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Disclaimer

© A.M. Best Company (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
AMB’s PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical
error as well as other factors, however, all information 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 directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b)
any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the possibility of such
damages, resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other 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 financial obligation for a specific purpose or purchaser. Credit risk is the risk that an entity may not meet
its contractual, financial obligations as they come due. Credit ratings do not address any other risk, including but not limited to, liquidity risk, market value risk or price volatility of rated securities. NO
WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one
factor in any 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.

Please note that due to regulatory restrictions Market Development employees are unable to have any role in the determination of credit ratings or the development or modification of rating procedures
or methodologies. Consequently, they are unable to discuss any matters relating to the analytical process as applied to your firm or to provide any feedback on your behalf in respect of the rating
procedures or methodologies.

Regulated by the Dubai Financial Services Authority as a Representative Office.
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1. How we got here
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Current state of play

e |FRS 4 differs across jurisdictions, differences
(In)consistency more pronounced in life segment

e Asset/liability accounting mismatches

e They can’t all be ‘right’ insurance liability

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

Relationship to
market values

Image in public [ESEIYEr obscure, specialist, ‘black box’

financial e Yet educated non-specialists and IT based
markets data handlers are often decisive audiences
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Resulting to

Other
reporting
formats

Focus on cash

Even ‘C’ suite
understanding
compromised

Role of EV reporting for life

Regulatory reporting used externally despite
shortcomings

Easier to talk about

But it isn’t value creation or long-term
dividend capacity

Pressure for simple products
Influences capital allocation
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2. What will IFRS 17 look like
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Some key characteristics of IFRS 17 (1/2)

1. Market values both sides of balance sheet
— Principles based
— Reliance on auditors
— Insurance liability - discounted best estimate, plus risk adjustment (RA)
— Applies to global operations. No parallel to ‘equivalence’ under SlI.

2. No day-one profit

Day one difference/profit goes to Contractual Service Margin (CSM), a liability
— Take it to profit over term of contract
— Assumption changes set against relevant year’'s CSM
— ‘Onerous contracts’ losses go straight to P&L

3. Differences from embedded 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.
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Some key characteristics of IFRS 17 (2/2)

4. Day one profit tracked by policy group and cohort

— Experience variances allocated to policy group
— Visibility to new business profit delivery

5. New data

CSM, group level experience variances and other quantities are new

— Development of new measures over history of current book often can’t be
recreated. Approximations allowed on transition.

— Level of audit scrutiny is new in many cases
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The discount rate

* Principles based

» Details not specified, unlike in SlI

» Targets market-value. Though discount rate is used for best estimate, RA is an
additional amount which completes the targeting of market values.

» Reflects characteristics of liabilities rather than assets held.
« Starting point is that nominal return = risk free + illiquidity + default costs

 Top down

» Expected investment return at contractual terms of instruments
» Less allowance for expected default costs and variability/unexpected costs
» Less allowance for ‘basis’ risk if portfolio not representative of liabilities

e Or bottom up

» Risk free rates
* Plus illiquidity premium
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Three approaches

1. BBA (Building Block approach)
— Changes in estimates for future coverage go to CSM
— Other variances, including investment, go to profit
— CSM accreted at rates fixed on issue of policy

2. VFA (Variable Fee Approach)

For unit linked and endowment life policies. Investment variances go to CSM

— CSM accreted at current rates
— As with BBA, option for change in insurance liability due to change in discount

rates to go to OCI.

3. PAA (Premium allocation approach)

12 month contracts — most retail non-life.
No CSM. Reserve for future coverage is through UPR — as now

But the UPR, termed LRC (Liability for Remaining Coverage) in IFRS 17, is
presented net of DAC

Incurred claims split into BEL and RA
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Balance Sheet now and under IFRS 17

12

10 A

1
DAC I Other liabilities

Claims Provisions
Assets

Best estimate
claims provisions

Risk Adjustment

Contractual
Service Margin

S/H Equity S/H Equity

Assets Liabilities (IFRS 4) Liabilities (IFRS 17)

12

Other liabilities ——

DAC netted off
against BEL (life)
and UPR/LRC (non-
life)

It's the liabilities that
change vs IFRS 4

Assessment of profit
on issue is a
deduction from
liabilities rather than
an additional asset
(re ‘VIF")
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P&L under IFRS 17

Underwriting + Investment profit + CSM amortisation
profit RA run off

Expected claims Investment Amortisation of
and expenses income less CSM refers to
less unwind of ‘coverage units’.
Actual claims and discount on BEL RA guidance is
expenses and CSM looser

. J \_ N\ J
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Claims and expense ratios and under IFRS 17
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Impact of reinsurance on net claims ratio

Reinsurance Factors

Net Components Claims Ratio
(Net/Net) Using IFRS 17 Data

Net of Reinsurance Result
(Net/Gross) Claims Ratio Under
IFRS 17

Treatment of ceding
commissions

Lowers claims ratios as net
premiums are higher

-

No impact as neutral for
reinsurance result

Treatment of profit
commissions

Lowers claims ratios as net claims
are lower and expenses higher

-

No impact as neutral for
reinsurance result

Reinsurance loss

Same as for currently calculated
ratios. Impact vs gross ratios often
more than offset by $-swap effect.

Directly increases claims ratio

=

“$-swap” effect of working
layer XoL reinsurance

Same as for currently calculated
ratios. Lowers net claims ratios
when compared to gross.

No benefit from this effect. Net
claims ratio therefore higher

=
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Combined ratio now and under IFRS 17
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Profit recognition now and under IFRS 17 (GMM)

B |FRS 4 mIFRS 17

Product issue al earnings

1 2 3 4 5 Tot
Years

- ESD
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3. Some implications for emerging markets
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Balance Sheet of Jordanian market

as at 31/12/2020

Other liabilities 44
Insurance creditors

Other assets: 127
Other creditors 45 138

Insurance debtors

240

External borrowings /
26

Reinsurance
Recoverables

292 Insurance provisions

810
Real Estate

179 Other Investments 38

Shares: 89

Shareholders' Equity
458

ASSETS LIABILITIES
Source: Best’s Financial Suite — Global
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Non-Life Technical Account of Jordanian insurers as at
31/12/2020

4 N
oross pre.m|ums 082 Retention ratio: 62%
Net premiums 423
Total u/w income 439
Net claims incurred 312 Acquisition ratio: -2%
Management expenses 106
Acquisition expenses -10
Total u/w expenses 414
Technical profit 25 Combined ratio: 96%
(G J

Source: Best’s Financial Suite — Global

* Reasonable market performance underpinned by heavy use of
reinsurance

e Reinsurance commissions offset most of acquisition expenses in the
market

e (Questionable profitability without reinsurance

GESD
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Risk of mismatch in the valuation of reinsurance and the
underlying contracts

» Sources of mismatch can arise due to :
— Difference in contractual boundaries
— Different valuation models
— Different level of granularity in assessing the CSM
— Differences in expenses
— Foreign exchange
— Patterns of CSM release do not align

« Under certain conditions impact of reinsurance can
be significantly less than currently

« Even when the same, impact on profitability may be
significantly delayed

GESD
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Impact of onerous contract accounting

Jordan combined ratio - 2020

125% (119%
109% 108%

100% 99% 98% 98% 98% 97%

100% 95% 94% 94% 94% gy

92%
89% 839
& 84%

78%
75%

50%

25%

0%
A B C D E F G H | J K L ™M N O P Q R S
Source: Best’s Financial Suite — Global Companies

* Combined ratio for most Jordanian companies around 100%

e Current accounting system beautifies accounting year performance
for loss making contracts such us Motor TPL

* Under IFRS 17 the impact of loss making contracts needs to be
booked at inception
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Outstanding balances a source of concern

* Premiums
Days premiums remain outstanding remain

250 outstanding for
over 200 days,
200 W on average
. » Under IFRS 9

companies are
supposed to
reserve for

expected
defaults

0 » Potential for
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Significant Write
offs upon
implementation
of IFRS

100

50

Source: Best’s Financial Suite — Global
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4. Conclusion
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Concluding — a long way before achieving stated objectives

e |nconsistency to remain — just different type

(In)consistency e In emerging markets questions as to the
assumptions to be used

Relationship to

A major leap forward. Unfortunately, it is of
market values lesser importance in ME markets

Image in public
financial
markets

It will take some time before insurance
accounting is not seen as obscure

GESD
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...and finally

4. New data

CSM, group level experience variances and other quantities are new

Development of new measures over history of current book often can’t be recreated.
Approximations allowed on transition.

Level of audit scrutiny is new in many cases

* Existing data quality is poor but improving

* Unclear if existing systems and processes can handle new
requirements

e Likely to require significant investment in systems

* Management and stakeholders will need to be educated into
the new reporting standards
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& General Manager —
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