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Insurance Technical Advisory Group  
Meeting Summary – 26 January 2021 

Meeting held virtually 

Attendees 

Members 

Jo ClXbe (AYiYa plc) 

Richard Crooks (Legal & General GroXp Plc)  

StXart Reill\ (Direct Line GroXp Plc) 

Dann\ Clark (KPMG) 

Gail TXcker (PZC) 

KeYin Griffith (EY) 

Mark Spencer  (BDO)  

Dean BXckner (UK Shareholdersŧ Association) 

Ton\ SilYerman (AM Best) 

Sian Morgan (ColXmbia Threadneedle InYestments)  

Wijdan YoXsXf (Aon) 

AnjX Bell (Willis ToZers Watson) 

Vasilka BangeoYa (GX\ Carpenter & Compan\ Limited) 

AndreZ Spooner (Deloitte) 

Richard OlsZang (PrXdential) (gXest) 

Gillian Starkie (M&G) (gXest) 

UK Endorsement Board 

Seema Jamil OŧNeill (Technical Director)  UK Endorsement Board secretariat (Chair) 

Peter DrXmmond (Senior Project Director)  UK Endorsement Board secretariat 

Dean Battersb\ (Project Manager)   UK Endorsement Board secretariat 



  
 

 
 

PAGE 2 OF 7 
INSURANCE TECHNICAL ADVISORY GROUP 

26 JANUARY 2021 
MEETING SUMMARY  

1 Welcome and introductions  

x The Chair Zelcomed attendees to the meeting, in particXlar Richard OlsZang and Gillian 
Starkie Zho had been inYited to present papers to the TAG on Zith-profits issXes.  

x The minXtes of the preYioXs meeting Zere approYed b\ the TAG.  

2 Update on UK Endorsement Board (UKEB) 

x The Chair informed the TAG that interYieZs for Board members had commenced. Board 
appointments are the responsibilit\ of the Department for BXsiness, Energ\ and 
IndXstrial Strateg\ and are e[pected dXring March.  

x The Chair also highlighted that the legislatiYe process for delegation of StatXtor\ 
FXnctions to the Board is e[pected to commence in earl\ FebrXar\. The completion of 
this process Zill alloZ the Board to start Zorking in its official capacit\. 

x The Chair noted that the Endorsement Boardŧs Zebsite Zas Xp and rXnning and Zas 
being enhanced. She Zelcomed feedback. 

3 IFRS 4 Amendments  

x The IFRS 4 amendments e[tending the deferral of IFRS 9 for insXrers Zere adopted for 
Xse in the UK on 5th JanXar\ 2021. The secretariat e[plained that separate UK adoption 
Zas necessar\ becaXse legal adYice had highlighted that the EXropean Commission 
regXlation adopting the amendments did not come into effect Xntil  
20 da\s after pXblication in the Official JoXrnal, taking the effectiYe date be\ond the 
end of the Implementation Period completion date of 31 December 2020. The UK 
adoption Zork on this amendment, Xndertaken b\ the UKEB Secretariat dXring the 
Implementation Period, had helped ensXre a smooth adoption process.  

4 With-profits inherited estate   

x The paper considered the treatment Xnder IFRS 17 of the inherited estate (Ŧestateŧ) in 
Zith-profits fXnds (sXrplXs assets in the fXnd, oYer and aboYe those needed to meet 
contractXal obligations) in tZo different scenarios: (i) Zhere the fXnd Zas open to neZ 
bXsiness; and (ii) Zhere it Zas closed to neZ bXsiness.  

x The paper focXsed on Zhether, in each of the tZo scenarios, the shareholdersŧ portion 
of the estate (t\picall\ 10%) shoXld be considered to be part of the insXrance liabilit\ or 
shareholder eqXit\ Xnder IFRS 17. The paper also considered the conseqXential 
implications for profit emergence.  

x Ke\ points dealing Zith oSen fXndV Zere:  

o 90% of the estate can be considered to be fXlfilment cash floZs, in accordance 
Zith paragraph B71 of the Standard. HoZeYer, the remaining 10% is not reqXired 
to be paid to polic\holders and therefore does not fall to be treated as fXlfilment 
cash floZs. 
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o As there is no proYision in IFRS 17 for there to be contractXal serYice margin 
(CSM) other than for groXps of contracts, it Zas not possible to YieZ the 10% as 
CSM, Zhether for cXrrent or fXtXre contracts.  

o If the 10% cannot be regarded as fXlfilment cash floZs or CSM, the onl\ alternatiYe 
is to regard it as a component of shareholder eqXit\.  

o The paper Zent on to argXe that, considering this fact pattern against the 
endorsement criteria, it Zas Xnlikel\ that this treatment ZoXld be Xnderstood b\ 
Xsers since the profit Zas in realit\ not accessible to shareholders (Ŧlocked-Xpŧ). 
It coXld be argXed that shareholder YalXe and profits Zere oYerstated as profits 
Zere recognised before the serYices to polic\holders had been proYided, thereb\ 
Xndermining ŦreleYanceŧ. On Ŧreliabilit\ŧ and the ŦtrXe and fairŧ principle, it coXld be 
argXed that the profit did not faithfXll\ represent the Xnderl\ing economics. 
Compared to e[isting financial reporting, there Zas an argXment that this Zas not 
an improYement.  

x Ke\ points dealing Zith cloVed fXndV Zere: 

o Identif\ing the Xnderl\ing items (t\picall\ asset share, plXs the cost of 
gXarantees, plXs the allocation of the estate).  

o Determining hoZ an\ estate shoXld be attribXted to insXrance liabilities, 
considering factors inclXding the terms of an\ CoXrt attribXtion, the PPFM and 
an\ other commitments made to polic\holders. Polic\holders t\picall\ haYe a 
reasonable e[pectation that 90% of the estate, in e[cess of the amoXnts reqXired 
to meet the cost of gXarantees, Zill be distribXted to them throXgh enhancements 
to polic\holder pa\-oXts. Shareholders ZoXld e[pect to receiYe 10% of these 
estate distribXtions, making it appropriate to treat their share of the estate as CSM 
(and hence as part of the insXrance liabilit\).  

o If the transition approach is a fair YalXe approach, then it Zill be necessar\ to 
attribXte a fair YalXe to the estate as Zell as the corresponding fXlfilment cash 
floZs of the estate in order to determine its contribXtion to the CSM on transition. 

o This ZoXld resXlt in a qXite different position from that in an open fXnd. 

x The folloZing points Zere noted dXring the ensXing discXssion: 

o IFRS 17 does not clearl\ set oXt the treatment of the estate as either a liabilit\ or 
eqXit\. Some members commented that althoXgh it did not Ŧfeelŧ like eqXit\, 
nothing in the standard made it a liabilit\. A ke\ determining qXestion Zas 
Zhether the profit had actXall\ been earned and Zarranted recognition in eqXit\ 
or Zhether there continXed to be a liabilit\ in an open fXnd. 

o SeYeral members obserYed that if the shareholdersŧ share of the estate is not a 
liabilit\ Xnder the standard, then it seemed appropriate to treat it as eqXit\. As it 
represented profit from past contracts it coXld be considered to haYe been 
earned. Additionall\, the estate appeared to haYe loss absorbing featXres similar 
to eqXit\ and the fact that it Zas not immediatel\ accessible did not preclXde 
presentation Xnder eqXit\.  
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o One member noted that the shareholderŧs share coXld be presented as a 
separate class of eqXit\ Zhich conYe\ed different rights. This Zas consistent 
Zith the accoXnting treatment of financial instrXments Zith comple[ rights and 
obligations Zhere additional disclosXre Zas not XnXsXal. Other members 
sXpported this bXt highlighted the need for additional disclosXre.  

o TZo members e[pressed the YieZ that the accoXnting betZeen open and closed 
fXnds shoXld not differ and that there is Where iV a conWinXXm beWZeen Zhen a 
fXnd iV open and cloVed for bXVineVV. 

o It Zas acknoZledged that there Zas Xncertaint\ as to precisel\ hoZ mXch of the 
estate ZoXld go to shareholders Xntil there Zas a formal attribXtion of the 
estate. It Zas possible that in some cases part of the profit e[pected to be 
attribXted to shareholders might in fact be attribXted to polic\holders and haYe 
to be recognised as a liabilit\ (in fXlfilment cash floZs).  

o One member noted that from a regXlator\ perspectiYe the 10% is YieZed as oZn 
fXnds (i.e. as eqXit\, eYen if non-distribXtable) and the 90% as a liabilit\. 

o The qXestion of percentage attribXtion Zas raised. T\picall\, most Zith-profit 
fXnds referred to a 90%/10% split, Zith the compan\ŧs Principles and Practices 
of Financial Management (PPFM) stating that at least 90% shoXld go to 
polic\holders. In the past, bonXses had been distribXted on other bases, e.g. a 
95%/5% basis, bXt mostl\ it Zas 90%/10%. 

o Noting that IFRS 15 reqXires profit to be recognised from contractXal 
arrangements Zhen performance obligations are satisfied, one YieZ Zas that in 
this case the point at Zhich serYices Zere transferred to the cXstomer, and 
performance obligations satisfied, Zas Zhen neZ contracts Zere Zritten. Based 
on the principles in IFRS 15, therefore, it Zas argXed that the inherited estate 
shoXld not be recognised in eqXit\. 

o Another member, hoZeYer, e[pressed a YieZ that IFRS 15 shoXld not be Xsed in 
this conte[t as IFRS 17 specificall\ addresses profit recognition for these 
contracts. The entit\ŧs abilit\ to control the declaration of bonXses Zas also 
releYant as Zell as the entit\ŧs contractXal entitlement to the 10% prior to an 
attribXtion.  

o If the shareholdersŧ share of the estate is recognised as CSM, the basis for 
fXtXre release ZoXld be in line Zith asset shares and hoZ polic\holders earned 
their asset share. The serYices proYided Zere inYestment and accXmXlation, 
Zhich Xltimatel\ protected polic\holders from doZnside risk, proYiding them 
Zith cash and accXmXlation of the estate. 

o In conclXsion, most TAG members sXpported recognition of the 10% (the 
shareholdersŧ share) as eqXit\ bXt no definitiYe conclXsion Zas reached. The 
classification as eqXit\, hoZeYer, Zas not clear cXt bXt rather seen to be the 
most appropriate classification haYing e[plored other classification options. 
Additional consideration of this topic Zas likel\ to be reqXired and ZoXld be 
broXght to a fXtXre TAG meeting. 
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5 Non-profit business in a with-profit fund  

x The paper considered non-profit bXsiness Zritten in a Zith-profit fXnd that Zas open 
to neZ bXsiness. It considered scenarios Zhere sXrplXses of the non-profit bXsiness 
accrXed to Zith-profit polic\holders as Zell as Zhere sXrplXses accrXed to the 
inherited estate. Each of these scenarios led to different concerns bXt in each case 
the difficXlties stemmed from the fact that the non-profit contracts fXnctioned as 
Xnderl\ing items for the Zith-profit fXnd. 

x The paper focXsed on non-profit annXities Zritten in the Zith-profit fXnd. Ke\ points 
raised in the paper Zere:  

o There Zas Xncertaint\ oYer the accoXnting for the non-profit annXit\ contract 
inclXded in the Zith-profit fXnds, inclXding Zhether the risk adjXstment and CSM 
shoXld reflect the risk and profit from the Zhole contract or onl\ the shareholderŧs 
share. 

o In cases Zhere profits from the non-profit bXsiness accrXed to the inherited 
estate, IFRS 17ŧs reqXirements ZoXld appear to resXlt in the shareholderŧs interest 
(and potentiall\ also the polic\holderŧs interest) being recognised as profit before 
shareholders had an\ right to it. 

o In cases Zhere profits from the non-profit bXsiness accrXed to Zith-profit 
polic\holders, a mismatch ZoXld arise betZeen the measXrement of the non-
profit contracts Xsing IFRS 17 principles and their YalXation as Xnderl\ing items 
for the Zith-profit contracts (at fair YalXe). 

x The folloZing points Zere noted dXring the ensXing discXssion:  

AccoXnting for the non-profit annXit\ contract  

o Most TAG members agreed that IFRS 17 reqXired that the standard Zas applied 
at a contract leYel. This ZoXld ensXre the risk adjXstment and CSM of the annXit\ 
contracts reflect the risk and profits arising from the Zhole contracts and not jXst 
the shareholderŧs share. This YieZ Zas sXpported b\ the IASB edXcational 
material relating to mXtXals. 

o Other TAG members noted that there Zas Xncertaint\ oYer the measXrement of 
the risk adjXstment, giYen that it needed to be measXred from the perspectiYe of 
the entit\ rather than from that of the groXp of contracts. In addition, it Zas 
necessar\ to consider the e[tent to Zhich the entit\ŧs Principles and Practices of 
Financial Management (PPFM) created rights and obligations sXch that the CSM 
Zas measXred after taking into accoXnt the rights of Zith-profit polic\holders to 
sXrplXses from the annXities.  

AccoXnting for profits accrXing to the inherited estate from the non-profit annXities 

o In SUinciSle, 90% of the profits from these contracts shoXld be classified as a 
liabilit\ Xnder IFRS 17:B68 or B71 reflecting the fact that these amoXnts ZoXld be 
inclXded in fXtXre distribXtions to cXrrent and fXtXre polic\holders. HoZeYer, B71 
appeared to be sXbject to B67 Zhich reqXires the polic\holders to share in retXrns 
from a specified pool of Xnderl\ing items Zhich is not the case for the non-profit 
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annXities. As sXch, 100% of the profits from the non-profit annXit\ Zill be 
recognised in eqXit\ as shareholder profit eYen thoXgh 90% is e[pected to be 
transferred to polic\holders.  

o There Zas a qXestion as to Zhether B71 Zas in fact restricted b\ B67 
(reqXirement for the sharing in the specified pool of assets). FXrthermore, it ma\ 
be necessar\ to consider Zhether the obligations to polic\holders deriYed from 
the PPFM rather than the annXit\ contracts.   

o One TAG member noted that it ZoXld be helpfXl to assess the difference betZeen 
open and closed fXnds. In a closed fXnd, both the 90% and the 10% formed part 
of the oYerall insXrance contract liabilit\. The issXe that arose Zas that a 
distinction Zas being made betZeen assets in the inherited estate that Zere Xsed 
to sXpport the non-profit bXsiness and assets that Zere Xnderl\ing items. If that 
distinction Zas not made then the amoXnt shoXld be recognised as a liabilit\. 

o No oYerall conclXsions Zere reached b\ the TAG on this point.  

The mismatch arising Zhen profits from the annXit\ assets accrXe to Zith-profit 
polic\holders  

o The annXit\ book acts as an inYestment for the Zith-profit fXnd. If the inYestment 
Zere a bond, the bond coXld be fair YalXed and Zith-profit polic\holders ZoXld 
benefit from the changes in fair YalXe and no mismatch ZoXld arise. HoZeYer, 
annXities Zere more complicated as the Zith-profits polic\holders benefit from 
the sXrplXses from the annXities and not from the change in fair YalXe of the 
annXit\ book. Those sXrplXses are determined on a SolYenc\ II basis rather than 
a fair YalXe basis.  

o It Zas agreed that accoXnting mismatches occXr in other areas of accoXnting so 
this particXlar mismatch in IFRS 17 Zas not XniqXe.  

o The secretariat noted that the IASB had considered this mismatch issXe bXt had 
not proposed amending the standard as there Zas nothing particXlarl\ 
e[ceptional aboXt this accoXnting oXtcome. Similar mismatches coXld also arise 
if other, non-annXit\ Xnderl\ing items Zere not accoXnted for at fair YalXe.  

x It Zas agreed that this paper be reYisited at a later meeting in order to proYide more 
time to discXss the issXes raised.  

6 Forward Agenda   

x The secretariat highlighted to the TAG members that YolXnteers Zere still soXght to 
assist Zith the topics relating to transition and annXal cohorts. TAG members Zere 
reminded that papers coXld be prepared in conjXnction Zith another TAG member.  

x With respect to annXal cohorts, it ZoXld be important to consider the differences in UK 
and EU stakeholder concerns relating to this reqXirement. The secretariat noted that 
the IASB staff Zere Zilling to present directl\ to the TAG on this topic.  

x With regard to the potential ta[ implications of IFRS 17, particXlarl\ on transition, TAG 
members noted that indXstr\ had started to discXss this Zith HMRC. 
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x TAG members Zere inYited to direct an\ other comments on the forZard agenda to 
the secretariat b\ email.  

7 AOB 

x TAG members Zere reminded to send in their short biographies for pXblication on the 
UKEB Zebsite.  

End of meeting  


