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COMPLEX

STATEMENTS

One/two Contracts....
.... different disclosures

Actuarial Long Term Liabilities
Outstanding claims reserve
Unearned premium




COMPLEX

STATEMENTS

One/two Contracts....
... we're not done yet!




COMPLEX

STATEMENTS

One/two Contracts....
.... we're not done yet

Mortgage loans and receivables
Loans and receivables to policyholders

Reinsurance arising out of reinsurance agreements
Reinsurance arising out of direct insurance agreements
Reinsurer’s share of insurance liabilities

Deferred acquisition costs
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RISK APPETITES

Company A Company B




TRANSPARENCY

Company A Company B
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WHAT IS

IFRS 17?

14.



HISTORY OF IFRS 17

IFRS 17
effective
st January

2021




.\1 ﬂ
Building Block
Approach (BBA)

\%




The cashflows shall take the following into account:

FULFILMENT

Typical cashflows within the boundary of an insurance contract:

CASHFLOWS




DISCOUNTING

Top-Down Approach

= 3

Liquidity Liquidity
Premium Premium

Risk Free Risk Free
Rate Rate

-_-'!.._
I

Bottom-Up Approach

Liquidity
Premium

Risk Free
Rate

Risk Free
Rate

The discount rate applied shall reflect the time value of money,
the timing, currency and liquidity of cashflows underlying the
insurance contracts and be market consistent.
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Risk adjustment is the compensation that
the entity requires for bearing uncertainty

ApproaChes & about the timing and amount of
° cashflows
Disclosures

_I Cost of Capital

_I Confidence Level

_I Conditional Tail Expectation

Salary Option 1: $100 per month
Salary Option 2: an average of $100 on average every month
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CONTRACTUAL SERVICE MARGIN

Profitable Groups:

 Positive fulfilment
cashflows

+ CSM represents
unearned profit for
profitable groups

» There is no gain on
initial recognition
of the group i.e. no
day 1 profits

Fulfilment Cashflows -

Risk-Adjusted present value of expected future cashflow

r

MNet Future

Discounting

Contractual
Service Margin

Risk Adjustment

Liability

k=]

Assat
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CSM FEATURES

Fulfilment Cashflows -
U n peritablE G rou pS: Risk-Adjusted present value of expected future cashflow

A

r ]

- Negative fulfilment
cashflows

+ CSM represents a

LDSS Discounting
Contractual
. Service Margin
- A loss will be Risk Adjustment
recognised at initial o

recognition

Liability

=]

Asset
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ALTERNATIVES TO BBA

Premium Allocation Approach

Closer to existing models for
unexpired risks.

Unexpired Risks Expired Risks

Discounted Value of Fulfilment

Also applicable to short-term Premium (Future) Cashflows

life insurance contracts such Allocation Premium Liabilities

as Group Life contracts. roach UPR less DAC
AP{I;M] Risk Adjustment

For multi- year contracts,
judgement required on
whether significant differences
will exist if BBA model is
applied.
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ALTERNATIVES TO BBA

Variable Fee Approach

Bouilding block
approach

es in options
profit or |

Changes in
insurer's share in
assels —
profit or loss

Movements in
discount ra e

ion in profit or

.l — policy

Discounl rale
reflecls lia lies
characteristics

Variable Fees
Approach

derlyir
balance in

Discount rale reflects assel
linkage

The variable fee approach considers the variable fee associated

with direct participating contracts.
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EXPECTED
CHANGES
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LIFE IMPACT
INSURANCE

_|
_

_|







NON-LIFE
INSURANCE

IMPACTS

Qualifying for premium allocation approach

. Discounting of incurred claims

. Onerous contracts
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RISK APPETITES

Premium - $2,000




RISK APPETITES

Additional Risks

-‘---l_u.._*.__. .

UK Kenya
Vehicle Value - $10,000 Vehicle vValue - $20,000

Premium - $2,000 Premium - ?

Premium - $800
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No more business

as usual
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WHOLE VALUE CHAIN IMPACT AREAS

Mergers and aquisitions

Investment policy

Executive compensation

Reinsurance strategy |
Costs and cost allocation

Product design and pricing
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Globalisation of | Improve comparibility

ti
R o Simplify face of

Complex statements | accounts

Different risk appetites | Converge approaches

Lack of transparency | Improve transparency in
disclosures

Seth Chengo, FIAFCCA
schengo@zamara.co.ke

37.



13 June 2018

Seth Chengo  FIA, FCCA

zamara“

| 9 l schengo@zamara.co.ke

38.



