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UK life industry key questions

* Why a new standard?

Does IFRS 17 affect my firm or me?

What does my firm need to do and when?

Will IFRS 17 affect my firm’s business _
decisions? - S
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Implementation timetable as at May 2018

2017 2018 2019 2020 § 2021
Implementation
Gap analysis, assessment Dry run 2018/19/20 2021 IFRS financial statements
of options, implementation comparatives for 2020
A A —A AL
IFRS 17 Opening Q1 Full year
published balance reporting financial
sheet statements
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Have you completed an Impact Assessment?
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IFRS 17 hybrid measurement model

Deferr:al and IFRS 17
matching

I

[
General measurement model
Contractual
Service Margin
Risk Adjustment

Variable Fee

Approach
Total Timl\t-:/-I value of
one
Insurance - Fulfilment
Contract Cash Flows

Liability

Cash Flows

Premium
Allocation
Approach
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Statement of Comprehensive income

2021
Insurance contract revenue X
Insurance service expenses (x)

Insurance service result

Investment income X

Insurance finance expense

Net financial result -
Profit / Loss

Discount rate changes on

Hybrid between sources of cash flow & surplus
approaches — no premiums

Insurance contract revenue and service expenses
exclude any investment components

Insurance finance expense is excluded from insurance
service (underwriting) result

OCI discount rate option appeals to continental
Europeans

insurance liability (optional) X
Institute
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Base case
—I|FRS 4 IFRS 17
£
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Longevity stress scenario
—I|FRS 4 IFRS 17
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Base case
—|FRS 4 IFRS 17: VFA & GM
£
1 2 3 4 5 6 7 8 9 10
) ) ) Policy Year
Volatile economic scenario
—|FRS 4 —|FRS 17: GM IFRS 17:VFA
£
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Risk
adjustment

. Cashflow
Assumptions
Sales - models \
Policy ,
administration Data
Data storage

Asset extraction
Reporting &

management

—

General
ledger

Market data [Ems

management tools
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Solvency
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Solvency Il ratio

Ratio

IFRS Profits

Profit

/

100% SCRO

Time

Time

Solvency Il balance sheet
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IFRS Equity / Value
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Business challenges
IFRS 17 contains new accounting mismatches

Direct contract

losses recognised immediately

Reinsurance Under VFA if meet criteria

In-force business

Movement in derivative

CSM
Inception rate

Interest rate in
General Model

Profits deferred through CSM, but

Hedging in VFA
Profit or loss Pre-transition movements taken to CSM

Reinsurance contract held

Net cost/gain deferred through CSM
VFA not allowed

For open treaties, could include direct
contracts not yet written

Movement in hedged item

BEL, Risk Adjustment & Assets

Current rate
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IASB Transition Resource Group
* Role, membership, process and output
Topics discussed to date
6 February TRG 2 May TRG
« Separation of insurance components « Combination of insurance contracts
» Boundary of contracts with annual repricing » Risk adjustment in a group
» Boundary of reinsurance contracts held » Cash flows within the contract boundary
* Insurance acquisition cash flows paid « Boundary of reinsurance contracts held
* Insurance acquisition cash flows when using * How to determine quantity of benefits for
fair value transition identifying coverage units
» Determining quantity of benefits for identifying
coverage units
‘71%& Institute
and Faculty
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European
Commission

Council of European
Advice by Vote Scrutiny Scrutiny
end of 2018 (6 months) (3 months) (3 months)

Endorsement likely by end 2019

EFRAG activities: outreach, case studies and economic study

8 May 2018
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Relevance | Reliability

Comparability § Understandability

Impact on stakeholders
Cost/benefit

Financial stability

Economic development

Competitiveness

8 May 2018
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Detailed field test case study with c.11 E.U. firms, due 15 June

Detailed case study contents

« Existing business profit under various scenarios |+ Impact of IFRS 17 on pricing
* Projection of liabilities to 2020 (including NB) * Impact of IFRS 17 on non-GAAP measures
» Approach to transition and its impact » Economic and accounting mismatches

 Other technical issues: unbundling, aggregation, |+ Cost benefit assessment
VFA, hedge accounting

Simplified version open to all, due 31 May

Respond to EFRAG’s draft endorsement advice, due this Autumn

Institute

5/3/2018

and Faculty
of Actuaries
8 May 2018 17
UK subject to EU
endorsed IFRS
IFRS 4 continues outcomes
process
Transitional period Institute
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Other entities can choose between IFRS and UK GAAP

FRC: “UK GAAP change will not be considered until years after IFRS 17 implemented”

Implications of IFRS on local entities

Tax Distributable profits

+ Computation ‘ Retained earnings constraint ‘

» Transition
+ What profit will be taxed?

+ IFRS/UK GAAP timing
differences

* Impact on capital
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What is our Actuarial Profession doing?

International Actuarial Association participation

UK FRG and Working Group support
— Comments on draft ISAP 4 & IANs

CPD events / roadmap

Past material, in particular (for Life):
— November 2017 Life Conference

— July & September 2017 Staple Inn seminars

— 2011 Staple Inn paper critiquing 2010 ED

— 2013 published IFoA response to 2013 ED %%;% Institute
ép\ and Faculty
— Life Conference presentations 2010-2016 =daasd | of Actuaries
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Questions

The views expressed in this presentation are those of invited contributors and not necessarily those of the IFoA. The IFoA do not endorse any of the views
stated, nor any claims or representations made in this presentation and accept no responsibility or liability to any person for loss or damage suffered as a
consequence of their placing reliance upon any view, claim or representation made in this presentation.

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this presentation be
reproduced without the written permission of the IFoA.
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