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Disclaimer

Copyright © 2025 by A.M. Best Company, Inc. and/or its affiliates (collectively, “AM Best”l). All rights reserved. No ﬁart of this report or
document may be distributed in any written, electronic, or other form or media, or stored in_a database or retrieval system, without the prior written
permission of ’AM BEST. For additional details, refer to our Terms of Use available at AM BEST’s website: www.ambest.com/terms. All information
contained herein was obtained by AM BEST from sources believed by it to be accurate and reliable. Notwithstanding the foregowcljg AM BEST does not
make any representation or warranty, expressed or implied, as to the accuracy or completeness of the information contained herein, and all such
information |s_|prowded on an “as is” and “as available” basis, without any warranties of any kind, either express or implied. Under no circumstances
shall AM BEST have any liability to any person or entity for (a) any loss or damage of any kind, in whole or in part caused by, resu_ltlng_ from, or relating
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AM BEST 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, punitive or incidental damages whatsoever (including without
limitation, personal |nJu5y, _Faln and suﬁerln%, emotional distress, loss of revenue, loss of present or prospective profits, loss of business or anticipated
savings, or loss of goodwill) resulting from the use of, or inability to use, any such information, in each case, regardless of (i) whether AM BEST was
advised in advance of the possibility of such damages, (ii) whether such damages were foreseeable, and (iii) the legal or equitable theory (contract, tort
or otherwise) upon which the claim is based. The credit ratings, performance assessments, financial reporting analysis, projections, and any other
observation, position or conclusion constituting part of the information contained herein are, and shall 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
do they individually or collectively 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. Service performance risk is the risk that an entity may not meet its
contractual ServiCe performance obligations on behalf of its insurance partners. Consequently, neither credit ratings nor performance assessments
address any other risk, including but not limited to, liquidity risk, market value risk or price volati ||t:y 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 ASSESSMENT OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AM BEST IN ANY FORM OR MANNER
WHATSOEVER. Each credit rating, performance assessment or other opinion_must be weighed solely as one factor in any investment or purchasin
decision made by or on behalf of any user of the information contained herein. Each such user will, with due care, make its own study and evaluation o
each securlrt_?/ or other financial obligation, and of each issuer and guarantor of, and each provider of credit support, and an independent view of service
provider performance for, each security or other financial obligation that it may consider purchasing, holding, or selling or for each service contract that
it may consider_entering into. For additional detail on credit ratings or performance assessments, and their respective scales, usage, and limitations,
refer to the Guide t0 Best's Credit Ratings (http:/www.ambest.com/ratings/index.html) or the Guide to Bests Performance Assessments
(https://www.ambest.com/ratings/assessmentMethodology.himl).
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Disclaimer

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

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

Any queries of a commercial nature should be directed to AM Best's Market Development function.
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Who, What, When, Where

Who - International Accounting Standards Board (IASB)
What — International Financial Reporting Standard (IFRS) 17

When — Issued in May 2017, amended in June 2020 for initial implementation
in January 2023; Effective dates vary by territory

Where — Most IFRS reporters across Europe, MENA, APAC, Canada — Notable
exception is US
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Terminology and Concepts Unique to IFRS 17

Measurement Models

» General Measurement Model (GMM) * Premium Allocation Approach (PAA)
* Variable Fee Approach (VFA)

Balance Sheet

« Liability for Remaining Coverage (LRC) * Risk Adjustment for Non-Financial Risks (RA)
« Liability for Incurred Claims (LIC)  Contractual Service Margin (CSM)
 Best Estimate Liability (BEL) * Loss Component

Income Statement

* Insurance Services Revenue (ISR) » Changes related to past, current, future services — as part of
disclosures

Concepts

* Onerous contracts

Add Notes and Sources Here



New Look Liabilities

 Discounting of future cash flows for

Insurance contracts -
IFRS Equity
* Introduction of the risk-adjustment (RA)

* A new component, the Contractual Service
Margin (CSM), is the present value of

Represents unearned profit to be
recognised as the company provides
the services in the future.

unearned profits on contracts expected to be Fair value v Adjustment equal to the entity’s
earned as insurance services are provided G TR | Ceriainty in underlying cash flows
amortised from non-financial risk.
* While new, this is similar to value of in-force cost
(VIF) in embedded value reporting
Best
« AM Best gives partial credit for life CSM as SRS present value of best estimate cash

flows to fulfill the contract within the
contract boundary; discounted at rates
that reflect characteristics of the liability
including timing, currency and liquidity.

available capital — with a haircut (volatility and
lack of fungibility)

CBESDY

Source: Millman



New Look Liabilities

« Liability for Incurred Claims (LIC) consists of a best Liability for Incurred Claims (LIC)
estimate claims reserve + a risk adjustment (RA)

— Future cash flows

« Some companies hold reserve margins partly in their
best estimate in addition to the RA - Discounting

« Liability for Remaining Coverage (LRC) also includes
the RA and, in addition, the CSM

* (Although this depends on measurement model —
i.e. no CSM under PAA)

 Future cash flows for insurance contracts are
discounted

Liability for Remaining Coverage (LRC)

— Future cash flows

— Discounting

» Discount rates used by companies vary

o CSM (unearned profit)

CBESDY

Add Notes and Sources Here



Similar but Different Performance Metrics

» Profits and revenues are recognised in the income statement as services are provided
» This moves life reporting onto a more similar basis to non-life reporting
« The alignment of profits and revenues is a big improvement for life reporting
« Overall profitability not materially affected by new standard —
but timing of profit recognition can be especially for life companies
* Return on equity (ROE) metric is comparable to non-IFRS 17 reporters —
and now more meaningful for life companies
* For non-life, the combined ratio is still a key metric —
but comparability is challenging due to:

» Discounting
* Non-attributable expenses
« Less useful split between loss and expense component of the combined ratio




Spotlight on Reinsurers

Reported IFRS equity has (typically) declined for Favourable Movements in Combined Ratio
reinsurers with significant life books 100
Value instead recognised in the Contractual
Service Margin (CSM) 95
Combined ratio significantly lower due to 90
discounting
85

ROE impacted by lower equity but largely

comparable
80
Return on Equity (Income/IFRS Equity)
75
70
Discounting Other
Adjustments
IFRS 4 Attributable Discounted IFRS 17
Combined Ratio Expenses Combined Ratio

IFRS 4 IFRS 17
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Spotlight on Reinsurers

Segment Comparison

US & Bermuda Europe

2020 2021 2022 2023 2024E* 2020 2021 2022 2023 IFRS17 2024E*
IFRS 17

mmm Combined Ratio —Return on Equity (ROE)
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* 2024 AM Best Estimation. 11
Europe IFRS 17 comprises Munich Re, Hannover Re and SCOR.



Spotlight on Reinsurers

* Reported IFRS equity has (typically)
declined for reinsurers with significant life
books

» Value instead recognised in the Contractual
Service Margin (CSM)

B Capital & Surplus B Contractual Service Margin

(For illustrative purposes only — Not to scale)

Reinsurer #1

/

IFRS 4 IFRS17

Reinsurer #2

/

IFRS 4 IFRS17
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Spotlight on Reinsurers

Life & Non-Life (USD m)

 The differences N
on-

between insurance IFRS  IFRS Reinsurance Reinsurance  Total . Combined
service revenue (ISR) AL (GPW) (Gross) Funds  ratio (%)
and written premiums 1 Swiss Re 40,503 16,371 94.1
(WP) make market 1 Munich Reinsurance 32,921 32,863 85.2
rankings difficult 2 Berkshire Hathaway 27,453 567,509 84.0
e For reinsurers, ISR is 2 Hannover Riick 26,995 12,164 94.0
typica”y lower than WP 3 Lloyd's 22,075 56,869 80.2
3 SCOR 17,575 5,213 85.0
4 Reinsurance Group of America 14,281 9,171 N/A
5 RenaissanceRe Holdings 12,340 9,455 78.0
6 Everest Re Group 11,460 13,202 86.4
7 Arch Capital Group 9,113 18,353 81.5
8 PartnerRe 9,102 8,424 81.7
4 China Reinsurance (Group) 5,986 14,453 93.5
9 MS&AD Insurance Group Holdings 5,777 13,814 98.7
10 General Insurance Corp of India 4,544 10,283 111.7
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IFRS 17 — Impact on Financial Strength Analysis

Building Block Approach

Country Risk

Issuer Credit
Balance Sheet Operating Business Enterprise Risk Comprehensive Rating Rati
Strength Performance Profile Management Adjustment Lift/Drag ati ng

* AM Best uses a building block approach to assess a (re)insurer’s financial strength
* Audited financial statements are a key input to the rating process
* AM Best already rates (re)insurers who report under a variety of standards

* Changes in reporting do not mean changes in financial strength and the rating process
should be agnostic to accounting standards

* However, new presentation of the underlying information can lead to new insights and
new challenges in financial strength analysis

14



Key Takeaways

« Ratings are agnostic to accounting standards

 Enhanced KPIs under IFRS 17, more particularly in life segment

 Potential for improved comparability of KPIs within IFRS 17 universe

« Comparison across accounting standards will continue to require interpretation

« AM Best expects implementation to evolve over the next few years
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