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IFRS 17...we made it!
What have we learnt from
reporting to date?

Presentation speakers:
Anthony Coughlan & Kamran Foroughi,
IFOA Financial Reporting Group

Also on panel:
Richard Olswang & Tony Silverman,
IFOA Financial Reporting Group




How are IFRS 17 implementations going?

Observations from UK HY23 disclosures

Lesson learnt, expectations for FY23 and looking ahead

Analysts’ views

Panel discussion

Appendix - Comparison of selected HY23 disclosures & IFRS 17 metrics

Please note:

The views expressed in this session are those of the authors and do not necessarily reflect the views of their
employers or the IFOA / its Financial Reporting Group.

The panel discussion will be held under the Chatham House rule: participants are free to use the information,
but neither the identity nor the affiliation of the speakers or any other participants may be revealed.
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2023 WTW Global IFRS 17 Survey - Key Findings

S .
@é Global programme cost estimate USD 21-27bn

ﬁ& 2023 reporters publishing, with much still to do

@ BAU challenges for 2023 reporters

;@ Understanding & explaining results difficult
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What a journey to 2023 !

Aoril 97- 2001: March 04: Oct 08 to Feb 14: Period of 2018-19: 2019: IASB Nov 21: 16 May 22:
IASpC star'ts IASB IFRS 4 issued IASB & FASB attempted IASB TR&; Amend to EU endorse UK endorse
DSOP (from 1 Jan 05) convergence IFRS 17 ED (one change) (no change)

1099: IASC | | 2002: 1ASB 2007: 1ASB | | 2010: 1AsB | | 2013 IASB [ 12016: 1ASB | May 17: Ui 20 Dec 21: IASB
: o . . Limited Re- Amend IFRS 17 I\ RISSSIVA | Amend IFRS 17
Issues split project into Discussion Exposure . _
Paper 2 phases Paper Draft Exposure IFRS 4 for | |issued (from1 issued (from 1 for IFRS 9
Draft IFRS 9 Jan 21) Jan 23) comparatives
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Overall observations

Statement that no impact expected on strategy, solvency, cash or dividends

Extended reporting timeline at HY23

Different levels of IFRS 17 disclosure at HY23 (as expected)

Challenge to compare/contrast the impact on transition to IFRS 17

Some divergence in assessing in-period IFRS performance

Focus on CSM growth in-period is common

Adjusting IFRS equity is common

Y
Some differences in IFRS 17/9 methodology ,?%B&% gn:éit#atg )
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What was the impact on adopting IFRS 177

Change in equity at transition (£bn)? % of net CSM at transition by method

EFRA "MRA " FVA

2 100%
-2 I 50%
) I I
-6 0% . [
L&G Just Aviva Rothesay M&G PIC Phoenix L&G Just Aviva Rothesay M&G Phoenix*
Adjusted equity at FY22 (£bn)? Risk adjustment calibration
15 .
“Equity = CSM (net) Insurer ‘1 year’ view ‘To ultimate’ view
L&G 85th Not disclosed
Just c.ooth 70th

Aviva 85-90th c.70th
Rothesay >9Qth c.65t

M&G 75th Not disclosed I
PIC 85t Not disclosed %SB‘S Institute
Phoenix goth Not disclosed [/ JEM\ and Faculty
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Just Aviva Rothesay M&G PIC Phoenix s of Actuaries

Source: Analysis and interpretation of selected life insurer disclosures at HY23 including earlier public announcements. Performed without validation by insurers.

24 November 2023 * Actual is 58% (FRA) & 42% (FVA). However, in the chart (and as presented by Phoenix) amounts relating to ReAssure acquired in 2020 and fair valued at that date are presented as FVA (rather than FRA). 7
1From HY23 interim disclosures and includes all business written but excludes any IFRS 9 impact.
2From HY23 interim and earlier public announcements.



Annuity observations

Assets: Classification & new business

- Amortised cost/OCI assets to match the CSM:

- L&G: Reclassified cE5bn of assets on adoption (1
January 2022).

- Just: Purchased c£2bn of gilts in 2023.

- Using a target asset mix for NB POS CSM is common
together with a subsequent period of deployment.

CSM release

Consistency across in-period payment service.

*  Where disclosed, differing approaches to weight
services for deferred annuities (e.g. ‘target’ CSM,
‘equivalent service’ etc.).

*  Amortisation rate will depend on various factors (e.g.:
approach, age, mix etc.).

Extent of investment impacts & ‘mismatches’

Extent of impact on IFRS-investment P&L depends on
hedging strategy (e.g., Solvency Il vs. IFRS vs mix).

Low locked-in rates (vs. current rates) results in a
counter-intuitive P&L ‘mismatch’ (e.g., for changes in
longevity).

Other notably points

Mixed approaches to expense cash flows.

- Where stated, the transfer to buy-out is treated as a
continuation and not a derecognition.

- Some undertook a capital reorganisation for
subsidiaries while one will revert to UK GAAP.

Y
ASA

%H
v Institute
and Faculty

of Actuaries

Source: Analysis and interpretation of selected life insurer disclosures at HY23 including earlier public announcements. Performed without validation by insurers.
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With-profits & unit linked observations

Classification & options With-profit approaches

« WP and UL typically stated to be VFA eligible, but Aviva All insurers recognised equity at transition.
note that certain GAO products are not. + Difference in open vs closed fund treatment (e.g.,

* Hybrid classification change so unit linked component underlying items, variable fee, treatment of the estate
is in IFRS 17 (e.g., LBG: c£4bn & Phoenix: c£5bn as at (s/h’s vs. current/future p/h’s) & mutualisation).
1 January 22). * llliquidity premium typically c.75% of market premium.

CSM release

+ Investment service typically based on asset shares &
unit funds.

« Contrasts with continental Europe where an additional
‘real world’ service identified; and in Asia where the
service is noted to be ‘constant over time’.

Other notably points

« Mixed take-up of the risk mitigation option (e.g., Aviva &
LBG for certain risks; while M&G & Phoenix did not).

- Depending on relative size of CSM at transition, loss
components could exist (one insurer).
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FRC Thematic Review of IFRS 17 disclosures
15 November 2023

“Overall, we were pleased with the quality ... however we did identify areas for improvement and believe almost all companies within our

sample [of 10] could make improvements ...”

Review focused on the adequacy of disclosures & not Areas of ‘omission’ included:

reasonableness of assumptions/ methods, across: . o ) .
Transition: “While it was clear which transitional approach had been used & why,

< Transition quantitative information was not always provided to fully explain the impact ...”
+Accounting policies, judgements & estimates and “Nearly all the companies that applied the FV approach on transition did not
+  Measurement: cash flows, discounts rate, RA & CSM explain the key judgements, assumptions & valuation inputs ...”

+ VFA & PAA eligibility _ . : . o

. IFRS 9 Granularity: “... we recognise that the disclosure requirements for interim ... are

not as detailed or prescriptive as those for [full year], the lack of disaggregation

- Alternative Performance Measures (APMs) etc. X
meant that the full extent of the impact of IFRS 17 was not always clear.”

Over 50 findings classified as follows: APMs: “Several companies ... did not explain how the use of APMs had changed

® A good quality application that we want other companies to [on adoption] or disclose the impact on the value of APMs, or on trends ...”

ider wh ing their | rts. « : : . .
COnSICEr When preparing their anfital reports Tax: “Most .. did not explain the tax impact of the adoption of IFRS 17. ... Where
Opportunities for improvement by companies to move them the effect is material, we expect companies to adequately explain the key drivers
towards better practice. impacting the current and deferred tax balances.”

An omission of required disclosure or other issue. We want )
companies to avoid such issues in their annual reports. Institute
_ _ and Faculty
Further thematic to be performed on FY23 disclosures. of Actuaries

24 November 2023 Source: https://media.frc.org.uk/documents/IFRS 17 Insurance Contracts_Interim_Disclosures_in_the First Year of Application.pdf 10
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Lessons learnt, expectations for FY23 & looking ahead

What happened? What are the ‘optimisation’ priorities?

« Complete transition to BAU

* Secure WDT

+ Strengthen controls

 Transition to end-state

+ Address technology & data deficit

 Drive insights

* But change fatigue, cost, loss of knowledge ...

What are the expectations for FY23? What are the future development?

* Full IFRS 17 disclosures (incl. FRC themes) Global convergence (IFRS/EU-IFRS/US GAAP)
+ Subsidiary IFRS reporting (where applicable) IASB IFRS 17 PIR (2025-26)

* Increased understanding of results? UKEB to conclude IFRS 17 review by 1 Jan 28
+ Period of stability or increased alignment? Future of UK GAAP — timing of review tbc %n
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+ Hard work across multiple periods!
Underestimated complexity, scale & cost?
Tactical solutions & manual workarounds
Implementation simplifications

Data sourcing and flows

Audit challenge
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Analysts’ views vary considerably among themselves,
over time, and across life and non-life

“generally transparent

. (¢ inclusion of «
disclosure of new | mproves ? Steplggswz"’.d
combined ratio numbers” better mapping of ( :S M visibility of rom
assets and liabilities
analysis of the various drivers eammgs “VFA approach brings a clearer
for the difference New Business

understanding of the value from
(impact of risk adjustment)

CSM disclosures

participating business”
new ratios
im o act of and metrics ‘Level of details market-linked
in the disclosures volatility
d|SCOU nti ng ‘most companies stil comparability New Business CSM
“a step away from how stru g g l In g to is more difficult now amortisation
s manage the articulate now “hard to tell if CSM on

“a bit too some elements will evolve transition’is o
complex” under IFRS17” conservative or not \ggalua;g ESr?wllIJZ?st,l?SKc;f
impacts non-life

impacts both
Source: WTW Pulse Survey of insurance analysts on IFRS 17 disclosures (June 2023)

impacts life
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Panel discussion

Held under the Chatham House rule:
participants are free to use the
Information, but neither the identity nor
the affiliation of the speakers or any
other participants may be revealed.
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Comparison of selected HY23
disclosures & IFRS 17 metrics




What was disclosed at HY23?

Mixed levels of disclosure as expected and comparability a challenge, more to come at FY23 ...

Component L&G Just Aviva Rothesay M&G PIC Phoenix
Date of release 15 Aug 15 Aug 16 Aug 19 Sept 20 Sept 27 Sept 18 & 28 Sept
New accounting pols v v v v v Some v
New significant . Some v v v v Some v
judgements & estimates
Restate by balance i ; . .
sheet line item X (equity walk) 4 4 X (equity walk) 4 X (equity walk) X (equity walk)
Transition approach v v v v v v v
Transition: Fair value
assumps. & sensitivities X v SIS X v X X
Income statement notes Some v Some v Some Some Some
Analysis of change
(BEL / RA / GSM) CSM only v v v v X v

. . . T/D credit, Spread added T/D credit . Spread added to
Discount rate (current) T/D credit T/D credit B/U LQP not explicit 10 risk-free & B/U LQP T/D credit risk-free
Discount rate (lock-in) X v X X X X X
CSM release X X X v v X X
Sensitivities X v X v X X X

i ey
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Source: Analysis and interpretation of selected life insurer disclosures at HY23 including earlier public announcements. Performed without validation by insurers.
24 Novem ber 2023 Key: g/r = gross & reinsurance; T/D credit = Top-down credit allowance; and BU LQP = Bottom-up illiquidity premium 16



What IFRS-related metrics are used?

» Solvency Il based metrics unchanged by IFRS 17
» Two views on IFRS-performance metrics, but consistency on CSM within adjusted equity
* No metrics linked to the new concept of IFRS 17 insurance revenue

Metric L&G Just Aviva Rothesay M&G [ Phoenix
. . . Underlying OP . Adjusted OP . Adjusted OP .

Operating profit Adjusted OP (exc. CSM) Group Adj. OP (exc. CSM) Adjusted OP (exc. CSM) Adjusted OP

Other performance None v v _ None None v None

metric(s) ; : g (Group Operating i .

(Adj. OP & Adj. Profit) Value Add) (Underlying profit)

Adjusted equity v v v v v (plus net of p/h v V1

includes CSM net of tax amounts)

Return on equity v v v X X X X

Stock of future profit CSM + RA X CSM + RA X X X X

New business value IFRS CSM + RA IFRS CSM (primarily) Solvency Il based IFRS CSM Flows based onl NB component Solvency Il &

(NBV) (net of reins.) (net of reins.) only (net of reins.) y of Adjusted OP flow based

IFRS profit v v v v v v v
Instuute
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Source: Analysis and interpretation of selected life insurer disclosures at HY23 including earlier public announcements. Performed without validation by insurers.
24 N ovem ber 2023 1 For the purposes of the “Fitch leverage ratio”, the policyholders share of the estate ( “including a management haircut for prudence”) is also treated as equity 17



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.
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