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Today’s agenda

Conor: IASB viewpoint

Patrick: The basic principles of the new
IFRS 17 standard

Brendan: Key changes in financial
statements presentation and disclosure
requirements (relative to current practice)

Tze Ping: Insights on how insurance
companies may publically report their
financial results in the future, including
likely impact on KPIs and value drivers
under IFRS 17

Martyn: Key implementation challenges
and opportunities for insurers operating in
the Asia-Pacific region
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JASB viewpoint
Conor Geraghty, IASB Practice Fellow

What has been the reaction of the insurance industry and
Investors to the release of the new standard?

What are the most contentious and/or difficult items for
Insurers to implement?

What can we expect going forward from the IASB and
other influential advisory groups like EFRAG?
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Polling Question 1

Now that the standard has
been issued, when do you
Intend to start implementation
activities?

Already started

In the next 3 months

By the end of this year (2017) (}}
Next year (2018)

Later

Does not apply
(EY, faculty, other)

nTmoow>
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IFRS 17 and IFRS 9 timelines

3 No Predomln'ar']t. insurance > ves
x activities?
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| First IFRS 9 annual Deferral
L financial statements!
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— | I I IFRS 17 11 IFRS17&IFRS9
2 9 1 IFRS 17 I | start of comparative |1 effective date I
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IFRS is an important pillar of the insurance
Investment proposition for investors

Investor returns

Dividends

Regulatory
solvency
Capital
generation

IFRS
earnings
per share/
Combined

ratios

Holding
company

IFRS pay-

out ratio

IFRS book
value per
share

IFRS return
on equity

EV
VNB
Own Funds
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Current practice Forthcoming practice

Mix of different local
Generally Accepted
Accounting Principles
(GAAPS)

Limited comparability
between insurers and
inconsistency with other
industries

Limited use for steering the
business and understanding
the sources of profit

Some key metrics based on
IFRS (e.g., RoE and pay-out
ratios) but ...

... Significant use of
secondary metrics (e.g., EV,
VNB etc)

Why the change was necessary

Consistent accounting rules
across geographies
Current assumptions for
each reporting period

Impact likely to be most
significant for life insurance
products

Exposure approach to
recognition of profit and
revenue — as insurance or
investment services are
provided

Significant changes in
disclosures

Greater insight into sources
of profit within the business
(e.g., underwriting,
expenses, investment
return)

Key steps in transition

Operational implementation
Opportunity to make
current financial
reporting processes
more efficient
Compliance-only vs.
“catalyst for change”

Accounting decisions
Implementation
choices
Design principles
Trade-off between
operational simplicity
and optimisation

Implications for messaging

to the market place

(investor relations)

Strategic decisions
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Overview of the availlable IFRS 17
measurement models

Initial recognition > > Subsequent measurement

-

Liability for remaining coverage Liability for incurred claims

L TTTTTTT T f
General model / Premium allocation Estimates of future
Variable fee approach approach cash-flows and risk adjustment
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IFRS 17 measurement models explained

Default model in IFRS 17
Probability weighted discounted cash flows

Key features Example products

Building block : : Annuities
approach g/luaarr;r::[gzzed valuation of options and Protection
: . Long-duration non-life
(EehetE! Contractual service margin (CSM): to spread g
Model) . ) : business
recognition of profit and impact of changes
Risk adjustment
Based on the building block approach, but with
' additional features for direct participating With-profit business
Variable fee contracts o .
- Unit-linked business
approach Market volatility on shareholder share passes Variable annuity business?
through CSM vs Statement of Comprehensive y '
Income (P&L /OCI) for building block approach
: Optional approach for short-duration contracts
Premium : o _
allocation (pre-claims liability) Short-duration contract
BBA approach used to determine remaining (mostly non-life insurance)
approach -
exposure (once claim incurred)
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Polling Question 2

Will IFRS 17 bring greater
comparability between
Insurers globally?

A. Yes

No, there are too many policy
options (e.g. discount rate in
OCI/P&L, measurement model
choice for short-term contracts)

c. There was already sufficient
comparability before IFRS 17

D. No, US GAAP differences will
remain

E. No, other reason

F. Does not apply
(EY, faculty, other) 7
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Contract boundary

Definition

Cash flows are within the insurance contract boundary if they arise from substantive
rights and obligations that exist during the period in which the entity can compel the

policyholder to pay the premiums or in which the entity has a substantive obligation to
provide the policyholder with coverage or other services.

A substantive obligation to provide coverage or other services ends when:

The entity has the practical ability to reassess the risks of the particular policyholder
or of the portfolio of insurance contracts that contains the contract and, as a

result, can set a price or level of benefits that fully reflects the risk of that portfolio,
and

The pricing of the premiums for coverage up to the date when the risks are

reassessed does not take into account the risks that relate to future periods (after the
reassessment date)
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Aggregation of Contracts

ilience
ctedres

By expe : s as
to )E)ecomlng onerou

- ition -
at initial recogni -
Expected to be Oheroyg
at initig| recognition
No significant possibility of being
Onheroyg as at initig| recognition
Other €Xpecteq resilience
at injtig| rec
Portfoiio A

Ognition
Portfolio B

By annual
cohorts

_

Contracts issueq in 20X2

Contracts issueq in 20X1

Portfolio C

[ By portfolio ]

/
EY:x«
APAC IFRS 17 webcast
Page 16



Contractual service margin

A significant change to the pattern of future profit recognition

B Contractual service margin, time 0

------- + effect of new contracts added to the group

-------- + interest accreted at interest rate at date of initial recognition

_________ + /- changes to fulfilment cash flows relating to future service

i Experience adjustments arising from premiums received

=y Changes in estimates of PV of future cash flows
e Actual vs expected investment component
Bl Changes in risk adjustment

------- + / - effect of currency exchange differences

""" - allocation for the period based on coverage units
= Contractual service margin, time 1
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How presentation will change: Balance Sheet

IFRS 4 (old standard)

Assets

Reinsurance contract assets
Deferred acquisition costs
Value of business acquired
Premiums receivable

Policy loans

Liabilities

Insurance contracts liabilities
Unearned premiums

Claims payable

IFRS 17 (new standard)

Reinsurance contract assets

Insurance contract assets

Liabilities
Insurance contracts liabilities

Reinsurance contracts
liabilities

Key changes

Groups of insurance (or
reinsurance) contracts that
are in an asset position
presented separately from
groups of insurance (or
reinsurance) contracts that
are in a liability position

Acquisition cost cash
flows, premiums
receivable and unearned
premiums included in the
measurement of insurance
contract liability
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How performance reporting will change:
Statement of Comprehensive Income

Premiums

Insurance revenue

Investment income

Insurance services expense

Incurred claims and
expenses

Change in insurance
contract liabilities

Profit or loss

Incurred claims and expense

Acquisition costs

Gain/loss from reinsurance

Insurance service result

Investment income

Insurance finance expense

Net financial result

Profit or loss

Discount rate changes on
insurance liability (optional)

Total comprehensive
income

Insurance revenue
excludes investment
components

Revenue and expense
recognized as earned or
incurred

Insurance finance
expense excluded from
insurance service result
and presented (i) fully in
P/L or (ii) in P/L and OCI,
depending on accounting
policy

Written premiums
disclosed in the notes
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Implications for earnings, cash and capital

Current IFRS composed of a number of local GAAPs
Yet valuation based on 11x — 12x earnings

SRl One IFRS Anticipate greater comparability across groups (e.g., return on
equity)
Cash generation and payback periods will remain unclear

Cash and Accounting Likely mismatch between IFRS 17 (economic view) and statutory

sources of mismatch accounting (retrospective view)

dividends remains Local book value accounting often determines dividend paying

capacity
Guarantees now valued on an economic basis, but may create
Alignment with more volatility

Economic Solvency I/ Potential for IFRS to be more helpful in understanding movement

valuation Economic in Own Funds
capital Components likely to be closer and reconciliations more intuitive

Anticipate MCEV VNB will be replaced by CSM on new business
Greater Greater insight into sources of earnings within the business (for
: visibility as to group and investors)

Margins . : " :
sources of Investment margin vs expense margin vs. underwriting margin
earnings Anticipate focus on analysis of CSM change
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Specific implications: products & metrics

Short-duration contacts likely to be least impacted

Premlgm Reserves now discounted with an explicit risk adjustment
P&C allocation : : : ) :
Link between income statement and combined ratio metrics may
approach . :
be less straightforward to reconcile
Some products (e.g., protection) are unprofitable gross of
reinsurance
: Benefit Best estimate of reinsurer is lower than best estimate of primary
Reinsurance " .
recognition writer
Gross loss recognised on Day 1 benefit of reinsurance spread
over life of contract
Uncertain how ratings agencies will incorporate into their
analysis
Ratings Analysis May lead to a change in the binding constraint for capital (rating
agency principally agency vs. regulatory)
metrics IFRS based Rebasing of financial leverage metrics

Rebasing of interest coverage metrics, which are often IFRS-
rather than cash-based
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Polling Question 3

What is the main benefit that
the introduction of IFRS 17
will bring to investors...

A. More transparency about the
performance of insurers

B. A more consistent basis of
accounting and reporting

c. A more relevant accounting
model reflecting uncertainty and
current estimates

D. All of the above

E. | don’t see significant benefits

F. Does not apply (EY, faculty, etc) -
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Operational implications due to IFRS 17 —
the big picture

1. Policy

» New accounting policies/procedures
and control documentation

» IFRS 17 methodology guidance and
reporting instructions

» GL Chart of Accounts changes and
account mappings

» Assumptions setting (modeling)

» Investment policy changes (IFRS 9)

. Performance Management

Changes in Ml reports and KPI’s

Planning, budgeting and forecasting
processes need to be adjusted

VBM, scorecards and incentive schemes

Performance
Policy Management People

3. People

Training

Cross functional collaboration
(especially for Finance & Risk)

Project resourcing & budget

Managing change fatigue

4. Organization

» Roles and responsibilities between
Actuarial and Finance departments
Oraanizat » Technical Provisions Assumptions/
roanization Expert Judgement Committee
» Impact on outsourcing contracts
5. Data Data Process Technology
> Reflne_men_t, upgrading, conversion 7. Technology
and migration of (complex) actuarial .
valuation models » Core systems, investment system,
actuarial systems, pricing systems,
» New financial reporting data 6. Processes etc.
requirements (input/output - .
q (inp put) Materiality concepts/guidelines » Posting logic/engines
» Data reconciliations at different . : ;
levels Updating closing and reporting _ » General Ledger, consolidation and
processes, p_Ianmng processes, actuarial reporting systems
» Data quality, storage and archiving processes, risk management etc. ]
) » System interfaces
» Data security & controls Internal and external reporting templates N
including group reporting packages » Current system capacities &
» Data governance and master data o capabilities (agile technology)
management Internal controls and audit trall ] -
» New functionalities/features
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Key lessons learnt so far

1 IFRS17 is much more than 2 o s If you think the IFRS17 3 pmy  Don'tunderestimate the
m an accounting change, it standard is difficult, wait till amount of time it takes to
has a major impact on the —— you try to implement this in

1
1
1
i
i |31.zl find the required data to
:
1
1
1

e

1
1
1
1
1
1
1
entire organization (front-, i
i
1
-

real life! fulfil the extensive IFRS17
middle- and back-office) primary financials and
disclosure requirements
4 The biggest amount of 5 6 Important to emphasize
methodology (with

(DSP) changes — need to
make sure IT does not
become the bottleneck!

get the job done (difficult to
find people who master
both skills equally well)

structured and centrally

I 10 1 ! 1
: o Lo i
I I Follow a proven IFRS 1 000
I @@  worksits in the end-to-end i ! @ implemenptation i i | both the content and i
i Data, Systems & Process | : H i process skills needed to |
1 1 1
I 1| 1! 1
i H i prepared input templates) | i H
1 1 1
1 1 1

Communication

Language :
& Culture @ Scopln_g &
Planning

o)
1 | 1 Need to appoint a separate accounting lead (IFRS17 specialist),
' ] ’ actuarial lead (financial & business impact models), systems lead
(ERP/EPM) and conversion project lead (finance change specialist)
to jointly manage the IFRS17 conversion
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Due consideration iIs required across the
entire systems architecture

High to Medium complexity across Data, System and Processes

Source Reporting, Analytics and Visualization, Disclosure
Systems
(Policy,
Claims,
Reinsurance IFRS17 _
, Assets) calcula- Accounting . o
tion Rules Allocations Ledgers Consolidation
. engine
engine
\_ J U
' ) Planning, Budgeting, Forecasting and Ml
Actuarial [ Operational Data Store
and R|Sk igh se m|
models D :c:‘ifigzrenen?tyf dt dc?lt ty| '
Master Data Management (MDM) Medium severity and
l complexity of change, limited
additional investment
[ Governance Risk Compliance (GRC) O c
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We recommend a phased approach to manage
the timely implementation of IFRS 17

Perform impact Design desired state and Implement new
assessment develop new architecture processes and systems
"""""" N FTTTTTTTTTTTTTN
Do detailed ™ ! New accounting \ i Execute planned® >
gap analysis ‘\ I policies and proforma~ - implementation \\
\
Perform \\ : financial statements ~ i o [fve vl e s\
financi_al and \\ ! Design desired ‘\ I systems architecture \\
%S;ittlonal AN }  System landscape \\ . Perform parallel runs N
. . . -
assessments :’ . '(Ij'aﬁﬁle tlrsmzuoeselr%?'gtrlwf;?d } i Ensure wider business :,‘
, /s i aunng peratl /s I impact is managed ’
Start with S I impact assessment S - appropriately y e
resource % , i p
planning , ot i Er?asr:%g ?gggt”glpg?gung ’ i Discuss issues with /’
Educate key / i model ) > . audlr(ors/reguladtors ~
stakeholders / 1 Workshops an
P 1. Allocate people ,/* | trainings P i
___________ .', l______________--’ [ ——
2017 2018 2019 - 2020
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IFRS Insurance Accounting implementation
work plan (2017-2021)

Work stream

\

IFRS 9

IFRS 17

IFRS 9 & 17
(combined)

Ancillary
activities

Data, System
Processes (D

PMO & change

management

Q12018

2018

Q2 2018 Q3 2018 Q4 2018

H1 2019

2019

H2 2019 H1 2020 H2 2020

* * * *
1 Data £CL model Prepare 1*IFR5 IFRS 9
TaiwanIFRS 9 specification mode S(overlay) ~ Thailand IFRS disclosure FY
adoption disclosures S adoption 2018
1#draft of pro-forma
financial statements
T T T T T T T T complétedand T T T T T T T T T T T T 5= Ware Taltdarfa” =~ = ===~ ~- -~ = 77 ===~ ="
] ificati model completed
Final IFRS 17 approved specification
* Standard * * R . * * * *
published by 1ASB 1+ draft of Actuarial Piot Revised Actuarial Pilot LBU Wave 2
actuarial Pilot LBU _ actuarial Pilot implementation actuarial
Quantitative model design :jrtr;prltementatlon model design completed ;r;onfsllete{j
Iargsp:;tmem 1= version of
————————————— —cm-“metedfm——————DQWIER_SE&H——————————————————————————————————————————_———————Mdito[———-
; accounting More detailed Final FRS9 & 17 Opening B/S sign-off on
major products & L ina
Wave 1 BUs policies product-specific accounting policies 1/1/2019 needed accounting
approved by technical training L & choices approved for comparatives polices
* * Board and sent * 1=t auditor sign-off on * *Hk *
1% version of toall accounting polices _ " !
General Accounting [FRSS9&17 new SAP-GL Countries/BUs Comparative and 'prd'?tEd SO|P s Opening B/S By 20|20
techmcal_ gap analysis |n|t|_a_| desion parallel run or financia for 01/01/2020 annua
(accounting) position qn - reporting based produced report
training (1% paper specifications onlFRS2&17
rOURdY T T T T T T T T T EpprGVEd By TaPPTOeE T T T T T T T T T T T T T T T T T T T T T TS S T m oSS e S
steering Current status Revise long-term business plan, risk Approval on new
committee assessment _ policy, tax policy, product pricing, investor story
* Awareness * Discuss new investor relation communication plan Workshop for
. sessions for accounting policies & Skeleton for and remuneration policy wider users
Kick off workshop 3 their implications with financial
senior regulators & comparatives & Completed
management associated bodies KPI agreed business
___________________________ Data g = —— e M. fequirementfor _ _ _ _ _ _ _ _ _ o ______.
anal;;f;‘ * SAF K * SaPEPC
ﬁ GL/integrated
Curren * system solution IT detail SAP General ledger / Integrated
state Select requirements system budget + System Solution data model &
& * assessment Detailed system t * documentation
SP system impact vendor(s. Process flows
) Financ_ial a!sessmerﬁ: * * *  Cutoverpian
reporting Enhanced + Consolidation and reporting ~ Agree new Testing
inventory interfaces and templates, analytical and reporting plan and
T T ST T T T T TS S S SSTs—- - - T GrGgeésSTianual — C C C Valdatortgols T T T T T T ~timetatle- — — - - — Strategy — - T T T T T T T T T oo o s m o — - — e
IFRS @ & 17 training Final change
. Change & strategy and plan i
Project charter communication  approved ;izg;f::nt
X ok ok Pk kK * _ * * *
Stakeholder Detalled Revised budget Fjnal Ct“a”ge Transition Go live readiness
inventory implementati approved ‘mpac support plan assessment
on plan assessment
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Recommended next steps (in 2017)

Start your local IFRS 17&9 impact assessment project(s)
Mobilize project resources & key stakeholders

Conduct core team training (covering content & process)
Perform gap analysis (using pre-populated structured templates)

Conduct impact assessments (financial, products, systems &
processes, people)

Determine realistic implementation roadmap & budget (including IT)
Report findings to internal stakeholders (MT, Board, Group etc)
Discuss findings with external auditor and regulator(s)

Seek approval for next phase (Design)
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Questions & Answers
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Our IFRS 17 thought leadership publications

and reference tools

E-Y::" llllll A((wl'ﬂ‘h:AM
Thought leadership T
IFRS 17 Insurance Accounting Alert (May 2017) m
IFRS 17 transition considerations (May 2017) Eﬁ”ﬂ;%w
pricing
IFRS 17 Insurance contracts: Ready, set ... Implications for Hong Kong 2
insurers (March 2017) Sl
IFRS 17: Shining a light into the value of insurers? (December 2016) L. s
IFRS 17: lllustrative example of life contract without participation features '1
(June 2015) : ~ W — | 1ASB makes
: RO decislons on level of
5 g 5 aggregation and the
% s effect of discretion for
E’Rﬁf: 7 and IFRS 9 update R participating contracts
Reference tools R " consdention

Hosted WMQEYGIMU lmm March 2017

Wt et b

7 inc 2015

We regularly publish thought leadership on IFRS
17 providing valuable insights for your business.

Visit us on

to read about our latest insights and

view points. IFRS 17 Insurance

contracts:
Ready, set ...

' Implications for
Hong Kong insurers

value of Insurers?

Andiew Gallacher

.
IFRS 17: Shining a light into ti¥s5
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Our industry-leading IFRS tools & accelerators will enable
you to deliver high quality and reliable results quickly

IFRS 9 classification and

IFRS 9 impairment analyzer
measurement tool

IFRS 17 financial
impact analysis tools

IFRS 17 operational impact gap
analyzer tool

1S =Y EYes )

Building a better IFRS 9 tools for

working world Classification &
Measurement and
Impairment Analyzer

T 00 We work with FIS as the external business a IFRS 17 data model & Chart
partner in helping a major insurance company in of Accounts
{ Korea to implement IFRS 17 in Prophet system IFRS 17 tools

including Chart of
Accounts model

Build the next

generation of IFRS 17-ready COA design

based on SAP S4/HANA GL
Prophet models
structure
The first full scale IFRS 17 _‘ S/4 HANA
\ implementation with a Prophet solution \ BETA 1.0

our global IFRS 9 Other EY tools Accounting impact
and IFRS 17 developed for IFRS 9 accelerator
500 + professionals involved globally technical support and IFRS 17 EY IFRS 9 progress
network analyzer
O<7] P A S ——
[ I
Wjé% % H &
N @D ‘ :
Highly diversified cross-service line sub-groups . ) EY IFR .
ghly group Link to EY’s - S0 data SPPI checklist EY IFRS 17 training
lobal IFRS EY IFRS 9 training model checklist Tatenals
i IS globa materials and questionnaire
% Audit & Tax ‘3 Financial Accounting Advisory technical . . -
) ) ) panel o ples =
Q Performance Improvement V Actuarial & Risk Advisory - e —
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Contact us

Martyn van Wensveen

Ernst & Young Advisory Services Sdn Bhd (Malaysia)
Direct Tel: +60 3 7495 8632

Email: Martyn.van.Wensveen@my.ey.com

Brendan Counsell

Ernst & Young Partnership (Australia)
Direct Tel: +61 2 9276 9040

Email: Brendan.Counsell@au.ey.com

Patrick Menard

Ernst & Young LLP (Singapore)

Direct Tel: +65 6309 8978

Email: Patrick.Menard@sg.ey.com

Tze Ping Chng

Ernst & Young Advisory Services Limited (Hong Kong)
Direct Tel: +852 2849 9200

Email: Tze-Ping.Chng@hk.ey.com
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About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we deliver
help build trust and confidence in the capital markets and in
economies the world over. We develop outstanding leaders
who team to deliver on our promises to all of our stakeholders.
In so doing, we play a critical role in building a better working
world for our people, for our clients and for our communities.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
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