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Abstract

In this article the issues of improving accounting for insurance companies are considered according to IFRS—
17. The new standard on accounting of contracts for insurance makes cardinal changes to the international order
of accounting for insurance contracts. It establishes the principles of recognition, assessment, representation and
disclosure of contracts for insurance and replaces IFRS—4 «Contracts of insurance». Nowadays reporting, prepared
on the basis of IFRS—4 makes the comparison very difficult for insurance companies for investors. IFRS—17 demands
consecutive accounting for all insurance contracts on the basis of model of the ongoing measurements. The model
of the ongoing measurements and the sequence will help investors to carry out the analysis, allowing them to easily
compare profitability for insurance companies. Separate presentation of results on underwriting activity and financial
results will provide greater transparency regarding sources of profit and qualitative characteristics of the reported
profit. A higher comparability of the reporting data could stimulate the growth of activity in the field of mergers
and acquisitions, raise the level of competition for investment capital and help gain investor confidence. For many
insurance companies, the task becomes more complicated because the time horizon of insurance contracts is very
long, and the systems used by many companies are somewhat outdated.

Key words: current assessment, modification, service margin, financial statements, insurance company,
investors, analysis, insurance contract.

The difficult financial data reporting is available to understanding only by narrow experts, are the
reason of unpopularity for insurance activity at many investors. It is very difficult to compare results of
activity for various insurance companies because now the existing of [FRS—4 allows to use a number
of inconsistent approaches to accounting. It promotes a disorientation of users and unpopularity for
insurance as subject to investment [1].

The complexity of financial data reporting for insurers is a consequence of the fact that insurance
is very difficult business where profits or losses can arise in many years with uncertain dynamics.The
financial data reporting of the insurer represents interrelation between assets and liabilities. It also
reflects the fact that profit isn’t an unambiguous concept of business. However, users of financial data
reporting are generally disturbed by impossibility to compare results.

Aim of IFRS-17 is increasing the level of transparency and comparability of the reporting in
comparison with the existing standard [2]. The IFRS—4 allows simultaneous application of huge
number for accounting policies even in case within one group inconsistency is found.

IFRS—17 will become obligatory for applying to the reporting periods at the beginning on January
1, 2021 or after this date.

The main problems of accounting for insurance contracts are shown in Figure 1 (p. 222).

The main research in article is the set of methods for reflecting the system of accounting to assets
and liabilities under insurance contracts. Methodological aspects are the following:

+ a model of the current estimate;

¢ an adjustment by obvious risk;

+ flows of the money on discharge;

¢ a contract margin under the contract.

Accounting of contracts will be based on the three key ideas.

1. Itis necessary to show the profit got from the provided services, but not to received money in
financial data reporting.

2. Estimates of future flows of the money have to be based on the current assumptions, but not
on the historical “fixed” assumptions.

3. Assessment has to include a reserve under risk and uncertainty.
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An account is focused on insurance
organizations, but not on insurance
contracts

A large number of various models of
account for different types of contracts is

applied
Estimates of long-term liabilities aren’t Users hardly understand and compare
updated financial data reporting of insurers

There isn’t enough information on the
economic cost of the built-in options and
guarantees

As arule, the discounting rate is based on
estimates of investing income at the time
of initial recognition

The value of liabilities by the insurance
other than life insurance are discounted
insufficiently

Figure 1 — Problems of accounting for insurance contracts [3]

From the point of operating activities view the mechanisms necessary for calculation and
submission for liabilities and profit by the new standard, will demand from most of insurers on difficult
modeling and attraction for large volume of data. It is about the current estimates for liabilities,
including a reserve under the economic risks connected with the built-in options and unchangeable
insurance risks.

A Margin Service Under Contracts Calculation is necessary for control of profit accounting
according to the provided services. It is also necessary to take into account new rules of classification
and assessment in IFRS-9 [4].

The IFRS—-17 will be applied retrospectively to all contracts which will affect date of transition
to the new standard. It creates considerable problems for many insurers at assessment of impacting
on historical assumptions for defining indexes of the entering balance. The volume of data which will
need to be traced and stored considerably will increase in comparison with what is required today. For
some companies the costs of introducing for new technologies can also be considerable. As always,
it will be possible to reach a certain compromise between the cost and accuracy, however even the
analysis of options and understanding of their influence won’t be indivisible on all.

Application of the new standard will still demand preparation for difficult financial data reporting
which will strongly differ from the majority of the ongoing reports on IFRS. It will mean need of
carrying out cardinal changes in a method of calculating liabilities and applying a new method to profit
presenting for many insurers. Investors will need some time to get used to a modern history of profit.
The complexity of such information will still be a problem, but maybe it is the inevitable price for
comparability which is so necessary to investors and analysts [5].

Most likely, the new standard will exert more considerable impact on many organizations engaging
in life insurance taking into account long-term character of the contract which are made out by them.
However, other insurance companies will also face to changes in the sphere of operating accounting
on reinsurance: they will be obliged to discount insurance payments.

Key changes are connected with the fact that all flows of the money will be based on the current
assumptions whereas now insurance assessment is carried out with using historical assumptions for
some contracts.

Accounting of earnings will be comparable to provisions of IFRS—15, excepting deposit
components and income won’t admit by a cash method which is now used by the organizations
specializing in life insurance [6].

As for evaluating the historical data as discounting rates and not earned profit which aren’t applied
now in accounting and the data reporting presenting to regulators will be required. Calculation will be
carried out at lower level of specification in comparison with what many insurance companies use at
the moment.
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The influence of IFRS—17 will exert impact not only on financial accounting of the organizations
as actuarial calculations and development of their systems. Moreover, it can influence on developing,
products selling, programs motivating and remunerations cash policy in a broader sense and also on
process of drawing up budgets as well as affecting to a monetary tax position and dividends [7].

There are certain modifications reflecting specific economic characteristics of special contracts
with the purpose of performing the fundamental purposes for the standard in [FRS—17. In addition
to above [FRS—17 stipulates accounting of contracts for short term of a covering where the results of
measurements within the standard are achieved by easier way.

Insurance contracts are measured by the sum of two components: flows of the money on discharge
and a contract margin. The first component, flows of the money on discharge, represents assessment
of future flows of the money weighed in term of probabilities. It also reflects financial risks. In
addition, flows of the money on discharge reflect non-financial risks as the award for non-financial
risks (adjustment by risk) is added to the specified cost for value of flows of the money on discharge.

The second component, a contract margin is a profit uncollected at the moment for rendering
services in the contract. This approach in the recent past was sometimes called as building block
approach.

It should be noted that the broad principles and estimates, used at measuring for insurance contracts
at initial recognition are specific to each organization. However, the organization can use market
variables for assessment in some cases. Then these market variables have to remain consecutive with
any observed net realizable value. Own credit risk of the insurer isn’t considered in measuring for
insurance liabilities because they aren’t measured at fair value.

The flows of the money on dischargerepresent as the first component for the insurance liabilities.
The specified cost of future flows of the money is its first component on discharge.

Future flows of the money include acquisition cost, cost line and also the expected insurance
requirements. These estimates also reflect behavior of the owner of the contract. The temporary cost
of guarantees finds the reflection in measurements too which will be incomplete without one more
important components as all awards in validity borders.

Requirements of IFRS—17 for borders define the flows of the money which need to be used at
measurement for the insurance contract. Applicability defines whether there are expected awards,
also payments and requirements from the existing or future insurance contracts. Borders belong to
the existing insurance contract if the company has an opportunity to estimate risks and to redefine the
price for this contract. If the company estimates borders for a portfolio of contracts instead of the one
itself. However, it has to be looked whether the price considers the risks relating for future periods.

The first component in assessment for flows of the money in validity borders includes all monetary
the flows-in and runoffs which are directly resulting from the implementation of an agreement.
Estimates are obliged to include all rational and reasonable information without excessive costs of its
search.

Rational and reasonable information means that the expected future flows of the money are
estimated on the basis of the list of all possible scripts reflecting to all range for possible outcomes.
After defining all range for possible outcomes and corresponding the scripts to them the company
determines the size and time of generating flows of the money, applies the discounting rate suitable to
these ones and estimates further probability for outcome to each script that means weighs it in term of
probability for its outcome.

In addition to it is required that estimates were not displaced. To speak specifically, unbiased
estimators are an average value of distribution. Further if there are some else financial opportunities
or guarantees in the insurance contract. Financial opportunities and guarantees create nonlinearity.
Therefore, stochastic models of assessment can be required to consider this nonlinearity in evaluating
flows of the money.

Discounting rates are applied to reduction for unbiased probability estimators to the current values.
The flows of money are discounted at the rates reflecting characteristics of liabilities. Using rates are
the ongoing prevailing rates. If flows of money have no binding to profitability to assets (speaking in
other words if the insurance contract is non-participating contract) , then as discount in fact the risk-
free rate corrected by taking into account the fact that insurance liabilities are less liquid is used.
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And insurance liabilities are indeed illiquid or they are less liquid because the holder of contracts
should impose at first insurance requirement before he be paid. As an example the risk-free rate on
marketable bonds should be corrected for receiving illiquid or less liquid risk-free rate. If flows of
money under the contract are tied to profitability on an asset, then both flows of money and a discount
rate will reflect this risk to the asset.

IFRS—-17 allows two approaches to defining a discount rate.The first approach is bottom-up. It is
assumed that flows of money aren’t tied to profitability on an asset that in fact, means the insurance
contract is a non-participating contract. We begin with a risk-free rate on the marketable bond which
then should be corrected to pass to illiquid risk-free rate within bottom-up approach. This adjustment
reflects the fact that insurance liabilities are less liquid that risk free ones.

The second approach is called top-downapproach. The rate on other asset is used instead of a
risk-free rate on the bond. The organization will fulfill requirements of IFRS—17 only if resulting rate
reflects characteristics for the insurance liabilities.It is reached by the right correction of the resulting
rate on the asset. The company should do appropriate adjustments on all attendees in an asset to the
characteristics as well as absent ones in the insurance liabilities. For example, awards for market
risk on the asset and distinctions arising on the sums and terms of generating flows of money. After
all these adjustments within top-down approach are made, the organization won’t need to correct in
addition a rate taking into account differences in liquidity of the asset and the insurance contract any
more.

Both top-down and bottom-up approaches have to lead to the same value. However, they lead to
different results due to these or those reasons. Therefore, it is required to do disclosures by information
used under determining a discounting rate.

The company has to apply judgment correctly to correct observed market data and to carry out
correction between flows of money on observed market instruments and flows of money under the
insurance contract.

It is necessary to use the vanguard technology for assessment in case of absence of market data for
the company. The company should develop observed entrance data with using the best of the available
information in term of all conditions. Further the company should correct these data by taking into
account all available information on participants of the markets.

The specified cost of future flows of money is estimated by means of the possible scripts reflecting
the full list of possible outcomes. By list the company determines the size and time for generating
flows of money. Then applies to them a suitable discounting rate and estimates probability to this
outcome as uses the balanced approach on the basis of probabilities.

Adjustment on risks is the second assessment component. It treats non-financial risks. Adjustment
on risks reflects uncertainty for the flows of money falling in presenting non-financial risks at the
contract. For example, it can be the uncertainty relating to the size or time for generating payments/
requirements.

Adjustment on risk represents income which the company wishes to receive in exchange for the
assumed non-financial risk. Compensation will be responsible for a difference between implementing
liabilities with a certain list of outcomes and implementing liabilities which the fixed flows of money
with the same value of the expected specified cost will be.

It is assumed the group of A companies has 50% probability of payment by the specified cost in
1 million in a year and 50% probability of payment for the zero sum. The group of B companies has
100% probability of payment for 500 thousand in a year. Both that and at other group of companies
has an identical value of the average value of payments weighed in term of probabilities for 500
thousand. Therefore, adjustment on risk will be compensation with to the group of B companies which
insurance company will be all the same whether to issue insurance contracts for the A or B group.

Adjustment on risk reflects own sensitivity of the company to risk and also ideas of the company
of advantages for diversification is concrete for her. IFRS—17 isn’t stipulated vanguard technologies
or methods which the organizations are obliged to use when calculating the adjustments on risks.
However, elected the vanguard technology or a method have to answer the purposes of the adjustment
on risks. It is required to do disclosures on how exactly the company determines vanguard technology.

The contract margin is the size defining lack of profit in reporting the profit and loss at the time
for initial recognition. It is uncollected profit under group of the contracts stipulating rendering future
services.
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How to estimate value of thecontract margin? Let’s say there is a group of contracts for which
adjustment on risks makes 800, and the specified cost for future monetary runoffs — 4200, awards
make 6500. The contract margin will make 1500 (6500 — (4200 + 800). This value turns out as a result
of subtraction for flows of money and adjustments on risks from awards.

The contract margin won’t arise when monetary runoffs and adjustment exceed awards. Let’s
say awards make 4400, in this case for the first day at the company losses for 600 which immediately
admits reporting the profit and loss.

To estimate a contract margin on start date of validity, the company at first determines flows of
money on discharge. Further it subtracts any costs for acquisition incurred during the period before
starting date for contract validity and recognizes the assets and liabilities. Also the company needs to
take into consideration the actual flows of money for this date. CSM is the size leveling income on
start date for contract validity.

Flows of money at the beginning of validity are the flows of money arising in selling and start for
insurance contractsgroup, having direct reference on a portfolio of insurance contracts to which this
group belongs. If flows of money arise before there is a recognition for insurance contracts (i.e. belong
for the previous period), then the company needs to recognize these flows of money as the liabilities
or assets. For date of recognition for insurance contracts groupthe organization writes off liabilities or
assets for these flows of money for acquisition.

Comparing the operating and new models of accounting for insurance contracts has allowed
to mark out their main distinctions. The variety of accounting methods in the existing standard is
observed, estimates aren’t updated, the discounting rate is defined proceeding from information on a
basic asset, insufficient discounting, a lack of information on options and guarantees.

The new standard on accounting for insurance contracts brings the coordinated accounting
method, estimates will be corrected taking into account new data, discounting rates will reflect flow
of money under the contract. The new model demands discounting of future flows of money when it
is essential. All possible options of succession for events are reflected in accounting and the reporting.
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Anjarna

Makanaza KapajiraH TaKbIpbIIl CaKTaHbIPy KOMITaHHMsIapbIHIarel Oyxranrepiik ecenreyai IFRS—17 colikec-
TEHJIipe OTBIPBII XKeTiAipy. CakTaHIbIpy MIapTTapbIH eCeTKe ary OOMBIHIIA XKaHa CTaHAPT CAKTAH/IBIPY MapTTapbIH
€CeITKe alyNbIH XaJbIKapalibIK TOPTiOiHe TyOerei e3repictep enrizeni. On cakTaHABIPY MAPTTAPBIH TaHY, Oaraay,
YCBIHY KOHE aIllbIl KOpCeTy KaruaaiaphlH oenrinernl xone IFRS—4 «cakranapipy mapTTapbin» anMacTeipaasl. Ka-
3ipri cakTaHAbIpy KoMmnaHusuIapeiHbIg ecenteynaepi MCDO (IFRS—4) HeriznenreHaiKTeH, HHBECTOPIap/IbIH CaKTaH-
JIBIPYy KOMIAHUSUIAPBIH CANIBICTBIPYbIHA KUBIHIBIK TYFbI3aabl. IFRS—4 arpimpiarbl ecentey Mozeni HeriziHae 0apibIK
CaKTaHBIPY LIAPTTapBIHBIH J19IeKTi eceOiH Tajar eTeai. AFbIMIArbl eCenTey YIrici MeH JKYHeNiIiK Tajjiay sKypri-
3y apKbUIBI CAaKTaHABIPY KOMITAaHMSUTAPBIHBIH KiPICTUIINH OHAWBIPAK CAIBICTBIPYyFa MYMKIHAIK Oeperi. [ckepmikTig
peHTa0ENBAIIrT Typasbl aKIapaTThIH AIIBIKTEIFBIH apTTHIPY MaiilalaHyIIblIapFa CaKTaHIbIPY KOMITaHHSIIAPBIHBIH
KapKBUTBIK TYPAKTBUTBIFBIH OaFaayra MyMKiHAIK Oepemi. AHIeppalTHHTTIK KBI3METTIH HOTIKEIIEPiH KOHE KapiKbI
HOTHKEJIEPIH JKeKe TaHBICTBIPY TaOBIC TEH IIBIFbIHIAP/IBIH KO3/IepiHe KaThICTHI AIIBIKTHIKTEI KaMTaMachl3 eteali. Ecen
Oepy IepeKTEepiHiH JKOFaphl JKOJIBI OIPIry JKOHE CAThIN ajly CajlaChIHIAFbl OCICCHIUTIKTI KOTEPEIi, HHBECTUIIHSIIBIK
KaluTaJiFa 09CeKeNecTIK JeHIeiiH apTThIpa/Ibl )KoHe HMHBECTOPIIAp/bIH CEHIMIHE Kipe anajpl. Kenrteren cakranubsipy
KOMITaHHSJIAPBIHBIH KMHAIAThIHA KeNiCIMIIapTTapbIHBIH OCNTiJICHIeH YaKbITBIHBIH Y3aKTBIFbI KOHE KONTEreH KOM-
TIAHWSIIAp OJIi JIe aiJaaHaThIH )KYHeIepIiH ecKipreHi OOJIbI TaObIIa b

Tipek ces3zmep: arbIMIarbl €CENTEy, TYPICHAIPY, KbI3MET KOPCETY MapiKachl, KapiKbUIBIK €CEM, CaKTaHIBIPY
KOMITaHHSCBl, HTHBECTOPIIAp, Tanay, CAKTaHIbIPy KeJiCIMIIAPTHI.
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AHHOTALIUA

B cTatse paccMOTpeHBI BOIPOCH! COBEPIICHCTBOBAHMS OyXTaITEPCKOTO yUeTa B CTPAXOBBIX KOMITAHHSAX COTIIAC-
HO IFRS—17. HoBBIii cTaHAapT MO y4eTy JOTOBOPOB CTPaXOBAaHHS BHOCHT KapAWHAIBHBIC M3MEHEHUS B MEKIyHa-
pOI[HBIﬁ MOPAAOK yd€Ta CTPaxoBbIX JOTOBOPOB. On YCTaHaBJIMBACT MPUHIMIIBI IPU3HAHUA, OUCHKH, IPEACTaBICHUA
M PaCcKpBITHSI IOTOBOPOB cTpaxoBaHus u 3amensieT IFRS—4 «/loroBops! cTtpaxoBanus». B Hacrosiiee Bpems oT4er-
HOCTB, noarotoBineHHas Ha ocHoBe MC®PO (IFRS-4), nenaer oueHb CIOKHBIM CPaBHEHHE CTPAXOBBIX KOMITAHHUH
naBecTopaMu. [FRS—17 TpeOyeT mocieqoBaTeIbHOrO ydeTa BCEX CTPAaXOBBIX KOHTPAKTOB Ha OCHOBE MOJICIH Te-
KymuxX u3MepeHnid. Mozenp TeKyImnuX U3MEPEHUH W IIOCIeI0BaTeIbHOCTh TIOMOTYT WHBECTOPaM C MPOBEACHUEM
aHaJIN3a, MO3BOJISSI UM HAMHOTO TIPOIIE CPABHUBATH JOXOAHOCTH CTPAaXOBBIX KOMIaHUH. [IoBBIIIEHHE TPO3PAYHOCTH
HH(POPMAIIUK O PEHTA0CIBLHOCTH OHM3HECa IacT BO3MOXKHOCTH IOJH30BATEIISIM OLICHHUBATh (DUHAHCOBYIO YCTOHYH-
BOCTB CTPAaxOBbIX KOMIIAaHHUH. Pa3ienpHoe npe/icTaBiIeHue pe3ysIbTaToB Mo aHIeppaiiTHHIOBOW AesTeIbHOCTH U (u-
HAHCOBBIX PE3YJIBTaTOB 00eCTIeUnT OOMBIIYIO TPO3PAYHOCTh B OTHOIICHUH MCTOYHUKOB IPUOBUIN U KaueCTBEHHBIX
XapaKTePUCTHUK OTYCTHOW MpUOBLTH. bojiee BhICOKasi COIOCTaBUMOCTh OTUETHBIX JAHHBIX MOTJIA ObI CTUMYIHUPOBATH
POCT aKTUBHOCTH B cepe CAUSIHUHN U IPHOOPETEHNH, IOAHATH YPOBEHb KOHKYPEHITUH 32 HHBECTUIIMOHHBIN KaTuTal
¥ TIOMOYb 3aBOCBATH JIOBEPHE WHBECTOPOB. 1711 MHOTHX CTPaxXOBBIX KOMITAHHUH 3a7a4a YCIOKHIETCS CIlle U TeM, 9TO
BpeMCHHOi/'I TOPU3O0HT, HA KOTOpLIﬁ 3aKJII0Yar0TCA JOTOBOPHI CTPaXOBaHUs, ABJIACTCA BECbMa UIMTECIbHBIM, @ CUCTC-
MBI, KOTOpbIE MHOTHE KOMITAHHHU BCE €IIe UCIIOJB3YIOT, SIBJISTIOTCS] HECKOJIBKO YCTAPEBIINMH.

KoroueBnie cioBa: TCKyILIasi OLCHKaA, MOZ[I/I(I)I/IKaLII/IH, CEpBHCHAsA Mapika, (1)I/IHaHCOBa$I OTYCTHOCTb, CTPAXOBad
KOMIIaHWs1, THBECTOPHI, aHAJIN3, TOTOBOP CTpaXOBaHUA.
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