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(A S SecondcFloor

Confidence in the face of complexity



INTRODUCITION

The International Accounting Standards Board issued two Exposure Drafts of IFRS for Insurance contracts, first in 2010 and the second one in
2013. The conclusions from the consultations that followed will be reflected in the final version of the new IFRS 17 expected on March 2017.
The proposed standard, seeks to establish a single consistent recognition and measurement model, with complementary presentation and
disclosure requirements aimed at enhancing transparency, for all insurance contracts issued by entities reporting under IFRS.

This Excel based Tool is a Preview for a real life solution that SecodnFloor is ready to develop and implement by adjusting this design to a
specific insurance company insurance portfolio structure, modelling tools and methods as well as reporting needs.

We have developed the tool with the following functionalities:

- Full calculation of technical provision for a new business and recurrent calculation of technical provisions for existing business.

- Analysis of Movement for Building Blocks Approach showing analysis on claims separately, Premium Allocation Approach and Mirroring
Approach.

- Validation including generating report of errors or warnings

- Dashboard summarising key results

- Reconciliation of technical provision under Solvency Il and IFRS 17.

The tool has 4 sections: input tables (blue), calculation tabs (green) and output tabs (orange), auxiliary tabs like table of content, dashboard,
controls and definitions (brown).

Cells that are intended as an input are coloured in blue while calculated cells or cells that takes data from a different place within the
Prototype are yellow.

Each tab has shortcut buttons in the tab headings that help to navigate through the tool and get quickly to the table of contents, dashboard or
control tabs. Additionally, input tabs has a button to import input data and control controls tab has a button to generate Errors Report.

Error report includes error message, link to the place in the relevant place in the prototype, indication whether the reported item represents
error or warning as well as reference to Controls tab. The Controls tab include tick boxes that may be used to deactivate given control.

ASSUMPTIONS

[1] Regulatory framework. The Prototype is based on the new Insurance Contracts IFRS exposure draft from 2013. The final versions of the
new Insurance Contracts IFRS may differ in some aspects from 2013 Exposure Draft that has been used as a basis for the Prototype.

[2] Opening balances. For existing business, the Prototype calculates the value of technical provisions using recurrent formulas based on given
opening balances which are required as an input. It means that the opening balance has to be calculated either by using the Prototype multiple
time with respect to the relevant past years or calculated outside the Prototype.



[3] Risk Adjustment. The Exposure Draft does not prescribe any specific method for the Risk Adjustment calculation giving only some
conditions the risk adjustment methodology must meet to be allowed. It has been assumed that the Risk Adjustment will be calculated outside
the Prototype. The results of these external calculation may be entered to the model in two ways. (1) As an amount already allocated to the
relevant cohort on the given date (2) as a Risk Driver and risk factor. In the second case the Risk Adjustment is calculated as a product of the
Risk Driver and Risk Factor. This method allows for calculating the Risk Adjustment on any date during the year using the Risk Factor calibrated
based on the most recent Risk Adjustment calculation. Risk Driver method may be also used as means of allocating the Risk Adjustment to
cohorts.

[4] Contractual Service Margin amortisation. The Prototype amortises the Contractual Service Margin using the constant percentage over a
cohort duration.

[5] Interest Rates. Interest rates used in the Prototype follow continues compounding interest rate convention i.e. the interest is accreted
using the formula exp(rt) where r is an interest rate and t is time.

[6] Interim reporting. The Prototype has been designed to calculate technical provisions for the balance sheet date i.e. it does not support
interim reporting.

[7] Duration. We assume that duration represents a period, within which all the material cashflows are expected. This will be insurance
coverage period related to a cohort in case of Liability for Remaining Coverage (IT1-1T4) and the period of settling claims in case of Liability for
Incurred Claims (IT5).

[8] Premium variance. When It comes to the presentation of the variance on premium in the income statement we treated it is as an
adjustment to the Contractual Service Margin release. This judgment is based on Article B68 (b) of the basis of conclusion of the Exposure
Draft “the contractual service margin is adjusted for experience differences that relate to future coverage;”. It may be argued that in long-term
business insurance premiums typically relate to future coverage i.e. a so called savings premium is big and risk premium is in most cases small.
In consequence a variance on premiums may be treated as related to future coverage.

[9] Cohorts. Rows in the Prototype corresponds to cohorts that may include policies with a similar inception date, duration and risk profile.



IFRS 17 Level UP
Definitions and instructions

CM2.BB.NB

The tab calculates the Contractual Service Margin and Risk Adjustment related to remaining coverage for the New Business at inception. The calculation is based mostly on inputs from IT2.BB.NB. The tab calculates a
business margin which is not required to be disclosed by provides an important managerial information in terms of products profitability.

CM3.PA.BiF

The tab calculates the value of Technical Provision related to remaining coverage for the Business in Force at balance sheet date under Premium Allocation method. The calculation is based mostly on the results from
IT3.PA.BiF and CM4.PA.NB.

CMA4.PA.NB
The tab calculates the value of Technical Provisions related to remaining coverage for the New Business at inception under Premium Allocation method. The calculation is based on inputs from IT4.PA.NB including ini
initial acquisition expenses, other pre-coverage cashflows and value of onerous contract liability at inception.

CM5.IC
The tab calculates the value of Technical Provisions related to incurred claims. The calculation is based on inputs from IT5.IC.
The Risk Adjustment is determined either based on risk driver and risk factor or calculated fully outside this tool.

CM6.BEL.LIR
The tab includes the calculations needed for the analysis of movement — locked-in rate part.

CM7.BEL.CUR
The tab includes the calculations needed for the analysis of movement — current rate part.

Interest rate change impact is calculated as difference between BEL calculated with the year and interest rate curve and beginning of the year interest rate curve.


applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM2.BB.NB!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM3.PA.BiF!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM4.PA.NB!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM5.IC!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM6.BEL.LIR!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#CM7.BEL.CUR!A1

o1.Tp

Summary of Technical Provision results. Results presented separately for Building Blocks, Premium Allocation and Mirroring Approach. In case of the Building Blocks Approach the results are additionally split by Expec
cash flows, Risk Adjustment and Contractual Service Margin. Additionally, the tab provides the information on gross and net of reinsurance basis as well enables comparison to the opening balance.

O1.TP.LOB

Summary of Technical Provision results by line of business. Results presented separately for Building Blocks, Premium Allocation and Mirroring Approach. In case of the Building Blocks Approach the results are additic
Expected PV of future cash flows, Risk Adjustment and Contractual Service Margin. Additionally, the tab provides the information on gross and net of reinsurance basis.

02.BA.MOV

The tab presents analysis of movement on Liabilities for remaining coverage modelled under Building Blocks Approach separately on PVCF, Risk Adjustment and Contractual Service Margin elements. The analysis sho
sections elements pertinent to new and existing business.

02.Ic.MoV
The tab presents analysis of movement on incurred claims separately on PVCF and the Risk Adjustment elements.

02.PA.MOV
The tab shows analysis of movement on Liabilities for remaining coverage modelled under Premium Allocation Method.

03.1S
The tab shows elements that may be used to build income statement and other comprehensive income.

04.SII.REC
The tab uses inputs from IT7.SII.REC to build the reconciliation of Technical Provisions under Solvency Il and IFRS 17.


applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O1.TP!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O1.TP.LOB!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O2.BA.MOV!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O2.IC.MOV!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O2.PA.MOV!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O3.IS!A1
applewebdata://B6AE716E-D554-497E-ADC4-5592DC059E77/#O4.SII.REC!A1

Reference to IFRS 4 phase 2 Exposure Draft (ED)

Term

Definition

Further Reference to
Paragraph in ED

Acquisition costs
Building Blocks approach

Contractual service margin

Coverage period

Current rate

Financial risk

Fulfilment cash flows

Insurance contract

Insurance risk
Liability for incurred claims

Liability for the remaining
coverage

Locked-in rate
Mirroring approach

The costs of selling, underwriting and initiating an insurance contract.

The main method of measurement of an insurance contract, where it is calculated to be sum of fulfilment cashflows and
contractual service margin

A component of the measurement of the insurance contract representing the unearned profit that the entity recognises as
it

provides services under the insurance contract.

The period during which the entity provides coverage for insured events. That period includes the coverage that relates to
all premiums within the boundary of the insurance contract.

Interest rates, that are consistent with observable current market prices for instruments with cash flows whose
characteristics are consistent with those of the insurance contract, in terms of, for example, timing, currency and liquidity
and exclude the effect of any factors that influence the observable market prices but that are not relevant to the cash
flows of the insurance contract.

The risk of a possible future change in one or more of a specified interest rate, financial instrument price, commodity
price, foreign 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.

An explicit, unbiased and probability-weighted estimate (i.e. expected value) of the present value of the future cash
outflows less the present value of the future cash inflows that will arise as the entity fulfils the insurance contract,
including a risk adjustment.

A contract under which one party (the issuer) accepts significant insurance risk from another party (the policyholder) by
agreeing to compensate the policyholder if a specified uncertain future event (the insured event) adversely affects the
policyholder.

Risk, other than financial risk, transferred from the holder of a contract to the issuer.

The obligation that an entity has to investigate, and pay claims for, insured events that have already occurred, including
incurred claims for events that have occurred but for which claims have not been reported (IBNR).

An entity’s obligation to pay valid claims that arise under existing insurance contracts for insured events that have not yet
occurred (ie the obligation that relates to the unexpired portion of the coverage period).

Interest rate used for discounting of fulfilment cash flows at inception of the contract
A method of measurement for insurance contracts, where fulfilment cash flows that are expected to vary directly with
returns on underlying financial instruments.

18-32

28,
30-
32

25-
26

19-27, B36-B67, B69-B82

19b

19a

60h
33-
34



Onerous contract

Portfolio of insurance
contracts

Pre-coverage cash flows

Premium Allocation Approach

Reinsurance contract

Risk adjustment

A portfolio of insurance contracts is onerous if, after the entity is bound by the terms of the contract, the sum of the
fulfilment cash flows and any pre-coverage cash flows is greater than zero.

A group of insurance contracts that:

(a) provide coverage for similar risks and that are priced similarly relative to the risk taken on; and

(b) are managed together as a single pool.

Cash flows paid or received before the insurance contract is recognised that relate directly to the acquisition or the
fulfilment of the portfolio of insurance contracts that will contain the insurance contract.

Simplified approach for measuring the liability for the remaining coverage.

An insurance contract issued by one entity (the ‘reinsurer’) to compensate another entity (the ‘cedant’) for claims arising
from one or more insurance contracts that are issued by the cedant.

The compensation that an entity requires for bearing the uncertainty about the amount and timing of the cash flows that
arise as the entity fulfils the insurance contract.

15,
36

28b

35-
40
41-
46
27



IFRS 17 Level UP
Table of Content

‘ # ‘ Description Name Type
1 Introduction Intro Other Tabs
2 Table of Content Content Other Tabs
3 Results Dashboard Dashboard Other Tabs
4 Control Checks Controls Other Tabs
5 General Information General Other Tabs
6 Building Blocks - Business in-Force IT1.BB.BiF Input Template
7 Building Blocks - New Business IT2.BB.NB Input Template
8 Premium Allocation - Business in-Force IT3.PA.BiF Input Template
9 Premium Allocation - New Business IT4.PA.NB Input Template
10 Claims incurred IT5.1C Input Template
11 Interest rates IT6.IR Input Template
12 SlI reconciliation IT7.SII.REC Input Template
13 Other inputs IT8.0ther Input Template
14 Building Blocks - Business in-Force CM1.BB.BiF Calculation Model
15 Building Blocks - New Business CM2.BB.NB Calculation Model
16 Premium Allocation Approach - Business in-Force CM3.PA.BiF Calculation Model
17 Premium Allocation Approach - New Business CMA4.PA.NB Calculation Model
18 Incurred claims movement CMS5.IC Calculation Model
19 Building Blocks - TP movement (locked-in rate) CM6.BEL.LIR Calculation Model
20 Building Blocks - TP movement (current rate) CM7.BEL.CUR Calculation Model
21 Total Insurance Liabilities 01.7P Output
22 Insurance Liabilities by LoB 01.TP.LOB Output
23 Analysis of Movement for future coverage - BBA 02.BA.MOV Output
24 Analysis of Movement for liabilities for incurred claims 02.1C.MQV Output
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applewebdata://8E0A1119-A4FF-45B6-8CC8-074D18E9B9D9/#O2.BA.MOV!A1
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25

Analysis of Movement for liabilities for short-term contracts

02.PA.MOV

Output

26

Statement of profit or loss and OCI

03.1S

Output

27

Reconciliation of Solvency Il and IFRS 17

O4.S1I.REC

Output

800
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Technical Provisions by LoB

LoB_1 LoB_2 LoB_3

LoB_4

LoB_5

B Technical Provisions for remaining coverage B Technical Provisions for incurred claims

M Mirroring Approach
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Technical Provisions - Total

H Technical Provisions for remaining
coverage

M Technical Provisions for incurred
claims

M Mirroring Approach
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LoB_1

TP for Remaining coverage by LoB

LoB_2 LoB_3 LoB_4

B Premium Allocation

m Building Blocks

LoB_5



Building Blocks vs Premium Allocation

= Building Blocks - Best Estimate
= Building Blocks - Risk adjustment
= Building Blocks - Contractual service

margin

= Premium Allocation

Reinsurance sharein TPs



Underwriting
Results

Insurance Revenue
Incurred Claims
Operational expenses
Other

Underwriting results

Re

0 O O O



New Business Margin

LoB_5
LoB_4
LoB_3
LoB_2

LoB_1

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Insurance Revenue
B Expected claims

B Premium - allocated acquisition
exp.

B Premium - allocated other
expenses

i Release of Contractual service
margin

M Release of Risk adjustment

B Revenue for short-term contracts
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