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The world of Insurance

reporting Is changing
A simplified guide to IFRS 17 and IFRS 9

12 Oct 2022 Workshop
Jan Wicke (CFQO) and team
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We are doing this workshop to...

...familiarise you with the new accounting regime
...substantiate our view that IFRS 17 is positive for the insurance sector

...acquaint you with the Talanx Finance team that manages the transition
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Why we need new accounting standards

Balance sheet

b

Inconsistent valuation
of assets and liabilities
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Market values

v

Not all assets
marked to market

Comparability

@,

Limited comparability
with peers, different
lines of business, and
other sectors
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Why we like IFRS 17 and 9

= Comparison with peers, different lines of
business, and other sectors will be easier

e = Better alignment between IFRS and @

Solvency 2 More comparability

Vv

= Cash flows and economic profitability will More transparen Cy

not change but...
" = ...markets will need time to adjust and

understand new rules

= Better earnings predictability (in life)
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¥ Timeline for application of IFRS 17 /9

1 Jan 2022 TODAY 6 Dec 2022 1 Jan 2023 15 March 2023 4 May 2023
Opening _ _
balance sheet Work_shop Capital Begin Annual Q_l 2023 results
IERS 17 / 9 Qualitative Markets Day to app|y report 2022 First set of results
introduction of Initial IEFRS 17 /9 Management under IFRS 17 /9,
((_)ng—off key stakeholders quantitative comments on with compatible
equity impact to the new guidance on only material Q1 2022 figures
followed by one year accounting IFRS 17 /9 accounting and opening
of shadow regime impact changes balance sheet
accounting) as of 1 Jan 2022
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The most important changes from new IFRS accounting

Discounting of claims reserves

Economic presentation of life insurance

Stricter fair value approach for investments (IFRS 9)

New structure of income statement

Change in Key Performance Indicators
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P/C claims reserves will be discounted and CNE—
4 supplemented by ,,risk adjustment*

[llustrative example, balance sheet view

Comments

= Reserves discounted with applicable
market rates at each accounting date

» Risk adjustment applied to reflect non-
financial risk, in particular uncertainties
arising from amount and timing of cash
flows

= Reserves will fluctuate broadly in line with
asset base as interest rates change over
time (no p&l impact)

» |FRS and Solvency 2 balance sheets will
converge as a result of claims reserve
discounting

» Resiliency reserves impacted marginally
only, but will be shown in discounted form

IFRS 4 best Discounting Risk adjustment IFRS 17 best
estimate reserves estimate reserves
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I Equity more stable due to consistent CEE—
24 discounting of assets and liabilities in P/C

[llustrative example: Impact of interest rate increase

Investments Insurance liabilities Equity impact
100 100 E 100
-20
20
0
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Rise in L/H liabilities and loss recognition
2 results in significant initial drop in equity

lllustrative example: Opening balance sheet in Retail Germany Life, as of 1 Jan 2022

IFRS 4 equity Equity Stochastic Loss Accounting IFRS 17
reclassification guarantee = component mismatch on equity
to CSM revaluation certain assets

11 Workshop for journalists and analysts | 12 October 2022

Total CSM Tax Equity + CSM
after tax

Comments

Under IFRS 17, profits have to be
spread over the lifetime of contracts to
a larger extent than before; as a result,
a portion of profits moved from equity to
contractual service margin (CSM, ,profit
margin®) to be unwound over time

Guarantees now valued with stochastic
approach (average of probability-
weighted scenarios); results in higher
liabilities versus previous deterministic
method (consensus expectation only)

Onerous contracts represented as Loss
Component (i.e. ,negative CSM")

Self-occupied property and mortgage
loans not held at fair value (but
amortized costs), which results in
mismatch with corresponding liabilities
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All operational and economic variances will be absorbed

O
4 by Contractual Service Margin ...
[llustrative example: Contractual service margin (CSM) in German Life (Variable Fee Approach, VFA) —
balance sheet changes over the service period of profitable insurance contracts
lllustrative

changes
110
100 110 o O, +- 5 105
CSM opening New business Interestrate Mortality = Cost Balance before Unwinding Y1 CSM end balance Y1
balance Y1 changes changes changes unwinding (insurance revenues)

Reflected in balance sheet

Note: If total CSM including all changes is negative for a group of insurance contracts (GIC), this results in formation of a loss component.

12 Workshop for journalists and analysts | 12 October 2022

talanx.



O
4 ... and unwound over contract lifetime

[llustrative example: Contractual service margin (CSM) of German Life (Variable Fee Approach, VFA) —
balance sheet changes over the service period of profitable insurance contracts

lllustrative

5 _
-5 5
-25
-60
0
CSM end Y2 Y3 Y4 Y5 Y6-10 Y11 to CSM post
balance Y1 contract end unwinding

Reflected as positive insurance revenues in income statements
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Different valuation methodology for guarantees

2 reduces equity in L/H

Deterministic valuation

Interest
A

Guaranteed interest rate

No liability as interest
guarantee is not
"in the money"

v

Time

B ™

Calculation based on static
consensus estimate assumptions
on interest rates
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Stochastic valuation

Interest
A

A

Guaranteed interest rate

Scenario-based
liability as interest
guarantee is
"in the money"

v

Time

By

Calculation based on probability-
weighted multiple scenario
analysis for possible interest rate
developments

Comments

Stochastic valuation considers not only one
(ie the current consensus) scenario but the
probability-weighted average of numerous
scenarios, thus better reflects the lack of
predictability

Per opening balance sheet, such
stochastic valuation includes scenarios
with much lower interest rate expectations
than the consensus view at the time

As a result, technical provisions increase
per opening balance sheet

Higher reserve requirement results in lower
equity upfront

talanx.



72 Stricter fair value approach leads to more earnings volatility O E—

/g’\ Initial classification
P )\
RO e ,
\\? B . ,,'J| + Bonds
" pass Falr Value ’ i Eg:ri:iseleeceivables
> through OCI '
(FVOCI)
Solely Payments of
Principal & Interest?
(SPPI test)
Fair Value
»  through P&L "
: f | \\‘i * Private Equi
Fa|r Val U e . (FVPL) i . ::ixedtinEgm:eyfunds & real

estate investment funds

Quarterly impairment test
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15 Workshop for journalists and analysts | 12 October 2022 ta I a nx
u

Expected credit
losses

1 If FVOCI is not chosen for equities, FVPL applies



4 The new iIncome statement

0 © ® 60 ©®0C

Consolidated statement of income

Insurance revenue

J. Insurance service expenses

Insurance service result (gross)

Net result from reinsurance contracts (ceded)
Insurance service result (net)
Net investment income for own risk
Result from unit-linked contracts
Net investment income
Net insurance finance result (before currency effects)
Net insurance finance and investment result (before currency)
Net currency result

Other Result

Operating result (EBIT)

Financing costs
Taxes on income
Profit for the year

Minority interest on profit and loss

Net income
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Comments

Gross written premiums replaced by insurance revenues
(excluding investment component, including unearned premium
reserves; see next page)

Includes claims expenses, distribution and administration expenses
directly related to insurance contracts

e Shows economics of reinsurance structure explicitly

e P/C: Lower claims due to discounting, lower allocation of technical
cost

L/H: Excludes investment results allocated to policyholders

Not included in P&L previously; fully reversed in net insurance
finance result (because owned by policyholders)

New line in P&L: Includes accrual of discount on claims reserves.
In L/H includes allocation of 100% of investment results to
policyholders

Now shown separately in P&L; previously included in Other Result

Includes higher portion of administration expenses, where not
directly related to insurance contracts

talanx.



Insurance revenues will be lower than gross
24 written premiums

[llustrative example

Comments

» |nvestment component (savings portion
included in life premiums, cost reimburse-
ments to primary insurers) reflects amount
repayable upon expiration of contract

,,,,,,,,,,,,,,,,,,,,,,,,, irrespective of insured event

=  Premiums will be reflected in revenues in
line with the services (including claims
coverage) provided for the reported period

= Insurance revenue will therefore also
reflect accrual of claims reserves, risk
adjustment, and contractual service margin
(profit margin)

Gross written Investment Unearned Insurance revenue
premiums component (Life, premiums
Reinsurance)
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24 P/C combined ratio will look different

_ ) ]
[llustration
Insurance service result (net) Insurance revenue (gross) Combined ratio (new)
Insurance revenue (gross)?
- Claims expenses (gross)
- Distribution and administrative expenses (gross)
,,,,,,,,,,, - Net result from reinsurance contracts
,,,,,, ] - |
= Insurance service result (net)
Insurance service result (net)
1 -
Insurance revenue (gross)
Net Discount on Risk Cost Loss Insurance Net premiums Ceded premiums  Investment Insurance —_— —
technical new claims adjustment allocation® component  service earned (old) component  revenues (gross)
result (old) result (net)

Combined ratio (old)

Net technical result

1 Under IFRS 17, only cost directly related to insurance contracts can be allocated to insurance service result Net premiums earned

2 Under IFRS 17, there are no insurance revenues net of premiums ceded to reinsurance
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2 Changes in net income

[llustrative example: Net income — changes for periods

after opening balance sheet

,,,,,,,, +/_ ——
******************** |
Net Discount Risk CSM Loss Discount  Market Net
income old onnew adjustment release component accrual movements income
claims (P/C) of SPPIfaill new
(P/C) assets
19 Workshop for journalists and analysts | 12 October 2022

Comments

Discounting of reserves on new claims will
result in lower claims expenses than before
(change on claims discount relating to prior
years is reflected in FVOCI)

Net income reflects net change of risk
adjustment on new claims and release of
risk adjustment on previously booked
claims

Unwinding of Contractual Service Margin
booked in opening balance sheet (reducing
equity) will come as additional profit via
insurance revenues

Discount accrual on claims reserves from
previous periods shown in insurance
finance result

More volatility due to fair value accounting
through P&L for investments which have
failed the SPPI test

talanx.



24 Initial changes in equity

lllustrative example: Shareholders’ equity — changes in
opening balance sheet as of 1 Jan 2022

fffffffffffffffffffffffff . Diverging initial equity impact

P/C: Discounting of reserves and
initial recognition of unrealized gains on
investments result in increase of equity

L/H: Higher liabilities resulting from interest
rate guarantees reduce equity

Equity German L/HRe Discount Risk Loss Investments Equity
old Life effect  adjust- component new
ment
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Equity more stable under new accounting
24 regime
Shareholders’ equity, illustration, in EUR bn

1 Jan 2022 30 Jun 2022 31 Dec 2022
(transition) (estimate)
I New IFRS Current IFRS
21 Workshop for journalists and analysts | 12 October 2022

Comments

Due to accounting mismatch under current
IFRS regime, equity is significantly more
volatile than under IFRS 17 and 9

Strong increase of interest rates in 2022
has resulted in significant devaluation of
investments, in both regimes, whilst under
current regime claims reserves are not
discounted to reflect change in interest
rates

New accounting regime more adequately
reflects economic status of assets and
liabilities

talanx.



Summary: Some challenges, but
24 significant benefits

« Markets will need time to adjust and Preliminary uncertainty

understand new rules
« Earnings volatility will increase to some

extent More earnings volatility

= Comparison with peers, different lines of
business and other sectors will be easier

= Better alignment between IFRS and
More transparency

Solvency 2
= More meaningful equity representation
= Better earnings predictability (in life) More meaningful
disclosure
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e IFRS 17 distinguishes between three valuation models

Valuation General Measurement Premxgr;)ﬁollicr:]atlon Variable Fee Approach
del
mode Model (GMM) (PAA) (VFA)
. Contracts with maturity Strong dependence on
Type of Interest rate-sensitive contracts " S .
: : . <= one year z2underlying item* (typically
business with maturity over one year . . :
or less interest rate-sensitive investments)
TX Standard@HDI Standard@HDI
application SENCEL TN 2T (P/C business) (Life business)
24 Workshop for journalists and analysts | 12 October 2022
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Glossary IFRS 17 /9 (1/2)

Deutsch

Anschaffungskosten

fortgefithrte Anschaffungskosten

erwartete Kreditverluste (ECL)

Zu Anschaffungskosten bewertete Finanzinstrumente
erfolgsneutral zum Zeitwert bewertete Finanzinstrumente
erfolgswirksam zum Zeitwert bewertete Finanzinstrumente
Uber die Laufzeit erwarteter Kreditverlust (iber die Laufzeit erwarteter ECL)
kurzfristige Kapitalanlagen

Versicherungsvertrag

Kapitalanlagen fir eigenes Risiko

Kapitalanlagen fir Rechnung und Risiko von inhabern von
Lebensversicherungspolicen

Investmentvertrage

Schuldinstrumente

Eigenkapitalinstrumente

Ausfallwahrscheinlichkeit

De-minimis

nicht "echte" Eigenschaft

Verlustquote bei Ausfall (LGD)

Forderungshohe bei Ausfall (EAD)

Bruttobuchwert

Nettobuchwert

Buchwert

ausschlieRlich Tilgungs- und Zinszahlungen (SPPI)

bereits bei Erwerb oder Ausreichung beeintrachtigter Bonitét (POCI)
Zeitwert

erfolgswirksam zum Zeitwert (bewertet)

erfolgsneutral zum Zeitwert (bewertet)
Sicherungsbeziehung

Deckungszeitraum

vertragliche Servicemarge (CSM)

pramienallokationsansatz (PAA)

Allgemeines Bewertungsmodell (GMM)

Variabler Gebiihrenansatz (VFA)

Versicherungsvertriige mit direkter Uberschussbeteiligung
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Englisch

cost

amortised cost

expected credit loss (ECL)

Financial instruments measured at cost

Financial instruments measured at fair value through OCI
Financial instruments measured at fair value through profit or loss
life time expected credit loss (LtECL)

Short Term investments

insurance contract

Investments for own risk

Investments for the benefit of life insurance policyholders
who bear the investment risk

investment contracts

debt instruments

equity instruments

probbability of default

De-minimis

not genuine characteristic

Loss given default (LGD)

Exposure at default (EAD)

Gross carrying amount

Net carrying amount

Carrying amount

solely payments of principal and interest (SPPI)
purchased or originated credit-impaired (POCI)

fair value

fair value through P&L

fair value through OCI

Hedge relation

Coverage period

Caontractual Service Margin (CSM)

Premium Allocation Apporach (PAA)

General Measurement Model (GMM)

Variable Fee Approach (VFA)

insurance contracts with direct participating features

Kategorie
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 17
IFRS 9

IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFR5 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 9
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
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26

3

Belastende Vertrége
Deckungsrickstellung (LRC)

Riickstellung fur noch nicht abgewickelte Versicherungsfalle (LIC)

Erfullungswert

Abschlusskosten

Leistungen gemal dem Versicherungsvertrag
Kapitalanlagekomponente

Kapitalanlagekomponente mit ermessensabhingiger Uberschussbeteiligung

Portfolio von Versichetungsvertrigen
gruppe von Versicherungsvertragen
zugrunde liegende Refernzwerte
Leistungen zur Erwirtschaftung von Kapitalertragen
kapitalanalgebezogene Leistungen
Versicherungsnehmer
Erfahrungsbedingte Anpassungen
Deckungseinheiten
Risikoanpassung fir nicht-finanzielle Risiken
Abzinsungssatze
erstmaliger Ansatz
Folgebewertung
Vollstandig rickwirkender Ansatz
Modifizierter rickwirkender Ansatz
Fair-Value-Ansatz
Ubergangszeitpunkt
Ubergangsbetrige
Als Vermogenswert angesetzte Abschlusskosten
Anderung eines Versicherungsvertrags
ausgestellte Versicherungsvertrage
gehaltene Rickversicherungsvertriage
Versicherungstechnische Finanzertrige oder -aufwendungen
Jahreskohorten
Aggregationsniveau
Gruppe von Versicherungsvertrigen (GIC)
Verlustkomponente
Versicherungstechnische Ertrdge
Versicherungstechnische Aufwendungen
versicherungtechnisches Ergebnis
Ermessensentscheidung
Ergebnis aus gehaltenen Rickversicherungsvertragen
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Glossary IFRS 17 /9 (2/2)

onerous contracts
Liability for remaining coverage (LRC)
Liability for incurred claims (LIC)
fulfilment cash flows

insurance acquisition cash flows
insurance contract services

investment component

investment contract with discretionary participation features
Portfolio of insurance contracts

groups of insurance contracts

underlying items

investment-return service
investment-related service

policyholder

experience adjustments

coverage units

risk adjustment for non-financial risk
discount rates

initial recognition

subsequent measurement

Full retrospective Approach

Modified retrospective Approach

Fair Value Approach

transition date

transition amounts

Asset for insurance acquisition cash flows
Modification of an insurance contract
Insurance contracts issued

reinsurance contracts hE'd

Insurance finance income or expenses
annual cohorts

level of aggregation

group of insurance contracts (GIC)

loss component

insurance revenue

insurance service expenses

insurance service result

judgement

Net income or expenses from reinsurance contracts held

IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFR5 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
IFRS 17
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e Qualifications and caveats

This presentation contains forward-looking statements which are based on certain assumptions, expectations and opinions of the management of Talanx AG (the “Company”) or cited from third-party
sources. These statements are, therefore, subject to certain known or unknown risks and uncertainties. A variety of factors, many of which are beyond the Company’s control, affect the Company’s
business activities, business strategy, results, performance and achievements. Should one or more of these factors or risks or uncertainties materialise, actual results, performance or achievements of
the Company may vary materially from those expressed or implied as being expected, anticipated, intended, planned, believed, sought, estimated or projected.in the relevant forward-looking statement.
The Company does not guarantee that the assumptions underlying such forward-looking statements are free from errors nor does the Company accept any responsibility for the actual occurrence of the
forecasted developments. The Company neither intends, nor assumes any obligation, to update or revise these forward-looking statements in light of developments which differ from those anticipated.

Where any information and statistics are quoted from any external source, such information or statistics should not be interpreted as having been adopted or endorsed by the Company as being accurate.
Presentations of the company usually contain supplemental financial measures (e.g., return on investment, return on equity, gross/net combined ratios, solvency ratios) which the Company believes to be
useful performance measures but which are not recognised as measures under International Financial Reporting Standards, as adopted by the European Union (“IFRS”). Therefore, such measures
should be viewed as supplemental to, but not as substitute for, balance sheet, statement of income or cash flow statement data determined in accordance with IFRS. Since not all companies define such
measures in the same way, the respective measures may not be comparable to similarly-titted measures used by other companies.

This presentation is dated as of 12 October 2022. Neither the delivery of this presentation nor any further discussions of the Company with any of the recipients shall, under any circumstances, create
any implication that there has been no change in the affairs of the Company since such date. This material is being delivered in conjunction with an oral presentation by the Company and should not be
taken out of context.

Numbers and percentages may not add up due to rounding. For the same reason, percentage changes may not be consistent with the absolute numbers they relate to.
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