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INFORMATION FOR OBSERVERS

Board Meeting: February 2009, London

Project: Insurance Contracts
Subject: Candidate measurement approaches - tabular comparison
(Agenda paper 10E)

Purpose of this paper

1. This paper provides a tabular overview of differences and similarities between the
candidate measurement bases that are discussed in agenda paper 10A (similarities are
shaded).

2. The table tries to capture the main features of a measurement approach, but is not

intended to show every detail.

3. The description of the candidates is tentative. Agenda paper 10A lists the issues that will
be discussed at further meetings. As a result of those discussions the candidates can

change.
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CANDIDATE MEASUREMENT APPROACHES

Nr | Feature Current Exit Value | Current Fulfilment Value Unearne d premium
(as per DP) (tentatively)
Candidate 1 Candidate 2 | Candidate 3 | Candidate 4 Candidate 5
Definition The amount the insurer The expec d p The expec d p The expec d p The part of the
would expect to pay at value of h f value of h f value of h f premiums for the
the reporting date to fulfll g b igat fqu|I g b igat fulf|I g b igat unexpired part of the
ransfer its remaining e pol y older p y older e pol y older insurer ’s contractual
contractual rights and tlme. tlme. tlme. obligation, subject to a
obligations immediately liability adequacy test.
to another entity.
Scope All insurance liabilities. All insurance liabilities. | All insurance liabilities. | All insurance liabilities. | Only pre-claim short
duration insurance
Iiabilit
Building blocks for the | - future cash flows - future cash flows - future cash flows - future cash flows Implici b Id g block
measurement - time value of money - time value of money - time value of money - time value of money appro ach; ¢ ct of
approach - a margin - a margin - a margin - amargin two input: ( ) p
d()h m
I bI g
puts for estim f
sh flows
puts for which
bservable mark
information is
ilable

1 Plus an “additi | argin'”, bas d hdy n differ
2Plusa‘comp argin b ed on calibrating to hp
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r | Feature Current Exit Value | Current Fulfilment Value Unearne d premium

(as per DP) (tentatively)

Candidate 1 Candidate 2 Candidate 3 Candidate 4 Candidate 5

Other inputs The entity’s estimate of The entity’s own The entity’s own The entity’s own Not applicable unless
the estimates that other estimates. estimates. estimates. | onerous.
market participants

would make.

Characteristics of cash
flows

a | Cash flows that arise Included. Included. Included. Included. Not applicable unless

fromthe | | | |\ . |onerous

spe
Cash flows that arise Excluded. Included. Included. Included. Not applicable unless
fromthe ({0 | 0nerous.

ar
tit
ubsequen Current estimates for all Current estimates for all | Current estimates for all | Current estimates for all | No remeasuremen
easurement of cash variables. variables. variables. variables. unless onerous .
flows
hanges in es Effect included in profit ffi luded in prof Effect included in profit ffi luded in prof luded in prof |
f cash flows | | or loss | f b
oooooooo
Time value of Y Consistent witl h Consistent with Consistent wit h Consistent wit h plicitly gnised
b bl bservable current observable current b bl inception.
ket p p g rket prices, cap g | market prices, capturing ket p p g
he ch f th he char istics of th the cha istics of th he ch f th
liability liability liability. liability
Comp f marg k marg risk marg - risk margin p g plicit marg
g (no se gin) - (no se margin) pl rgin at
additional margin ption, as implied by
(calibrated to premium) he premi




Nr | Feature Current Exit Value | Current Fulfilment Value Unearned premium
(as per DP) (tentatively)
Candidate 1 Candidate 2 Candidate 3 Candidate 4 Candidate 5
10 | Risk margin The compensation The cost of bearing risk, | The cost of bearing risk, | “Composite margin”, No explicit margin.
required by market measured from an measured from an calibrated to the Implicit margin at
participants for bearing entity’s perspective. entity’s perspective. premium at inception, inception, as implied by
risk. . measured from the the premium
insurer’s perspective.
10a | Risk margin- initial May use premium for a Estimates risk margin Estimates risk margin Uses premium as basis Not applicable
measurement. ‘reasonableness’ check, based on the cost of based on the cost of for determining the
but premium does not bearing risk. bearing risk. initial total margin.
override an unbiased
estimate of the margin
required by market
participants.
10b | Risk Margin- Remeasured at each Remeasured at each Remeasured at each Not remeasured at Not applicable
subsequent reporting date. reporting date. reporting date. reporting date.
measurement
11 | Service margin The compensation No service margin. Implicit in the Implicit in the No explicit margin.
required by market “additional margin”. “‘composite margin”. Implicit margin at
participants for other inception, as implied by
services. the premium
1la | Service margin- Remeasured at each Not applicable Not applicable. Not applicable Not applicable

subsequent
measurement

reporting date
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Nr | Feature Current Exit Value | Current Fulfilment Value Unearned premium
(as per DP) (tentatively)
Candidate 1 Candidate 2 Candidate 3 Candidate 4 Candidate 5

12 | Day one difference (the | Recognised in profit or Recognised in profit or No profit at inception; No profit at inception by | No profit at inception.

difference between the | loss. (DP expressed view | loss. “additional margin” calibrating the margin Loss at inception if
actual margin and the | that this would not be recognised as a separate | directly to the premium. | onerous.
required margin) common and significant.) item within the insurance | Loss at inception if

liabilities. onerous.

13 | Liability adequacy test | Not applicable. Not applicable. Not applicable. Required at inception Required at inception
Not required and each subsequent
subsequently. reporting date.

14 | Acquisition costs Expensed when incurred. | Expensed when incurred. | Expensed when incurred. | Expensed when incurred. | Expensed when

incurred.

15 | Part of the premium Recognised as income on | Recognised as income on | Recognised as income on | Recognised as income on | Recognised as income

expected to recover day one. day one. day one. day one. on day one. 3
relevant acquisition
costs
16 | Own credit risk Included. (DP expressed | Excluded (arguably Excluded (arguably Excluded (arguably Not applicable (arguably

view that this would not
be significant at
inception.)

implicit at inception).

implicit at inception).

implicit at inception).

implicit at inception).

3 In practice, the relevant acquisition costs are capitalised and amortised for this approach. Although this results in a gross presentation, the net effect for both the balance
sheet and the income statement will probably be similar to expensing the acquisition costs when incurred and recognising related income on day one.
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