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INTRODUCTION
This guidance note, issued by the Insurance Commission of The Bahamas (“the Commission”) under the
authority of the Insurance Act, 2005 (Part III, Section 58) and the Insurance (General) Regulations, 2010
(Part IV, Sections 68 – 70), aligns with Insurance Core Principle (ICP)[1] 14 on Valuation. It outlines the
specific information that Appointed Actuaries must disclose in their Annual Actuarial Reports (AARs)
regarding the discount rates used to value life insurance liabilities under International Financial Reporting
Standard (IFRS) 17.

IFRS 17, effective for reporting periods starting on or after January 1, 2023, represents a significant shift in
insurance accounting. This new standard aims to establish a single, global benchmark for valuing insurance
contracts. By promoting consistency and transparency, IFRS 17 allows stakeholders to better understand
an insurer’s financial health, performance, and risk profile. Notably, it impacts how insurers determine
valuation, requiring an overhaul of their financial statements. This guidance note focuses on the
expectations for disclosing the methodologies and assumptions used by Appointed Actuaries to determine
the discount rates which ultimately influence the present value of future cash flows associated with
insurance contracts and the company’s overall financial position.

The guidance note is divided into two sections. Section 1 includes:
Section 1A: This section focuses on constructing discount rates for cash flows that do not vary with
underlying investment returns. It details the two main approaches used: top-down and bottom-up. It
outlines the specific information the Appointed Actuary must disclose for each approach, including
details on risk-free rates, illiquidity premiums, and the ultimate rate.
Section 1B: This section applies specifically to Bahamian businesses. It requires the Appointed Actuary
to compare the entity’s discount curves to reference curves provided by the regulator and explain any
discrepancies.
Section 1C: This section deals with cash flows that vary with the returns on underlying investments. It
discusses how the Appointed Actuary should reflect financial risk in the valuation and the different
methodologies that can be employed.

Section 2 is dedicated to discount rates for General Insurers. It outlines similar disclosure requirements but
with some variations specific to their business model.

PURPOSE

This guidance note aims to achieve three key objectives for the valuation of life insurance liabilities under
IFRS 17:

Promote Consistency: It establishes clear expectation for Appointed Actuaries, ensuring a consistent
application of IFRS 17 requirements when determining discount rates. This fosters a standardized
approach within the Bahamian insurance sector, facilitating easier comparison and analysis of financial
statements

1.
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[1] The Insurance Core Principles (ICPs) were issued by the International Association of Insurance Supervisors (IAIS).



SCOPE AND APPLICABILITY

This guidance note applies to all Bahamian licensed or registered insurance entities subject to
IFRS 17. This includes entities with:

Insurance contracts, including re-insurance contracts issued.
Re-insurance contracts maintained by the company.
Investment contracts with voluntary participation feature, provided that the insurer also issues
insurance contracts.

It outlines the disclosure requirements for discount rates used in measuring both Long-term and
General insurance contracts under IFRS 17. 

SECTION 1: DISCOUNT RATES FOR LIFE INSURERS

SECTION 1A: CONSTRUCTION OF DISCOUNT RATES FOR CASH FLOWS THAT DO NOT
VARY WITH UNDERLYING ITEMS

The AAR must disclose the following by country and provide the rationale and sufficient
information to support the inputs, assumptions and methodologies used:

The approach(es) used to develop the discount curve (for example top-down, bottom-up, etc.)
Whether the discount rates are expressed as spot or forward rates and the reason for the
choice of presentation.

The Appointed Actuary should disclose the discount curves by country, by currency, by liquidity
category and by spot/forward basis. Under special circumstances (such as small, run-off blocks of
business) where blocks are immaterial in size and of low risk, the ICB will consider different details
for reporting, where appropriate. Please contact the ICB for further discussion of these specific
circumstances.

Bottom-Up Approach

If the bottom-up approach is used, the AAR should disclose the following information in detail:

Risk-free rates by currency

Describe the method(s) used to construct the observable portion of the risk-free curve (use of
government bonds, etc.). Disclose the sources of information used to construct the risk-free
rates and any adjustment(s) made to the data. 
Describe the approach(es) and rationale supporting the setting of the last observable point.
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Enhance Transparency: By outlining specific disclosure requirements, it promotes
transparency in the reporting of discount rates. Stakeholders, including investors,
policyholders, and regulators, will gain a clearer understanding of the methodologies and
assumptions used to value liabilities, allowing for more informed decision-making.

Sufficient Information: It ensures Appointed Actuaries provide enough detail in their Annual
Actuarial Reports (AARs) to allow stakeholders to effectively assess the valuation of liabilities.

2.

3.
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Describe any adjustment made for sovereign credit risk.
Provide the risk-free rates by currency and year for the observable and non-observable period.
Describe the interpolation method between the last observable point and the ultimate point and provide
the rationale for the selected method.
Describe the technique(s) used to develop risk-free rates and rationale of the selection beyond the
observable period including (but not limited to): 

          I.  Timing and level of the ultimate rate as well as sources of information used to set the ultimate rate.
         II.  Definition of ultimate rate (i.e. spot versus forward rate).
        III.  Extrapolation technique from the ultimate rate.

Illiquidity Premium

List the types of products (Term, Whole Life, etc.) in each liquidity category (i.e. the most liquid, the
most illiquid, and other category(s) in between), and explain how this categorization is determined.
Describe the considerations used to assess the liquidity characteristics of insurance contracts (for
example product features, surrender value, intrinsic value, surrender cost, etc.) for each liquidity
category.
Describe the technique(s) used to derive the illiquidity premium by country and liquidity category.
If the illiquidity premium is derived from a top-down analysis describe: 

                 (a) how the portion of the asset spread that relates to illiquidity (versus credit risk) is derived. 
                 (b) the derivation of any further adjustment that is made to reflect the difference between the  
                      liquidity of the insurance contract and the asset reference portfolio. 
                 (c) the asset reference portfolio (following the disclosure requirement as described below in the 
                      Top-Down Approach section regarding reference portfolio) by country and liquidity category.

The Appointed Actuary should disclose any additional information pertinent to choices made in
implementing the Bottom-Up approach.

Top-Down Approach

If the top-down approach is used, the following information should be disclosed in detail:

For each liquidity category, describe whether the entity’s own asset mix or a hypothetical asset mix is
used as a reference portfolio, and explain why the selected reference portfolio is appropriate for the
liquidity category. Describe the types of assets that are expected to be included for each liquidity
category and explain the appropriateness of the choice.
Describe all adjustments to yield curve(s) to eliminate factors that are not relevant to the insurance
contracts (i.e. credit risk, market risk and/or other risk adjustments, etc.). Provide details of what factors
are eliminated and the methodologies for determining the adjustments by each of the following asset
classes: 

                
                (a) Government bonds
                (b) Corporate bonds
                (c) Public equity
                (d) Non-fixed income assets other than public equity (be specific of the asset classes) 
                (e) Other



Describe any further adjustments to reflect the differences in liquidity characteristics of insurance
contracts and the reference portfolio.
Describe the technique(s) used to derive the ultimate rate in the unobservable period, including the
timing and level of the ultimate rate as well as the sources of information used to set the ultimate rate
and the period from which it applies.
Describe the interpolation method between the last observable point and the ultimate point in the
unobservable period and provide the rationale for the selected method. 

The Appointed Actuary should provide any additional details that explain the choices made under the Top-
Down approach.

Ultimate Rate for Business in Bahamian Currency

The ultimate risk-free rate and the illiquidity premium used in the reference curve is 5.87% and 0.75%
respectively. The Appointed Actuary should explain any differences, compared to entity’s ultimate risk-free
rate and illiquidity premium.

SECTION 1B: COMPARE THE ENTITY’S DISCOUNT CURVES TO THE REFERENCE CURVES –
BAHAMIAN BUSINESS ONLY

The Appointed Actuary should provide the rationale if the entity’s discount curves are the same as the
reference curves for the liquid and illiquid categories.

Excluding the cash flows that vary with the returns on the underlying items, a comparison of the present
value of the estimates of future cash flows, obtained using the entity’s discount curves, to the present value
obtained when using the reference curves should be reported.
 
SECTION 1C: CONSTRUCTION OF DISCOUNT RATES FOR CASH FLOWS THAT VARY BASED ON
THE RETURNS ON UNDERLYING ITEMS

The Appointed Actuary should discuss how the financial risk is reflected in the valuation per IFRS 17
paragraph B74 (b) (i.e. whether discount rates reflect the effects of financial risk or adjust cash flows for the
effect of financial risk or some combination). 

Under IFRS 17, it is possible to separate the insurance contract cash flows between those that vary with
returns on underlying items and those that do not vary, and to use different discount rates to discount
different sets of cash flows. 

If a separation of cash flows is used, the Appointed Actuary is required to explain in detail the methodology
or methodologies used to determine the corresponding discount curves used for cash flows that vary with
returns on underlying items, including the underlying assets, and the relationship between the actual yield
rates and discount rates. 

If the cash flows being valued are not separated, the Appointed Actuary should explain what valuation
approach is used and how the discount curve is developed for discounting the cash flows.
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SECTION 2: DISCOUNT RATES FOR GENERAL INSURERS

The AAR must report the following and provide the rationale and justification for the inputs, assumptions
and methodologies used:

Describe the approach(es) used to develop the discount curve (e.g. top-down, bottom-up, etc.) and the
rationale for using the chosen approach.
The discount rates derived can either be expressed as forward rates or as spot rates. Disclose which
form is used and provide rationale for the choice.
For the effects of financial risk (IFRS 17 Paragraph B74 (b)), if applicable, an insurer can use discount
rates that reflect the effects of financial risk or adjust cash flows for the effect of financial risk or some
combinations. 

If the entity uses discount rates that reflect the effect of financial risk, describe how the discount
rates are adjusted.

a.

If the entity adjusts cash flows that reflect the effect of financial risk, elaborate and identify types of
cash flows that are impacted.

b.

Provide the total discount rates by year by liquidity category. The risk-free rates (spot rates) only need
to be provided for the bottom-up approach.
For contracts measured under the Premium Allocation Approach (hereinafter as “PAA”), the Actuary
should disclose any groups of contracts (separately for LIC and LRC) where future cash flows are not
adjusted for the time value of money and the effect of financial risk, under the following conditions: 

Future cash flows relating to LIC are expected to be paid or received in one year or less from the
date the claims are incurred, or

a.

The time between providing each part of the coverage and the related premium due date is no more
than a year for future cash flows relating to LRC.

b.

Bottom-Up Approach

If the bottom-up approach is used, provide the following information in detail:

Risk-free rates 
Describe the method(s) used to construct the observable portion of the risk-free curve (use
government bonds, etc.) Disclose the sources of information used to construct the risk-free rates
and any adjustment(s) made to the data.

a.

Describe the approach(es) and rationale supporting the length of the observable period.b.
Describe any adjustment made for sovereign credit risk.c.
Provide the risk-free rates by currency and year (if applicable).d.

Illiquidity Premium
Describe liquidity categories used to categorize insurance contracts/products and incurred claims
and the number of liquidity categories used.

a.

For Liability for Incurred Claims (LIC) and Liability for Remaining Coverage (LRC) respectively, list
the actuarial lines of business (Auto, Property, etc.) to be included in each liquidity category.

b.

Provide a rationale for the number of categories deemed necessary and sufficient.c.
Describe the considerations used to assess the liquidity characteristics of insurance contracts (e.g.
product features, exit cost, etc.).

d.

Describe the technique(s) used to derive the illiquidity premium by country and liquidity category.e.
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Replicating portfolio
Describe the types of products where a replicating portfolio would be used for valuation including
the rationale for choosing a replicating portfolio approach.

a.

Describe how the replicating portfolio is constructed – that is how the entity ensures that the
replicating portfolio (IFRS 17 Paragraph B46) has the cash flows that exactly match cash flows of
the contract liability in amount, timing, and uncertainty, for all scenarios.

b.

Describe at a high level the types of assets that are expected to be included for each replicating
portfolio, along with the rationale for decisions made.

c.

Top-Down Approach

If the top-down approach is used, provide the following information in detail:

Reference portfolio 
Describe whether the entity’s own assets or a hypothetical mix of assets or both are used and
explain rationale for choosing the particular method. If a hypothetical mix of assets is used, please
provide detail on the asset mix, types of assets used, credit rating, etc. and explain the
appropriateness of the choice.

a.

Describe the types of assets that are expected to be included for each liquidity category of a
portfolio. Explain why the selected reference portfolio is appropriate for the liquidity category.

b.

Describe any adjustments to yield curve(s) to eliminate factors that are not relevant to the
insurance contracts (i.e. credit risk, market risk and/or other risk adjustments, etc.). Provide details
of what factors are eliminated and the methodologies of determining the adjustments by each asset
class: 

c.

Government bonds
Corporate bonds
Public equity
Non-fixed income assets other than public equity (be specific of the asset classes)
Others

Describe any adjustments to reflect the differences in liquidity characteristics of insurance contracts
and the reference portfolio.

d.

Reference Curves for Liquid and Illiquid Categories

·If the reference curves are not the same as the entity’s discount curves used to calculate the present
value of the estimates of future cash flows for financial reporting purposes, the Actuary should explain
the choice and describe main factors that cause the differences.
·If the entity’s discount curves are higher than the corresponding reference curves at any duration, then
the Actuary should compare and report the present value of the estimates of future cash flows obtained
using the entity’s discount curves to the present value obtained using the reference curves.
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