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QUESTION 1
A South African life insurance company sells a range of annuity products. It currently
offers the following products:
• Fixed Annuity (level or fixed increases)
• With-Profit Annuity
• Living Annuity / Equity-linked Life Annuity (ELLA)

i.

Describe the advantages and disadvantages of these annuity contracts to the
company and the policyholders as well as the risks to each party.
This question was handled well by most candidates. Most candidates managed to
identify the key advantages and disadvantages of the three products to both parties.

Fixed Annuity
Policyholder
The advantage for policyholders is that they will know exactly what their income will be in
future and can plan accordingly.
There is no longevity risk for the policyholder as the payments are guaranteed for life.
The only risk to continued payments is insolvency of the insurer.
The main risk to the policyholder is the effect of inflation, particularly if an annuity with zero
or low increases is chosen.
Many retirees underestimate the effect of inflation, so awareness of the effect of this risk is
low.
For those in poor health when purchasing the annuity, the risk of an early death is higher, and
with that the risk of a poor return on the investment is also higher.
Better annuity rates for impaired lives are not common.
The risk of early death can be mitigated by having a guaranteed term or joint life annuity.
Company
The first risk to the company is that the mortality of the pool of insured lives is lighter than
that allowed for in the pricing basis, and that mortality / longevity losses are made.
There is also an investment risk. Annuities are long duration policies and even though cash
flows can be projected with a reasonable level of confidence, it may be difficult to find assets
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to match the cash flows, particularly at long durations. Reinvestment at unknown future rates
may also be necessary
The investment risk is higher for annuities with fixed increases, as this results in a longer
duration of the liabilities.
Pricing is competitive and margins can be quite low.
With-Profit Annuity
Policyholder
WPAs usually have a high proportion of funds invested in assets such as equities and
properties that should give a positive real return in the longer term, which would lead to
pension increases that keep pace with inflation.
The risk, however, is that an extended period of poor investment returns leads to increases
that are lower than anticipated and result in a decrease in real income over time -

despite having ‘sacrificed’ the higher initial income available from a fixed annuity.

Once increases have been granted, however, they are guaranteed for life (opposite to an
ELLA).
For a WPA annuity portfolio where policyholders share in the mortality surpluses/deficits,
the policyholders bear the risk that the overall mortality of the pool of lives is lighter than in
the pricing business.
This differs from the mortality risk of an ELLA where the individual policyholder bears the
risk of their own longevity.
The lower the initial pension chosen (usually a function of a ‘purchase interest’ rate) the
higher the future increases will be. However, providing for inflation-proofing increases can
be quite expensive and the disadvantage to the policyholder is that they may end up with a
starting income that is lower than their desired income replacement ratio.
Compared to an ELLA, there is some degree of smoothing of investment returns, which
would result in a less volatile income for the policyholder.
Company
There is investment risk because the pension payments are guaranteed.
The assets are also usually invested in riskier classes in search of higher returns that will
provide the higher pension increases which increases the risk.
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The company will not be able to match the liabilities to the same extent as with fixed
annuities.
This can result in high capital requirements to back the product.
There is reputational risk if the pension increases do not live up to policyholders’
expectations.
There are additional complexities in managing the product, such as declaring the bonuses and
implementing pension increases that differ from year to year.
If policyholders do not share in the mortality risk, then the company bears the longevity risk.
Living Annuity (or ELLA)
Policyholder
The policyholder has flexibility in choosing the level of retirement income, within statutory
limits.
Some companies may impose maximum drawdown levels based on the age & sex of the
policyholder.
The main advantage to the policyholder is that the policyholder’s capital is protected in the
event of early death.
This is an option for people who are in particularly poor health but must annuitise their
investment.
The policyholder bears the investment risk – there is the opportunity to invest in assets that
may be expected to outperform fixed interest securities over the long term.
But if returns are lower than the drawdown rate, particularly in the early years, there is a risk
that the income decreases over time.
The policyholder bears the risk of their own longevity. There are no guarantees and the
cumulative effect of a drawdown rate that exceeds the investment returns will result in a very
low income at older ages.
The policyholder who lives longer does not benefit from the subsidy provided by the lives
dying early in other annuity products.
Company
The main risk to the company is a reputational one if annuitant starts to run out of money.
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There is also an expense risk – if drawdown rates are higher than investment returns then the
overall funds under management will decrease, which will lead to lower fee income where
these are based on FUM, and these may not cover the cost of administration.

The company is considering adding two products to the annuity range.
The first product (Tontine Product) has elements of a tontine in its structure.
Policyholders’ premiums are invested in a unitised portfolio. Each policyholder splits
their investment into a pension account and a bequest account. An annual drawdown
rate is selected and the funds to pay this income are removed from the two accounts in
proportion to the split of the original investment. On death, the bequest account is paid
to the policyholder’s dependents, but the balance of the pension account is credited to
the remaining members’ pension & bequest accounts in proportion to their pension
account balances.
The second product (Smooth Index Annuity) consists of an annuity that has annual
increase equal to a percentage of the increase in a specified index less an annual fee. The
percentage of the index increase is set between 40% and 80% and is selected by the
policyholder at inception. The index is a weighted average of the last 5 years’ returns on
a reference portfolio, which is a balanced investment fund. The annual increase is
subject to a minimum of 0%.
ii.

Discuss the issues of equity with regards to these two new products and suggest
how the product design can be adapted to improve the equity.
This question was handled poorly by a lot of candidates. Many candidates struggled
with identifying the basic vertical and horizontal equity issues across the two
products. The generational equity issue was key to both products. Few candidates
handled the issues as well as providing suggestions for improvement.

Horizontal equity means that similar policyholders should be treated equally.
Vertical equity means that where distinctions are made between different classes, then the
effects of the distinction are proportional to the differences.
For annuity products (other than ELLAs) where the annuity payment stops on the death of the
policyholder there is an inherent inequity between those who die early and those who live
long, so horizontal equity does not exist.
However, such inequity is the inevitable consequence of the pooling of risk in all forms of
insurance, and it is an accepted form of inequity.
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Tontine Annuity
Policies should also be grouped into cohorts according to start date. It would be inequitable to
allow a new policyholder to join a pool that had been running for several years.
To manage the inequity in the pension account between those who die early and those who
live longer, it will be desirable to group lives together by gender and age bands to try to
ensure that the policyholders are exposed to a similar level of risk.
For instance, a member aged 60 would receive a potentially inequitable subsidy from the rest
of the pool if it consisted members aged 80.
The company may also consider grouping policies by bands of drawdown rates. Policies with
high drawdown rates will reduce their potential contribution to the survival pool whilst
having enjoyed similar benefits at the start of the policy.
Too many groupings may result in groupings of lives that are quite small, which could lead to
volatility of performance of the product for the various groups.
Joint life pensions should probably not be allowed because of the different risk exposure this
creates. The bequest account should anyway mitigate the need for a joint-life pension option.
The size of investment creates a potential inequitable scenario. A member with a particularly
high investment would receive a higher proportion of the proceeds from dying members.
However, provided that the number of annuitants and the pools of investments is large
enough, this should not be material.
The company would need to decide on the frequency of the distribution of proceeds from the
pension account to remaining members – the more frequent the distribution, the higher the
level of equity.
Policyholders should not be allowed to change the proportion of their investment between the
pension and the bequest account. Policyholders who develop health issues would then be able
to select against the other members of the fund.
Smooth Index Annuity
As mentioned in a previous point, there is inequity between those who live long and those
who die early. In South Africa impaired life annuities are not generally offered, so it could be
argued that there is a further inequity between those in poor health and those in ‘normal’
health, because the annuity pricing does not take into account the underlying differences in
the risk profiles.
For any product where returns are smoothed there is a conflict between smoothing of
investment returns and complete equity between generations of policyholders.
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For an acceptable level of vertical equity to exist, the increases granted during periods of high
investment returns should be higher than those granted during periods of poor investment
returns.
The increase in the index would reflect actual investment returns over the five-year periods,
satisfying equity.
However, a cohort of lives buying the product just after a few years of very poor investment
returns (below inflation or negative) may not be treated equitably, as their initial increases
will be diminished by the past poor performance.
In such cases, it may be appropriate to close the existing product to new business and open a
separate portfolio for new policyholders.
Alternatively, a shorter period for the average index could be used.

iii.

Discuss the Advantages and Disadvantages of the Tontine Product when
compared to an ELLA.
This question was handled reasonably well. Better candidates provided a better
breadth and depth of points in their discussion. Poorer candidates missed the critical
points around the shifting of the longevity and investment risk.

For policyholder
The policyholder benefits from subsidy provided by the pooling of longevity risk, whereas in
ELLA they bear longevity risk individually.
Policyholders can get similar benefits to an ELLA but with a higher starting drawdown rate.
They will need professional advice on the level of drawdown to select to balance current and
future needs. They also have a choice on the pension/bequest account split which is likely to
require advice. If these are new contracts in the market will there be sufficient advisers
trained to give the required advice.
There is still a substantial risk that a high drawdown rate will deplete the funds rapidly and
lead to a low level of income.
This is exacerbated if a high proportion of funds is invested in the bequest account.
For Company
There no mortality risk or investment risk for the company to bear. Similar to the ELLA.
Capital requirements will be also be similar to the ELLA.
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Administering the Tontine product could be quite difficult, particularly as many different
cohorts arise.
There is therefore an expense risk.
There is a risk of mis-selling as the product is a new concept in the market and policyholders
may not understand the risks that they are taking on.
The company will have to spend quite a lot on training sales staff to be able to explain the
product, so development costs could be high.
The product could suffer from poor perception at being a bit of a “lottery” or that members
that live longer benefit directly from those that don’t.

iv.

Discuss the advantages and disadvantages of the Smooth Index Annuity when
compared to a traditional With-Profit Annuity.
This question was handled similarly to part iii. Better candidates provided more
points and poorer candidates missed the critical points.

For policyholder
Policyholders will be able to work out their increases because increases are linked to an
index.
This is more transparent than a traditional WPA, where the company has an element of
discretion in the increases granted.
In times of high inflation and high real returns, there is a gearing effect from the SIA’s % of
return calculation that will result in lower increases than for a WPA that works with a
purchase price interest rate, and where the starting pensions were the same.
With a traditional WPA, the increase is 0% when the (smoothed) investment return is less
than or equal to the purchase price interest rate, but with the SIA structure there will be a
small pension increase even when returns are low.
Policyholders who chose a low percentage of the index return to get a higher starting pension
may find that the lower increases granted do not provide much protection against the effects
of inflation.
For Company
It may be difficult to explain the potential value of increases compared to other products in
the market that use purchase price interest rate for WPA products.
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There is investment risk for the company as an average index cannot be matched completely.
Because the index related increase is subject to a minimum of 0%, poor actual investment
returns relative to the index cannot be passed onto policyholders, as is possible with poor
returns in a traditional WPA over time.
Hedging strategies to manage the investment risk could be expensive.
Poor performance of the chosen index relative to other investments in the market may lead to
dissatisfaction from policyholders.

QUESTION 2
Outline the responsibilities and duties that APN106 requires from the Head of Actuarial
Function (HAF) with regard to smooth bonus business and bonus declarations.
This question was handled well by most candidates. Better candidates showed their
knowledge of the subject matter and how it applied in the particular scenario presented.
APN106 requires the HAF to evaluate and provide advice to the Board on the Insurer’s
financial position, including the impact of any proposed allocation of profits (such as bonus
declarations).
From a Treating Customers Fairly (TCF) perspective, the HAF should regularly (typically on
an annual basis) consider policyholders’ Reasonable Benefit Expectations with regard to
(amongst others):
•
•
•

the level of bonuses declared
the split between vested and non-vested bonuses.
any material change to bonuses

Where an insurer includes a statement in their policy documents that certain terms or charges
will be determined by ‘the Actuary’ such as market value adjustments to smoothed bonus, the
HAF should also have regard to policyholders’ Reasonable Benefit Expectations.
The Head of Actuarial Function should evaluate and provide advice to the Board on the
awarding of bonuses to policyholders. This should be done for final bonus declarations and
for material changes to interim bonus rates.
The HAF may either recommend the bonuses, or report separately to the Board and provide
an opinion on the awarding of bonuses to policyholders.
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The HAF should advise the Board on the extent to which it would be appropriate to distribute
any excess of assets over liabilities to policyholders or transfer it to shareholders and to make
recommendations for its specific allocation in accordance with the applicable Principles and
Practices of Financial Management.
In reviewing recommendations in respect of any proposed bonuses, the HAF should carry out
appropriate financial reviews including an appraisal of the relevant past experience.
In the report that includes the recommendations, the HAF should ensure that there is
sufficient information and discussion about each factor and about the results of any financial
reviews to justify, and enable the Board to judge, the appropriateness of the recommendations
and for the Board to understand their implications for the future course of the Insurer’s
business.
Typically the report would state (where relevant) the HAF’s:
•

•
•
•

•

•

•

conclusions from the appraisal of the relevant experience including, if asset share
techniques are used, and the way in which the recommendations are derived from
those techniques;
understanding of the Insurer’s financial and business objectives;
assessment of the Insurer’s ability to cover its SCR with sufficient Eligible Own
Funds following the recommended allocation of surplus;
interpretation of legal advice given to the Insurer constraining or potentially
constraining the Board’s discretion when allocating surplus and how this has been
reflected in the recommendations;
interpretation of policyholders’ Reasonable Benefit Expectations. Such expectations
are influenced by the Principles and Practices of Financial Management, by policy
and marketing literature and other publicly available information, and by past and
current bonus declarations.
opinion of the extent to which it is appropriate to distinguish between groups of
participating policies having regard inter alia to the nature of the policies, their
duration and their relevant pooled experience, and taking account of legal advice,
RBE & PPFM; and
opinion of how the recommendations maintain fairness between different categories
of policy or policyholder and between policyholders and the Insurer.

The HAF should review the relationship between the recommended allocation and recent and
expected future experience (economic, demographic, etc.).
In the case of with-profits or smoothed-bonus business, the report should address bonus
prospects, including terminal, final or non-vesting bonuses given the current level of the
bonus stabilisation reserve.
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If the recommended allocation is excessive relative to the recent and expected experience and
could result in a material deterioration in the bonus stabilisation reserve, the report should
indicate whether and how this could appropriately be avoided, taking policyholders’
Reasonable Benefit Expectations into account.
The affordability of the bonuses and the adequacy of the bonus stabilisation reserve should be
reviewed at least annually.
In the event of the Board approving higher or lower bonus rates than those reviewed by the
HAF, then the HAF should inform the Board of the expected impact of the deviation (e.g.
financial position, current / future policyholders’ Reasonable Benefits Expectations).

QUESTION 3
A South African life insurance company only writes regular premium unit-linked
endowment policies in the entry level market.
- The benefit payable on death, surrender and maturity is the value of the units.
- The policy also includes a funeral rider benefit, which pays a defined sum insured on
death only, intended to cover funeral costs.
i.

State the three regular valuations that need to be carried out by long-term
insurers to meet statutory or regulatory requirements. For each, state the
regulatory body under which it falls and the legislation (or statutes) governing it.
This question was handled well by most candidates.

Valuation of assets and liabilities for published financial accounts.
•

Falls under the Registrar of Companies

•

Needs to comply with the Companies Act, 2008 (Act 71 of 2008).

•

Also needs to comply with International Financial Reporting Standards (IFRS).

•

JSE-listed companies also need to comply with the JSE rules.

Valuation of assets, liabilities and solvency capital requirement for prudential supervision
reporting.
•

Falls under the Prudential Authority

•

Needs to comply with the Insurance Act, 2017 and associated Prudential Standards.

Valuation of assets and liabilities for calculation of the insurer’s tax liability.
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•

Falls under the South African Revenue Service

•

Need to comply with the Income Tax Act, 1962 (Act 59 of 1962).

The valuation of the liabilities for the published financial accounts based on the
Financial Soundness Valuation (FSV) methodology needs to be completed.

ii.

Outline the general principles for setting a best estimate assumption basis and set
out a suitable best estimate valuation basis that can be used for calculating the
non-unit reserve of the endowment policies.
This question was handled well by most candidates. Better candidates provided a
basis for each item and also handled most of the finer details, like taxation treatment.

Best-estimate assumptions should be considered separately for relatively independent groups
of homogeneous policies (i.e. the policies within the groups are similar, but the groups differ
from each other).
Examples of appropriate groupings that could be considered include splitting business by
product type, by cohort, by distribution channel or by geographic region.
The best-estimate assumptions should be:
•

realistic, generally guided by immediate past experience,

•

and modified by any knowledge of or expectations regarding the future.

Best-estimate assumptions should depend on the nature of the business.
The actuary, in setting the assumptions, must take cognisance of the sensitivity of valuation
results to changes in the various parameters, and may need to undertake valuations on more
than one basis.
Where this is done, there is no requirement to report on the result of more than one basis.
Economic assumptions
Ensure that the rates used are mutually consistent and consistent with market yields to
maturity of fixed interest securities.
The risk-free yield curve will be used as the starting point. For example, this may be the riskfree yield curve provided by the Prudential Authority for prudential supervision reporting.
Unit growth rate, depending on asset allocation in the unit fund. For example, 10% -12% p.a.
(gross of tax) on a balanced fund, depending on the asset allocation.
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Non-unit reserve valuation rate, reflecting returns on fixed interest assets and cash. For
example, 7% -9% p.a. (gross of tax), depending on the asset allocation.
Expenses
Initial expense depending on results of recent unit expense analyses. e.g. R1,000 – R1,500
per policy.
Maintenance expense depending on results of recent unit expense analyses. e.g. R300-R400
per policy pa.
Expense inflation to be consistent with economic assumptions above. 4%-6% pa is
reasonable.
Investment costs. e.g. 0.5% -1.0% of the portfolio (depending on the arrangement with the
asset management company)
Tax rate (This is an endowment policy, therefore IPF tax applies)
IPF 30% on interest and rental income, depending current assessment of the I-E tax position
of the company
IPF CGT 12% = 30%x40%
Dividend tax = 20%
The policy could be unbundled the funeral rider premiums, claims and expenses allocated to
the risk policy tax fund. The taxable income after allowable deductions in the risk policy tax
fund is zero. The only tax payable is the transfer tax (i.e. shareholder tax) when the profit is
transferred from the risk policy tax fund to the corporate fund. The current tax rate is the
company tax rate of 28%.
Mortality
This is not a core assumption for the endowment.
It is a critical assumption for the funeral rider.
It should be based on recent experience and possibly be an adjustment to one of the South
African industry mortality tables (e.g. SA8590).
AIDS allowance using latest ASSA model or a margin to basic mortality.
Withdrawals
This should be based on recent analyses and early lapses will be significantly higher than
later duration lapses.
Could utilise industry experience if own experience is not credible.
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iii.

Explain why the components of the calculated non-unit reserve may be negative.
This question was handled reasonably well by most candidates. Better candidates
picked up on the point that the PV of future premiums/charges should exceed the PV
of future benefits/expenses including margins.

The non-unit reserve has two components:
•

non-unit reserve of the savings component of the policy

•

non-unit reserve of the funeral rider benefit

For the non-unit reserve of the savings component of the policy:
•

It will be calculated as the discounted value of the future expenses (allocated to the
savings component)

•

less the discounted value of the future charges.

•

The future outgo will require prescribed margins as per SAP104

•

The future charges will be a combination of fixed monetary policy charges (which
will probably increase with inflation) and fund charges levied from the unit fund.

For the non-unit reserve of the funeral rider benefit:
•

It will be calculated as the discounted value of the future benefits and expenses
(allocated to the funeral rider)

•

less the discounted value of the future premiums of the funeral rider.

•

The future benefit and expenses will require prescribed margins as per SAP104

If the product is priced to be profitable the value of future premiums / charges should exceed
the value of future benefits and expenses including the prescribed margins.
The extent to which the value of future income exceeds the value of future outgo will
determine the size of the negative reserve.
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The company is launching the product through a new distribution channel. Due to a
lack of persistency data of the new channel the existing experience is being used to set
the pricing and valuation basis. The Head of Actuarial function is concerned that the
persistency experience might be different for the new channel. Although the calculated
non-unit reserve is negative, the Head of Actuarial function indicates that a zero reserve
should be held.

iv.

Explain why the Head of Actuarial function might propose holding a zero nonunit reserve as opposed to a negative reserve.
This question was handled well by most candidates.

If the negative reserves are set up the profits will be capitalized (or recognized) at the
inception of the policy.
If the persistency experience is then worse than assumed in the valuation basis, lapse
experience losses will be made at later durations.
The HAF will be concerned regarding this potential premature recognition of profit and
subsequent lapse experience losses.
This would apply to any items of experience (such as mortality) but persistency would be
expected to have larger impacts.
SAP 104 states that:
In addition to the compulsory margins, discretionary margins may be included where the
actuary believes that the discretionary margins should be used in order to defer the release of
profits consistent with policy design or company practice.
Holding a zero reserve, as opposed to a negative reserve, is an example of a discretionary
margin to defer the release of profits.
The HAF will justify this approach due to the uncertainty regarding the expected persistency
experience.

During the past year the country was impacted by the COVID-19 pandemic. Material
excess deaths were recorded, when measured against historic long-term experience.
Limitations on the movement of people were also put in place. The limitations on
movement and the pandemic itself also had a significant negative economic impact
which resulted in a significant increase in unemployment.
The regular annual experience investigation is being performed, with the objective of
setting the mortality and persistency valuation basis for the year end valuation.
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v.

Describe the expected results from the experience investigation and any
proposed long-term valuation basis changes. In addition, outline any potential
short-term reserving implications.
This question was handled well by some candidates and poorly by others. It was a
question that tested the interpretation of results within a specific context and the
application of actuarial judgement with regards to future assumptions. Better
candidates identified the key issues that would exist, and how these would need to be
considered in terms of thinking about long-term changes. Good candidates also
provided some insights into what the experience would likely reveal given the market
and product involved, not just that it is a mortality product. These candidates also
identified additional information that could be sought in making their decisions.

Mortality
The pandemic would have worsened mortality experience. The extent of this could be
significant.
The impact on the funeral book relative the population impact will depend on how the lives
insured compare to those making up the population.
For example, if the book contains relatively more co-morbid lives or older lives it could be
impacted worse and vice versa.
The mortality experience in the entry level market could be particularly hard hit and be worse
than other markets.
This is likely to be the case due to densely populated areas and the increased exposure to
public transport.
This poorer experience will only relate to the last year, while the investigation will be
performed over a longer period, for example 5 to 10 years.
In setting the long-term valuation basis, last year’s mortality experience would likely be
considered an outlier.
Therefore, it can be excluded (or adjusted) from the results when considering the review of
the long-term basis.
As such it will probably not impact the long-term basis at all or if so, only slightly and if
justified.
An additional short-term reserve may be set up to allow for any excess deaths expected in the
next financial year, due to any continued foreseeable impact.
This will not have any long-term reserving implications. This additional short-term reserve
will include any additional INBR reserve required.
Persistency
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The value of life cover during the pandemic would be more visible which could have a
positive impact on persistency.
The negative economic impact would worsen the persistency and more than likely have the
larger impact.
As such the company should experience an increase in lapses as more policyholders struggle
to be able to afford to continue to pay their monthly premiums.
This affordability impact will be across all durations.
There may be another factor affecting later duration lapses as policyholders may need the
surrender value to compensate for a shortfall of income.
As with mortality, this impact only relates to the experience over the last year. While the
investigation will be performed over a longer period, for example 3 years for short term
lapses.
In setting the long-term valuation basis, last year’s persistency experience may be considered
an outlier. Therefore, it can be excluded (or adjusted) from the results when considering the
review of the long-term basis.
However, the poor persistency experience might be present longer than the higher mortality
experience. This is due to the economic impact being likely to last beyond the excess
mortality being contained.
Therefore, last year’s significant deviation of the persistency experience from the long-term
average may not impact the long-term basis but it is more likely to than the poor mortality
experience.
An additional short-term reserve may be set up to allow for any excess lapses expected in the
next financial year, if unemployment is expected to worsen further.
This additional short-term reserve will include an allowance for any negative non-unit
reserves held, which would be lost once these policies lapse.
The release pattern of both the additional short-term mortality and lapse reserve need careful
consideration.
Due to the uncertainty of the developments, the size of the reserve and the release pattern will
probably need regular review in consultation with all the stakeholders. These stakeholders
will include the company management, board of directors and auditors.
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vi.

Outline the impact of the mortality and persistency experience on the solvency
position of the company.
This question again was handled well by some candidates and poorly by others.
Better candidates identified and elaborated on the three main impacts - capital
outflow due to excess claims, impact on reserves at year end and potential secondary
impact on SCR. A reasonable number of candidates missed the point about excess
claims outflow and focussed on potential SCR issues. Other candidates answered
earlier questions about why reserves may be negative (or made zero) and in this
question stated that the reduction in policyholders at year end due to higher claims
and lapses would result in lower liabilities, implying they are definitely positive.

More death claims than expected would result in losses which would be funded by the
assets of the company.
Higher lapse rates would result in less policies contributing to profit or covering initial
expenses throughout the year. The impact would also depend on any lapse charges. More
than likely a negative impact on the assets.
More deaths and lapses would result in there being fewer policies at year end. These
policies are likely to have had negative reserves on a SAM basis and as such this will
reduce the assets further as well.
Any changes to the SAM basis (such as lapse rates) would have a second order impact
through the shocks applied to them.
As such, higher lapse assumption would lead to a higher lapse shock and as such SCR for
the remaining policies.
Overall, the mortality and persistency impacts would have had an adverse effect on
solvency.

END OF EXAMINERS REPORT
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