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Regulatory changes often represent signifi-
cant challenges and efforss for the indi-
vidual departments. IFRS 17, however,
will not only affect one department, since
it requires changes that involve almost
every stakeholder, functional area, system,
person and process. In the past, we have
seen software providers offering end-to-
end solutions to comply with regulatory
changes. However, PwC observes very dif-
ferent approaches to implement IFRS 17
in our clients’ projects. In this article, we
will outline reasons that lead to this broad
variation of strategies and present recom-
mendations on how to successfully imple-
ment IFRS 17.

What are the challenges when
implementing IFRS 17?

IFRS 17 will require companies to re-
place a wide range of different account-
ing practices and, therefore, they have to
revise their underlying accounting sys-
tems. The operational impact is consid-
erable: additional policy and insurance
data will be needed, more cash flow in-
formation will have to be analyzed and
new ways of presentation and disclosure
will be required. The adoption needs sig-
nificant planning in alignment with the
individual environment of each insur-
ance company.

In order to successfully plan the imple-
mentation, insurance companies have to
perform an IFRS 17 impact assessment
and understand the gaps between what
they have and what they need. At this
point, the companies start to struggle
with how to jump from the gap assess-
ment to the implementation over the
next couple of years.

Designing new technical systems to in-
tegrate all of these changes is especially
difficult due to legacy systems already in

place. However, since system implemen-
tation is not the only key driver for
change, transformation requires a dia-
logue between human and machines in
the organization. This is not about one
dictating terms to one another; they
need to come together within a more
collaborative organizational design.

Another challenge faced by the insurance
companies is the technical interpretation
of the new standard. Therefore, IASB es-
tablished a working group (Transition
Resource Group, TRG) to provide a
public forum for stakeholders to follow
the discussion of questions raised on the
implementation of the new standard.
The insurance TRG addresses unit of ac-
count, contract boundary, and coverage
unit issues.

For many insurers, IFRS 17 will funda-
mentally change the way they manage,
measure and report business results. Al-
though the changes require a lot of effort
from the whole company, this new
standard gives the opportunity to revisit
the business model and optimize the fi-
nancial reporting infrastructure.

Compliance only vs. maximizing
investment

The degree of modernization may vary
significantly across different companies,
from «compliance only» to «finance
transformation». Insurers following the
«compliance only» approach, set their fo-
cus on the investment requirements to
comply with the regulatory change. Ac-
cordingly, companies keep existing ledg-
ers, actuarial platforms and sometimes
leverage investments in Solvency II. Giv-
en the existing timeframe to meet the
IFRS 17 regulation, the reduced scope
of transformation represents a more se-
cure approach.

7



| I'VW-HSG Trendmonitor 3-2018

Modernization driver Life
(in percent)

Reporting efficiency

Regulatory changes

Data management

Insight

Organizational structure

Other

B 007050

P&C
(in percent)

Insight 86
Reporting efficiency 79
Regulatory changes 57
Data management 50
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Figure |: Drivers of modernization (PwC, 2018)

Near term
(today)

In contrast, those insurers who focus on
finance modernization extend their
budget and scope to actually improve
performance, establish business intelli-
gence tools, standardize systems and
build end-to-end processes. The results
of the Actuarial Modernization Survey
2018 conclude that regulatory changes
are a main driver for modernization,
apart from reporting efficiency and in-
sight (Figure 1).

Aside from regulation, the implementa-
tion of IFRS 17 provides the «business
case» to create an enhanced finance func-
tion, which delivers value and insight to
business partners. The portfolio of new
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Figure 2: Which technologies will have the biggest impact on finance (PwC, 2018)

technologies and insightful tools is di-
verse. Possible technologies include vir-
tualization applications, cloud high-per-
formance computing capabilities and
new analytical tools that leverage ma-
chine learning (Figure 2).

Additionally, the newly generated data
could produce insights that provide in-
novative insurance companies a compet-
itive advantage over the competitors who
rely on customary processes and tech-
nologies. For example, the insights can
be used in proactive risk management
and may ultimately reduce the number
of claims and lower expenses. Especially,
the finance function presents a good op-
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portunity for integrated management ac-
counting by providing real-time data,
claim assumptions and scenario analysis,
which enables the user to be aware of
the potential issues and opportunities
earlier on. The future of finance requires
a strategic modernization of finance, ac-
tuarial assumptions and risk into an in-
tegrated model. Therefore, the compa-
nies should integrate report and manage-
ment information, share data, implement
cloud-based finance applications and au-
tomate processes to lead and keep the
transformation process.

Another benefit of modernization is the
reduction of costs achievable with a
change to a cloud solution which is more
flexible regarding the pricing and capac-
ity, or the replacement of legacy systems,
saving high maintenance costs. In the
end, the optimal approach to tackle the
IFRS 17 transformation strongly depends
on the time limitation and the long-term
finance strategy of the company.

Complexity resulting in different
sourcing strategies

Whom can you team up with in such
highly complex transformation projects?
As technology is a cornerstone for all
IFRS 17 transformation processes, the
sourcing strategy is a relevant success fac-
tor that needs to be considered. In the
past, there were different end-to-end so-
lutions, which guaranteed compliance
with the regulatory standards. However,
this is not the case for IFRS 17. During
PwC’s IFRS 17 Technology Showcase
tour last year, the insurance company
panelists discussed the topic of possible
vendors. In line with our analysis, they
agreed on the fact that a multi-vendor
approach is necessary to cover the end-
to-end requirements.

The big number of components and
their inter-dependencies define the
complexity of modernized architectures
(Figure 3). In addition, the single com-
ponents may influence processes, peo-
ple as well as data control and thus
need a considerate decision about
whether to develop an in-house solu-
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tion or to purchase a solution outside
of the company.

Unfortunately, many smart solutions of-
fered on the market are currently not
mature enough to integrate them. If
companies hesitated to kick-off their im-
plementation process until the finaliza-
tion of the end-to-end architecture con-
cept, they would very likely struggle to
put all parts together in time. Therefore,
many companies are using a soft design
approach where one can tweak the de-
tails of the plan along the way.

Differing take-off points

Another major, investment-intensive reg-
ulatory change has been Solvency II,
which came into force on 1 January
2016. As insurers prepared for Solvency
IT with IFRS 17 on the horizon, the im-
plementation strategy already varied
across companies six years ago.

Some of the costly investments in the IT
architecture, like data warehouses, now
turn out to not be compatible with new
requirements and thus put more empha-
sis on a more flexible and forward-look-
ing strategy. An example for beneficiaries
from maximizing investment strategies is
one of our clients who decided to mi-
grate about 30 of its actuarial valuation
systems on a single cloud-based actuari-
al platform with a data warehouse, auto-

CSM calculation
and amortization

Cash flows aggregation
and discounting

Data lake

Figure 3: lllustrative modernization reference architecture (PwC, 2017)

mation, integration and workflow. An-
other example is the use of data lakes,
which we identified as key component
of a flexible, future-ready solution. Two
of the many advantages of data lakes are
the flexibility to save data in different
formats and the timely availability of big
volume data streams that is needed for
advanced analytics. Thus, the computa-
tion of new key figures like the contrac-
tual service margin (CSM) or the inte-
gration of new applications, require sig-
nificantly less effort for companies using
data lakes than those using data ware-
houses.

For these forward-looking insurers, the
implementation of IFRS 17 will be
much simpler, as the advanced take-off
point actually allows an easier and hence
faster integration into the modernized
system. Furthermore, they profit from
the additional capacity to invest into so-
lutions that may require more effort to
develop and integrate and that have a
better strategic fit.

Finally, companies lagging behind some-
times have to pay a mark-up for their bad
take-off point, since some modernization
initiatives are long lasting. Those changes
then cannot be implemented within the
timeframe of the IFRS 17 program, as
another client experience highlights. The
insurer wanted to replace its general ledg-
er, including the migration of a high vol-
ume of data and the integration into a

complex business environment. Due to
the related delivery risk, the company de-
cided to divide the project in two, a pro-
ject fixing the current ledger and another
for replacing the old one.

Learning from peers and prior
experience

According to prior experiences, it is pos-
sible to conclude that there is no «one-
size-fits-all» for IFRS 17 implementa-
tion. In fact, many companies are al-
ready implementing different approach-
es depending on their specific need.
According to PwC’s recent IFRS 17’
impact assessment, peer companies are
expecting the costs for IFRS 17 imple-
mentation to be between 80 percent
and 500 percent of Solvency II costs
depending on a number of criteria: lev-
el of investment in Solvency II in rela-
tion to process improvement, systems
and standardization; availability of inter-
nal resource to support the IFRS 17
project; approach complexity regarding
the CSM; degree of centralization and
ability to manage large projects across
complex groups; and leverage from IFRS
9. In order to determine a budget, it is
crucial to establish the high, medium
and low impact in the areas involved in
the transformation. The effort will de-
pend upon how many business units are
in the scope of the gap analysis. There-
fore, it is necessary to run an impact as-
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sessment to have a clear vision of the
objectives for the IFRS 17 project and
of the cost and effort required according
to the company’s needs, following stand-
ardized processes and learnings from pri-
or experiences.

From our experience with Solvency II,

we have learned three important lessons,

which can be applied in the IFRS 17

transformation program:

e Leap forward with backward goal-set-
ting

* Establish governance

e Assess what «good» looks like and be
pragmatic.

Following a soft design approach has
helped to establish the solution in time.

Conclusion

Regulatory changes have become a main
driver for modernization of existing pro-
cesses and are in the focus of senior man-
agers. PwC observes various approaches on
how to implement regulatory changes such
as IFRS 17. The challenges are not only
to fully understand and assess the impact
those new regulations will have on the in-
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dividual company, but rather to define a
clear path for the environment of the in-
surance company with necessary steps.
Legacy systems and the high complexity
of necessary interaction between human
and machine call for a more collaborative
organizational design. We can see a trend
across insurers that regulatory changes
driven by modernization of tools and sys-
tems maximize their investments. As IFRS
17 is a highly complex transformation for
any insurer, it is crucial to assess carefully
whether to purchase an external solution
or develop an in-house solution that cov-
ers all the components. Due to high inter-
dependencies and complex architecture
structure, insurers struggle to find solu-
tions that fit all their needs. A common
option for this problem is a soft design
approach, which gives insurers a bit of
flexibility when it comes to mapping out
all the steps along their path. As other
regulatory changes such as Solvency II
came into force not so long ago, some
companies have already taken up the chal-
lenge back then to do heavy investments
in their IT architecture and implemented
a more flexible, easier adaptable system.
Especially data lakes have proven them-
selves as good fit for a constantly changing
environment. As this is a modernization
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process that takes time, some insurers split
their projects in two: one project for fix-
ing the current ledger and another one for
replacing legacy systems. As PwC has seen
various approaches across the industry,
there is not a «one-size-fits-all» solution.
Many different variables play a role in im-
plementing regulatory changes, but insur-
ers can and have learned their lessons fac-
ing previous changes. Especially when it
comes to planning such transformations,
having a clear vision and standardized pro-
cesses along the way can create a big im-
pact on successfully implementing regula-
tory changes yet to come.
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