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QUESTION 1

A South African life insurance company sells a range of annuity products. It currently offers the
following products:

o Fixed Annuity (level or fixed increases)

¢ With-Profit Annuity

e 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.
[18]

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 an 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.

[11]

iii.  Discuss the advantages and disadvantages of the Tontine Product when compared to an
ELLA.

[7]

iv.  Discuss the advantages and disadvantages of the Smooth Index Annuity when compared to
a traditional With-Profit Annuity.

[5]
[Total 41]
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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.
[Total 9]

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.

[6]

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.

[14]

iii.  Explain why the components of the calculated non-unit reserve may be negative.

[6]

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 non-unit reserve
as opposed to a negative reserve.

[4]
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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 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.

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.

[17]

vi.  Outline the impact of the mortality and persistency experience on the solvency position of
the company.

[3]
[Total 50]

[Grand Total 100]
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