27 June 2025




Ask a question

— e e — =

Vi akked.
Whar happeny when | raise my hand?

To ask a question

Click on the Q&A button in the bottom toolbar to
open the submit question prompt.

Type your question and click send
NOTE: If you wish to ask your question

anonymously check the send anonymously box
shown on the illustration.



Y
=

icaew.com/cpdchanges.




Today’s speakers

. &

Anthony Coughlan, Steve Cooper,
Partner, PwC Footnotes Analyst

© ICAEW 2025



Analysis of FY24 IFRS disclosure

UK Life Insurers
June 2025

pwc




Key observations

FY24 marked the second year of formal IFRS 17 reporting. Results announcements were made earlier in Q1 2025 than last year and as

anticipated, there were no significant changes in approach.

+ 2024 was a welcome period of accounting stability, allowing focus
on performance, strategic execution and further IFRS 17
embedding.

» IFRS 17 processes/controls typically more manual and less
formalised — focus on measured and cost-effective finance
transformation.

+ Significant IFRS losses/non-operating losses, were recognised by
some at FY24.

PwC | Analysis of FY24 IFRS disclosures

* No significant changes to Adjusted Operating Profit (AOP)
compared to FY23.

+ Some revisions to 2025 remuneration metrics, reflecting the further
IFRS 17 embedding or strategic changes — all now have at least
one IFRS measure.

» Decisions on transition to IFRS 17 continue to reduce
comparability.



Adjusted operating versus non-operating profit

Analysis of profit before tax Year-on-year growth in AOP, but significant non-operating losses.

Non-operating items are actual vs. expected returns, ‘structural
2 mismatches’ from Solvency ll-based hedging and IFRS 17
mismatches.

Phoenix FY24: ‘Movements in yields and equity markets are

hedged to protect our S2 surplus from volatility, but our IFRS
balance sheet is, in effect, ‘over-hedged’ as it does not recognise
the additional S2 balance sheet items such as future profits on
investment contracts measured under IFRS 9 & the SCR.’

81 L2 Varying levels of interest rate mitigation (e.g. use of amortised
' ’ et cost to partially back the annuity CSM).

'* Profit before tax interest rate sensitivity at FY24
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What are the components of adjusted operating profit?

» AOP remains consistent with FY23, with 2 distinct approaches in recognising the IFRS 17 CSM — relative alignment in other components.
» Assumed rate of long-term investment performance used to determine the expected return remains a key judgement.

+ Significant IFRS 17-related mismatches, linked to the CSM, continue to be reported in non-operating profit by some insurers.

Aviva Just L&G Phoenix PIC M&G Rothesay
Components of AOP
CSM release v x v v x v x
New business profit x v x x v x v
Risk adjustment release v v v v v v v
In-period experience variances v x v v v v v
(non-economic)
Demographic assumption changes Some x x x v x v
(future cashflows)
Expected return v v v v v v v
Asset optimisation v x v v x v Not explicit
IFRS 17 mismatches excluded from AOP
Annuity CSM lock-in x N/A v v N/A v N/A
Non-profit business in Not explicit N/A N/A v N/A v N/A
with-profit funds
Reinsurance-related mismatches Not explicit Not explicit v Not explicit x v Not explicit
Other exclusions - - - Adj. for internal - Adj. for internal pension -

pension buy-in. buy-in & expense
Source: PwC analysis and interpretation of FY24 and related external disclosures. I°°k'thr°u9h-

PwC | Analysis of FY24 IFRS disclosures 8



Evolution of adjusted shareholder equity

Adjusted shareholder equity is generally defined as: IFRS shareholder equity + CSM, net of tax and reinsurance, but some insurers make other adjustments.

Growth in adjusted shareholder equity since FY22 is typically due to an increase in the CSM from new business, while for others, share buy-backs and dividend
have reduced equity.

Significant FY24 loss at Phoenix resulted in a reduction in both adjusted and actual shareholder equity. Phoenix noted: ‘The Group accepts the hedge-related
volatility that impacts IFRS shareholders’ equity, which is a known consequence of our S2 hedging strategy that is designed to protect our cash, capital & dividend.
In this overall context & consistent with previous guidance, the Board considers that the Group’s consolidated IFRS shareholders’ equity is not a constraint to the
payment of our dividends.’

Adjusted sharehaoldar aquity
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What is the breakdown of CSM by product?

+ CSM represents the unearned profit recognised over the life of the contract and is released with coverage units that reflect the benefits provided.

* Annuities dominate the CSM balance, with some insurers also holding substantial amounts for with-profits and protection contracts.
+ CSMis limited for unit-linked contracts, reflecting that most are classified as non-participating investment contracts and accounted for outside IFRS 17.
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CSM emergence for annuities

For immediate annuities, the CSM is calculated and released based on the pattern of annuity payments, as clarified by the IASB Interpretation Committee.
For deferred annuities, there is key judgements in weighting the services between the deferred and payment phases (as set out below) — no substantive changes

in the approach compared to FY23.

Amortisation rate also depends on the age of business, mix of immediate and deferred annuities, extent and type of reinsurance and the approach to disclosure.

Components Aviva Just L&G Phoenix PIC M&G Rothesay
Weighting ‘Target’ CSM. ‘Equivalent’ service. ‘Target’ CSM. ‘Consistent level of Same ‘value’ of Not disclosed. ‘Target’ CSM.
between phases for service’ on services across
deferred annuities transition. phases.
Cumulative future net of reinsurance
C5M emergence at FY24 (each year)
O/ 10
O B

of the net CSM is 6%
expected to be
released over the
next 5 years across oo
most insurers.
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Source: PwC analysis and interpretation of FY24 and related external disclosures.
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Analysis of changes in annuity CSM

* Insurers typically view the CSM as a stock of future value and aim to demonstrate its growth over time.

» Allinsurers reported an increase in the CSM over the period, primarily driven by new business volumes and the deferral of longevity assumption releases.

Analysis of change in annuity C5M net of reinsurance
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Annuity new business profitability

IFRS 17 CSM offers a new perspective on relative profitability of new business.

IFRS 17 profitability ratio for new retail and bulk annuity business = (Net of reinsurance new annuity business CSM) / (Gross premium net of funded reinsurance);
with certain assumptions made due to the limited information disclosed. For PIC at FY24, the CSM is reduced by the new business loss component.

No clear definitive conclusions, for example, due to wide range of bulk scheme sizes and total annual premium volumes, accounting approaches, and the extent of
market competition and the economic environment each year.

1% Implied IFRS 17 profitability ratio for new annuity contracts
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Extent of onerous contracts

In 2024, UK life insurers wrote minimal onerous business and the total loss components at FY24 are also small relative to the CSM.
For PIC, the FY24 new business loss component arose on new bulk annuities entered close to the year-end and before reinsurance arrangements were

in place. PIC noted: ‘These contracts are expected to be profitable on a net of reinsurance basis. However, as any related reinsurance contracts were not entered
into before or at the same time as the underlying contracts, IFRS does not allow for the recognition of an offsetting loss recovery component at initial recognition.’

Loss componants (net of loss racovery componants)
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Continuing impact from the transition to IFRS 17

Range of permitted approaches when determining
the opening CSM, resulted in differing outcomes for
UK insurers on transition to IFRS 17.

Focusing on annuities:

« Around 40% (or £13bn) of the annuity CSM (net
of reinsurance) at FY24 relates to contracts
transitioned using the fair value approach.

Variation in the implied locked-in rate for
annuities transitioned under the fair value
approach affects both future interest accretion
and mismatches from longevity assumption
changes.

PwC | Analysis of FY24 IFRS disclosures
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Calibrations at FY24

Annuities: IFRS LQP versus S2 MA Other products: IFRS LQP Risk adjustment percentile
Insurer IFRS LQP Solvency Il MA Insurer IFRS LQP Insurer ‘1 year view’ view  ‘To ultimate’ view
Aviva c. 170-180 bps 120 bps Aviva With-profits: c. 30-40 bps Aviva Not disclosed 68th
Just c. 210-220 bps 177 bps Protection: ¢. 20-30 bps. Just 9ot 70
L P ion: c. .
L&G c. 160 bps 127 bps &G rotection: c. 80 bps L&G 85t 75
Ph i With-profits: 20 bps (liquid)/
Phoenix 169 bps Not explicit oenix 1(;4_1%2 tl>;s (i”iqgisdg_lqw ) Phoenix 80t (Gross) 61st(Gross)
PIC c. 170 bps 165 bps M&G With-profits: 39 bps. PIC 85th 69t
M&G 149 bps 142 bps LBG (SW) Protection & other: 24 bps. M&G 7sh 60
Rothesay 137 bps c. 108bps Rothesay 9oth 63
. Annuity RA & C5M as % of BEL (net of reinsuranca) LEG & een
What was the impact of the Solvency Il voluntary
-on? 0%

fundamental spread add-on? R —
+ Limited, if any, disclosure in Report & Accounts and

SFCR on the quantum of the voluntary FS add-on

and its financial impact. Only Aviva, Just and M&G

made references.

Our market experience suggests that the aggregate 10

voluntary FS add-ons applied by insurers were
typically small single-digit basis points.

F¥22 FY23 FYM | FY2? FY23 FY24|FY2e Fr23 FY24) FY2F FY23 FY24 |FY22 FYF3 FY24 |FY22 FYI3 FYy a4 |22 FY?: Fya4
Porren LAG LG M&G Phoonm P Rothesay

Source: PwC analysis and interpretation of FY24 and related external disclosures (inciuding tfie SFCK].
PwC | Analysis of FY24 IFRS disclosures 16



PwC publications

IFRS 17 FY24
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PwC | Analysis of FY24 IFRS disclosures

Available on the PwC website:
FY24 UK IFRS 17 disclosures:

https://www.pwec.co.uk/insurance/assets/pdf/ifrs-17-fy24-
analysis-for-uk-life-insurers.pdf

Future of UK GAAP for life insurers:
https://www.pwec.co.uk/financial-services/assets/future-of-

uk-gaap-for-life-insurers.pdf

FY23 UK IFRS 17 disclosures:
https://www.pwc.co.uk/financial-services/assets/pdf/ifrs-
17-fy23-uk-reporting-analysis-april-2024.pdf

HY23 UK IFRS 17 disclosures:

https://www.pwec.co.uk/financial-services/assets/pdf/ifrs-
17-hy23-uk-results-analysis.pdf
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Thank you

pwc.co.uk

This presentation has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in
this presentation without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained

in this presentation, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or assume any liability, responsibility or duty of
care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.

© 2025 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.
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Investors and IFRS 17

e

Single
accounting
framework

[

New metrics -
incl. new
business value

footnotesanalyst.com

Feedback
generally positive

Roll-forwards
create
transparency

-

Profit and loss
statement less
confusing

=

Separation of

underwriting

and financial
result
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Investors and IFRS 17

e

Reworking of
models

[

Relationship
with embedded
value

footnotesanalyst.com

But IFRS 17 also
presents challenges

Complexity — incl.
multiple measurement
models

Is the data
comparable?

Comparisons
with history

21



Comparability is a significant issue for investors

Judgement D|scount rate and the illiquidity premium |

Cash flow estimates

Use of variable fee approach

Risk adjustment

Coverage units and CSM allocation

Expected asset return (for adjusted operating profit)

Transition CSM

Accretion of risk adjustment

The EU Carve-out

Risk mitigation option

Use of premium allocation approach

Discounting and acquisition costs - PAA

footnotesanalyst.com



The illiquidity premium

footnotesanalyst.com

Annuities: FY24 IFRS llliguidity premium (LGP}
and Sohwncy |l maiching adjusiment (MA)

Insurar IFRS LOP Solvency § MA Y
Aviva c 170180 bps 120 bps

Just’ € 210-220bps 177 bpst

L&G ' &, 160 bps 127 bps
Phoenix 160 bps Mot explici

PEZ o 170 bes 163 bps

MaG? 148 bps 142 bps
Rothesay 137 bps . 103bps

Oaher products: FY24 estimated illigudity

premium

Inswrer IFRS LOF

Aviva ® With-prodits: e, 30-40 bps
Protection: ¢. 20-30 bps

L&G Y Protection: ¢. 80 bps

Phoanix Witn-profits; 20 bps (bquid) |
104-165 bos (illguid)

MaG With-profits: 39 bps

LBG (SW) " Proedion & other: 24 bps

Differences in illiquidity premium
Is data comparable?

Which metrics are affected by these
differences and by how much?

PWC: IFRS 17 FY 24 — Analysis
for UK life insurers
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lliquidity premium differences — modelling the effect (for investor education)

Insurer IFRS LQP

Aviva ° c. 170-180 bps

Just ! c. 210-220 bps

footnotesanalyst.com
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llliquidity premium - profit classification and timing

footnotesanalyst.com

Annual profit disaggreganon [based on mnput iligudity premium)
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llliquidity premium - profit classification and timing

Illiquidity premium = 175bp Illiquidity premium = 215bp
Anervzal prrlin S ERraEanen [Baned on ngul ilquidity presius) Arnuad profi d seggregeson |based on ingut dliquidity premem|
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A simple model to illustrate

footnotesanalyst.com
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Key interest rate inputs

Inputs and assumptions
Liquid risk-free rate 4.50%
IIEgquidity premium _175%
IFRS 17 discount rate ¢ 625%
Liquéd risk-free rate 4 50
Pricing premium | (discount) 7?_@3_91_
Pricing rate (Rability IRR) ¢ 540%

T T

All prafit distributed and flat yield curves

Aggregate profit determined by ...

* Contract pricing — liability IRR

* Asset return — asset IRR

footnotesanalyst.com

Initial premium received ¢ 100 D

Liquid risk-free rate 4. 50%
Expected asset return prermium 2.50%

e =
Expected asset return ¢ 700% O

Ssoo o=

Risk adjustrmient (% of outstanding claims) 1.0%

-
- ~

~.---_—’

First year annuity paymaent 100

Presentation (and timing) of profit
determined by ...

* |FRS 17 discount rate
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Impact of 215bp versus 175bp

Inenma iEalement

Trnuranie contract revenue

Claims and expeniis
Onenous conbracy ki
Insuranoe sendioe result

levvestrraent imcoma

Iriufance BAlnce sigenie
It Finaesoial result

Operating profit

Cumilative cash Tow
Caaki in
Fremium received
Inyesiment return
A et

ANAUITY PayFTERLE
et cash inflow (= osmlative peofil]

footnotesanalyst.com

IHiquidity Illiquidity
premium premium
175bp 215bp
1 10 0 %0 Cuiffililifiva Curnulative
106 B 44 F 1,794 1.B50
-100 -8t 41 -2 1,595 1,655
o o L= R
T B 3 o 11& 172
T 43 13 0 875 Ba1 Different presentation
- -3% -11 a -Tal -8a7 (and timing)
-] 5 1 o 0 az
15 10 a 0 110
Yo 0-30
1,030
g But the same aggregate result
Except it is not in this simplified model due to the
.1,695 assumption that all profit is distributed ...
. Dtstributions paid —in ... the illiquidity premium affects the timing of profit

recognition and therefore distributions, which in turn affects
investments and the resulting investment income
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llliquidity premium assumption and new business CSM

footnotesanalyst.com

Illiquidity premium = 175bp

Balance sheet Day 1
Iveestment assets 1,030

Present value of indurance cash Mows b

Risk adjistment 1
Contractual service margin 57 ]
Insurarsce liability 1,030

- —
C5M plus risk ad). 25 % of PY of premiums € 60N 9

Illiquidity premium = 215bp

Balarce sheet Day 1
vessbment assets 1030

Prisent value of irsurance cash flows EEL

Risk adjustment q
Comtractual service margin BE
Insiurance lability L.030

-y,
80 phoi Frike ). ani %o IV ol premasmi f~ % :)

1% 1 implied (FRS 17 profitability ratio for new annuity contracts
e ———————————————

i 1

1 1

1 1

1 I

1 I

1 8% - 1

1 1
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10% 1
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Is the difference in new business
profitability solely due to the

PWC: IFRS 17 FY 24 — Analysis
for UK life insurers

illiquidity premium assumptions? ...
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What about cash flow estimates?

Analysis of ehangs in annu ity C3M

CSM adjustments for estimate changes are significant and
positive for most companies in most years

* Smaller adjustments for Just (and negative in FY24) compared
with Aviva

¢ Has Aviva been more conservative in its initial estimates?

* Does this partly explain the lower apparent new business
profitability?

footnotesanalyst.com
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IFRS 17 and cash flow estimates

footnotesanalyst.com

Estimate= of fulure cash flows (paragraphs B3S-B71)

Al ety shaldl inchule i the measurement of o group of innwrenee
contracts all the fsmire cazh fhows within the boumsdary of each contrac
in the group {see pamagraph 34). Applving paragraph 34, an entity may
estimate the fufure cash fowy ai 3 higher level of aggregation amd then
allocate the fedulting fulfilmsar cadli flews o ndividos] groups of
contracis. The estimates of futsre cash lows shall:

fal Incorporate, in an anbiased way. all reasonable and supportabde
information available withomt wnidue oosl or cffort aboul e
amound, tming and uscerainy of ihose fulure caih Mows jsee

paragraphs B37-B4ip To do ohis, an entity shall estimare the
expecied value {ie the probabilify-weighied mean) of the full rarge
ol prosailile gulonme

Should not estimate changes average out at close
to zero?

One of the benefits of IFRS 17 ought to be that
there is no longer any (hidden) prudent reserving

RET

Unbissed use of all reasonable and supportable information
available withoul undue cost or eMort (paragraph X3(a))

The objective of entbmating furure cash Nows b Lo determine the expooind valos,
or probabllinewetghied mean, of the foll ramge of possible ouncesnes,
considenmg all measonabde and supporiable inlormatbon avallable at the
repariimg &ale without undwe cost or effort. Heasonable and sappomable
infeamation available o the reperting daie withoui endue oos o effert
Inchudes information sboud ped rvenks and corment condigions, and forecaats of
Mequee conditions fee paragraph B4k Eafocmation svaslibe from an osing's
o Informmarion syEiems B comsiered 1o be avallable withbur ussine cosl o
effon.
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Just Group - liability roll-forward and new business disclosures
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Investors like the disclosures

But how comparable is the data?
Is apparently higher new business
profitability due to ...
* Better underwriting

* Lower costs

Orisitdueto ...
* Adifferent illiquidity premium

* Adifferent degree of conservatism
in cash flow estimates
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More comparability challenges for investors ... OCI

Percentage of the insurers by country that apply the OCI option to IFIE'
andf/or measure debt and equity instruments at FVOCP?

100% : E : : B OC| apon appled
o N
& I I [ i B FVOC applied io debt
S i i i instrments
< 1 I 1 1
L 1 : 1 1
H 1 et ¥ FVOCI applied 1o
20°% 1 : | I equaty mstruments
o% : : I
fﬁffﬂyfﬁfﬁﬁﬁﬁﬁé@%
lew'dha!ummrﬂ#ﬁwmmhm ¥ FWOCH ks appliod 1o v majonty of deld andior Bquity insrumants

KPMG: Insurers’ 2024 annual financial
statements — Real-time IFRS 17
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Managing volatility — If not OCI then adjusted profit

footnotesanalyst.com

Aviva Just
Components of A0P
CSM elease ) x
Mew business profit at u"
Risk adjustment release o v
In-pariod experience o ul
Variances (Non-economic)
Demographic assumplion Some! K2
changes (fulere cashfiows)
Expected refurn? o .
Asset optimisation* v K
IFRS 17 mismatches excluded from AQP
Annuity CSM lock-in® w! B
Norn-profit business Not expiat® HA
i with-profit funds®
Reinsurance-related Mot explict Mot explict
mEsmatches”
Olher excusions - ]

Just Group uses new business profit instead of

i > CSM release

... definitely not comparable!

Actual asset return replaced by expected return

— .
... but are assumptions comparable?

PWC: IFRS 17 FY 24 — Analysis for UK life insurers
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A blog for investors ... financial reporting, analysis and valuation
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THE FOOTNOTES ANALYST
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Stock-based compensation; Transparency, timing and EPS
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The Footnotes Analyst... IFRS 17 related articles

THE FOOTMOTES ANALYST
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redistributed in whole or in part for any purpose.
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Next Faculty webinar

CASS Audits 2025

An overview of all you need to know for auditors and firms
planning for their CASS audits as well as for practitioners
preparing their clients.

https://levents.icaew.com/pd/31475/?referralsource=FACFSF QR




