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Objectives and overview
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Where are we now?

Proposed amendments / clarifications relevant to
P&C insurers




Where are we now?

Outreach activities and letters received - Board monitors the activities
both preparers and investors and TRG discussions

Issuance of educational material A number of amendments and minor

(podcasts, publications etc) improvements

Board agrees on criteria tO evaluate any IERS 17 effective date
potential amendments

May 2017 Oct 2018 Dec 2018 Jan 2021

Agree criteria for Discuss potential n ‘
Issuance of IFRS 17 potential amendments amendments Original effective date

I ! 1 > ’

* TRG meetings Nov 2018 Jan 2022

Proposed a one year .
Feb 2018, May 2018, Sept 2018 deferral New effective date
and Apr 2019

Next steps
End of first half of 2019: Exposure Draft of the amendments to IFRS 17
Comment period

Discussion of comments g;-; Institute
Finalisation of amendments xi and Faculty
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Current issues most relevant to P&C
Insurers

Treatment of premium receipts / receivables — LFRC and brokerage

» Reinsurance held: initial recognition for onerous contracts

+ Risk adjustment — should the effect of reinsurance be considered in
calculating the risk adjustment for contracts that have been reinsured?

+ Acquisition cashflows for renewals

« Consideration of potential investment components

O

Institute
and Faculty
of Actuaries

25 April 2019 5







* How tactical should CSM solution be?
* Adapting legacy architecture
* Workarounds translated quickly into BAU and then

* New data items
* Workarounds
* Data quality issues

IFRS17 . . . * Data previously not used
* Vendors moving on their propositions
i : ; » Data governance
'.J.O.'ﬂ Finance Transformation with IFRS17 M (S T o

LFRC (Liability for Remaining Coverage) for
PAA (Premium allocation Approach)
Onerous contract calcs

Expenses

Working Day Timetable

Risk Adjustment — how to set, allocate
Expenses — treatment of expense items What are
CSM — amortisation patterns companies
Reinsurance thinking about?
Opening balance sheet

Processes

Education, demystifying terminology

(eg Unit of Account)

* Chart of Accounts * Global vs Functional

. Disclosure requirements Reporting d OWnerShip Of assumptions

+ Dealing with multi-basis accounting * Handoffs (actuarial, accounting, FP&A,
requirements FinOps) .

* FP&A - how to run business? * Removing silos

* KPIs/discussions with Analysts * Che_m_ge Management

* Taxation ¢ Training
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Interpreting the standard for PAA

eligibility testing

s,
»

“Reasonably expects”?
What does the standard mean by
“reasonably expects”? Interpretation of
this phrase can be key in determining
RPAALIGIRINEY. .

Outwards reinsurance

Consider inwards and outwards business
separately — are there more challenges in
proving eligibility for outwards
reinsurance?

Unit of
Account/
portfolios

“Reasonably
expects”?

Outwards
Reinsurance

PAA
eligibility
Materiality

What level of difference (% or absolute)

between the BBA and PAA LFRC is
deemed material to the individual group?

What
scenarios
should we
consider?

Quantitative
analysis

Quantitative analysis

When is a quantitative approach required
when determining PAA eligibility? Is a
qualitative approach generally acceptable
under certain circumstances?

iEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEsEEsEEsEsemennnanmnnat

.

Unit of Account/ Portfolios

.How are portfolios and groups defined, given that
eligibility should be considered at the group level?

< Metrics
What metrics should be used to perform a
quantitative assessment?

Differences
for

Acquired

Business

Compare LFRCs for PAA and BBA
Models showing the LFRC under the PAA
and GMM methods will need to be
created and used in certain scenarios to
.determine PAA eligibility,

Compare
LFRCs for
PAA and
BBA

What scenarios should we consider?
Different scenarios and their effects on the PAA
vs GMM could be considered, including:
Changes in loss ratio

Changes in discount rates

Changes in duration
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Risk adjustment
Introduction

‘The compensation that the entity requires for bearing the

uncertainty about the amount and timing of the cash flows that
arises from non-financial risk.’

* No limitation on techniques or prescribed level of diversification.
» Approaches include but are not limited to:

» confidence level techniques,

» cost of capital, and

* scenario analysis.

* I[rrespective of the method used, IFRS requires disclosure of the
implied confidence level.

* Need to consider ease and speed of calculation, and
communication of approach to key stakeholders.
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Risk adjustment
Key issues and practical considerations

The IFRS 17 Standard is principles based and does not mandate a single approach for determining the risk adjustment. But (i) it will necessary that what
ever approach is used does arrive at the compensation that the entity actually requires for risk; and (ii) that whatever approach is adopted the resulting risk
adjustment is required to have the characteristics set out in B91.

As such there are some areas of uncertainty, as well as other wider practical considerations which entities will need to conclude on. These areas include:

Risk adjustment
for LFRC

business under
PAA

One year vs - No explicit time horizon over which the RA should be measured. However, IFRS 17 paragraph B87 references the risk
ultimate associated with “fulfilling a liability”. This potentially infers that an ultimate view of risk should be considered.

Adjustments required to capital model outputs including:
+ The inclusion of bound but not incepted business;

- The recognition of outwards reinsurance business; and
» Non-financial risk only

Risks and
contracts in
scope

Diversification

Allowance for

. - Interpretation of recent TRG clarifications regarding allowance for reinsurance in inwards RA
reinsurance

> A <
Disclosure / What choice of confidence level is appropriate? )
. Will the disclosed level be constant or vary over time? .
co nf'_d en Ce_ level Need to establish formal accounting policies with regards to the risk adjustment. 4 |_ty
considerations Disclosure of risk adjustment methodology. .aries
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A key change for reinsurance

“Under IFRS 17, a reinsurance contract held is accounted for as a standalone contract, independent of the
accounting for the underlying insurance contracts.

For many entities, IFRS 17 represents a significant change. Common existing practice is to account for reinsurance
contracts held using a ‘mirroring approach’, essentially matching reinsurance contract revenue, costs, assets and
liabilities to the underlying insurance contracts.

In determining the IFRS 17 approach to reinsurance, the Board took note of existing practice. However, the Board
concluded that separate accounting is necessary to truly reflect the economics of an entity’s rights and obligations
under insurance contracts it issues and reinsurance contracts it holds.”

Darrel Scott in the IASB’s “IFRS 17 - Pocket Guide on reinsurance contracts held” July 2018

‘ Increased potential for mismatching between the value placed on Rl and the value placed on

underlying contracts for IFRS 17

It is no longer as simple as just “netting down”
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Accounting for RI: Measurement under
the GMM

Net cost or gain
Present value of : : ; — IFRS 17 asset
future cash flows [RUNRISKEGIKSIRERENER g of purchasing el o ispiliy

Fulfilment cash flows CSM (for unexpired)
The fulfilment cash The risk adjustment Thereis no
flows reflect the reflects the amount unearned profit, A lot more
non-performance of risk transferred and the CSM complicated than
risk of the reinsurer to the reinsurer can either reduce measr‘g/eergﬁgt and
(should not reflect or increase the recognition today
non-performance) reinsurance held
asset*

e Assumptions consistent with those for underlying contracts
e Valuation requires estimation of volumes of future underlying business

*Except for ADC, when the cedant needs to recognise the loss immediately

4SS
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IFRS 17 requirement What we do under IFRS 4 Implementation issue

Reinsurance held asset/liability must be We present our results net of reinsurance
valued (and shown) separately

Valuation must be at a unit of account We aggregate, mixing loss making and
level which reflects the profitability of the  profitable contracts
contracts (insurance and reinsurance)

Additional requirements: Neither of these! Even under SlI, RA is
e  Risk adjustment specifically for Rl  only calculated net
e  CSM under the GMM

We don’t have the data or processes
set up to do the reinsurance calculations separately for
reinsurance held at the level of granularity required
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Examples of potential differences and
mismatches

Multiple underlying
units of account

Valuation
assumptions / bases
may differ

Underlying measured
using PAA

Day 1 profit
asymmetry

Underlying contains
investment contracts

Retroactive
reinsurance

No principle of
correspondence

Multiple underlying units of account feed fully or partially into a single reinsurance unit of account
(assuming no separation) — Wide-ranging implications

Separate treatment of inwards and outwards business means that there is no guarantee of a link
between discount rate or Risk Adjustment assumptions between outwards and the underlying
inwards business

Under GMM, potential for different reinsurance and underlying CSM amortisation profiles due to
different recognition dates, exposures, locked-in rates, coverage periods, interactions when
unlocking etc.

Risk attaching reinsurance will not automatically be eligible for PAA, even when the underlying
contracts are automatically eligible

Losses from ‘Loss’-making underlying contracts need to be recognised immediately, but any off-
setting profit from reinsurance needs to be deferred [subject to change following recent IASB
meetings]

Reinsurance in the scope of IFRS 17 could have underlying investment contracts
(e.g. unit linked pensions) that are accounted under IFRS 9/15 resulting in potentially
more significant mismatches than today

Emergence of profit / loss from gross business may be accelerated vs the corresponding retroactive
reinsurance treatment, leading to profit/loss emergence at a net level that is offset in the future

Value placed on reinsurance may be very different from the Solvency Il value
5?‘% Institute
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Reinsurance — Other areas to think about

Risk adjustment PAA eligibility Issued reinsurance Fronting/Captive Retroactive
Arrangements reinsurance

IFRS 17 Parag. 64 :
represents the amount of
risk being transferred by

* What is the role of the .
insurance company in a
fronting or captive

Exception to
reinsurance contracts held
requirements for the
measurement of the CSM at

Insurance revenue will be
reduced for the amounts
of non-distinct investment

Coverage periods may be .
longer than coverage

period of underlying

insurance

the holder of the group of
insurance contracts to the
issuer of those contracts.”

Gross less ceded equals

Insurers’ views about
eligibility are currently split

Reinsurers mostly do not

components such as:

* Profit sharing
commissions

* Reinstatement

arrangement?

* Revenue recognition
may fall under IFRS 15
if the insurer is acting as

initial recognition.

Some reinsurance
contracts cover events that

net plan to use PAA Premiums an agent have glreqdy occurr_ed but
. effect is still uncertain.
OR « Corporate captives may
be accounted for on a «  Net cost of reinsurance
* Gross less net equals .
q net basis coverage that relates to

ceded
events that occurred before

OR purchase is recognised
immediately in profit or loss
as an expense at initial
recognition.

» Ceded plus net equals
gross
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Big business decisions

Simplified measurement model (PAA)
Will all your products qualify? Even then, do you want to use it?

Systems implementation

Can you leverage your current systems? Save time, effort and costs now by integrating IFRS 17
implementation plans into existing systems upgrades

Performance measurement

New KPIs will be critical for day to day business management right through to investor communications. What
will they look like?

Financial reporting and disclosure

Greater level of detail (e.g. reconciliations and confidence level). How do you want to be seen to the market?

Actuarial, Risk and Finance Modernisation
Greater collaboration, understanding, knowledge sharing will be required. How streamlined are you?
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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.
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