observe how much market participants charge for
investment management contracts with relatively standard terms, but
it may not be possible to determine how much of the fee is for
investment management services and how much is compensation for
the origination activity. It may be possible to infer this by looking at the
origination costs that typical investment managers incur (not the
origination costs that the entity in fact incurred). In doing so, it is
important to compare like with like. For example, the fee for a passive
manager tracking an index is not an appropriate comparison for an
active manager.

It may sometimes be possible to infer how much compensation
investment managers require for investment services alone by looking
at differences between fees for retail investors and fees for wholesale
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investors. For example, suppose that market participants generally
charge a fee of 1 per cent for retail investors and 0.6 per cent for
wholesale investors, and the estimated additional ongoing cost of
maintaining a large number of retail investment accounts is 0.25 per
cent. If the cost of originating a small number of wholesale contracts is
assumed to be negligible, the entire fee of 0.6 per cent required by
market participants for wholesale contracts relates to investment
management services, rather than origination. This implies that
market participants would require a fee of 0.85 per cent (0.6% plus
0.25%) to manage an assembled portfolio of retail contracts. The
remaining fee of 0.15 per cent (1.0% - 0.25% - 0.6%) relates to the
additional cost and effort involved in originating a large number of
retail contracts.
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Example 6 Embedded value

Background

An insurer issues insurance contracts on 1 January for a total premium
of CU1,000. Expected (probability-weighted) benefit payments are
CU950 on 31 December. The expected investment return is 11 per cent.
The insurer estimates a risk discount rate of 12 per cent. The insurer is
subject to local regulatory requirements. These require the insurer to
measure the liability at CU1,040 in its regulatory returns and to hold
additional capital of CU60. Thus, on 1 January, investments of
CU1,100 (CU1,060 plus CU40) are allocated to these contracts. The
insurer determines that it does not need to hold more capital than the
regulator requires. The insurer has no other assets and liabilities.

Determining embedded value
At 1 January, the insurer expects the following cash flows from these
contracts:

FExpected Present value

cash flow 1 January
31 December at 12%
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Premium received (not yet 1,000 SHURBREE (F 7Rk TN 0Bl AT 1, 000
available to shareholders) BETIZ A
Investment return on 110 RBEBH IR A PG Y X — 110
premium ] PRIRZRKIE Fa T (950)
Policyholder benefits (950) EHHES Y v o« 70— 160 143
Net shareholder cash flow 160 143 1 A 1 HEAEA 100
Capital injected 1 January 100 gzm,@'%&@: g 1
Investment return on capital 11 A - g
Capital released on 31 111 99 ;éjzlzﬁf}?&%’ﬁ 12731 B (R 111 99
December (if experience ﬁtFJ\EL &%L C "
permits) TR T 4y RN o —EH __ 242
Total embedded value 242

The capital injected on 1 January is CU100, but the present value of the
capital release on 31 December is only CU99. Therefore, the cost of
holding the required capital is CU1.

Assume the insurer uses the regulatory basis to measure its insurance
liability for general purpose financial reporting. If the insurer’s
financial statements include embedded value, they appear as follows:

Balance sheet 1 January 31 December
Investments 1,100 271
Embedded value asset (note 1) 182 -
Insurance liability (1,040) -
Equity (= embedded value, in 242 271
this example)
Income statement At 1 January 2 January
to
31 December
Gain on new business (note 1) 142
Interest on embedded value 29

(unwind of discount)
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Embedded value profit 142 29 TURT 4y K N 2— (2% 29
DFE RG] OfgER)
Changes in equity 1 January 2 January TUNRTF oy R e R 2 —F% 142 29
to
_ 31 December BARDEE 11 A 1H2A»
Start of period 100 242
. 124 31 H
Embedded value profit 142 29 14 100 949
End of period 242 271 ZH .
=== —_— TLURF 4w R N o —F2§ 142 29
Note 1 Embedded value asset at inception 1 January U 242 271
Present value at inception of future net 143 R . o
shareholder cash flow (CU160/ 1.12) H 1 ZRRBEREOTZ L RT v K- N 2—F&F 141H
Cost of holding required capital (see above) @)) 3
Gain on new business 142 FEROEWKEX v v 2 - 7 0 —DOZRKIBH G 143
Conservative regulatory measurement of 40 O BAEAMAE (CU160 / 1.12)
liability (CU1,040 - CU1,000) VEEROEA 2 A (RS R) (1)
Embedded value asset 182 HIEBKINTAR D R 142
. , , TRAFRY 72 B B o AtERIE (CUL, 040 - CUL, 000) 40
Three final points are worth noting:
- If the insurer changes its asset mix, the embedded value is likely to | . VRF oy R N o 189

change. For example, suppose the insurer invests in riskier assets
with an expected return of 15 per cent. The embedded value will
rise, unless a corresponding adjustment is made to the discount
rate.

In this example, the embedded value asset reported depends on the
measurement of the liability. Here, a conservative regulatory
valuation of CU1,040 increases the embedded value asset reported,
though there is no overall effect on reported equity or profit. In
other words, hidden margins of CU40 in the liability cause an
increase of CU40 in the embedded value asset.

Embedded value could be used directly to measure the liability,
without recognising a separate asset. The embedded value
measurement of the liability would be CU858 (CU1,040 - CU182).

REIC, LT O 3 msE BRI 5,

RIRE DGR EEE T D56, =0T 4 v K- ANY 2 — 324
THTHA, Bl BREEDHIFMEDY 15 3—k FD LY U X
T DOENEEEITD ET 5, ZTOEAE. MIcT DB EFISIRITD
RWRY = R_XTF 4y R e N a— T ERFT 57259,

ZOBITIE, =T 4y K e N 2 —EEOHREFITAEORIEIZ
KT 5, AREOSE, RFAZBIE] EOFHmAY CUL, 040 £ 725 Z &
T, = _XT 4y R N a—BEOHREFENHEMLTND, ol
., BIRE L TIHBEARSCHIEOREFIC G 2 5 8IT 720, Sz
L. AEOTO UL DFENT-~v— 0N, TR F 4y RN o
—&PED CU40 DI ZHAEZE TN D,
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N L7 B A BB TICEREAEEZRET 2D T
KeRVa—%FEHTLHZLENTED, TOABEOZXT 4 v K-
N = —IEfE X CUSSS (CUL, 040 — CUL82) & 72 5%,

i 1 | Example 7 Beneficial policyholder behaviour BB T BRIRRRERE DITE

7 This example provides more detail to support the example in chapter 4. | = D%, & 4 T>OFHZEF T A L0 EEMAeNE 2T 5, b AIRGBE

An insurer issues 10,000 two-year term life insurance contracts on 1

January X1 as follows:

(a) Annual premium of CU575.80 payable on 1 January. This pricing

produces a break-even result at the end of X2 if actual experience is

in line with the estimates.

Death benefit of CU10,000 for deaths between 1 January X1 and 31

December X2, paid on 31 December of the year of death. No benefit

is paid to survivors.

If the policyholder does not pay the premium due on 1 January X2,

the policy lapses at that date: no surrender value is paid and no

death benefit is paid for deaths in X2.

On 1 January X1, all policyholders are healthy. The insurer

estimates that 10 per cent of policyholders will become unhealthy

at the end of X1. The insurer does not know which policyholders

have become unhealthy and the contract does not permit the

insurer to change the premium after inception.

Estimated annual mortality rates are 5 per cent for healthy

policyholders and 20 per cent for unhealthy policyholders.

(f) Estimated lapse rates at the end of X1 are 10 per cent for healthy
policyholders and 1 per cent for unhealthy policyholders.

(g) For simplicity, the example ignores the time value of money. It also

assumes that the insurer requires no risk margin or service

margin, and incurs no acquisition costs or servicing costs. A more

complete example would include these features, but they do not

affect the discussion in chapter 4.

(b)

()

(d)

(e)

The following table shows the number of policyholders if actual
experience is in line with estimates.

A X141 A 1 HIZ 10,000 40 2 FEMAMRBRENZ BT 5, sl
PDToEksyThsb,

(a) HF4APRBREL CUST5.80 T, ¥hiAHIZ I A1 H, 2O A4 v 7iF, &
AR B chhiE, XERICTLV—7 A =T U RfERE b
=567,

XL 1T H 1 HS X2412 A 31 HOFELIZIE, CUL0, 000 DFETHAfT
SR OFED 12 A 31 BIZZKbig, EEHFITIFMOKGA 3
/oY ANAJTAN

PRIGEFIE DS X2 4 1 A 1 BELIAR B ORBEZ LD 20 GE | 2K
TFOBIZERZ L, KR REAII b T, X2 DR TITx L TR
T3 Sdh bt e,

X1 1 H 1 HIZE, TR TORBREBOEDRETH D, PREE TTRR
B E D 10 X—F > b XVAERICAREEEEIC /5 L gD, PRIRE X
E DIRREBFIE DRI > T2 7T B, ZH TR 135
BRAATZ (CERIREI 2 5 Z L 258D Ty,

RO B I, BERRRBEROE IOV TIT 5 S—k 2 b,
AR 7R R F IO N TIT 20 S—F > N Th B,

X1 AEROERIRO WAE Y 1L, R RREZEZ IOV TIX 10 ~—&
VR, RERERRREIEICOWTIE L N—E L N Th D,

BT 272012, ZOFITIETEEORFMEZ BHE L T\ d, £,
BBRFIZVAY « ~—T b —E R« v — VU BERET, £,
PERKE L —E R« aXA MBELRWEIRET D, L0 E2RpI
X, 29 LEERENREENDZ LI DN, 29 LIEFBIIE 4 ZED
eI LR,

(b)

(c)

(d)

(e)

(£)
(g)

LIFoRIF, ERPARY EB0 THLHEORRENEOKEZRL T
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%
Number of policyholders healthy unhealthy total
At 1 January 10,000 10,000 PR RREBHE S HHEE KRS AF
Deaths X1 (500) (500) 1 A1 A 10, 000 10, 000
Transfer to unhealthy (950) 950 0 X1 ﬂg@ﬁﬁt (500) (500)
End of X1 (before lapses) 8,550 950 9,500 S~ R ) (950) 950 0
Lapses end of X1 (855) (10) (865) YA
X1 AE2K (259R1) 8, 550 950 9, 500
End of X1 (after lapses) 7,695 940 8,635 X1 4ROk (855) (10) (865)
Deaths X2 (385) (188) (573) Her) —1860)
End of X2 7,310 752 8,062 XLAA (BRI ) 7,695 940 8,635
X2 FEDIFH T (385) (188) (573)
The following table shows the cash flows if actual experience is in line | X2 R 7,310 752 _8, 062
with estimates.
LIFOFRIT, EEPREY EBYVDOBEOX vy v 2« 7 —%mR7,
Cash flows cUo00o cUooo cUo0o
healthy unhealthy total Fyrya--a— clUooo cUooo cUooo
Premiums 1 January X1 5,758 5,758 HEE FptEEE AZ
geath 'Een;filts 31 (5.000) _(5,000) X141 1 H OBk 5, 758 5,758
ccember X145 12 A 31 BOELH (5, 000) (5,000)
Cash 31 December X1 758 0 758 i g w0 —
B4
Premiums 1 January X2 4,431 541 4,972 X14 12 A 31 A OB 758 0 758
Death benefits 31 (3,850) (1,880) (5,730)
December X2 X241 A 1 B O 4,431 541 4,972
Cash end of X2 1.339 (1.339) 0 X2 4F 12 A 31 HOJELH (3,850) (1, 880) (5, 730)
14
X2 FER DO B4 1,339 (1, 339) 0
Possible accounting treatments
The following table shows how the insurer’s balance sheet might look | & X HIVAE EOEHR W

under each of four approaches to future premiums and policyholder
benefits. The table uses labels to identify which cash flows are
incorporated in the measurements of assets and liabilities. Those labels
are not intended to show how financial statements would label the
assets and liabilities recognised in each approach, nor are they

LIFOFRIE, FERORBEL & SRR EGAHICxTT 2 4 202 nEho T
7T —F O F T ARRE DOEERBENED L IR ZD20ERLTND,
ZOETIE, BELABOHIEIZEDX Y v =« 7u—RHAEH TV
DNEHAT B ODORTLEMEHL CWVWD, ZNHDORTLIT. &7 T a—
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intended to indicate whether each approach would recognise a single
asset or liability or recognise separate assets and liabilities.

Balance A B C D
sheet end of exclude all unhealthy unhealthy healthy
X1 future only (with only (no and
premiums lapse of lapse of unhealthy
unhealthy) unhealthy)

cU000 cUo000o cUo0o cUo0o

Cash 758 758 758 758
Net future 581

cash inflows
from healthy

Net future (1,339) (1,353) (1,339)
cash

outflows to

Unhealthy

Equity 758 (581) (595) 0

The four approaches are as follows:

Approach A excludes all future premiums, and death benefit
payments that result from those premiums. In other words, it
excludes all policyholder behaviour, both beneficial and
unfavourable. The insurer recognises the cash received in X1
(CU758) and no other asset or liability. The insurer recognises a
profit of CU758 in X1 and a loss of CU758 in X2.

Approach B includes unfavourable policyholder behaviour relating
to existing contracts and excludes beneficial policyholder
behaviour. The insurer recognises a liability of CU1,339 for
expected future net cash outflows to unhealthy policyholders
(outflows of CU1,880 and inflows of CU541). The measurement

FIZBWTRBSNLEELABEMBHERTLEDO L I ITRELT 20 &R
BERENTELT, £, 7 70 —FICBWTH—-OEEXITAE L

muﬁkﬁ—éﬁ‘ Z?Jéb\@ﬁﬂﬁbf:ﬁ%%&@ﬁ%i muﬁj—éﬁ LO\/\TTWLD'?—
HZEEBHEINTWHRND,
X1 EERD A B C D
BEMSHRE T TOR REFEEO  AMEREE O
KLRBREL 2 A ORfERE A CREERE RS
GO FOME B O &
o) EERWV)
iy, iy, U000 iy,
Bl 758 758 758 758
TEEEZ 5 D 581
EBRRER S ¢
va e AV
70—
AEFEE ~D (1, 339) (1, 353) (1, 339)
IEMRRERF ¥
v a e T
A=t
BAR 758 (581) (595) 0

40@77m%%iuT®&%Df%é
77m—%Ai T ARTCORRRBRE L . Z OB 2% TS Z &
WL TALBECKRMEEZE DR, ENZ DL, TXTOMRK
TREFEDOITEV Z BRSO L AR O b E D0, R X1 R
ZHE LT-Bl4 (CUTH8) Zilik L. fhoo&pE & A ITFE L2V, fRER
FE X1 AFRIZ CUTH8 DFIE % . X2 4EIT CUTHS DR A 3833 %,
77 a—F Bid, BEFEAICET B AR RREAIE OITENLE O,
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excludes expected future net cash inflows from healthy
policyholders. The insurer reports negative equity of CU581 at 31
December X1, recognising a loss of CU581 in X1 and a profit of
CU581 in X2.

Approach C excludes policyholder behaviour that results in net
cash inflows. Unlike approach B, it also excludes policyholder
behaviour that reduces net cash outflows. In this example,
surrenders by unhealthy policyholders reduce net cash outflows.
The insurer includes premiums from all 950 unhealthy
policyholders, even though the insurer expects that only 940 of
them will pay the premium due on 1 January X2. In consequence,
the insurer also includes death benefit payments for 190 unhealthy
policyholders, even though the insurer expects to pay only 188
death benefits (because of the expected 10 lapses). Under approach
C, the insurer recognises a liability of CU1,353, rather than the
CU1,339 recognised under approach B. The difference of CU14
comprises expected additional death benefit payments totalling
CU20 to two unhealthy policyholders, less expected additional
receipts totalling CU6 from 10 unhealthy policyholders.

Approach D includes all policyholder behaviour, both beneficial and
unfavourable, relating to existing contracts. The insurer recognises
the cash of CU758 received in X1 and a net liability of CU758 for all
policyholders. This example does not consider whether the insurer
should present a single net liability of CU758 or break it down into
one or more assets and one or more liabilities. The net liability
comprises net cash outflows of CU1,339 to unhealthy policyholders
as a group (as in approach B) less net cash inflows of CU581 from
healthy policyholders as a group (inflows of CU4,431 and outflows
of CU3,850). The resulting equity of zero is consistent with the
breakeven pricing for zero gain and zero loss. As noted above, this
example excludes the time value of money and risk margins.

HRIZRRERAF OITENLE DV, RRE L, AR R E
WXt T DI R DR IERF ¥ v 2 « 77 7 —& LT (UL 339 @
AlEZRFHT D (CUL8SO DT w7 h7nm—& CUsdl DA v 7u—) , I
@M X, R ERIRIZKIE D DR R OFFIERE T v v 2 - A
Ta—k%EHiew, REEFEIX. X112 A 31 HIZ CUS81 OEDOER%E
S L. X1 4EIZ CUBS1 mEL:, X2 AT CUBSL ORI ARk + 2,
T7u—F CiE, ERTHR vy vz A 70—LR A RREKED
1ITEh gDy, 7T7a—F B LRV, EROXy vy 2T b
7 u— %R SE L REEEOFE OITE L E DR, ZORITIX, A
R E NIRRT H Ik o TERF Yy vy Y2 - T 7B
— BT D, PREFE L, AEERRREENE D 5 B 940 A LD X2 4R
1 A 1 BHAAHIH ORBEN Z D720 ETRIL TWhWAIZE 0 b 6
T TR TORERERIRREFE TH S 950 A D ORBEZ & 5,
ZORER, RBEE X, (10 AO)ﬁ’i%@ﬁi%?EUéhéf:&)) 188 ADFEL
WA LR DRWNE FHIL TWAIZE 03703 53, 190 A D5
ﬁ%@%%%’ﬂ#é%tﬁﬁé%abé LLb, T7u—F C
DFTE, 77 —F B OAIEN CU1,339 THo/-DIIZkL, 771
—FC TIXCUL, 353 DAME A RRF LR T2 2 & L7225, KD CUL4
1%, 2 NDOAERE 72 PRERESE 12k 2B MBY 72 BAFF S IR R D & 5
CU20 755, 10 NDAEFE 72 RERFFE 2 B O8I 22 MRS B O &
FHCU6 2R LI HDTH D,

7T7a—F D ik, ARAFEMDT, BEROICET AT To
RIREKIE DITENV A & 0 D, PRIFE X, X1 AFIZ526E L 72 Bl4: CUTH8 & |
TR TOBRRERE 6T DAl CUTE8 23k 5, ZofTlE, 1%
MR M IERT CUTE8 DAME 1| DEFRTRE), 1 DL EOEEL 1
DU FEOBBITHIET HREDIZONVTIIRF LRV, ZOEKRDOA
BiX, REERRRZEOEDOB~DOERS Y v 2« 77 780 —T
H5CULL 339 (T7a—F B LFEL) Mo, BERRREENE ORI D
DIEMF vy v o« 427 —Th5d CUS8L (CU4,431 DA 77—
CU3,850 DT 7 h7ra—) ZER LD TH D, fElk L L TEARTE
nE/py, ZHUIT VAT A =T TTIA4 7L TNDHI L L
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YUV EEBEL TR,

i {5l | Example 8 Acquisition costs® single premium contract B8 FEKNE . —RHWVEE

8 On 1 January 20X1 an insurer issues a large number of life insurance | 20X1 45 1 H 1 HIZ. fRBE DL T OEE A2 H T 5 25O A& AR s % %%

contracts with the following features:

(a) Policyholders pay premiums totalling CU12,000 on 1 January.

(b) The contracts are in force until 31 December 20Y0. Over the
ten-year life of the contracts, the expected death benefits are
CUS8,400. Most deaths are expected to occur in the later part of the
contract term. In particular, no deaths are expected in January
20X1.

For simplicity, the time value of money is ignored.

The insurer incurs acquisition costs of CU1,200 on 1 January 20X1.
There are no other expenses.

The contracts have no surrender value (ie the surrender value is
zero).

(f) The contract provides an implicit margin (for bearing risk and
providing other services) of CU2,400 (premiums of CU12,000 less
death benefits of CU8,400 less acquisition costs of CU1,200).
Assume that other market participants would require a similar
margin for identical contracts.

The release from risk is assumed to be constant over the life of the
contract (CU20 per month).

There are no changes in estimates during the period covered by the
example (1-31 January 20X1).

()
(d)

(e)

(g
(h)

As chapter 4 notes, some argue that an insurer should recognise an
intangible asset to reflect the initial investment made to acquire the
customer relationship. They would measure that asset initially at the
amount of acquisition costs incurred. They would amortise that asset as
the insurer recovers the acquisition costs. The following table applies
that approach to example 8. It shows the insurer’s balance sheet at 1
January 20X1 (after the acquisition costs and before the first premium)
and 31 January 20X1 (just before the second premium), and its income

7%,

(a) PRERZFIE X, 1 A 1 HIZAF CUL2, 000 OFRIEELZHA 9,

(b) FAIL, 20Y0 4 12 A 31 H £ THZL, 10 FEOAEMREORBIIMIC
bl=->T, WIS DIETHAA4IE CUS, 400, KERSY DIET 1, 2K
M O®BYETELDLZ ENRTRIESNTEY, B2, 20X1 4 1 AIZ3ELE
T7ene TSN 5,

(c) BT D7-0iz, B ORF MM ER S 2,

(d) B IE, 20X14E 1 A 1 BHIZ CUL, 200 OFERKIENIET 5, FOfh

DI 0,

NI RRE &L (T bbb, RO REITER) |

HEIIT . CU2, 400 (ff:FBl CUL2, 000 —FE T 454 CUS, 400 — Hr &40 &

CUL,200) @ (U A7 ZGMEL, OV —E R &84T 57-00) FEH

IR~ — T U BV IAAL TN D, MOHSESINE X, [F—0NIC

®LTCHRBEO~—Y 2 ERT DA LIET D,

UR7 00 OfERIL, EROKH—E (Al CU20) ThdH LT 5,

IR OZiX, Zoflcxg T o8 (20141 A1 H~31 H)

e ECAIAN

(e)
(f)

(g)
(h)

HAECTRT LI, RREDVBEBERZGL 72O SR E %
MBS DA E 2 R T RETH D L TETHE LN D, HHIE, #
ST OFET, YT OEEEZPET D, RERE D HEE % 0L
THIHES T, TOEELXEATH, LLTORIT, £O7T 7 a—F %74
BICHEHATHHLDOTHD, 20141 A 1 B CHERE DK T, HlalfRpE
ORI & 20X14-1 A 31 B (GF 2 B ORI OERT) ORI OB xR
F. CEKIBIAIE LR D 1 A (FD 1 TR BER AR T D) D
MoOERHAEEZRT,
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statement at inception and for the next month (next month excludes

inception).

Balance sheet

Cash

Customer relationship
Insurance liability
Equity

Income statement

Premiums received

Change in insurance liability
Amortisation of customer
relationship

Profit

Note 1 Customer relationship
Opening carrying amount
Acquisition costs incurred
Amortisation

Closing carrying amount

Note
1
2,3

Note

3
1

VX1 3I/1/X1
10,800 10,800
1,200 1,190
(12,0000 (11,970
0 20
VX1 31/1/X1
Inception 1 month
12,000
(12,000) 30
- (10)
0 20
VX1 31/1/X1
- 1,200
1,200 -
- (10)
1,200 1,190

Assumes a constant amount (CU10) of each monthly premium is
regarded as a recovery of the customer relationship.

Note 2 Insurance liability

Present value of future death benefits

Margin
Sub-total

Allocation of premiums to recover

customer relationship
Carrying amount

1/1/X1 31/1/X1
8,400 8,400
2,400 2,380
10,800 10,780
1,200 1,190
12,000 11,970

BSUEPIEES
Bl
PR
A
HA

RIHES

S IUPRBORE
RIREEDOLH)
B BR OME A
ERIE

E 1 EERR
P A R 8t 4
AR E

fEA

AT IR A A

7

/1/x1  31/1/X1
10, 800 10, 800
1, 200 1,190
(12,0000  (11,970)
0 20
/1/x1  31/1/X1
TR B AR 17 H
153
12, 000
(12, 000) 30
- (10)
0 20
/1/x1  31/1/X1
- 1, 200
1, 200 -
- (10)
1, 200 1,190

R OREEL O —E% (CUL0) 2BEBIFROEIN & E X b T D ERE

ERAR

H2 RERARE
FFRBE A AT D BLLEAT
=T

Nt

% B D [EIN D 7= 8 OARBR B O EC 4> 48

A

1/1/X1 31/1/X1
8, 400 8, 400
2,400 2, 380
10, 800 10, 780
1, 200 1, 190
12, 000 11, 970
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Note 3 Insurance liability: changes 1/1/X1 31/1/X1
Premium received 12,000 -
Allocation of premium to recover

customer relationship (10)
Release from risk - 20
Net change 12,000 (30)
Opening carrying amount - 12,000
Closing carrying amount 12,000 11,970

The following balance sheet and income statement show how the
Board’s preliminary views would apply to this example.

Balance sheet Note 1/1/X1 31/1/X1

Cash 10,800 10,800

Insurance liability 4,5 (10.800)  (10.780)

Equity 0 20

Income statement Note 1/1/X1 31/1/X1
Inception 1 month

Profit at inception before

acquisition costs 1,200

Acquisition costs (1,200

Net profit at inception 0

Premiums received 12,000 -

Change in insurance liability 5 (12.000) 20

Profit 0 20

Chapter 7 discusses a margin presentation that differs from the above

presentation. A margin presentation would:

(a) show premiums as deposit receipts (rather than revenue) and
change in insurance liability as deposit repayments (rather than
income or expense).

(b) label the income of CU20 for the period from 2 January to 31
January X1 as ‘release from risk’, rather than ‘change in liabilities’.

*3 RIRABEOEH)

= HUR R

B B D[N D 7= 8 OB OBl 45 %8
U A7 06 Ol

* v N OEE)

5 A RIS o i A%

He T IRpME AT RS

/1/x1  31/1/X1
12, 000 -
- (10)
— (20)
12, 000 (30)
- 12, 000
12, 000 11, 970

PIT OS8R SRR E TR, FRIOTHNEMS, Eok oI

ZOHNTEH E 3D IOV TRT,

B xHRE 23
B4
PRI E 4, 5
[2¥N
B EE bZ3

BIEAEL Al DS BAAR KA 1k
BRI

Ty D EKIBAARR AR

S PR B}

RERAE D) 5
ZAIES

/1/X1  31/1/X1
10, 800 10, 800
(10,800) (10, 780)
0 20
/1/xX1  31/1/X1
R B AR 17°A
IR§
1, 200 -
(1, 200) -
O _
12, 000 -
(12, 000) 20
0 20

HB1EIL, FRORRERRDLI -V ORREwM LD, v — YV DER

=8

(a) (AR TIEARL) Y &OZHEE L TR 2R L, (144 (income)
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Note 4 Insurance liability 1/1/X1 31/1/X1
Present value of future death benefits 8,400 8,400
Margin 2.400 2,380
Carrying amount 10,800 10,780
Note 5 Insurance liability: changes 1/1/X1 31/1/X1
Gain at inception before acquisition costs (1,200) -
Premiums received 12,000 -
Release from risk - (20
Opening carrying amount - (10,800
Closing carrying amount (10,800)  (10,780)

Comments on example 8

Example 8 illustrates the following points:

(a) If the pricing is in line with what market participants require, the

two approaches lead to a similar net result at inception, but they

split out different assets and liabilities.

In this example, policyholders pay CU8,400 for expected benefits

plus margin of CU2,400 (total CU10,800), as well as CU1,200 for

acquisition costs. The approach that presents a separate

intangible, equal to the acquisition costs, has the following effects:

(i) It reports a liability of CU12,000, even though the obligation is

only CU10,800 (expected cash flows of CU8,400 plus margin of

CU2,400). Put differently, if the insurer could issue the same

contracts incurring negligible acquisition costs, it would be

willing to charge CU10,800 for an identical liability. Similarly, a

transferee incurring negligible acquisition costs would accept the

liability for CU10,800.

It reports a customer relationship ‘asset’ of CU1,200, even

though the related cash flows have already been received.

(iii) It must subsequently amortise the customer relationship ‘asset’
on an arbitrary basis that depends entirely on the measurement
of the related liability and would not provide useful information.

(b)

(1)

XIFHEMTIERL) HYEOHEREL L LTRRABEO LT 2757,

(b) XIE1H2HMS 1 A 31 HOHM® Cu20 R AIZHWT, ( TAfE
DX TiEe<) TV RSO & LTHRLT D,
T4 RERAEE 1/1/X1  31/1/XI
FEAFE A AT O BLAE AT AE 8, 400 8, 400
~— 2, 400 2, 380
e Ja it A 10, 800 10, 780
5 REBRAKEOEH) /1/x1  31/1/X1
B E AT ORI B AR R % (1, 200) -
= HR PR 12, 000 -
U A7 55 DOfiFfL - (20)
B A3 IR F T A - (10, 800)
H& T REHE FE AT A (10,800) (10, 780)

FEI8ITRET AT A B

B8 X, LLFDSE/RLTWA,

(a) T4 TRTGSMENRERTLHbDE—HLTVWDLHR BT, 2

OOT T u—F %, BRIBIAR B CTER TIXREEORE R 2 < A8,

B @ ARRICHEIEND Z LT D,

ZOFITIE, RERERE T, FIEROE O DO CUL, 200 12Nz, HIFF

FARFD T2 6D D CUS, 400 I~ — L D= b D CU2, 400 2 7T A LT-%8 (&

£E CU10, 800) % 3XHA 9, HrEME &4 LWVl L7- O I E PE % RoR

TL577a—FE, UTOEENRDH D,

(i) %2 CU10,800 (MiffF ¥ v = « 71 —CUS, 400+~ —
CU2, 400) DHToH HIZH M) 53, CUL2, 000 DA ZHET D,
SV Z D L RERE DM T X 2EOFROE TR UK &3
fTLZ72 51X, [F—0AEDZHIZ CUL0,800 Z5ERT 572459,
[FERIC, MEGLC X DB A E B D585 NIiL, CUL0,800 T

(b)
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This demonstrates that the customer relationship ‘asset’ has no
independent economic meaning and is simply a by-product of an
over-measurement of the liability.

If the contract had a surrender value at inception equal to the premium
paid (CU12,000), there might be some rationale in measuring the
Liability at the surrender value of CU12,000 and recognising a separate
customer intangible of CU1,200 (in which case, the measurement of
that asset would equal the acquisition costs incurred). However, that
rationale would not apply if the surrender value were any other
amount, and would be difficult to apply convincingly in subsequent
measurement.

AR EZT D159,

BT 2%y v o -7 =000 6TV DIZHE 05
F°. CUL, 200 OEAKBER &) ZHET 5,

BE 9~ 5 AE DO EIC BRI T HRER LI L0 K
REEAEZDOBREA L i b9, AHRREREZERE L 20
A9, ZOZ Lk, BRBEREENMS LT REHERZ R
T, HARLIAEOWMKAEDRIEN THDH Z L EFIRL TN D,

(ii)

(iii)

B b BRIBHAAERCARBREE (CUL2, 000) & %5 LUMIEKMIE 2SN 8 5 72 B,
CU12, 000 DfEFIIR 4 CRMEZME L. CUL, 200 D438 L 7= K I & FE
R 5 (ZOLE, YEEOREITHEH > TR EIZELY) 2
LIC—EDINH D0 LR, L LA 6, fERMME 2 2 Lot
@0%1%5ﬁ%i ZOFmAUTH TITE BT, BHREERZORIEITIB W
TR KO WCEHAT 2 Z LT LWEA 9,

i Bl

Example 9 Acquisition costs: regular premium contract

The fact pattern is the same as in example 8, with the following

differences:

(a) The premiums are CU100 per month (CU12,000 over the life of the
contracts). To permit a clearer comparison with example 8,
example 9 keeps the same total premiums and the same pattern of
premiums. In a more comprehensive example, total monthly
premiums would decline over the life of the contract because of
death and lapses.

RB19  FRKE - FHEH O IREEIRAY

FHNET, LTFTOERZRE, &BI8 LR LU THD,

(a) FREEHIMEH CU100 (CGEFEHIRT CU12,000) , %68 & OB L
DT80, B9 TiX, Fl—DOEFHRBE L ORBE % — 2 & LT
W5, X0 AERRBIZ BT, BARBREIOGEHT, BT K OYE
KN L v SO0 DT 57259,

(b) PRERE 1T, SRR TE 27259 L TFHIT %, AU 22712835

(b) The insurer expects that lapses will be negligible. Also, the BB Y 27 « =P b EEHETE D EAUE é Zhé .
additional risk margin for the risk of lapses is assumed to be LT ORIT, 20X14F 1 A 1 H RO 20X 421 3 31 HIZ A9 1Tk L
negligible. T, FHEDZO PR RMEZEH L T D,

The following table applies the Board’s preliminary views to example 9

at 1 January 20X1 and 31 January 20X1.

Balance sheet Note /1/X1  31/1/X1 B RE b2 /1/X1  31/1/X1
Customer relationship 6, 7 1,100 1,120 RAZ B 6, 7 1, 100 1,120
Cash (overdraft) (1.1000  (1.100) Hh (Y JEfEHR) (1,1000 (1, 100)
Equity 0 20 WA 0 20
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Income statement Note 1/1/X1 31/1/X1

Inception 1 month B EE 7E 1/1/X1  31/1/X1
Initial recognition of LK BRLR 17,7H
customer relationship 1,200 =
ﬁC(t]LuS.lthIE F:OStS p (1,200(; Eﬁg Bg,{%\ DY %ﬂ%}g%& 1, 200 -
Pe gain at incep zlon o0 B (1, 200) _
promione eecved * L o T
Relationship (100) SRR 100 )
Release from risk on W BIGR O 28 7 (100) -
customer relationship 20 BEBIRD Y 2 7 7106 Ot R 20
Profit 0 20 Filgs 0 20

A margin presentation (as in example 15) would not show the lines

labeled ‘premiums received’ and ‘change in customer relationship’.

B 15 12 D) ~— v DFERTIL,

A LRESNIATIE RERWVIES I,

(52 WERIREL) &

R BARRIC D

Note 6 Customer relationship 1/1/X1 31/1/X1
Present value of future premiums 11,900 11,900
Present value of future death benefits (8,400) (8,400
Sub-total 3,500 3,500
Margin (2,400) (2,380
Carrying amount 1,100 1,120
Note 7 Customer relationship: changes /1/X1 31/1/X1
Initial recognition of

customer relationship 1,200 -
Premium received (100) -
Release from risk 20
Opening carrying amount 1,120
Closing carrying amount 1,100 1,120

F6 EEBR 1/1/x1  31/1/X1
FEALR IR} D BLAE A B 11, 900 11, 900
FFRBE T HA AT 4 0 BULEAM i (8, 400) (8, 400)
/NEF 3, 500 3, 500
= (2, 400) (2, 380)
e JE A 1,100 1,120
E7 BEERBEROLH /X1 31/1/X1
VR BALR D Y HI785% 1, 200 -
= HUR R (100) -
U R 7 5 OFifix - 20
H AR 8 AR - 1,120
H AR 4R 1,100 1,120

Initial comments on example 9

B9 I LHI= A b
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The example shows the net cash flows the insurer expects from the
contract. In the early years of the contract, the future cash flows are net
inflows and so an asset is recognised. In later years, there is a net cash
outflow, so a liability will be recognised. In this example, that switch
from an asset to a liability occurs when cumulative net cash inflows
(premiums less death benefits) exceed CU1,200.

Because this example includes only contracts issued simultaneously,
the overall result of the measurement is an asset, described above as a
customer relationship. In a more realistic example, those contracts
would be included in a larger portfolio, typically measured as a net
Liability.

The asset recognised incorporates expected (ie probability- weighted)
lapses (assumed zero in this example), the time value of money and a
risk margin for all risks, including lapse risk. Because of the simplified

ZOFNE, BRIEED Z O L TRT HIEROF ¥ v a -« 7 —%&R
LTW5, BRIOREOIOZAHIZBNTIE, FkFvy vy 7a—3xy
cr7a—Thbh, BENRHKIINDL, FRIZIE, EHROXy v a -
TUNTZuR—=RNFEEL, AENEEINDSTEAS, ZoflicBWnwTi, &
PEEDDABE~OBITIZ, Bty via A 7o— (RBEENSIELRH
e L= D) 25 CUL, 200 #2718 2128 4ETH,

0>{§J NI, FRRCIT SN RO L ZZD TWHTIzd, Eikaniz &

WCHEEBfRE LT, BEORERMRITEETH D, L0 BENZRHITIE
%M%®£%i\i@k%@f~h7¢)ﬁ’ain\% iz/hﬁﬁ
ELTHEENDTEA D,

PR SO EEICIE, WiffSh D (Tabb, MRNED) K (Z O]
TiEErEanTWD) | BEEORRMEL O Y X7 2giea) A7
WZXT DI RY « v —T U BMAIAEND,

fact pattern, this example does not illustrate these factors. B SN FHTHLT-H. Z0FE. 2 5OEREAFH L TV,
i . . . L ZHIBIAERF I B W TIT W DRI b A bR S L2 o 7D T, (GF

Because no profit or loss was recognised at inception, the initial | 4 [EURB BT D) G RED MR 1. BRI 1T Lo,

measurement of the asset (before the first premium) equals the : o

acquisition costs.

Separating the liability from the customer relationship? @%‘2 E?Hfﬁ D DAE D 4B

How would example 9 look if the customer relationship were presented | %41 9 1%, FREMREZIREAGBHOHBEEL TERLEEASICIE. F0 LD

separately from the insurance liability? The initial measurement of
CU1,100 could be viewed as having three components:

(a) The obligation to pay benefits if the policyholder pays no further
benefits. This is made up of the surrender value (zero in this case)
plus the stand-ready obligation to pay death benefits in January
(nil at 31 January X1 if all deaths are reported immediately and
assumed to be, say, CU3 at 1 January X1, made up of expected cash
flows of approximately zero and a risk margin of CU3).

The stand-ready obligation to accept further premiums during the
rest of the contract term from those policyholders for whom the
present value of the resulting additional benefits exceeds the

(b)

%zét%o#cm1m@é@@

RHZENTXD,

(a) ZRENENLL LD (BREE TEREEH 0fRY EBbhs, ) %
XN E LTS, Wt E s ) & EB, ZUEOmE (2o
r—ATIEER) &1 AISRRTHREEZ LS 72D OFREER (b
L., BIRFIC T RTOEECNRE SN D70 51X 20X1 4 1 A 31 HiIZEBW
TPe, 20141 A 1 BT, CU3 Whtoodfry v 7
2—L  CUB DY RY « v—V U THRIND) LIESND) OAFT
WX VR END,

(b) &7 AHEEAE%Z TS Z &2 & - TA U 2B AT 0 BLAE A i

1300%%%ﬁ¢5%@kbf
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present value of those further premiums. For illustration, the
example assumes this is CU35 at both 1 January X1 and 31
December X1 (made up of expected cash flows of CU20 and risk
margin of CU15).

The customer relationship (the difference between the
measurement of the whole portfolio and the two components
identified in (a) and (b)).

With these assumptions, the balance sheet would appear as follows.

()

D3, PRBBFO BN 2 ElE] 5 RF D, FRAENOEIRIO/M, 26
72 DR A 2 T AN D T D OFRFEER, Wi B, ZofiTix, 2
1Z.20X14E 1 H 1 H & 20X1 4E 12 H 31 A O S IZ380 T CU35 (CU20
Oy v 2 s 7 —L CUIEDY AT «~—I 0 bk b, ) &
RET 5,

BERRE (R— b7+ VF2EOHEE (a) & (b) ITBW TGRS
b 2 DO L DFEEH)

(c)

Balance sheet Note 1/1/X1 31/1/X1
Customer relationship 8,9 1,138 1,155
Insurance liability (38) (35)
Customer relationship less

insurance liability 1,100 1,120
Cash (overdraft) (1,100 (1,100
Equity 0 20

ZIHORIFRIZE D, BEMEEIILLTO X S22 5,

SRR b3 /1/x1  31/1/X1
UK B 8, 9 1,138 1, 155
PRI A E (38) (35)
JHZ BAfR & R ALE D 2% 1, 100 1, 120
Bl (4L (1, 100) (1, 100)
BAR 0 20

This presentation leaves the overall measurement unchanged, but
splits it into two separate components (the customer relationship and
the insurance liability).

ZOFRIL, TRTOREEZLEHE L TWWARWR, Fha 200 ( TREEHE
7l & MERRAf) &v)) ez LRI hEET 5,

Income statement Note 1/1/X1 31/1/X1
Inception 1 month

Initial recognition of:

* customer relationship 1,238

* insurance liability 38

Acquisition costs (1,200

Profit at inception -

Premiums received 100

Change n customer (100)

relationship

Release from risk on customer 9 17

relationship

Release from risk on insurance 8 - 3

Liability

Profit 0 20

BRFHES 7 /X1 31/1/X1
LB h 1A
153
PR
- A B 1,238 -
- PRIRAE 38 -
R E (1, 200) -
T BRI - -
= R BRE 100 -
A BARR DA H) (100) -
BEBRD U 27 NG OfiElL 9 - 17
RRAED Y 27 b Ol 8 - 3
EIEA 0 20
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A fee presentation (as in example 14) and a margin presentation (as in | (G%fl 14 125 5) FEEIOFRE GEEI1512HD) ~— T DERIL,
example 15) would not show the lines labelled ‘premiums received’ and | [ZHfEr & TRAREROLESH) | LB L INTITE2RSRNESH,
‘change in customer relationship’.
Note 8 Customer relationship /1/X1  31/1/X1 E8 BEER 1/1/X1  31/1/X1
Present value of future death benefits 11,900 11,900 TR TR E Ran TIRpE ofRy &
Present value of future death benefits (8,400)  (8,400) Hohbd, ) OBIEME 11,900 11,900
Subtotal 3,500 3,500 EHIE A 4 0 BAEA (8,400) (8, 400)
Plus net cash outflows in insurance JNEF 3.500 3.500
Hability 20 20 RBEAE~OERDF ¥ v &2 - 7Y b7 0
Margin (2,400)  (2,380) o 2 20
Add back margin in insurance o
Liability 18 15 N (2,400) (2, 380)
s A [ RN =
Carrying amount 1,138 1,155 R EA~D = DR LR L 18 15
SR 1,138 _ 1,155
Note 9 Customer relationship: changes VX1 31/1/X1 E9 BEBROLEH) 1/1/X1  31/1/X1
Initial recognition (before first premium) 1,238 - (55 1 AR BHERETD) Y38k 1,238 -
Premium received (100) - % BB} (100) -
Release from risk - 17 U 27 h B DRk - 17
Opening carrying amount 1,138 HhGIE i 4E _ 1,138
i # | Example 10 Non-life insurance, traditional presentation &E 10 BERBR—1ERABRET
10 Paragraphs 301 — 308 discuss six presentations. Examples 10— 15 | %5 301-308 TH|X, 6 DDOFRRICON T L TW 5D, i&H 10 35 15 £ Tl

1lustrate them. To focus on the style of presentation rather than
recognition and measurement, the examples are simple and all use the
same fact pattern, as follows:
Premium CU1,000, covering insured events between 1 January and
31 December.
Expected claims (including claims handling costs) CU700. CU350
is paid on 30 June and CU350 on 31 December.

TNHOHRTH D, BkEMTE Y D LAERRAT A NMTEREYT
B2, FNFENOFRANL, H L TREY, o, LT X123 C
A CEH 2L T\ b,

FRBUEE CUL, 000, 1 H 1 H235 12 A 31 H £ TOROMRRE R ZHEE L

TW5,

WIFPR IR (PRIRFSLEEE B & & e, ) CUT00, 6 H 30 HIZ CU350,
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Acquisition costs CU100, incurred on 1 January.
Other expenses associated with the administration of the contracts
CUB80, incurred evenly through the period.
Expected investment return 8 per cent and risk-free rate used to
discount the liability cash flows 5 per cent.
The insurer estimates that there is no material profit or loss at
inception (1 January). On 30 June, the insurer estimates that the
appropriate margin is CU69, which results in a liability
measurement of CU450 (coincidentally equal to a conventional
unearned premium of CU500 less conventional deferred acquisition
costs of CU50).
No differences between actual outcomes and previous estimates.
This illustration focuses on presenting premiums for a contract
that does not include an explicit deposit component.

Example 10 illustrates a traditional presentation for non-life insurance.

Income statement Inception 2danto 1Julyto
1Jan 30 June 31 Dec

Premiums written 1,000

Change in unearned premium (1,000) 500 500
Premiums earned 0 500 500
Investment income 0 36 22
Policyholder benefits (claims) 350 350
Expences 40 40
Amortization of deferred

acquisition costs 50 50
Total expences 0 440 440
Profit 0 96 82
Balance sheet 1Jan 30 June 31 Dec

12 A 31 HIZ CU350 At d,

K 100CU, 1 H 1 BICHAET S,

LRSI B 5 2 ofth o F 1L CUSO, AR A i@ U T4

D

Mg Y 2 — 13 8% T, Affixr vy a - 7u—0FFIHEHT S

YA 7Y —L— kI 5%

PRI, ERAFRE XITHERNZAOBMERE (1A 1 R) IZIXGFELR

WERFES TS, 6 A 30 HICERIRE X, @Y~ — % CU69 & Hi

FED . ZOREFE. CU450 (ZAUILMEIR, CUS00 i O AR R R )

5 CUS0 DMIEFT R E & PEbR LT &K —B LT\ 5, ) OAENH

EIND,

FEEOREF & ZNLRTO R & ORITITZEN 20,

:®WT . BHIRMRTE Y SEE B S F VKT D RBREL O
%éffwé

ﬁloi HERROEHEI R R ZHIR LTV D,

BHEHAEE BB 1H2H~  THLIH~
iR
1H1H 6H30H 12H31H
5| = ARRBEk 1, 000
KRR E DA B (1, 000) 500 500
R PRt 0 500 500
BEIN IS 0 36 22
PRBRERAEAGAT (R4 350 350
s 40 40
MR TSR B DB A 50 50
BHAR 0 440 440
Flis 0 96 82
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Cash 900 546 178

Deferred acquisition costs 100 50 - BExRER 1H1A 6H30H 12H31H

Insurance liabilities (1,000) (500) —

Equity 0 96 178 | B4 900 546 178
MRS B 100 50 —

Claims ratio n/a 70% 70% N =ty (1, 000) (500) _

Expense ratio (without acquisition n/a 8% 8% A 0 96 178

costs) A
; . . o o
gsﬁ?sli?jnrcasgs()wnhout n/a 78% 78% HE /a 0% 0%
L s HoAR IR E 2R n/a 8% 8%
Expense ratio (with acquisition n/a 18% 18% LS 7
cosl‘zs) ! ’ ’ AL R RN E R n/a 78% 78%
Combined ratio (with acquisition n/a 88% 88% FRAE G ﬁ%g%%?\“> n/a 18% 18%
costs) UL U R G EEET) n/a 88% 88%
#% i | Example 11 Traditional life insurance presentation 11 ASHERZRAMRBRORR
11 Example 11 uses the same fact pattern as example 10. 11 1%, =10 E R UEHIAEEHT 5,
Inception 2danto 1Julyto 4580 1H2A~ T7H1A~
1Jan 30 June 31 Dec ha
Premium revenue 1,000 1A1H 65130 12H31H
Investment income 36 22

. PREEEHIA 1, 000
Total income 1.000 36 22 ' ' ’

Heom LIS 36 22
Policyholder benefits 350 350 Ji4 (income) &t 1, 000 36 22
Change in insurance liability 1,000 (500) (500)

Expenses 40 40 PRI E G 350 350
Amortization of deferred PRERAEDZE) 1, 000 (500) (500)
acquisition costs 50 50 e H 40 40
Total expences 1,000 (60) (60) | MIEHERKIE OEH) 50 50

G E 1, 000 (60) (60)
Profit 0 96 82

FE 0 96 82
Balance sheet 1 Jan 30 June 31 Dec
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Cash 900 546 178 | Bk 1A1H 6H30H 12H3LH
Deferred acquisition costs 100 50 —
Insurance liabilities (1,000) (500) — H 4 900 546 178
Equity 0 96 178 | (RIEHKE 100 50 —
PR A (1, 000) (500) —
Comments: LN 0 96 178
1. The line ‘change in insurance liability’ shows the result of a
computation, not the effect of a real economic event. 2Rk
2. This presenta.tlon doesf no‘t.requlre the insurer to analyse the reasons | TRRAEOER L5 ITE. BEORFESONE IS . 2
for changes in the liability. Such analysis may be complex for PHEREF LTINS
\=] 7N o

traditional products that bundle together many elements.

2. ZDFRITARRE ICABOLEENCET SRR ST A2 RD D H D TRV,
ZOEIRGHIE. L DEZE IO E L TWAHEEDREMCE -
T, BHELR LD A REMRD 5,

x5
12

Example 12 Non-life insurance, modified presentation

Example 12 uses the same fact pattern as example 10. The presentation
is changed to recognise acquisition costs as an expense when incurred.
In addition, the measurement of the insurance liability does not include
the part of the premium that recovers the acquisition costs.

Income statement Inception 2danto 1Julyto
1Jan 30 June 31 Dec
Premium written 1,000
Change in unearned premium (900) 450 450
Premiums earned 100 450 450
Investment income 0 36 22
Claims 350 350
Expenses 40 40
Acquisition costs 100 - -
Total expenses 100 390 390

&l 12 BERKR-—EEZORT

B 12 1%, BB 10 ERUHEFIZHEH L TV, FORRIT, HER0E
ERABECTERARE T I OATINR TS, 52, RRABEOHE
VIR & [T D AR DI 53 % B E 720,

HEHESE 9B 1H2H~  THIH~
eliEs
1H1H 6H30H 12H31H
5| 2 AR 1, 000
R IRBE O AL ) (900) 450 450
R R E 100 450 450
ERa g & 0 36 22
PR 4 350 350
BE- & 40 40
R 100 - -
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Profit 0 96 82 #HEF 100 390 390
Balance sheet 1 Jan 30 June 31 Dec Iz 0 96 89
Insurance liabilities (900) (450) - e
Equity 0 96 178 b 900 546 178

/\/% == J—
Claims ratio 0% 78% 78% 2;52/‘{E (9002 (4582 T
Expense ratio (without acquisition 0% 9% 9% =
costs)
Combined ratio (without 0% 87% 87% HER B 0% 78% 8%
Expense ratio (with acquisition 100% 9% 9% TN RUv A G E ZBRL) 0% 87% 87%
costs) FERR HRNEEET) 100% 9% 9%
Combined ratio (with acquisition 100% 87% 87% a R RUid RO E A ET) 100% 87% 87%
costs)

= SV N
Comment: FELCERIT, CUL00 DIRBRM SR 208 LT Tid72< . LA 1 A (5P

The ratios differ from those in example 10 because premium of CU100
is recognized as revenue on 1 January (inception), rather than over the
life of the contract.

BEIE) IZINAR & LTRSS D 72, &kl 10 DR &I HR D,

x5
13

Example 13 Life insurance presentation, modified

Example 13 uses the same fact pattern as example 10. The presentation
1s changed to recognise acquisition costs as an expense when incurred.
In addition, the measurement of the insurance liability does not include
the part of the premium received that recovers the acquisition costs.

Income statement Inception 2Janto 1Julyto
1 Jan 30 June 31 Dec

Premium revenue 1,000

Investment income 36 22

Total income 1,000 36 22

B 13 EIE# DAMBRDER

S 13 1%, BB 10 LR UHEFIZHEH L WD, FORRIT, R0 E
ERARFRTEHRBRT L I ICETIN TS, b, RERAREDOH
TEN IR B % [T 2 2 BURRE O 5 2 & E 7,

HEFHEE 2B 1H2H~  THIH~
hhEE
1H1H 6H30H 12H31H
PR A 1, 000
PGS 36 22
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I 4& (income) &af 1, 000 36 22
Claims 350 350
Change in insurance liability 900 (450) (450) {6 4 350 350
Expenses 40 40| RERAEOED) 900 (450) (450)
Acquisition costs 100 2 1] 40 40
Total expenses 1,000 (60) (60) %ﬁ%@ P 100
] S P
Profit 0 9% 32 B R 1, 000 (60) (60)
Balance sheet 1 Jan 30 June 31 Dec Fldk 0 96 82
Cash 900 546 178 | BEERRE 1A1H 6H30H 12A31H
Insurance liabilities (900) (450)
Equity 0 96 178 Bl 900 546 178
PriRAE (900) (450)
HA 0 96 178
# 1l | Example 14 Fee presentation &Pl 14 FEEFTR
14 Example 14 uses the same fact pattern as example 10. 14 1%, =10 ERIUEHFIAFEH LTS,
Income statement Inception 2danto 1Julyto B EE 4980 1H2A~ 7H1A~
1Jan 30 June 31 Dec ha
Changes to policyholder account 473 461 1ALH 67130 1271311
Policyholder benefit (350) (350) .
Eoleolde beneis 5060 | mmeon S
Insurance margin 83 71 T%Kﬁ%@’%%%}ﬁ B (350) (350)
it e H] - (40) (40)
Gross gain at inception 100 Bt~ —v - 83 71
Acquisition costs (100)
Net gain at inception - ZHIBHIARE DR R 15 100
BRI E (100)
Investment income 36 22 FLHI PR AEIRE D IE RS - - -
Interest on insurance liability 23 (11
Net interest and investment 13 11 PRGNS 36 29
income [RIR B IR 5 RIS (23) ()
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IEBROHFE, « FEINE - 13 11
Profit 0 96 178
Flzk 0 96 178
Balance sheet 1 Jan 30 June 31 Dec
s} R 1H1H 6H30H 12A31H
Cash 900 546 178 RfENRE
Ensullt;ance liabilities (9008 (45;2; 17—8 514 900 c16 178
oy IR (900) (450) _
G 0 96 178
Comments:
a Xk

1 This format presents all premiums as deposits (except the part e . e P . N
needed to pay for acquisition costs), and presents as revenue the I ZORRATIE, TTORBREIZTRY @ (IR 5 S B850 )

explicit or implicit charges made to policyholder accounts. ZFR<, ) L LTEARL, &2, REREGOHEEIS 6 2 BRI
2 In US GAAP, a somewhat similar presentation is used for IR RS Z IS & L TRRT D,
universal life contracts. This format is possible for these contracts | 2  KERFHEHETIE, OCBEL LR TAN 2= N—H )L « T4 7K
because the design of the contract unbundles the different contract BULERAESNTWS, 2oL, 2= "—HL - T4 780, H
elements. This approach may be more challenging if charges to IR AR BERICHETE AR ENC > TWA O R[fE L 72 5, 1%
policyholders are implicitly bundled into a premium, rather than R E b DR . BRI E ST, JEB R EH
identified explicitly. SENBEES. ZOTFuo—FE, 0L B 0E LA,
3 In this illustration, there is no explicit policyholder account and, | 3 - BIR G, B RE 7B e A 72 < | 2 SR 22 B4
hence, no explicit charge. The amounts shown as policyholder AV, RREE OE & TR S A BITIE R TH 0 . (LR

o Dot . o e viah e Yo S| R RORAOBEHI, ZOMRSIY A7 - =2
v (ROEURH LA, =B R v —VV) N THEAS

applicable, service margin) released in the period. (The margin N . ) _ ,
presentation in example 15 shows as revenue only the release of NTWo, @&Fl15 TOV—Y U DOFRRIT, DD~ —T DR

those margins.) WOy DOHEINGEE L TORLTND, )
i #1 | Example 15 Margin presentation ?&W 15 “f““‘/\\‘/i%ﬂ?
15 Example 15 uses the same fact pattern as example 10 15 1%, B 10 &R CHBI 2 LT D,
Income statement Inception  2Janto 1Julyto | HIEHESE R 1H2H~  THIH~
1Jan 30 June 31 Dec TRH
1A1H 6H30H 12H31H
Insurance margin - 83 71
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Rr~— - 83 71
Gross gain at inception 100
Acquisition costs (100) ST IARR ORI 100
Net gain at inception - BB (100)
. 25 BR A RE OO TE R 15 - - -
Investment income 36 22
Interest on insurance liabilities (23) (11) e
Net interest and investment 14 11 &%gé e “ 36 22
income PRER AR D FLE (23) 1y
IEROFE, « BEINLE - 14 11
Profit 0 96 82
R 0 96 82
Balance sheet 1Jan 30 June 31 Dec
B RE 1H1H 6H30H 12H31H
Cash 900 546 178
Insurance liabilities (900) (450) — 4 900 546 178
Equity 0 96 178 | (e (900) (450) —
A 0 96 178
Comments:
1 This format is similar to the analysis of changes in embedded value | 5 x| .
provided by many larger life insurers in the UK, Cpntlnental | CoOERT. EEH, -y ok, A=A RTUT . ma— U
Europe, Australia, New Zealand, Canada and South Africa, and to R B BT U DB ORTFHRERB DT NT 4
‘.che ‘sources of earnings analysis’ provided by some Canadian life F‘-/g y 1“05&%‘?@2%1%%%\ ¢ Oﬁ)@ﬁ%é‘@iéﬁ%l@@ﬁ%l@%@ i
insurers. e o
2 This format treats all premiums as deposits, and all claims ﬂ?\ﬂ *ﬁ J ‘ k\ﬁﬁl’@/ A %io e ) ] N
expense, claims handling expense and other contract-related 2 ZOHGLTI, ﬁ/\VC@{%KﬁH EHY @ (L/T . ETL @”’\T@{%{%
expense as repayments of deposits. G-I EN 1%@%35(@5%%)% K ONZEDOMOZZFIBARE HZTEY &R
3  ‘Release of margins’ refers to the difference between the margin at L& D'C‘E& Do, \ ‘
the start of the period and the margin at the end of the period. It | 3 [w— U ofiflk) ik, lEo~—Tr tHRD~—V U LDFELE

reports the estimated margin that market participants would have
required at the start of the period for bearing risk during the
period.

a4, ThUd. THBME R LEHF PO U 27 GO0 EIZ
ORI DAY v~ — Y 2 WmiET 2,
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Introduction LTI

H1 Chapter 5 discusses whether the carrying amount of insurance | & 5 & T3, {RIREEOEAMILZ OIE HEMEEZ KT 5 RENE I MIT
liabilities should reflect their credit characteristics. This appendix | S\WCEH U T3, ZOMEETIE. 20O M v 720 T LY 27K
provides a more detailed discussion of this topic. SN 2 T 5

H2 Although this topic is often described as relating to the entity’s credit | = v’y 7%, K< ABEOEFREICEEL TWD EREIND A,

standing, in fact it relates to the credit characteristics of the
instrument (ie risk of default on the particular instrument). Different
instruments issued by the same borrower may have different credit
characteristics. In many jurisdictions, liabilities to policyholders
rank above most other liabilities: when that is the case, default is
less likely for liabilities to policyholders than for other liabilities.

EERITIT. B OGEMRE (T 725 FFEDORMOESHNEITY A7)
(ZBE LT %, [[—OEFNFAT LI MmN R D5 2 A LT
WD ATREMED B D, 26 < DIEHTIE, RIRZEKIH T4 2 A3t o1x
EAEDABREIY b EEMT O TWD, TD XD GE. IRIR
KB T 2 AMIIMOABEITH AN TEBARBITAE Z D IT< Wy,

H3

Regulation

In practice, for many regulated insurers, the effect of their own credit
standing may be limited, given supervisory procedures that aim to
minimise the possibility of losses to policyholders. However, in
some cases, the effect may be material. Furthermore, a decline in the
Insurer’s credit standing may have little effect on the standing of the
instrument (the insurance contract). Nevertheless, high quality
supervision does not exist in all countries. Furthermore, although
direct insurance sold to consumers is often regulated, reinsurance is
not always regulated directly. Also, the project applies to all issuers
of insurance contracts, not just to regulated insurers.

sl

T B R E TN AET D RN R/ MET 572D DEE |
DFERIRICT D L, Bl 22T TV DL OERBREIZE > T, HRBR
FAHEOERREOEBIIBEINDITHA D, LR, AR
BRICRDIBENOSLGE LD, £z, BEEOERREOE(IX
A (PREREERD) ORIBITIZE A EREE 5 27200 h LitZen, L
L7t TXTOERIZEBWCEMEDEENHFIEL TV D DI TiER
WV, S HIT, HEE TG SN D e RRITEE BT 22T TWbh o
O, FERBITHICESERE 22 T DD TRy, £, Zo7e
V7 MIEBRER EZRITT 5T R COEBREICEAT20THY . #
il 252 TV BRSS9 2 O TlikZewy,

H4

The rest of this appendix is organised as follows:

(a) As background, paragraphs H5-H7 note that the credit
characteristics of debt affect the initial measurement of debt
issued for cash.

Paragraphs HS8-H12 then discuss whether the credit
characteristics of insurance liabilities should affect an initial
measurement at current exit value.
(c) Paragraphs H13-H14 discuss

(b)

whether the subsequent

ZOfHERDOFEY OFRSIE. LT O X SIS Tn 5,

(a) FHcL LT, H5-7THHTIE, AEDEARIENE S ED 1= O ITF AT
SNHEEOUPEICEEE 525 EICE5kT 5,

WIZ, H8-12 THTIX, BUEH DlfiEE & LTS yRIEICRRARE D
ERFEEZEIE DI RENEIDIZOVWTHR LD,

H13-14 THTIE, (E HFREORENEE) L5612, TN ERBAE
DO YBYFRFAE OPNEI LT R E N E S IO TRFTT 5,

(b)
(c)
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measurement of insurance liabilities should reflect changes in
the effects of their credit characteristics.

Paragraph H15 presents the Board’s preliminary views on this
topic.

Paragraph H16 comments on the implications of guarantees by
government or sector guarantee funds.

(d)
(e)

(d) HIGIETIX, ZO My 7 IZHET2EESDO PR AR EZ =T,
(e) H16 TETIE, BUFFIZ L DERIEITIERDORIEESDEHRAVIZOWN
TaAr T 5,

H5

Initial measurement of debt issued for cash

In most countries, a borrower measures its debt initially at the
amount of cash received. IAS 39 leads to a similar result because
the initial measurement of the debt is at fair value. In most cases,
fair value at that date is assumed to equal the amount of cash
received at inception.

BEERED - OIZRIT L,T_%i"%@ %%)J?E'J?i’

%2 < OENZEBWT, EF %0)45& ZATW S 7B e Z S > THY)
HIEZTT 9, IAS 55 39 STt 2 1% @&iﬂE%ﬁTé@@méhéw
TlRERRFER L 72D, %<®%é\ém@ma®ﬁﬁﬁ@m%mmﬁﬁ

o TZHBEDHICFE LW E RIS,

He

For example, suppose Issuer A issues debt of CU1,000, repayable in
one year with interest of 6 per cent paid at maturity. Issuer A
typically measures the debt initially at the proceeds received
(CU1,000). This equals the contractual cash flows (CU1,060)
discounted at a rate (6 per cent) that reflects the credit
characteristics of the liability. Because it must pay a higher
interest rate, a less creditworthy borrower would have received a
smaller loan for the same contractual repayment of principal and
interest. For example, if a borrower must pay interest at 7 per cent
for a comparable one-year loan, it will receive only CU991 for a loan
that requires it to repay CU1,060 at maturity. * Therefore, the initial
measurement reflects the possibility that the borrower may default.
That result arises automatically from using the amount of the
proceeds received as the initial measurement of liabilities issued for
cash.

* CU1,060 = principal of CU991 plus interest of CU69 (7 per cent of
CU991)

Bl 213, BHIFATHE A 25 CUL, 000 DAEFHE % 1 4F1% 1R . Aﬂ%%%%%
SN DEHETIHITT HZ L ZIRET D, BRTATE ALK
T HL 72 FHLY 45 (CUL, 000) THWOEB ZHIET 5, il %%L@
X ¥ via - 7a—(CUL, 060) & A fEDE R 2 Kk U752 (6%) T
BB bDEFELL 2D, KVEHEORWMETIX, L0 EWEH
X DR ITNER SRV D T, ﬁﬁ@%%i@ﬁﬂiLﬁTi i)
DIWMEAEEZ TS THA 5, HlziX, EFENEEO 1 FofEAE
’ﬂbfM®Aﬂ%iﬁb@Thi@%ﬁwﬁm«%®ﬁ$i%@ﬁ
CUL, 060 A KT 5 DIk LT CU 991 DfEAEEZZITED Z L1275,
* Lf’ﬁ)o’( R E :t{ihD%?M BARIEATIZHG D ATREM: & I3~
DGR \géﬁ DIz %ﬁbkﬁ%@%@%i&bf\ﬁ
Wbﬁ%ﬁi_ kv, BERICECD Z LT D,

*CUL, 060 =74 CU 991+F1)/5. CU69 (CU 991 @ 7%)

H7

If Issuer A instead discounted the contractual cash flows (CU1,060)
at the risk-free rate (say, 5 per cent), it would recognise at inception a
liability of CU1,010, and a loss of CU10. Thus, if the initial
measurement of debt excluded the credit characteristics of the debt,

BIIATHE A W EOX v v =2 - 7a—(CUL060) &2 Y A7 71 —
L— bk (BZ1X, 5%) TEID 5W\W=54E, élj@] CU1, 010 D& & & CU10
@*Ey%%muuékﬁﬂﬁf%% Do \—@J:j [N /\ @él*)j@[ﬂiﬁ) {Ea’iy0)1m
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risk-free rate and the contractual rate.

a loss would arise at inception from the difference between the

FARREZ R DT BAITIE, VA7 7 U —L— h &K EOEROZENS
YHNTHRENEL D Z L5,

HS

Initial measurement of insurance liabilities

business with that insurer.

particular level of premiums is not conditional on perceptions of
further distinctions in the insurer’s credit standing.

Some argue that premium rates do not reflect the insurer’s credit
standing: if policyholders conclude that an insurer’s credit standing
exceeds an acceptable minimum level, they are prepared to do
Below that level, policyholders will not
do business with the insurer at all. Their willingness to pay a

In other words,
supporters of this view argue that premium rates are not particularly
sensitive to ratings until the insurer reaches a ‘ratings cliff’.

PR AE O Y4 FIEIE
PRIEBFRICITIPRIRE O FLREDS IR ST T, REEE IXPRR
FHOERREDTR TE DRMKHEL EF 5 LiEmmfti i, £ ommi
FLERKTHRENTE WD LEERETIHELND, T OKERE
& RBREKE IXZ ORRE S 13805 Z L1370 EA D, FEEDK
EDRBTE 2> TH LW eV ) Z &, RERE O AREEICEI L <,
IO ERERBTHEEZRMELE L TODOTIERY, SWVHEZD
&L ZORMBOIFFFIL, RRE D TBRIIZAEST ] I LRV NE D
PRBREHIAS AT ICBUR Cid e & EiRT 5,

H9

others. Some argue that insurers with a lower claims paying rating
can achieve the same premium rates as higher rated insurers, but

terms in apparently similar contracts.

Others argue that premium rates differ observably for insurers with
different credit standings. Some perceive that these effects are
stronger in some countries or markets (eg corporate markets) than in

may have to spend more on marketing, distribution and servicing to
attract and retain policyholders, or may have to include additional

), PREERRIL, ERBIT OB DREE CHICR A TR D L E
ET2F LD, ZNHOFEIN ODER~Y—7 v b (B,
HBEA~— v b)) TIEE R THRWEEHR L TV A E B WD, RERE
FTHLRE JIREAT 1T DARUMEFRE 1L B WA 1T D&t & 7] U R 2 92
BT DI ENTEDLN, RERZNEF 25| S TREFL T 72012,
=T 4T WY — R OERENTZD . HH
R LEZGBINGEEZE VAT 2T E R 520 Th A D &
T HHEHND,

H10

current exit value of a liability is the price for a transfer that reflects
the credit characteristics of the liability, ie a price that neither
improves nor impairs the credit characteristics of the liability:

Credit characteristics and current exit value
For the following reasons, in the Board’s preliminary view, the

(a) A creditor would not generally permit the debtor to transfer its
obligations to another party of lower credit-standing.”

(b) A transferee of higher credit standing would not assume the
obligations for an amount that implicitly requires the transferee
to pay interest at a higher rate: if it can borrow at 5 per cent,
why would it pay 6 per cent? To induce the transferee to
assume the obligation, the transferor would, in effect, have to
buy a credit upgrade. But that credit upgrade does not benefit

15 A%t & BiE N D flfE

FHBDDO TR R TIZ, FTRROBAIC LY A OB DmiHEIE,
BEDOEHFEZ Kk L7 Bl Th 5, 372bh, AEDOEHRHE
EUELEAD LeWEEOliE THh b,

(a) EHEE IXMEBE N ZOEBZ L VL EHREDF = F125EE T
L2 ERBOIRNIEASH, *

L0 EVERRIEDRES NIX, FEIIRIINC L 2 8 0 FHE O F 3 HA
WERD D BHOEEZ S EZITIILRNTHA D, 59 THED A
HZEMWTEDLDIT, 2B 6% D THA DD, iEZ NITEEZ 5]
2D LRI, FELE BHOM EEZERTLR G20
ThA AH, LoL, EHIMEESES Z LITGEEANEZR] ST, GEE
NIZIZZE DT DI D B 720,

(b)
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the transferor, so the transferor has no motive to pay for it.
%%m#at . ZOfEROFE D O TIE, BEOEREN e

* For simplicity, the rest of this appendix describes an entity as | 234213, HEESMENERT L THS g{ﬂﬂg W E AT RE/ R B A
having lower or higher credit standing if its credit standing differs | +- gﬁ—@ TSI EE O IMEVE REEIC H B H D & L“Cnﬂiﬂ”%’)
sufficiently to cause a measurable effect on the price that market WBLEHE. (REE. 0RO L 5 2B 3 578 . FBRIRITH O Flk e
participants would require. Because of features such as priority, NS AHERBIT S L IR T A D Aol A OB b B B
guarantees and collateral, the credit characteristics of some
contracts may be relatively insensitive to small gradations in the
credit standing of the issuer.
Initial measurement of insurance liabilities and credit | {RBREE D LHIHIE & 15 EMH

H11 characteristics JRAIE LT, PR OfF FHRE D PR BRSO BAE Dl I C e B 5

Even if the credit characteristics of an insurance liability affect
premiums or current exit value in principle, some argue that the
initial measurement of an insurance liability should not reflect its
credit characteristics. They argue as follows:

(a) Measuring insurance liabilities on a basis that reflects their
credit characteristics would be inconsistent with the fact that
insurers intend to meet all valid claims in full and any other
assumption would be contrary to public policy. Although similar
considerations apply to all entities, this is particularly sensitive
for insurers because of the need to protect policyholders.

(b) Adjustments for credit characteristics are irrelevant if an

insurer cannot realise them by transferring the obligations to

another party.

Insurers cannot exit from their liabilities except through

settlement with the policyholder. If they try to do so in a

manner that reflects their credit standing, then they generally

violate laws that cover unfair trade practices. Therefore, the
actual exit price for an insurer’s liabilities cannot reflect its
credit standing.

Explicit estimates would be needed to exclude the effect of credit

characteristics from the measurement of a traded instrument.

However, for a non-traded instrument such as an insurance

contract, explicit estimates are needed to include that effect.

()

(d)

ELTH, RRAREOYUIEITZ DE AREZ K3 & Tl e
FIETH2ELWD, WHITLUUTFDO L Y ICTFET 5,
(a) 1E R Z SO U 72 Y TR A 2 HIET 5 2 &3, RERE DT

RTOIEYZRFERICK L TR EEHLTWD E NS H
HLERBEETHY, LOWTNORHELAFICK L TW5, [FAED

BRI TR TOREICE TUIEDL OO, RREBKE 2 IRET DY
FPEN S ZHUIRBRE 12 & > CRICHEBEZ T REZ L TH D,

(b) RIRENE = FIMEEEZEET L LTIV EHFEEZEST S
ZEMTEROVOTHIVUE, BRI 2FEIIAEY TH
Do

(c) PRBRE IXRRIKE & ORFE 2B L D LUAITZOAE N LR
é*kif%&w 15 IR E %ﬁ%b#ﬁ&f&%bio&ﬁm
X, EE AR ERGEITEZRD & E DEFRIGER TS Z LT D,
Lt#of PRI OAEITKRT 2 FEEED H Dl X% O1F AR TE
BT 5 Z LR TER,

(d) BEINTWDEGLOREN LEHFHEDOREE RN T 57D
P/RBZR RFE Y S BE L 725, LU S, RBREHD X 51258
HEINTWRWVEMIZOWTIE, ZOREE 50 57 OICHR 7
R BRgE L 725, 2o ORI B IXEBNTH 5 FEE
PERSH D . RIS, EBRICFHER SN A HRBEEHZA S L2 ITRIEES D
DTRITNRERBELTHD, LEEB-T, HIENLZNS ((EH
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Those explicit estimates might be subjective, especially if not KD BOWRINLWFEY ) ZRNAT 200K ETHA 9,
calibrated to the actual premium charged. Therefore, it might be | (e¢) Ef&E D AKMEIZERITE OERHEICEFET I, FRIEIEZEIC
best to exclude them from the measurement. EEDLDTHD, ZOEBADOANMET. TiEsNENERT

(e) The credit characteristics of a liability depend on the 5 CTh A )ik % ST 2 HIE & R TH D ATREMENR B 5,

creditworthiness of the issuer, which is specific to that entity.
This entity-specific input may be inconsistent with a
measurement that reflects the price that market participants
would require.

H12 | Others give the following arguments for including the credit | fti /)5, {RREE D LHNEICEDERARFHEE G H L& Z LIZHOWVWTE

characteristics of an insurance liability in the initial measurement of

the liability:

(a) If current exit value is the measurement attribute for insurance
liabilities, it would be arbitrary to exclude the effect of the
insurer’s credit standing from the measurement.

() As noted above, few people doubt that the initial measurement of
debt issued for cash should reflect the credit characteristics of
the debt. There is no obvious reason to treat insurance liabilities
differently.
The exclusion of credit characteristics ignores scenarios in which
some or all contractual cash outflows do not occur. That is
incompatible with measurements based on expected values (ie
probability-weighted averages of all scenarios).
In many cases, the liability of an insurer’s owners is limited to
the capital they contributed. The exclusion of credit
characteristics ignores that fact by implying that the insurer will
meet its obligations in full in scenarios when its assets are
insufficient. It 1s also incompatible with pricing and
measurement models based on economic or regulatory capital,
because those models apply no explicit risk margin to scenarios
in which that capital is exhausted.

Paragraph H11(e) reports a view that the credit characteristics

of a liability are an entity-specific factor that does not affect the

price required by market participants. However, as paragraph

H10 explains, current exit value necessarily reflects a transfer to

()

(d)

(e)

A& LTFD X o IcERT 5,

(a) BTEH OME2MREREE ORIEBIMEZ B, JED B ARBRE OfFEH

WEEOREBLZRNT D2 EIIREBENTHA I,

FiRD EBY | BEFEDIZOITIIT SN DEB O LHHIE I AE

DOIERFFEZ R & Z & AR Y NITIE L A EWnian, £&

AR 2B\ &2 T 5B A7 B R0,

ERFEEZRINT 2 Z 1%, 2 XIT—H0ZH Eox vy va -

TURZR—=RNEILRNEN) T AEEHL TN D, EHX

HHE (Thbb, 237V FOMERIMEFEHME) (1CES<HE L

RESETHD,

%< O, RRE O A F O BRI LI EARNIRE & 72 5,

EREEEZRNT D Z ik, BEN S TRWEAEDO T Ak

W, RERE D ZDOEE 2T XTI ERRTHZEICLD, £

DEFEEBEAST D L1270, TR Lo XUIHH EoEARIZ

AT TA T T ROREET IV EBRABNRW, 28R, £

NHDETIVIFEREZFENRIZT T U Ak 2R U A

J o=V EEHALTWRNNLTH D,

(e) HI11IE (e) TlE, A& DIE AL TGS INE DN E R D Alikk (52
LW REEAOHEKNTHD &) BFZHREL TS, Ll
26, HI0 BHCTH L7z X 91, BUEH DAlfE I X & O Rt %
UE L ALY L WGE OO~ BERZ VIR K35,
L7223 o T, JEOFRRATH O HRBITREIC I T 2 BZEEE O
ATMETIER L, BHENRFEZ A NDOET Y 2 ET D720D5D 0

(b)

(c)

(d)
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another entity whose credit standing neither improves nor Th b,
impairs the credit characteristics of the liability. Thus, the
original issuer’s credit standing is not an entity-specific input in
the measurement, but a screen to identify the pool of potential
transferees.
H13 | Subsequent measurement L PR DEIE
Some give the following additional arguments for not accounting for | — ¥ E& * DIE A EE D EE D ZE)% 3 4+ X T3 | BRICEBE
changes in the effects of credit characteristics of liabilities” in | £{F |z >N\ TIEZE I THAEWVI Z LIZOWVWTER L. LLFDO L 928
general, and insurance liabilities in particular: M7 ERZ2 T 2H BN D,
(a) If an insurer’s reported insurance liabilities decline with an (a) 1R DME F TV IO 5 U CIRR A S A b S & 234 . ks
meéiirment of tlr}lleir credit chailracterti)stics, users n}llay find it LRI E Y SRR E O PE D AT & S DB % =5 = b1
arder to assess the insurer’s solvency by comparing the carrying o e 2 - N NN
amount of its assets with the carrying amount of its liabilities. %Z zc ?iﬂ\ HENZRHITT 5 = < R L DREL <725 2 & ISR <
e e e e o e eonioos | (8 RICEOR MRS 2, S T3ARMIEHE, 7% 2RO
asset—internally generated goodwill. Because that loss in value fh/‘/@ﬂﬁ@@*ﬁ% ERIFFIZEZ 5, € @fﬂﬂﬁ@{%?ﬂ‘i%{ﬂ ELTCHR
is not recognised as an expense, it would be misleading to SRV T, BIEOFBICBIE S 20Uk (income) Z ik d 5 2
recognise income relating to the effect on the liabilities. X, BRERSZ L &R D,
(¢ If income is recognised when the credit characteristics of | (c) BfED(EHFENZE) L 72 BRITIUEE (income) DFRFk I HT 5 &
liabilities change, that amount will, if there is no default, FORIL, BEHEAREITN 720 E TR, HEIZIEgoBMICEH
ultimately be reversed as an expense in later periods. CLLTRELANGNDZ &IT 5,
(d It would be misleading to report a gain when there is a (d) ABOERBEENENL L THADICHEE®ET 5 2 LT s
deterioration in the credit characteristics of liabilities, because ML & e, RS —fRAVCRBRE Tk & L TGEE)
an insurer cannot typically realise that gain while it is a going LCWARICIEZD L 5 BFIS A ERT 52 LR TEXARANNE T
concern. 7.
o this appendix, changes in credit characteristics velors o hanges | . - g iy (mpHEOZBE 15, RVAIEOEHTILA < |
possibility of default or to changes in the price for possible - o s  in . et e g e
default, rather than to changes in contractual terms. NIEAT DO FTREME DA E) Tk Z 0 15 D EB AN EIT Ol O LB 2 <7,
H14 | Proponents of including the effects of the credit characteristics of the | A& D1 HRIEDOFE LKV AT RE Z L A2 LFHFITL2E1E. UTD XD

liabilities argue the following:

(a) Consider an entity that has two liabilities that require identical
contractual cash outflows but were incurred at different times
when the entity’s credit standing was different. If measurement

I ERET 5,
(a) BHALOEMRENHET DR~ OB S TAEL LR —DFK Eox
Yova TN Ia—%2ERTE2O00ABERAL TCWDHEES
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ignores changes in the effects of the credit characteristics, the B2 D, EHFEOREBOEZ BT 255121L, TI00 PR
entity will measure the liabilities at different amounts, even FINZIE R R—THI bbb T, ZoeEIENLOAELY R
though they are economically identical. AL THIET A THA D,

(b) A measurement model is inconsistent if it includes the credit | () Y- @EOE LML SHTHBEXANE . % CEENE BHT 5
characteristics of liabilities at inception but ignores them later. DTHhIE. ZOREET I RELSTH S,

(c) Reporting changes in the credit characteristics of a liability is () BIEDIEFREN:OE 2 T 5 = &%, FlfS % EH4 2 Whel: &
intended not to signal the potential for realising a gain, but to A . - ) o e -
use estimated market prices as a benchmark in presenting g;gf;;;f&z E;gﬁigili;ﬁi_i\% iiﬁﬁbéﬁ{ﬁ?j;;
economically relevant information about the liability. e ~ 1R o o ' N STl

a2 EEXLTWD,
H15 | Summary of the Board’s preliminary views on credit | {RBREEDIEREMEICET 2 BB LD T HORMBOER
characteristics of insurance liabilities RO THAMIL, LTDLEY THD,

The Board’s preliminary views are as follows: (a) AEOBEN DIEIX, 2 OEHFRHEZSGE LD SERVWBIR

(a) The current exit value of a liability is the price for a transfer that i T 5, ZRENIT. HIRM 232 ADNEE OS2 %
neither improves nor impairs its credit characteristics. The HEEEICR L CHERT A2 AT Z LI LANTH S
transferor would not willingly pay the price that a willing 5. RREKE (b LHAEAICIE. HERYES) 1T, AlE0iEH
transferee would require for a transfer that improves those e A AL 2 S IC [ L2V Cd B 9. (R 32 ORI A S
characteristics. The policyholder (and regulator, if any) would 2 TR DU CHIE T B 5A . 2 ORIE I I s D= k% &—:
not consent to a transfer that impairs those characteristics. If an e ) X g o
that  messurement, should | reflct the  labilitys  redit | () PRBCATISTIMIEI 1T B RRAMKO LD S £, £ OH
characteristics. DEDHRDOEEZRATRT XREThH D, FmalL, REREE DR

(b) An insurer should disclose the effect that the credit BB T S TRIT LN S LVRWE B 556, T ORER
characteristics of an insurance liability have on its initial ZHRIFNIRRZEA L L D L LARWEA S L) Z LITiERT 2,
measurement and subsequent changes in the effect of those L7ehi o T, RERAE DG HREIL, AR I 5 DOBE
credit characteristics. The Board notes that a policyholder is H DA BB 70 8 % 5. 2 TV D ATREME IS 7e
unlikely to buy insurance if the policyholder thinks the insurer
may not satisfy its obligations in full. Therefore, the credit
characteristics of an insurance liability are unlikely to have a
material effect on its current exit value at inception.

H16 | Policyholder protection mechanisms HIEIRE DA

In some countries, some policyholder liabilities are guaranteed by
government or sector guarantee funds. The IASB and FASB plan to
publish a due process document on financial instruments by January

— T DLRBRE R E A D BUS XITER ORFERA I L > TRIES LT
WAES H D, TASB TR FASB |Z. 2008 4F 1 H £ Tlz. &@hpgshibd
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2008. As part of that work, the Board has discussed how debtors
should measure guaranteed liabilities. The Board has tentatively
decided that:

(a) a third-party contractual guarantee does not affect the
measurement of a liability by a debtor if the guarantee does not
affect the future obligations of the debtor.

(b) a liability should include any measurement effect arising from
the regulatory environment within which the debtor operates,
for example statutory deposit insurance.

THT a— - TaEALEEARTDHIEEFHB LTINS, TOEEXD
—BR L LT, FEDIIEBEEMEESN-AEZ E O X ) ICllE &
MZONWTEML TS, FHEDIILUTOLEBVEEAE LTS,

(a) 2 — %@%ﬁh@%&i T DRFEDEBH OFERDOEB %

BRI

. EHEEORBEOWEICHEEL G L2,

(b) BIZIX, /£/E®T5Af%f§ﬁ®i9 (2, EBEDRERELT - TV D K

BRENDAET D

Bz 98
Jrs=2 %EIK

FIUEZe B0,

ZOWTIE, AEIZIZZDORE DK EEZZ DR
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This appendix lists terms that are used in a defined sense in this
paper. For these terms, the glossary states the paragraph number of
the first or main use of the term in this paper, or notes that the
definition is from IFRS 4 Insurance Contracts or the Framework.

ZOfHETIE, A= R—ZBWTHIERSNEZERTHOY AT
LHFEEZTEHE LTS, ZNHDHGEICOWT, HREEIL, At—r3—
IZB W CYREHEN RO UTFLANCER SN TV A EE 5, T Y%
TEFEN IFRS 6 4 & [REBEZF)) 0L VS Z7 L —A DT —2] InHD Y
DTHHZ EHERLTWVD,

Accounting mismatch arises if 177
changes in economic conditions
affect assets and liabilities to the
same extent, but the carrying

accounting
mismatch

amounts of those assets and
liabilities do not respond equally to
those economic changes. For

example, an accounting mismatch
arises 1f fixed-interest financial
assets are carried at fair value but
related insurance liabilities are
carried on a basis that does not
reflect current interest rates.

Costs to sell, underwrite and 161

1nitiate a new insurance contract.

acquisition costs

A tendency for new or continuing 18(f)
policyholders to  be drawn
disproportionately from higher-risk
groups because policyholders hold
private information that makes
higher-risk groups more likely to
buy insurance, or to select a
contractual option.

A resource controlled by the entity

as a result of past events and from

adverse selection

asset Framework

which future economic benefits are

S2HEDI Ry F SHEOI Ay FIL BRERRO 177
BALNEPE L AfEIC 5 2 5 80
FRRETHY RN S, TN DERE
T OV M O Faififli 23 6 5 R I D 224k
WL RS LW AT R AT
Lo WlZIE, HEEFHEDI A~y
T, [ E 4 0 4 s E AN TEAT
ECE ESN D28, BET S RRA
&N BATR) TR % SO L 722 —
AT ESNDGEITRAET D,

RN E R ORRER 2 R5E, 515 1T LY
BltGT 270 DE .,
TRBRZEAE 1T EAEHRE AL TW
T, Kong V2RI RERIFE, R
AL IR EoA7 v =
VIR D AREME D BN T2 BT
FLTAkGE DIRBRZBAIF D3~ A
27 OEMNGEIEZIT HNDHHE
A,

161

pER 18 (£)

DS Do REROBEFFIER T —2
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expected to flow to the entity.

NI AT D 2 & A

g ; % ; SN IR %
beneficial A policyholder’s exercise of a 127 ER IR E D EEE I ERORBFIEIEZ 4 U 127
policyholder contractual option in a way that 4TE) SHARBENZIC LA D
behaviour generates net economic benefits for FF L a v DOfTHE,
the insurer.
—— lioyholder under 2 [FRS4 R SRRRRORERENE T .
reinsurance contract. =
claims liability = The liability to pay valid claims for 21 FiMES BESE L DORBR SIS 2 IE Y 72 21
insured events that have already FERICHT AN EITH DD
occurred, including claims incurred AETH Y BEFRA RIS (IBNR)
but not reported (IBNR). DIRBR4 %2 ST,
claims period The period when the insured 20 PRER B STIASE T PRI FE A L 7o S & i 72 32 20
events have occurred but the AT FKEDN F T2 A e 8 72
ultimate payment is still uncertain.
¥ EOIREDLT fr:
constructive A present obligation that arises 247 HEERIEE %f F‘E ?f % ;Tib _7;;;) f ’Eiﬁl;z Aﬁ 241
obligation from an entity’s past actions when: H D7

(a)

(b)

by an established pattern of
past practice, published
policies or a sufficiently
specific current statement, the
entity has indicated to other
parties that it will accept
particular responsibilities; and
as a result, the entity has
created a valid expectation in
those parties that they can
reasonably rely on it to
discharge those
responsibilities.

(a) MENL SN TV HIBEDFEHKIE
1T VAT SN TV D S EF 3R
D T EAR) 22 it O SCEIT &
o T AREDINEE TR LEFE
DEB =T HZ L aRW
LTEY., >

(b) ZORER, BEF. ZnH0E
BaER-TZENEEMICE
UG D 24 I HRE 2 SN
WICERELTWD,
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current estimate - An approach that uses all currently 45 BERBY 7 7 u— AV ICBWTEEATAEE/ZRT 45
approach available information in making F RTCOFREZFHAT LT o —F,
estimates.
current exit value The amount the insurer would 93 BTE Y A Al fE TRBRE 3 FRAET 255K L oER] & 93
expect to pay at the reporting date EEEPELICMOLE I CBERT D
to transfer its remaining O EARESE KIS 2 L %
contractual rights and obligations HSATe%E,
immediately to another entity.
deposit A contractual feature that results 300 Y @EHR ERI TR FTIFINT  PRBREZKIFE 156 300
component in a repayment to policyholders, LTHRRELTDZ LI DN E
either individually or collectively. DU (IFRS B 4 2 TITER A E
(IFRS 4 contains a different ENEINTWVAD, b LA ORE ST
definition: a contractual component HAUT TAS 45 39 B> FEFH - 72
that is not accounted for as a ST T A M. IAS &5 39 Blcds
derlvgtlye under TAS 39 and unlfi FAFY AT 7L LT
be within the scope of TAS 39 if it KD = L DI OHERR 3 3)
were a separate instrument.)
deposit floor An informal name for the 134(c) TRV b 7m7 AEORNEMEITRE S HEE G 134(c)
constraint that the measurement of WEBSR LIS A %A B 2 b IRLE
a liability should not be less than WZIANT TEID B B) & FaElB R
the amount repayable (discounted XTIV E WIS HIFICEET B Ik
from the date when repayment INRTR 4
could be required).
deposit premium | The implicit or explicit part of the 300 YE 0 SRBE AV @ER OO DI SRR 300
premium that pays for a deposit BEOFEA R AR 7225853,
component.
distributable The amount available for 242 Sy BL R EEEE HEEY OIRBREERIH TR 5 7~ 242
amount distribution to participating OVZFI FH AT BE 22 %E,
policyholders.
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economic
mismatch

Economic mismatch arises if the
values of, or cash flows from, assets
and liabilities respond differently
to changes in economic conditions.
For example, an  economic
mismatch arises if the duration of
insurance liabilities is longer than
the duration of fixed-interest assets
backing those liabilities.

177

entity-specific
cash flows

Cash flows that are specific to the
insurer and would not arise for
other market participants holding
an obligation that is identical in all
respects.

56

embedded value

embedded value
(EEV)

The present value of estimated
profit that will flow to an insurer
from its existing contracts.

105

European

The present value of shareholders’
interests in the earnings
distributable from assets allocated
to the covered business after
sufficient allowance for the
aggregate risks in the covered
business. The EEV consists of the
following components:

free surplus allocated to the

covered business

required capital, less the cost

of holding required capital

present value of future

shareholder cash flows from

105

RFWI R~ v F

SEEEOF v v
2 e T 8Ha—

TURFT 4y RNy
o —

FS—a Ty B ERK X

vl A RRAVE S

(EEV)

RFEH I A~ FIL BESCAED
ESE L IZZZnbEL 5% ¥
v s 7T a— N BRERROZE
IR DN E T DRI AET
Do BIZIX, & OREHII A~ > F
i%@ﬁ@®7;v~yayﬁ%
FAE IR T 2 EE SR O E
@?;V—yayibﬁw%ém
BAET D,

177

YHLRRE ICE A T, 72, 73T
DETR—CThIELEEAT D
OWBFIBIMEIITAEL D L DR
WF Yo s Ta—,

56

WA D IRRE AL D TH
% 9 R Y RIS O BIEAE,

105

BIFTHU AT KREE
Xt Do e R ERR L=tk
T B R X ’Eﬂ"éhéi%%
MNOAE U L0 A gEFRICEB T 5
RS @ﬁfﬁﬁf%éEw
u?®ioﬁgff%ﬁéhé
MR E R RIE Sy ST AL

H H1 TR
LHEER(LEEA MR D
72D DF ] 2 FERR)

BN e F IMBET S
koD xF vy v a7
— O B e (PVIF).

105
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in-force covered  business
(PVIF).

The value of future new business is

excluded from the EEV. [This

definition is from the CFO Forum’s

Furopean Embedded Value

Principles. Items in italics are also

defined in those principles.]

B DB E Y3 A OB XY %
EEV Mo EERSND, [ZDOERIT
CFO 74 —F LD F—2 E5F 2 T
SNT o N e N 2 — AN B
o A% Yy 7 OHEE S SELO
HTERINTWD, ]

separate account assets.

expected value The estimated 39 HIRHE TRTOEBIVELFERORES 39
probability-weighted average of all NT-HESRIZ L A INE LT EHME,
possible outcomes.
expected present - The estimated 39 HFER e A T RTOMERICET Ak v »~ 39
value probability-weighted average, a7 a—OHREMED RFE SN
across all outcomes, of the present T e SR N B i,
value of future cash flows.
fair value The amount for which an asset [IAS 39 and | AEME GRATORE L = FHREGNIIIBW T EE 0 TAS 45 39
(existing could be exchanged, or a liability |other IFRSs| | &) HFRNHHERW R YEEOR T, 5K RE
definition) settled, between knowledgeable, WRERN AL X 45D T AE R oo
willing parties in an arm’s length FEINED L%, TFRS
transaction.
fair value The price that would be received to 104 NIEMBE (Bx o |HIEB RS ONSSINEROFF (104
(possible new sell an asset or paid to transfer a DHTIRER) HDHEENZEBNT, HDHEPEL A
definition) liability in an orderly transaction TAHZLICEDVZTRATHAD
between market participants at the ik it AABYBIETAZ &
measurement date. &Y KEH S Th A D ik,
Framework The IASB’s Framework for the TL—ADT—2 IASB D A1 #5747 D IEkE K ORI
Preparation and Presentation of B4 5 7L —AD— 2,
Financial Statements.
general account @ An insurer’s assets, other than 269 — R E 5y BEEED B W PE LIS D RS DEPE, 269
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guaranteed Payments or other benefits to IFRS 4 RAEAR T FEE DRI E T B FZ OA 1FRS 5 4
benefits which a particular policyholder or TARNBITEORY FoBKEIZ &
investor has an unconditional right HIFRE D = & DA WS D #E
that is mnot subject to the FNTES L THNRZ DML DI,
contractual discretion of the issuer.
guaranteed A right that permits continued 154 PLIE ST BERBRAE (AR E DY 27 7T 7 7 4L 154
insurability coverage without reconfirmation of | PR TA D L A< B FH R
the policyholo}fr’s risk profile aﬁd X7 MR A S X B
at a price that is contractually
constrained. L ERD HHEA,
IBNR (claims Claims for insured events that E24(a)  of | IBNR (BERAERME (RBREHIIIA LS RS 1 T6 118k
incurred but not | have occurred but have not yet appendix E | miE) LTEFHERRIN TV WA E24(a)
reported) been reported to the insurer. =
index-linked Benefits that are contractually 287 AT oI R Y7 BE ECEEMEORREICY 7 3 287
benefits linked to an index of asset values, KAt BT, T oL x| B L. RRE
when the insurer (or other issuer) (M DI FATE) DNFEFED
1s not contractually required to HEE 2Bk S0,
hold the underlying assets. e
insurance asset . An insurer’s net contractual rights IFRS 4 PRIRE PE PRI LS < RIRFE O IEB D TFRS 5 4
under an insurance contract. K O], =
insurance A contract under which one party IFRS 4 (R — 5 OYFEE (BRRE) N Aho 45 IFRS 5 4
contract (the insurer) accepts significant Z (RBEAE) D BFE DR HEE =
insurance risk from another party 70t Sk D B (PRREE ) HME-Fa L
(the policyholder) by agreeing to O E AN NPt =t T Al (N
compensate the policyholder if a SN o %ﬁféﬁ_
specified uncertain future event BT LICE Y EmAIMERY RS %
(the insured event) adversely A X2t éﬂ%%
affects the policyholder. > e
insurance An insurer’s mnet contractual IFRS 4 PRIR A PRI ELHIN S < BRBRE D IEMR D (IFRS 5 4
liability obligations under an insurance S ROE N =
contract.
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 Risk, other than financial risk, IFRS 4 RO E &R FEATE ~F IFRS 5 4
transferred from the holder of a ;ﬁi SNAEMBY 274D D 27, %
- contract to the issuer. The A A7 DEFEIT IFRS 45 4 B
~ definition of financial risk is in 55,
:  IFRS 4.
insurer The party that has an obligation [IFRS 4 PRIRE PRI RN FEAE LT A2 PRIRZL |TFRS 5 4
under an insurance contract to KNS RBREE ISR LT |5
compensate a policyholder if an AT BB AT 5 Y FE,
insured event occurs.
intrinsic value (of The difference between (a) the fair 42 (FFvarvo)RKR | 47T a  OREENAE T |42
an option) value of the underlying item that I miE a R+ AEEICET S g v
the writer of the option must DFEY TR JE L TE Z 1T
deliver or accept if the holder % St A 79I E O N IEAME & (b)
exercises the option and (b) the FT gV DREERA T 3
price that the holder must pay to AT B 7 n Kb 7 S
exercise the option. N N N
investment Informal name for a contract that 233 BB ERRER Y 27 OBERN 22\ 233
contract is within the scope of IAS 39 I TAS 55 39 5 O#IPHICE Db
because it does mnot transfer B D IENR 72 L T,
significant insurance risk.
liability A present obligation of the entity Framework | &f& WMEOEFERNPOLRELEYELE T L—A4
arising from past events, the DOBRIEDEBLBTHY e RETiv—r
settlement of which is expected to BT RIFRES A A G T
result in an outflow from the entity -3V A AN A RAY
of resources embodying economic Bz b L PHRAND L O,
benefits.
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liability adequacy: A test to determine whether the 54 BE+MHET A b kX y vz 70— RELIZ 54

test carrying amount of a liability needs Hox AEOEMAEMIE 50
to be increased, based on a review FERBHANE I MEWRET ST A
of future cash flows. (The b (BEICBT A EEOREET 2
equivalent, for a liability, of an MRS 2 50, )
impairment test for an asset.)

‘lock in’ approach : An approach that freezes estimates 44 Tyl oAy eTu EBRBMEEO B Z2EE L, Al 44
that were made at inception and, —F FoMT A NOEEERE ZICA
except for a liability adequacy test, FHREL R AERABET AT
ignores information that becomes I
available later. e

measurement The attribute used to measure an 92 (BEXIIABO)H MEHEICHKITHEEIAMBD 92

attribute (of an asset or liability in the financial ERME HEICER S A M, Bz X,

asset or liability) statements (for example, cost, VAT (E N3 504 . A& HEAL . BAAE
depreciated cost, current exit value HH AR S 12 IE AR )
or fair value).

obligation A duty or responsibility to act or |Framework|| &% IR ATIER B OB R L 7L —A
perform in a certain way as a LT, 3@ osET, /3, v—r
consequence of a binding contract BB MR A HEE L7 0 L
or statutory requirement or from SIIANIEL B2 &N D L D247 H)
normal business practice, custom Lm0 S BN 3D —ED
or a desire fo mainfain good J T RAT UTRATT 5 #H X1
business relations or act in an EAE
equitable manner. e

participating An insurance contract or financial 236 GLEEESH) PRIEFE IxF LT, PRaERa T (f51] 236

contract instrument giving the policyholder Z L. AN & & b, Bt
both guaranteed benefits (eg a D ¥ 5K B LT G
death benefit) and a right to L IZ#DW 5D B8 T 4 —
participate in favourable < v R BN B KER B T 5
performance of the relevant class of (BRI A T
contracts, related assets or both.
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policyholder Distributions  of  policyholder 242 IR BREF BB Y 1 2 OARFRELKIF 1T DR REL 242
dividends surplus to individual policyholders. KERISOSE, SR, B4 &
The distributions may take various [ 7 7S — 7K Y 0D HAKE 3 A 5 G A
forms, such as cash, additions to OWE L WS T kax R E L 15
the level of insurance coverage or 5. BlzE. Re—F A FR L =Y
additions to surrender values. T D Vo TR 2 AR RS A
Various names are used, such as 5 zh 2
bonus, dividend, allocation and ¢
distribution.
policyholder A party that has a right to IFRS4 PRIRERE TREREFE NI L7235 81T PRBRER (TFRS 5 4
compensation under an insurance KOTFTCHEBEZZ T AANZAET &
contract if an insured event occurs. =
policyholder A policyholder’s right to participate 1236 RIRENE BB YW BB DONRT y—< 2 AT 236
participation in favourable contract 3 2 RERERKIE DOHER,
right performance.
portfolio-specific = Cash flows that depend on the 57 A—br7x VAEE WESNDYZABEOREICER 57
cash flows characteristics of the liabilities DExxYvya7a— LTHELDAF Yy a7 — R
being measured. Portfolio-specific — r 73V AEEOF Y 2T
cash  flows need not be 0 — IR E A T H DML,
. entity-specific.
policyholder The cumulative amount allocated 242 PRERZBE RIS bokEE L TORRERKEIZITE 242
surplus to policyholders as a class but not DY THNTWVDEHLDOD, E72EH A
yet distributed to individual DOREREFIE I SE S LT
policyholders. VWNRFESA,
pre-claims The obligation under an existing 21 EEHERES U 27 HENRRR L TR WERF 21
liability contract to stand ready to pay valid H RS DR R EF I NI 4E L7355
claims if future insured events A BEFERHIC H SN TIEY 7035k
arise during the unexpired portion WZKET B ZHNNEAT D 72 O 12 %
of risk coverage. + B,
pre-claims period | The coverage period when the 20 PRIRFME AR R 2N IE S RG5RICIE U D720 20

insurer is standing ready to meet
valid claims.

WA LT B ORER AT,
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present value The value today of a future cash 63 HEME & O RE M E 2 R % L 72 % O fF 63
flow, after adjusting for the time KX v va s 7ar—045HO
value of money. 1t
Conceptually, present value also REAENC . BUEMEICIZY 27 -~
incorporates a risk margin. — UV B HIGAE RS, L LA
quever, for ease of discussion, By B A ML B T blT . A
this paper refers to present value T YRS DB
bgfore risk margins, and deals with A OB > C =% LT3
risk margins as a separate Al o
component of the measurement. 0 BERED EIJQZEJ L7cZsk e L
TR ==Y U ZRDF>TW
Do
recognition | The process of incorporating an Framework | 70k BRI IIHERFEEICHE 7L—4
item in the balance sheet or income it RN AR N —z
statement.
reinsurance asset. A cedant’s net contractual rights IFRS 4 LR E FERRBHFINC IS < A O IERE IFRS 2 4
under a reinsurance contract. DESSERDY: 7R =3
reinsurance An insurance contract issued by IFRS 4 BRBREK B DR E (FPRIRAE) 23 DO PRER (IFRS 2 4
contract one insurer (the reinsurer) to FH(HHEA) IS L HEEORTT &
compensate another insurer (the 5 1 DOXUTEEDEKNBAEL D
cedant) for losses on one or more RSN CHRIET 2 72 D 12 54T
contracts issued by the cedant. + 2 (R E
risk marg‘m ......... An  explicit and  unbiased 72 YR «=—=Tv  RERYA7AMITH L THERKT 72
measurement of the compensation DRI DA T 2D 72O %
that entities demand for bearing ORI EE,
risk.
separate account . The pool of assets whose price 269 Sy BN E FOMEER L= b U 7% 269

determines unit-linked benefits.

RETDHEED T —),
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service margin An explicit and unbiased 87 P =R evw—TUy HENYRITEHINOY—E X 87
measurement of the compensation IRt A - D I E R T AR
that entities demand for providing TN, T AD T2\ O E il
services other than the bearing of
risk.
shortfall A loss recognised as a result of a 54 A E () BEFSET A R ORER L LT 54
liability adequacy test. ik S DK,
stand-ready An obligation to stand ready to 21 ERER FrEDOERPRAE LG EIC B4 21
obligation transfer cash, or other economic AT Z DAth D FE R B IR 2 B Hs
resources, if a specified event BT DI AER,
occurs.
time value of The fact that the value of a cash 63 s D IRy AT Fy v va- 7 —OfffEnE 0%z 63
money flow depends on the date of its HH XTI BIZE>TRED Z
receipt or payment. L,
time value of an = The part of an option’s value that 42 FFvarvOREEE 4 7 v o oa v N H OB 1242
option arises because the option may be in GilER A2 oW e x— |27 A A FEVEN
. themoney at expiry. 54U B4 a B O,
unbundling Accounting for the components of a TIFRS 4 and | =7 sy Ry v 2/ B ORERBEZE % B 7= AT L IFRS 5 4
contract as if they were separate 223 FESID LS IC A D L, R0
contracts. 293
unfavourable | A policyholder’s exercise of a 127 RRNRRRENE O | REE ICIERORFIE A E T (127
policyholder contractual option in a way that 1TH) S LHHRMBRIEICEL DN Lo
behaviour generates a net economic loss for 7 a DI,
the insurer.
unit-linked | A policyholder benefit determined 269 2=y e YU A N IS HE T 7 o R 269
benefit by reference to the price of units in bbb, ReEIE=FIck
an internal or external investment > THRA SN BEEZ LELoF
fund (ie a designated pool of assets ECHEY SNAEESNTEGED
held by the insurer or a third party T IEBIF b= hOflikk %
iﬁisgfﬁﬁ in a way similar to a BT L LI THRESND
: TRBRZZKIFE ~DF5 T,
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unit-linked
contract

contract

universal life

A contract for which some or all 269
policyholder benefits are
unit-linked.

A life insurance contract that 262

allows the policyholder, within
specified limits, to vary premiums
and the extent of coverage. The
contract operates with an explicit
policyholder account. The insurer
adds explicit interest to the
policyholder account, and deducts
explicit charges from that account
for insurance coverage and for
services provided.

AL S

— ST ORI E ~ DK
fRa=y piZU 7 LTWDHE
o

269

e L
=S

PRI (25 L CUFRE ST
FRN T PRIEE I OMRLR DR 2 28
W45 2 & il DMK,
WL FHNT IR 7 PR R K B
ExEAWTER SND, PREREIL,
PRI ZZHIE O E IR 72 5] B
& ARG R QMRS D Y
— B XD DITYEEE D B WIR
W7k 2 PEbR T 5,

262
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