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1997
2021

« IFRS 9 - some insurers will use deferral option till 1 January 2021 based on IFRS 4 amendments

IFRS 15 is effective 1 January 2018, IFRS 16 is effective 1 January 2019

Investment (.g. unit linked investment) are in scope of IFRS 9/ IAS 39
EU endorsement may take more than 2.5 years

+ FASB decided to only make targeted amendmentsto US GAAP ot
« Not confirmedif, how and when IFRS 17 would be incorporated for UK GAAP reporters of Actuaries

Variety of treatments depending on tyj
of contract and company

Estimates for long-duration contracts not
]

Discount rate based on estimates dc
not reflect economic ris|

s prepared by IFRS Foundaton

som¢

Little information on economic value of
embedded options and guarante ey
S Actuan

of short duration contracts of long duration

More granular calculation

Potentially more onerous contracts

Less income statement matching for reinsurance contracts
Balance sheet and income statement presentation
Consolidation accounting

+ Discounting of incurred claimsiability | +  Pattern of profit recognition for new contracts
Past business combinationsof long |+ Smoothed effect of future assumption changes
tail contracts + Revenue not equal to premiums

+ Explicitrisk adjustment Effect on transition for existing contracts
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General model m allocation appr
(PAA)

Variable fee appr

Why is it Defaultmodel for allinsurance | 1o o or shor erm contracts
needed? contracts
with ltte variabiity
Expected types + Long-term and whole lite
of contracts insurance, protection business
- Certain annuities + Generalinsurance
+ US style universal life + Shorttermlife and certain
- Reinsurance written group contracts
+ Certain general insurance
contracts
y
Mandatory Mandatory Optional

~ Release of contractual
Contractual Secemargin

service

£g margin
85 ’
o Experience
Risk adjustments ©
Unlock CSM adjustment
using day 1 rates . e—
adjustment @
Probability
1. Objective

Top-down approach:
art at portioko level (simir risks.

managed together)

year apart

To deal with participating business
where payments to policyholders are
linked to underlying items like assets

+ Unit-linked contracts, US variable
annuities and equity index-inked
contracts,
+ Continental European 90/10
contract
« UK with profits contracts

Mandatory
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 Accounting policy choice: Profit
orloss; or spk between profitor
loss and otfer comprenersive

an choose o disagy

egate
Profit or loss hange i risk adstment for non

inancial and fisancial risk,

(insurance service @ Adust the contactal senvice

margi i reated to fuire period
premiums.
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Anumber of exceptions for
the level of aggregationgn
transition are available.

quantity of the benefits and expected cf
nice! ment vith

o discretionary
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General model PAA PAA and undiscounted
incurred claims.

IFRSIGAAP

throughout

tractual service

Risk adjustment s

£
& acquisition co

unearned

coverage (unexpired risk)

32 Risk adjustment

L2 1o discounting is requred i casn
2 id within oe yea.

ZE Institute

S8 and F:

of Actuaries

Participates in a clearly
identified pool of underlying

items

Pay policyholder
substantial share of the
fair value returns

Allother participating contracts are measured using

the General Model
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1. Change in the obligation to pay
the policyholder an amount equal to
the fair value of the underlying items

Risk mitigation
2. Changes in entity's share of fair solution for VFA
value of (all) underlying items

3. Effects on fulfiment cash flows of 9 No effectin general model
changes in financial isks not arising
from the underlying items such s
minimum return guarantee:

@ VEA - current discount rates; general
model - locked-in discount rates.

=
g
£
@
5]
=
57
&
El
g

4. Other changes in estimates of the.
fulfilmentcash flows relating to
future services @)
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Transition
Approaches

(a) Amounts are not determinable:
(6) Requires assumplions about past
intent (hindsigh)

+ Have to apply urless
impracicable or cannot
identiy groups
retrospeciively

+ Requires day 1 data and
assumptions and ful istory
o date of ransiton.

() Requires significant past estimates
(hindsight)

It impracticable

+ As close 10 retrospecive " Comparison of fulfiment value (o
fairvaloe'

+ Experience of fairvalve
assessments from acaisition

+ Alstof avalable simpifications
when information is not avalabe.

+ Differentviews of the size of CSM
and hence fuure profits

of Actuaries
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Impacts for general insurers?

Helen Cooper, Hiscox

11 July 2017
WG RN

Key areas of the standard

Simplified
approach

Risk
adjustment

Best estimate Discounting

(PAA) cash flows

Level of
aggregation

onerous

contracts

Contractual
service margin
(BBA only)

Reinsurance
measurement

Acquired Presentation
portfolios and disclosure UESHE e
i sty
Tkt
w2007 s
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Simplified Objective:
approach (PAA) Practical expedient for short-term contracts

- Expected to be adopted for the majority of general

| lyto
inwards and outwards) contracts, but they will need to
insurance contracts

be assessed separately
+ However for those contracts with a coverage
period greater than 12 months;
Need to consider contract boundaries, and
when insurer has practical ability to reassess
and reprice the risk.

I at inception, reasonably

fatincepton the coverage ‘expect that measurement
period s ane year or less ‘would not differ materially
from applying the BBA

~ Mulii year policies such as construction,
Not met if expect significant variability in the fufiment cash retrospective reinsurances (LPTs / ADCs),
flous before & clai d risk attaching reinsurance, extended warranty
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Key areas of the standard

Simplified
approach

Best estimate Risk
cash flows 2coining adjustment

Level of
. Contractual
aggregation service margin

onerous
contracts (@A)

Reinsurance
measurement

Acquired Presentation
portfolios and disclosure

Transition
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Objective:
Compensation the insurer requires to make it indifferent between the present
value of the uncertain cash flows and the present value of certain cash flows

Risk Adjustment

No prescribed approach

Risk adjustment required on a gross and reinsurance basis
separately

Re-measured at each reporting period

Allows for effect of diversification between portfolios within a
reporting entity

Possible methods...?

Regardless of the method chosen, a confidence level equivalent
must be calculated and disclosed (i.e. VaR percentile)
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Key areas of the standard

Risk *

adjustment

2;';?325? Best estimate
(PAA) cash flows

Discounting

Level of
aggregation

onerous

contracts

Contractual
service margin
(BBA only)

Reinsurance

measurement

Acquired Presentation i
portfolios and disclosure Transition stte
and Facuity
oF Actuaries
11.3uy 207 19
Level of Objective:
aggregation ! Separate profitable and loss making contracts
=g Lo =161t | No CSM at end of coverage period

Step 2: Divide each portfolio into
groups:
+ contracts issued within the same 12-
month period
P « information about the contracts
fferent products lines woul resilience (considered on a gross basis)
ferent port .
’ + exemption for regulatory pricing
group not reassessed afterinception

Profitable Contracts that at inception have no Unearned profit
contracts, significant possibility of becoming recognised as liability and is
onerous subsequently if any released as insurance
services are provided

Other profitable contracts, if any

Onerous Contracts that are onerous at inception, | Aloss is recognised in P/L [ Institute

contracts. if any ) [ and Facury
of Actuaries
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Implications of IFRS 17 for life business

Richard Olswang, Prudential
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Base Scenario

1FRS 4 (UK GARP-based)

+ Fast year profi incldes release ofprofit margn i th premim,

RS 17
+ Prolis dominaied by invesment margins and release of CSM and RA.

+ Fastyear profit suppressed b ndiect acquisiion expenses.

—
Stress Scenario IFRS 4 (UK GAAP-based)
+ neasein eseresfesuts i a o when asumptons e
f—— Frs 17
et ooy e S v s ok oo chng in
Cxpeciedinescain v
- Proftin subseqventyeas decreases 8 CSM amarisaton s lover
NG e e s e —
and F
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Base Scenario
1FRS 4 UK GAAP-base0)
" Profts aqua sharshokters shr o dstutons i argely
et af h o ot whe il Bouses e
RS 17
o Underasigh e spprosch,
Volatile Scenario IFRS 4 (UK GAAP-based)
+ impectof maket movements smoothedver e (e v
Chinges namouns cbuASa o oIy
RS 17
- VEA- mpact ofmaset movemenssmootedas CSMsuriacked
forchanges il el v
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Level of aggregation

Onerousaroun
Loss recognised
immeciately

Erofitable group
Profit deferred through
csm

/Pnrlkﬂm

Examples of accounting mismatches

Direct coniract
Under VFA i meets scope critria

+ Profs deferred trough CSM
+ Losses recognised immedately

Reinsurance contract held

VFA not atoned

Nt cosugain deferred thvough CSM

PaL

Lockedin ate

Pre-transition movements taken 1o CSM
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Crin of accouns
- Consoldaion and repor
© Genera ledgers

assumprions and
grandar oupu and

Y10 meet FRS roporing

+ NewCSM sysiem

Production of Comparatives

i blance sheets and PEL

H
Kevlaspecielcd * Explaining the impact o stakeholders

IFRS 17 project &
expenditure

Transition

- iog istorc gt
+ Tomporary sysem soluion
+_Inertace v ongoig reporing process
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= IFRS 17 is a complex model resulting in significant changes to
financial reporting for life assurance business.
= IFRS 17 will be costly to implement.
= Testing to date has focused on clarity of interpretation and
operationality.
= Robust and comprehensive assessment will be needed as part of
the EU endorsement process to determine whether the new
standard results in meaningful performance reporting.
o Facuty

of Actuaries
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Long time in development

Significant amount of consultation

= 3 Public Consultation documents

= 600 comment letters,

= 900 meetings, round tables and discussion forums

Balances requirements of various stakeholders

= Considered and understood views of all stakeholders

= Develop a model that best satisfies those views

IFRSs principle based, so often require significant judgement
= Judgements develop over time

Reminder: IFRS 4 is an interim Standard

IFRS 17 introduces consistent current measurement accounting
Benefits of leveraging existing data and systems will differ from
entity to entity (early start essential)

Economics of insurance

Costs of implementation versus benefits

PAA is a simplification, but....

Economic versus accounting mismatches

Complexity

Endorsement

= Will support the ongoing endorsement process

= Willremain engaged with industry and with EFRAG

Accompanying materials to IFRS 17

= Basis for Conclusions

= lllustrative Examples

Educational material

= Webcasts introducing new Standard, focusing on specific areas

= Other education materials for investors, regulators and national-
standard setters

Active webpage
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= To provide a public forum to discuss implementation related
questions:
= Many will be judgement issues
= Benefit from just having a public discussion (socialisation)
= No intent to makes changes to standard
= Participation will be
= geographically and product diverse
= small group to facilitate proper debate
= Accountant focussed
= Wil deal with questions raised by any constituent
= Start date late this year
= Allow time for judgement to develop Institute
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Keep up to date
£ @rRsFoundaion
| ers Foundaton
[E wwwinsorg

B R Founcon

Comment on our work

€] ooifrsorgcomment
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Questions

Expressions of individual views by members of the Institute and Faculty of Actuaries
and its staff are encouraged.

The views expressed in this presentation are those of the presenter.
Instiute

and Faculty
of Actuaries
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Closing Remarks

Kamran Foroughi, Chair of the IFoA’s Financial Reporting Group
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