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Why?

The need for change

The views expressed in this presentation are those of the
presenter, not necessarily those of the IASE or IFRS Foundation

©1FRS Foundaton. 30 Cannon St | London ECAM 6XH | UK. s org

BE3IFRS

Need for a global insurance standard

IFRS 4 Insurance
Contracts is an interim
Standard

* |FRS 4 permits
continuation of a
wide variety of
diverse practice

+ IFRS 4 includes a
‘temporary.
exemption’ from the
general requirement
that accounting
policies should be
relevant and reliable

RS Foundation. 30 Cannon Stee | London

IFRS 4 does not
provide transparent
information about the
effect of insurance
contracts on financial
statements

+ The new standard
will provide:
transparent
information about:
» The effect of
insurance contracts
on financial
performance

« The way an entity
makes profits or
losses through
underwriting
activity and
investing premiums
from customers

* The nature and
extent of risks from

insurance contracts

Existing accounting
makes comparisons
difficult between
products, companies
and across
jurisdictions

* The new standard
will replace the huge
varfety of accounting
treatments that
depend on type of
contract and type of
conmpany that issues
the contracts

+ The new standard
will make it easier to

make comparisons

between insurance
contracts and other
types of contracts

How the IASB’s new standard will improve
accounting for insurance contracts

How our proposals improve
accounting

Consistent accounting for all insurance
contracts by all companies (not just
insurance companies)

Existing issues

Variety of accounting treatments
depending on type of contract and type of

company that issues the contracts

Estimates for long duration contracts not ‘ Estimates updated to reflect current
updated market-based information

Discount rate based on estimates of
investment returns does not reflect
economic risks of insurance contract

Discount rate reflects characteristics of
the cash flows of the contract

Lack of discounting for measurement
some contracts

Measurement of insurance contract
reflects discounting where significant

Little information about economic value of - Measurement reflects information about
embedded options and guarantees full range of possible outcomes

RS Foundation 30 Cannon Steet | Londe

MEXH | UK. i org
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The views expressed in this presentation are those of the
presenter, not necessarily those of the IASB or IFRS Foundation
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How?

Project history and consultation

Project history

1087 March 2004 May 2007 July 2010 June 2013 After 2015,
IASC starts project IFRS 4 Insurance  Discussion paper  Exposure Draft  Exposure Draft Earliest
on insurance contracts Preliminary views ~ Insurance Insurance expected
contracts on Insurance Contracts Contracts publication
‘Phase | Contracts
completed 253 comment 194 comment IFRS X Insurance
Interim standard on 162 comment letters received letters received contracts
insurance contracts letters received
issued
Mid-2004
IASB takes up
‘Phase I

Insurance Working
Group formed

B3 FRS
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Extensive consultation

International Financial Reporting Standards

 Consultation documents issued
— 2007 Discussion Paper Preliminary Views on
Insurance Contracts
— 2010 Exposure Draft Insurance Contracts
— 2013 Exposure Draft Insurance Contracts

 Extensive outreach with investors, analysts, What?
preparers, regulators, accounting firms and The IASB's proposals
standard-setters, in all regions with significant
insurance industry

 Three rounds of field work focussed on assessing
operationality of the proposals The views expressed n s presenaton ar hose of e

@ . presenter, not necessarily those of the IASE or IFRS Foundation
RS Foundaton. 30 Cannon Steet | London ECAM 6XH | UK. sy 5 RS Foundaton. 30 Cannon Seet | London ECAM 8X64 | UK. wnifsorg
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An overview of accounting
model for insurance contracts Identify and recognise the contract

The defining An entity may need to separate some components from an
feature of an insurance contract
Measure using insurance
contracts standard

Measure using financial
instruments standards

* Identify and recognise the contract

insurance
contract is the
presence of
significant

]
]
] insurance risk.
]
]

» Measure the contract at initial recognition

Remeasure in subsequent periods

Measure using revenue
recognition standard

Insurance
component

» Present results in financial statements

The entity recognises the contract from the beginning of the
coverage period, unless the contract is onerous or
payments are due before the coverage period begins

RS Foundation 30 Cannon Stee | London ECAM 6X6 | UK. vamyirsorg -ﬁi I I RS @RS Foundatn. 30 Cannon Stee | London ECAM 6X6 | UK. vanvifs oy - I I RS

Provide disclosures

CECEE:

Measure contract at initial reCOgn|t|0n Remeasure in Subsequent pe”OdS
The Contractual service margin The IASB The contractual service
measurement Contractual service margin is measured as the difference believes that a Contractual service margin margin is adjusted by changes
i between the risk-adjusted TET VA in estimates and allocated to
present value of expected profit or loss on the basis of the
contract inflows and outflows at measure of an passage of time.
incorporates all ‘Fulfilment cash flows’ inception. insurance ‘Fulfilment cash flows’ For some contracts, the fee
available euture cash flowe contract specified ir_\ the contracts is
information, in expected cash flows from provides the . updated with the adjustment
¢l Future cash flows offset in the contractual service
premiums and claims and —
Gl ey ) benefits Eulfilment cash f1 ) mosyHseil margin
consistent with uiiiment cash Hows Is a information
b bl Risk adjustment: an probability-weighted estimate -
observable assessment of the of cash inflows and outflows cleo In each reporting period, an
market el that will arise as the entity insurance SIS entity remeasures the
information. cost to the entities fulfils the contract. contracts in the fulfilment cash flows using
balance sheet updated assumptions about
. cash flows, discount rate and
risk.

RS Foundation. 30 Cannon Steet | Londe
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Remeasure in subsequent periods:
Recognition of changes in estimates

The different B

ontractual service Profit or loss:
types of margin = e
changes in result

estimates are ‘Fulfilment cash flows’

recognised in <932,

different parts s

of the financial & 8 Future cash flows

statements. investment result

Risk adjustment

Other
comprehensive

Discounting income

“For some contracts, changes in the fee
specified in the contracts adjusted against the

contractual service margin
©1FRS Foundaion. 30 Cannon Sivet | Lonon ECAM 6X0 | UK. wifsorg

Present results in financial statements

The Statement of Comprehensive
presentation Income
format of the 20XX

statement of Msurance contracts revenue DS cicposits are recognis
comprehensive ® as earned or incurred
income will be Operating result

consistent Investment income X

Interest expense is
either current or ‘cost
view', depending on
accounting policy choice

between Tnterest on insurance liability

insurers and Investment result
entities that do Profit or loss
not issue Effect of discount rate changes ot o mtteresl ex;;'enste ;5
insurance insurance liability (optional) cﬁ?fir;:ie *bee“;;e'i‘

contracts. Total comprehensive income current and cost rates is
presented in OCI

© 7R Foundaton. 30 Cannon St | London ECAM 6XH | UK. s org

Present results in financial statements:
Interest expense in profit or loss

Presenting

_ Different
interest expense approaches for
determining OCI

in profit or loss
on a cost basis

can reduce Eaa
. urtent peri
accounting Book yeld Effective yield .
TSTTEEES approach approach diseauint rates
when investment Interest expense in profit  «  Interest expense in profitor Interest expense in profit
i or loss that mirrors the loss based on a yield that or loss determined using
income from . e Yield that or loss det 9
. investment income on the iscounts estimated cast locked-in discount rate
related assets is underlying items flows to the net carrying Reciuces aceounting
it of th tract N
measure_d Cw & Reduces accounting amountorine contrac mismatch through
cost basis. mismatch by ensuringno  +  Reduces accounting consistency with fixed-
i net investment margin on mismatch through rate bond treatment of
the underlying items in consistency with variable financial assets
methods for profit or loss bond rate used for financial
§ osets + Canbe applied when
measuring + Can be applied when variable cash flows are
i entity has obligation to Can be applied when not a substantial
!meres,l expense pass on returns on variable cash flows are a proportion of all cash
in profit or loss underlying items that it substantial proportion of all flows
holds. cash flows

apply in different
circumstances.

(@1FRS Foundaton. 30 Cannon Stee | London ECAM 6X6 | UK. vanv s org

B3 FRS

Disclosures

The IASB
proposes to
extend the Amounts
existing
disclosures in
IFRS 4 relating
to the risks and

Judgements Risk

Nature and extent of
isks arising from

amounts
reported in the
3 N Extent of mitigation of
financial tisks that arises from
reinsurance and
statements. participation features
Quantitative information
bout exposure
credit, mark n
liquidity

Other matters

The new « A simplified measurement approach for
insurance simpler insurance contracts, based on the
g;’:r:&a;‘ds _unearnet_:i p_rer_niL_Jm reserve approach used
R in many jurisdictions

additional  Accounting requirements for reinsurance
goconning contracts an entity holds, based on a
models for T ,

i GES similar ‘building block approach

of contracts. » Accounting requirements for investment

contracts with discretionary participating
features

30 Cannon Sweet | Londen
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Applying the new Standard for
the first time

When an entity The IASB has specified different approaches for estimating
applies the the contractual service margin in a way that balances
Standard for comparability with the costs of obtaining historical

. ) . information
the first time, it
can measure
the fulfilment

When historical data exists

c_ash flows and hindsight is not required o vt g sor Liabilty caibrated o far valve
d"ea_lyj but the Information is available but
remaining information about historical | When no historical

cash flows is available o can |information about cash flows.
balance of the be constructed is available to determine the
contractual contractual senvice margin
service margin
requires
historical data.

30 Canon Sweet | Londar
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Responding t
feedback

The views expressed in this presentation are those of the
presenter, not necessarily those of the IAS or IFRS Foundation

i Stest | Londan ECAM 6XH | UK. wnnefsorg
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Common concerns in feedback

» The IASB has received extensive and detailed
feedback on its proposals. Underlying the feedback
are three common concerns:

— Concerns about the effect of changes in current
value measurement on profit or loss

— Concerns about the accounting for contracts with
participating features

— Concerns about complexity of the proposals as a
whole

» A summary of how the IASB responded to specific
feedback is available on the project website.

BE3IFRS

Sueet | Londan ECAM 6XH | UK. winefsorg

Concerns about the effect of changes in current
value measurement

Some question The IASB tentatively decided that some changes in

whether all current value measurement should not be recognised in
changes in the current period’s profit or loss, as follows:

current value « An entity is required to recognise in profit or loss
measurement changes relating to future service in future periods.
should affect This is achieved by adjusting the contractual service

current period margin for those changes (so-called ‘unlocking’).

performance. « An entity is permitted to choose whether to present the
effects of interest rate changes in OCI or profit or loss.

The IASB has also permitted the use of a ‘top-down’
approach to determine the discount rate used to
measure insurance contracts. As a result changes in
credit spreads are reflected in both asset and liability
measurement, thus significantly reducing accounting
mismatches caused by credit spread changes.

B3 FRS

Concerns about the accounting for contracts with
participating features

Some were + The IASB tentatively decided that changes in the
concerned that  estimate of the fee the entity expects to earn from the
the proposals contract are adjusted in the contractual service

in the margin, provided that:

Exposure Draft — The contractual terms specify that the

would not policyholder participates in a defined share of a
provide a clearly identified pool of underlying items
faithful — The entity expects to pay to the policyholder an
representation

amount equal to a substantial share of the
of the source -
and pattern of returns from the underlying items
these — A substantial proportion of the cash flows that
contracts. the entity expects to pay to the policyholder
should be expected to vary with the cash flows

from the underlying items

Concerns about complexity of the proposals
as awhole

Accounting + The IASB has sought to reduce complexity through the
model reflects following tentative decisions:
inherent — Pragmatic scope exceptions to avoid imposing costs
complexity. with no significant benefits

o — Optional simplified measurement approach for simpler
Slgnlfllca.nt | insurance contracts
compi iy EED — Contracts are not recognised until the coverage period
arises from .

L begins, unless onerous
decisions taken .
to address — Contracts may be aggregated for accounting purposes
feedback. — Limited unbundling of components within insurance
contracts

However, some — Measurement includes renewal cash flows when there

were concerned
about the overall
level of
complexity.

is a substantive obligation to provide coverage
determined at a portfolio, rather the contract level

— Simplified transition requirements allow more entities to
approximate retrospective application

B3 FRS
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When?

Outstanding issues and next steps

The views expressed in this presentation are those of the
presenter, not necessarily those of the IASB or IFRS Foundation

BE3IFRS
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Next steps

The IASB has + The IASB still plans to consider:

International Financial Reporting Standards

substantially — The use of other comprehensive income for
con_’\plete_d its contracts with participating features
deliberations, — Implications arising from tentative decisions on
and expect to participating contracts, including:
COOCIUde‘. — Whether and how to eliminate accounting
el mismatches when an entity hedges interest
during 2015. ) ) ; A I 1
g rate risk embedded in contracts with direct Int aCtIOI‘l W|th IFRS 9

It expects to participation features Addressing the consequences of applying IFRS 9 and the

: f : dard on different d
publlsh the — Whether and how to improve conS|stency new insurance contracts standard on different dates
new Standard between the accounting for contracts with
after it direct participation features and other types
conclude_s of insurance contracts
deliberations. — Presentation and disclosures

The views expressed in this presentation are those o the
- I F R S preseter,not necessariy those of the IASB of IFRS Foundation - I F R S
Interaction with the first application of the Add r,e,SSI ng add, |t|onal tem_porary
revised IFRS 9 Financial Instruments volatility in the interim period
July 2015 January 2018
Publication of Effective Date of * The IASB expects to enable entities to reduce temporary additional
IFRS 9 IFRS 9 volatility that arises in the interim period through a variety of

approaches:

. . . . — Permitting entities to adopt the new insurance contracts standard
early

Using the flexibility existing in IFRS 4

3‘1‘; z%%";’z‘g?g Applying IFRS 9 in Ap%gfismaeﬁglry 3 — Permitting entities, in some circumstances, to adjust profit or loss and
conjunction with publication date OCI to remove the effect of measuring financial assets at FVPL in
uEl)ﬁgggger?of int;fiispirlir;éhriay Effective date of accordance with IFRS 9
pvlhe new result in additional, “the new — The IASB also plans to consider whether some entities would be
insurance temporary volatility insurance permitted to defer the application of IFRS 9
contracts in profit or loss from contracts . . .
standard accounting standard * The IASB has also decided to permit an entity to reassess the
mismatches and business model used for classification of financial assets based on
shareholders’ the facts and circumstances at the first application of the insurance

interest in assets contracts Standard

backing some . .
insurance contracts
©16RS Foundaon. 20 Cannon Stet | Londan ECAM BXH | UK, e ©1FRS Foundaon. 30 Cannon et | Londan ECAM BXH | UK, e

Next steps For more information...
The IASB is . ‘I_'he IASB is undertaking outreach with users of_ Stay up to date Web resources
aware of the financial statements to understand how to provide the T .
need to provide  most useful information in the circumstances. * Visit our website: . 'AS_B Update
certainty for . he |ASB expects to finalise its proposals relating to ~ Wwwifrs.org : Pr(gem (POt €
entities the interaction of IFRS 9 and the new insurance ~ godirs.orgfinsurance_contracts webcasts
applying contracts Standard at the September 2015 meeting. e Sj i + Effect of redeliberations on the
IFRS 9 as soon p g Sign up .for our email alert 2013 ED
as possible. Ask questions or share your + Investor resources
views « High level summary of project
o Email us: » Feedback statement

insurancecontracts@ifrs.org Due process summary and
due process steps table

+ Comment on our proposals: A
0.ifrs.org/Exposure-Drafts contracts without participation
features

/RS Foundaion. 30 Cannon et | London ECAM 6XH | UK. vy - I I RS IFRS Foundaon. 30 Canton et | London ECAM 6XH | UK. s g - I I RS




Web resource available

Insurance Contracts without Participation Features

Thank you
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