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Introduction to this Slide-Set

This is an excerpt from a 2-day workshop, made up of 9 sessions covering the full scope of the IASB’s
Standard on insurance contracts (IFRS 17)

A Throughout the presentation references are made to the complementary material, but key terms
are defined were used — please see the Appendix for a full list of abbreviations used

A The Appendix also contains a full table of contents of the main seminar
A In any case, as for any excerpt, no conclusions should be drawn from this selected material

Further, any summer 2017 interpretation of IFRS 17 is necessarily at risk of being replaced by
industry standards or otherwise developing views. Please see the full disclaimer on the next page

Despite all of the disclaiming above:
A | will be happy to present the workshop material in detail on-site,
A Such in-house workshop can be tailored to your particular neds / portfolio / interested team

A The slides mainly address the actuarial perspective but have been rated extremely helpful by
finance staff as well

Please contact Stephan Otzen, at s.otzen@wort-und-zahl.de or +49 151 55 38 96 49
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An Unavoidable Disclaimer

This is (part of) a seminar about a standard that brings a fundamental change to
measurement and presentation and that was issued only recently!

Practice will evolve over time (sometimes driven by a few large players in the industry
and their auditors)

In other words, future application of the new standard is likely to differ from some of the
interpretation presented in here — and no warranty whatsoever is given regarding the
applicability of the conclusions in here.
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Agenda 4th Session: Statement of Comprehensive Income

A This 4th session will cover:

Summer
2017

Balance Sheet presentation of (re)insurance contracts

Presentation of the performance of insurance contracts in the Statement of
Comprehensive Income

Note that assets backing insurance contracts are out of the scope of this seminar and
thus are not covered

Note, that direct participation business is subject to a different model and thus
partially different presentation — it thus also covered separately in the 7t session
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Balance Sheet (Minimum Requirements)

A IFRS 17 will define only minimum requirements for presentation of (re)insurance
contracts on the “face of the balance sheet”:

The carrying amount of The carrying amount of
Groups of reinsurance Bl Groups of insurance
contracts held that are in an | M contracts that are in an asset
asset position M position

The carrying amount of B The carrying amount of
Groups of reinsurance ; N Groups of insurance
contracts held that are in a B contracts that are in a
liability position Ml liability position

A Requirements are no rocket-science, but that the insurer needs to track “migrations”
between Groups asset and liability position and vice versa

A Limited numbers of rows intentionally set for non-insurance groups
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Balance Sheet (Remarks)

No higher granularity is required, but IAS 1 provides the option for insurers to add
further lines

Possible separation considered for
A Business subject to Premium Allocation Approach (PAA — 5th session)
A Business subject to Variable Fee Approach (VFA — 6th session)
A Reinsurance issued and direct business (in line with some disclosures)

This decision is typically made at “Group Accounting” level, and actuaries need to
provide data at the required granularity

Note a potential practical difficulty: How can the asset-or-liability position be
determined for contracts with IBNR and other reserves (5th session)?

In any case, most of the complex data requirements will stem from disclosures (8th
session) and Income Statement (remainder of this session)
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Balance Sheet (Pre-Recognition CFs)

A An entity shall recognise an asset or liability for any insurance acquisition CFs relating to
a Group of issued insurance contracts that the entity pays or receives before the Group is
recognised

A CFs paid (probably the usual case: UW costs etc.) would constitute an Asset (pre-
paid expenses)

A CFs paid for expenses that are directly charged to P/L are excluded (see in particular
5th session on the option for PAA-Business)

A CFs received would constitute a Liability

A This asset or liability is derecognised (against the insurance contract liability or asset)
upon initial recognition of the respective contracts

A An entity shall include any such assets or liabilities in the carrying amount of the related
groups of insurance contracts issued

A Similar guidance applies to reinsurance contracts held (5" session)
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Statement of Comprehensive Income

A

The remainder of this section covers the contribution to the Statement of
Comprehensive Income (“SCI”) from insurance contracts only

In essence, it deals with the presentation of changes in the liability occurring between
times t and t+1

This presentation aspect was subject to much controversy, especially around these
questions:

A What is the revenue an insurer earned in a given period?

A How can operating and financial performance be presented sensibly by insurers
(and what options should entities have)?

A How should changes in estimates be recognised (and when)?
A (and yet additional questions were discussed for direct participation contracts)

The IASB’s attempt to find compromises (plus some accounting driven concepts) lead to
a model that is complex (and may be surprising for actuaries)
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Statement of Comprehensive Income — Overview

A The discussion of the overall SCI contribution is grouped into the following topics

Revenue Model differs fundamentally
from current premium and claims
models (see following slides)

(Majority of) Cash Flows + Release of
CSM and Risk Adjustment

Experience Adjustments

Fairly straight-forward model (with
some technical challenges, however)

Assumption Updates

Effects from changes in Market Factors
(i.e. discount rates and asset
dependent cash flows)
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SCI (From t to t+1)

A Technically, there is little debate about which items need to be dealt with in a current
measurement model (with the building blocks used):

Expected CFs Risk Adjustment CSM
@t @t @t

Expected inflows and Release* into profit for
outflows future coverage

Effect of Experience Release* into profit for
Adjustments past coverage

Update for future Unwind of discount for Change for future Unlocking (disc. CFs
coverage / service period coverage / service and RA)

Update for past
coverage / service

Change for past

. Accrual of interest
coverage / service

Change in interest rates

Ceded R/I only: Change

e Accrual of interest?! Release into profit
credit risk

Effect of Discounting @ Risk Adjustment CSM
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Excursion: Revenue for Insurance Contracts

A For (most) Non-Life Business in (most) accounting regimes (including US-GAAP), the
earned premium matches the services provided:

A Providing insurance coverage (incl. claims regulation)
A Administering the contract

A Inlife insurance, contracts regularly cover a broad
range of services, each with differing “profile” in time:

A Insurance coverage (often )

A Administering the contract (mostly level)

A Investment Management (often increasing) R
A Providing a Guarantee (unpredictable)
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