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Introductory Comment 
 
 
This is the response of the Education and Practice Subcommittee of the 
Insurance Accounting Committee of the IAA to the Exposure Draft of the 
Educational Monograph entitled: “Risk Adjustments for Financial Reporting of 
Insurance Contracts under International Financial Reporting Standard(s) No X. In 
considering the response, the Subcommittee concentrated on improving the 
ability of the Monograph to be of active assistance to actuaries considering 
needs for the forthcoming Insurance Contracts Standard. Hence, a significant 
number of the comments from Subcommittee members are focused on 
increasing the potential for the monograph to be used as a “companion tool” by 
actuaries reacting to the needs of IFRS 17. (Note:  some of our comments 
cannot really be addressed until the standard is final.) 
 
 
 
 
 
General Comments 
 
We note that much of the material in the monograph seems to be aimed at non-
actuaries.  We urge the authors to review the material to remove what should be 
general knowledge to an actuary.  Furthermore, the subcommittee feels that 
several chapters, particularly the earlier ones, require substantial editorial review 
to remove repetition and imprecise wording. 
 
 
 
The Monograph seems to be written from the perspective of a block of business 
without incorporating how the risk adjustments associated with the block relate to 
the overall risk of the entity (i.e. “bottom up”).  In practice, the risk of the entity 
may have to be assessed at a higher level and then apportioned to various 
blocks (i.e. “top down”).  This thought should be introduced and integrated with 
section 2.2.2 on diversification of risk. 
 
The Monograph should address, or at least reference, the practical issues that 
entities encounter when the entity is working with limited data.  The Monograph, 
as written, seems to anticipate the availability of data on a scale that is 
associated with entities that have large amounts of relevant data.   
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Chapter 1- Introduction 
 
We recommend that the document makes specific reference, or perhaps includes 
a quotation, in the Abstract to the relevant language in IFRS 17 that defines the 
risk adjustment.  This would create a better connection with the remainder of the 
introduction to IFRS 17. 
 
As it is structured, the Monograph comes across largely as an academic text.  
The reader would be helped by a statement, perhaps in the Abstract or at the 
beginning of section 1.1, that the intention of the first part is to put the 
requirements of IFRS 17 within the more general context of measurement of risk 
for financial reporting.  As with the suggestion for a specific reference to IFRS 17, 
this addition would help connect this section to the objective of the Monograph, 
and it would come across as intended; i.e. to aid the actuary in a pragmatic way, 
rather than merely as an academic discussion of the topic.  Without this, it is not 
clear if the intended reader is an actuary or a non-actuary. 
 
Section 1.2 should emphasize that the requirement of IFRS 17 is a risk 
adjustment that reflects the entity’s appetite for risk.  There should be a 
discussion of how the actuary translates the entity’s risk appetite into an 
approach for calculating the risk adjustment.  
 
On page 5 of the word document there is a sentence that reads: “All these 
reasons suggest that to faithfully report the financial information surrounding an 
expected value of insured risks requires an additional element to go with the 
expected value.”  This implies that an uncertain liability in a financial report 
always has a margin.  It is not always the case that uncertain liabilities in financial 
reports have a margin and the inclusion of a risk margin is in fact a contentious 
issue.  It would be more appropriate to state the reasons that the IASB decided 
to include a risk adjustment in the measurement of insurance liabilities and then 
to relate these to the more general comments here.  
 
Care should be taken in the use of the terms of art as they are found in the 
accounting literature. For example; the document refers (page 8) to the risk 
adjustment as an addition to the present value of the fulfillment cash flows.  In 
IFRS 17 the liability is the fulfillment cash flows, which is the present value of the 
expected cash flows with a risk adjustment.  Hence it is inappropriate to refer to 
the present value of fulfillment cash flows or to refer to the risk adjustment as an 
addition to the fulfillment cash flows.   
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Consideration should be given to shortening section 1.3 so that it makes only 
points directly relevant to the risk adjustment for IFRS purposes. The focus 
should be on IFRS 17.   
 
With a broader perspective, Chapter 1 should be reviewed closely to ensure 
completeness and relevance. Internal questions could be asked such as “Is this 
statement true of all aspects of insurance?” and if not, effort should be made to 
cover any other areas.  As a specific example, a broad statement is made about 
the law of large numbers (P4) and no consideration is made of risk areas (e.g. in 
non-life) for which such a statement is inappropriate. 
 
Chapter 2 - Principles Underlying Risk Adjustments  
 
Given the material in Chapter 1, Section 2.1.1 is a distraction from the topic of 
the risk adjustment under IFRS 17.  It addresses the measurement of liabilities 
conceptually, with no apparent context; i.e., are they concepts from the study of 
economics, finance or accounting?  Furthermore, it disrupts the flow of the 
monograph, which has already addressed the general concepts of risk 
adjustment and which has introduced the requirements of IFRS 15.  We 
recommend that this section be eliminated. 
 
In Section 2.1.2 and elsewhere, but especially here, the monograph is 
excessively verbose and repetitive.  This section repeats much of what has 
already been said about risk adjustments generally and the expectations of IFRS 
17 specifically.  We recommend that this section be eliminated. 
 
The scope of the cash flows in section 2.1.3 is too narrow. Its scope is “the cash 
flows specified by the contract”. However, the standard specifies “all cash inflows 
and cash outflows that relate directly to the fulfilment of the portfolio of contracts”. 
The cash flows relating to the contract is the wider scope than the cash flows 
specified by the contract; e.g. acquisition expenses relate to contracts other than 
the contract with the policyholder, and maintenance and claims expenses are not 
contractual, although related to fulfilment of the obligation of the insurer. 
 
Section 2.2.1 should specify, with close reference to the Standard, which risks 
should be included in the risk adjustment (and hence which should not) and, in 
particular, clarify when and how financial risk is reflected in the risk adjustment.  
The treatment of financial risk should be reviewed based on the final standard, as 
movement related to financial parameters may be presented differently from 
movement related to non-financial parameters.  
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Section 2.2.2 is about diversification of risk, but introduces the section with a 
reference to off-setting risk. It therefore comes across as referring to internal 
hedging.  We suggest that the difference between diversifying risk and hedging 
risk be clarified.  Risk can be diversified by using the law of large numbers.  
Risks are hedged when cash flow differences of some contracts will naturally 
tend to move in opposite direction from the subject contracts, which can also be 
defined as “diversification”.  We are aware that there is ambiguity in the use of 
the terms and that the authors will be challenged to explain how this relates to 
calculating the risk adjustment.  Perhaps this section is intended to relate to only 
one type of diversification?. 
 
Chapter 3 – Risk Adjustment Techniques 
 
Generally, there is a feeling that too much basic educational material is included 
in this chapter, perhaps at the expense of more IFRS 17- focused material. 
 
For instance, it is felt that the illustrative material covering the “quantile 
techniques” in 3.1.1 may not be sufficiently detailed for those readers not familiar 
with the use of such techniques. The definitions of VaR and CET are not very 
clearly presented. Some mathematics or simple examples may help the 
definitions. 
 
The description of the cost of capital technique in 3.1.2 is perhaps too wordy, 
given the aims of the monograph. Also, some of the detailed description needs to 
be looked at again as there are some doubtful arguments, particularly in the 
discussion of the cost of capital rate and in the sub-section on comparison of cost 
of capital to market-consistent valuation.  
 
Chapter 4 – Techniques and Considerations in Quantitative Modelling 
 
The Subcommittee expects relevant feedback on this chapter from academic 
institutions. The comments from the subcommittee are, thus, relatively light. 
Nevertheless, a small number of members proffered the opinion that the extent of 
detail in this Chapter may turn the attention of the reader away from the main 
purpose of the monograph, i.e. the risk adjustment for IFRS 17. 
 
 
Chapter 5 – Qualitative Assessments and Other Factors to Consider 
 
The Subcommittee feels that this chapter does not differentiate sufficiently 
between existing risk adjustments and those needed for uncertain outcomes in 
the future, some of which will reference periods 30, 40, 50 or maybe more years 
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ahead. It is felt that an extra paragraph/sub-section is needed to deal with this 
issue. 
 
 
 
 
Chapter 6 – Effect of Risk Mitigation Techniques 
 
In dealing with the impact of reinsurance, the monograph should clarify the basic 
point that risk adjustment to the reinsurance asset should be a mirror image to 
the adjustment the retained liability. 
 
Chapter 7 – Validation of Risk Adjustments 
 
There were no comments from the Subcommittee. 
 
Chapter 8 – Re-measurement of Risk Adjustment 
 
This chapter should deal specifically with re-measurement of the risk adjustment 
and how to split the effect between the current and future periods. 
 
Chapter 9 – Disclosure and Communication 
 
The Subcommittee feels that this chapter should include a description of how risk 
adjustment needs to be disclosed/tabulated by period of risk (may be clarified in 
final standard?) 
 
Chapter 10 – Case Studies 
 
The Subcommittee has no specific comments on the case studies, in the 
expectation that such comment will emanate from individual actuarial jurisdictions 
with more detailed knowledge of relevant application of risk adjustments to the   
reporting of insurance business. 


