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High Level Thoughts
What I Like!

• A global standard for insurance contracts?

• Similar treatment for life and non‐life

• Insurance liabilities close to ‘economic 

 

measurement’

 

–

 

if fair values used, accounting 

 

mismatch reduced

• Time value of options & guarantees included

• Liabilities measured on current conditions not 

 

those ‘locked in’

 

at policy inception

• Explicit margins shown on B/S, not hidden 

 

margins carried within reserves for prudential 

 

or regulatory reasons

• Policyholders reasonable expectations carried 

 

in DPF liabilities

• The reconciliation of contract balances will 

 

unearth true economic mismatching

• Residual margin will mandate ‘vintage’

 

analysis
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Things I would Like to See...

• Field testing –

 

without it user feedback will be 

 

less effective – Is June 2011 credible?

• All expenses included in liability cash flows

• Prescriptive liability based approach to 

 

discount rate/ liquidity premiums

• A prescribed and consistent approach to the 

 

‘risk adjustment’

• Systematic  release of residual margin/ risk adj. 

 

based on ‘work done and risks borne’

• Re‐calibration of residual margin for changes in 

 

non‐economic assumptions

• Re‐think on transitional arrangements

Issues for the Companies

• Lack of linkage between EV, IFRS and Solvency 

 

II – sector COE will remain high

• Don’t take the ‘cost option’

 

–

 

interest rates 

 

locked in = no cost of durational mismatch

• Volatility is OK with an operating profit – users 

 

look at NAV not net income/ OCI

• Work with users on a template for the 

 

supplementary disclosures
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Where European Investors are Going...



Disclaimer
This material constitutes “investment research” for the purposes of the Markets in Financial Instruments Directive. 

This report has been prepared and issued by Autonomous Research LLP (“Autonomous”) which is authorised and regulated by the 
Financial Services Authority (“FSA”). The analyst who has authored this report is identified on the front page, together with his or 
her supervisory hierarchy, and hereby certifies that any opinions expressed in the report represent his or her true opinions.

The information in this report has been prepared for information purposes only. It does not constitute a personal recommendation, 
as defined by the FSA, or take into account the particular investment objectives, financial situations, or needs of individual investors. 
It is intended only for investors who are “eligible counterparties” or “professional clients” as defined by the FSA, and may not be 
redistributed to retail clients as defined by the FSA. Retail clients should note that the services of Autonomous are not available to 
them.

The information in this report does not constitute, or form part of, any offer to sell or issue, or any offer to purchase or subscribe for 
shares, or to engage in any other investment activity. The value of any securities or financial instruments mentioned in this report 
can fall as well as rise. In relation to securities or financial instruments denominated in foreign currency, movements in exchange 
rates will have an effect on the value, either favourable or unfavourable. Before acting on advice or recommendations in this report, 
clients should consider the suitability or appropriateness of investing in securities or financial instruments and, if necessary, seek 
professional advice.

This report is provided subject to the terms and conditions of any agreement that you may have entered into with Autonomous. The 
information is private and confidential and for the use of the client only. For the protection of persons other than the client who are 
not authorised to receive this report, this report may not be reproduced in whole or in part by any means except for the personal 
reference of the client. No part of this material may be reproduced, distributed or transmitted or otherwise made available without 
prior consent of Autonomous. 

The material in this report is based on information that we consider reliable, but we do not warrant or represent (expressly or implied) 
that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. 
Opinions expressed are our current opinions as of the date appearing on the material only. 

Specific disclosures required under Conduct of Business Sourcebook (COBS) 12.4 are set out in our Research Policy which can be 
accessed via our website at hhtp://www.autonomous-research.com/disclosure.
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