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Publication of IFRS 17 is a starting gun not a finishing line

For insurance entities, two options apply:
Overlay Approach or Deferral Approach

2017 2018 2019 2020 2021
Implementation
¢ Gap analysis, assessment of options, Dry run 2018/19 2021 IFRS financial statements
implementation, modification and IFI:S 17 and publish under IFRS 17 with comparatives
testing 2018 IFRS 9 results for 2020
A ; —A A
Final IFRS 9 Dry Run Opening : Q1 reporting Full
insurance Effective balance financial
contracts sheet statements
standard : : :
published as FRS - - o RSOuSY
17 IFRS 9 or/and
IAS 39 and
IFRS 17
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Overview of IFRS 17
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IFRS17 preparation progress in the region

* Korea
» To implement IFRS in Jan 2021
» Ahead of other countries in the region due to encouragement of their Regulator
» Doing financial impact assessment
» Selected IFRS17 engine or doing software assessment now

* Singapore/Malaysia
» To implement IFRS in Jan 2021

» Most have set up IFRS task force, some have set up Actuarial/Finance
Transformation Teams

» Looking into Gap Analysis
» Working on test model to assess feasibility of their existing system
» Working/exploring automation of financial reporting processes

e Thailand
» To implement IFRS in Jan 2022
» Have/in the progress of setting up IFRS task force
» Considering Gap Analysis

» Doing IFRS17 software assessment, exploring automation of financj
processes
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More than a compliance exercise

Key challenges faced by industry and actuaries
Implementation Challenges

Getting the
numbers right

Applying judgement in a principles-based standard

Complexity of implementation within a tight timeframe

Setting-up and running complex actuarial cash-flow
Getting the numbers ontime models

Aligning processes, including increased automation

Dealing with multiple metrics
Managing the Business

Managing stakeholder expectations

Commercial Challenges
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Why to invest in technology solutions and IFRS preparation now?

Understand the financial impact

What are the potential differences prior vs after IFRS implementation, in terms of P&L and Balance Sheet?

Change in product development direction?

Single premium saving products lose their attractiveness — capital intensive, unable to recognise all profits at
inception post IFRS17 implementation

Focus on less capital intensive products, eg. ILP

N\
I 7 Profitability and EV management
Understand the profit emerging patterns for different types of products. How will EV change after IFRS177?

| Capital efficiency management
o 2

What is the appropriate level of available capital? New business strain, EV vs required capital are some good
indicators

/
Reporting efficiency enhancement (for near future consideration)
‘ & Look into data management and reporting processes

Identify the gap, refine the processes for timely and accurate financial reporting

> IFRS Gap Analysis - the exercise to discover the gaps and identify actions

» Technology Solutions - the tools to enhance reporting efficiency and help glecision makin

Embracing Challenges for Growth and Opportunities

58th Annual Convention of the Actuarial Society of the Philippines



IFRS 17 Reporting

- Calculations

- Data management

- Automation and process efficiency
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IFRS17 — key calculation components

Risk adjustment

Total
Insurance
Contract
Liability

Market-
consistent value
of cash flows
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= Explicit

= Unbiased

= Entity perspective

= Within contract boundary

Contractual Service Margin

Effectively a balancing item that eliminates day one gain
Cannot be negative except for reinsurance

Released as services are provided

Adjusted to reflect impact of changes in best estimate assumptions in respect of future service thereby

reducing profit variability

CSM discount rate “locked” at inception except for directly participating business

Modified “variable fee” approach for direct participation business

Cash Flows Time Value of Money

= Reflect liquidity
characteristics of cash flows

= Consistent with observable
market prices

= Exclude factors not relevant
to the cash flows
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Risk Adjustment

= Compensation the insurer
requires for bearing
uncertainty

= May reflect diversification
within and between portfolios

= Disclosure of confidence
level

Fulfil
cash

ment
flows




Contractual service margin roll forward

CSM Progression — General Measurement Model

CSM at start of period Experience adjustment for premium received

Changes in estimates of cash flows relating to
future service

CSM for new contracts

+

Difference between expected and actual
investment component paid in the period

_|_/_ Changes in cash flows Change in risk adjustment for future service

CSM cannot be negative/loss reversal

4+ Interest at locked in rate

+/— Currency exchange

Allocation based on coverage units

- CSM allocated to period

CSM at end of period Profit not yet recognised
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Some other areas that will require actuarial judgement

Grouping of Discount
contracts Rates

1 Contracts initially to be split into “portfolios”, \M‘

meaning contracts that are subject to similar o _ Allowance
. Elimination of credit risk and any
risks and managed together. for

other, not relevant factors

uncertainty
2 Each portfolio is then divided into E;p;-lctlt:d
three groups: S

Contracts that at initial recognition have no significant liquidity
B | possibility of becoming onerous subsequently premium
Contracts that are onerous at initial recognition Consistency with observable
Gross yield
E market prices of financial = refegence
— . . ) Liquid risk- instruments with consistent portfolio
The remaining contracts in the portfolio T G characteristics as liabilities such as
timing, currency and liquidity

3 Contracts in each group need to be

sub-divided into annual cohorts

Risk
adjustment
principle R=* Purpose of the Risk Adjustment

To reflect 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

Required to disclose equivalent confidence level
Risk adjustment set from the perspective of the insurer

Whatrisk measure to use VaR or TVaR and how to calculate
the related cost? Which percentile?

= How to accountfor and allocate diversification benefits?
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Statement of Comprehensive Income

So what happened to written premiums?

Statement of Comprehensive Income * Insurance contract revenue and service

expenses exclude any deposit

2021 components
* Revenue and expense are recognised as
Insurance contract revenue X earned or incurred
: * Insurance contract revenue represents
Insurance service expenses (X)

the transfer of promised services and

: comprises:
Insurance service result X )
* Expected claims

* Risk adjustment

* CSM
Insurance finance expense * Acquisition cash flows

Net financial result -

Investment income X

Insurance finance expense is excluded
from insurance service (underwriting)
result

Accounting policy choice to present
insurance finance expense either

Profit/Loss

Discount rate changes on insurance « fully in P&L or

liability (optional) 2t

Total comprehensive income
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g



Implementing IFRS 17 requires a holistic approach ...

PEOPLE

)

+

TOOLS

Q

+

IFRS

PROCESSES

O

TECHNICAL DECISIONS

Qﬁ
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Training

Financial impact analysis

Gap analysis

Business directions

Data requirements

Actuarial models/ reserving

Software solutions

Process automation & governance

Technical decisions




IFRS 17 will require new, slicker calculation engine and models

More granularity and complexity in B/S and P&L for Insurers

o3 At

Model Capabilities / IFRS Requirements

C?Sh flows Risk adjustment
and discount rates

Par business
Variable Fee Approach

Contractual service margin

¥

Calculation engines and reporting systems need more flexibility but also ensure robust, reliable,
repeatable and timely delivery of required figures
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Actuarial model processes need to be industrialized

= Separate models
= (Unnecessarily) complex coding ?

= Ongoing reconciliation
Liability data \
Stochastic

= Various sources
= Different responsibilities

= Different formats /
interfaces

Asset data

Deterministic
Liability model
Input

Reporting
= Various reports templates
= Spreadsheet cascades

= Manual adjustments
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Mainframe

Raw Data

Data
Transformation
& Validation

Processed
Data

e

Business
Processes

Embracing Challenges for Growth and Opportunities

58th Annual Convention of the Actuarial Society of the Philippines

Data Management - what does data process best practice look like?

Additional features

Be transparent and easy to use
Remove the black box typically associated with data
processing.

Be flexible and adaptable to business requirements

With requirements constantly evolving, having flexibility can
help simplify downstream reporting processes and adapt
more quickly.

Provide management information reporting and a strong
audit trail

Facilitate management understanding of data quality through
clean and intuitive reports. Automated audit reporting gives a
low maintenance process and helps ensure requirements are
met.
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Implement IFRS 17 content at the right place

Design and orchestrate seamless “End-to-End” process through workflow engine

Feeder \’/ $ \’/ s \‘/ Reporting systems

systems

Pricing Actual Actual Actual Cession
data claims costs premium data
— T : : : :
g, MCEV /
S 5 NBV
Input Life Cash I:Iows & g
R t - . .
Data esUiEs ETt Store - Financial
2 Reporting
0w >
D IFRS
Re- ETL = Accounts
N\ Third Party Third Party
Insura [ Calculation Tools Data -
nce Warehouse ETL N
P&C Cash Flows & ETL 9
Results
q = .
Admin IFRS / capital ... Results z Capital /
= Regulator
)
(=5
S »

— 4 4 4 4

Pricing Actual Actual Actual Cession
data claims costs premium data

S & s & & -

Embracing Challenges for Growth and Opportunities

58th Annual Convention of the Actuarial Society of the Philippines



IFRS reporting process

Using workflow software to streamline process in a controlled environment

Data Cleanse

Model File & Data —p

Store

Cashflow
Models

Data Transform

IFRS Extensions

IFRS
Inputs

Model ———p  Summarised
Output Data Results Store
Aggregation

CSM
Store

Capital Engine

\ 4

Financial Consolidation
Engine

\ 4

Reporting System

A

f

\ 4

IFRS Engine

A
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Integration, automation and governance
Workflow framework wrapping around your actuarial/financial tools

- A transformational solution that enables your company to rise _
l I 5 toa higher standard of performance in actuarial process e
management g “a
Security Governance Auditability Integration
Enterprise wide Integration across »>
access utilising user Life and Gl software
based access Centralised storage tools, in-house data-
control, with and version Logging of all warehousing
information stored management of activities and solutions and 3
in enterprise inputs, outputs, tracking of changes party applications
repositories, calculation engines for mandatory e.g. ESGs, Excel etc.
providing for and process levels of auditability
enterprise level workflows
Automated . o "
workflow Monitoring Traceability Scalability

AT T Ability to integrate

D el infcl:i(i)\\/,\ildzr;)lg\:/iﬁei‘:edm auch(:irsn;;:)n of AN IR BT
of WTW on-demand ‘>

scheduling of e .
L g notification for models, data and . .
sophisticated . . grid solutions to
necessary other information .
processes and work- - deliver scalable
management for traceability
flows for fully . . . resources to the
visibility, including (lineage of results) .
automated end-to- . . most sophisticated
. progress against key  and accountability
end processing . problems
milestones
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An example of robust technology
solutions road map
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An example of robust technology solutions road map

Business Product Business Capital Risk
Planning Pricing Valuation budgeting Valuation

IFRS17

Best of breed tools integrated into fully automated end-to-end process

Willis Towers Watson Unify Workflow Enterprise Platform

B Data Cluster —— Elils:zilhtv IRiskAgilitv
Validator Modelling Manager Model‘ller I I

Our solutions can also work in conjunction with other vendor products

Embracing Challenges for Growth and Opportunities

58th Annual Convention of the Actuarial Society of the Philippines




Questions
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