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Disclaimer

This webcast contains general information only, and none of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms or their
related entities (collectively, the “Deloitte organisation”) is, by means of this communication, rendering professional advice or services. Before making
any decision or taking any action that may affect your finances or your business, you should consult a qualified professional adviser.

No representations, warranties or undertakings (express or implied) are given as to the accuracy or completeness of the information in this
communication, and none of DTTL, its member firms, related entities, employees or agents shall be liable or responsible for any loss or damage
whatsoever arising directly or indirectly in connection with any person relying on this communication. DTTL and each of its member firms, and their
related entities, are legally separate and independent entities.
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Introduction




Polling questions

1. For those with contracts of coverage periods > one year - Have you already tested for PAA
eligibility?
a) Yes
b) No
c) N/A
2. If you answered ‘yes’ to the previous question - Have you obtained sign off by your auditors?
a) Yes
b) No
c) N/A
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PAA Eligibility




What is PAA and what does the standard say?

An entity may simplify the measurement of a group of insurance contracts using the
premium allocation approach ... if, and only if, at inception of the group:

(a) the entity reasonably expects that such simplification would produce a
measurement of the liability for remaining coverage for the group that would not

differ materially from the one that would be produced applying the General
Measurement Model; or

(b) the coverage period of each contract in the group... is one year or less

*Premium Allocation Approach (‘PAA’)
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Why bother using PAA?

Less data requirements to identify and track the
Contractual Service Margin (‘CSM’)

Better reflects many general insurance products as
it’s a one margin model

Reduced disclosures in Financial Statements

g
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How do | know if | can apply the PAA?

What is the
coverage period
of the
. contracts? )
< One year > One year
Automatically eligible Assess eligibility

Qualitative assessment

Pass \ Fail
-é Quantitative assessment
Apply PAA if entity reasonably expects that the measurement of

the PAA Liability for remaining coverage (‘LfRC’) will not differ

i Testing required to prove that the measure of the PAA LfRC does not
materially from the General Measurement Model LfRC

differ materiality from the General Measurement Model LfRC
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How do | determine the materiality thresholds to be used?

“The entity reasonably expects that
such simplification would produce a
measurement of the liability for remaining
coverage for the group that would not
differ materially from the one that
would be produced applying the General

Measurement Model”

= J

7
N

Test 1: % threshold (each reporting date)

-

.

/

PAA LfRC — General Measurement Model LfRC
< X%
General Measurement Model LfRC
Test 2: Absolute threshold
PAA LfRC — General Measurement Model LfRC
< X%
Initial General Measurement Model LfRC
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Watch out for aggregation risk!
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lllustrative example — Assess if materially different

Liability for Remaining Coverage

900,000 12.0%
L o
Test 1: % threshold 800,000
10.0%
700,000
PAA LfRC— GMM LfRC
600,000 8.0%
<10%
GMM LfRC °00,000 6.0%
400,000
Test 2: Absolute threshold 300,000 4.0%
200,000
PAA LfRC— GMM LfRC 2.0%
100,000
<5%
GMM LfRC 0 0.0%
Day 1 Year 1 Year 2 Year 3 Year 4 Year 5
. GMM LfRC [ PAA LfRC
"IUStratlve materlallty th reShOId = Difference with respect to LfRC at each timing e====Threshold 1
llustrative On/y and not to be used in any other == Difference with respect to inception LfRC e Threshold 2
context.
Other methodologies may be more appropriate
for your business. GMM LFRC PAA LERC Difference: Test 1 Result Difference: Test 2 Result after
The methodology applied should be discussed (ESBViA DGR Ll change
ith di Day 1 800,000 800,000 0.0% Pass 0.0% Pass
with your auaitor. Year1 669,589 688,000 2.7% Pass 2.3% Pass
Year 2 525,590 554,160 5.4% Pass 3.6% Pass
Year 3 366,843 396,406 8.1% Pass 3.7% Pass
Year 4 152,096 212,495 10.6% Fail 2.5% Pass
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Qualitative Assessment

100%
> 5 years Long
1to 5 years

©

kel

3
S0% @ Medium

©
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>

o

(@)

Short

Low High
Premium volumes

0%

% by Premium volume

Product/IFRS17 group level stratification

Segment contracts by coverage period
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Quantitative Assessment

Develop your own
model

Buy or access one
from an external
advisor

Develop one
collaboratively
with an external
advisor
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Test the portfolio (or
"group" of contracts)
as a whole?

Test the worst
contracts of the
portfolio?

3. Assumption setting

Gross written premium
Loss ratios
Expense ratios

Directly attributable
acquisition costs

Risk adjustment

Premium earnings
patterns

Coverage unit patterns

Premium receipt
patterns

Claims payment patterns

Discount rate

Model each
contract/group of
contracts to assess if
eligible for PAA under
defined materiality
threshold

Estimate LRC at all
reporting dates
throughout coverage
period under both GMM
and PAA

. Choose
“reasonably
expected”
scenarios

. Typical examples
include: discount
rate or loss ratio
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Potential drivers of variability between GMM and PAA

»
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What types of risks are we seeing pass in the market?

Liability products
3%
— - _—— _—— _—— _—— ——
Excess 2%
and Environmental Primary
Umbrella Liability Liability
Liability
1%
Surety
0%
1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39
Quarters
= Coverage Unit Pattern —=|ncidence of Risk Pattern
Workers Compensation
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What types of risks are we seeing pass in the market?

Cargo

12%

10% /

8%

6%

4%

2%

0%

1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39

- Coverage Unit Pattern
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Quarters

=== |ncidence of Risk Pattern

14%

12%

10%

8%

6%

4%

2%

0%

Extended Warranty

1

3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39

Coverage Unit Pattern

Quarters

== |ncidence of Risk Pattern
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What types of risks are we seeing in the market?

Transaction Liability Construction*

14% 9%

12% 8%
7%

10%
6%

8% S%

6% 4%
3%

4%
2%

2% 1%

0% 0%

1 3 5 7 9 11 13 15 17 19 21 23 25 27 1 3 5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41
Quarters Quarters
Coverage Unit Pattern —|ncidence of Risk Pattern — Coverage Unit Pattern = |ncidence of Risk Pattern

*Certain construction contracts only
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What options do you have if you fail?

Check your assumptions

Consider entity materiality General Measurement Model
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Considerations for PAA Eligibility in a post implementation environment
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Industry Panel
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Your industry panel members
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Anna Mo

Senior Actuary
Liberty Speciality Markets
Asia Pacific

Victoria Tidmas

Executive Manager Actuarial IFRS17
Suncorp Group
Australia

Owen Tong

IFRS 17 Actuary
QBE Insurance
Australia

Rhian Saunsbury

Group Technical Accounting & Policy Manager

CFO Group Finance Statutory & Regulatory

IAG
Australia
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Polling questions

1. Did you find today useful?
a) Yes
b) No
2. Would you like to hear more on PAA eligibility?
a) Yes
b) No

© 2021 Deloitte Touche Tohmatsu. IFRS 17 for General Insurers — APAC | Webinar 1 September 23



Close session
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This document and the information contained in it is confidential and should not be used or disclosed in any way without our prior consent.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their related entities. DTTL (also referred to as
“Deloitte Global”) and each of its member firms and their affiliated entities are legally separate and independent entities. DTTL does not provide services to clients. Please
see www.deloitte.com/about to learn more.

Deloitte Australia

In Australia, the Deloitte Network member is the Australian partnership of Deloitte Touche Tohmatsu. As one of Australia’s leading professional services firms. Deloitte
Touche Tohmatsu and its affiliates provide audit, tax, consulting, and financial advisory services through approximately 8000 people across the country. Focused on the
creation of value and growth, and known as an employer of choice for innovative human resources programs, we are dedicated to helping our clients and our people
excel. For more information, please visit our web site at https://www?2.deloitte.com/au/en.html.

Liability limited by a scheme approved under Professional Standards Legislation.
Member of Deloitte Asia Pacific Limited and the Deloitte Network.
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