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Highlights of the IASB meeting on 22 February 2017

Last meeting to discuss insurance contracts
The IASB Chairman emphasised that it will be the last time that the Board discusses
insurance contracts prior to IFRS 17 publication

Changes to the Contractual Service Margin (CSM)
The IASB voted a new change to the original set of unlocking principles that
determine which changes in the insurance liability unlock CSM and which ones go to
P&L
The new decision attempts to clarify where the dividing line is by revising the rules
on unlocking across both the BBA and VFA
A number of related definitions were also clarified as a result of this third and final
attempt to clarify the treatment of experience adjustments and the unlocking of CSM

Grouping of regulatory-affected pricing of insurance contracts
The IASB agreed that when materially different levels of expected profit for contracts
in the same portfolio are caused by regulatory constraints on pricing, the insurer is
permitted to group them together as an exception to the general aggregation
principle

External editorial review
Solutions for another 36 sweep issues arising from the external editorial review were
approved unanimously
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Changes to the Contractual Service Margin (CSM)
Staff analysis

Experience adjustments and the effect on estimated future cash flows

The IASB objective is to avoid the recognition of gain or loss in the current period
due to the effect of experience adjustments and the impact on future estimate
cash flows and a consequential gain or loss in future periods when a claim is
incurred earlier or later than expected.

The experience adjustment + related change in PV of future cash flows
(combined) ® recognised in P&L

However, the Staff identified that there are many insurance contracts in which
there is no offsetting correlation between experience adjustments and future
estimated cash flows. To require the identification of such situation would
create undue operational complexity

As such, the Staff believes it is more appropriate to reverse the November
2016 decision which required insurers to measure the experience adjustment
and related changes in PV of future cash flows together
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Changes to the Contractual Service Margin (CSM)
Staff analysis

Definition of an experience adjustment

An experience adjustment equals the difference between:
Expected incurred claims and expenses; and
Actual incurred claims and expenses

This definition does not exclude an investment component
The Staff considers that a delay or acceleration in its repayment would lead to
gain or loss in the related period (in profit or loss) that is automatically offset

in future periods through the CSM release

Consequently a change to the investment component does not have to be
considered as an experience adjustment recorded in profit or loss
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Changes to the Contractual Service Margin (CSM)
Staff recommendation

For contracts measured under the general model - of
the present value of future cash flows arising from non-financial risks are

For contracts measured under the variable fee approach -
of the present value of future cash flows

Changes in estimates adjusted against the CSM include changes directly
caused by experience adjustments. There are two exceptions: (i) where the
change relates to ; and (ii) changes that trigger an onerous
group loss or reverse a loss component

The definition of an

The amount of the
in each period is determined by allocating the carrying amount of the

CSM
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Changes to the Contractual Service Margin (CSM)
IASB discussion and tentative decision

General model - changes in estimates of future cash flows that are
directly caused by experience adjustments

There was general support for the Staff recommendation
One Board member noted that there is no perfect solution given past decisions

Another Board member expressed the view that the Staff recommendation
provided a simple, easily understood solution

General model - determination of the amount recognised in profit or loss
to reflect the service provided in the period

One Board member disagreed with the Staff recommendation as he felt that
this would result in an inconsistent recognition of the amount of insurance
revenue, which could have a significant effect on profit. Other members of the
Board observed that they were personally supportive of the Staff
recommendation

One Board member noted the need to be clear about the treatment when
changes in estimates are made subsequent to reporting interim results

© 2017 Deloitte LLP. All rights reserved. Deloitte IFRS Insurance Webcast— 2 March 2017

7



Changes to the Contractual Service Margin (CSM)
IASB discussion and tentative decision

Definition of an experience adjustment
There was general support for the Staff recommendation

Several Board members identified areas where the wording of the amended
definition of an experience adjustment could be improved.

The Staff will consider these suggestions in the final drafting work that would
follow this Board meeting

Contracts measured under the VFA
There was no Board discussion about this recommendation

Tentative decision
All 12 Board members agreed with the Staff recommendations
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Narrow exemption for grouping of regulatory-affected pricing of
Insurance contracts

Staff analysis

no exemption to level of aggregation when regulation
constrains pricing or benefits

There have been decisions on the level of
aggregation since January 2016

Based on the recent decisions the aggregation could result in recognising
onerous losses immediately for policyholders with a particular characteristic,
whereas profits will be recognised over the coverage period for policyholders
with a different characteristic

Observers have pointed out that this may be
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Narrow exemption for grouping of regulatory-affected pricing of
Insurance contracts

Staff recommendation

An entity is

iIf only, and only if, applying that requirement
would result in the entity dividing the contracts of a portfolio into such groups
because there are specific constraints in law or regulation on the entity’s
practical ability to set a price or benefit levels that vary according to
policyholder characteristics

When this is the case, the entity may

This to any other regulatory-
affected transactions
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Narrow exemption for grouping of regulatory-affected pricing of
Insurance contracts

IASB discussion and tentative decision

There was general support for the Staff recommendation in the narrow
circumstances described

One Board member warned against providing too much detailed guidance,
particularly as regulatory requirements often vary in different jurisdictions

Tentative decision

Eleven Board members agreed with the Staff recommendation and one voted
against it
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Responding to the external editorial review
Staff analysis

raised by both the Board members and the external reviewers that
have . In addition to
the two issues presented in the previous pages we comment on another three
of these issues

in the light of
comments received on the draft. We comment on six of these issues

as the

Board has already considered these issues. We comment on two of these
iIssues
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Responding to the external editorial review
Proposed changes from draft IFRS 17

Mutualisation — analysis
Guidance on how to account for insurance contracts with

Mutualisation — recommendation
The basis of conclusions will clarify how these
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Responding to the external editorial review
Proposed changes from draft IFRS 17

PAA: Investment components — analysis

Deletion of the requirement that the PAA may not be applied to contracts
with an investment component

PAA: Investment components - recommendation
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Responding to the external editorial review
Proposed changes from draft IFRS 17

Contract boundary: Removing inconsistencies and frequency of assessment -
analysis

A
that fully reflects the risks up to the date
that these are reassessed

Contract boundary: Removing inconsistencies and frequency of assessment -
recommendation

An entity should
, to include the effect of changes in
circumstances on its substantive rights and obligations
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Responding to the external editorial review
Proposed clarifications to draft IFRS 17

Level of aggregation: determining groups on day 1 - analysis

The draft IFRS 17 was ambiguous on the need to calculate BEL and RA at
individual contract level in order to capture in a separate group all those
contracts that would be loss making at initial recognition

Level of aggregation: Recycling on de-recognition — recommendation

IFRS 17 will clarify that an insurer does not need to calculate the individual
contract’s BEL and RA at initial recognition if it can be certain that the
resulting groups do not mix contracts with CSM with contracts without CSM
(i.e. those that are individually onerous on day 1)
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Responding to the external editorial review
Proposed clarifications to draft IFRS 17

Level of aggregation: Recycling on de-recognition — analysis

The draft IFRS 17 did not cover the process of recycling the accumulated
OCI balance on derecognition of insurance contracts and this flaw needed to
be rectified

Level of aggregation: Recycling on de-recognition — recommendation

There will be two recycling processes in IFRS 17 when the OCI solution is
utilised:

any remaining amounts for the group that were

any remaining amounts for the
group that were

© 2017 Deloitte LLP. All rights reserved. Deloitte IFRS Insurance Webcast— 2 March 2017 17



Responding to the external editorial review
Proposed clarifications to draft IFRS 17

VFA criteria — analysis

Several reviewers recommended that IFRS 17 offers greater clarity on the
first of the VFA criteria as it refers to “contractual terms” to identify a
specific pool of underlying items given the IASB decision to add guidance
that the sources of a contractual obligation can also include laws and
regulations

VFA criteria - recommendation
The final text of IFRS 17 will make

This guidance will be made consistent with IFRS 15

There is an extract of the new revised text in Appendix B of Paper 2C of the
February 2017 IASB meeting
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Responding to the external editorial review
Proposed clarifications to draft IFRS 17

VFA simplified transition approach - analysis

Some reviewers recommended clarifications on the simplified transition
approach for VFA when it is impracticable to restate prior periods

VFA simplified transition approach - recommendation
A new text of paragraph C16 has been presented in paper 2C under item B9

The guidance clarifies how to use the
(i.e. 1/1/2020 for calendar year reporting entities), that

and the
between the initial recognition of the contracts and transition date
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Responding to the external editorial review
Proposed clarifications to draft IFRS 17

Coverage units — analysis

Several reviewers recommended the inclusion of a definition of this
Important concept and the addition of guidance that would ensure a
consistent application of the underlying principles

Coverage units - recommendation

Guidance that the number of coverage units in a group is

, determined by considering
for each contract the quantity of the benefits provided under the contract
and its expected duration
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Responding to the external editorial review
Proposed clarifications to draft IFRS 17

Assumptions about inflation— analysis

Reviewers noted that there was ambiguity on the nature of assumptions
regarding future inflation

This is important because only non-financial variable are considered in the
unlocking of CSM while financial variables do not unlock the CSM other than
for the financial variables associated with the underlying items identified in

the VFA

In all other cases the changes caused by financial variables goes to P&L or
OCI

Assumptions about inflation — recommendation
Where inflation assumptions are

Where inflation assumptions are
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Responding to the external editorial review
Proposed “no action” on the final text of IFRS 17

Locked-in accretion rate for CSM - analysis

Reviewers disagreed that the CSM for contracts accounted for other than
using the VFA the insurer would need to accrete the time value of money on
CSM utilising the discount rate set at initial recognition

IFRS 17 also requires that all of the CSM unlocking adjustments are
calculated using this rate rather than the discount rate at the reporting date

Locked-in accretion rate for CSM - recommendation

No change will be made on this matter given the balance of
; and
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Responding to the external editorial review
Proposed “no action” on the final text of IFRS 17

Guidance on applying IFRS 17 to mutual insurers — analysis
Reviewers requested specific guidance for mutual insurers

Locked-in accretion rate for CSM - recommendation

No specific guidance will be added in line with the approach for all IFRSs
focus on guidance for the accounting of transactions rather than the entities
that may have generated them
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Responding to the external editorial review
IASB discussion and tentative decision

The Staff asked only a general question as to whether the Board agree with the

Staff proposals, and an issue was discussed only when requested by a Board
member

There was general support for the Staff recommendations, but several Board
members identified areas where the proposed wording could be improved,

notably for mutualisation, the VFA criteria and the meaning of “contractual
terms”

Tentative decision

All 12 Board members agreed with the Staff recommendations on the

remaining sweep issues. Board members did not raise any other topics for
consideration at a future meeting
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Insurance Contracts
Next steps

The Staff will continue with the drafting process, reflecting the decisions made
at this meeting in the ballot draft of IFRS 17

The Staff expects to issue IFRS 17 in the first half of 2017

The IASB Technical Plan released this week indicates that the expected
publication date is May 2017
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Keep connected on IFRS Insurance by:

Follow my latest Linkedﬁﬁ, posts Add Deloitte Insights into IFRS
Insurance (i2ii) to your internet

Follow me on %W @Nagarif favourites www.deloitte.com/iZii

Subscribe to Insights into IFRS Deloitte.

Insurance Channel on e

Connect to IFRS Insurance Linked|[[}]. =
Group for all the latest IFRS news
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