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Agenda

• Overview of measurement models

• Eligibility Criteria 

• Key considerations around eligibility criteria

• Close look at the models to understand sources of 

difference

• Case study
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Overview of measurement models
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PAA measurement in detail
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Case for PAA

• Liability for remaining coverage is simpler and is similar to the 

current UPR approach

– No need to set and maintain CSM over term of the contract

– Allows practical expedients

• Time value of money

• Expense acquisition cash flow

• Onerous contract test is simpler

– the entity shall assume no contracts in the portfolio are onerous 

at initial recognition

– Unless fact and circumstances indicate otherwise

• Lesser disclosure requirement 

• Consistency
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PAA eligibility test
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Do all contract 

under group have 

coverage less than 

one year?

Does entity reasonably expects 

the LRC under the PAA would 

not differ materially from the 

GMM?

GMM

• Need to define what 

‘reasonably expects’ 

and ‘differs 

materially’ means 

for the reporting 

entity.

• May require 

modelling of future 

stresses/scenarios 

to demonstrate 

immateriality in a 

range of outcomes.

PAA
Yes

Yes

No

No

Does entity expects 

significant variability in 

fulfilment cash flow that 

would affect measurement of 

LRC during period before 

claim is incurred ? 

No

Yes

• What is the Coverage period 

• Definition of materiality

• Meaning of reasonably expects

• Significant variability in FCF



Coverage period: Contract boundary

Cash flows are within the boundary of an insurance contract if they 

arise from substantive rights and obligations that exist during the 

reporting period in which the entity:

• Can compel the policyholder to pay the premiums; or 

• In which the entity has a substantive obligation to provide the 

policyholder with services. 

A substantive obligation to provide services ends when:

• the entity has the practical ability to reassess the risks and, as a 

result, can set a price or level of benefits that fully reflects those 

risks; and

• the pricing of the premium for coverage up to the date when the risk 

are reassessed does not take into account risk related to period 

after reassessment date
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Materiality Assessment

IFRS Materiality Definition (IAS 1) -effective 1 Jan 2020

Information is material if omitting, misstating or obscuring it could 

reasonably be expected to influence the decisions that the primary 

users of general purpose financial statements make on the basis of 

those financial statements, which provide financial information about a 

specific reporting entity.

The primary users of general purpose financial reporting are 

present and potential investors, lenders and other creditors, who 

use that information to make decisions about buying, selling or holding 

equity or debt instruments, providing or settling loans or other forms of 

credit, or exercising rights to vote on, or otherwise influence, 

management’s actions that affect the use of the entity’s economic 

resources.
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Reasonably expects…

At inception

• Range of scenario of reasonable possibility of occurrence may be 

considered at the inception. 

• Reasonably expects may imply consideration should be given to the 

likelihood (probability) of occurrence of scenarios

• Reasonable Scenarios should not show a material difference of 

LFRC between PAA and GMM

Future changes

• Even though the assessment is performed at inception, consideration 

of future expected changes in the liability may need to be considered 

by the entity in making the assessment.
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Significant variability of FCF

• Following examples are provided in the standard for increase in 

volatility of fulfillment cashflow:

– the extent of future cash flows relating to any derivatives embedded in the 

contracts; and

– the length of the coverage period of the group of contracts.

• Historic variability in the ultimate claim cost could be considered, in 

such a case, definition of significance and measure of variability 

could be of importance

– Measure : e.g. standard deviation or  percentile

– Significance : relative (percentage of profit, CoV < x%, etc) or absolute (less 

than INR 5 crores) 
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Potential sources of difference
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PVCF RA CSM GMM
Opening

balance

Premium

cash flow

Acq. cost

cash flow
Interest

Acq. cost 

amort.
Revenue

Closing

balance
PAA

-20,000 11,250 8,750 0

70,565 10,585 8,214 89,364 0 100,000 -5,000 2,291 485 -7,389 90,386 90,386

65,844 9,877 7,648 83,368 90,386 0 0 2,180 485 -7,759 85,291 85,291

60,824 9,124 7,049 76,997 85,291 0 0 2,057 485 -8,149 79,684 79,684

55,494 8,324 6,417 70,235 79,684 0 0 1,921 485 -8,559 73,532 73,532

49,840 7,476 5,750 63,066 73,532 0 0 1,773 485 -8,991 66,798 66,798

43,848 6,577 5,047 55,473 66,798 0 0 1,611 485 -9,447 59,447 59,447

37,505 5,626 4,308 47,438 59,447 0 0 1,433 485 -9,927 51,439 51,439

30,797 4,620 3,529 38,945 51,439 0 0 1,240 485 -10,432 42,732 42,732

23,708 3,556 2,711 29,975 42,732 0 0 1,030 485 -10,965 33,282 33,282

16,223 2,433 1,851 20,507 33,282 0 0 803 485 -11,526 23,043 23,043

8,326 1,249 948 10,522 23,043 0 0 556 485 -12,117 11,967 11,967

0 0 0 0 11,967 0 0 289 485 -12,740 0 0

General Measurement Model - LFRC Premium Allocation Approach - LFRC

Case study : Base scenario
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Case parameters

 Premium – 100,000

 Term – 3years

 Discounted LR – 75%

 Acq. Cost – 5%

 Risk Adjustment – 15%

 Discount rate – 10%

 Premium frequency – single upfront

Average difference 2,642.6 5.4%

Maximum difference 4,001.0 13.7%

Differences on the LFRC:  PAA vs GMM

Method 1: Balance allocation



PVCF RA CSM GMM
Opening

balance

Premium

cash flow

Acq. cost

cash flow
Interest

Acq. cost 

amort.
Revenue

Closing

balance
PAA

-20,000 11,250 8,750 0

70,565 10,585 8,214 89,364 0 100,000 -5,000 2,291 485 -8,393 89,383 89,383

65,844 9,877 7,648 83,368 89,383 0 0 2,155 485 -8,620 83,402 83,402

60,824 9,124 7,049 76,997 83,402 0 0 2,011 485 -8,854 77,044 77,044

55,494 8,324 6,417 70,235 77,044 0 0 1,858 485 -9,095 70,292 70,292

49,840 7,476 5,750 63,066 70,292 0 0 1,695 485 -9,342 63,130 63,130

43,848 6,577 5,047 55,473 63,130 0 0 1,522 485 -9,597 55,541 55,541

37,505 5,626 4,308 47,438 55,541 0 0 1,339 485 -9,858 47,507 47,507

30,797 4,620 3,529 38,945 47,507 0 0 1,146 485 -10,128 39,009 39,009

23,708 3,556 2,711 29,975 39,009 0 0 941 485 -10,405 30,030 30,030

16,223 2,433 1,851 20,507 30,030 0 0 724 485 -10,690 20,549 20,549

8,326 1,249 948 10,522 20,549 0 0 496 485 -10,983 10,546 10,546

0 0 0 0 10,546 0 0 254 485 -11,285 0 0

General Measurement Model - LFRC Premium Allocation Approach - LFRC

Case study : Base scenario
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Case parameters

 Premium – 100,000

 Term – 3years

 Discounted LR – 75%

 Acq. Cost – 5%

 Risk Adjustment – 15%

 Discount rate – 10%

 Premium frequency – single upfront

Method 2: Equated allocation

Average difference 45.3 0.1%

Maximum difference 69.0 0.2%

Differences on the LFRC:  PAA vs GMM



Summarizing eligibility for PAA

• Contract boundary

• Need to set up both models 

• Agree materiality definition with auditors or users of accounts 

• Carry out LFRC calculations under different scenarios 

• May need to demonstrate similar LFRC from both models from time 

to time
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Thank You!
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