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You must submit your Word answer document BEFORE the end of the allotted examination time. You should
stop writing and start uploading during the last five minutes. Take this into account when planning your review
and submission. There will be no time announcements.
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QUESTION 1

A South African life insurance company sells a range of risk products on both an individual and group
basis. The company is conducting an actual versus expected experience investigation for the disability
benefits over the last 5 years.

The result of the investigation is that the risk experience has been:

e better than expected for the group and individual lump sum (permanent) disability benefits,
e as expected for the group income protection benefits, and
e worse than expected for the individual income protection benefits.

A colleague has remarked that it is strange that disability experience can run better and worse than
expected over the same time period.

i. Discuss why the different outcomes for the various investigations into these products is not
unreasonable. You should include consideration of

a. the nature of the investigations [3]
b. differences in the products [15]
c. any other relevant factors. [7]

There are concerns about the profitability of the individual income protection business. The company
is considering the various options available to it to improve the profitability.

ii. Discuss the actions that could be taken to improve the profitability of the individual income
protection business and the issues that may be encountered in implementing them.

[15]

When the company was completing the results for its annual published reporting, South Africa was in
a high inflationary environment. Inflation was higher than the South African Reserve Bank’s targeted
band of 3% to 6%.

iii.  Setout the factors relating to inflation that will need to be considered when setting up the
claims in payment reserves for the income protection business.

[6]
iv.  Outline the likely impact of higher inflation on the reserves. (4]

[Total 50]

REMEMBER TO SAVE

PLEASE TURN OVER

F202 M2023 Page 2 of 4 ©Actuarial Society of South Africa



QUESTION 2

IFRS 17 is the new accounting standard for insurance business that comes into effect for accounting
periods after 1 January 2023. Under IFRS 17 the Contractual Services Margin is the main mechanism
for allowing insurance profits on a group of policies to be reported over the lifetime of the group of
policies in line with general accounting principles.

i Outline what the IFRS 17 Contractual Services Margin (CSM) represents and how it is built up
for policies valued using the General Measurement Model. [4]

The release of CSM in a reporting period is based on the proportion of services provided in that period
relative to services provided over the entire service period. The mechanism for the release is coverage
units, which represent the ‘amount’ of service provided in the reporting period. The formula for the
release of the CSM (which is calculated on the end of period CSM) is A/(A + B), where

e A represents the coverage units utilized in the reporting period; and
e B represents the coverage units for the periods after the valuation date.

ii. Discuss the suitability of using undiscounted and discounted coverage units for future service in
the CSM release formula. [3]

iii.  Describe the appropriateness of the following coverage units for annuities, pure risk products,
and savings products (that fall into the scope of IFRS 17).

o Number of policies

e  Premiums
e Sum Assured
e Fund value [11]

iv.  Outline the reasons for the CSM being calculated for cohorts of policies starting not more than
12 months apart. [3]

V. Explain how the strengthening of the mortality basis for annuity products affects the profit for
that reporting period under IFRS 4 and IFRS 17. [5]

vi.  Discuss how the components of the Embedded Value of a company might change when IFRS 17
is adopted. [9]
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QUESTION 3

A South African life insurance company sells a wide variety of life insurance products. The company
uses the standard formula approach for its Solvency Capital Requirement (SCR) calculation under the
Solvency Assessment and Management (SAM) framework.

The regulator has required that the company hold additional capital (as a capital add-on) at the previous
year end following a review of the company’s solvency calculation.

i. Suggest possible reasons why the regulator has imposed a capital add-on. [7]

Due to the capital add-on, the company is considering moving to an internal model.

ii. Discuss the benefits of an internal model and the challenges in implementing such a model.

(8l
[Total 15]
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