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arget operating model
IFRS 17 has created an opportunity to consider transforming the company’s finance target

operating model: e

Finance
Target
operating
model
(TOM)

Governance
& controls

Performance
measurement
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Helicopter view of impact of IFRS 17 on entire business

« Accounting & reporting
 Actuarial reserving
 IT and Data

Pr_oc_luct strategy * Financial planning and analysis
Pricing strategy

g Loss reserve management * Management reporting

Product development * Internal audit
Underwriting  Risk, compliance & legal

* HR, training & education

Medium

. * Distribution & sales « Claims management
M'”Or » Customer insight « Customer services
» Marketing « Dispute management
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raining & communication: Have you identified your key
stakeholders?

Direct stakeholders Indirect stakeholders

High impact

Accounting &

reporting ]
Board Cognpri)lil;?ce Marketing & Sales
NEDs, Exco
. Financial .
Capital : Claims
Planning &
Management Analvsis management

Shareholders External Y
AW auditors
Regulators business

partners

Actuarial

External stakeholders
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Finance: Day to day impact of IFRS 17

The two areas of Finance where IFRS 17 is expected to have the biggest impact on day-
to-day operations are financial reporting and actuarial reserving.

Fin.ance & Finance close
actuarial data [ working day
flows timetable

New & changes

to existing IMPACT
calculations & S~—

disclosures
\ Roles &
/ responsibilities

Process & Y
AN

controls
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Impact of IFRS 17 on the IT architecture: the big picture

IFRS 17 creates business-wide challenges and will impact across different layers of the IT
architecture as follows:

Master data
management &
Governance, risk &
compliance

Actuarial
systems &
models

Data Warehouse

Source systems:
* Policy Admin

e Claims Admin

* Reinsurance
° |nvestment ”:RS 17 CSM

engine

Consolidation,
Reporting (Financial
Statements &
Disclosures)

General Ledger & chart of
accounts & accounting
rules, posting engine & Tax

Severity & complexity of change

Medium
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Planning & budgeting under IFRS17

Are you taking IFRS 17
as an opportunity to :

@9 Reconfigure FP&A Continue with current
methodology regime

Time consuming but provides flexibility to Will need extensive
assess the impact across multiple scenarios. recorg)cmgtmn between old and
new basis

|deally consistency is preferred to make
performance more transparent
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Integration of IFRS 17 in FP&A is vital
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Tax impact (UK)

The tax issues that arise from IFRS 17 are complex.

Profit
recognition
and
measurement
ISSUes

Transition

ISsues

Commercial in confidence

Other iIssues

* Deferred tax
* OCI recognition

* Business transfers
[ Part VlIs

e Multi-jurisdiction
tax
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’ \
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What are the implications for Internal Audit?

IFRS 17 calculations require a well governed environment. An effective governance and
control framework before, during and after transition are key for IFRS 17 implementation.

IFRS 17

| Systems &
methodologies Data

Processes Project

& modelling governance: assurance:
quality, timeline,
storage & delivery,

tracking governance
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Risk & compliance: understand impact & update

©

Processes

Risk Management Risk Management  Capital management  Asset/Liability

©

Framework Oversight & compliance Management

Impact on risk Active oversight by  Impact on capital Decisions on IFRS 9

tolerance & appetite: the Risk management & and IFRS 17:

Committee: compliance duties:
. Better :
Process, policies L New requirements & Management of
and controls communication & iodi financial risk
collaboration periodic updates

;@%‘5 Institute
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Reinsurance contracts held
The following are expected to be impacted by IFRS 17 most significantly:

Understand
terms &

- ' roupings
conditions boundaries grouping

Financial
Impacts

Contract

renegotiation Modelling

Investment PAA eligibility New

processes

components testing and controls

Contract Map RI contract

Commercial in confidence
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Changes to KPIs

Commercial in confidence

Key Performance Indicators can relate to those reported in annual report or management KPIs

New KPIs
will be
created

» Various CSM-based KPIs

* Insurance service result and
margin

* Reinsurance contracts held

« More granularity

Existing
KPIs will be
Impacted

» Lossratio

» Expense ratios

« Combined operating ratio
- GWP

« ROE

* New business value

* Embedded value

It will take
time to
reach
market

consistency

* No clear view yet on what will
the IFRS 17 metrics be.

» Early engagement with various
stakeholders is needed.
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Impact on HR (executive remuneration)

Commercial in confidence

The current financial metrics used in the determination of executive remuneration may

need to be redesigned under IFRS 17

Examples of most commonly used financial KPIs in industry currently:

» Operating profit  Total Shareholder Return » Gross written premium

» Business unit profit * Return on equity « Combined ratio

Alignment of Work with finance

Consistency with
and actuarial
departments

remuneration with
performance

competitors or
peer group

Recruitment &

training plan

Institute
and Faculty
of Actuaries

?Es

16

The IFoA Conference 2022



Commercial in confidence

Underwriting: Impact on product design & pricing

Total profit is likely to remain the same, but the Standard will change the timing of
recognition of profits.

Change In
underwriting
profit

Onerous
contracts

Pricing strategy

Contract
boundary

Products with

Product design B \o|atile results
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Currently unclear whether insurers will change product design and ;%SB{\
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pricing as aresult of IFRS 17
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What should insurers be doing now?




Preparing for 2023

@ Overall project governance,
progress, project budget &
transition plan

Financial impact — on transition
and ongoing, at product & legal
entity level

Business impact — products/
channels, strategy, planning, tax,
capital, dividends, underwriting

IFRS 17 methodology: key
judgements, policy options and
assumptions

Commercial in confidence

Significant changes to
operations — IT data, systems and
processes. Opportunities to simplify
and automate processes.

Training & education — to raise
stakeholder awareness, both
internal and external

Stakeholder communication
including auditors, shareholders,
analysts
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Contacts:

Simon Sheaf

Partner, Head of General Insurance
Actuarial and Insurance Consulting

T +44 (0)20 7728 3280
M +44 (0)7792 228065
E simon.h.sheaf@uk.gt.com

Mark Wu

Senior Manager, General Insurance
Actuarial

T +44 (0)20 7728 3362
E mark.k.wu@uk.gt.com
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Bhavin Bhatt

Associate Director — IFRS 17
Accounting Lead

T +44 (0)20 7728 2327
M +44 (0)7666 03370
E bhavin.s.bhatt@uk.gt.com
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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 IFoOA.
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