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Accounting and Reserving Methodology

1.

Introduction

This document serves as a guide and methodology in implementing the requirements of the
International Financial Reporting Standard 17 (IFRS 17), "Insurance Contracts," for Euroasia
Insurance JSC (The Company). IFRS 17, issued by the International Accounting Standards
Board (IASB), replaces IFRS 4 and introduces a new accounting model for insurance
contracts. It aims to provide a more accurate and consistent accounting framework for
insurance contracts across the globe.

Identification of the contracts

Under IFRS 17, an insurance contract is defined as a contract under which one party (the
insurer) accepts significant insurance risk from another party (the policyholder) by agreeing to
compensate the policyholder or other beneficiary if a specified uncertain future event (the
insured event) adversely affects the policyholder or other beneficiary. The company analysed
all of insurance contracts including reinsurance contracts and found that they fall under the
definition of the insurance contracts as per IFRS 17 ie there is significant insurance risk from
another party and insurer (the company) accepts this risk and to compensate if the insured
event occurs. Hence, they should be accounted under IFRS 17. Please see below decision tree
used.

This definition determines which contracts are within the scope of IFRS 17 as opposed

to other standards.

Is there significant insurance risk in the contract?

Yes No
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(e.g. IFRS 9 or IFRS 15)

In addition to the above, Insurance contracts may contain one or more components that would
be within the scope of another IFRS if they were separate contracts. Such components may be
embedded derivatives, an investment component or a component for services other than

insurance contract services. The attached decision tree is used in order to identify whether the



Company’s insurance contracts contain any of the above elements.
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The company does not provide any instalment payment schemes or similar. Hence, there are
no embedded derivatives, an investment component or a component for services other than
insurance contract services.

3. Contract Grouping

The company divided the portfolio into 3 groups based on the type, nature and class of direct
insurance contracts and reinsurance contracts:

* Loan insurance contracts ( includes other financial risk insurance contracts)
e Mandatory and other insurance contracts
e Property insurance contracts

*Others include mainly accidents insurances and other non-significant insurance.

4. Measurement Models Selection

IFRS 17 introduces three primary measurement models to ensure appropriate accounting for
the diverse range of insurance contracts:

General Measurement Model (GMM), also known as the Building Block Approach (BBA):
This model applies to most insurance contracts and calculates the present value of expected
future cash flows with an adjustment for the time value of money and non-financial risk, as
well as a contractual service margin representing unearned profit.



Premium Allocation Approach (PAA): Applicable to simpler insurance contracts, typically
those with a coverage period of one year or less. It simplifies measurement by allowing the
premium received to be allocated over the coverage period, minus any incurred claims.

Variable Fee Approach (VFA): Designed for contracts with direct participation features
where the policyholder participates in a share of a clearly identified pool of underlying items.
The VFA adjusts the contractual service margin for changes in the fair value of the underlying
items.

After a thorough evaluation of the company’s insurance portfolios and in-depth calculations
comparing the Premium Allocation Approach (PAA) and the General Measurement Model
(GMM), adopting the GMM for accounting across all four insurance groups is considered to
be appropriate.

While the PAA offers a simplified measurement approach for contracts with coverage of one
year or less, the assessment performed indicates that using the GMM will provide a consistent
and robust framework for the diverse contract durations, which span beyond one year and up
to 20 years.

This decision ensures uniformity in the company’s accounting practices and aligns with the
management’s commitment to upholding the highest standards of financial reporting. By
applying the GMM across the board, the management maintain clarity and consistency for
stakeholders reviewing the financial statements.

Implementation of measurement model: GMM

1) Contract Boundary

The Company uses the concept of contract boundary to determine what cash flows should be
considered in the measurement of groups of insurance contracts. Cash flows are within the
boundary of an insurance contract if they arise from the rights and obligations that exist
during the period in which the policyholder is obligated to pay premiums or the Company has
a substantive obligation to provide the policyholder with insurance contract services.

2) Discount Rate

One element of the building blocks in the general model is an adjustment (i.e. discount) to the
estimates of future cash flows to reflect the time value of money and the financial risks related
to those cash flows, to the extent that the financial risks are not included in the estimates of
cash flows.

IFRS 17 proposes two methods for determining discount rates for cash flows of insurance
contracts that do not vary based on the returns on underlying items as follows:

a ‘bottom-up’ approach; and

a ‘top-down’ approach.

The Company management uses a ‘bottom-up’ approach using EIOPA USD curves with
volatility adjustment and another adjustment for country risk in comparison to USD.



%BYT6 | %EZ6 | WGZ6 | %2Z6 | %eT6 | %6L6 | %Z6 | %EL6 | %OT6 | %S€6 | v20Z geoz
%816 | %LL6 | %lLL6 | %8LB | %6L6 | %ETE | %OEE | %GY6 | %6LE | %EYOL €202 r2oz
%Y0ZE | %EOTL | %L0ZL | %LLZL | %LLZL | %PZTL | %YEZL | %SGZL | %G6TL | %9EEL zzoz | €20z
%819 | %vi9 | %LL9 | %909 | %09 | %96S | %I8G | %9LS | %SG | WmebS | Joudpuejzoz | 2oz
g% | € g ¢ E N g oA - LE L L T L I
S—— — | — — ' — — e - — U
0LA 6A 8A | LA 9A | SA | VA EA 2 A a?_..o.._““w - >_ ahww””ﬁu _

*321n08 pasiuFo2al £[[eqo[3 12410 0} IS0[ B SIIGWINU SIH "00) SINT1J YY) pulyaq Fuppom ay) sisod OyMm 1aYoIeasal AnEILIOYINE
ue ‘KNSIGAIUM) HIOA MIN J® SSAUISNE JO [00YDS WIS JO UBIBPOWR(] JIUBMYSY J0SSIJOIJ Aq paulejuieil 30Inosal orqnd e sI sy,

[uny waidAno/ajyerep/afed WO MaN/IEpOWwepe~/npa nAu s saded/:sdny :a0inog



3) Liability for Incurred Claims (LIC)

The Company estimated the ultimate cost of settling claims incurred but unpaid at the
reporting dates and other expected recoveries by reviewing individual claims reported and
making allowance for claims incurred but not yet reported. The ultimate cost of settling
claims was estimated using a loss reserving technique — the chain-ladder methods. This
technique assumes that the Company’s own claims experience is indicative of future claims
development patterns and therefore ultimate claims cost. The ultimate cost of settling claims
is estimated separately for each insurance group, except for large claims, which are assessed
separately from other claims.

The assumptions used, including loss ratios, are implicitly derived from the historical claims
development data on which the projections are based, although judgement is applied to assess
the extent to which past trends might not apply in the future and future trends are expected to
emerge.

The Chain Ladder Method is one of the most widely used techniques for estimating IBNR
reserves. It is a deterministic method based on historical claims data. particularly the
development patterns of claims over time.
* The Chain Ladder Method uses a triangular structure of claims data (e.g., paid or
incurred claims) organized by accident periods (rows) and development periods
(columns).
* Development factors (also called link ratios) are calculated to project future claims
payments based on past trends.
» These factors are applied to the latest available data to estimate the ultimate claims
amount, from which IBNR is derived.

Key assumptions:

* Historical development patterns will continue into the future.
* Claims are reported and settled in a predictable manner.

Formula:
e Ultimate Claims=Latest Reported Claims x Development Factor
o [BNR=Ultimate Claims—Reported Claims

The steps involved in determining the liability for incurred claims, as follows:

Step 1: Construction of Claim Triangles
Utilizing Yearly Claim Payment Data, claim triangles are to be constructed.

Step 2: Calculation of Development Factors and Loss Ratios
From the constructed triangles, development factors and loss ratios are computed.
Calculation of IBNR using the formula provided above.

Step 3: Computation of Claims Cash Flow

Claims cash flow is determined in the payment pattern tables, incorporating IBNR,
development factors from CL reserving calculation, and outstanding claims data sourced from
the "Outstanding Claims" data. This cash flow serves as the foundation for establishing the
liability for incurred claims.



Step 4: Discounting of Cash Flow Claims
The cash flow derived in Step 3 undergoes discounting using appropriate discount rates to
ascertain the present value of the cash flow, which represents the best estimate of the liability

(BEL).

Note that depending on the circumstances Expected Loss Ratio (ELR) and Bornhuetter-
Ferguson (BF) methods can also be considered to use and results of these 3 methods can be
compared.
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4) Risk Adjustment for LIC

Risk adjustment is identified by analysing and finding difference between average historical
loss ratios and maximum loss ratio combining management’s view and consideration of the
upcoming macroeconomic and other external factors etc. Risk adjustment for non-financial
risk is set at 10% for all insurance groups for the year ending 2022, 2023 and 2024.

5) Liability for Remaining Coverage (LRC)

At initial recognition, the liability for remaining coverage includes all remaining cash inflows
and outflows under an insurance contract. Subsequently, at each reporting date, the liability
for remaining coverage, excluding the contractual service margin, is re-measured using the
fulfilment cash flow requirements. That is, it comprises the present value of the best estimate
of the cash flows required to settle the obligation together with an adjustment for non-
financial risk. The fulfilment cash flows for the liability for remaining coverage for contracts
without direct participation features are discounted at the date of initial recognition of the

group.

Insurance
Liabilities
Sign convention:
| | Future cash “+” for inflows The
Ao “ fo 43 same approach
r outflows g for the initial and
= E subsequent
Time valie “+” or “=” dep. on @ measurement
of money the CF sign & o
structure o
T E
] =
[ | Risk “+”, Risk Adj. =
Adjustment increases the TP
a Initial and subsequent
. +, M measurement methods
increases the TP are different
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A. Assumptions

In order to calculate LRC the following assumptions are to be determined:

2022:
Portfolio LR* Expense* RA* Combined Ratio
Loan Insurance Contracts 40% 40% 10% 90%
Mandatory and Other Insurance
Contracts 20% 40% 10% 70%
Property Insurance Contracts 10% 40% 10% 60%
2023:
Portfolio LER* Expense* RA* Combined Ratio
Loan Insurance Contracts 20% 10% 10% 40%
Mandatory and Other Insurance
Contracts 20% 10% 10% 40%
Property Insurance Contracts 10% 10% 10% 30%
2024:
Portfolio LR* Expense* RA* Combined Ratio
Loan Insurance Contracts 20% 10% 10% 40%
Mandatory and Other Insurance
Contracts 20% 10% 10% 40%
Property Insurance Contracts 10% 10% 10% 30%
e Loss Ratio (LR)

Loss ratios within the context of Incurred But Not Reported (IBNR) reserves are
calculated using the Expected Loss Ratio (ELR) Method. The ELR represents the
anticipated proportion of losses relative to earned premiums, serving as a key indicator
of the expected claims experience for each insurance portfolio.

Following the computation of the ELR, both weighted average and simple average
loss ratios are derived for each insurance group. The weighted average accounts for
the varying levels of exposure or premium volume across groups, while the simple
average provides a straightforward measure of central tendency.

To ensure consistency and accuracy in the determined ratios, a smoothing process is
applied. This process mitigates the impact of outliers or anomalies, resulting in more
stable and reliable loss ratios that better reflect the underlying risk profile of the
portfolios.

Expense ratio

To accurately assess the expenses associated with insurance contracts, it is necessary
to identify and allocate directly attributable expenses to the cost of sale. These
expenses include items such as acquisition costs, underwriting expenses, and other
costs explicitly incurred in securing and servicing the insurance contracts. Once
identified, these expenses should be analyzed in relation to the gross written premium
(GWP) for each year, both at the level of individual insurance groups and on an

15



B.

overall consolidated basis. This analysis involves calculating the expense ratio, which
is defined as the proportion of directly attributable expenses to the gross written
premium.

The computation of the expense ratio serves as a critical metric for evaluating the
efficiency and profitability of the insurance operations. To ensure the chosen expense
ratio is reasonable and reflective of the actual cost structure, a comparative analysis
should be performed. Specifically, the expected expenses (based on historical trends,
industry benchmarks, or management estimates) should be compared against the
actual incurred expenses recognized during the year. This comparison allows for the
identification of any significant variances, which may indicate changes in cost drivers,
inefficiencies, or the need for adjustments in assumptions used for expense
projections.

e Risk Adjustment ratio for LRC

The determination of the risk adjustment is based on an analysis of loss ratios (e.g..
average loss ratio and maximum loss). consideration of the risks inherent to each
portfolio, historical volatility, and management's judgment regarding the associated
risks within the portfolios.

Contractual Service Margin (CSM)

Contractual Service Margin (CSM) under [FRS 17 represents the unearned profit
embedded in an insurance contract. It's calculated by spreading the profit expected to
emerge from fulfilling the contract over the coverage period. This ensures a systematic
recognition of profit over time as services are provided, rather than recognizing all profits
upfront.

Unearned Premium and Deferred Acquisition Costs have been calculated based on the
Premium Start and End dates in the insurance portfolios for each insurance group and
each year. Then, these are grouped by insurance contract start dates and insurance groups.
CSM release % is calculated as 1-net unearned profit at closing/net unearned profit at
opening. Net unearned profit represented by unearned profit less deferred acquisition cost.
Note that gross unearned profit can be also used instead of net unearned profit in some

cases.
Calculation of initial and subsequent CSM and BEL for LRC

Using the assumptions for Loss Ratio, Expense Ratio cash flow for claims and directly
attributable expense are calculated for the remaining coverage periods. All relevant cash
flows have been discounted using appropriate discount rates to find the present value of
the liabilities (BEL). Accordingly, RA balances and CSM balances are computed in
accordance with GMM model.

BEL for claim = UPR at opening * loss ratio.

BEL for expense = UPR at opening * expense ratio.

RA = UPR at opening * RA ratio

16



New CSM = UPR at opening — BEL for claim — BEL for Expense — RA — Commissions.

See below charts for initial and subsequent measurements.

I

Recognise Day 1 gain as the CSM

l
Initial
cash flows
Pre-recogn
acq. CF

Future

cash flows

R R rome e
Contractual Service Margin

Estimate

varance

Release to
revenue

CSMm

[opening]

Release to Closing
CF variances revenue balance
4 r'y

E
i

The effect of any new Interest accrete Future fulfilment Release to revenue in
contracts added to the at the locked-in cashflows estimate proportion to coverage
group in case the group discount rate variance measured at units e.g. number of
is not closed yet. locked-in discount rate policies in-force
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D. Revenue is calculated as follow:

Revenue under the GM — without loss component

Reduction in liabil
o
“ 3 Expected claims &
Acq. : expenses
:
m 3 - Acquisition costs
Premium ,
Revenue "I
I Release of Risk
: Adjustment
Claims :
: Release of CSM
6. Onerous contracts

An onerous contract is a contract where the expected costs to fulfill the obligations under the
contract exceed the economic benefits expected to be received from the contract. This

situation arises when the present value of future cash outflows (costs) exceeds the present

value of future cash inflows (revenue or premiums).

® Net Loss Position : The total expected costs (including fulfillment costs, claims, and
other expenses) exceed the total expected revenues (premiums and investment

income).

* Irrevocable obligation The insurer is committed to fulfilling the contract, even if it

results in a loss
L ]
Measurement Under IFRS 17 : The assessment of whether a contract is onerous
depends on the measurement of the contractual service margin (CSM) and the
fulfillment cash flows (FCFs)
. If the FCFs indicate a net outflow, the contract may be onerous.

. The CSM cannot be negative; any excess loss must be recognized immediately

in profit or loss.

7. Reinsurance contracts approach

The following approach is adopted to value liability/asset regarding to the outgoing

reinsurance contract: share of RI in LIC=gross LIC*(RI UPR/Gross UPR).

RI LRC represents assets for remaining coverage and allocation of reinsurer premium is
calculated using straight line method.

18



8. Composition of Balance Sheet and Income Statement under IFRS 17.
Balance sheet includes the following balances related to [FRS 17:

- Insurance contract assets/liabilities,
- reinsurance contract assets and liabilities.

Income statement has the following lines related to [FRS 17 insurances:

Insurance revenue
Expected henefits incurred
Expected expenses incurred
Change in the risk adjustment
CSM recognized
Recovery of acquisition cash flews

Experience adjustments

Insurance service expense
Incurred benefits
Incurred dirvectly atiributable expenses

Losses on onerous contracts and reversal of those losses

Changes that relaie to past service - adjusimenis to LfIC

Insurance acquisition costs

Net income or expense from
reinsurance contracts held |
Allocation of reinsurer premium

Amounts recoverable from reinsurer and incurred expenses

Insurance finance expenses
[nterest accreted to insurance contracts

Change in financial assumptions through P&L

19




Transition Approach

The transition date is the beginning of the annual reporting period immediately preceding the
date of initial application. In the case of Euroasia Insurance JSC it is 1 January 2023.

As per IFRS 17, an entity should apply IFRS 17 retrospectively from the transition date
unless: [IFRS 17.C3] (Full retrospective approach)
e Impracticable or

e The entity chooses to apply the fair value approach for a group of insurance contracts
with direct participation features.

If it is impracticable, IFRS 17 proposes these 2 approaches:
e a modified retrospective approach
e a fair value approach

After reviewing the requirements for a full and modified retrospective application, the
management concluded that the detailed historical analysis is not feasible due to the extensive
data required.

Due to unavailability of reliable historic data as required for a Full Retrospective and
Modified Retrospective Approaches, Management have elected to use the Fair Value
Approach. The Fair Value for each group of contracts at transition is estimated as the prorated
net-of-commissions premiums (UPR less DAC), as this is an approximation of refund value
of each underlying policy. This practical alternative will allow the company to transition to
IFRS 17 effectively, without the exhaustive process of reconstructing past financial
information.

20



Accounting Policies
Summary of significant accounting policies for insurance contracts
Insurance and reinsurance contracts definition and classification

Insurance contracts - Insurance contracts are those contracts that have significant insurance risk at
the inception of the contract. Insurance risk arises when the company agrees to compensate a
policyholder if a specified uncertain future event adversely affects the policyholder, with the
possibility of paying, including variability in the timing of payments, significantly more in a scenario
where the insured event occurs than when it does not occur. [IFRS 17.2]

In the normal course of business, the Company uses reinsurance to mitigate its risk exposures. A
reinsurance contract transfers significant risk if it transfers substantially all of the insurance risk
resulting from the insured portion of the underlying insurance contracts, even if it does not expose the
reinsurer to the possibility of a significant loss.

Separating components from insurance and reinsurance contracts - The Company assesses its
non-life insurance and reinsurance products to determine whether they contain distinct components
which must be accounted for under another IFRS instead of under IFRS 17. After separating any
distinct components, the Company applies IFRS 17 to all remaining components of the (host)
insurance contract. Currently, the Company’s products do not include any distinct components that
require separation. [IFRS 17.10]

Unit of account and recognition and derecognition - The Company recognizes insurance contract
based on IFRS 17 [25-28]. Insurance contracts are required to be aggregated into portfolios of
insurance contracts (quarter cohorts), based on underlying risk and the management of those risks,
then further aggregated into groups based on the underlying expected profitability and date of
issuance, with groups not containing contracts issued more than one year apart.

The profitability of aggregated groups of contracts is assessed by actuarial valuation models that take
into consideration existing and new business. The Company assumes that no contracts in the portfolio
are onerous at initial recognition unless facts and circumstances indicate otherwise. For contracts that
are not onerous, the Company assesses, at initial recognition, that there is no significant possibility of
becoming onerous subsequently by assessing the likelihood of changes in applicable facts and
circumstances. The Company considers facts and circumstances to identify whether a group of
contracts are onerous based on:

* Pricing information

* Results of similar contracts it has recognised

* Environmental factors, e.g., a change in market experience or regulations

Insurance contracts are recognized from the earliest of: the beginning of the insurance contract's
coverage period; when payment from the policyholder becomes due or, if there is no contractual due
date, when it is received; and when a contract is onerous.

Groups of contracts are established on initial recognition and their composition is not revised once all
contracts have been added to the group. The company derecognizes insurance based on IFRS [74.77].

An insurance contract is derecognized when it is extinguished, i.e. when the specified obligations in

the contract expire or are discharged or cancelled. An insurance contract is also derecognized if its
terms are modified in a way that would have significantly changed the accounting for the contract

21



had the new terms always existed, in which case a new contract based on the modified terms is
recognized. If an insurance contract modification does not result in derecognition, then the changes in
cash flows caused by the modification are treated as changes in estimates of fulfillment cash flows.

Measurement

IFRS 17 introduces three primary measurement models to ensure appropriate accounting for the
diverse range of insurance contracts:

General Measurement Model (GMM), also known as the Building Block Approach (BBA): This
model applies to most insurance contracts and calculates the present value of expected future cash
flows with an adjustment for the time value of money and non-financial risk, as well as a contractual
service margin representing unearned profit.

Premium Allocation Approach (PAA): Applicable to simpler insurance contracts, typically those
with a coverage period of one year or less. It simplifies measurement by allowing the premium
received to be allocated over the coverage period, minus any incurred claims.

Variable Fee Approach (VFA): Designed for contracts with direct participation features where the
policyholder participates in a share of a clearly identified pool of underlying items. The VFA adjusts
the contractual service margin for changes in the fair value of the underlying items.

After a thorough evaluation of the company’s insurance portfolios and in-depth calculations
comparing the Premium Allocation Approach (PAA) and the General Measurement Model (GMM),
management has decided to adopt the GMM for accounting across all four insurance groups.

While the PAA offers a simplified measurement approach for contracts with coverage of one year or
less, the assessment performed indicates that using the GMM will provide a consistent and robust
framework for the diverse contract durations, which span beyond one year and up to 20-30 years.

This decision ensures uniformity in the company’s accounting practices and aligns with the

management’s commitment to upholding the highest standards of financial reporting. By applying the
GMM across the board, the management maintain clarity and consistency for stakeholders reviewing

the financial statements.
Contract Boundary

The Company uses the concept of contract boundary to determine what cash flows should be
considered in the measurement of groups of insurance contracts. Cash flows are within the boundary
of an insurance contract if they arise from the rights and obligations that exist during the period in
which the policyholder is obligated to pay premiums or the Company has a substantive obligation to
provide the policyholder with insurance contract services.

Insurance acquisition costs
The Group defines acquisition cash flows as cash flows that arise from costs of selling, underwriting

and starting a group of insurance contracts (issued or expected to be issued) and that are directly
attributable to the portfolio of insurance contracts to which the group belongs.
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Insurance acquisition cash flows are allocated to groups of insurance contracts on a systematic and
rational basis. Insurance acquisition cash flows that are directly attributable to a group of insurance
contracts are allocated:

a. to that group; and

b. to groups that will include insurance contracts that are expected to arise from renewals of the
insurance contracts

in that group.

General Measurement Model

The general model measures a group of insurance contracts as the total of:

* Fulfilment cash flows

* A CSM representing the unearned profit the Company will recognise as it provides insurance
contract services under the insurance contracts in the group

Insurance contracts at initial measurement

On initial recognition, the company measures a group of insurance contracts as the total of (i)
fulfilment cash flows, which comprise estimates of future cash flows, adjusted to reflect the time
value of money and both financial and non-financial risk, and (ii) the contractual service margin
("CSM") representing the unearned profit.

Fulfilment cash flows within the contract boundary - Fulfilment cash flows are current estimates
of cash flows within the contract boundary of a group of contracts which include premiums, claims,
acquisition costs and other expenses that the company expects, adjusted to reflect the timing and
uncertainty of those amounts with an explicit risk adjustment for non-financial risk.

The company estimates the future cash outflow in form of claims and costs based on factual amounts
until 2023 and then performed further estimation on probability-weighted mean basis that also can be
considered within the boundary of an insurance contract if they arise from substantive rights and
obligations. As a result, the estimation considered to be reasonable and based on supportable
information available without undue cost or effort about the amount, timing and uncertainty of those
future cash flows.

"Liability for Remaining Coverage" (LRC) refers to the obligation of an insurance company to
provide coverage for the remaining term of an active insurance contract. It is comprised of BEL (Best
estimate of Liability), Risk Adjustment, Discounting and CSM (Contractual Service Margin).

"Liability for Incurred Claims" (LIC) refers to an insurance company's obligation to pay claims
that have occurred but have not yet been settled. This includes both reported claims and those that
have been incurred but not yet reported (IBNR). It is comprised of BEL (Best estimate of Liability),
Risk Adjustment and Discounting.

Risk adjustment for non-financial risk
The risk adjustment for non-financial risk for a group of insurance contracts, determined separately
from the other estimates, reflects the compensation required for bearing uncertainty about the amount

and timing of the cash flows that arise from non-financial risk.

For reinsurance contracts held, the risk adjustment for non-financial risk represents the amount of
risk being transferred by the Group to the reinsurer.
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For insurance contracts issued, the portion of the risk adjustment for non-financial risk relating to the
LRC is recognized in insurance revenue as the risk is released, while the portion relating to the LIC is
recognized in insurance service expenses. The entire change in the risk adjustment is therefore
included within the insurance service result in the statement of earnings. The CSM on initial
recognition of a group of insurance contracts is recognized as the net inflow of the total of fulfilment
cash flows and any amount arising from the derecognition of any assets or liabilities previously
recognized for cash flows related to the group (including assets from insurance acquisition cash
flows).

If the fulfilment cash flows are a net outflow, then the group of insurance contracts is onerous and the
net outflow is recognized as a loss within insurance service expense in the statement of earnings and
as a loss component within the LRC on the balance sheet to represent the amount of the net cash
outflow, which determines the amounts that are subsequently presented within insurance revenue and
insurance service expense.

As for reinsurance contracts the Company measures its assets for a group that it holds on the same
basis as insurance contracts that it issues. However, they are adapted to reflect the features of
reinsurance contracts held that differ from insurance contracts issued, for example the generation of
expenses or reduction in expenses rather than revenue. Where the Company recognises a loss on
initial recognition of an onerous group of underlying insurance contracts or when further onerous
underlying insurance contracts are added to a group, the Company establishes a loss-recovery
component of the asset for remaining coverage for a group of reinsurance contracts held depicting the
recovery of losses.

Contractual Service Margin (CSM)

Contractual Service Margin (CSM) under IFRS 17 represents the unearned profit embedded in an
insurance contract. It's calculated by spreading the profit expected to emerge from fulfilling the
contract over the coverage period. This ensures a systematic recognition of profit over time as
services are provided, rather than recognizing all profits upfront.

Subsequent measurement

The carrying amount of a group of insurance contracts at each reporting date is the sum of the LRC
and the LIC. The LRC comprises the fulfilment cash flows that relate to future insurance coverage
and services and remaining CSM. The LIC includes the fulfilment cash flows for losses on claims
and expenses that have not yet been paid, including claims that have been incurred but not reported.
The fulfilment cash flows of groups of insurance contracts are measured at the reporting date using
current estimates of future cash flows, current discount rates and current estimates of the risk
adjustment for non-financial risk.

Changes in fulfilment cash flows

Changes in expected fulfilment cash flows which relate to future services adjust the CSM or are
recognized in the statement of earnings if there is a loss component or no CSM. Changes in
fulfilment cash flows which relate to current or past services are recognized in the statement of

earnings. Any changes from the effects of the time value of money or financial risk are recognized
within net finance income (expense) from insurance contracts in the statement of eamnings.

Changes to the contractual service margin
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The CSM of each group of contracts is adjusted to reflect

changes in unearned profit, including from new contracts, interest accretion on the CSM,
assumption changes related to future service that impact the fulfilment cash flows,
effects of currency exchange differences on the CSM, and

CSM recognized in revenue for services provided in the reporting period.

If a loss component exists, when there are changes to the fulfilment cash flows within the LRC, they
are allocated between the loss component and the LRC excluding the loss component on a systematic
basis.

The subsequent measurement of reinsurance contracts held follows the same principles as those for
insurance contracts issued and has been adapted to reflect the specific features of reinsurance held.
[IFRS 17.66A and IFRS 17.70A]

Insurance contract coverage

The CSM is adjusted in each reporting period for an amount recognized in profit or loss to reflect the
insurance contract service provided under the group of insurance contracts in that period. This
amount is determined by:

* identifying the coverage units in the group:

* allocating the CSM at the end of the period - before recognizing any release to profit or loss to
reflect the services provided - equally to each coverage unit provided in the current period and
expected to be provided in the future; and

* recognizing in profit or loss the amount allocated to coverage units to reflect insurance contract
services provided in the period. [IFRS 17.43, 44]

Coverage units are determined by the quantity of benefits and the expected coverage period of the
contracts.

Discount rates

Discount rates are used to adjust estimated future cash flows to reflect the time value of money, The
discount rate, are to following:
o reflect the lime value of money, the characteristics of the cash flows and the liquidity
characteristics. of the insurance contracts
» be consistent with observable current market prices (If any) tor Financial Instruments with
cash flows. whose characteristic are consistent with those of the insurance contracts,
* exclude the effect of factors that influence such observable market prices but do not affect the
future cash flows of the insurance contracts.

The Company management used a ‘bottom-up’ approach using EIOPA USD curves with volatility
adjustment and another adjustment for country risk in comparison to USD.

Source: https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ctryprem.html

This is a public resource maintained by Professor Ashwanth Damodaran of Stern School of Business
at New York University, an authoritative researcher who posts the working behind the figures too.
His numbers are close to other globally recognised sources.

Insurance revenue
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Insurance revenue is recognized over the coverage terms of the underlying policies in accordance
with the level of protection provided, which is represented by the total of the changes in the LRC for
which consideration is expected, comprised of the following:
e arelease of the CSM, measured based on services provided as described below:
e changes in the risk adjustment for non-financial risk relating to current services;
* claims and other insurance service expenses incurred in the period, measured at the amounts
expected at the beginning of the year;
* insurance revenue would be reduced by systematic allocations to the loss component for
changes in risk adjustment and incurred claims and other insurance service expenses;
e amortization of insurance acquisition cash flows; and
e other amounts, including premium experience adjustments.

The amount of the CSM that is recognized as insurance revenue in each period is determined by
calculating the amount of insurance services provided in the current period compared to future
periods over the expected coverage period. The expected coverage period reflects the coverage term
and expectations of insured events occurring to the extent that they affect the expected coverage
period. [IFRS 17.83]

Loss components

The Company establishes a loss component as the excess of the fulfilment cash flows that relate to
the remaining coverage of the group over the carrying amount of the liability for remaining coverage
of the group based on IFRS [17.18] and IFRS [17.57]. It should be mentioned that under premium
allocation approach for a group of contracts which is assessed as onerous, a loss component is
established as per the calculation in IFRS [17.57]. Given the simplified nature of the premium
allocation approach, entities also consider using practical applications that would achieve the same
accounting outcome as if IFRS [17.57] were applied.

Loss-recovery components

The Company defines a loss-recovery component subsequently by reducing to zero in line with
reductions in the onerous group of underlying insurance contracts in order to reflect that the loss-
recovery component that basically shall not exceed the portion of the carrying amount of the loss
component of the onerous group of underlying insurance contracts that the entity expects to recover
from the group of reinsurance contracts held.

Insurance service expense

Insurance service expenses arising from insurance contracts are recognized in the statement of
earnings as they are incurred and include losses on claims, other insurance service expenses,
amortization of insurance acquisition costs, losses and reversals of losses on onerous contracts, and
impairment losses and reversals of those impairment losses on insurance acquisition cash flow assets.
[IFRS 17.84-85]

Net finance income or expense from insurance contracts

Net finance income or expense from insurance contracts as presented in the statement of earnings are
comprised of changes in the carrying amounts of insurance contracts arising from the effects of the
time value of money. The sources of the insurance finance income and expense arise from the effects
of discounting the fulfilment cash flows within the LRC under the GMM and LIC under all
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measurement models at current rates; discounting LRC under the GMM where a significant financing
component exists and accreting interest on the CSM at locked-in rates.

Net income or expense from reinsurance contracts held

The Company presents separately on the face of the statement of profit or loss and other
comprehensive income the amounts expected to be recovered from reinsurers, and an allocation of
the reinsurance premiums paid.

Transition Approach

The transition date is the beginning of the annual reporting period immediately preceding the date of
initial application. In the case of Euroasia Insurance JSC it is | January 2023.

As per [FRS 17, an entity should apply IFRS 17 retrospectively from the transition date unless: [IFRS
17.C3] (Full retrospective approach)

e Impracticable or

® The entity chooses to apply the fair value approach for a group of insurance contracts with

direct participation features.

If it is impracticable, IFRS 17 proposes these 2 approaches:

¢ a modified retrospective approach

e a fair value approach

After reviewing the requirements for a full and modified retrospective application, the management
concluded that the detailed historical analysis is not feasible due to the extensive data required.

Due to unavailability of reliable historic data as required for a Full Retrospective and Modified
Retrospective Approaches, Management have elected to use the Fair Value Approach. The Fair
Value for each group of contracts at transition is estimated as the prorated net-of-commissions
premiums (UPR less DAC), as this is an approximation of refund value of each underlying policy.
This practical alternative will allow the company to transition to IFRS 17 effectively, without the
exhaustive process of reconstructing past financial information.

Contracts Issued Product Measurement Model | Transition
Classification approach
Loan insurance Insurance Contracts GMM Fair Value
Mandatory and other | Insurance Contracts GMM Fair Value
Property Insurance Contracts GMM Fair Value

Assumptions and Estimates

Future Cash Flows

Company makes assumptions and estimates regarding future cash flows (claims, expenses) arising
from insurance contracts, considering factors such as policyholder behavior and economic conditions.
These assumptions (Loss ratio, Expense ratio) are based on historical data, industry trends, and
actuarial analysis, adjusted for changes in regulations, market conditions, and other relevant factors.
These assumptions are regularly reviewed and updated to reflect the latest available information and
changes in circumstances.
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Discount Rate Assumptions

The determination of discount rates involves assessing market yields on high-quality corporate
bonds, considering factors such as credit risk, liquidity, and term structure. These discount rates are
used to discount future cash flows to their present value, reflecting the time value of money and the
credit risk associated with the insurance liabilities.

Loss Ratio
Loss ratios were computed utilizing the expected loss ratio method. Following this calculation, both

weighted average and simple average loss ratios were derived for each insurance group.
Subsequently, a smoothing process was applied to ensure consistency and accuracy in the determined
ratios.

Expense Ratio
Directly attributable expenses are identified to the insurance contracts within the cost of the sale and

computed expense ratio in relation to the gross written premium for each year.

Risk Adjustment

The approach reflects an adequate level of prudence on underlying reserves. The method of
determining risk adjustments to LIC and LRC estimates future claim liabilities by analyzing
historical data on reported claims. It uses stochastic techniques to simulate various claim
development scenarios, providing a range of potential outcomes and associated risks.

Change of risk adjustment figure for +-5% or +-10% will not materially effect for overall LRC
(CSM) and LIC results due to the immateriality of overall group of contracts.
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Financial Reporting Analysis

Income Statement and Balance Sheet as per IFRS 17 and related Notes (UZS’000)

Income statement that just includes impact of [FRS 17 only:

2024 2023 2022
Note
Insurance revenue 1. B 103,487,615 92,574,341 124,375,511
Insurance service expense 2. B (35,448.061) (59,244.810) (83,974.246)
Net income or expense from reinsurance contracts held A (10.211.742) (6.296.188) (9.694.291)
Allocation of reinsurer premium (11,511,646) (9,136,964) (9,850,891)
Amounts recoverable from reinsurer and incurred
expenses 1,299,904 2,840,776 156,600
Insurance service result 57,827,812 27,033,342 30,706,974
Investment income 6.890,523 2,053,254 5.600.859
Insurance finance expenses B (13.365.246) (16.112.829) (2.861.610)
Interest accreted to insurance contracts (13,132,440) (12,789,658) (8,620,001 1)
Change in financial assumptions through P&L (232,806) (3,323,171) 5,758,401
Financial insurance result (6,474,724) (14,059,575) 2,739,249
Other operating expenses (46.396.106) (22,423.677) (32.191.851)
Other income 4,429 366 17,257,647 2,453,228
Other expense (8.698.198) (59.825) (592,125)
Other finance income/(costs) (245,376) (2,414,153) (918,490)
Profit before tax 442,775 5,333,759 2,196,985
Income tax (734,649) - (1,014,008)
Profit for the year (291,874) 5,333,759 1,182,977
Balance sheet has the following [FRS 17 balances:
Insurance and Reinsurance contract (assets)/liabilities
Note 31 December 2024 31 December 2023
Reinsurance contract (assets)/liabilities 3 (8,918,886) (11,906,072)
Insurance contract (assets)/liabilities 4 87,701,060 110,320,808
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Insurance and Reinsurance contract (assets)/liabilities

Note 31 December 2022 31 December 2021
Reinsurance contract (assets)/liabilities 3 (968,381) (229,958)
Insurance contract (assets)/liabilities 4 (79,266,636) 83,914,977
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Notes to the balance sheet and income statement related to the insurance services in UZS’000:

1. Insurance service revenue for the year ending 31 December 2022, 2023 and 2024:

Insurance revenue

Expected claims incurred
Expected expenses incurred
Change in the risk adjustment
CSM recognized

Recovery of acquisition cash flows

Insurance revenue

Insurance service expense

Incurred claims

Incurred directly attributable expenses

Changes that relate to past service - adjustments
to LfIC

Insurance acquisition costs

2024 2023 2022
15,508,311 20,746,866 21,843,266
10,769,288 27,594,724 42,197,442
10,078,492 10,704,014 10,549,360
65,132,156 29,414,255 40,376,322

1,999,369 4,114,481 9,409,121
103,487,615 92,574,341 124,375,511
2. Insurance service expenses for the year ending 31 December 2022, 2023 and 2024:
2024 2023 2022

(17,136,083) (47,859,518) (60,557,734)

(13.960,603) (21,360,417) (55,882,895)

(2,352,006) 14,089,606 41,875,504
(1,999,369) (4,114,481) (9,409,121)
(35,448,061) (59,244,810) (83,974,246)

Insurance service expense
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