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1. Executive summary - introduction

The Corporate Reporting Review (CRR) team of the Financial Reporting
Council (FRC) carried out a review of disclosures in companies’ first
annual reports and accounts following their adoption of IFRS 17
‘Insurance Contracts'. This report summarises the key findings of that
review. It is a follow-up to our report published in November 2023
which considered the disclosures made in 2023 interim accounts
relating to the implementation of IFRS 17.

In our previous review we noted that we were pleased with the quality
of the interim IFRS 17 disclosures provided by the companies in our
sample. However, we also identified areas for improvement and
encouraged companies to carefully consider the recommendations in
that report.

Overall, the quality of IFRS 17 disclosures provided by the companies in
our sample of annual reports and accounts was good. We were also
pleased with the way that the areas we identified in our interim report
had been addressed in these first annual accounts.

While some further areas for improvement were identified in the
annual reports and accounts in our sample, many of the issues
identified related to areas we commonly raise with companies as part
of our routine reviews, such as judgements and estimates, and
alternative performance measures (APMs). The key observations from
the reviews from this thematic report sample are presented on page 4
of this report.

We also recognise that this is a new accounting standard, with a
significant impact on the insurance sector, and that practice will
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continue to develop and improve over time. In the early periods of
implementation of a new standard we are particularly careful to take a
proportionate approach, so that companies have the opportunity to
innovate and consider fully how best to disclose the required
information. This is particularly the case with IFRS 17 because of the
significant amounts of disclosures that are required to be made.

We are aware of the significant effort and investment which has gone
into the transition to IFRS 17 by both preparers and auditors. It is
therefore pleasing that this effort has resulted in a high level of
compliance with the standard for the companies in our sample. We
believe the benchmarking reports produced by the audit and actuarial
professions on the impact of the first year of reporting under IFRS 17
have also contributed to the overall quality of implementation of the
standard.

Across both our interim and year-end samples, we have now covered a
total of 17 separate insurance companies, which represent a significant
share of the insurance companies within our scope.

We did not identify any further messages in relation to insurers’
adoption of IFRS 9, ‘Financial Instruments’, beyond the messages given
in our interim report’. We also have not identified any further issues in
relation to the adoption of IFRS 17 by non-insurers, beyond those
areas mentioned in our interim report.
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1. Executive summary - key observations

Disclosure quality was good Importance of carefully considering the disclosure requirements of
IFRS 17
* We were pleased with the overall quality of disclosure of insurance
contracts under IFRS 17 in our sample, including transition-specific * We identified a number of areas, such as disclosures relating to
disclosures. insurance finance income or expense, and risks relating to insurance

contracts, where disclosures were not always provided in a way that

* We were also pleased that the majority of companies within our met the requirements of the standard.

sample provided high quality disclosures for the areas highlighted in

our interim report. * We also reiterate the message made in our interim thematic that
disclosures of significant judgements and estimates, and accounting
policies, are more useful when they are entity specific. Boilerplate
language should also be avoided.

Disaggregation and proportionality

 Annual reports and accounts should be clear, concise and
understandable, which is aided by a logical layout of information and
focus on the most significant and material areas. We were, therefore,
pleased that most companies avoided disclosing insignificant * While we were pleased that most of the insurance companies in our
information. sample clearly explained the impact of IFRS 17 on their APMs, we
identified a number of areas for improvement consistent with the
findings from our previous thematic reviews of APMs.

Alternative performance measures (APMs)

* We expect companies to consider the appropriate level of
disaggregation for disclosures of insurance contracts and may
challenge companies if it is not clear whether the basis chosen is
appropriate.
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2. Scope and how to use this publication

Scope

Our review consisted of a limited scope desktop review of the annual
reports and accounts of a sample of companies. Our focus was on the
adequacy of disclosures regarding the effect of the transition to IFRS 17
in the first year of adoption, following our 2023 interim review?.

While the application of IFRS 17 to insurance contracts requires the use
of actuarial models to determine the level of insurance liabilities our
review did not consider the reasonableness of the assumptions used in
those models; nor did we assess the appropriateness of the
methodologies applied.

We reviewed the annual reports and accounts of a sample of ten
entities, three of which had also been included in our interim thematic.
The companies selected covered both life and general insurers, including
larger listed companies, as well as smaller and private insurers.
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Using this publication

The areas of good practice and opportunities for improvement are
identified in the thematic report as follows:

A characteristic of good quality application of reporting
requirements.

An opportunity for improvement by companies to move them
towards good quality application of reporting requirements.

An omission of required disclosure or other issue companies
should avoid in their annual reports and accounts.

Examples of good practice disclosures, in grey boxes, represent good
quality application of reporting requirements that companies should
consider when preparing their annual reports and accounts. The
examples will not be relevant for all companies or all circumstances.

Highlighting aspects of reporting by a particular company should not
be considered an evaluation of that company’s reporting as a whole.
The accuracy of the underlying information in these examples has not
been verified by our review.

The word ‘should’ is used in this report to describe accounting
applications or disclosures that are required if material and relevant.
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2. Scope and how to use this publication (continued)

The relevant requirements — how much is enough?

The financial reporting framework in the UK is principles-based and
requires the application of judgement. Preparers must consider the
following overarching requirements in determining which

information requires disclosure in their annual report and accounts:

« The financial statements must present a true and fair view [s393
Companies Act 2006; IAS 1.15]

« The annual report and accounts, taken as a whole, should be fair,
balanced and understandable [UK Corporate Governance Code
Principle N, where applicable]

* The strategic report must be fair, balanced and comprehensive
[s414C Companies Act 2006]

+ Specific disclosures required by accounting standards need not
be provided if the information resulting from that disclosure is
not material [IAS 1.31]

« Companies are required to consider whether to provide
additional disclosures if the specific requirements of IFRS
accounting standards are insufficient to enable users to
understand the impact of particular transactions, other events
and conditions on the entity’s financial position, financial
performance and cash flows [IAS 1.17(c), 31 and 112(c)]

We do not expect companies to go beyond these requirements, or
to provide information that is not material or relevant to users.

Our proportionate approach to corporate reporting review

Our formal powers relating to corporate reporting review are
derived from the Companies Act 2006 and other relevant law.

This report sets out the areas where we may challenge companies
on their reporting by asking the directors for further information or
explanations about their annual reports and accounts. We only ask
companies a substantive question when it appears that there is, or
may be, a material breach of the relevant reporting requirements.

We principally engage with companies on a voluntary basis. We
rarely resort to use of our formal powers. Further information about
our approach, powers and remit is set out in our Operating
Procedures for Corporate Reporting Review.

We carefully consider proportionality, and the materiality of the
reporting matters concerned, at every stage of our review work. We
are mindful of the need to balance high standards in corporate
reporting, and our responsibility to protect stakeholders in the
public interest, with supporting UK economic growth.
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3. Areas of good practice

Update of areas considered in our interim thematic report

We have considered how the topics covered in our interim report have
been dealt with in the annual report and accounts of the companies in
this report’s sample and found numerous examples of good quality
disclosures, some of which have been included in this report.

While the quality of disclosures in these areas was generally good, we
have also highlighted a small number of cases where further
improvements are required.

Significant judgements and sources of estimation uncertainty

In our interim thematic report® we set out the requirements of IAS 1
and IFRS 17 in relation to the disclosure of significant judgements and
estimates as well as referring to our 2022 thematic report on
judgements and estimates.

All companies in our sample identified significant judgements and
sources of estimation uncertainty related to IFRS 17, although the level
of detail provided varied.

Overall, we were pleased with the quality of disclosure in this area as
the majority of companies provided detailed information in order to
meet the disclosure objective of the standard.
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4 Thematic Review: Judgements and Estimates: Update

We were pleased that the majority of companies in our sample
provided:

 Detailed descriptions of the specific judgements made in
applying IFRS 17;

 Specific details of inputs, assumptions and methods used; and

* Meaningful sensitivities to changes in assumptions.

However, we did identify further opportunity for improvement in some
cases where disclosures of significant judgements and estimates were
boilerplate and provided little insight beyond repeating the
requirements of the standard.

One company in our sample provided boilerplate wording in
relation to significant judgements which did not explain the
nature of the specific judgement made. It also did not provide an
indication of the potential impact on the carrying value of
insurance liabilities of the items identified as sources of
estimation uncertainty, such as providing sensitivities to changes
in those assumptions and estimates.

FRC | CRR Thematic Review: IFRS 17 ‘Insurance Contracts’ Disclosures in the First Year of Application | September 2024


https://media.frc.org.uk/documents/IFRS_17_Insurance_Contracts_Interim_Disclosures_in_the_First_Year_of_Application.pdf
https://media.frc.org.uk/documents/Judgements_and_Estimates_IAS_1_2022.pdf

3. Areas of good practice (continued)

Significant judgements and sources of estimation uncertainty (continued)

Unit of account: combination of insurance contracts and separation of distinct components (extract)

The Group has determined that, in applying these requirements to its insurance contracts:

- The individual insurance policies contained in a ‘multi-cover policy’ are treated as separate contracts, given that the components can
be priced and sold separately, there is little interdependency between the risks covered, and the components can lapse separately

- The cashflows associated with administration fees (for changes to the underlying insurance policy), and instalment income (being
the additional fees payable by a policyholder associated with paying for an insurance contract over 12 months, rather than in cne
up-front payment), are non-distinct given that the policyholder cannot benefit from these services separately and the services are
highly interrelated with the core insurance policy. These cashflows are therefore treated as insurance revenue under IFRS 17. However,
for the component of the insurance policy that is underwritten outside the Group by a third party insurer, the Group is performing an
agency service on behalf of the third party insurer, and therefore this component is treated as a separate component of revenue and
accounted for under IFRS 15

» The cashflows associated with ancillary or 'add on’ products (which are sold within the same set of contracts as the core product), are
separated from the core product in cases where the policyholder can benefit from the product on its own, and where the cashflows are
not highly interrelated with the insurance components in the contract or the Group does not provide a significant service in integrating
the products.

In addition, the Group’s quota share reinsurance contracts contain profit commission arrangements. Under these arrangements, there

is @ minimum guaranteed amount that the Group, as the policyholder, will always receive - either in the form of profit commission, or

as claims, or another contractual payment irrespective of the insured event happening. The minimum guaranteed amounts have been
assessed to be highly interrelated with the insurance component of the reinsurance contracts and are, therefore, non-distinct investment
components which are not accounted for separately. Given that the receipt and payment of these non-distinct investment components
do not relate to the provision of insurance services, the amounts are excluded from the net reinsurance expenses in the Group's Income
Statement (i.e. both ceded reinsurance premiums and ceded recoveries are presented net of the minimum guaranteed amount that the
Group will always receive).

Admiral Group plc, Annual Report and Accounts 2023, p226

The company explains
how the relevant
requirements have been
applied to the specific
types of contracts it
issues, as well as the
separation of
components that fall
within the scope of
other IFRS accounting
standards.

The company provides
details of reinsurance
contracts held and
explains that these
features were assessed
in determining the
appropriate accounting
treatment under IFRS
17.
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3. Areas of good practice (continued)

Significant judgements and sources of estimation uncertainty (continued)

(b) Sensitivity to insurance risk (extract)

Changes to the assumed levels of persistency, mortality, morbidity and expenses from that when the contract is first recognised will impact the
overall profitability of the insurance contract. These risks are managed on a portfolio basis and reinsurance can be used to mitigate the risk the
Group has. In particular for certain medical contracts, product repricing is a key management action that is embedded in the process to mitigate
morbidity risk. A degree of medical product repricing is assumed to have been undertaken in the mortality and marbidity sensitivity results shown
in the table below.

In terms of the impact on the Group's financial results, changes to shareholders’ equity or profit or loss will occur over the: life of the contract, as
changes to future cash flows from altered assumptions are recognised as an increase or decrease of CSM (except for onerous contracts), which is
then amaortised to profit and loss (and hence shareholders” equity) over time.

The table below shows how the shareholders’ equity and CSM would have increased or decreased if changes in the future assumptions in
insurance risk that were reasonably possible at the reporting date had occurred. This analysis presents the sensitivities both before and after risk
mitigation by reinsurance and assumes that the other variables remain constant.

2023 §m

Met effect on shareholders' equity
and profit after tax Met effect on CSM

Sensitivity to insurance risk: rei:um:ma: r:insu.:‘:': r:il‘::::'l:: mr:::.::
Maintenance expenses — 10% increase 77 (71) (420) (427)
Lapse rates — 10% increase (88) (76) (1,363) (1.496)
Mortality and morbidity — 5% increase (131) (96) (638) (261)

Prudential plc, Annual Report 2023, p299

|

The company provides sensitivities showing the effect of changes in assumptions on equity and profit after tax,
and the net effect on the contractual service margin (CSM). The sensitivities are given on both a gross and a net
of reinsurance basis.
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3. Areas of good practice (continued)

Transition disclosures

IFRS 17 must be applied retrospectively unless it is impracticable to
do so for a group of insurance contracts, in which case an entity has
a choice of applying either a modified retrospective approach or a

In addition to the examples noted in our interim thematic report,
areas of good disclosure included:

fair value approach separately for each group of insurance contracts. * Narrative disclosure of the main presentational and

measurement differences between IFRS 4 and IFRS 17 for the

As noted in our interim thematic report®, due to the range of transition CorREI

approaches permitted under IFRS 17, as well as historical diversity in

accounting practices under IFRS 4, ‘Insurance Contracts’, there was * Detailed explanations of how impracticability was assessed for

significant diversity in how the companies in our sample disclosed the specific parts of the transition; and

impact of IFRS 17. This creates challenges with comparability between

companies. * Explanation of how fair value was determined at the point of
transition, including the level of aggregation used, the fair

However, we were pleased that the companies in our sample provided value approach applied, key inputs used, summary fair values,

transition disclosures proportionate to the impact, and detailed and sensitivity to changes in key inputs.

disclosures for areas of significant judgements, such as where the fair
value approach was used.

Improcticability of application of risk adjustment on the fully retrospective approach (insurance controcts)
The most significont issue identified was the obsence of an approved Group Risk Adjustment framework, policy and methodology prior to 2021,
with any target setting to prior year information representing the application of hindsight which is prohibited by the Stondard.

The risk adjustment is a new requirement of IFRS 17 and represents the compensation that on entity requires to taoke on non-financial risk. Defining
“compensation that the entity requires™ to take on risk differs to any of the risk-based allowances adopted for either existing regulatory ar statutory
reporting purposes. & new framework and policy hove been defined and implemented to measure the risk odjustment.

Thie new risk adjustment palicy was developed ond odopted during 2021 with colculation of the risk stresses to be applied from 1 January 2021
Under this policy, the Group detemmines o target confidence level based upon on assessment of the current level of risks that the business is exposed
to and the compensation required to cover the risks. Key factors for consideration here inclede: the size of the business, products offered, reinsurance
structures, regulotory challenges and market competitivenass. Thesa foctors are not necessarily stable from period to period, and today s
understonding of these aspects should be excluded from any historic assessment of risk as doing so would be to opply hindsight.

Just Group PLC, Annual Report and Accounts 2023, p147

5 Thematic Review: IFRS 17 ‘Insurance Contracts’ Interim Disclosures in the First Year of Application

The company provides a
detailed explanation of the
impracticability of applying the
risk adjustment on a fully
retrospective basis. The
company also provides a
similar assessment for
reinsurance held.
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3. Areas of good practice (continued)

Transition disclosures (continued)

1.L.6. Sensitivities

Thie following toble provides sensitivities to chamges in key inputs used to determine the fair value of net insurance controct Liabilities. Figures
showm in the table represent the estimated impaoct on the fair valee of each sensitivity inisclation. The 5CR coverage ratio and Return on Capital
sensitivities can be interpreted os the corresponding impoct on the controctual service margin. However, the Matching Adjustment sensitivity may
not display the same relaotionship as there may be linkoges between the asset portfolio referenced by o market participant in the caloulation of the Th id
foir walue ond the asset portfolio underlying the caloulation of IFRS 17 best estimate and risk adjustment liabilities. This linkoge has not been allowead € company proviaes

for in the sensitivity. sensitivities of the fair
value of net insurance
liabilities at transition.

Reported balonces 20,475 (551) 19924

5CR coveroge ratio

+10% 103 (25) 78

0% {103} 25 (TE]

Return on copital

1%, 177 {500 117 Sensitivities are given
1% {201) 68 (1331 e——— on both a gross and net
Matching odjustment of reinsurance basis.
#10bps {49) 2 i47)

10bps 50 ) 43

Just Group PLC, Annual Report and Accounts 2023, p150
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3. Areas of good practice (continued)

Recognition of the CSM in profit or loss

Paragraph 109 of IFRS 17 requires quantitative disclosure of the
expected recognition of the CSM in profit or loss, in appropriate time
bands, other than where the premium allocation approach is used.

All companies in our sample (other than those which only applied the
premium allocation approach) provided quantitative information about
the expected recognition of the CSM in profit or loss.

Most companies also provided quantitative information about how the
balance of CSM had changed in the period, and additional narrative
explanation for particular movements.

{1} Insurance contracts — expected recognition of the C5M

Examples of good disclosure included:

+ Detailed explanations of how coverage units were determined,
including whether time value of money was considered, and
the approach taken for reinsurance contracts held;

 Explanation of the movement in the CSM for the period,
including where changes in CSM are recognised; and

* Quantitative disclosure of the expected recognition of the
CSM in appropriate time bands.

The company presents
quantitative disclosures of the
expected recognition of CSM,
with annual time bands for the
e~ first five years, and wider
ranges for later periods. A

31 Dt 2123 3m
Tetal o reparted e e Tutsl inthufing Group's sbam
corclideted slatemest of Greup's share seating Lo relaling Lo
Fnuncie! psilan ¥4 and maeiole e nd mactabe

1 year or less 2,041 226 2267
After 1 yearwo 2 years 1,780 190 1,970
After 2 yearsto 3 years 1,586 165 1.751
After 3 years to L years 1.412 146 1.558
After & yearsto 5 years 1.283 127 1410
After 5 years to 10 years 4 6 474 5078
After 10 years to 15 years 2.924 293 327
After 15 years to 20 years 1.781 195 1,976
After 20 yEars 2773 352 3,125
Total C5M 20,184 2168 22352

similar analysis is also

Prudential plc, Annual Report 2023, p289

presented for reinsurance
contracts.
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3. Areas of good practice (continued)

Discount rates

Paragraph 117(c)(iii) of IFRS 17 requires disclosure of the method
used to determine the discount rates, and paragraph 120 requires
disclosure of the yield curve (or range of yield curves) used.

All companies in our sample provided disclosures explaining the impact
of discounting under IFRS 17, explaining how discount rates had been
determined. The level of detail varied with the complexity of the
business, and for one company in our sample the effects of discounting
were not material, due to the specific nature of its portfolio.

Several companies in our sample also identified discount rates as an
area of significant estimation uncertainty and provided sensitivities of
CSM, profit and shareholders’ equity to changes in discount rate
assumptions.

Narrative disclosures were provided to explain the approach applied to
determine the discount rates, either top-down or bottom-up, consistent
with the messages provided in our interim thematic report®. Where
material, the companies in our sample disclosed the discount rates, or
ranges of discount rates, used.

6 Thematic Review: IFRS 17 ‘Insurance Contracts’ Interim Disclosures in the First Year of Application

We were pleased that the majority of companies in our sample
provided:

 Detailed explanations of how discount rates were determined;

* Quantitative information about the discount rates used, for
example by product type, currency and time period; and

» Meaningful sensitivities to changes in assumptions.
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3. Areas of good practice (continued)

Discount rates (continued)

The yield curves that were used to discount the estimates of future cash fiows that were modelled deterministically are shown in the table below
2023 2022 .

Yield curve  Broad product category Currency Tyr GSyrs 10yrs Z0Oyrs 30yrs Tyr Syrs 10yrs 20yrs 30yrs The Company pr‘OVIdeS

RFR Uinit-linked/Index-inkedpwith-profits - VEA EUR I35% 2Z3I7% 239 4% I53%  2I8%  IIT% I09% 27T ETIW qua ntitative information
ﬂ:':;ﬁ,}q"j;“&:?“m VEn-prafits - GMM GBF &476% 3I36% 309% I43% II6% &446% 406k I71% I54% IIK e | about discount rates used
fAES i i
Ehart-terrm protection SEK 0Tk 22E% 225 2TEW  20D%  I4TW LIEX IOk IE% II0TR by prOdUCt Category'

RFR + VA Immediate annutties EUR ISEK 257 250% 2% 270% 337w IIXK 128% 206 280% currency and time period.
Term assurance and other non-linked
Unit-limkedAndes-linked with-profits - GhM GCBP 505K ZIZETK ISOK IT74% IETR 4ATSW 435K 400 IHI%W 64
[WIEH FreciurTT Mguicioy)

Market Wzard Savings Mortgage EUR 477k I7E% IB0% I80% ZO04% 423%  408%  404% ZIEQ%  IT7ER

Mortgage

Rates

Chesnara plc, Annual Report and Accounts 2023, p166

As discussed in the Management of Market Risk section on page 174, the group is exposed to interest rate risks in regards to the assets backing non-inked
contracts. The exposure is managed by closely matching contracts writtan with financial assets of suitable nature, yield, duration and currency.

The tables below shoer the impact of movements in per annum market rates of interest on the C3M, profit or loss after tax and on shareholder equity &= at the
balance sheet dates. We believe these interest rate risk variables, to which the group results are sensitive, represent the ones that might reasonably cccur in

the futura. The company presents a
1 December 2023 sensitivity analysis of the
Increase Decrease Increase Decrease Increass Decrease CSM proﬁt and
Profit Proflt Shareholder Shareholder ! .
Variation In/arising from 100 basls points CEM CSM oF 1055 of loss equity equity —— shareholder equity to
In market rate of Interast £m £m £m £m £m £m .
changes in discount
Insurance and relnsurance contracts 18 (26 Bs9 noz3) B49 no23) t
FInancial Instruments = = o132} 1015 [91.3] 1015 rates.
Total 19 [25) [6.5] [0.8) [6.3] [0.8)
Chesnara plc, Annual Report and Accounts 2023, p175
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3. Areas of good practice (continued)

Risk adjustment

One company in our sample used a different technique, and
different confidence levels, to calculate the risk adjustment for
portfolios under the premium allocation approach and the
general measurement model, but it did not explain why. Where
this is the case, we would expect narrative disclosure to be
provided to explain the rationale for this approach.

Paragraph 37 of IFRS 17 requires an adjustment to the estimate of the
present value of the future cash flows to reflect the compensation
required for bearing the uncertainty about the amount and timing of
the cash flows that arises from non-financial risk.

Paragraph 119 of IFRS 17 requires disclosure of the confidence level
used to determine the risk adjustment for non-financial risk, or the
corresponding confidence level if another technique is used to
determine the risk adjustment.

All companies in our sample provided disclosures explaining how the
risk adjustment had been determined under IFRS 17, and the
confidence level (or corresponding confidence level) used.

@ Examples of good disclosures included:
+ Detailed explanations of the technique used, the risks
considered, and where relevant, the link to regulatory

measures;

* Insight into how key assumptions are determined and how
often they are updated; and

* How the risk adjustment is allocated to groups of insurance
contracts, including reinsurance contracts.
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15



3. Areas of good practice (continued)

Risk adjustment (continued)

(e) Risk adjustment (RA) (extract)

In determining the RA, we reflect this compensation by using the provision for adverse deviation approach (the
PAD approach), under which we apply margins to the best estimates for demographic and expense risks.
Allowances are also made for directly attributable operational risk and diversification between these risk factors.

The key risk factors considered in the RA for insurance contracts and the approach to calculating these risks

The company explains
the method used, as
well as the key risk

include: o .
factors which are
+  Longevity/mortality risk margins are applied to the best estimate assumptions which are set based on quotes considered, and how
abtained for longevity reinsurance pricing, which represents thie market price of longevity risk, which Rothesay they are determined
considers an appropriate compensation for this risk. ’
«  Spouse ratioffinancial dependant risk margins are applied to the best estimate assumption used, which
Rothesay considers an appropriate compensation for this risk.
Expense risk, including both level and expense inflation risk. Expense level risk corresponds to the risk of an
immediate and permanent change in the reserved expense levels, and expense inflation risk corresponds to
the risk that the expenses increase in the future at a different rate to that assumed in the best estimate
reserves. A fixed percentage increase over the best estimate assumptions is used for expense risk and expense A description s
inflation. Rothesay considers expense inflation based on an index as a financial risk, but any growth .
rovi f how, an
assumption basis above the index is considered a non-financial risk which is considered in the risk adjustrent. E ) dfetd (O IR td
OWw ofrten, parameters
The calibration of these parameters is in line with the calibration of the underlying best estimate assumptions for are calibrated. and the
these risk factors which is typically annually. The RA calibration for longevity risk and spousal risk were Tl s '
recalibrated for YE23. The recalibration reduced the size of the RA for longevity risk, reflecting a reduction in the —— link between
market price of longevity risk, and an increase in the allowance for spousal risk. The confidence level reduces assumption changes
slightly as a result of the changes. The impact of the assumption changes can be seen through the changes in and CSM is explained
estimates that adjust the C5M in notes E3 and E4. These estimates are shown on a locked-in rate basis. Due to the P ’
significant increase in interest rates since many of the schemes were written a material offset is included through
Insurance Finance Expense reflecting the impacts being significantly smaller when calculating the change in risk
adjustment using current interest rates.
Allowance in the RA is also made for less significant risk factors such as risk of data error and impact of the timing The company provides
of retirement. For reinsurance contracts held, the risk factors considered in determining the risk adjustment details of other risk
include the longevity/mortality risk and spouse/financial dependant risk. A consistent technigue is applied to both -—_ .
insurance and reinsurance contracts, with the RA related to reinsurance reflecting the marginal change in RA as a factors considered and
result of transacting reinsurance contracts. Changes in RA are taken through profit and lass, rather than other explains the impact on
comprehensive income. :
F reinsurance contracts.
Rothesay Limited, Annual Report and Accounts 2023, p200
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4. Disaggregation and proportionality

Clear, concise and understandable

Page 9 of our 'What Makes a Good Annual Report and Accounts’
publication’ states that companies should apply the concept of
materiality to relevant information in order to determine what should
be disclosed, ensuring that key information is not lost in distracting
detail. Section 6.2 of that report also sets out factors to consider to
ensure annual reports and accounts are clear, concise and
understandable.

Logical presentation of information in the notes can significantly add to
the clarity of reporting and help reduce clutter.

Companies should avoid discussing the same issue in too many
separate places. One company in our sample provided similar
disclosures in relation to discount rates in several different areas.

@ Examples of clear reporting included:

* Presenting accounting policies in an appropriate location,
either in a single note or next to the relevant disclosures;

+ Use of formatting, such as subheadings, lists and colour to
focus on certain areas such as key judgements;

* Providing plain English explanations where appropriate, such
as explanations of accounting policies and risks faced by the
business; and

* Avoiding detailed disclosures for immaterial amounts.

7 What Makes a Good Annual Report and Accounts

Disaggregation of disclosures

Paragraph 95 of IFRS 17 requires entities to aggregate or
disaggregate information so that useful information is not obscured
either by the inclusion of a large amount of insignificant detail or by
the aggregation of items that have different characteristics.
Paragraph 96 gives examples of aggregation bases of product line,
geographical area or reportable segment.

The appropriate level of disaggregation for disclosures will be a matter
of judgement, which will depend on the nature of the business and
types of insurance contracts held.

@ Examples of good disclosure included:

+ Explanation of how management had determined the
appropriate level of disaggregation for the purposes of
disclosure, including the factors considered;

* Where all contracts are disclosed as a single portfolio, an
explanation for the basis of this judgement; and

+ Disaggregation of disclosures by separate portfolios where
appropriate, e.g. by product line or segment.

In one instance disclosures were provided without any
disaggregation despite there being a mix of product types and
geographical segments. We may challenge companies where it is
not apparent from the disclosures provided why the level of
disaggregation is appropriate.
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https://media.frc.org.uk/documents/What_Makes_a_Good_Annual_Report_and_Accounts.pdf

4. Disaggregation and proportionality (continued)

Disaggregation of disclosures (continued)

(i) Rolk-forward of net asset or liability for insurance contracts issued
UK Motor

The following tables reconcile the opening and dhosing balances of the LRC and LIC for UK Motor.
The company provides the
disclosure of the reconciliation
Opening asets = = = — - = - .
Opening liabilities [534.1) (81) (542.2) [19845) [4266) (26113) (2953.3) bet\{\/eeh the Openl.ng‘a‘nd
Net opening balance (534.1) {8.1) (562.2) {1,984.5) (426.6) (24111) (2953.3) closing insurance liability
Insurance revenue —— S - - e balance by portfolio, which is
Insurance service ax penses ] .
Incurred claims and insurance based on prOdUCt type' with
s=vice expenses - - - (21051) (L048) (5209.9) (2,243.9) similar tables also provided for
Changes to liabilities for
incurred claims - - B 1401 2668 406.9 £06.9 UK non-motor and
Losses and reversals of losses H H H
e . . 186 ) ) . 18E international insurance.
Insurance service result 2,250.2 18E 2,268.8 [1,965.0) 1220  (1LEB&3.0) 4258
Insurance finance income,’
[expense] recognised in
profit or loss = [£1) (&1) (59.0) [123) (T1.3) (75.4)
Insurance finance income,’
{=xpense) recognised in OCI - {94) {9.5) {BO5) (270 (B7.5) [96.9) The company also provided
Total changes in . . .
comprehensive income 2,250.2 % 2,255.3 (2,084.5) 827  (2,0018) 253.5 d Isaggreg ation of insurance
{Other changes - - - - - - - 2 2
revenue, Insura nge service
Premiums received [24B21) = (2,482.1) = = - (2,882.1) expenses, and claims
Claims and other inswrance i
e ) ) ) - . o ar development tables in the same
(ther movemants - = - = = - - note.
Total cashilows (2,482.1) - [2,482.1) 1,866.2 - 1,866.2 [E15.9)
Net closing balance (T66.0) 2.00 (769.0) (2,202.8) (363.9) (2566.7) (3,3157)
Closing assets - - - - - - -
Closing liabilities (TEE.0) (2.0 (7E09.0) [22028) (24309) (25867  (3,315T)

Admiral Group plc, Annual Report and Accounts 2023, p250
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5. Areas for continued focus

While we found the quality of disclosures to be generally good, we did
identify some areas for improvement, which are discussed in this section.

We expect companies to carefully consider the disclosure
requirements of IFRS 17 to ensure full compliance with both the
disclosure objective and specific requirements of the standard.

Nature and extent of risks that arise from contracts within the scope
of IFRS 17

Paragraph 121 of IFRS 17 requires disclosure of information that
enables users of financial statements to evaluate the nature, amount,
timing and uncertainty of future cash flows that arise from contracts
within the scope of IFRS 17, including both insurance and financial
risks.

All companies within our sample provided detailed disclosures in
relation to insurance and market risk, proportionate to the size and
nature of their business.

@ Examples of good disclosures included:

* Plain English explanations of the nature of the risks and how
they arise;

+ Detailed explanation of the components of insurance risk,
including how they are measured and managed; and

» Sensitivity of the carrying value of insurance contracts to
changes in key inputs and assumptions.

Liquidity risk

Paragraph 132 of IFRS 17 requires disclosure of a description of how
liquidity risk is managed for insurance contracts, as well as a maturity
analysis of cash flows by estimated timings.

While most companies in our sample provided appropriate disclosure
of liquidity risk, a number of companies provided disclosures which
were not in the format required by the standard.

Some companies failed to provide:

* An explanation of how liquidity risk is managed for insurance
contracts; and/or

* A maturity analysis of cash flows for each of the first five years
after the reporting date.

Most companies in our sample integrated the disclosure of liquidity
risk for financial instruments and insurance contracts into a single note.

One company provided a maturity analysis of cash flows for both
insurance contracts and financial instruments only on a
discounted basis, which is not consistent with the requirements
of IFRS 7, 'Financial Instruments: Disclosures'.

FRC | CRR Thematic Review: IFRS 17 ‘Insurance Contracts’ Disclosures in the First Year of Application | September 2024
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5. Areas for continued focus (continued)

Disclosure of insurance finance income or expenses

Paragraph 110 of IFRS 17 requires disclosure of the total amount of
insurance finance income or expenses in the reporting period, and an
explanation of the relationship between insurance finance income or
expenses and the investment return on the company'’s assets.

While all companies within our sample disclosed the total amount of
insurance finance income or expenses in the reporting period, not all
explained the relationship between them and the investment return.

The majority of companies in our sample met the disclosure
requirement for an explanation through presenting these amounts
together in the same note. However, for several companies this was not
done, and it was not clear to us how this disclosure requirement had
been met.

We would expect additional narrative explanation of the
relationship between insurance finance income or expenses and
the investment return on the company’s assets to be provided,
where the relationship is not apparent from the way these
amounts are presented in the notes.

Disaggregation of insurance finance income or expenses

Paragraph 118 of IFRS 17 requires an explanation of the methods
used to determine the insurance finance income or expenses
recognised in profit or loss, where insurance finance income or
expenses are disaggregated between profit or loss and other
comprehensive income.

We were pleased to find that the majority of companies in our
sample provided clear disclosure of their accounting policies for
the presentation of insurance finance income or expense.

However, of the companies which did disaggregate insurance finance
income or expenses between profit or loss and other comprehensive
income, not all provided a clear explanation of the methods used.

Where insurance finance income or expenses are disaggregated
between profit or loss and other comprehensive income, we
expect clear and specific disclosure of the method used to
determine the split.

FRC | CRR Thematic Review: IFRS 17 ‘Insurance Contracts’ Disclosures in the First Year of Application | September 2024
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6. Alternative performance measures (APMs)

All the companies in our sample used APMs, most commonly
premium measures, adjusted operating profit, and adjusted equity
measures that include the CSM. Most general insurers also provided
claims and/or combined ratios.

As explained in our 2021 APM thematic review report,® sections
414C(2)(a) and (3) of the Companies Act 2006 require a strategic
report to contain a fair, balanced and comprehensive analysis of a
company's business. We consider that the European Securities and
Markets Authority Guidelines on APMs (‘the ESMA Guidelines’)?
provide helpful guidance on how to meet this requirement and reflect
good practice in this area.

We were pleased that the majority of the companies in our
sample appeared to have applied the ESMA Guidelines to their
APMs.

As noted in our interim thematic report, in recent years we have not
routinely challenged the use of APMs by insurance companies to the
same extent as those in other sectors, due to the complexities of
applying IFRS 4 and the fact that IFRS 17 adoption was underway.
However, following the adoption of IFRS 17 we expect insurers to
provide high quality disclosures for APMs, including those that are
Key Performance Indicators (KPlIs).

8 Thematic Review: Alternative Performance Measures (APMs) 2021
9 ESMA Guidelines on Alternative Performance Measures

Many companies in our sample continued to use measures in
their narrative reporting, such as gross or net premiums earned or
written, that were formerly presented as line items in the income
statement under IFRS 4. Where such measures are no longer IFRS
line items under IFRS 17, these amounts now meet the definition
of APMs, and fall within the scope of the ESMA Guidelines.

Definitions and labelling

We expect APMs to have clear definitions as well as labels that enable
users to understand them and distinguish them from GAAP
measures. APM labels should be used consistently throughout the
report.

APMs should be defined even in the case of terms, such as
‘claims ratio’, that are commonly used in the insurance industry.

Companies should avoid using labels such as ‘group revenue’
that could be confused with IFRS measures.
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6. Alternative performance measures (APMs) (continued)

Explanation and prominence

APMs should not be presented in ways that give them greater
prominence than amounts stemming from the financial statements.
Companies should provide specific, tailored explanations for the
inclusion of individual APMs in their reports.

Companies should avoid comments that may imply APMs have
more authority than amounts stemming from the financial
statements, such as stating that APMs give a more representative
view.

The company explains the reason for using the APM without implying
greater authority than IFRS measures

Reconciliations

We expect APMs to be reconciled to the most directly reconcilable
line items, subtotals or totals presented in the financial statements.

Numerical reconciliations should generally be provided -
narrative explanations alone may not be sufficient.

Calculations should be provided for any financial ratios
presented, such as claims ratio or combined operating ratio.
Calculations of financial ratios should state the numerator and
denominator and, where necessary, reconcile them to amounts
presented in the financial statements.

Due to deferral of new business profits and sensitivity of profit to short-term volatility, the Group will continue to also
analyse its results on an "adjusted operating profit” basis, which includes the full value generated from writing new

=

business prior to the new business deferral and subsequent in-force release of profit via the C5M, and excludes

investment related variances.

Pension Insurance Corporation Group Limited, Annual Report and Accounts 2023, p138
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Individual adjustments are explained in the narrative below the table.

Stotutory ocoounts formaot

6. Alternative performance measures (APMs) (continued)

COther

Noome.

This table gives a clear
depiction of how to get from
APMs to amounts presented
in financial statements.

Quote dote C5M Adjusted Insuronce  Investment r"vc. ::l N HI.:;:.':.
Reported difference deferral totol esult sult O ossociotes PET
Em Em Em Em £m £m £r £m £m
Mew business profit 355 {12) (343) -
C5M amertisation (62) 62 -
Met underlylng C5M Increase 193 (12) (281) -
In-force operating profit:
Investment return earned It also shows how APM
on surplus assets 95 9% 04 04 I
o
Release of allowances for credit default 28 28 18 18 amounts are a Ocated
C5M amortisation 62 62 129 (67) 62 between IFRS line items.
FY
E Release of risk adjustment
.E for non-finoncial risk 7 7 7 7
g
& Other Group companles’
E Operating results 22) 22 (22) (22)
‘E Development expenditura (17) (17 1n {17y Text below the table explains
g [nonce costs (68 (8 9) 8 that the rows and first
2 Underlying operating profit Ev (12) (281) 84 136 55 (68) {39) By o | . W :
€ Operating experience and numeric column of the table
= assumption chamges 52 (67) (15) (18) 3 {15} present the APM format.
Adjusted operating profit before tax 429 (12) (348) 69
Investment and economic movements 92 12 104 215 (70} (41) 104
Strategic expenditure {17 an iin in
Interest odjustment to reflect IFRS
accounting for Tler 1 notes as equity 16 16 16 16
Adjusted profit before tax 520 (348) 172
Deferral of profit In CSM (348) 348 - The figures in the final row
Profit before tax 172 172 118 73 (122) {97 iz agree to the statement of
comprehensive income.
Just Group plc, Annual Report and Accounts 2023, p29 P
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6. Alternative performance measures (APMs) (continued)

Consistency

) ) ) As previously indicated in our HY2023 report and following
We expect APMs to be presented consistently over time to provide the implementation of IFRS 17 and the UK Government's
meaningful trend information. Any changes to definitions and/or ongoing review of insurance legislation, we have reviewed
calculations of APMs should be accompanied by relevant our KPIs and made the following changes:

explanation’®, and where a company stops presenting an APM, it

) ) e Equity own funds (“"ECF") has been promoted to a
should explain why the measure no longer provides useful or relevant

_ _ KPl and replaces adjusted equity own funds ("AEOF"),
information. as this is more closely alished to our view of the value
of the business.

Most of th .. | ided cl e Our solvency ratio and EOF are now reported at a
Ost of the companies in our sample providea ciear consolidated Group level. As indicated at HY2023,

explanations of the changes to their APMs as a result of the these were previously reported at PIC plc level, our

transition to IFRS 17. largest entity. This change has a negligible impact
on financial numbers, but ensures consistency with
other Group metrics.

Clear explanations of changes made to APMs (and other KPIs) and * IFRS adjusted operating profit before tax has been

why they are made. R updcted for lFRS 17‘. _

e Fitch Insurer Financial Strength rating and carbon
intensity have been promoted to KPlIs.

e Market consistent embedded value, customer
focus, return on equity and expense ratio have
been removed as KPIs but will continue to be
monitored internally.

Details of KPIs no longer presented and the reasoning. —*

Our six KPIs are aligned to our strategic objectives
and will be reviewed annually to ensure they remain
an effective measure of progress against our ambitions.

Pension Insurance Corporation Group Limited, Annual
Report and Accounts 2023, p20

10 A description of each change, an explanation of why the change results in more reliable and relevant information, and restated comparatives (ESMA Guidelines paragraphs 41 and 42)
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7. Key expectations

We expect companies to consider the examples provided of good disclosure and opportunities for improvement and to incorporate them in their
future reporting, where relevant and material. In particular, companies should:

Continue to provide high quality disclosures, which meet the disclosure objective of IFRS 17 and enable users to understand how insurance
contracts are measured and presented in the financial statements, while avoiding boilerplate language.

Ensure that accounting policies are sufficiently granular and provide clear, consistent explanations of accounting policy choices, key
judgements and methodologies, particularly where IFRS 17 is not prescriptive.

Where sources of estimation uncertainty exist, provide information about the underlying methodology and assumptions made to determine
the specific amount at risk of material adjustment and provide meaningful sensitivities and/or ranges of reasonably possible outcomes.

Provide quantitative and qualitative disclosures of the CSM, including how coverage units are determined, the movement in CSM during the
period, and quantification of the expected recognition of CSM in appropriate time bands.

Provide appropriately disaggregated qualitative and quantitative information to allow users to understand the financial effects of material
portfolios of insurance (and reinsurance) contracts.

Meet the expectations set out in our previous thematic reviews on the use of APMs, including commonly used measures such as premium
metrics, and claims and expense ratios.
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