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Current situation

» Mix ofdiferent local generlly accepted
accounting. pinciples (GAAPS)

Limited comparabity between. insurers

and inconsistency with other industies

understanding sources. of proft in curent
period o expected in future. perods

> Some key metics used to infom
investors and stakeholders are based on
IFRS (€. RoE and payout raics) but
there is asignificant use of secondary
metics suchas EV
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Limited use for steeing the business and

First IFRS 9 annual
financial  statem ents

Implem entation  period

Reporting

IFRS 17
start of com par ative

IFRS 17 & IFRS 9
effective date
1Jan 2021

Forthcoming practice

> Consistent adoption across. geogaphies

» Curent assumpions for each repoting
period

> Impact likely more. significant for life
insurance  products.

> Expostre approach 1o recogrition of profit
and revenue — as insurance or investment
senices areprovided

> Significant changes  in disclosures

> Greater insight into sources of profit within
the business (eg. undenwiting, expenses,
investment. retums)
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Key transition steps
» Operational ~considerations:
» Use clear design prnciples
efficient and costeffective
implementation  approach
» Tradeoff between operational
simplicity and optimization
» Compliance vs catalyst for change
(Fnance & Risk trnsformation)
> Accounting decisions:
» Policy decision making and
implementation of choices
» Consistently applied across Group
» Communication _challenges:
> Implications for extemal messaging
» Explain straegic choices
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Separate information is provid
aboutthe investmentand
underwring performance

IFRS 17 financial statements
provide up-to-date market
consistentinformation of
financial obligations including
value ofoptions &guarantees
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Defne. the accountng  policy Measurement & actuarial modell integrated soluion
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TRG meeting was held inLondon o

Determining the
quanity of benefi
for identfying
coverage units
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The time value ofmoney is reflected
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Reinsurance

n 2 May 2018 focusing on seven agenda  items.

Determining the i e within the
adustment_for non- boundary

financial riskin a
group of enities

chal

report

Underwriing revenueand expenses
are recognized over time in a more
comparable way to other non
insurance business

Assumptions used in the valuation of
insurance contractliabilties reflectthe
characteristics ofthe insurarce
contractrather than the risk related to
assetand investmentactivites
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Transition, presentation & disclosure

Transition

09| “2) Disclosure

IFRS 917
inter actions

11 Presentation

Ivestor story
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Boundary of

reinsurance contracts
held with repricing
mechanisms

Im plem entation Reporting
our
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http://www.ifrs.org/news-and-events/calendar/2018/may/ifrs-17-transition-resource-group/
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What is participating contracts?
Contracts thathave a feature by which the enty risksand rewar the p Jin
some contracts subjectto discreion ofthe entity
Proft sharing may be based on specific assets, groups ofasses and liabiliies, the profitmade by a fund or
company or anindex

These are referred to as ‘underlying tems’
Distinciion between “direct” and “indred qracts

Only directpartcipating insurance cortracts areeligible for VFA

Example of contracts that typically with participating features:
Unitlinked contracts

Universallife contracts

Variable annuity contracts

Pariicipaing contracts

With profit contracts Institute
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. sment-relded servicecontracts’ actswith directpar ae insurnce
contracts that jceconracts inder whichan ertity pramisesan iesmentreiirn
The Board contrads ofdigation to p anamowntequalin vaueto specified
underlying items, minuisa vzriatle @e rsevice. Thafee i iohe enii fair vaieafth

[BC29]or ....is

compensatedior the servicesbya fee thatis determired by rélerence 1o the U1[B107(a)l

The al tem fy that the policyholder partcipates in a share of a
identified_pool of underlying _ items

The enity expects 1o pay 10 the policyholder an amount equal toa substantial share of the
fair value retums _on the undedying _items

A substantial proporion of any change in the expected payments are expected 1o vary with
the change in the fai value of the undetying _items

Participaiing contiacs whichdo nasatistyall 3 citeria are eferredto as indrectpaicipaing
contracts -> measured urder GM
Assessmertto be madeatinception dthe cortracts, no re-assessmertneeced (unlesscantractis

Institute
modified). Criteria for VFA 0 be assessed for eachgroupof contiacs o Fodury
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The contractual temms specify that the policyholder participates in a.shae of agleady
ientfed_cod of undeting it

No need to hold the underlying items to meet criteria 1 as long as they are clearly identified
by the contract:
Can compise any items, for example areference porfolio. of assets, the net assets of the entity, or aspecified subset of the net
assets of the enity, as long as they are cleaty identified by the
Aneniity need nothold the ideniified pool of undefying  tems (he measuement ofinsurnces  should ot depend onwhat assets the,
entity holds)
The Board decided the undedying  items do rot need to be aporfolio of financial assets. They can compise items such as the et
asses of the enlty ora subsidiay within the group. that is the reporting _entity
Contract can be implied by an entity’s customary business practice:
A contract is an agreement between two or more paries thal creales enfor ceable fights and obiigations.  Enfoceability of the ghts
and obligations  ina contract is amatter of lay
Contracts can bewiiten, oral or implied by an enfty’s customary business practices (2]
implied term s ina contact include those that are imposed by law or regulation
The praciice of establishing contracts varies across juisdictions, industies and entiies, and even within an entiy, depending on the
class of customer -,
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The contractial tems spe

fy that the policyholder  paricipates i

of underying items

Thereis no clearly identified pool of underlying items when:
Entity canchange  the Ul with retospective  effect; OR

No Ul identified even the retum is based on enfity’s overall performance and expectation, or the performance and expectations of a
subset of assets the enlity holds (An example of such aretum is a crediting rale or dividend payment sel al the end of the period 1o
which itrelates. Inthis case, the obligation tothe policyholder reflects the crediting rate or dividend amounts the entty has set, and
does ot reflect identified underying  items)

Don’t preclude entity’s discretion, however the link to the underlying items must be
enforceable
10 inparagraph B101(2) does ot preciude the existence of the enlity's discreion tovary the amounts paid o the
policyhalder. However, the link 0 the undetying items must be enforceable (see paragraph 2) (B105].

g % of paticipation is a range, “minimum of 70% of retums’, etc.
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pay o the policyholder an amount equal 10 a subsiadtial sha of the
underying  items

g)) Te ey expects
e

A % s tote paid 1o the
ih the change In fair value ofthe undedying items

The enity expects
policyholcer o
Substantial
To be inlepreted inthe context of conlacts providing investmentrelated  ser vices

Where the enity is compensated by a fee that is detemined by reference to underying. items
IFRS 17 does not contain aquantiative tveshald for ‘substanial share

Nolear market practice. has developed yet, as a working hypothesis, a ‘range’ might b applied
Within this ‘ange’, proccts would be asses based on ther specific fealures and citumstances (69, feo stuclures, profit shaiing
conditions, level o discretion)

Variability
To be assessed over the duration of the group of contiacts, and on a present value. probability-weighted  average basis
For example, a guaraniee of a minimum retum [B106] instituto
and Facuity
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Contract specifies a determinable fee:
For this 1o be the case, the contactneedsto spedy thatthe polighdderpartcipatesin ashareofa cleaty icertified
pool ofunderlyingitems. Wihoita determiratle fee, which canbe exressedasa percertageof porolio reurmsor

portiolio asset
Lelains woud the discelion ofthe enly ard in his wolld na by ihat

amountbeing equivalentio a fee[BC245(a)]

Not for reinsurance issued or held

Reinsurance cortrads issu

ard hed canrot dreatparticipation
foatires or e purposes of FRS 17 [B109

Assess the variability over the duration, and on a PV probability-weighted average basis, not
abest or worst outcome basis:

01(b) and BLOLE) (i) over thedurmtionofthe growp ofinsurarce
Contacts;ar ) ona pressityake protatil eighied verage bass, nda bestar worsoucoms Bss (6
)

paragraphs B37-838) [B107( Institute
Example on a garntee ofa mimum retum [B108] o Facuy
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[B104] The conditions in paragraph B101 ersure thatinsurance cortracts with directparticipation featuresare contracth
under which the eniify’s obligaiion to the policyholder is the netof:
the obligation to pay the policyholder an amourtequalin the fair value ofthe underlying items; and
avariable fee (see paragraphs B110-B118) thatthe entity willdeductfrom (a) in excharge for the future senice
provided by the insurance cortract, comprising
(i) the-enlity's share afthe fair value afthe underlying flems ;less
(i) fulfient cash flows hatdo notvary hased on the reurns item:
B Changes in variable fee > adjust against CSMand thereforespread over remaining coverage

Variable fee approach
Changesin the vaiiablefee are rotrecognized immediately in conprehensive income butincluded in CSM
CSMupdated for curentinterestrates ard releasedon thebasisofpassage ofime

If the insur wnderlyig. ocifor repar marketinterestrates the P&l inleRst
harge s eqialio he PRI urderying itens

Risk miigation: option to repartchanges in embeddedguarantees inP&L ifcertan criteria and documentation

requirements are met e

oF Actuaries

bt
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surement mocel a in fulfilment ca meor expense
the changes in financial variabl
GM Alchanges in dsmm[raesar\dome The interestexpense onthe corractud
financial variables arerepored service margn isexplicity acoreted using

smxememmcomprererswemcane(pmm rates atthe initial recognitionofthe contads
Ioss; or othercampretensive incame)

VFA The contracual sevicemagin isadjusted to| The interestexpensesare implicitin the
reflectthe chages inthe varizblefee, which| changesin the insurer'svariatie fee(its stere
includes somechangesin discowntratesand ofthe underlying itemsard other cash flows
other financid variables needed to fulfilthe contracts)
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(1) What is a clearly identified pool of underlying items?

The pool of underlying items cancomprise ary items, for example a reference
portfolio of assets, the netassets of the ertity, or a specified subset of the net
assets of the entity, as long as they are clearly idertified by the contract. An entity
need not hold the identified pool of underlying items because the measurement of
insurance contracts should notdepend on what assets the entity holds. The
underlying items do not need to be a portfolio of financial assets. They can
comprise items such as te net assets ofthe entity or a subsidiary within the group
that is the reporting entity.
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(2) What is the definition of “contract” and “contractual terms” when defining
the clearly identified pool of assets?

A contractis an agreementbetween two or more pariies thatcreatesenforceable rightsand obligations.
Enforceability ofthe rights and obligations in a contractis a matter oflaw. Contracts can be writen, oral or
implied by an entiy's customary business prastices Contraciual terms includeallterms in a contract, explicitar
implied. Implied terms in a contractinclude those imposed by law orregulation

There are certain features which maynotsatisfy VFAcriteria I: i) diflerentportolios of partcipating contracts
(director indirect) share the same fund with a notionallyseparated assets in the entty's generd acceunt,and
(i) the segregation ofassets are only managed internallywithoutenforceabilty or proper disclosure to the
policyholders. While “ringfenced-asse may betier meetthis criterion, there are also discussins ifthe

: "or “entiy’s framework " meetthis criterion. Advocates
argue thatcommercial communication,ie., materials presented or disdosed to the policy holders, canform part
of the enforceability and the entiy should consicer thesefactors for the assessmentofclearly identiied pool of
assets. In any case, the definiton ofthe “underlying items” should be documentedclearly, and the entty cannct
change the underlying items with retros pectiveefiects
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(3) Does “a share of a clearly identified pool of underlying items” preclude the
entity's discretion to vary the amounts paid to the policyholder?

No, but the link to the underlyingitems must be enforceable.
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(4) How to interpret the word “substantial” in VFA criteria Il and 111?

The IASB does not provide a concrete definition for the term “substantial’ as noted
in the VFA criteria Iland I1l. This is to allow entities to apply IFRS 17 for their
particular circumstances without being limited by any quartitative rules. Market
consensus may be formed with potertial help from TRG discussion. However, a
range of sharing percentages may still be expected from various juisdictions due ©
different product offerings, and comparability with the fee structures of the
investment products offered Anindividua entity needs to perform its own
assessment, and verify its conclusion with its respective auditor.
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(5) What is the “variable fee"?

A variable fee that the entity will deductin exchange for the future service provided
by the insurance contract, comprises: (i) the entity's share of the fair value ofthe
underlying items; less (i) fulfilment cash flows that do not vary based on the retuns
on underlying items. Contracts eligible for VFA shoud specify a determinable fee
which canbe expressed as a percentage of portfolio returns or assetvalues rather
than only as amonetary amourt. Without a determinable fee, the share of returns
on the underlying items the ertity retains would be ertirely at the discretion of the
entity, and this would notbe consistentwith that amount being equivalent b a fee.
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(6) Can the VFA be applied to reinsurance contract?

No. Reinsurance contracts issued and reinsurance contracts held camotbe
insurance contracts with direct participation features for the purposes of IFRS 17
[B109]. Hence, the VFA cannot be applied.
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(7) When should the VFA eligibility assessment be conducted?

In general, the assessment shoudbe conducted at inception only. Anentity shall
assess whether the conditions in paragraph B101 are metusingits expectations at
inception of the contract and shall notreassess the conditions atterwards, unless
the contract is modfied, applying paragraph 72 [B102]. T he variability over the
duration shoud be assessed, and on aPV probability-weighted average basis, not
a best or worst outcome basis [B107(b)(ii)].

04 May 2018 25

(8) Is there an option not to apply the VFA?

The IASB provides the general accounting model, and wo modificaions as known
as the VFA and the premium allocation approach (PAA) for different types of
contracts. While applying the PAA is an optional simplification when certain criteria
are met for the short term contracts, applying the VFA is not an option nor
accounting choice. The entity should apply the VFA if the VFA eligibility
assessmentis passed.

04 May 2018
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A simple 5-year investment-linked product is created to illustrate the
CSM differences between VFA and GM:

Death benefit (sum assured) = fixed 500 + account value (AV)

Maturity benefit = AV

Level annual premium = 500

2% asset management charge (AMC)

Cost of insurance charge (COI charge)

100 identical policies issued

04 May 2018 £

Projected best estimate cash flows (BECFs) for 100 policies at inception

BE projectionyear Yr1 viz Yra Yra vis Y6

No. sunival(BOY) 100 % o % 0 &

No. deathsEOY) 1 2 3 4 5

No. sunivallEOY) % o7 £ 0 9

PremumBoY) 50000 4950 850 47000 45000

Commission@OY) 5000 2475 o70

Expense(BOY) 20 198 194 188 180

Death outgoEOY) 1,000 300 6186 10638 16,667

Sunival ouigoBOY) - - - - - 240838

Net CF 43800 41150 28,153 (0833
and Faculty
SFactuaries
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ojected best estimate cash flows (BECFs) for 100 polic
BE projection’Y ear Vi1 Y2 Yr3 vra Yrs Yr6
AVEOY) 49500 %470 146814 194362
Premum@OY) 50000 2950 48500 47,000 45000
COI chargel®OY) =00) () @so0) @000) @50)
Investment income(EOY) 1490 4460 8840 1502 2876
AMC(EOY) (990) (1.960) (2.909) (3.836) (@737)
Death outgo from AV(EOY) (500) (2030) .686) (®638) (14,167)
AVEOY) 49500 98470 146814 194362 21083

Institute
and Facuity
oF Actuaries

04 May 2018 EY

04/05/2018

10



Step (1): CFs for FCF calculation

Inception vr1 iz vr3 vra s
Premmium 50000 4950 48500 47,000 45000
Commission & Expense @679 164 88) (180)
Suvival ougo - - (@40833)
Deathins componert) ©00) (.000) (1500) @000) @500
Deathnv componer) - (©00) 2030 5686) ©638) (14367
Net CF(NCF) 44,800 45827 44306 0626 34182 @57,500)
T Actuanss
04 My 2018
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Step (2): FCF calcul

Inception
BEL 200)
RA
FCF @200)
and Faculty
oF Actuaries
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Step (3): Covera
Inception vri Yr2 Yr3 yra Yrs
NoP 100 £ o7 % 0
SA 10000 15152 20619 26506 3333
Coverage unit 100,000 150000 200,000 250,000 300000

04 May 2018
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Step (4): CSMun

Inception i1 Yi2 i3 Yia Yis
CSMEOY) 3200 2913 2472 1858 1047
Interest. accretion % 133 152 146 101
Amortization (383) s74) (765) (e57) (L.148)
CSMEOY) 2913 2472 1858 1047
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£

Step (5a): Entity’s share of the fair value of the underlying items (ES of

Inception Vi Yi2 i3 Y4 Yis
BOY 18584 18084 16638 0882 4320
Paidto entity(OY) (500) -

Change inES of Ul 544 757 8% 77 a7
Paidio entilyEOY) (1.990) (3.460) (4,909 (6:336) (@737)
EOY 18084 16638 1393 o882 4320

04 May 2018
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Step (5b): FCFthat do not vary based on the return on underlying items (FCF non Ul)

Inception i1 vr2 Vi3 vra vrs
BoY 1534 10188 7218 sa87 4136 2280
Paidby enliy(BOY) ©20) g E

Change in FCF non U1 a7 ES £ 2 20
Paidby eniiy(E0Y) a1y @169 ) 180 @50
Eov 10184 7a18 5487 413 2280 g

04 May 2018
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Step (6): CSMunder VFA

Inception i1 iz i3 Yra s
csMBOY) 3200 3038 2810 238 1467
Change inES of Ul 44 757 856 i a7
Change in FCF non UL @07 @33 @ @24) @20)
Amotization (399) (653) o) 30 (1664
CSMEOY) 308 2810 2358 1467

04 May 2018
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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 inthis presentation arethose of the presenter.
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