Disclaimer

Any material or explanation (including but not limited to presentation slides or verbal explanation) (collectively “Material”) provided hereunder serves as a general
guide instead of a basis for decision making and shall not be construed as any advice, opinion or recommendation given by Deloitte Touche Tohmatsu in Hong Kong
(“DTT-HK”) on the presentation. In addition, the Material will be limited by the time available and by the information made available to DTT-HK, you should not
consider the Material as being comprehensive as DTT-HK may not become aware of all facts or information. Accordingly, DTT-HK will not be in a position to make a
representation, and will not make a representation as to the accuracy, completeness and sufficiency of the Material. You will rely on the contents of the Material at
your own risk. All duties and liabilities (including without limitation, those arising from negligence or otherwise) to all parties, including you are specifically
disclaimed. All copyrights and other intellectual property rights contained in the Material are reserved by DTT-HK. For the avoidance of doubt, the Material contains
general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or their related entities (collectively, the “Deloitte Network”) is, by means
of the Material, 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 entity in the Deloitte Network shall be responsible for any loss whatsoever sustained by any person who relies on the
Material.

The speaker's view, comment and speech are personal and do not constitute any position or opinion of DTT-HK or otherwise represent DTT-HK, or partners, principals,
members, owners, directors, employees thereof. DTT-HK does not endorse and is not responsible for any such personal expression in whatever form. Please take the
view as the speaker's own only.
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The IFRS 17 Financial Statements
How to read the new key elements

* The overall change The adoption of IFRS 17 in over
 Information about the profitability of insurance companies 100 countries in the world from
* Insurance service result 1 January 2023 will offer a
* Net finance result “fresh start” to all insurance
- P&L and OCI companies to present their
* The impact of transition on reported profits performance and financial
* Information about the financial position of insurance companies pOSition in a way that benefits
 Two main angles to “slice” the balance sheet: building blocks from both the consistency and
and unexpired coverage transparency required under
* Important CSM disclosures IFRS 17

Conclusion and Q&A
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The overall change

* A consistent way of producing financial
reports available to the insurance industry
on a scale that has no precedent in its
history

* Consistency
* Transparency

— Only industry to report its expected
profit from the main products sold (CSM)

— Only industry to adopt a consistent
configuration for an “operating profit”
definition

— Only industry to handle financial risk
volatility systematically

* Focus shifts from balance sheet to P&L
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4 )
Which of the new P&L disclosures with IFRS 17 will have the greatest

impact on users of financial statements compared to IFRS 4? (single
choice)

1. Insurance revenue and associated disclosures

2. Insurance service expenses and associated disclosures ((/—\

3. A globally consistent insurance service result sub-total

4, The possibility to present a net finance result sub-total \ W /
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Information about the profitability of insurance companies

Insurance service result (“ISR”)

Mandatory sub-total — this makes the insurance industry the only industry to adopt a consistent configuration for an
“operating profit” definition

The ISR depicts the profit from insurance activities before the impact of financial variables
* Insurance revenue
e Less —insurance service expenses (“ISE”)

e Effect of reinsurance contracts held

. ) . . (i) incurred claims (excluding investment components) and other
* The ISR is common across life and non-life companies incurred insurance service expenses;
* |trepresents the underwriting result for the period (ii) amortisation of insurance acquisition cash flows;

Rich disclosures on the composition of the ISE ‘ (1i1) changes that relate to past service, ie changes in fulfilment cash
flows relating to the liability for incurred claims; and

(iv) changes that relate to future service, ie losses on onerous
groups of contracts and reversals of such losses.
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Information about the profitability of insurance companies

Net finance result (“NFR”)

* The ISR mandates the separation of the effects of financial variables
from the insurance profit or loss

* The effects of financial variables fall in a single P&L line: “Insurance
Finance Income or Expenses” (“IFIE”)

* The IFIE includes four main elements:
* Unwind of the time value of money at locked-in rates;
* Revaluation of the time value of money to current interest rates;
* Foreign exchange gains and losses; and

* Effect of changes in fair value of underlying items under the VFA

* Many insurers are planning to voluntarily introduce a NFR sub-total
that would include the IFIE and the return made from the financial
assets held
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Information about the profitability of insurance companies

P&L and OCI e}

* Entities can elect, on a portfolio-by-portfolio basis, the accounting
policy that splits the IFIE between P&L and OCI (“Other
Comprehensive Income”)

* Theinsurance companies under IFRS 17 will be the only ones to
handle the reporting of financial risk volatility systematically

* The OCIl option moves the financial volatility out of the P&L while
maintaining a market consistent balance sheet

 Combined with the IFRS 9 accounting of fair value through OCI for
bonds, insurers can split the NFR between a P&L sub-total and an OCI
sub-total

* FX gains and losses would follow the P&L/OCI presentation choice

.‘A
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Information about the profitability of insurance companies

The impact of transition on reported profits

* The restatement of the transition balance sheet as at 1 January 2022 creates a major break between old and new
accounting

* This creates a major impact on both life and non-life insurance companies future reported profits
* The net impact on equity: accretive to future ROE or dilutive?
— No single answer can be gauged — IFRS 4 is different country by country
— Claims liabilities may need to release to equity implicit prudence replaced by a smaller calculated risk adjustment

— Some life insurance IFRS 4 accounting may be more aggressive than IFRS 17 (reduction of equity at transition) or
less (increase of equity at transition)

* For life insurance there could be three separate CSM amounts at transition
— Fully Restated, Modified Restated and Fair Value Restated CSM

— All need to be reported till reduce to immaterial amounts
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Information about the financial position of insurance companies

Two main angles to “slice” the balance sheet: building blocks and unexpired coverage

* The balance sheet transparency of IFRS 17 is extensive through disclosure that links directly to P&L

—

.
> ' Experience
= Expected future cash flows from not yet incurred events . .
= variance in P&L
o<
s o
® =S
O D Risk adjustment on the above
a 3 Release through P&L in Insurance
=2 Revenue
5 Contractual Service Margin (CSM)
on —
—
AS Y Expected future cash flows from incurred events
2=
S —+
232
o Risk adjustment on the above
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Information about the profitability of insurance companies

Important CSM disclosures

* The core of the new accounting under IFRS 17 is that the insurance companies will be the only IFRS entities to report
their expected profit from the main products sold (CSM)

e This is of paramount importance in the life insurance sector in particular

* |FRS 17 provides extensive disclosures to explain how CSM contributes to an insurer’s profit or loss. Two are key:
* CSM roll-forward table

e CSM multi-year release table
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Information about the profitability of insurance companies

Important CSM disclosures: CSM roll-forward table

Table 3—movements in insurance contract liabilities analysed by components'®

Estimates of the

Coniractual service

present value of furure Risk adjusunent .
cash flows Tnargin

Insurance contract liabilities 20X0'7 162,962 5,998 8,858 178,818
Changes that relate to current service 35 (604) 923 (1,492)
Contractual service margin recognised for service provided m (923)
Risk adjustment recognised for the risk expired (604) (604)
Experience adjustments 35 35
Changes that relate to future service (784) 1,117 (116) 217
Contracts initially recognised in the period™* (2,329) 1,077 1,375 123
Changes in estimates reflected in the contractual service margin™® 1,452 39 (1,491) -
Changes in estimates that result in onerous contract losses o3 1 94
Changes that relate to past service 47 (7) 40
Adjustments to liabilities for incurred claims 47 (7) 40
Insurance service result (702) 506 (1,029) (1,235)
Insurance finance expenses2o 9,087 - 221 9308
Total changes in the statement of comprehensive income 8,385 506 (818) 8.073
Cash flows™ 18,832 18,833
Insurance contract liabilities 20x1 191,180 6,504 8,040 205,724

Source: IASB “IFRS 17 Effects Analysis”, 2017 © IFRS Foundation
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Information about the profitability of insurance companies

Important CSM disclosures: CSM multi-year release table

* The illustration in the previous page shows CU 923 being released from CSM to Insurance Revenue in the year

* |FRS 17 requires all insurers to report their expected full run-off of the CSM balance:

109 For insurance contracts other than those to which the premium allocation
approach described in paragraphs 53-59 or 69-70A has been applied, an entity
shall disclose when it expects to recognise the contractual service margin
remaining at the end of the reporting period in profit or loss quantitatively, in
appropriate time bands. Such information shall be provided separately for
insurance contracts issued and reinsurance contracts held.
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Information about the profitability of insurance companies

Important CSM disclosures: CSM multi-year release table

e |llustration of a possible comparative analysis based on the CSM multi-year release table

Company 1
CSM at the end
of current
Current period period
$165 $1,833
$193 $1,756

$181 $1,902
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Next year

Year 5-10

$554

$489

$644

Year 10-15 Year 15-20 Over 20 years
S678 S411 $213 $376
$591 $378 $299 $288
$567 $432 $112 $431
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What improvement of balance sheet information that will be coming
with IFRS 17 will have a more positive impact? (single choice)

1. Considering the balance sheet line items and shifting the
emphasis on the disclosures

2. Focusing disclosures on the building blocks and on the unexpired ((/'\

/ expired coverage

3. Reconciling balance sheet movements to the P&L and the cash (
flows statement \ ‘ - 7

4, Aggregation level: type of contract, geographical area, reportable

/)
\_ segment )
—
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Conclusion and Q&A

Strong focus on sources of profit
ISR (Insurance Revenue and ISE)
NFR (IFIE)

Comprehensive reconciliation of balance
sheet to P&L via roll forward tables

Single consistent option to handle the
reporting of financial volatility

Major disclosure focus on CSM and the in-
force embedded profit

Sharp focus on the effects on transition at
“go-live” and in subsequent periods

Fundamental financial analysis for insurance
companies (life in particular) will be
enhanced materially
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Contact
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Francesco Nagari
Partner
Deloitte China
Hong Kong office

Phone: +(852) 2852 1977
Mobile: +(852) 9763 7910
frnagari@deloitte.com.hk
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About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), its global network of member firms, and their related entities (collectively, the “Deloitte organization”). DTTL (also
referred to as “Deloitte Global”) and each of its member firms and related entities are legally separate and independent entities, which cannot obligate or bind each other in respect of third
parties. DTTL and each DTTL member firm and related entity is liable only for its own acts and omissions, and not those of each other. DTTL does not provide services to clients. Please see
www.deloitte.com/about to learn more.

Deloitte is a leading global provider of audit and assurance, consulting, financial advisory, risk advisory, tax and related services. Our global network of member firms and related entities in more
than 150 countries and territories (collectively, the “Deloitte organization”) serves four out of five Fortune Global 500® companies. Learn how Deloitte’s approximately 345,000 people make an
impact that matters at www.deloitte.com.

Deloitte Asia Pacific Limited is a company limited by guarantee and a member firm of DTTL. Members of Deloitte Asia Pacific Limited and their related entities, each of which are separate and
independent legal entities, provide services from more than 100 cities across the region, including Auckland, Bangkok, Beijing, Hanoi, Hong Kong, Jakarta, Kuala Lumpur, Manila, Melbourne,
Osaka, Seoul, Shanghai, Singapore, Sydney, Taipei and Tokyo.

The Deloitte brand entered the China market in 1917 with the opening of an office in Shanghai. Today, Deloitte China delivers a comprehensive range of audit & assurance, consulting, financial
advisory, risk advisory and tax services to local, multinational and growth enterprise clients in China. Deloitte China has also made—and continues to make—substantial contributions to the
development of China's accounting standards, taxation system and professional expertise. Deloitte China is a locally incorporated professional services organization, owned by its partners in
China. To learn more about how Deloitte makes an Impact that Matters in China, please connect with our social media platforms at www2.deloitte.com\cn\en\social-media.

This communication 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 organization”) 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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