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1. Revenue
2. Observations and conseqguences

3. Current hot topics
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I've heard that actuaries are trying to take over the income

statement....

....and this means that we will have to calculate revenue.

Is this tfrue?

I PG 2 ACTUARIAL SOCIETY 2018 CONVENTION | 24 -25 OCTOBER 2018



ACTUARIAL

OF SOUTH AFRICA

m REVENUE - LOOKS COMPLICATED! (A SOCTETY
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B Amortisation of acquisition cost mIncurred claims and expenses

m Risk adjustment release CSM Allocation
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Praofitable single premium annuity run-off under IFRS 17

CSM has not changed
invalue

Benefits & expenses

CSM
CSM = FCF at initial
recognition

BEL = PV (benefits and expenses) — PV (premiums) Simplifying assumptions
RA 0 Ignore discounting
y
Ignore initial
expenses
Time o- o+ 1 2 3

Souree: PwC analysis

« CSM = PV(Premiums) — PV (Benefits and expenses) — PV (RA)
* PV (Premiums) = CSM + PV (Benefits and expenses) + PV (RA)
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* |FRS4 - premiums = revenue in any reporting period
« [FRS17 - total premiums = total revenue over policy lifetime but the
revenue recognition pattern will be different mainly due to:
> release of CSM as service is provided, and

> release of RA as risk expires.
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TYPICAL INVENTOR -

FAILING TO SEE THE

CONSEQUENCES OF HIS
OWN CREATION.

CHRAIS MADDEN
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m OBSERVATION - CSM COVERAGE UNITS (A SOCTETY

To discount or not to discount
* Insurance Finance Income or Expense (FIE)

» CSM increasing for time value each period
* Insurance Revenue (Revenue)

» Allocated for service provided vs. still to be provided

» Discounted or undiscounted?
*  Whatis the impact of this on Revenue and FIE?

«  What is the impact of this on Profite
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CSM Run-down « Assumed R100 of CSM at
0 start
« Coverage unit of number
. 12 of policies in-force
qq_; 100 « Locked-in interest rate of
§ 80 7.5% at start increasing to
%) 60 11.5% at end
% 40 + Lapse assumption of
- 20.0% at start reducing to
1.0% after 5 years
’ 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 « No experience variations
—Discounted Future Coverage ~ ——Undiscounted Future Coverage
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[ conseauence - variasie ree mismarcn [0 BOCIEIY

Finance income or expenses vs investment income
 FIE

» CSM unlocks for unwind of variable fee
* Investment Income (ll)

» Return of assets backing CSM

« CSM disconnected to size of variable fee

*  Whatis the impact of this on Revenue, FIE and II2

«  What is the impact of this on Profite
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Income statement impact «  Whether CSM unlock or
250 000, accrete has no impact
-
S on PV profit (if discounted
200 £ . .
-0,50 % at projected investment
-
=
o £
£ 150 z return)
8 oo E - If CSM accreted, would
<—( ' +
= 100 g have no expected
(V9]
© o mismatch with asset
-1,50 £
90 § returns
O
— <
0 2,00
1 2 3 4 5 6 7 8 9 1011 1213 14 15 16 17 18 19 20
—Unlock: CSM Alloc Accrete: CSM Alloc  =—Unlock: FIE + || ==Accrete: FIE + ||
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m OBSERVATION - RESERVE AFTER LAPSING? (A SOCIETY

CSM Allocation on AVE Lapse

« CSM unlocks for effect of experience variances on future cash flows

« Onlapse event, policy BEL would release fully, unlocking the CSM

« Unlikely that coverage unit allocates unlocking into revenue this period

* Increase in per policy CSM (not a thing!)

«  What does this mean for revenue?
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Reserves « Started with 2 policies
1 500 with no expected lapses
L 000  Lapsed 1 policy after 5
years
500
= _ 1/2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
-500
-1 000
-1 500
—FExpected CSM =—Actual CSM  =—Expected BEL Actual BEL
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m OBSERVATION - REINSURANCE UNLOCKING (A SOCIETY

Reinsurance and underlying groups

* Reinsurance CSM can be negative or positive

« Reinsurance CSM may only unlock for reinsurance BEL changes if underlying
insurance group/s CSM also unlocked

* Enable offsetting impacts in income statement

What to do when loss component is created on underlying group?

* Impacts on profite
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S | mpock]  tota|  mpock] ____Towa

E[Closing] -200 100
Impact 1 35 -165 -18 83
Impact 2 /0 -95 -35 48
Impact 3 -65 -160 0 48
—m—mm-m

Open

Accrete 5 35 -3 -23
Impact 3 65 100 o) -23
Impact 2 -70 30 35 12
Impact 1 -35 o) 15 27
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S | mpock]  tota]  mpock] ____ Tora

E[Closing] -200 100
Impact 1 35 -165 -18 83
Impact 2 /0 -95 -35 48
Impact 3 -65 -160 0 48
—m—mm-m

Open

Accrete 5 35 -3 -23
Impact 1 -35 o) 18 -6
Impact 2 -70 0 0 -6
Impact 3 65 o) 0 -6
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Proportional Underlying
Se | wpecs]  tow]  mpoes] __towl

E[Closing] -200 100
Impact 1 35 -165 -18 83
Impact 2 /0 -95 -35 48
Impact 3 -65 -160 0 48
Open

CSM 35
Accrete 5 35 -3 -23

Unlock -40
Impact 1 -35 o) 15 -8 ,

Rafio 88%
Impact 2 -70 0 31 23
Impact 3 65 o) o) 23
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 Intention of OCI

*  When only FIE for changes in discount rates go through OCI
» FIErecognised in P&L at locked-in rates

» OCI balance naturally runs down to zero

*  What if changes in inflation rates do not unlock CSM under GM

» Butinflation rates change as well... what then?
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FIE recognised in OC|

3.00
2,00
1,00
0,00

0 1\\\4
-1,00

\
-2,00
-3,00
-4,00

—F|E - locked-in rates FIE - constant rate (original) —F|E - constant rate (updated)
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« Cohorting or not for VFA contracts

* Principles-based vs prescribed modifications available on transition

« Level at which the OCI choice or tfransition approaches can be selected
«  Separately disclosing contracts that are assets and liabilities

« Accounting for a net gain at initial recognition on reinsurance contracts

« A deferral of the Standard’s effective date...
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