'
ICAEW KNOW-HOW )i

FINANCIAL REPORTING FACULTY /l

IFRS 17 Insurance
Contracts for non-
INsurers

B

19 NOVEMBER 2020

This webinar will commence shortly ......

© ICAEW 2020



Introduction

Sally Baker
Technical manager
ICAEW

© ICAEW 2020



Today’s presenters

Satya Beekarry Rich Brown
Director Senior Manager
PWC PwC

© ICAEW 2020



Customise your screen
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Ask a question and access resources

\")%“V Faculty webinars @)
/3

Audio problems?

-
* Ensure your volume is turned on
« If you experience poor sound quality try
refreshing your page.
Q&A = [
Ask a question
Type your question into the box, then click
submit.
Submit
Download resources
Access related resources, including the
Resources ] 7 presentation slides
@ Financial Reporting Faculty
@ The New UK GAAP
@ The New UK GAAP factsheets
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Poll Question — What industry sector is most relevant to your
organisation and/or your clients?

Manufacturing Banking and finance

Insurance Technology

IFRS 17 Insurance Contracts for non-insurers November 2020
PwC 7



High-level summary of
IFRS 17 Insurance Contracts

This content is for general information purposes only, and should not be used as a substitute for consultation with professional
advisors.

© 2020 PricewaterhouseCoopers LLP. All rights reserved. PwC refers to the UK member firm, and may sometimes refer to the
PwC network. Each member firm is a separate legal entity. Please see www.pwc.com/structure for further details.



Objectives of the Standard

1

Single measurement
approach for similar
iInsurance contract
liabilities and revenue,
allowing greater
comparability amongst
insurance companies

2

Insurance contracts
measured at current
value and estimated
future payments will be
reported on a
discounted basis

3 4

Insurance revenue will
be reported on an
earned basis

Information about
different components of
current and future
profitability will

be provided

IFRS 17 Insurance Contracts for non-insurers November 2020
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Objectives of the Standard

Current IFRS/GAAP Building block approach (General Premium allocation approach
measurement model)

Unearned premiums (UPR) Contractual service margin Premium

I Syl 'ess deferred acquisition _ (less acquisition costs) received and
=13 costs (DAC) Risk adjustment unearned

= 2c

8T %

o -9 ©

5750

5 2 § Best estimate of fulfilment cash flows

I g Undiscounted Risk adjustment Risk adjustment

< § = reserves for past claims

T >00 including IBNR ) ) ] _

=0 24

585

L E Best estimate of fulfilment cash flows Best estimate of fulfilment cash flows
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Poll Question - Are you expecting IFRS 17 to have an impact on
your organisation and/or clients?

Yes - Significant impact

Yes - Some impact

Not sure yet

No impact — I'm listening for interest

November 2020



Scope of IFRS 17
Insurance Contracts




Scope of IFRS 17 Insurance Contracts

Payment dependent on an uncertain future event

Does a scope Does the Is financial risk

exclusion apply? uncertain event the only risk

Section 2.1 e  2dversely affect transferred?
the holder? Section 2.3
Section 2.2

IFRS 17 does not apply

IFRS 17 Insurance Contracts for non-insurers
PwC

Is the non-
financial
(insurance) risk
significant?
Section 2.4

IFRS 17
may apply

November 2020
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Scope of IFRS 17 Insurance contracts

2.1 — Does a scope exclusion apply?

Payment dependent on an uncertain future event

Does a scope Does the Is financial risk

exclusion apply? uncertain event the only risk

Section 2.1 mmmmmme  2dversely affect transferred?
the holder?

IFRS 17 does not apply

IFRS 17 Insurance Contracts for non-insurers
PwC

Is the non-

financial

(insurance) risk  p——
significant?

IFRS 17
may apply

November 2020
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Scope of IFRS 17 Insurance contracts

2.1 — Does a scope exclusion apply?

Contracts in the scope of other standards (if certain criteria are met)

Type of contract Relevant standard

Product warranties — from manufacturers, retailers and dealers in connection with IFRS 15/IAS 37
sale of its products

Employee benefit plans IFRS 2/IAS 19/IAS 26
nghtsorOb“gatlonsContmgentOnfuwreuseofanonfmanCIaIItem ___________________________________________________________________________ ||:R515/||:R516|A538 __________________
Res,dua|Va|ueguarantees_frommanufacturersreta,|ersanddea|ers ______________________________________________________________________ ||:R515 ___________________________________________________________________________
Res,dua|Va|ueguarantees_embeddedm|easesfor|essees ____________________________________________________________________________________________________________ ||:R516 ___________________________________________________________________________
Cont,ngentconS,derat,onmabusmesscombmat,on ___________________________________________________________________________________________________________________________________________ ||:R53 ________________________________________________________________________________
|nsurancecontractshe|d(un|esstheyarere,nsurance) __________________________________________________________________________________________________________________________________ |A38(nospec|f|cstandard) ______

IFRS 17 Insurance Contracts for non-insurers November 2020
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Scope of IFRS 17 Insurance

contracts

2.1 — Does a scope exclusion apply?

Product warranties

* An entity provides its customers with a 1 year ‘free’ standard product
warranty at point of sale

« Customer can purchase a further 2 year extended warranty, which is
iIssued through the group’s warranty subsidiary.

Question 1: Do these two warranty products meet the scope exclusion
from IFRS 17 at the consolidated group level?

Question 2: Does the extended warranty meet the scope exclusion
from IFRS 17 at the warranty subsidiary level?

IFRS 17 Insurance Contracts for non-insurers November 2020
PwC 16



Scope of IFRS 17 Insurance contracts

2.1 — Does a scope exclusion apply?

Contracts which might be in the scope of other standards

Type of contract Relevant standard

Loans with death waivers IFRS 9
F,nanc,a|guaranteecontracts ___________________________________________________________________________________________________________________________________________________________________________________________________________________________________ ||:R59 ____________________________________________________________
Cred|tcardsandOtherpaymentarrangements ______________________________________________________________________________________________________________________________________________________________ ||:R59 ____________________________________________________________
leedfeecontracts ________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________ ||:R515 _______________________________________________________

IFRS 17 Insurance Contracts for non-insurers
PwC

November 2020
17



Scope of IFRS 17 Insurance
contracts

2.1 — Does a scope exclusion apply?

Fixed-fee contracts

An entity can choose to apply IFRS 15 only if all of the following criteria
are met; otherwise IFRS 17 must be applied:

» The price of the contract does not reflect an assessment of the risk
with an individual customer;

The contract compensates the customer by providing a service; and

The insurance risk arises primarily from the customer’s use of
services rather than from uncertainty over the cost of the service.

RN
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Scope of IFRS 17 Insurance contracts

2.2 — Does the uncertain event adversely affect the holder?

Payment dependent on an uncertain future event

Does a scope Does the Is financial risk
exclusion apply? uncertain event the only risk
e  2dversely affect transferred?

the holder?
Section 2.2

IFRS 17 does not apply

IFRS 17 Insurance Contracts for non-insurers
PwC

Is the non-

financial

(insurance) risk  p——
significant?

IFRS 17
may apply

November 2020
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Scope of IFRS 17 Insurance
contracts

2.2 — Does the uncertain event adversely affect the holder?

Weather derivatives

A farmer in Punjab, a State in India, relies on a good monsoon that
would favourably impact on its earnings for the season.

An entity enters into a contract that would pay the farmer if the farmer
suffers loss due to poor production caused by below-average rainfall

during the monsoon months.

Question: Could this be an insurance contract?

IFRS 17 Insurance Contracts for non-insurers
PwC




Scope of IFRS 17 Insurance contracts

2.3 — Is financial risk the only risk transferred?

Payment dependent on an uncertain future event

Does a scope Does the Is financial risk
exclusion apply? uncertain event the only risk
e  2dVversely affect transferred?
the holder? Section 2.3

IFRS 17 does not apply

IFRS 17 Insurance Contracts for non-insurers
PwC

Is the non-
financial
(insurance) risk  p——

significant?

IFRS 17
may apply

November 2020
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Scope of IFRS 17 Insurance contracts

2.3 — Is financial risk the only risk transferred?

Insurance risk is any risk other than financial
risk transferred from the holder of the contract
to the issuer.

Financial risk means ‘the risk of a possible future
change in one or more of a specified interest rate,

financial instrument price, commodity price,
currency exchange rate, index of prices or rates,
credit rating or credit index or other variable,
provided in the case of a non-financial variable that
the variable is not specific to a party to

the contract’.

IFRS 17 Insurance Contracts for non-insurers
PwC

November 2020
22



Scope of IFRS 17 Insurance contracts

2.3 — Is financial risk the only risk transferred?

Performance guarantee

Entity A enters into a contract to construct a building for Entity B. Entity
A provides Entity B with a performance guarantee through Entity C, an
unrelated third party. If Entity A ceases trading, or fails to complete
construction by a specified date, then Entity C will complete the
construction for no additional consideration.

Question: Does the contract transfer insurance risk to Entity C?

IFRS 17 Insurance Contracts for non-insurers
PwC




Scope of IFRS 17 Insurance contracts |

2.3—1Is flnanC|aI risk the only risk transferred?

Equity release mortgage

An entity issues an equity release mortgage (also commonly referred to ‘

as ‘lifetime’ or ‘reverse’ mortgage) secured against the borrower’s

property with a ‘no negative equity’ guarantee.

 Interest is accrued but principal and accrued interest are payable
when the borrower dies or moves into long-term care.

The property is then sold and the proceeds used to repay the
mortgage balance (including any accrued interest).

The borrower keeps any excess, and the entity bears any shortfall
(i.e. the entity provides a ‘no negative equity’ guarantee).

Question: Does the contract transfer insurance risk?

IFRS 17 Insurance Contracts for non-insurers
PwC




Scope of IFRS 17 Insurance contracts

2.4 — |Is the non-financial (insurance) risk significant?

Payment dependent on an uncertain future event

Does a scope Does the Is financial risk

exclusion apply? uncertain event the only risk
e  2dVversely affect transferred?

the holder?

IFRS 17 does not apply

IFRS 17 Insurance Contracts for non-insurers
PwC

Is the non-
financial
(insurance) risk
significant?
Section 2.4

IFRS 17
may apply

November 2020
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Scope of IFRS 17 Insurance contracts

2.4 — |Is the non-financial (insurance) risk significant?

Hurricane insurance

An entity has a contract which requires it to compensate a property
owner if the property is damaged by a hurricane. The likelihood of a
hurricane damaging the building is low (although the scenario has
commercial substance), but the payment by the insurer would

be substantial.

If the property is not damaged by a hurricane, no compensation
IS payable.

Question: Is the insurance risk significant?

IFRS 17 Insurance Contracts for non-insurers
PwC




Recent amendments




Amendment to IFRS 17 — June 2020

In June 2020, the International Accounting Standards Board (Board) amended IFRS 17 Insurance Contracts.

The fundamental principles introduced when the Board first issued IFRS 17 in May 2017 remain unaffected.
The amendments, which respond to feedback from stakeholders, are designed to:

Reduce cost by simplifying Ease transition by deferring the Extend temporary exemption
some requirements effective date of the Standard > from IFRS 9 for insurers

to 2023

November 2020
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IFRS 17 Insurance Contracts for non-insurers
PwC

A

Contractual service
margin attributable
to investment

services

Expected recovery
of insurance
acquisition cash
flows

Reinsurance

contracts held — ‘ Recent
recovery of losses amendments
to IFRS 17

4

Effective date

Scope exclusions

Presentation in
statement of
financial position

"

Applicability of the Transition reliefs

risk mitigation option

November 2020
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Practical
Implementation




Selected impact points

Operational impact

Impact from
IFRS 17
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Financial impact

IFRS 17 Insurance Contracts for non-insurers
PwC

IOEdlU! ssaulsng

Insurance liability includes risk adjustment and CSM
New format of balance sheet and income statement

Significant impact on IT infrastructure, data, financial and
actuarial systems, processes and controls (particularly if
current reporting timelines are to be retained)

Key financial metrics change, with all its implications for
business management

Requires significant resources and broadly skilled teams

New profit patterns, where timing is predominantly
determined by CSM release

No gains (but losses) at inception

Transitional choices will determine future profit volumes
and one-time equity effect

November 2020
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Where are preparers in implementation?

O O O , Transition
o - Adjust the opening balance

O sheet of the comparative
period disclosed

Construct and test

- Build and test the

of* &s o

Operate,

, Business as usual

- Ensure continuity
and flexibility in

; the quarterly

* * review and disclo

o deploymen %
Detailed Design Construct O

Strategy and , and

specification

. Functional and technical O O
) ) design specification
Strategy and , High level Design * O

~

architecture )
- Understand and design

o Jo

- Define the scope of the requirements , Parallel riill
initia_tive, plan for the_ . Identify_system capabilities . Simulation of the
detailed GAP analysis to acquire P&L, OCl and
- Prepare detailed project plans, bala,nce sheet as if
resource profiles and budgets IFRS17 is already in

effect
* Finance transformation O O

ﬁ Partial finance transformation O

o IFRS 17 stand-alone

IFRS 17 Insurance Contracts for non-insurers November 2020
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Poll Question - Are you expecting IFRS 17 to have an impact on
your organisation and/or clients?

Yes - Significant impact

Yes - Some impact

Not sure yet

No impact — I'm listening for interest

November 2020
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Ask a guestion

\)i‘b Faculty webinars
.

Q&A = [ .
Ask a question
Type your question into the box, then click
submit.
Submit
Resources — &

@ Financial Reporting Faculty
@ The New UK GAAP
@ The New UK GAAP factsheets
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Faculty resources

iIcaew.com/ifrsl7

Financial Reporting Faculty members

* Factsheets
- IFRS 17 Insurance Contracts
- 2020 IFRS Accounts

Am | affactad by the new smndars? 3

* By All Accounts icaew.com/byallaccounts
- Insurance contracts for non-insurers (Jan 2021)
- Accounting for insurance (Jan 2018)

« Join the faculty icaew.com/joinfrf

PwC publication on IFRS 17 for non-insurers

* Coming soon at pwc.com/ifrs17

© ICAEW 2020



Future events

For detalils, please visit icaew.com/frfevents

Bitesize Briefings
COVID-19 series

Webinars
7 December: Preparing for the 2020/21 reporting season
17 December: Contract modifications under IFRS

2020 Members’ event — recordings available

Going concern and resilience: lessons learned from COVID-19
icaew.com/goingconcernevent

© ICAEW 2020



Financial reporting at your fingertips

Financial reporting

et s n AR s i st mncisnins s o oo | M€ ArE cOMMitted to providing members with practical help in today's
complex world of financial reporting.

Need to know

Visit icaew.com/financialreporting for more information.

Financial Reporting Faculty 2019 UK GAAP Accounts Factsheet

You can also follow us @ICAEW_ FRF

to keep up-to-date with the latest financial reporting developments and
breaking faculty news.

Financial reporting news and Discover the latest news and insights in financial reporting with articles
insights from ICAEW'’s Financial Reporting Faculty. Visit icaew.com/frnews
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Questions

Satya Beekarry Rich Brown
Director Senior Manager
PWC PwC
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Thank you for attending

Please take the time to fill out our
short survey:
Survey link

Contact the Financial Reporting
Faculty

Phone: +44 (0)20 7920 8533
Email: frfac@icaew.com

Web: icaew.com/frf

This webinar is presented by the Financial Reporting Faculty.

Financial Reporting Faculty membership gives you access to exclusive premium resources including our factsheets, monthly webinars,
bitesize recordings, discount on events and conferences and extensive online resources to support your career.

For more information about faculty membership and our latest joining offers, please visit icaew.com/joinfrf or for more information about
Faculties Online, please visit icaew.com/subscribefo.

ICAEW will not be liable for any reliance you place on the information in this presentation. You should seek independent advice.
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