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© AM Best Company, Inc. (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND
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contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole
or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its
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observations, if any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or
recommendations to purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular
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not address any other risk, including but not limited to, liquidity risk, market value risk or price volatility of rated securities. AMB is not an investment advisor and does not offer
consulting or advisory services, nor does the company or its rating analysts offer any form of structuring or financial advice. NO WARRANTY, EXPRESS OR IMPLIED, AS TO
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investment or purchasing decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study and evaluation
of each security or other financial obligation and of each issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may
consider purchasing, holding or selling.




US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved
in the sales or marketing of a product or service of the CRA also participates in determining or monitoring the
credit rating, or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales /| marketing activity and AM Best’s Rating Division
employees are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to AM Best's Market Development function.
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Issuer Credit Ratings (ICR) and Financial Strength Ratings (FSR)
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Issuer Credit Ratings: Overview

aat+ aa aa- a+ a a- bbb+ bbb bbb- bb+ bb bb- b+

= Mature ® Emerging

*Analysis is performed at rating unit level 7



Drivers of Rating Upgrades & Downgrades

Overall Rating
Movements

Upgrades & Downgrades
by Building Block

Lift/Drag

Enterprise Risk Management
Business Profile

Operating Performance

m Affirmation Balance Sheet Strength
m Upgrade
® Downgrade Downgrades Upgrades



AM Best’s Rating Process: Recap

Balance
Sheet
Strength

Baseline

Country Risk

Operating
Performance

(+2/-3)

Maximum +2

A
A\

Enterprise
Business Risk Comprehensive
Profile - Management - Adjustment

(+2/-2) (+1/-4) (+1/-1)

Rating Lift/
Drag

Issuer
Credit

Rating



AM Best’s Rating Process: Recap

B;:f:;e Operating Business gl t;:'sp ‘r":se
Strength Performance Profile Management
Baseline | (+2/-3) (+2/-2) ‘ (+1/-4)
‘ \ ‘
EESUEESE Very Strong +2 Very Favourable +2 Very Strong +1
Very Stron
v & Strong +1 Favourable +1 Appropriate 0
Strong Adequate 0
Neutral 0 Marginal -1
Adequate Marginal -1
Limited -1 Weak -2
Weak Weak -2
Very Limited -2 Very Weak -3/4
Very Weak Very Weak -3
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Balance Sheet Strength: Distribution of Assessments

Strongest Very Strong Strong Adequate Weak Very Weak

= Mature ® Emerging



Balance Sheet Strength: The Baseline Assessment

Overall Balance Sheet Strength Assessment

Country Risk Tier

CRTA1 CRT-2 CRT-3 CRT-4 CRT-5
Strongest a+/a a+/a ala- a-/bbb+ bbb+/bbb
Very Strong ala- ala- a-/bbb+ bbb+/bbb bbb/bbb-
Strong a-/bbb+ a-/bbb+ bbb+/bbb/bbb- bbb/bbb-/bb+ bbb-/bb+/bb
Adequate bbb+/bbb/bbb- bbb+/bbb/bbb- bbb-/bb+/bb bb+/bb/bb- bb/bb-/b+

Weak bb+/bb/bb- bb+/bb/bb- bb-/b+/b b+/b/b- b/b-/ccc+

Combined Balance Sheet Assessment
(Rating Unit/ Holding Company)

Very Weak b+ and below b+ and below b- and below ccc+ and below ccc and below

S
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Exhibit A.6

		Overall Balance Sheet Strength Assessment

		Combined Balance Sheet Assessment 
(Rating Unit/ Holding Company)		Country Risk Tier

						CRT-1		CRT-2		CRT-3		CRT-4		CRT-5

				Strongest		a+/a		a+/a		a/a-		a-/bbb+		bbb+/bbb

				Very Strong		a/a-		a/a-		a-/bbb+		bbb+/bbb		bbb/bbb-

				Strong		a-/bbb+		a-/bbb+		bbb+/bbb/bbb-		bbb/bbb-/bb+		bbb-/bb+/bb

				Adequate		bbb+/bbb/bbb-		bbb+/bbb/bbb-		bbb-/bb+/bb		bb+/bb/bb-		bb/bb-/b+

				Weak		bb+/bb/bb-		bb+/bb/bb-		bb-/b+/b		b+/b/b-		b/b-/ccc+

				Very Weak		b+ and below		b+ and below		b- and below		ccc+ and below		ccc and below






Best’s Capital Adequacy Ratio (BCRM) Guidelines

_ (Available Capital - Net Required Capital)

BCAR = Available Capital x 100

VaR Level (%) BCAR BCAR Assessment
99.6 >252at 99.6 Strongest

99.6 >10at 99.6 & <25 at 99.6 Very Strong

99.5 >0at99.5&<10at99.6 Strong

99 >0at99 & <0at99.5 Adequate

95 >0at95&<0at99 Weak

95 <0at95 Very Weak

* Companies with < 20 million USD in capital & surplus cannot score in strongest category
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BCAR: Assessment & Distribution

BCAR Assessment Distribution of BCAR Scores @

99.6% VaR within Strongest

Strong 2%
48 Category

Very Strong 12%

= Mature = Emerging

Median BCAR Score: 48%

Strongest
86%

25% < 30% < 45% < 60% < Above
<=30% <=45% <=60% <=75% > 75%
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Balance Sheet Strength: Relationship of BCAR

Mature

Balance Sheet Strength
2017-18 Assessment Strongest Very Strong Strong

Strongest 16% 61% 8% 1%
Very Strong 3% 4% 5%

Strong - - 1%
Adequate -
MEELS

Very Weak

Assessment Strongest Very Strong Strong
Strongest 19% 54% 15%
Very Strong - 8% 2% 1%
Strong - - - 1%
Adequate -
Weak

Very Weak

Adequate

Over the surveillance period, there
has been a slight deterioration in the
balance sheet strength assessment

The BCAR is not the sole
determinant of balance sheet
strength

Adequate Weak

2018-19

15

For both mature and emerging

markets, most companies have a
balance sheet strength assessment
of “Very Strong”

Emerging
- |§2017-18

Assessment Strongest Very Strong Strong
Strongest 2% 60% 20%
Very Strong - 3% 1%
Strong - - 3%
Adequate -

Weak

Very Weak

Assessment Strongest Very Strong Strong
Strongest 1% 57% 25%
Very Strong - - 10%

Strong - - 1%
Adequate

Weak

Very Weak

Balance Sheet Strength
Adequate Weak

2%

3%
1%

Adequate Weak




Operating Performance: Distribution of Assessments

Very Strong Strong (+1) Adequate (0) Marginal (-1) Weak (-2)
(+2)

= Mature ® Emerging



Operating Performance (Five Year Average)

Mature Markets [l Combined Ratio

0,
100% 108%

73% 7%

90%

Strong Adequate Marginal Strong Adequate Marginal
Emerging Markets [l Combined Ratio
71% 106%

99%

63%

59%

Very Strong Strong Adequate Marginal Very Strong Strong Adequate Marginal
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Operating Performance

Mature Markets — Five Year Average Real Emerging Markets — Five Year Average Real
Return on Equity Return on Equity

9.2% 8.7%
3.3% . 2.6%
-4.3%
-17.0%
Strong Adequate Marginal Strong Adequate Marginal

* For mature markets, data on “Marginal” is skewed due to a small sample size
** Return On Equity adjusted for five-year average inflation 18



Business Profile: Distribution of Assessments

Very Favourable (+1) Neutral (0) Limited (-1) Very Limited
Favourable (+2) (-2)

® Mature ®mEmerging

19



Business Profile: General Characteristics

Favourable

Neutral

Leading position in a
single market or niche
segment

Good product &
geographical
diversification

Strong access to markets
through key distribution
channels

Extensive inhouse
expertise

Good data and pricing
sophistication

Core lines performing well

Strong market profile in a
small market

Limited size on global
scale

Narrow profile on net
basis

Some dependence on
third parties

High degree of
competition

Moderate economic/
political/regulatory risk

Limited

SME and monoline
insurers

Limited product &
geographical
diversification

Very limited profile on
global scale

Narrow profile on net
basis

High dependence on third
parties

High degree of
competition

High economic/
political/regulatory risk

Limited innovation

Covea, Atradius,
Lloyd’s, QBE

ENI, Oman Ins,
GIG, LocalTapiola

Fortegra,
Noor Takaful,
EA Re




Enterprise Risk Management: Distribution of Assessments

Very Strong (+1) Appropriate (0) Marginal (-1) Weak (-2)

m Mature ®Emerging
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ERM: Risk Framework Evaluation

Mature Markets

Emerging Markets

| 1101

Risk Appetite Stress Testing Risk Risk Governance Risk Appetite  Stress Testing Risk Risk Governance and
and Tolerance Identification Management and Risk and Tolerance Identification Management Risk Culture
and Reporting and Controls Culture and Reporting  and Controls

m Embedded Developed | EVOIVing » Nascent ] Unlecognised
J
®
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ERM: General Characteristics

Appropriate Marginal
Defined risk Basic risk
appetite/tolerances appetite/tolerances
Periodic stress/scenario Evolving risk
testing control/monitoring

procedures

Robust risk
control/monitoring
procedures

Advanced inhouse
modelling & tools

Risk framework partially
utilised for strategic
decision making

Developing governance &
risk culture

No evidence of
stress/scenario testing

Some third-party reliance

Little alignment between
risk framework &
business strategy

Emerging governance &
risk culture

Moderate economic/
political/regulatory risk

Weak

Indistinct risk
appetite/tolerances

History of ERM
failures/regulatory
breaches

Extensive third-party
reliance

No alignment between
risk framework &
business strategy

Underdeveloped
governance & risk culture

High economic/
political/regulatory risk

Covea, Atradius,
Lloyd’s, QBE

Arab Orient, Noor
Takaful,
EA Re

Kenya Re, Ghana
Re, Nomad Ins




Final Remarks

Rating Outlook by Building Block

Lift/Drag

Rating Outlook by Rating Unit

Enterprise Risk Management
Business Profile
Operating Performance

Balance Sheet Strength

m Stable = Positive m Negative Negative Positive

« Balance sheet —

. « Changes to market conditions
ability to absorb shocks

. _ _ , » Geopolitical landscape
« Sustainability of financial metrics o _
_ « Organisational restructuring
» Performance relative to peers

y try Risk
- Effectiveness of ERM Country Ris
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Mahesh Mistry

Senior Director, Analytics

Q&A

Jalpa Thanky

Senior Financial Analyst




Best's Credit Rating Methodology (BCRM) in an
Evolving Landscape

Carlos Jessica Valeria Tony
Wong-Fupuy Botelho-Young Ermakova Silverman
Senior Senior Financial Senior Financial Associate
Director Analyst Analyst Director
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Hot Topics

Stress testing and non-modelled risks

Environmental, Social and Governance (ESG) risks

Innovation

IFRS 17
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Stress Testing
and
Non-Modelled Risks

Carlos
Wong-Fupuy
Senior
Director




Stress Testing and Non-Modelled Risks

Wildfire Insured Losses Since 1980

(USD billion at 2018 Prices)

2018

2017

2016
2010-

1980-1989 1990-1999 2000-2009 2010-2018

m Losses m Losses 2016 m Losses 2017 u Losses 2018

Source: Swiss Re Institute sigma 29



Stress Testing and Non-Modelled Risks

« Recent catastrophe losses call for increased scrutiny
in modelling

 Loss creep
 Trapped capital — catastrophe losses do have reserve tails
* Pricing uncertainty

« Wildfire insured losses: not very well modelled
but becoming more prevalent

« Cyber risks

» Economic stress scenarios

30



Stress Testing and Non-Modelled Risks

« Current BCRM:

» Prescribed stress tests for natural catastrophes and terrorism

« Stress Testing:
« BCAR and Balance Sheet Strength Assessment, including liquidity
» Enterprise Risk Management

- Expected:
* More scrutiny on stress testing and non-modelled risks

« Comparability across the industry

» Suggested stress tests based on risk profile (?)

31



Environmental, Social and
Governance (ESG)
Risks

Jessica Botelho-Young
Senior Financial Analyst

32



Agenda

Defining ESG

ESG in Best’s Credit Rating Methodology (BCRM)

Credit Rating Implications

Looking Forward

Closing Remarks
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Agenda

Defining ESG
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Defining ESG

A set of metrics used by investors to assess a company'’s risks
which may not be captured by conventional financial metrics
with the intention of enhancing long-term returns

Environmental criteria look at how a company performs as a
steward of the natural environment

Social criteria examine how a company manages relationships with
its employees, suppliers, customers, and the communities where it
operates

Governance deals with the company’s leadership, executive pay,
audits, internal controls, and shareholder rights

35



Defining ESG

Climate change
Carbon emissions
Natural resources
Pollution and waste

Environmental
opportunities

Environmental

-
* Human capital

 Product liability

« Stakeholder
opposition

* Health and safety

» Social opportunities

36

~

Corporate
governance

Corporate behaviour
Transparency

Board composition
Business ethics

Governance




Agenda

Defining ESG

ESG in Best’s Credit Rating Methodology (BCRM)

Credit Rating Implications

Looking Forward

Closing Remarks
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ESG in the BCRM

Maximum +2

T
Country Risk : |
| !
Balance Enterprise Issuer
Sheet Operating Business Risk Comprehensive Rating Lift/ é; o d':l'l.'
Strength - Performance - Profile - Management . Adfustment - Drag Rating
Baseline (+2/-3) (+2/-2) {+1/-4) {#1/-1)
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ESG in the BCRM

Best’s Credit Rating Methodology (BCRM)

Environmental, Social & Governance (ESG) Factors

Since the tum of the new millennmm, the term “ESG” (environmental, social and goverance)
integration—often nnderstood as an approach to business practices with strong consideration for
ethical or moral valnes—has been gaining traction.

With no indnstrr-wide ESG standacds in place, it can be overwhelming for madket players to fully
naderstand how to implemeat and disclose ESG practices. Despite this, several factors nsnally
considesed ESG-related muy be fonad throughont this doenment and ase evalnated, to determine
their matesiality in respect of a particalar brilding block.

Balence Sheet Strength
E 1 factors are considered a severe threat to the balance sheet strength of property and
casmalty insneers becanse of the potentially sigai apid and d impact of such losses.

B Vel et st oo el Wi 4k A T i T bbb Wiat g st
Tty antag o bt o it i o areat i igpaes Ecoua Lot whta e frmra
e e s el i
P Finarsrinl otk b bk ket lossee

Asset sisk is another key component of the balance shest strength assessment. From 2 credit eating
perspective, AM Best wonld discrss how ESG integeation, where being adopted, fits within the
investment process.

An important point to make is that strong ESG integration does not necessanly translate into
highes credit qualify of an investment postfolio. For example, investments in natested technologies,
stact-nps or taking insnrance rsks that cannot be celisbly priced due to lack of information may
cacry increased cosdit sisks,

Operating Pecformance

The crczent absence of global gnidance for the insnsance industey on how to integeate ESG sisks
into the nadervrifing process has led to the devel of vagens Les A growing
aumber of macket pacticipants ace implementing exclusion cdteda withia theis nndeswritiag lines
thereby eliminating cestain “toxic” sisks, the most common being coatroversial wespons, coal-
based enesgy production and extraction, and fas sands. At the same time, ESG sisks ace being
considered in the nndeswriting procsss throngh disk selection, geocoding and other metsics to
avoid aseas subject to higher climate related loss sevesty. Changes in the insurance potfolio mix
miay have 2 matedal impact on prospective nnderwriting macgins, treads and volatility

In addition to this, key to the discussion regacding ESG integration is determining if thers are
snstained enl tothe o o of portiolios that nlfimately translate into

prolonged improvements in the pecformance of assets held by insnrecs.

ﬁ

39

Best’s Credit Rating Methodology (BCRM)

Business Profile

At the same time as msnrers are withdrawing from certain types of brsiness not in line with their
ESG principles, some opportunities ae being recognized snch as the development of new produsts
that incosposate social and enviconmental valnes. For life and health waiters, this may inclnde
prodncts which promote 2 healthy Lifestyle. For P&C insnrers, this may be the development of
products or solutions to suppost ssks connected with renswable enesgy. These new products
wonuld be viewed within the scope of “Prodnet Risk™ as part of the business profile assessment.

Changing d ics offer both and opportunities for insurers. Those who ace
attned to cnstomer needs, ace innovative and have access to data will be most snecassful in
defending their market position. Alternatively, the business profile assessment may be impacted
negatively following an ESG related scandal, which has the potential to materially damage the
company’s repntation and brand, and conld have repeccussions on the company’s ability to
genecate new business and retain existing customers.

Couatzy Risk
AM Best's conntey risk evalnation eatalls both a dats-dsiven assessment, which inclndes ESG
factors snch as social stability, to scoce the level of risk in a given comatey and a qualitative
d of country—specifi o affecting an msuser’s operating enviconment.

Eatesprise Risk Manzgement (ERM)
The “G” in ESG is consideced explicitly nnder the ERM building block Governance and Risk
Crlfnice ace key components within the Framewodk evalnation ceview componeats AM Best's

i system framework takes a holistic view of the insucer’s
sisk management system and ifs associated strategies, processes, tools and owness.

of an insurer’s sk

The “E” in E3G is also factored into the ERM assessment as the quality of an insnrer’s catastrophe
stress testing program the sk it it What-if scenario
testing nsing severe events in areas with d exp i cmeial to nad &
‘masimnm potential loss and i phe dsk C also need to consider potential
na-modeled scanarios in addition to model ontpnt to ensnes that they are not overexzposed to
naforeseen events

ESG integrtion can also sednee reprtational and operational risks as ESG can assist companes to
identify sisks or opportunities that may aot be captced by coaveational financial metrics. Given
ESG’s potential fnancial impact, the practice of quantifying and intsgeating climate change risks
into cisk management and naderwriting is also Lkely to grow in importance

29
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Credit Rating Implications

£
S
5
o
=
14
o
o

Balance Sheet
Strength

Operating
Performance

Business
Profile

Enterprise
Risk
Management

Environmental

Natural catastrophe
impact

Asset portfolio
changes

Changes in business
mix and investment
returns

Changes in business
mix Reputational risks

Stress testing and
treatment of un-
modelled risks

Social

Changes in underwriting risk
charges due to changes in
business mix

Changes in business mix

Changes in business mix
Reputational risks

Reputational and operational
risks

41

Governance

Limited / non-material
impact

Limited / non-material
impact

Reputational risks

Risk management
framework evaluation:
Governance and Risk

Culture



Looking Forward
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Looking Forward

European
Commission

Guidelines on reporting
climate-related disclosures

EU Taxonomy for

Sustainable Activities

EU Green Bond Standard

Climate Benchmarks and J

Benchmarks’ ESG
Disclosures

European Securities
and Market Authority AM Best
(ESMA)

Research

Guidelines on
Disclosure
Requirements
Applicable to Credit
Ratings

|

Explicit disclosures on
material and relevant
ESG factors




Closing Remarks
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Closing Remarks

“ INSURANCE intelligent

ASSET RISK nsu o _
Insurers underperform on ESG integration| g‘iﬁe“.gg%tfosgggr',?,is,‘gr',f,ﬁ'eﬁt“aﬁt,gigﬁe"sfgg

CLYDE&CO| Gl}‘:lnlr%lian

Reserve Bank warns climate change
posing increasing risk to financial
stability

Focus: Regulators’ demand for action on
climate change risk challenges insurers

The TheActuary

E Cn n“mist The magazine of the Institute & Faculty of Actuaries
Almost half of global remsurance market restricts’

Climate change could put insurance firms out cover for coal
of business

%
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Innovation

Valeria
Ermakova
Senior Financial
Analyst

46



Where Does Innovation fit in?

« Historically, AM Best has captured innovation indirectly through the
various building blocks of its rating process

Maximum + 2

A

Country Risk

Bgllﬂlr:;e Operating Business Enterprise Risk Comprehensive
Performance Profile Management Adjustment Rating Issuer Credit
Strength . .
Lift/Drag Rating
Baseline (+2/-3) (+2/-2) (+1/-4) (+1/-1)

« We launched the innovation initiative to develop a more explicit analysis
of innovation in the rating process

47



Innovation and Financial Strength

Demographic

Shifte Technology
Financial
Accelerating Oﬁg @ A Strength
pace of change: U, + + 11 and
Success

Climate-Related
Trends

Our plan is to further understand and evaluate companies’ approach to innovation

* How (re)insurers adapt to changes in the marketplace
* How (re)insurers change to improve operating efficiencies
» How these changes influence the financial strength and success of (re)insurers

:> New criteria developed

48


https://thenounproject.com/term/demographic/342342
https://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwi7lK-CqejdAhWpUt8KHe8oCEEQjRx6BAgBEAU&url=https://sustainintime.com/startsida/globe-icon/&psig=AOvVaw2_L4v9FU8l1wbFjv0SlmMa&ust=1538589038939933
http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwje-Y7iv-rdAhUomeAKHSkKCVcQjRx6BAgBEAU&url=http://tm34marketing.com/portfolio/david-wygant/roi-icon/&psig=AOvVaw313LJ8fOxCw-ezMe06sFRe&ust=1538663755937888

Innovation — AM Best Definition

* A multi-stage process... @l@l@»
* .. that transforms ideas into new or

significantly improved: % 5,.\,\3
e}

* Products

* Processes @

* Services u/l]\u/l] = P
* Business Models 2> aalysa

* ... that have measurable positive impact over time and enable an
organisation to stay relevant and successful ...

* ... and can be created organically or adopted from external sources

49



Innovation Score

Innovation Score Formula:

Innovation Score = Innovation Input Score + Innovation Output Score

50



Innovation Input Score
(1 to 4 for each component)

Leadership Score = [ ECLESi +

Culture

+

Resources

51

+

Processes

and Structure



Leadership

Driver of innovation Sponsorship of top Encourage new ideas, Link between
success or cause of management and foster cross-functional innovation strategy
innovation failure Board participation collaboration and mission / vision

52



Culture

Culture can either stimulate or supress innovation

Defined tolerance for risk-taking and possibility of

failure

Ability to kill ineffective projects after timely review

Fosters knowledge sharing, ownership and
transparency

Promotes diverse environment, e.g. backgrounds and

expertise

53



Resources

Outsourcing
vs internal
development

Level of agility

Technical
resources

Systems and
data allocation

54

Talent
management

Creative
resources

Financial

resources

Budgeting




Processes and Structure

Data Management Strategy

! ! §
Data governance Assess Customer privacy
well defined capabilities and regulation
! !
Access and Well defined and
transparency aligned with

corporate objectives

Flexible
development plan

55



Innovation Output Score (1 to 4 for each component)
Total score is doubled

Output score =2 x aa Level of Transformation




Results

Results that make investment worthwhile

Impact must be tangible and quantifiable

Mix of operational and growth-oriented innovation

Ability to respond to internal and external pressures

Incremental and disruptive innovation

57



Level of transformation

Value creation through transformative initiatives

Improved customer engagement and experience

Superior business model

Significantly enhanced growth opportunities




Innovation Score — Recap

Innovation Score Formula:

Innovation Score = Innovation Input Score + Innovation Output Score

59



Scoring System

Highest

28 and higher
23-27

18-22
Moderate 12-17

<12

Lowest

60



Impact on Ratings

Over time the weight
will increase, as a lack
of innovation may
ultimately lead to an
erosion in balance
sheet strength

Innovation score is not

Innovation is seen as a
expected to have an

component of the
Business Profile

impact on current
ratings
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IFRS 17

Tony
Silverman
Associate

Director
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Where we are now

* IFRS 4 differs across jurisdictions, differences
(In)consistency more pronounced in life segment

» Asset/liability accounting mismatches

« Current mix can’t all be ‘right’ insurance liability

« Often close to ‘book value’ based local S1
regulatory methods. Not targeting value

Relationship to

market values

T CRLNIJI[S . Seen as obscure, specialist, ‘black box’

financial « Yet educated non-specialists and IT based data
markets handlers are often the decisive audience
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IFRS 17 — Outline

1. Market values both sides of 2. No day-one profit
balance sheet — Day one difference/profit goes to Contractual

Service Margin (CSM), a liability

. . — CSM taken to profit over term of contract
Some choices of accounting approach — for £ . . for fut {
example for non-life can chose BBA (Building Block — EXperience variances lor future coverage se

Approach) or PAA (Premium Allocation approach) against cohort's CSM
Reliance on auditors — ‘Onerous contracts’ losses go straight to P&L

Insurance liability - discounted best estimate, 3 Differences from embedded
plus Risk Adjustment (RA)
Applies to global operations value

— ‘Dual look’, day one estimated profit is
identified but not taken

— Delivery of new business profit is tracked

— Audited ‘from the ground up’. No reference to
regulatory data

Principles based
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For Insurers

* Transition « Implications for strategy,

— Cost of new data systems and retention. product profile

Level of auditor involvement _ Perhaps shouldn't be any,

— Policy on approximations used over but ‘what gets measured gets managed’

transmo.n for long-term busm.eSS _ — For example VFA is helpful for volatile
— Uncertainty over extent non-life business investment assets. Could products be

subject to BBA redesigned to obtain VFA treatment?
— Volatility of CSM — Value loss on back book sales may be more
transparent

— Some concern on this as value measures
likely more volatile than IFRS 4

— However, reflects a more volatile upper
slice of value which has always been
present, and often volatile, in EV reporting

— And ...
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For AM Best

« What to do with the CSM,  Data issues
RA? — Captions new
— In adjusted available capital? — Many not map onto current quantities
— Half in? * New framework
 Life capital adjustment? — Language of management meetings likely
— Where will IFRS 17 results sit versus to adopt new vocabulary
other measures? — Analysis will focus on new measures:
— Suggest much reduced adjustments/use * For example, development of risk
of Solvency || adjustment and CSM

* And other new KPIs
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Q&A
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Q&A Interactive Discussion
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