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The AVOe is welcoming the opportunity to provide contribution to the following subjects of 

the monograph: 

 

1. General Comment on the role of Solvency II (pp 10-12) 

2. Comments  on the cost of capital approach (pp 42-49) 

3. Comments on Sub-Section 6.1 - risk mitigation via product design (p 88) 

 

The consideration of risk adjustment techniques with reference to existing supervisory 

frameworks and requirements is central for the discussion of adequate methods under the 

forthcoming IFRS X Insurance Contracts regime. As has been highlighted in section 2.1.3 on 

page 17, “The principles of building block one under IFRS X Insurance Contracts for an 

unbiased, probability-weighted current estimate of the expected value (mean) are consistent 

with the guidance for the Best Estimate under Solvency II”. In view of this consistency, the 

likewise consistency of other components of the technical provisions, i.e. the adjustments for 

risk, is not only desirable but necessary with respect to 

 

- methodology: if the unbiased estimate that represents the probability-weighted 

expected value over the range of possible outcomes is identical under two valuation 

approaches, a deviation in the quantification of the associated risks cannot be justified 

- governance: value based and risk oriented management of an insurance business is 

naturally taking different viewpoints and measures than the management under 

statutory accounting aspects. But compared to another economic representation of 

business activity, any “exogenous” (that is framework induced, methodological) 

difference in the economic valuation of balance sheet items (such as the risk margin) 

would inevitably lead to divergence of value based and risk oriented management in 

itself, if it has consider different objectives. 

- efficiency: set up of different valuation approaches without economic resemblance 

will result in an unproductive cost-increase 

- internal and external audit: double accounting standards for economic representation 

will inevitably lead to serious considerations of the validity of either of the two 

divergent valuations 

- supervisory and public disclosure: additional effort will be needed to communicate 

divergent figures to stakeholders such as supervisors, investors, customers and 

financial analysts 

 

Given the above consideration in connection with the sound and in the meanwhile well-

established requirements for the Solvency II risk margin approach as listed on page 12, an 

adequacy recognition of existing (Solvency II compliant) risk adjustments in the economic 

balance sheet is without alternatives. 

 

Somehow neglecting this desirable recognition, the discussion of the Solvency II compliant 

cost of capital approach in section 3.1.2 carries a quite critical and questioning tone and raises 

unanswered concerns on the applicability of this method (contrasting the quite affirmative 

tenor with regards to the replicating portfolio approach). These concerns are highly relevant 

and valid from a pure academic viewpoint, however the assessment of risk adjustments is not 



only to be carried out from an entity specific angle but also under substantial uncertainty 

stemming from 

 

- data and parameters: any methodology lacks history and breadth of data in order to 

sufficiently validate high-accuracy models 

- importance and significance: valuation and model improvement beyond a certain point 

if not efficient under an impact based assessment 

- applicability and explicability: any model has to be communicated and understood, 

both in its inherent assumptions and its consequences, by all relevant business 

functions and stakeholders 

- stability and reliability: frequent (exogenously induced) changes in methodology will 

certainly not increase confidence in any of the current valuation models 

 

Reflecting these limitations to model excellence, a more practical, robust and commonly 

agreed approach would also be preferable to a possible alternative method of potential higher 

academic relevance. 

 

Supporting the view of the DAV expressed in its comment on sub-section 6.1 of the 

monograph, AVOe wants to stress that profit participation schemes, as contracted in the 

classic life products of Austrian (and German) life insurance undertakings, are of high 

relevance for the consideration of risk mitigation effects in the assessment of risk adjustments 

under IFRS accounting. Given the substantial experience with and the social importance of 

these products as well as their deliberate design, it has to be stated that the current (Solvency 

II compliant) way of modelling and pricing the effects of such future discretionary benefits 

shall be deemed adequate under the expected IFRS X Insurance Contracts regime. 
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