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Poll question 1
In your jurisdiction, which of the following best describe regulatory requirements on how
insurers should prepare regulatory solvency reports?

® |Insurers are required to use accounting standards

® Insurers are not required to use accounting standards

® Insurers can (but are not required) use accounting standards
°

None of the above

Poll question 2

Do you think IFRS 17 is fit-for-purpose to be used for regulatory solvency assessment of
insurers?

® Yes
® No

Poll question 3

In IFRS jurisdictions where regulatory solvency assessment is not based on accounting
standards, insurance supervisors need not care about IFRS 17. Do you agree?

® Yes

® No
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This Dialogue will be RECORDED
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Agenda

® Background of joint FSI-IMF paper
® Range of existing regulatory approaches
Interaction between accounting and regulatory valuation standards
® Use of IFRS 17 for prudential purposes
® Potential impact of IFRS 17 on supervisors and industry
Implementation challenges
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Background of joint FSI-IMF paper

Financial Stability
Institute

® FSI InSightS FSIIljsights
;l;g«;llcylmplemntanon
ﬁrSt IaunChed in AugUSt 2017 Accounting
standards and
focuses on practical financial regulatory and supervisory topics " T

6L o 622, M1, a8

aims to contribute to international discussions on policy issues y ﬂm B
iy 3 -
=N

and implementation challenges faced by financial sector ey
authorities

ey ncurers, supenvzoes RS, FRS 17,
sabvency, apeal, spentscn

e IMF Working Paper IMF Working Paper N

research in progress by the author(s) and are published to
elicit comments and to encourage debate

and Insurer

® Aim of paper - identify range of regulatory approaches on use of R R
accounting standards to assess insurers’ solvency

IMEF Working Papers describe research in progress by the author(s) and are published
0 elicit comments and to ssed in them ae solely

of the sutbors and do 5t nec Intersaticasl Monetar
Fuod, their Boards, their manay

® Based on survey of 20 insurance authorities including from
Australia, Hong Kong, Japan, Korea, Malaysia, New Zealand,
Singapore

Link to paper: FSI webpage, IMF webpage
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https://www.bis.org/fsi/publ/insights26.htm
https://www.imf.org/en/Publications/WP/Issues/2020/07/31/Accounting-Standards-and-Insurer-Solvency-Assessment-49616
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Applicability of IFRS for public financial reporting and prudential solvency

reporting
Public Prudential
financial solvency
reporting reporting
Required
Permitted
but not
required

Not required

Insurance legal Insurance Foreign-owned Foreign-owned
entities groups insurance subsidiaries insurance branches
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Key differences between accounting and prudential standards

_ Accounting standards Prudential standards

Primary aim Provision of useful information to  Protection of policyholders'’

market participants to enable
informed decision-making

Focus Financial performance

Key stakeholders Investors, creditors and other
stakeholders

Key statements Profit and loss account; and
balance sheet

Typical form of requirements Principles-based
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interests

Regulatory solvency position

Policyholders and supervisors

Balance sheet for solvency
purposes

Prescriptive
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Objectives of accounting and regulatory standards

Regulatory
standards

Accounting

standards
Primarily
@ focused on
investors and

creditors

Equal weight on
income
statement and

balance sheet

AW Focused on

0 0 q
-3 policyholders

[ﬁ_iﬂ Comparability

Accurate
= reflection of
2238 1[|  finan
ooo fl'nanqal

situation

=7 Emphasis on
L balance sheet
)
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lllustration of accounting and regulatory balance sheets

Other
liabilities

Other
liabilities

Accounting balance sheet Regulatory balance sheet
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Multiple “insolvency” triggers

Regulatory
balance sheet
ot - 200%
Financial e sabvency 50
o - -
Other
ik . Capital
e Assets fall in value and both regulatory o it ED ,:,E:q, 40
and accounting balance sheets .‘1:'::_':’““ Cither 150 natio
recognise assat losses to the same level, liabilities
Regulatory balance sheet includes
discount rate that recognises part of
asset risk premium in discounting.
Reinsurance & Insurance
other assets liahilities Tob :
Reinsurance & insurance
ather assels liabFties G20
Lizhilities Capital requirements Asmats Liabilities ‘Capital requirements
Accounting
balance sheeat
Financial Capital 150
nstrurments Insclvent
. . . Oter
liabilities Fmancia bl
mstruments liabilities -
Reinsurance &
ather asnets Insurance
liabilites 700 Lizbility side of the accounting balance sheet F-E;:mﬂ"“ & :I’:I;':I’I’t;‘:: 560
is more disconnected from asset valuation = 2
and does not move as much as prudential
valuation. This is because discounting on an
accounting basis does not include risk
premium on assets. Capital requirement
— Liakilities declines with size of balance sheet, Assets Ligbilities
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Other areas of interaction between accounting and regulatory standards

Driver of Coherence
strategic between

Going concern
versus gone

direction of solvency :
concern views

Insurers components
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Few surveyed jurisdictions plan to adopt IFRS 17 for regulatory solvency

® Reasons for using IFRS 17 are to avoid multiple financial signals, benefit from auditing
controls and reduce cost for insurers
Some plan to use IFRS 17 as starting point and modify for regulatory solvency purposes

® Two main guiding principles when reviewing capital adequacy frameworks due to IFRS 17
provide the right incentives to insurers to manage risks properly
achieve appropriate prudential outcomes in terms of policyholder protection

® Examples of potential changes to regulatory solvency requirements:
Capital requirements: revise risk factors that are applied to technical provisions

Capital resources: adjust calculation of retained earnings
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Reasons for not planning to adopt IFRS 17 for regulatory solvency

« IFRS 17 is principles-based
« Prefer more prescriptive regulatory requirements

Comparability

Prefer not to require updated valuation assumptions

Stability

IFRS 17 seen as focusing on earnings measurement

: :  Prudential objective is safeguarding policyholders
objectives interests under wide range of potential scenarios

Differing

Cost « Significant implementation costs outweigh perceived
OS marginal benefits

Not many local insurers are subject to IFRS

Materiality
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Surveyed supervisors generally agree that IFRS 17 is positive for financial
stability

Easier performance More transparent
assessment profitability trends

Updated Ends upfront profit-

measurement taking

Comparable
financial information
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Other potential supervisory implications of IFRS 17

® Impact on policyholders — wide range of views of supervisors from our survey: from no
impact to higher premiums and withdrawal of certain products

® Review supervisory reporting — new performance and profitability measures

® Review regulatory approach — proportionality — eg wider application of Premium Allocation
Approach as simplified implementation of IFRS 17
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Potential impact on insurers (even if IFRS 17 not used for regulatory purposes)

Conflicting
financial
signals
Operational Misaligned
risk Incentives

Potential

impact

Capital
flight
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Other potential impact of IFRS 17 on insurers

Not many supervisors have undertaken impact study (regardless of regulatory approach)
Impact studies showed wide range of results — similar insurance contract values, lower,
higher (less impact on non-life insurers)
Insurers not expected to drastically change business strategy
Positive impact on the sustainability of insurers’ business model in the longer term -
discontinue economically unprofitable products that relied on upfront profit recognition

® Insurers may need to review asset-liability management strategy — longer profit
emergence

® Potentially better market conduct outcomes — incentive to service policy longer as profits
emerge more gradually

® Contribute positively to enhancing insurers’ enterprise risk management frameworks -
stronger actuarial function and data governance controls
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Implementation challenges

IT and data

Challenges

Expertise

Supervisors can help address some of these challenges

R T,
b Al
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Concluding remarks

® |FRS 17 is expected to bring positive benefits to the insurance industry in the long term as
well as to financial stability despite significant implementation challenges

® More work needs to be done to fully understand the potential impact of IFRS 17 regardless
of regulatory approach — impact study should start early next year

® There are valid reasons for existing range of regulatory approaches

® Those jurisdictions not currently intending to implement IFRS 17 for regulatory solvency
purposes should reconsider after gaining some experience with IFRS 17

® Greater specification needed for IFRS 17 techniques and inputs for regulatory solvency
purposes through global coordination to avoid local versions of IFRS 17

® All supervisors should be engaging with the insurance industry about IFRS 17 no matter
if they intend to use IFRS 17 as a basis for solvency assessment or not

® Supervisors should be organizing or advocating quantitative impact studies no later than
this year
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